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Accountants and Consultants Washington, D.C. 20036
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Independent Auditors' 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

To the Mayor and the Council of the Government of the District of Columbia
Inspector General of the Government of the District of Columbia

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the Government of the District of Columbia (the District), as of and for the year ended
September 30, 2007, which collectively comprise the District's basic financial statements, and have issued
our report thereon dated March 31, 2008. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

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

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the District's ability to initiate, authorize, record, process, or report financial data reliably in
accordance with generally accepted accounting principles such that there is more than a remote likelihood
that a misstatement of the District's financial statements that is more than inconsequential will not be
prevented or detected by the District's internal control. Significant deficiencies in internal control over
financial reporting are identified below and described in greater detail in the accompanying schedule of
findings and questioned costs as items 2007-01 through 2007-09.

. Office of Tax and Revenue. VI.  Management of Grants.
ll. Management of the Medicaid Program. VIIl.  Compensation.
[ll.  District of Columbia Public Schools. VIIl.  Management of the Disability
IV. Investment Reconciliations and Activities. Compensation Program.
V. National Capital Revitalization Corporation IX. Management of the Unemployment
and the Anacostia Waterfront Corporation. Compensation Program.
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A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be prevented
or detected by the District’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose described in the
first paragraph of this section and would not necessarily identify all deficiencies in the internal control that
might be significant deficiencies and, accordingly, would not necessarily disclose all significant deficiencies
that are also considered to be material weaknesses. However, of the significant deficiencies described
above, we consider items 2007-01 through 2007-03 to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the District's financial statements are free of
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
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an opinion. The
results of our tests disclosed instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards and which are identified below and described in greater detail in the
accompanying schedule of findings and questioned costs as items 2007-10 through 2007-12.

I. Noncompliance with Procurement Regulations.
Il. Noncompliance with the Quick Payment Act.
lll.  Noncompliance with the Financial Institutions Deposit and Investment Amendment Act.

We also noted additional matters which we have reported to management of the District in a separate letter
dated March 31, 2008. The status of prior year instances of reportable conditions, material weaknesses, and
material noncompliance is presented below:

Type of Comment in Current Year

Nature of Comment Fiscal Year 2006 Status
District of Columbia Public Schools Material Weakness Material Weakness
Management of the Medicaid Program Reportable Condition Material Weakness
Noncompliance with Procurement
Regulations Material Noncompliance Material Noncompliance
Noncompliance with the Quick
Payment Act Material Noncompliance Material Noncompliance
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The District's responses to the findings identified in our audit are included in the accompanying schedule of
findings and questioned costs. We did not audit the District's responses and, accordingly, we express no
opinion on them.

This report is intended solely for the information and use of the Mayor, the Council, the Inspector General of
the District, District management, the U.S. Government Accountability Office, the U.S. Congress, and
federal awarding agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

200 Sevdman, LLP

Washington, D.C.
March 31, 2008
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Independent Auditors’' Report

on Compliance with Requirements Applicable to

Each Major Program and on Internal Control Over Compliance
in Accordance with OMB Circular A-133

To the Mayor and the Council of the Government of the District of Columbia

Compliance

We have audited the compliance of the Government of the District of Columbia (the District) with the
types of compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular
A-133 Compliance Supplement that are applicable to each of its major federal programs for the year ended
September 30, 2007. The District's major federal programs are identified in the summary of auditors’ results
section of the accompanying schedule of findings and questioned costs. Compliance with the requirements
of laws, regulations, contracts, and grants applicable to each of its major federal programs is the
responsibility of the District's management. Our responsibility is to express an opinion on the District's
compliance based on our audit.

The accompanying Schedules of Expenditures of Federal Awards and our audit described below do not
include the federal expenditures of the District of Columbia Water and Sewer Authority and the District of
Columbia Housing Finance Agency. These component units of the District have a separate independent
audit performed in accordance with OMB Circular A-133, Audits of States, Local Governments, and Non-
Profit Organizations.

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

As described in the items listed below and as found in the accompanying schedule of findings and
questioned costs, the District did not comply with certain requirements that are applicable to certain of its
maijor federal programs. Compliance with such requirements is necessary, in our opinion, for the District to
comply with requirements applicable to those programs.

Finding No. Compliance Requirement
2007-13 Allowable Costs
2007-14 Allowable Costs
2007-15 Cash Management
2007-16 Cash Management
2007-17 Cash Management
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Finding No. (cont'd) Compliance Requirement (cont’d)
2007-18 Cash Management
2007-19 Cash Management
2007-20 Cash Management
2007-21 Cash Management
2007-22 Cash Management
2007-23 Eligibility
2007-24 Eligibility
2007-25 Reporting
2007-26 Subrecipient Monitoring
2007-27 Subrecipient Monitoring
2007-28 Subrecipient Monitoring
Special Tests and Provisions: Inpatient Hospital and Long-Term Care Facility
2007-29 Audits
2007-31 Special Tests and Provisions: Utilization Control and Program Integrity
2007-33 Allowable Costs
2007-36 Allowable Costs
2007-37 Cash Management
2007-38 Cash Management
2007-41 Procurement, Suspension, and Debarment
2007-44 Subrecipient Monitoring
2007-45 Subrecipient Monitoring
2007-46 Special Tests and Provisions: Subgrant Awards
2007-49 Allowable Costs
2007-51 Cash Management
2007-52 Cash Management
2007-53 Eligibility
2007-54 Eligibility
2007-55 Eligibility
2007-56 Eligibility
2007-59 Procurement, Suspension, and Debarment
2007-60 Procurement, Suspension, and Debarment
2007-61 Reporting
2007-62 Reporting
2007-63 Cash Management
2007-65 Cash Management
2007-68 Special Tests and Provisions: Employer Experience Rating
2007-69 Allowable Costs
2007-70 Cash Management
2007-71 Procurement, Suspension, and Debarment
2007-72 Reporting
2007-75 Special Tests and Provisions: Provision of Child Support Services for
Interstate Initiating Cases
2007-77 Allowable Costs
2007-78 Allowable Costs
2007-79 Allowable Costs
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Finding No. (cont’d) Compliance Requirement (cont’d)

2007-80 Allowable Costs

2007-82 Allowable Costs

2007-83 Allowable Costs

2007-85 Allowable Costs

2007-87 Allowable Costs

2007-88 Cash Management

2007-90 Cash Management

2007-92 Cash Management

2007-94 Cash Management

2007-96 Matching, Level of Effort, Earmarking
2007-97 Matching, Level of Effort, Earmarking
2007-98 Matching, Level of Effort, Earmarking
2007-99 Period of Availability

2007-100 Procurement, Suspension, and Debarment
2007-101 Reporting

2007-102 Reporting

2007-104 Reporting

2007-107 Subrecipient Monitoring
2007-109 Subrecipient Monitoring
2007-111 Subrecipient Monitoring

Special Tests and Provisions: Highly Qualified Teachers and

2007-112 Paraprofessionals

2007-114 Allowable Costs

2007-115 Allowable Costs

2007-118 Allowable Costs

2007-119 Cash Management

2007-120 Cash Management

2007-121 Cash Management

2007-122 Cash Management

2007-123 Cash Management

2007-124 Eligibility

2007-125 Eligibility

2007-126 Eligibility

2007-128 Matching, Level of Effort, Earmarking
2007-129 Matching, Level of Effort, Earmarking
2007-130 Period of Availability

2007-131 Procurement, Suspension, and Debarment
2007-132 Procurement, Suspension, and Debarment
2007-133 Procurement, Suspension, and Debarment
2007-135 Reporting

2007-136 Subrecipient Monitoring
2007-137 Subrecipient Monitoring
2007-138 Special Tests and Provisions: Child Support Non-Cooperation
2007-139 Allowable Costs
2007-140 Allowable Costs
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AR
Finding No. (cont'd) Compliance Requirement (cont’d)
2007-142 Allowable Costs
2007-143 Matching, Level of Effort, Earmarking
2007-144 Program Income
2007-145 Special Tests and Provisions: Housing Quality Standards

In our opinion, except for the noncompliance described in the preceding paragraph, the District complied, in
all material respects, with the requirements referred to in the first paragraph of this report that are applicable
to each of its major federal programs for the year ended September 30, 2007, other than those discussed in
the following paragraph.

The results of our audit procedures also disclosed other instances of noncompliance with the requirements
referred to in the first paragraph of this report which are required to be reported in accordance with OMB
Circular A-133 and which are described in the accompanying schedule of findings and questioned costs as
follows:

Finding No. Compliance Requirement
2007-47 Eligibility
2007-66 Eligibility
2007-67 Eligibility
2007-113 Special Tests and Provisions: Participation of Private School Children
2007-116 Allowable Costs

Internal Control Over Compliance

The management of the District is responsible for establishing and maintaining effective internal control over
compliance with the requirements of laws, regulations, contracts, and grants applicable to federal programs.
In planning and performing our audit, we considered the District's internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to determine
our auditing procedures for the purpose of expressing our opinion on compliance, 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 District's internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the preceding
paragraph and would not necessarily identify all deficiencies in the District's internal control that might be
significant deficiencies or material weaknesses as defined below. However, as discussed below, we
identified certain deficiencies in internal control over compliance that we consider to be significant
deficiencies and others that we consider to be material weaknesses.

A control deficiency in an entity’s internal control over compliance 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 noncompliance with a type of compliance requirement of a federal program
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the entity’s ability to administer a federal program such that there is more than a remote
likelihood that noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity’s internal control.
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We consider the deficiencies in internal control over compliance described in the accompanying schedule of
findings and questioned costs as items 2007-13 through 2007-145 to be significant deficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the entity's internal control. Of the significant
deficiencies in internal control over compliance described in the accompanying schedule of findings and
questioned costs, we consider the following items to be material weaknesses:

Finding No. Compliance Requirement
2007-14 Aliowable Costs
2007-15 Cash Management
2007-16 Cash Management
2007-17 Cash Management
2007-18 Cash Management
2007-19 Cash Management
2007-20 Cash Management
2007-21 Cash Management
2007-22 Cash Management
2007-23 Eligibility
2007-24 Eligibility
2007-26 Subrecipient Monitoring
2007-27 Subrecipient Monitoring
2007-28 Subrecipient Monitoring
2007-29 Special Tests and Provisions: Inpatient Hospital and Long-Term Care Facility
Audits
2007-31 Special Tests and Provisions: Utilization Control and Program Integrity
2007-36 Allowable Costs
2007-37 Cash Management
2007-38 Cash Management
2007-41 Procurement, Suspension, and Debarment
2007-44 Subrecipient Monitoring
2007-45 Subrecipient Monitoring
2007-51 Cash Management
2007-52 Cash Management
2007-53 Eligibility
2007-54 Eligibility
2007-55 Eligibility
2007-56 Eligibility
2007-59 Procurement, Suspension, and Debarment
2007-60 Procurement, Suspension, and Debarment
2007-61 Reporting
2007-62 Reporting
2007-63 Cash Management
2007-65 Cash Management
2007-69 Allowable Costs
2007-70 Cash Management
2007-71 Procurement, Suspension, and Debarment

10
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Finding No. (cont’d) Compliance Requirement (cont'd)

2007-72 Reporting

2007-77 Allowable Costs

2007-78 Allowable Costs

2007-79 Allowable Costs

2007-80 Allowable Costs

2007-82 Allowable Costs

2007-83 Allowable Costs

2007-87 Allowable Costs

2007-88 Cash Management

2007-90 Cash Management

2007-92 Cash Management

2007-94 Cash Management

2007-96 Matching, Level of Effort, Earmarking
2007-97 Matching, Level of Effort, Earmarking
2007-98 Matching, Level of Effort, Earmarking
2007-99 Period of Availability

2007-100 Procurement, Suspension, and Debarment
2007-101 Reporting

2007-102 Reporting

2007-104 Reporting

2007-107 Subrecipient Monitoring
2007-109 Subrecipient Monitoring
2007-111 Subrecipient Monitoring

Special Tests and Provisions: Highly Qualified Teachers and

2007-112 Paraprofessionals

2007-114 Allowable Costs

2007-115 Allowable Costs

2007-118 Allowable Costs

2007-119 Cash Management

2007-120 Cash Management

2007-121 Cash Management

2007-122 Cash Management

2007-123 Cash Management

2007-124 Eligibility

2007-125 Eligibility

2007-126 Eligibility

2007-128 Matching, Level of Effort, Earmarking
2007-129 Matching, Level of Effort, Earmarking
2007-130 Period of Availability
2007-131 Procurement, Suspension, and Debarment
2007-132 Procurement, Suspension, and Debarment
2007-133 Procurement, Suspension, and Debarment
2007-136 Subrecipient Monitoring
2007-138 Special Tests and Provisions: Child Support Non-Cooperation
2007-139 Allowable Costs
2007-140 Allowabie Costs

11




IBDO

Finding No. (cont'd) Compliance Requirement (cont'd)
2007-142 Allowable Costs
2007-143 Matching, Level of Effort, Earmarking
2007-144 Program Income
2007-145 Special Tests and Provisions: Housing Quality Standards

Schedules of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type activities, the
aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the Government of the District of Columbia (the District), as of and for the year ended
September 30, 2007, and have issued our report thereon dated March 31, 2008. Our audit was performed
for the purpose of forming opinions on the financial statements that collectively comprise the District's basic
financial statements.

The accompanying Schedules of Expenditures of Federal Awards are presented for purposes of additional
analysis as required by OMB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and are not a required part of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, are fairly stated, in all material respects, in relation to the basic financial statements taken as a
whole.

The District's responses to the findings identified in our audit are included in the accompanying schedule of
findings and questioned costs. We did not audit the District's responses and, accordingly, we express no
opinion on them.

This report is intended solely for the information and use of the Mayor, the Council, the Inspector General of
the District, District management, federal awarding agencies and pass-through entities, the U.S.
Government Accountability Office, and the U.S. Congress, and is not intended to be and should not be used
by anyone other than these specified parties.

R00 Sedmon, LLP

Washington, D.C.
October 3, 2008

12
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Government of the District of Columbia

Schedule of Expenditures of Federal Awards
- by Federal Grantor

Year ended September 30, 2007
Federal

Federal Grantor/ Pass-Through CFDA Federal

Grantor/ Program or Cluster Title Number Expenditures

U.S. Department of Health and Human Services

Public Health and Social Services Emergency Fund 93.003 § (326,137)
Elder Abuse Prevention 93.041 603
Special Programs for the Aging_Title VII, Chapter 2_Long Term Care

Ombudsman Services for Older Individuals 93.042 996,097
Special Programs for the Aging_Title 111, Part B_Grants for Supportive

Services and Senior Centers 93.044 1,743,012
Special Programs for the Aging_Title IlI, Part C_Nutrition Services 93.045 2,915,871
Aging and Disability Resource Center 93.048 30,746
D.C. Awareness & Care Program 93.051 225,421
Elderly Nutrition Program 93.053 546,987
Vital Statistics Re-engineering Program 93.066 (49,737)
D.C. Fatherhood Initiative 93.086 805,419
Comprehensive Community Mental Health Services for Children with

Serious Emotional Disturbances (SED) 93.104 1,812,501
Maternal and Child Health Federal Consolidated Programs 93.110 437,215
Project Grants and Cooperative Agreements for Tuberculosis

Control Programs 93.116 1,038,199
Primary Care Services-Resource Coordination and Development 93.130 142,634
Injury Prevention and Control Research and State and Community

Based Programs 93.136 69,134
Projects for Assistance in Transition from Homelessness (PATH) 93.150 300,000
Childhood Lead Poisoning Prevention Projects_State and Local 93.197 667,373
Abstinence Education 93.235 151,326
Oral Health Expansion 93.236 57,451
Substance Abuse and Mental Health Services 93.243 1,480,332
Universal Newborn Hearing Screening 93.251 135,915
State Planning Grant-Health Care Access for the Uninsured 93.256 152,726
Immunization Grants 93.268 1,453,818
Centers for Disease Control and Prevention-Investigations and

Technical Assistance 93.283 18,083,575
RIMI 93.307 931,067
Cancer Centers Support 93.397 345,622
Promoting Safe and Stable Families 93.556 866,721
Temporary Assistance for Needy Families 93.558 74,035,533

13



Government of the District of Columbia

Schedule of Expenditures of Federal Awards
- by Federal Grantor

Year ended September 30, 2007
Federal

Federal Grantor/ Pass-Through CFDA Federal

Grantor/ Program or Cluster Title Number Expenditures
Child Support Enforcement 93.563 14,312,480
Child Support Enforcement Research 93.564 123,551
Refugee and Entrant Assistance-State Administered Programs 93.566 984,908
Low-Income Home Energy Assistance Program 93.568 7,203,467
Community Services Block Grant 93.569 10,396,931
Refugee and Entrant Assistance-Discretionary Grants 93.576 49,622
Strong Families - D.C. Kids 93.592 158,350
Child Care Mandatory and Matching Funds of the Child Care and

Development Fund 93.596 30,095,745
Access and Visitation Program 93.597 100,000
State Educational Training Voucher Program 93.599 229,118
Head Start - Direct Funding 93.600 5,979,701
Head Start - Pass-through Funding from United Planning Organization 93.600 3,827,848
Adoption Incentive Payments 93.603 (181,759)
Election Assistance for Individuals with Disabilities 93.617 2,125
Developmental Disabilities Basic Support and Advocacy Grant 93.630 285175
Children's Justice Act 93.643 56,782
Child Welfare Services-State Grants 93.645 396,170
Foster Care - Title IV-E 93.658 16,173,160
Adoption Assistance 93.659 12,578,498
Social Services Block Grant 93.667 6,967,459
Child Abuse and Neglect State Grants 93.669 92,519
Family Violence Prevention & Services State Grants 93.671 693,113
Chafee Foster Care Independent Living 93.674 1,198,777
State Children's Health Insurance Program 93.767 7,330,963
Medicaid Infrastructure Grants to Support the Competitive Employment of
People with Disabilities 93.768 44 447

Demonstration to Maintain Independence and Employment 93.769 3,967,573
State Medicaid Fraud Control Units 93.775 1,365,000
State Survey and Certification of Health Care Providers and Suppliers 93.777 3,003,325
Medical Assistance Program 93.778 1,011,712,175

14



Government of the District of Columbia

Schedule of Expenditures of Federal Awards
- by Federal Grantor

Year ended September 30, 2007
Federal
Federal Grantor/ Pass-Through CFDA Federal
Grantor/ Program or Cluster Title Number Expenditures
Health Care Financing Administration (Medicaid) 93.778 16,536,564
Centers for Medicare and Medicaid Services (CMS) Research,

Demonstrations, and Evaluations 93.779 628,200
Medicaid Transportation Grant 93.793 13,034
MBRS - Research 93.859 593,393
Bioterrorism and Hospital Preparedness 93.889 2,859,762
HIV Emergency Relief Project Grants 93.914 30,649,346
HIV Care Formula Grants 93.917 18,282,390
Cooperative Agreements for State-Based Comprehensive

Breast and Cervical Cancer Early Detection Programs 93.919 1,042,099
US DHHS SDA Speech Pathology (GRAD) 93.925 217,911
Healthy Start Initiative 93.926 3,503,201
Improvements of the Health and Well-Being of Youth 93.938 229,593
HIV Prevention Activities 93.940 4,862,337
Human Immunodeficiency Virus (HIV)/Acquired Immunodeficiency Virus

Syndrome (AIDS) Surveillance 93.944 2,599,021
Assistance Programs for Chronic Disease Prevention and Control 93.945 295,614
Block Grants for Community Mental Health Services 93.958 735,867
Block Grants for Prevention and Treatment of Substance Abuse 93.959 6,747,931
Preventive Health Services-Sexually Transmitted Diseases Control Grants 93.977 1,655,670
Cooperative Agreements for State-Based Diabetes Control Programs 93.988 284,028
Preventive Health and Health Services Block Grant 93.991 650,458
Maternal and Child Health Services Block Grant to the States 93.994 7,622,217

Total U.S. Department of Health and Human Services 1,348,205,283

U.S. Department of Education

State Adult Education 84.002 1,431,029
Federal Supplemental Educational Opportunity Grants 84.007 617,682
Title | Grants to Local Educational Agencies 84.010 50,434,537
Migrant Education-State Grant Program 84.011 (28,634)
Title | Program for Neglected and Delinquent Children 84.013 56,556
Special Education-Grants to States 84.027 15,305,945
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Government of the District of Columbia

Schedule of Expenditures of Federal Awards
- by Federal Grantor

Year ended September 30, 2007
Federal

Federal Grantor/ Pass-Through CFDA Federal

Grantor/ Program or Cluster Title Number Expenditures
Higher Education Institutional Aid 84.031 2,259,414
Job Locator Development 84.033 218,233
Impact Aid 84.041 1,246,269
TRIO-Student Support Services 84.042 510,939
TRIO-Talent Search 84.044 355,456
TRIO-Upward Bound 84.047 551,386
Vocational Education-Basic Grants to States 84.048 3,800,204
Federal Pell Grant Program 84.063 4,329,744
State Student Incentive Grant/Supplement 84.069 582,622
Minority Science Improvement 84.120 68,894
Vocational Rehabilitation Grants to States 84.126 12,169,134
Rehabilitation Services-Client Assistance Program 84.161 121,234
Independent Living-State Grants 84.169 276,299
Special Education-Preschool Grants 84173 313,229
Rehabilitation Services_Independent Living Services for Older Individuals

Who are Blind 84177 223,092
Special Education-Grants for Infants and Families with Disabilities 84.181 1,912,514
Byrd Honors Scholarships 84.185 50,000
Safe and Drug-Free Schools and Communities-State Grants 84.186 1,578,831
Supported Employment Services for Individuals with Severe Disabilities 84.187 339,105
Education for Homeless Children and Youth 84.196 159,149
Partnership in Character Education-Teaching Traditional
History-Smaller Learning Community 84.215 741,409

Assistive Technology 84.224 345,513
Rehabilitation Training-State Vocationat Rehabilitation Unit In-Service Training ~ 84.265 23,954
Charter Schools 84.282 4,925,302
Twenty-First Century Community Learning Centers 84.287 4,029,447
Foreign Language Assistance 84.293 203,624
Title VIl-Innovative Education Program 84.298 766,085
Education Technology State Grants 84.318 2,387,222
State Program Improvement - Special Education 84.323 953,029
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Government of the District of Columbia

Schedule of Expenditures of Federal Awards
- by Federal Grantor

Year ended September 30, 2007
Federal

Federal Grantor/ Pass-Through CFDA Federal

Grantor/ Program or Cluster Title Number Expenditures
Special Education - Personnel Preparation to Improve Services 84.325 4,400
Advanced Placement Program 84.330 (412)
Grants to States for Incarcerated Youth Offenders 84.331 158,742
Comprehensive School Reform Demonstration 84.332 453,076
Gaining Early Awareness and Readiness for Undergraduate Programs 84.334 495,979
Teacher Quality Enhancement Grants 84.336 875,191
Transition to Teaching 84.350 847,001
Arts in Education 84.351 60,033
Title | Reading First State Grants 84.357 3,100,752
Title Il Language Acquisition State Grant 84.365 678,180
Math Science Partnership 84 .366 1,056,101
Improving Teacher Quality State Grants 84.367 13,036,793
Grants for State Assessments and Related Activities 84.369 5,155,627

Total U.S. Department of Education 139,179,911

U.S. Department of Transportation
Highway Planning and Construction 20.205 122,303,430
National Motor Carrier Safety 20.218 1,180,053
Safety Data Analysis 20.234 151,326
Federal Transit — Metropolitan Pfanning Grants 20.505 944 606
Capital Assistance Program for Eiderly Persons and Persons with Disabilities 20.513 672,392
United WE Ride Grants 20514 6,494
State and Community Highway Safety 20.600 1,985,969
Fatal Accident Reporting 20.610 8,746
Pipeline Safety 20.700 158,404

Total U.S. Department of Transportation 127,411,420

U.S. Department of Housing and Urban Development
Community Development Block Grants/Entitlement Grants 14.218 76,760,931
Emergency Shelter Grants Program 14.231 832,003
Shelter Plus Care 14.238 (8,953)
HOME Investment Partnerships Program 14.239 11,385,221
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Government of the District of Columbia

Schedule of Expenditures of Federal Awards
- by Federal Grantor

Year ended September 30, 2007
Federal

Federal Grantor/ Pass-Through CFDA Federal

Grantor/ Program or Cluster Title Number Expenditures
Housing Opportunities for Persons with AIDS 14.241 15,514,275
National Fair Housing Training Academy 14.401 171,525
Fair Housing Assistance Program 14.408 100,514
Lead-Based Paint Hazard Control 14.900 1,555,427
Lead-Based Paint Hazard Reduction Demonstration 14.905 31,844

Total U.S. Department of Housing and Urban Development 106,342,787

U.S. Department of Homeland Security
Boating Safety 97.011 755,412
Community Assistance Program 97.023 30,000
Hurricane Katrina 2005 97.036 (9,463)
Hazard Mitigation Assistance 97.039 255,255
Emergency Management Performance Grant 97.042 1,424 159
Operations and Safety Program 97.044 6,928
Homeland Security 97.067 82,949,599
MAP Modernization Management Support 97.070 105,625
Transit Security 97.075 5,062,122
Buffer Zone Protection Program 97.078 1,190,017

Total U.S. Department of Homeland Security 91,769,654

U.S. Department of Agriculture
Pesticide Application Training 10.025 6,173
Agricultural Experiment Station 10.203 1,547 824
Cooperative Extension Service 10.500 8,393
School Breakfast Program 10.553 3,930,722
National School Lunch Program 10.555 15,221,342
Special Milk Program for Children 10.556 11,222
Special Supplemental Nutrition Program for Women, Infants, and Children 10.557 10,916,252
Child and Adult Care Food Program 10.558 3,460,737
Summer Food Service Program for Children 10.559 4,412,148
State Administrative Expenses for Child Nutrition 10.560 434,785
State Administrative Matching Grants for Food Stamp Program 10.561 13,933,248
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Government of the District of Columbia

Schedule of Expenditures of Federal Awards
- by Federal Grantor

Year ended September 30, 2007
Federal

Federal Grantor/ Pass-Through CFDA Federal

Grantor/ Program or Cluster Title Number Expenditures
Commodity Supplemental Food Program 10.565 432,715
Emergency Food Assistance Program (Administrative Costs) 10.568 149,382
WIC Farmers Market Nutrition Program (FMNP) 10.572 295,355
Administrative Reviews and Training 10.574 62,694
Senior Farmers Market Nutrition Program 10.576 133,143
Cooperative Forestry Assistance 10.664 196,809

Total U.S. Department of Agriculture 55,152,944

U.S. Department of Labor
Labor Force Statistics 17.002 721,161
Prices and Cost of Living Data 17.003 75,248
Compensation and Working Conditions 17.005 66,458
Employment Service 17.207 3,985,144
Unemployment Insurance 17.225 11,719,026
Senior Community Service Employment Program 17.235 488,929
WIA Adult Program 17.258 3,649,779
WIA Youth Activities 17.259 3,504,488
WIA Dislocated Workers 17.260 4,664,726
Youth Opportunity Grants 17.263 98,060
WIA Navigator Project 17.266 164,697
Consultation Agreements 17.504 455,982
Disabled Veterans' Outreach Program (DVOP) 17.801 262,000
Local Veterans' Employment Representative Program 17.804 286,961

Total U.S. Department of Labor 30,142,659

Environmental Protection Agency
Air Pollution Control Program Support 66.001 828,754
State Indoor Radon Grants 66.032 77,682
Ambient Air Monitoring 66.202 64,543
Water Pollution Control-State and Interstate Program Support 66.419 1,042,032
Construction Management Assistance 66.438 200
Water Quality Management Planning 66.454 83,394

19



Government of the District of Columbia

Schedule of Expenditures of Federal Awards
- by Federal Grantor

Year ended September 30, 2007
Federal
Federal Grantor/ Pass-Through CFDA Federal
Grantor/ Program or Cluster Title Number Expenditures
Nonpoint Source Implementation Grants 66.460 1,042,122
Chesapeake Bay Program 66.466 777,251
Safe Drinking Water £6.468 (856)
Performance Partnership Grants 66.605 184,900
TSCA Title IV State Lead Grants—Certification of Lead Based
Paint Professionals 66.707 264174
Pollution Preventive Incentive 66.708 51,813
Intergrated Pest Management 66.716 21,852
Hazardous Waste Management State Program Support 66.801 109,278
State and Tribal Underground Storage Tanks Program £66.804 103,093
Leaking Underground Storage Tank-Trust Fund Program 66.805 212,487
Superfund State Core Program Cooperative Agreements 66.809 4,488
Brownfield Site Assessment 66.811 20,500
State and Tribal Response Program Grants 66.817 226,049
Total Environmental Protection Agency 5,113,756
U.S. Department of Justice
DNA Enhancement Program 16.307 205,967
Juvenile Accountability Incentive Block Grants 16.523 595,614
Title Il Formula Grant - Administration 16.540 (947)
Missing Children's Assistance 16.543 33,772
Paul Coverdell Forensic Science 16.550 98,931
National Criminal History Improvement Program (NCHIP) 16.554 241118
Crime Victim Assistance 16.575 1,096,336
Bymne Formula Grant 16.579 105,476
Violent Offender Incarceration and Truth in Sentencing Incentive Grants 16.586 (48,210)
Grants to Encourage Arrest Policies 16.590 366,002
Local Law Enforcement Block Grants Program 16.592 17,649
Residential Substance Abuse - Admin 16.593 484,036
Community Capacity Development Office 16.595 213,747
State Criminal Alien Assistance Program 16.606 30,761
Community Prosecution and Project Safe Neighborhoods 16.609 58,380
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Federal
Federal Grantor/ Pass-Through CFDA Federal
Grantor/ Program or Cluster Title Number Expenditures
Public Safety Partnership and Community Policing Grants 16.710 1,081,832
Enforcing Underage Drinking Laws Program 16.727 46,701
Mental Health and DOJ Collaboration Project 16.745 44,426
Total U.S. Department of Justice 4,671,591
Social Security Administration
Social Security — Disability Insurance 96.001 5,616,017
Social Security Research and Demonstration 96.007 (240,494)
Total Social Security Administration 5,375,523
Corporation for National and Community Service
State Commissions 94003 115,847
Learn and Serve Community Based Program 94.004 658,560
AmeriCorps 94.006 1,808,092
Planning and Program Development Grants 94.007 56,069
Training and Technical Assistance 94.009 125,328
Senior Companion Program 94.016 314,071
Total Corporation for National and Community Service 3,077,967

U.S. Department of Defense
State Memorandum of Agreement Program for Reimbursement of

Technical Services 12.113 253,785
National Guard Military Operations and Maintenance (O&M) Projects 12.401 1,243,683
Youth Challenge Program 12.404 830,698

Total U.S. Department of Defense 2,328,166
National Endowment for the Arts
Promotion of the Arts-Grants to Organizations and Individuals 45,024 20,000
Promotion of the Arts-Partnership Agreements 45.025 600,698
State Library Program 45.310 704,936
Total National Endowment for the Arts 1,325,634
U.S. Department of the Interior
Sport Fish Restoration 15.605 373,564
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Federal
Federal Grantor/ Pass-Through CFDA Federal
Grantor/ Program or Cluster Title Number Expenditures
State Wildlife Grants 15.634 22,401
USGS-WRRI Student Internship Program 15.805 79,686
Historic Preservation Fund Grants-In-Aid 15.904 492,937
Total U.S. Department of the Interior 968,588
U.S. Department of Energy
National Energy Information Center §1.039 4,600
State Energy Program 81.041 214,842
Weatherization Assistance for Low-Income Persons 81.042 434,367
State Energy Program-Special Projects 81.119 34,180
Total U.S. Department of Energy 687,989
National Science Foundation
Stem Research and Training Center 47.076 448,852
National Aeronautics and Space Administration
Partnership Sustainable Space Science 43.001 114,915
U.S. Department of Commerce
Chesapeake Bay Studies 11.457 143,320
Attantic Coastal Fisheries Cooperative Management 11.474 (31,530)
Total U.S. Department of Commerce 111,790
Equal Employment Opportunity Commission
Equal Employment Opportunity 30.002 100,000
Internal Revenue Service, Department of Treasury
Low Income Tax Payer Clinic 21.008 57,474
Federal Mediation and Conciliation Service
Labor Management 34.002 20,421
National Archives and Records Administration
National Historical Publications and Records Grants 89.003 853
Total Expenditures of Federal Awards 1,922,608,177
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Federal Grantor/ Pass-Through CFDA Federal
Grantor/ Program or Cluster Title Number Expenditures
Department of Health
Special Supplemental Nutrition Program for Women, Infants, and Children 10.557 10,916,252
State Administrative Matching Grants for Food Stamp Program 10.561 756,078
Commodity Supplemental Food Program 10.565 432,715
WIC Farmers Market Nutrition Program (FMNP) 10.572 295,355
Senior Farmers Market Nutrition Program 10.576 133,143
Atlantic Coastal Fisheries Cooperative Management 11.474 (11,993)
Shelter Plus Care 14.238 (8,953)
Housing Opportunites for Persons with AIDS 14.241 15,514,275
Sport Fish Restoration 15.605 (106,006)
Compensation and Working Conditions 17.005 66,458
State Indoor Radon Grants 66.032 (1,032
Water Pollution Control-State and Interstate Program Support 66.419 (3,923)
Water Quality Management Planning 66.454 83,394
Superfund State Core Program Cooperative Agreements 66.809 (6,625)
Safe and Drug-Free Schools and Communities-State Grants 84.186 68,979
Public Health and Social Services Emergency Fund 93.003 (276,137)
Aging and Disability Resource Center 93.048 30,746
Vital Statistics Re-engineering Program 93.066 (49,737)
Maternal and Child Health Federal Consolidated Programs 93.110 437,215
Project Grants and Cooperative Agreements for Tuberculosis
Control Programs 93.116 1,038,199
Primary Care Services-Resource Coordination and Development 93.130 142,634
Injury Prevention and Control Research and State and
Community Based Programs 93.136 69,134
Childhood Lead Poisoning Prevention Projects_State and Local 93.197 667,373
Abstinence Education 93.235 151,326
Substance Abuse and Mental Health Services 93.243 201,259
Universal Newborn Hearing Screening 93.251 135,915
State Planning Grant-Health Care Access for the Uninsured 93.256 152,726
Immunization Grants 93.268 1,453,818
Centers for Disease Control and Prevention-Investigations
and Technical Assistance 93.283 18,083,575
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Refugee and Entrant Assistance-Discretionary Grants 93.576 49,622

State Children’s Health Insurance Program 93.767 7,330,963

Medicaid Infrastructure Grants to Support the Competitive

Employment of People with Disabilities 93.768 44 447
Demonstration to Maintain Independence and Employment 93.769 3,967,573
State Survey and Certification of Health Care Providers and Suppliers 93.777 3,003,325
Medical Assistance Program 93.778 1,011,775,991
Centers for Medicare and Medicaid Services (CMS)

Research, Demonstrations, and Evaluations 93.779 59,925
Medicaid Transportation Grant 93.793 13,034
Bioterrorism and Hospital Preparedness 93.889 2,859,762
HIV Emergency Relief Project Grants 93.914 30,649,346
HIV Care Formula Grants 93.917 18,282,390
Cooperative Agreements for State-Based Comprehensive

Breast and Cervical Cancer Early Detection Programs 93.919 1,042,099
Healthy Start Initiative 93.926 3,503,201
HIV Prevention Activities 93.940 4,862,337
Human Immunodeficiency Virus (HIV)/Acquired Immunodeficiency Virus

Syndrome (AIDS) Surveillance 93.944 2,599,021
Assistance Programs for Chronic Disease Prevention and Control 93.945 295,614
Block Grants for Prevention and Treatment of Substance Abuse 93.959 6,747,931
Preventive Health Services-Sexually Transmitted Diseases Control Grants 93.977 1,655,670
Cooperative Agreements for State-Based Diabetes Control Programs 93.988 284,028
Preventive Health and Health Services Block Grant 93.991 650,458
Maternal and Child Health Services Block Grant to the States 93.994 7,622,217
Social Security Research and Demonstration 96.007 (240,494)

Total Department of Health 1,157,424 ,623
Department of Human Services
State Administrative Matching Grants for Food Stamp Program 10.561 12,340,981
Vocational Rehabilitation Grants to States 84.126 12,169,134
Rehabilitation Services-Client Assistance Program 84.161 121,234
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Grantor/ Program or Cluster Title Number Expenditures
Independent Living-State Grants 84.169 276,299
Rehabilitation Services_Independent Living Services for Older
Individuals Who are Blind 84.177 223,092
Special Education-Grants for Infants and Families with Disabilities 84.181 1,912,514
Supported Employment Services for Individuals with Severe Disabilities 84.187 339,105
Assistive Technology 84.224 345,513
Rehabilitation Training-State Vocational Rehabilitation
Unit In-Service Training 84.265 23,954
D.C. Fatherhood Initiative 93.086 805,419
Temporary Assistance for Needy Families 93.558 74,035,533
Refugee and Entrant Assistance-State Administered Programs 93.566 984,908
Community Services Block Grant 93.569 10,396,931
Strong Families - D.C. Kids 93.592 158,350
Child Care Mandatory and Matching Funds of the Child
Care and Development Fund 93.596 30,095,745
Head Start - Direct Funding 93.600 118,496
Developmental Disabilities Basic Support and Advocacy Grant 93.630 285,175
Social Services Block Grant 93.667 6,967,459
Family Violence Prevention & Services State Grant 93.671 693,113
Health Care Financing Administration (Medicaid) 93.778 16,536,564
Social Security — Disability Insurance 96.001 5,616,017
Total Department of Human Services 174,445,536
Department of Public Works
Cooperative Forestry Assistance 10.664 196,809
Highway Planning and Construction 20.205 122,303,430
Federal Transit — Metropolitan Planning Grants 20.505 944,606
Capital Assistance Program for Elderly Persons and Persons with Disabilities 20.513 672,392
United WE Ride Grants 20.514 6,494
State and Community Highway Safety 20.600 1,985,969
Labor Management 34.002 20,421
Total Department of Public Works 126,130,121
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D.C. Public Schools

Child and Adult Care Food Program 10.558 (33)
Emergency Food Assistance Program (Administrative Costs) 10.568 46
Title I Grants to Local Educational Agencies 84.010 50,434,537
Migrant Education-State Grant Program 84.011 (28,634)
Title | Program for Neglected and Delinquent Children 84.013 56,556

Special Education-Grants to States 84.027 15,305,945
Impact Aid 84.041 1,246,269
Vocational Education-Basic Grants to States 84.048 3,800,204
Special Education-Preschool Grants 84.173 313,229
Byrd Honors Scholarships 84.185 50,000
Safe and Drug-Free Schools and Communities-State Grants 84.186 1,509,852
Education for Homeless Children and Youth 84.196 159,149
Partnership in Character Education-Teaching Traditional

History-Smaller Learning Community 84.215 741,409

Charter Schools 84.282 4,925,302

Twenty-First Century Community Learning Centers 84.287 4,029,447
Foreign Language Assistance 84.293 203,624
Title VIl-Innovative Education Program 84.298 766,085
Education Technology State Grants 84.318 2,387,222
State Program Improvement - Special Education 84.323 953,029
Advanced Placement Program 84.330 (412)
Comprehensive School Reform Demonstration 84.332 453,076

Teacher Quality Enhancement Grants 84.336 875,191

Transition to Teaching 84.350 553,378

Arts in Education 84.351 60,033

Title | Reading First State Grants 84.357 3,100,752
Title I Language Acquisition State Grant 84.365 678,180
Math Science Partnership 84.366 1,056,101

Improving Teacher Quality State Grants 84.367 12,538,684

Grants for State Assessments and Related Activities 84.369 5,155,627
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Head Start - Direct Funding 93.600 5,721,250
Head Start - Pass-through Funding from United Planning Organization 93.600 3,827,848
Improvements of the Health and Well-Being of Youth 93.938 229,593
Total D.C. Public Schools 121,102,539
Office of the City Administrator
Juvenile Accountability Incentive Block Grants 16.523 595,614
Title Il Formula Grant - Administration 16.540 (947)
Paul Coverdell Forensic Science 16.550 98,931
Crime Victim Assistance 16.575 1,096,336
Byrne Formula Grant 16.579 105,476
Violent Offender Incarceration and Truth in Sentencing Incentive Grants 16.586 (48,210)
Grants to Encourage Arrest Policies 16.590 366,002
Local Law Enforcement Block Grants Program 16.592 17,649
Residental Substance Abuse - Admin 16.593 484,036
Emergency Management Performance Grant 97.042 1,424,159
Homeland Security 97.067 82,949,599
Transit Security 97.075 5,062,122
Buffer Zone Protection Program 97.078 1,190,017
Total Office of the City Administrator 93,340,784
Department of Housing and Community Development
Community Development Block Grants/Entitiement Grants 14.218 76,760,931
Emergency Shelter Grants Program 14.231 832,003
HOME Investment Partnerships Program 14.239 11,385,221
Lead-Based Paint Hazard Control 14.900 1,555,427
Lead-Based Paint Hazard Reduction Demonstration 14.905 31,844
Total Dept. of Housing and Community Development 90,565,426
Child and Family Services Agency
Promoting Safe and Stable Families 93.556 866,721
State Educational Training Voucher Program 93.599 229,118
Adoption Incentive Payments 93.603 (181,759)
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Children's Justice Act 93.643 56,782
Child Welfare Services-State Grants 93.645 396,170
Foster Care - Title IV-E 93.658 16,173,160
Adoption Assistance 93.659 12,578,498
Child Abuse and Neglect State Grants 93.669 92,519
Chafee Foster Care Independent Living 93.674 1,198,777

Total Child and Family Services Agency 31,409,986

Department of Employment Services
Labor Force Statistics 17.002 721,161
Prices and Cost of Living Data 17.003 75,248
Employment Service 17.207 3,985,144
Unemployment Insurance 17.225 11,719,026
Senior Community Service Employment Program 17.235 488,929
WIA Adult Program 17.258 3,649,779
WIA Youth Activities 17.259 3,504,488
WIA Dislocated Workers 17.260 4,664,726
Youth Opportunity Grants 17.263 98,060
WIA Navigator Project 17.266 164,697
Consultation Agreements 17.504 455,982
Disabled Veterans' Outreach Program (DVOP) 17.801 262,000
Local Veterans’ Employment Representative Program 17.804 286,961

Total Department of Employment Services 30,076,201

Office of the State Superintendent of Education
School Breakfast Program 10.553 3,930,722
National School Lunch Program 10.555 15,221,342
Special Milk Program for Children 10.556 11,222
Child and Adult Care Food Program 10.558 3,460,770
Summer Food Service Program for Children 10.559 4,412,148
State Administrative Expenses for Child Nutrition 10.560 434,785
Emergency Food Assistance Program (Administrative Costs) 10.568 149,336
Administrative Reviews and Training 10.574 62,694
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Leveraging Educational Assistance Partnership (LEAP) 84.069A 582,622
Grants to States for Incarcerated Youth Offenders 84.331 158,742
Gaining Early Awareness and Readiness for Undergraduate Programs 84.334 495,979
Title I} Improving Teacher Quality 84.367 498,109
Total Office of the State Superintendent of Education 29,418,471
University of the District of Columbia
Pesticide Application Training 10.025 6,173
Agricultural Experiment Station 10.203 1,547,824
Cooperative Extension Service 10.500 8,393
USGS-WRRI Student Internship Program 15.805 79,686
Low Income Tax Payer Clinic 21.008 57474
MUCERI 43.001 114,915
Stem Research and Training Center 47.076 448 852
Intergrated Pest Management 66.716 21,852
State Adult Aducation 84.002 1,431,029
Federal Supplemental Educational Opportunity Grants 84.007 617,682
Higher Education Institutional Aid 84.031 2,259,414
Job Locator Development 84.033 218,233
TRIO-Student Support Services 84.042 510,939
TRIO-Talent Search 84.044 355,456
TRIO-Upward Bound 84.047 551,386
Federal Pell Grant Program 84.063 4,329,744
Minority Science Improvement 84120 68,894
Special Education - Personnel Preparation to Improve Services 84.325 4,400
HBCU - Transition to Teaching 84.350 293,623
RIMI 93.307 931,067
Cancer Centers Support 93.397 345,622
Head Start - Direct Funding 93.600 139,955
MBRS - Research 93.859 593,393
US DHHS SDA Speech Pathology (GRAD) 93.925 217,911
Senior Companion Program 94.016 314,071
Total University of the District of Columbia 15,467,988
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Department of Environment

Atlantic Coastal Fisheries Cooperative Management 11.474 (19,537)
Chesapeake Bay Studies 11.457 143,320
State Memorandum of Agreement Program for Reimbursement of

Technical Services 12113 253,785
Sport Fish Restoration 15.605 479,570
State Wildlife Grants 15.634 22,401
Air Pollution Control Program Support 66.001 828,754
State Indoor Radon Grants 66.032 78,714
Ambient Air Monitoring 66.202 64,543
Water Pollution Control-State and Interstate Program Support 66.419 1,045,955
Construction Management Assistance 66.438 200
Nonpoint Source Implementation Grants 66.460 1,042,122
Chesapeake Bay Program 66.466 777,251
Safe Drinking Water 66.468 (856)
Performance Partnership Grants 66.605 184,900
TSCA Title IV State Lead Grants—Certification of Lead

Based Paint Professionals 66.707 264,174
Pollution Preventive Incentive 66.708 51,813
Hazardous Waste Management State Program Support 66.801 109,278
State and Tribal Underground Storage Tanks Program 66.804 103,093
Leaking Underground Storage Tank-Trust Fund Program 66.805 212,487
Superfund State Core Program Cooperative Agreements 66.809 11,113
Brownfield Site Assessment 66.811 20,500
State and Tribal Response Program Grants 66.817 226,049
National Energy Information Center 81.039 4,600
State Energy Program 81.041 214,842
Weatherization Assistance for Low-Income Persons 81.042 434,367
State Energy Program-Special Projects 81.119 34,180
Low-Income Home Energy Assistance Program 93.568 7,144,604

Total Department of Environment 13,732,222
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Office of the Attorney General
Community Prosecution and Project Safe Neighborhoods 16.609 58,380
Child Support Enforcement 93.563 14,312,480
Child Support Enforcement Research 93.564 123,551
Access and Visitation Program 93.597 100,000
Total Office of the Attorney General 14,594 411
Office on Aging
Elder Abuse Prevention 93.041 603
Special Programs for the Aging_Title VII, Chapter 2_Long Term
Care Ombudsman Services for Older Individuals 93.042 996,097
Special Programs for the Aging_Title Ifl, Part B_Grants
for Supportive Services and Senior Centers 93.044 1,743,012
Special Programs for the Aging_Title lil, Part C_Nutrition Services 93.045 2,915,871
D.C. Awareness & Care Program 93.051 225421
Elderly Nutrition Program 93.053 546,987
Centers for Medicare and Medicaid Services (CMS) Research,
Demonstrations, and Evaluations 93.779 148,440
Total Office on Aging 6,576,431
Department of Mental Health
Mental Health and DOJ Collaboration Project 16.745 44,426
Public Health and Social Services Emergency Fund 93.003 (50,000)
Comprehensive Community Mental Health Services
for Children with Serious Emotional Disturbances (SED) 93.104 1,812,501
Projects for Assistance in Transition from Homelessness (PATH) 93.150 300,000
Oral Health Expansion 93.236 57,451
Substance Abuse and Mental Health Services 93.243 1,279,073
Medical Assistance Program 93.778 (63,816)
Early Periodic Screening & Treatment to Adult Support 93.779 419,835
Block Grants for Community Mental Health Services 93.958 735,867
Total Department of Mental Health 4,535,337
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Metropolitan Police Department
DNA Enhancement Program 16.307 205,967
Missing Children's Assistance 16.543 33,772
Gang Prevention 16.554 241118
Community Capacity Development Office 16.595 213,747
Public Safety Partnership and Community Policing Grants 16.710 1,081,832
National Motor Carrier Safety 20.218 714,846
Safety Data Analysis 20.234 151,326
Fatal Accident Reporting 20610 8,746
Boating Safety 97.011 755,412
Total Metropolitan Police Department 3,406,766
Office of the Mayor
State Commissions 94.003 115,847
Learn and Serve Community Based Program 94.004 658,560
AmeriCorps 94.006 1,808,092
Planning and Program Development Grants 94.007 56,059
Training and Technical Assistance 94.009 125,328
Total Office of the Mayor 2,763,886
D.C. National Guard
National Guard Military Operations and Maintenance (O&M) Projects 12.401 1,243,683
Youth Challenge Program 12.404 830,698
Total D.C. National Guard 2,074,381
Office of Inspector General
State Medicaid Fraud Control Units 93.775 1,365,000
Office of the Chief Financial Officer
Food Stamps 10.561 836,189
D.C. Public Library
State Library Program 45.310 704,936
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National Historical Publications and Records Grants 89.003 5,853
Total D.C. Public Library 710,789
Commision on Arts and Humanities
Promotion of the Arts-Grants to Organizations and Individuals 45.024 20,000
Promotion of the Arts-Partnership Agreements 45.025 600,698
Total Commision on Arts and Humanities 620,698
Office of Municipal Planning
Historic Preservation Fund Grants-In-Aid 15.904 492,937
Department of Motor Vehicles
National Motor Carrier Safety 20.218 465,207
Emergency Management Agency
Community Assistance Program . 97.023 30,000
Hurricane Katrina 2005 97.036 (9,463)
Hazard Mitigation Assistance 97.039 255,255
MAP Modernization Management Support 97.070 105,625
Total Office of Emergency Management Agency 381,417
Department of Human Rights
National Fair Housing Training Academy 14.401 171,525
Fair Housing Assistance Program 14.408 100,514
Equal Employment Opportunity 30.002 100,000
Total Department of Human Rights 372,039
Public Service Commision
Pipeline Safety 20.700 158,404
D.C. Energy Office
Low-Income Home Energy Assistance Program 93.568 58,863

Deputy Mayor for Planning & Economic Development
Enforcing Underage Drinking Laws Program 16.727 46,701

Department of Corrections
State Criminal Alien Assistance Program 16.606 30,761
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Fire & Emergency Medical Services

Operations and Safety Program 97.044 6,928
Board of Elections & Ethics

Election Assistance for Individuals with Disabilities 93.617 2,125
Department of Parks and Recreation

Planning and Program Development Grants 94.007 10
Office of the Secretary

Historical Records Advisory Board 89.003 (5,000)
Total Expenditures of Federal Awards $ 1,922,608,177
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1. Summary of Reporting Entity
Significant
Accounting
Policies

The Schedules of Expenditures of Federal Awards (the Schedules) include the activity of all
federal award programs administered by the Government of the District of Columbia
(District), except for the District of Columbia Housing Finance Agency (HFA) and the
District of Columbia Water & Sewer Authority (WASA), for the fiscal year ended
September 30, 2007. HFA and WASA contract for separate audits in compliance with
Office of Management and Budget (OMB) Circular A-133, Audits of States, Local
Governments and Non-Profit Organizations. The federal awards for these two entities are
excluded from the Schedules.

Federal award programs include direct expenditures, monies passed through to nonstate
agencies (i.e., payments to subrecipients), nonmonetary assistance, and loan programs.

Basis of Presentation

The Schedules present total federal awards expended for each individual federal program
in accordance with OMB Circular A-133. Federal award program titles are reported as
presented in the Catalog of Federal Domestic Assistance (CFDA). Federal award program
titles not presented in the Catalog are identified by Federal Agency number followed by
(.000).

Basis of Accounting

The expenditures for each of the federal award programs are presented in the schedules
on a modified accrual basis. The modified accrual basis of accounting incorporates an
estimation approach to determine the amount of expenditures incurred if not yet billed by a
vendor. Thus, those Federal programs presenting negative amounts on the Schedules are
the result of prior year estimates being overstated and/or reimbursements due back to the
grantor.

Matching Costs

Matching costs, the nonfederal share of certain programs costs, are not included in the
Schedules.

2. Relationship The regulations and guidelines governing the preparation of Federal financial reports vary
to Federal by Federal agency and among programs administered by the same agency. Accordingly,
Financial the amounts reported in the Federal financial reports do not necessarily agree with the
Reports amounts reported in the accompanying Schedules, which are prepared on the basis

explained in note 1.
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3. Federally Home Investment Partnerships Program (CFDA # 14.239)
Funded Loan The amount in the accompanying schedules does not reflect $27,164,232 of outstanding
Programs loans at September 30, 2007 as well as the value of new loans $3,394,761 made during

the fiscal year, less adjustments and principal payments of $2,098,802.

Federal Perkins Loan Program (CFDA # 84.038)
The amount in the accompanying schedules includes the outstanding balance of loans
receivable of $1,505,076 at September 30, 2007.

Family Federal Education Loan Program (CFDA # 84.032)

The District, through the University of the District of Columbia (UDC), participates in the
Federal Family Education Loans Program (FFELP), which includes the Federal Stafford
Loan Program and the Federal Parents’ Loans for Undergraduate Students Program. New
loans, disbursed by lending institutions, were made to students enrolled at the University of
the District of Columbia for $5,350,961 during the year ended September 30, 2007; this
amount is not included in the Schedules.

4, Rebates from During fiscal year 2007, the District received cash rebates from infant formula
the Special manufacturers in the amount of approximately $5.1 million on sales of formula to
Supplemental participants in the WIC program (CFDA #10.557), which are netted against total
Food Program expenditures included in the Schedules. Rebate contracts with infant formula
for Women, manufacturers are authorized by 7 CFR 246.16(m) as a cost containment measure.
Infants, and Rebates represent a reduction of expenditures previously incurred for WIC food benefit

Children (WIC) costs.

5. Research and The District receives and expends federal funding for various research and development
Development programs. The aggregate amount of such expenditures for the year ended September 30,
Programs 2007, did not equal an amount that would constitute a major program under the guidelines

of OMB Circular A-133.
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6. Subrecipients Of the federal expenditures presented in the Schedules, the District provided federal awards to
major program subrecipients as follows. It is not practicable to determine amounts passed to
subrecpients of nonmajor programs.

Federal Amount
CFDA Provided to

Program Title Number Subrecipients
Homeland Security 97.067 $ 80,580,120
Community Development Block Grants 14.218 65,039,368
HIV Emergency Relief Project Grants 93.914 26,239,808
Housing Opportunities for Person with AIDS 14.241 15,131,219
Child Care Mandatory & Matching Funds of the Child

Care & Development Fund 93.596 11,738,155
HOME Investment Partnerships Program 14.239 11,021,115
Title | Grants to Local Educational Agencies 84.010 10,195,356
Community Services Block Grant 93.569 9,276,143
Child Nutrition Cluster 10.553, 10.555, 10.559 7,240,491
HIV Care Formula Grants 93.917 6,329,899
Transit Security 97.075 5,062,122
Social Services Block Grant 93.667 3,435,917
Improving Teacher Quality State Grants 84.367 2,992,932
Workforce Investment Act Cluster 17.258, 17.259, 17.260 2,944 257
Special Education Cluster 84.027, 84.173 1,511,195
Block Grants for Prevention and Treatment of

Substance Abuse 93.959 782,819
Maternal and Child Health Services Block Grant to

the States 93.994 696,914
Head Start 93.600 118,000
Centers for Disease Control and Prevention-

Investigations/Technical Assistance 93.283 39,260
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Section | - Summary of Auditors' Results

Financial Statements
Type of auditors' report issued: Unqualified

Internal control over financial reporting:

» Material weakness(es) identified? X yes no

« Significant deficiency(ies) identified that are

not considered to be material weakness(es)? X yes none reported
¢ Noncompliance material to financial statements noted? X yes no
Federal Awards

Internal control over major programs:

o Material weakness(es) identified? X yes no

e Significant deficiency(ies) identified that are
not considered to be material weakness(es)? X yes none reported

Type of auditors' report issued on compliance for
major programs: Qualified

Material noncompliance:

CFDA Number Name of Federal Program or Cluster
10.557 Special Supplemental Nutrition Program for Women, Infants, and Children
14.218 Community Development Block Grants/Entitlement Grants
14,239 HOME Investment Partnerships Program
14.241 Housing Opportunities for Persons with AIDS
17.225 Unemployment Insurance
17.258, 17.259, 17.260 Workforce Investment Act Cluster
84.010 Title | Grants to Local Educational Agencies
84.027,84.173 Special Education Cluster
84.126 Vocational Rehabilitation Grants to States
84.367 Improving Teacher Quality State Grants
84.369 Grants for State Assessments and Related Activities
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CFDA Number Name of Federal Program or Cluster
93.044, 93.045, 93.053 Special Programs for the Aging Cluster
93.283 Centers for Disease Control and Prevention — Investigations/Technical Assistance
93.558 Temporary Assistance for Needy Families
93.563 Child Support Enforcement
93.569 Community Services Block Grant
93.596 Child Care Mandatory & Matching Funds of the Child Care & Development Fund
93.600 Head Start
93.658 Foster Care - Title IV-E
93.659 Adoption Assistance
93.667 Social Services Block Grant
93.767 State Children’s Health Insurance Program
93.775,93.777,93.778 Medical Assistance Program Cluster
93.914 HIV Emergency Relief Project Grants
93.917 HIV Care Formula Grants
93.959 Block Grants for Prevention and Treatment of Substance Abuse
93.994 Maternal and Child Health Services Block Grant to the States
97.067 Homeland Security
97.075 Transit Security

Any audit findings disclosed that are required to
to be reported in accordance with section
.510(a) of Circular A-133? X yes no

Identification of major programs:

CFDA Number Name of Federal Program or Cluster
10.553, 10.555, 10.559 Child Nutrition Cluster
10.557 Special Supplemental Nutrition Program for Women, Infants, and Children
14.218 Community Development Block Grants/Entitlement Grants
14.239 HOME Investment Partnerships Program
14.241 Housing Opportunities for Persons with AIDS
17.225 Unemployment Insurance
17.258, 17.259, 17.260 Workforce Investment Act Cluster
84.010 Title | Grants to Local Educational Agencies
84.027,84.173 Special Education Cluster
84.126 Vocational Rehabilitation Grants to States
84.367 Improving Teacher Quality State Grants
84.369 Grants for State Assessments and Related Activities
93.044, 93.045, 93.053 Special Programs for the Aging Cluster
93.283 Centers for Disease Control and Prevention - Investigations/Technical Assistance
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CFDA Number Name of Federal Program or Cluster
93.558 Temporary Assistance for Needy Families
93.563 Child Support Enforcement
93.569 Community Services Block Grant
93.596 Child Care Mandatory & Matching Funds of the Child Care & Development Fund
93.600 Head Start
93.658 Foster Care - Title IV-E
93.659 Adoption Assistance
93.667 Social Services Block Grant
93.767 State Children’s Health Insurance Program
93.775,93.777,93.778 Medical Assistance Program Cluster
93.914 HIV Emergency Relief Project Grants
93.917 HIV Care Formula Grants
93.959 Block Grants for Prevention and Treatment of Substance Abuse
93.994 Maternal and Child Health Services Block Grant to the States
97.067 Homeland Security
97.075 Transit Security
Dollar threshold used to distinguish
between Type A and Type B programs: $ 5,767,825
Auditee qualified as low-risk auditee? yes X no
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Section Il - Financial Statement Findings

2007-01 Office of Tax and Revenue {(OTR)

On November 7, 2007, federal investigators announced the arrest of Office of Tax and Revenue (OTR) employees in
connection with an alleged misappropriation of District funds by employees who were issuing and embezzling
fraudulent manual real property tax refund checks. The investigation into the size, scope, and duration of the OTR
fraud is continuing. The arrests were the result of an FBI investigation, triggered by a bank employee noticing
financial irregularities in some of the checks that had been deposited by persons charged in the case.

As a result of this fraud, extended audit procedures were required for the issuance of the FY 2007 Comprehensive
Annual Financial Report (CAFR). The entire manual refund process at OTR was audited in significant detail. There
was a significant increase in the number of transactions examined and types of procedures performed. Personnel
with forensic background and skills were involved in the development and implementation of the additional audit
work. Approximately 2,500 hours of additional time was dedicated to the refund process at OTR.

These additional audit steps delayed the issuance of the 2007 CAFR by nearly two months. The District of Columbia
Home Rule Act requires the completion of the annual CAFR by February 1. As a result, the District is noncompliant
with the provisions of the Act.

For the fiscal year ended September 30, 2007, the Office of Integrity and Oversight (OlO) provided us a listing of 17
manual real property tax refunds which it had identified as fraudulent. We reviewed an additional 134 manual tax
refunds and we were only able to validate 125 of them as legitimate. The result was 9 additional suspect manual real
property tax refunds, totaling $1 million, of potentially fraudulent transactions which had not been identified by the
District. All of these amounts have been expensed and segregated in the FY 2007 CAFR.

Antifraud Policies and Procedures

Antifraud policies and procedures are part of an overall system of internal control. The District is responsible for
designing and implementing effective systems and procedures for preventing, deterring, and detecting fraud. The
following conditions are generally present when fraud occurs:

1. Incentive/Pressure — Reason to commit fraud.

2. Opportunity.
a. Ineffective controls.
b. Absence of controls.
c. Override of controls.
d. Decentralized controls.

3. Attitude/Rationalization — Justification for committing fraud.
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An effective antifraud program would have a system of controls to address all three of the fraud conditions identified
above.

An effective antifraud program would not completely eliminate the possibility of fraud as there is no such thing as a
fraud-proof system. For example, collusion among employees can override even a well run antifraud program.
However, the District could benefit from a more comprehensive antifraud program. The basic controls of a
comprehensive antifraud program include:

1. Prevention controls which are designed to reduce opportunities for fraud to occur.
a. One example is updating investigations of individuals as they are promoted to positions of
trust.

2. Deterring controls which focus on controls that discourage individuals from committing fraud.
b. May involve sanctions. Perception of the chance of getting caught generally persuades most
individuals to not commit a fraud.

3. Detection controls which are processes that will assist in the quick discovery of fraud.
¢. One example is a fraud hotline that is available 24/7 and is anonymous.

A comprehensive antifraud program should also include:

4. Creating an ethical culture.
a. Includes establishing and communicating the proper “tone at the top” and creating a positive work
environment.

5. Implementing antifraud controls.
b. Includes the internal development of a fraud risk assessment process.

6. Developing an oversight process.

The District may have elements of an antifraud program, but it does not seem to have as coordinated and
comprehensive an antifraud program as it should given its size and complexity. The District needs to reevaluate its
antifraud program with an immediate emphasis on its risk assessment. The leadership of the District will need to
provide both the resources and the necessary support to assist in the success of this program.

Management’s Response:

OTR agrees and will reevaluate its antifraud program. OTR will work in conjunction with the Office of Integrity and
Oversight (OIO) as part of the reevaluation. In addition, during the first part of FY 2008, an outside consultant was
utilized to review controls at OTR. OTR will also use recommendations from that review as a guide towards
reevaluating its antifraud program.
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Additionally, OIO received from the auditors a list of the 9 additional manual real property tax refunds identified. OIO
reviewed these refunds and found all 9 additional refunds were previously identified by OIO as potentially fraudulent.

Refund Process — Introduction

The fraud disclosed on page 41 occurred through the manual tax refund process at the Office of Tax and Revenue
(OTR). OTR processes the majority if its refunds through an automated system called the Integrated Tax System
(ITS). As a result of the aforementioned fraud, significant additional audit processes were performed on the entire
refund process at OTR. While we were able to satisfy the validity for a significant amount and number of refunds, we
often had to use alterate methods. Following are issues noted in the controls of the entire refund process. This
section is divided into 3 parts:

e Manual Tax Refunds.
o Automated (ITS) Tax Refunds.
e Other Issues.

2007-01A  Manual Tax Refunds

Reason for Processing Manual Tax Refunds

One reason for processing manual tax refunds is due to errors encountered when processing tax refunds through the
Integrated Tax System (ITS). A process is not in place to communicate these errors to supervisors and to the
department responsible for the maintenance and support of the ITS system. Each department should update the
other on the current status of items and changes being made. We recommend that when errors are encountered in
the processing of tax refunds, the error message or related information be communicated to supervisors and the
department responsible for the maintenance and support of the ITS system to ensure that the reason for the system
errors is addressed and corrected. A forum may be necessary for suggestions or concems and as a means for using
a team-approach to addressing these items. In addition, an increased monitoring and review process surrounding
these issues should be implemented.

Management’s Response:

When a department encounters a problem with processing a tax refund in ITS, it will communicate with the other
departments in OTR the nature of the problem being experienced, and notify the Information Systems Administration
(ISA). ISA will have the responsibility of researching the ITS issue, and resolving it. ISA will then communicate back
to the departments that the issue has been resolved.

Policies and Procedures

If the District plans to continue issuing manual tax refunds, we recommend that policies and procedures for
processing manual tax refunds be documented and among other items, include the following:
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1. The events which cause a manual tax refund to be initiated.

2. Types of supporting documentation required from the taxpayer:
¢ Internal forms required.
o External support for each type of manual refund.

3. The internal staff positions which are designated to:

e Prepare, collate, and research the supporting documentation required for each type of manual tax
refund;

* Review and approve the adequacy of the supporting documentation attached to the manual tax refund
voucher;

¢ Input the manual tax refund voucher into the general ledger for payment processing;
Authorize and release the manual tax refund voucher for payment; and

e Reconcile the manual refunds to the general ledger.

The Board of Directors for the Office of Tax and Revenue (OTR) tasked a Business Process Committee (BPC) to
make recommendations and implement new procedures to strengthen the internat controls and to reduce the risk of
fraudulent manual tax refund transactions. We have reviewed a draft directive of the initial proposal of
recommendations made by the BPC. Our recommendations suggested above are in addition to those controls
proposed by the BPC.

The draft directive describes the roles and responsibilities of the directors, their subordinate managers, and
employees involved in the review and approval process of the manual tax refund vouchers. To ensure a smooth
transition between the existing procedures in place for processing manual tax refund vouchers and those procedures
that are recommended for implementation, we suggest that all employees involved in the manual tax refund voucher
processing be trained on the new policies and procedures. The training should focus on the types of supporting
documentation required with a manual tax refund voucher and the review and approval process.

Management’s Response:

A Draft Directive was created to be used as the main source for procedural guidance, and speaks to how each
administration will process refunds. Revenue Accounting Administration (RAA) staff have been trained on the
process. The procedures have been documented to clearly state the step by step processes needed by RAA staff to
process refunds and to identify refunds that need additional documentation before approval can be granted. RAA
has also provided numerous one-on-one training sessions for those OTR employees who were granted signature
approval authority for refunds. This has been a key step towards ensuring the effectiveness of the new signature
approval process.

Other administrations within OTR that request refunds have committed to creating written procedures related to the
new procedures by September 30, 2008. The other administrations will also complete training for their staff on the
new refund directive by April 30, 2008. Finally, RAA will assemble a formal training workshop related to the new
process and schedule training sessions by April 30, 2008.
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Adeguate Supporting Documentation

A detailed listing of required supporting documentation for each type of manual tax refund voucher does not currently
exist. The following findings are instances where insufficient documentation was attached to a particular manual tax
refund, excluding the 17 real property tax refunds identified by the Office of Integrity and Oversight (OIO).

Through a cumbersome and laborious process, we were able to validate most of the refund vouchers by requesting
additional information from various other sources within the Office of Tax and Revenue (OTR). However, an
additional 9 suspect checks totaling approximately $1 million of potentially fraudulent transactions was uncovered.

These types of issues increase the chances of human error since the reconciliation processes are highly dependent
on the understanding of a significant number of exceptions. We identified these discrepancies from a sample of
transactions that were selected for testing. Management should recognize that the potential exists for additional
discrepancies.

1. Items marked as Hold for Pick Up: For 10 of the 134 manual tax refund sample selections, the manual tax
refund check was marked “Hold for Pick Up”. In each of these instances, the supporting documentation for
the manual tax refund voucher did not have any correspondence from the taxpayer or vendor or their
representative requesting this action and no other support was noted in the file.

2. Insufficient and/or Contradictory Evidence: For 7 of the 134 manual tax refund sample selections, the
supporting documentation attached to the SOAR Revenue Refund Voucher (SRRV) was completely
unrelated to the refund request. Further, there was 1 sample item where the supporting documentation
attached to the SRRV was illegible and unclear.

3. Missing SRRVs and Supporting Documentation: We were unable to find any documentation including a
SRRV, a Refund Research Form (RRF), or any other underlying supporting documentation for 3 of the 134
manual refund sample selections.

4. Taxpayer/Vendor Correspondence and/or External Documentation: For 64 of the 134 manual tax refund
sample selections, there was no taxpayer/vendor correspondence and/or other external supporting
documentation attached to the manual tax refund voucher. As a result, additional information had to be
requested from OTR to ensure that the manual tax refund voucher was valid.

5. For 5 manual real property tax refund sample selections, the square and lot numbers to which the refund
pertained did not appear to exist.

6. For 1 of the 134 manual tax refund sample selections, the tax refund check was issued to an individual
other than the taxpayer and/or taxpayer representative. Further, there was no relevant Power of Attorney or
other instructions from the taxpayer attached to the SRRV indicating that the refund check should be issued
to this third party.
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Supporting documents and detailed reports should be readily available and these records should be maintained. We
recommend the following:

1. The District must strengthen controls and improve its segregation of duties if it will continue to allow these
returns to be “Hold for Pick Up." At a minimum, supporting documentation such as writen communication
from the vendor/taxpayer or their designated representative should be attached to the SRRV. In addition,
some record of who picked up the check and when that took place needs to be documented.

2. Manual tax refund vouchers should be reviewed by the Revenue Accounting and Administration department
to ensure that required supporting documentation is attached to the voucher and that appropriate individuals
have authorized the refund voucher prior to the voucher being input into the system for payment.

3. For real property manual tax refunds, the square and lot number for which the request is noted for should
be verified for existence prior to processing of the tax refund.

Management’s Response:

OTR is working on establishing a document which specifies the instances when a Hold for Pick-Up disbursement is
to be allowed. OTR will change the process for Hold for Pick Up disbursements to match the guidelines as outlined
in the March 4, 2008 memorandum issued by the Office of Finance and Treasury, as well as the Office of Integrity
and Oversight (OlO) Internal Audit Alert from January 22, 2008. These recommendations will then be incorporated
into the Draft Directive.

Authorization and Approvals

We noted that 4 of the 134 manual tax refund sample selections were entered and released for payment in the
system by the same individual in the Revenue Accounting and Administration (RAA). In addition, 6 manual tax
refund vouchers did not contain evidence to indicate that the voucher was reviewed and approved by anyone prior to
processing for payment. We identified these discrepancies from a sample of transactions that were selected for
testing. Management should recognize that the potential exists for additional discrepancies.

Per the draft directive issued by the Business Process Committee (BPC) as of November 2007, refunds greater than
$10,000 are now subject to a tiered review process. Management has represented the RAA performs a review of
manual tax refund vouchers prior to processing the refunds for payment. We recommend that the District also
consider that:

e The review process should be documented so that it indicates roles and responsibilities in reviewing a
manual tax refund voucher.

e The individual responsible for reviewing and approving the manual refund voucher should document his/her
review and approval on the SOAR Revenue Refund Voucher (SRRV).
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In addition, the same individual who enters the manual tax refund request in the system for payment processing
should also not release the voucher for payment. We recommend that management carefully consider the
implementation of appropriate measures to ensure proper segregation of duties.

Management's Response:
RAA implemented draft policies and procedures on February 4, 2008 to address the separation of duties, roles and
responsibilities, and signature authority necessary to establish solid intemal controls necessary to manage the

manual tax refund process. RAA will continue to refine these procedures as necessary until a final version is
created.

Internally Generated Standard Forms for Requesting and Processing

Internally generated standard forms used to initiate and process a manual tax refund are not accurately completed.
Listed below is a description of the two applicable forms:

SOAR Revenue Refund Voucher (SRRV) - This form summarizes the pertinent aspects of each manual tax
refund, the taxpayer name, address, social security number/employer identification number, the tax refund
amount, and the nature of the manual tax refund.

Refund Research Form (RRF) — This form is required only for real property manual tax refunds other than
those refunds that pertain to court-ordered real property tax refunds. This form is used in instances where a
taxpayer has overpaid real property taxes or where the taxpayer has become entitled to a waiver or
reduction of real property taxes due to a change in the tax assessment. The purpose of this form is to
determine the reasonableness of the refund request by ensuring that the refund request matches the
amount of real property taxes paid by the taxpayer less the taxes due.

Our review of 134 manual tax refunds which had been selected for review indicated the following.

1. 127 manual tax refunds had at least three of the following fields outstanding on the SRRV:

a. Batch Number - number of the batch which the SRRV was a part of when transmitted from the
respective administrative department for processing.

b. Document Date — date the manual tax refund voucher was prepared and authorized by the
respective administrative department.

¢. Effective Date — the tax year for the manual tax refund voucher.

d. Due Date - the date the manual tax refund voucher was required to be paid.

e. Vendor Number - the reference number of the vendor and/or the taxpayer in the Integrated Tax
System (ITS).

f.  Taxpayer ID - the taxpayer's social security number/employer identification number.

2. A signature list of the individuals authorized to review and approve the SRRV is not maintained by the
respective departments responsible for releasing the manual tax refund for payment.
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As a result, it is difficult to identify if the appropriate person(s) authorized the manual tax refund request.
Management should consider adding the printed name of the individual(s), who are authorized to approve
the manual tax refund request, to the SRRV form.

3. 12 manual tax refund vouchers were not court-ordered, and therefore required a RRF to be completed. We
noted that a RRF was prepared for only 11 of these selections and only 1 of the 11 was completed entirely
accurately.

4. The RRF is a research form that is completed to determine the reason why a manual tax refund is issued to
the taxpayer and/or vendor. However, this form does not include a field where the individual performing the
research can add a comment indicating why a manual tax refund is being issued to the taxpayer and/or
vendor.

5. All SRRVs are assigned a sequential document number (similar to an invoice number). For 1 manual tax
refund sample, the document number on the SRRV had been manually changed.

To improve controls surrounding the review and approval of the manual tax refund requests, we recommend the
following:

SOAR Revenue Refund Voucher (SRRV):

1. All fields in the SRRV form should be completed with the appropriate detail. In addition, where a
particular field is not applicable (i.e. where the taxpayer or taxpayer representative does not have a
vendor number in the Integrated Tax System), the reason that the field is not applicable should be
annotated in the space allocated at the bottom of the form.

2. The SRRV should provide space for the preparer, reviewer, and approver to note their respective
names and signatures.

3. The SRRV should be pre-printed with sequential document numbers to eliminate the risk of alteration of
these document numbers. In addition, this should assist in tracking and accounting for manual tax
refund vouchers.

Refund Research Form (RRF):

Per the draft directive issued by the Business Process Committee (BPC), a SOAR Refund Certification
Form was created in November 2007, the objective and purpose of which was similar to the RRF.

The SOAR Refund Certification Form, however, does not list all of the supporting documentation that would
be required for processing and ensuring that a particular manual tax refund voucher is valid. Further, the
SOAR Refund Certification Forms are unique to each administrative department that may initiate or process
a manual tax refund voucher.

48



Government of the District of Columbia

Schedule of Findings and Questioned Costs
Year Ended September 30, 2007

Different types of manual tax refunds may be processed within a particular administrative department;
therefore, a checklist per administrative department cannot be specific in order to incorporate all of these
different types of manual tax refunds.

We recommend that the District consider creating a SOAR Refund Certification Form for each tax refund
category. Therefore, all manual tax refunds for a particular category will have similar supporting
documentation irrespective of the administrative department which initiated and processed the tax refund
request. Consistency in the supporting documentation will also simplify and expedite the review process.

Management’s Response:
1. Revenue Accounting and Administration will retrieve print screens from the SOAR system, which will be
attached to each SRRV. This will provide all relevant information keyed into the system that was previously

missing on the SRRV.

2. The combination of the required signatures on the SRRV, as well as the signature authority page, as
required in the Draft Directive, will provide space for all signatures required for each refund.

3. The ability to create pre-printed, system generated and sequentially numbered SRRVs from a centralized
data base is one of the system requirement requests for the new general ledger system, which will replace
the existing SOAR system. At this time, the timeframe for implementation of the new system is 2009.

2007-01B  Automated Tax Refunds

Adequate Supporting Documentation

We were unable to verify the validity of 90 out of the 140 (or 64%) real property tax refund sample selections that had
been processed through the Integrated Tax System (ITS). The total of these non-verifiable transactions amounted to
approximately $3.6 million. Below are reasons the 90 selections were not able to be validated:

1. Adequate tax refund vouchers and/or documentation supporting the real property tax refunds could not be
located for 12 of the 140 real property ITS refund sample selections.

2. Proof of payment to validate the issuance of a real property tax refund was not provided for 29 of the
remaining 128 real property sample selections.

3. For 120 of the real property tax refund sample selections, vouchers were only signed by the Real Property

Tax Administration & Adjustments Unit (RPTAAU) employee who prepared the voucher. A manager's
review and approval was not documented for these real property tax refund vouchers.
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4. For 31 of the remaining 128 sample selections, the tax amount paid in by the taxpayer per the refund
voucher or the ITS system did not match the proof of tax payment (i.e. cancelled check or wire transfer)
submitted by the taxpayer.

5. For 32 of the remaining 128 sample selections, the real property tax refund checks were sent to entities
and/or individuals other than the real property owner listed in the real property deed. In several instances,
the recipients of these checks were also different than the mortgage company and/or the bank that made
the tax payment to the District government. We were unable to determine the relationship of the tax refund
check recipient with the taxpayer or owner of the real property.

6. For 4 of the remaining 128 sample selections, the notation in ITS indicated that the tax refund check was
distributed to the taxpayer. However, based on further inquiries and review of the check register, we noted
these tax refund checks had in fact been cancelled and/or a stop payment order had been placed on these
checks. The ITS system was not updated to reflect the “true” status of the tax refund payment.

Al real property tax refunds processed through the ITS system should have the required supporting documentation
such as a proof of tax payment made by the taxpayer, tax assessment bill, and correspondence from the taxpayer
requesting the refund. In addition, if the tax refund check is issued to an entity or an individual other than the
taxpayer, the RPTAAU should require an authorization letter from the taxpayer indicating that the third party is
authorized to request and receive a tax refund on their behalf. All real property tax refund requests should be
reviewed by a manager prior to being processed in the ITS system for validity and ensuring that the requests are
supported by adequate documentation.

Management’s Response:

All real property tax refunds processed through the ITS system should have the required supporting documentation
such as a proof of tax payment made by the taxpayer, tax assessment bill, and correspondence from the taxpayer
requesting the refund. In addition, if the tax refund check is issued to an entity or an individual other than the
taxpayer, the RPTAAU should require an authorization letter from the taxpayer indicating that the third party is
authorized to request and receive a tax refund on their behalf. All real property tax refund requests should be
reviewed by a manager prior to being processed in the ITS system for validity and ensuring that the requests are
supported by adequate documentation. We have reviewed these refunds and no additional fraudulent refunds have
been found.

Returned Refund Checks

Some tax refund checks mailed to District taxpayers are sent back to the Office of Tax and Revenue (OTR). A tax
refund check is often returned because it could not be delivered to the taxpayer due to a change of name and/or
address, or the address on the check was not specific enough (i.e. a taxpayer who lives in an apartment building but
does not specify an apartment number). The following steps are taken when a tax refund check is returned to OTR:
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e The Customer Service Department re-establishes the tax refund liability to the taxpayer in the Integrated
Tax System (ITS).

e The returned tax refund checks are sorted by tax type and sent to the Revenue Accounting and
Administration (RAA) along with an excel listing of all returned tax refund checks.

o The retumned tax refund checks are then sent from RAA to the Office of Finance and Treasury (OFT), where
OFT will cancel the check in their “Checkwrite” system (i.e. remove it from their outstanding check list). The
returned tax refund check is then sent back to the RAA, who is responsible for recording the journal entry in
the general ledger.

We noted that returned tax refund checks were not always recorded accurately in the general ledger. Specifically,
we noted the following:

o The returned tax refund checks were recorded in the general ledger and not ITS (or vice versa).

o The returned tax refund checks were recorded to the incorrect transaction code (i.e. the wrong tax type-
Corporate Franchise instead of Sales & Use).

o The returned tax refund checks were recorded in the wrong fiscal period (i.e. fiscal year 2006 instead of
2007).

e Incorrect tax refund amounts were recorded to the general ledger (i.e. $7,900 instead of $9,700).

Refunds processed through ITS were not reconciled to SOAR, the District's accounting system of record, during the
year. The reconciliation occurred during the audit. Based on the reconciliation, the net effect of unrecorded returned
tax refund checks or errors in recording these items totaled approximately $690,000 for the fiscal year ended
September 30, 2007.

Returned tax refund checks were accounted for only on one system when they should have been recorded on both
the general ledger and ITS. Due to the lack of preparing such a reconciliation, management was unable to identify
these errors on a timely basis. Management should reconcile ITS refunds, by tax type, to the general ledger on a
periodic basis to ensure accurate financial reporting. In addition, the RAA needs to ensure that returned refund
checks are accounted for in both ITS and the general ledger and the correct refund amount is recorded into both
systems.

Management's Response:

The processing of undelivered checks is a series of steps involving 3 different departments (Revenue Accounting and
Administration (RAA), Customer Service Administration (CSA), and the Office of Finance and Treasury (OFT). In
order to prevent timing differences from the time an undelivered check is re-established as a liability with the District
and the time that joumnal entries are made to re-credit revenue back to the general ledger, a control must be put in
place to identify checks that have been through part of the system, but have not yet been fully processed.
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As a result, a formal reconciliation between checks that are issued from the SOAR and ITS systems and compared to
the General Ledger (SOAR) has been developed, and will be prepared on a monthly basis. This reconciliation will
also include undelivered checks that were cancelled in ITS and recorded as revenue back to the general ledger.

Reconciling items that are found at the end of each reporting period will be discussed with the appropriate parties in
CSA and OFT, in order to work towards clearing the reconciling items. The formal reconciliations should eliminate the
conditions as set forth:

1. A formal reconciliation for each agency object should identify any mis-postings to SOAR. During the past
fiscal year, 3 SOAR undelivered check transactions were coded to the incorrect SOAR agency object.
Based on the number of undelivered check transactions that are processed by the RAA during the fiscal
year, the number of erroneous postings is immaterial. However, the new process will assist to eliminate
errors in the future.

2. A formal reconciliation should identify and eliminate timing differences that can occur between fiscal years.
As checks are cancelled in ITS, they will be tracked via the reconciliation for delivery to OFT for cancellation
in the Check Write system, as well as subsequent joumalizing to the appropriate SOAR revenue agency
objects. All activity should occur within the same fiscal year in order to have a balanced reconciliation.

3. OTR's research shows that one entry was journalized for the incorrect amount. The journalizing of tax
refund amounts should be reconciled by the agency (Office of Financial Operations and Systems - OFQS)
reconciling the disbursement bank accounts. Any differences between the voucher amount and the SOAR
entry should be addressed and corrected at the request of OFOS.

4. Should any checks be journalized back to revenue in SOAR without an appropriate ITS adjustment, the
reconciliation should identify the difference.

Finally, the $690,000 understatement in revenue in FY 2007 either corrected an overstatement of revenue from FY
2006, or will be recognized as revenue in FY 2008.

Legible Scanned Copies of the Original Tax Return not Maintained as Supporting Documentation

The following four departments within the Returns Processing Agency (RPA) are involved in ensuring that proper
scanned images of tax returns are maintained in the Integrated Tax System (ITS) as supporting documentation for
tax refunds processed. In addition, these departments are responsible for ensuring that the information entered in
ITS matches the information on the tax returns as submitted by the taxpayers and scanned in the system.

e Document Preparation Unit — This unit is responsible for preparing various tax returns and correspondence
to be scanned into the Integrated Data Capture System (IDCS).
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e Scanning and Review Operations Unit — The primary function of this unit is to scan tax retumns into the
IDCS. The IDCS system performs a balancing check, to ensure that the information entered into ITS
matches the data in IDCS.

o Data Input and Repair Unit - After items have been scanned into IDCS, an edit check is done to determine if
the scanned tax returns have errors. If an error has occurred, generally due to the system inability to read
the information on the imaged returns, data operators receive the batches and manually enter the missing
information into the Quick Key module of IDCS.

¢  Output Review Unit — This unit functions as quality control for the scanning and entering of tax information in
ITS. The unit randomly selects 12% of all billed and refund returns and ensures that scanned tax return
images are proper and the information per the scanned copies of the tax returns matches the information
entered in ITS.

During our procedures we noted that proper tax documents were not scanned in for 51 of the 955 (or 5%) sample
selections for tax refunds processed through ITS. Specifically, we noted the following:

e For 29 of the 955 sample selections, the information in ITS such as the taxpayer name, address, and/or
social security number or employer identification number did not completely and accurately match the
information per the scanned copy of the tax return.

e For 20 of the 955 sample selections, there was no accompanying tax retum scanned in ITS to support the
tax refund issued to the taxpayer.

o 1 sample selection had missing pages in the scanned tax return.

o Anincorrect tax return was scanned into ITS for another sample selection.
The proper scanned tax retumn should be maintained within ITS without exception. Management should ensure that
all tax returns processed through RPA are scanned properly into IDCS, which is then uploaded to ITS. Additionally,
management should ensure that the information listed on the tax retum matches the information in ITS.
The Output Review Unit currently selects for review approximately 12% of the total tax refunds processed within the
ITS system. The Output Review Unit should consider increasing this percentage. In addition, the errors and/or issues
noted by this group during its review should be communicated to the other departments within RPA who are
responsible for the scanning function to ensure that systematic problems are identified and corrected.
Management’s Response:
RPA has implemented a change to business processes to require the staff to initial all batches prior to scanning

which will indicate they have verified the batch header against the contents of the batch.
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There is already a standing process with respect to returns that were scanned incorrectly, where a notification of the
issue is provided to the manager of the scanning unit. If it is determined that a staff member requires additional
training, it is provided. If the scanning problem is found with our fockbox contract, a lockbox trouble report is sent to
the lockbox analyst within RPA, who in turns notifies the COTR and the contractor.

The 12% review criterion does not apply to refund returns, only those accounts that would generate a bill for the tax
due. We have not seen any documentation that would support a need to increase the percentage beyond the current
12%.

2007-01C  Other Issues
Tax Sale Process

As required by D.C. statute, the Office of Tax and Revenue (OTR) holds a public auction during July of each year to
sell real property tax liens. The auction is for both commercial and residential property for which property taxes are
unpaid for the previous tax year by the property owner as of the auction date.

We identified the following control issues in the Tax Sale process:

1. A credit check is not completed on the prospective auction participants to ensure that they will be able to
pay the final purchase price of the tax sale to the District.

2. A Tax Sale database is created for each annual tax sale auction. Accordingly, there is no consolidated
database where a respective Buyer's information is maintained. in addition, as the Buyers may be issued a
different number each tax sale year, there is no unique identifier across the various tax sale databases
which can be used to identify the Buyer and obtain the Buyer's information.

3. The total Buyer's liability per the various Tax Sale databases is not regularly reconciled to the total Buyer's
liability per the general ledger. Specifically:

a. A reconciliation of the Tax Sale cash receipts recorded in the general ledger and Buyers deposits
per the Tax Sale database is not performed.

b.  When the surplus refund is processed through the accounts payable system, the liability account
(Buyers deposit) and cash is reduced for the amount of the refund. However, it does not appear
that the joumal entry to reduce the liability and recognize the revenue for the tax lien amount is
recorded timely and accurately. A reconciliation is not performed between the general ledger and
the Tax Sale database to ensure that all journal entries relating to the surplus refunds recorded in
the database have also been appropriately recorded in the general ledger.

c. A reconciliation is not performed between the general ledger and the Tax Sale database to ensure
that all redemption refunds paid and recorded in the general ledger have also been recorded in the
Tax Sale database.
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4. Adequate segregation of duties in initiating and recording the tax sale refund in the Tax Sale database and
authorizing the tax sale refund should be further evaluated.

5. Information in the Tax Sale database may not be accurate. For example, some tax sale refunds, although
processed and paid, may not have been recorded in the Tax Sale database.

We recommend that management review the complete process of recording and maintaining tax sale information in
the Tax Sale database. In addressing these issues, management should ensure:

e Access to record information in the Tax Sale database is restricted to designated individuals within the Tax
Sale Unit. These individuals should not have the ability to authorize a tax sale refund.

e A verification process should be implemented to ensure the validity and accuracy of the information
maintained in the Tax Sale database. In addition, information in the Tax Sale database (e.g. Buyer's
deposits and refunds) should be reconciled timely to the activity recorded in the general ledger.

e Areport should be created where the total liability per the general ledger can be tracked by Buyer.

Management’s Response:

Finding #1 — In lieu of doing a credit check, the Real Property Tax Administration & Adjustment Unit (RPTA) will verify
that the entity is registered to do business in the District, and has filed an FR500 business registration. In addition,
RPTA personnel will forward a listing to the Compliance Administration of buyers who were paid interest in specific
years, for use in verifying the filing and payment of any tax on the appropriate D20 or D-30 tax returns.

Findings #s 2-5 — RPTA and the Revenue Accounting and Administration (RAA) management will implement
corrective actions to address the findings regarding the Tax Sale. With regard to the recommendations related to
management's review of the Tax Sale database, employees in the Assessment Services Division that do not have
the authority to generate refunds (which must be approved by a supervisor) should have “Read Only" rights to the
Tax Sale database, and a report will be used by RPTA employees to reconcile liabilities of specific buyers.

Accuracy of System Used to Calculate Interest Owed to Taxpayers

The District government holds tax lien auctions for real properties on which taxes have not been remitted by the
owners. When an individual bids and purchases the tax lien, the purchase price of the tax lien is deposited with the
District government. For each tax lien purchased, a portion of the purchase price is allocated to the principle of the
outstanding tax lien and the balance is regarded as a surplus payment. The original owner of the real property
against whom the tax lien is levied has a period of time to redeem the tax lien and retain ownership of his property.

If the tax lien is redeemed by the original property owner, the purchaser of the tax lien is due a refund of the money

that was deposited with the District government at the time of the tax lien purchase, as well as any subsequent
payments made with respect to that property’s tax assessment bill.
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Tax lien purchasers are paid interest of 1.5% per month on the purchase price which relates to the principal of the
outstanding tax lien if the tax lien is redeemed by the original owner. Per the instructions on the Certificate of Bid Off
Sale (COBOS) form, the interest is calculated from the date the purchase price was deposited with the District
government to the date that the tax lien is redeemed by the original owner.

The interest is calculated by the Fox Pro database when the date of redemption is keyed into the database. However,
we noted that the interest amount calculated can be over-ridden.

e For 59 out of the 76 items selected for our review, the interest paid to the purchaser on the principal amount
of the outstanding tax lien appeared to be calculated incorrectly.

Taxpayers are also paid interest for court ordered real property tax refunds. The interest rate for these tax refunds is
stipulated in the court order. Furthermore, the interest is calculated on the refund amount from the date of the court
order to the date the tax refund check is printed and mailed.

o Forall 26 court ordered manual real property tax refunds selected for our review, the interest paid to the
taxpayer was not able to be accurately recalculated.

We recommend that access to override the interest payment calculated by the system should be restricted to
authorized individuals. In addition, all tax refunds for which the interest calculated is over-ridden should be reviewed
and approved by a supervisory level employee. The reliability of information will be increased if only authorized
employees have access to certain records.

Management’s Response:
The Real Property Tax Administration & Adjustments Unit (RPTAAU) agrees and will ensure that access to override

the interest calculation is limited and subject to review and approval of a manager or managers (depending upon the
dollar amount of the specific refund).

The Assessment & Tax Cards (A & T cards)

A square and lot number is associated with all real property addresses. The Landata system is used to store and
archive the real property information such as the square and lot numbers associated with real property addresses
and related real property deeds indicating the owners of a real property. The square and lot numbers for a real
property address can often change due to splits or combinations of the real property tax assessment parcels, based
on changes made to the property and/or its usage by the taxpayer. As such, a deed may be associated and filed
with a former square and lot number assigned to that property. The A & T cards are used to record the changes to
the square and lot numbers and to identify the square and lot number where the real property deed is filed, if this
information is not evident in the Landata system.
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The A & T card is similar to an index card. Each square and lot number has an A & T card associated with it. Al
changes to the square and lot number for a real property are hand-written on these A & T cards. One has to
reference the A &T card to identify the former square and lot number under which the real property deed for a
particular property may be filed. As the information in the A & T cards is not maintained in an electronic database, if
the A & T card is misplaced, it may be difficult to locate the deed of a real property and therefore the owners of that
real property.

Furthermore, the A&T cards do not identify the individual who added or modified information on the cards. As a
result, a risk exists that changes made on these cards may not be valid and/or authorized by an appropriate
individual. An electronic database should be created which documents the changes made to the square and lot
numbers for a particular real property. The database should include the square and lot number under which the real
property deed is filed. Individuals authorized to make changes in this database should be identified and a record of
the person making the change should be maintained.

Management’s Response:

A square and lot number, parcel, reservation, or RT is associated with all real property located within the District of
Columbia. The Landata system is used by the Recorder of Deeds to archive real property and related documents.
Examples of related documents include but are not limited to deeds, deeds of trust, court orders, deeds of release,
leases, liens, lien releases, and others. The Landata system is not related to and does not interact with the
Assessment and Tax (A&T) card files or database. The square and lot number, parcel, reservation, or RT may
change due to splits, combinations, or a subdivision plot recorded in the Office of the Surveyor. A deed or other
document may be filed at the Recorder of Deeds using a square and lot number, parcel, reservation, or RT that had
previously been assigned to the property.

The A&T cards are used to record the changes to a square and lot number, parcel, reservation, or RT and to identify
the lot chronology back to the original creation of the lot.

Each square and lot number, parcel, reservation, or RT in the District of Columbia has an associated A&T card. The
card is similar in size to an index card with handwritten changes noted as they occur. The A&T cards list any
changes that have occurred in the lot since its' original creation. Deed research references the A&T cards to identify
any former square and lot number, parcel, reservation, or RT under which a real property deed may have been filed.
If an A&T card is in use by an employee or has been misplaced, a user may have to locate the deed of a real
property using the ownership cards and referencing the instrument numbers for documents recorded at the Recorder
of Deeds.

Changes to A&T cards are completed by the Cartographer or Conveyance Examiner and checked for accuracy by
the Lead Conveyance Examiner or the Unit Manager. Supporting documentation is maintained within the Maps and
Titles Unit in a secured file cabinet.

The Office of Tax and Revenue (OTR) is currently engaged in a project to scan the A&T cards and create an
applicable database. Persons having access and authorization to make changes within the database have been
established and specified. The database will have an audit trail to identify which user made changes and when.
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The A&T card project has been underway for approximately one year and is expected to be completed within the
next several months. Plans are that in the near future this database, along with the ownership cards, will be available
for viewing on the CFO website.

Inadequate Access Controls Exist for Generating Signed Copies of the Certificate of Bid Off Sale (COBOS)

COBOS is a form given to the bidders as “proof of ownership” for purchase of properties at tax sale auctions held by
the Office of Tax and Revenue (OTR). The form is printed from the Fox Pro system and includes property details and
the amount for which the tax lien on the property was purchased by the bidder. This form is also signed by either the
Chief or Director of the Assessment Services Division (ASD) to authenticate and approve the form. Many employees
in the ASD had access to print the document from the Fox Pro system as well as imprint the digital signature of the
Chief or Director of the ASD. In addition, the COBOS forms that had been previously authorized could be altered
when viewed in the system. As a result, a risk exists that unauthorized COBOS forms may be printed from the Fox
Pro system.

We recommend the following:

1. Access to imprint the authorizing signature on the COBOS form within the Fox Pro system should be limited
to either the Chief or Director of the ASD or their authorized representatives.

2. When the COBOS form has been completed and signed, the form should be secured from further alteration.
The reliability of information will be increased if only authorized employees have access to certain records.
Management’s Response:

The above finding fails to mention that only the original COBOS has the embossed District of Columbia Seal. Any
duplicates issued from the Fox Pro based Tax Sale database will not include the Seal and therefore are easily
determined not to be the original.

The Real Property Tax Administration & Adjustments Unit (RPTAAU) concurs with the recommendations and has

already implemented actions to limit who is authorized to change the automatic signature and to prevent any
changes in other information (date, address, SSL, names, and amounts) on a COBOS.

* k Kk k %
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2007-02 Management of the Medicaid Program

Medicaid Program is Classified as an Area of Risk

Inits FY 2007 Report on the Activities of the Office of the Inspector General (OIG) dated December 1, 2007, the OIG
identified the Medicaid Program as an area of risk for the District. The Medicaid Program had been also been
identified as a risk area in previous OIG reports. The current assessment states that the impact of potential losses to
the District is significant. The 2008 plan is to continue OIG's vigorous oversight of the Medicaid Program, focusing
on areas such as nursing home reimbursements, third party liability, Medicaid recordkeeping and documentation, and
other related issues. Following are the summarized results of three recent audits performed by the OIG:

Audit #1 - Audit of the Department of Health's Contracting for Non-Emergency Transportation Services,
issued March 13, 2007.

Medical Assistance Administration (MAA) officials attempted to outsource Non-Emergency Transportation
(NET) Program services without evaluating the costs to perform the services and providing documentation
to support that doing so was in the best interest of the District. Specifically, MAA did not prepare and
submit a cost-benefit analysis to the Office of Contracting and Procurement (OCP) prior to requesting that
OCP solicit and award a contract for a transportation broker (Broker). The cost estimate is required by
District law and would have assisted MAA officials in reaching an informed decision about whether to
perform the services in-house or to outsource them.

Also, OIG's review of the solicitation to obtain Broker services disclosed that the bid prices submitted by
three offerors to provide NET Program services were based on an excessive amount of annual trips, which
was estimated by MAA officials. The three offerors used 540,000 trips yearly as the basis for computing
the total program costs (bid price) to manage and administer the NET Program. Prior to the completion of
OIG's audit, OIG met with Medical Assistance Administration — Office of Program Operations (MAA-OPQ)
officials to discuss the number of annual transportation trips. The officials agreed with OIG’s determination
that the annual trip estimates were inflated and reduced the estimated number of annual trips, revised the
solicitation, and requested best and final offers from the prospective bidders. As a result of the reduction in
the number of trips, the District could save as much as $6.8 million in the first year of the contract and an
additional $27 million, should the District opt to contract for all 4 option years.

In addition, the solicitation contained ambiguous language pertaining to the Broker's use of the Medical
Necessity form. The soficitation provided that the Broker had the authority to determine the mode of
transportation afforded to program participants. However, Department of Health (DOH) procedures require
that the medical necessity for transportation be determined by a physician. This vague solicitation
language was inconsistent with DOH procedures and may have negatively impacted the services provided
to program participants, and could result in unreasonable Broker profits.
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Management'’s Response;
Management responds with the following correspondence forwarded to the OIG:

Cost/Pricing Analysis Required Under District Law

We provided OCP with a documented cost/pricing analysis comparing the “fully allocated cost,” as
referenced in the Management Alert Response (MAR), of providing NET program services using District
employees versus the transportation broker model. This was completed as soon as we were made aware
of this requirement in our prior meetings with OIG staff and by OCP. A copy of that documentation has
since been provided to the OIG office as well. The subject documentation was prepared in advance of
OCP's award of the contract and in advance of approval by the Office of the Attorney General for the
District of Columbia and the District of Columbia City Council. We believe that our decision to operate the
NET program with a broker manager is an informed, prudent, and efficient one, particularly since it
appears that the District will save millions of dollars and also, there is no possibility of any District
government employee being displaced from employment as a result of the NET broker contract. Simply
stated the District will save millions of dollars annually using the health care industry best practice, NET
broker contract model.

Number of NET Eligible Medicaid Recipients and Volume of Trips

The Solicitation (i.e. RFP) that was issued to the public, in fact, contained both the number of eligible
Medicaid recipients who may receive NET program services and the actual number of Medicaid recipients
who used NET program services in the preceding fiscal year.

Based on available data we have reviewed and analyzed, MAA estimates that 45,000 Medicaid
beneficiaries may be eligible for the NET program services and 10,000 of those beneficiaries will utilize
NET services on at least one occasion. The Solicitation does not state that MAA proposed an increase of
540,000 trips annually.

The Medicaid fee-for-service (non-managed care) population ranges from 40,000 to 50,000 recipients. The
RFP gave a “mid-point” figure of 45,000 recipients for the vendors to utilize in order to develop their
“capitation” rates for their price proposals for the Broker procurement. Only 10,000 unduplicated recipients
actually utilize transportation services.

MAA reduced the total number of trips that were stated in the RFP by 20%, for the 3 historical years (2001
thru 2003). The 20% reduction in the number of trips was based on the potential number of MAA
estimated NET claims due to fraud, waste, and/or abuse of Medicaid program resources. Each vendor
reduced their cost proposal, accordingly, in their best and final offer documents (BAFO) which were
submitted to OCP on November 22, 2006.

Transportation Requests and Medical Necessity Certification Forms

MAA has implemented new protocols and procedures to track and monitor Medical Necessity Certification
Forms {medical necessity forms).
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These are immediate corrective actions intended to address the need for corrective action and
improvement of program integrity pending the longer term solution for a transportation broker. MAA
informed the OIG office of this change in a response letter to matters previously raised in MAR No. 06-A-
09 for OIG audit No. 05-2-18HC.

Ambiguity Regarding Broker’s Use of Medical Necessity Form

Based on the medical necessity determination of the NET medical clinician that supports a specific mode
of transportation and level of service, the broker will assign the mode of transportation which cannot vary
from the documentation of the medical clinician. To the extent that any ambiguity was perceived, we
apologize for the potential discrepancy and appreciate the identification of this issue which we have
resolved.

1. Establish sound NET program patient-participation and financial data before attempting to
outsource this service to Broker.

Based on national research, MAA selected a national best practice model for transportation reform.
Currently used in at least 14 states nationwide, the NET transportation broker model is consistently
receiving high marks for customer satisfaction. We need this type of reform and potential results for the
NET program.

The final fiscal impact report included assertions related to claims data and financial information
accumulated over the time period of three (3) years. The report was certified by Mercer as sound under
applicable and prevailing professional accounting industry standards based on the data utilized.

MAA completed a cost/pricing analysis, which compared three (3) options available for administering the
non-emergency transportation program in the District. In addition, MAA submitted to the District of
Columbia City Council the fiscal impact report/statement, the Solicitation, the Request for Proposal (RFP),
and the Medicaid Waiver which were approved by the D.C. City Council. The Medicaid Wavier and State
Plan Amendment were subsequently approved by the Federal government (U.S. Department of Health
and Human Services, Centers for Medicare and Medicaid (CMS)). This submission included detailed
costs, and the actuarial study that was completed by the professional services firm of Mercer Consulting.

2. Prepare a program cost estimate as required by District law to calculate and compare the cost of
providing the non-emergency transportation services using District government employees to the
cost associated with contracting the service.

Pursuant to the D.C. Privatization Law, MAA prepared and completed a cost/pricing analysis and a report
that substantially complies with that law. That report indicates that no District employees will be displaced
as a result of the potential award of the Transportation Broker contract.

The current cost to administer the transportation program exceeds $24 million. All of the bids submitted
for the Broker contract were under $14.5 million. Projected savings from the NET program will exceed
several million dollars.
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3. Submit to the Office of Contracting and Procurement and the District of Columbia Council all
necessary documents in accordance with the requirements set forth in D.C. Code $2-301.05b) prior
to awarding a contract for the NET Program to a Broker.

MAA completed all the necessary documents that were requested and required by OCP since the start of
this procurement in 2004. Specifically, MAA completed the requirements associated with the D.C.
Privatization Law (D.C. Code Section 2-301-.05b (2001, as amended). As previously discussed, MAA
provided this information to the responsible OCP contracting officer.

4. Amend the Solicitation to specify that the Broker provides and arranges NET services based on
the medical necessity form prepared by a participating physician, should a decision be made to
outsource the services.

We will require that the NET broker utilize MAA's medical necessity forms which may be completed only

by the treating or clinical provider.

Audit #2 - Audit of the Department of Health's Oversight of the D.C. Medicaid Managed Care Program,
issued July 18, 2007.

This audit disclosed that the Medical Assistance Administration (MAA) fiscally mismanaged the Managed
Care Organizations (MCO) program. The strategy for setting annually renewable capitation rates was
flawed when MAA officials did not adjust the capitation rates to levels which would have avoided excessive
MCO profits and maximized dollar expenditures for patient care. Further, MAA did not have a system to
collect and use valid encounter data to best identify and evaluate the extent that MCO members used
medical services.

MAA accepted an actuarial methodology that used the total medical costs of three MCOs to develop a
single base as the starting point for capitation rate development. This “one size fits all" method of setting
capitation rates and the lack of encounter data resulted in Amerigroup receiving $74 million (or 20.9
percent) more than necessary for patient care over the past 5 years. In addition, D.C. Chartered and
Health Right received $17.5 and $5.1 million (or 4.2 and 3.8, percent respectively) more than necessary
for patient care over the past 5 years. More importantly, Amerigroup spent as little as 64 percent of its
capitation payment on patient care, as compared to 77 percent or more spent by the same MCO in
Maryland and New Jersey and the 76 to 86 percent spent in the District by D.C. Chartered Health Plan,
Inc. and Health Right, Inc. Although Amerigroup’s capitation rates have been reduced by MAA over the
past two years, the OIG believes that Amerigroup has made excess profits.

Based on the most current premium payment information available, OIG calculated that over the next 5
years, the District could pay D.C. Chartered and Amerigroup $51.6 million (or 3.9 percent) more than
necessary for patient care if quality encounter data is not used and this “one size fits all’ practice
continues.
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Further, because the District has not complied with the federal requirement to use valid encounter data in
the development of capitation rates, it is in danger of losing its federal approval and funding.

Management’s Response:

0OIG RECOMMENDATION 1: Calculate a base starting point for each MCO using individual medical costs
to eliminate the “one size fits all” methodology until encounter data can be collected, validated, and used to
supplement cost data for rate setting purposes.

Response: MAA believes this recommendation is not in the best interest of the District at this time. Using
MCO-specific (or plan-only) data for rate setting has hurt the District in the past. Prior to its current actuary,
the District's consultant did set rates in this manner. CMS requested that the District discontinue the
practice of using a MCO-specific rate development approach because that type of method resulted in very
large unexplainable rate variations from one MCO to another.

The OIG argues the District's rate setting methodology is flawed with a “one size fits all” method. The OIG
goes further to advocate a non standard approach that would result in different, potentially disparate, rate
ranges for each MCO. The OIG focuses on the methodology as the only driver of MCO profits. This is an
incorrect conclusion. This limited viewpoint is not useful in enhancing the District's Medicaid MCO
program and in fact may have an opposite harmful effect if implemented.

For the District to follow the OIG recommendation on a rate setting methodology would put the District in
the unique position of being one of the only programs in the country using this methodology. The OIG has
not provided evidence that this methodology would have prevented any excess profits being earned by the
MCOs or explained how it would benefit the District. Conversely, the current methodology used in the
District is generally accepted by CMS and the American Academy of Actuaries, which is the governing
body of actuaries. The current D.C. rate setting methodology is used in nearly every other state, including
Maryland and New Jersey.

OIG RECOMMENDATION 2: Enforce 42 CFR § 438.242 and contract provisions that require MCOs to
collect and submit valid encounter data to MAA and have MAA make valid encounter data available to the
actuary responsible for calculating capitation rates for each MCO.

Response. The District is in compliance with 42 CFR § 438.242 in collecting encounter data from the
MCOs. In the current procurement, the District has also enhanced the contract provisions related to
encounter data collection. MAA has provided Mercer encounter data for use in rate setting. Mercer
reviewed the data and included encounter data as a direct data source in the CY 2008 rate development.

OIG Statement. MAA did not have a system to collect and use valid encounter data to best identify
and evaluate the extent that MCO members used medical services.
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Response: MAA does now have a system for gathering accurate, complete, and consistent
encounter data. This system has evolved over the last few years through significant technical
assistance from MAA and Mercer to the MCOs. The District's encounter data collection system is
fully operational; the remaining encounter data challenges are primarily centered on the collection
of data from service providers, by the MCOs. This is particularly true where the plans have sub-
capitated the providers and may need to consider changing their reporting incentive/disincentive
policies and procedures.

OIG Statement: MAA did not use encounter data in developing the capitation rates. The failure to
use encounter data distorts the capitation rate calculation because it excludes the extent to which
MCO members used medical services.

Response: The availability of encounter data does not have a direct impact on the medical costs.
While the encounter data provides more detail for analysis, it does not change the actual costs to
deliver services to the Medicaid population. With encounter data, MAA wili be in a better position to
explain cost differences among the MCOs and enhance the overall rate setting process; however,
this does not change the actual medical costs of the program.

The financial data submitted by the MCOs outlines the amount of money spent on doctors’ visits,
inpatient hospital stays, outpatient visits, primary care, specialty care, pharmacy, and dental care.
This is a reasonable starting point to adequately assess future levels of service costs. The
capitation rates are not distorted due to the lack of encounter data. While CMS prefers encounter
data as the primary data source, the financial data is sufficient to determine the cost of the medical
services utilized by MCO members. CMS has approved the use of financial data as a source for
rate setting in the District as well as in Maryland, New Jersey, and numerous other states.

OIG Statement: We [The OIG] found that the District lags far behind Maryland, Virginia, and New
Jersey, all of which have been collecting encounter data since calendar year 2000.

Response: While the encounter data collection in the District did begin after Maryland and New
Jersey, the District is the only one of these programs to incorporate their encounter data as a direct
data source in rate setting. The other two states rely solely on MCO financial data and use
encounter data to support risk adjustment calculations. Given these facts, MAA disputes the
conclusion that “the District lags far behind Maryland, Virginia, and New Jersey."

OIG Statement: Because the District has not complied with the federal requirement to use valid
encounter data in the development of the capitation rates, it is in danger of losing federal approval
and funding.

Response. This statement is simply not correct. There is no basis to the statement that the District

is at risk of losing federal funding because of its encounter data collection efforts. CMS has
approved the District's use of financial data in determining capitation rates.
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When the requirement became apparent, the District proactively made it a priority to develop an
encounter data collection system. The experience throughout the country has been that it takes
three to five years before encounter data reported by MCOs is complete and accurate enough to
incorporate into rate setting. The District's experience in developing their system is consistent with
the experience of other states. Throughout this process the Department has periodically discussed
and reported to CMS its plans and progress made on encounter data collection. As mentioned
above, the District now has an encounter data system and has made use of the encounter data in
the most recent rate development and will continue to incorporate encounter data in future rate
setting.

OIG_RECOMMENDATION 3: Coordinate efforts with the actuary to require the use of risk adjustment
factors when developing capitation rates based on valid encounter data.

Response: MAA and Mercer have discussed the potential for risk adjustment during our meetings with the
OIG audit team. MAA is interested in pursuing a risk adjustment program using the encounter data for this
purpose. Given the upcoming procurement, MAA must first determine the MCOs that will serve the
Medicaid members before introducing risk adjustment. However, risk adjustment is a goal for the program
in the coming years. We would also note that the risk adjustment process reallocates the capitation dollars
amongst the winning MCOs; it does not reduce the amount of capitation outlay for the Medicaid program.

0IG RECOMMENDATION 4: Benchmark the Maryland managed care program to identify and implement
better methods for setting capitation rates.

Response: This recommendation appears to be inconsistent with the OIG's expressed concern about how
the District calculates rate ranges. Maryland's rate setting methodology is based on utilizing total MCO
costs. This is the same method used in the District. Maryland and the District have very similar rate setting
methodologies. This is known because Mercer is also Maryland's actuary.

In terms of “benchmarking” the Maryland program, MAA would also like to point out that the District's
DCHFP capitation rates are 5-10% lower than the rates paid in Baltimore, a metropolitan jurisdiction
comparable to the District; and the annual rate increases have been lower in the District than in Maryland.

OIG_ RECOMMENDATION 5. Establish internal controls designed to measure the performance of the
Office of Managed Care in relation to the rate setting process.

Response: The Office of Managed Care has operated in compliance with all District and federal laws while
managing the program within the budget allocated by the District City Council. MAA has complied with the
contracting rules put forth by the Office of Contracting and Procurement and complied with the federal
regulations put forth by CMS. MAA will continue to look for ways to improve program performance.
However, we want to stress that the Office of Managed Care has complied with all Department polices and
applicable laws and regulations.
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Over the last five years, MAA has negotiated rate increases with the MCOs that averaged 2.2% overall.
This has allowed MAA to keep the Medicaid managed care program within budget. Nationally, medical
costs have increased nearly 7.0% per year.

OIG RECOMMENDATION 6: Pursue with the MCO contractors and the actuary, monetary remuneration,
due to the excess profits made over the target rate.

Response: The actuary has satisfied the requirements of their contracts with MAA. MAA does not appear
to have recourse to pursue monetary remuneration from them based upon the analysis provided in this
report. There are no legal terms and conditions in the current MCO contracts that define minimum loss
ratios or excess profits. All current MCO rates have been reviewed by CMS and CMS approval was
obtained for each rate cycle over the last five years.

CMS review of rates and their review of the actuarial sound rate range and rate methodology is a
requirement enforced by CMS on all Medicaid managed care programs.

However, because MAA has been concerned about MCO profit levels, independent audits are being
completed on the finances of each of the MCO's. Based on the results of these audits, and the facts that
will be presented surrounding their profitability, MAA will discuss the audit results with District legal staff
and make a determination on what action to take when the audits are complete.

Audit # 3 - Audit of the District of Columbia Department of Mental Health's Program Management and
Administration of Provider Reimbursements, issued December 11, 2007.

This audit found that a process for reworking and resubmitting denied Medicaid claims at the Department
of Mental Health (DMH) is nonexistent. Denied Medicaid claims have not been reworked and resubmitted
since the eCura system was brought to DMH in FY 2001. Based on estimates provided to OIG by DMH
personnel, the value of denied claims is approximated at $30.1 million. This figure represents denied
Medicaid claims since November 2002.

The audit also found that DMH's main information system application software for managing its business
objectives needs improvement or replacement because of significant weaknesses regarding reliability,
integrity of information reported, and the effectiveness of provider claims processing. This includes the
claims processing function that interfaces with the Medical Assistance Administration (MAA) fiscal
intermediary, Affiliated Computer Services (ACS).

The information system currently in place does not produce timely and reliable monthly reports that
summarize program statistics and accountability as to projected performance measures.

The Chief Procurement Officer (CPO) had to ratify additional amounts in unauthorized DMH commitments
in FY 2005 and again in FY 2007.
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The FY 2005 ratifications were the result of Mental Health Rehabilitative Services (MHRS) providers
exceeding task order values with DMH, while the FY 2007 ratifications were the result of DMH's failure to
have signed and approved provider agreements in place before provider's submitted claims for payment.
The unauthorized commitments resulted from DMH's failure to implement information systems application
controls necessary to reduce vendors' risk of exceeding DMH task order limits, which may have violated
the District's Anti-Deficiency Act. Additionally, DMH management does not have properly trained and
assigned Contracting Officers’ Technical Representatives (COTRs) to provide oversight for services
provided and claims submitted to DMH for payment.

The Memorandum of Understanding (MOU) between DMH and MAA should be renegotiated so that MAA,
the state Medicaid agency, assumes the role of payer of first resort for providers of Medicaid claims. In the
current process, DMH pays the provider first and then seeks 70 percent reimbursement (federal portion)
from MAA. Thus, DMH uses 100 percent of its local dollars to pay providers and then attempts to recover
the 70 percent. This approach has not been effective or efficient. Further, internal controls surrounding
validation of provider claims need significant improvement. DMH has a documented policy that requires
periodic audits of MHRS providers.

However, DMH was unable to provide documentation supporting any audits performed during FY 2006 or
FY 2007.

Lastly, DMH has an excessive number of Human Care Agreements (HCA) with providers which have
contributed to DMH's inability to effectively manage MHRS dollars amongst the number of providers
seeking business with DMH. DMH's current utilization of 51 service providers appears to be excessive
given that 18 providers receive 92 percent of DMH's $40.8 million budget for MHRS services. The current
number of providers places a strain on DMH personnel assigned to work with the providers to insure
adequacy of services for consumers, as well as resolve billing, payment, and provider training issues. The
OIG noted that for FY 2006, two MHRS providers received as little as $4,000, while another 5 received
less than $100,000 each.

Management’s Response:

Prior to September 2006, DMH acknowledges that it did not have an adequate process in place to actively
reprocess Medicaid claims from prior years that MAA had denied and that a sizable “Accounts
Receivables” (A/R) had accumulated. Since that time, DMH took several actions to manage this process,
which include:

1. Contracting with an outside vendor, ValueOptions, to identify, quantify, prioritize, correct, and
resubmit claims denied for Medicaid eligible services provided;

2. Contracting with KPMG, LLP to provide program management consultant services to develop a

work plan for staff to use to guide this process and assist in establishing repeatable processes for
program administration; and
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3. Contracting with a consultant dedicated solely to managing the MHRS program, including working
with DMH staff to develop management reports.

These steps have yielded a significant return on the A/R effort and resulted in better management of the
MHRS program.

DMH must first correct the OIG's finding about the amount of potential A/R recovery. The OIG report states
that DMH had denied Medicaid claims totaling $22,682,071 and rejected claims totaling $7.5 million. It
appears that the OIG combined the two numbers to reach the $30.1 million potential recovery amount
stated in the report. We believe that this approach results in an inflated amount of recovery. Due to the
success of these efforts, DMH has closed out its outstanding receivables balances for FY 2005 and FY
2006. To date, DMH has recovered $11.6 million in outstanding accounts receivable.

In order to relieve DMH of the responsibility of paying claims to providers first and then forwarding them to
MAA for reimbursement, MAA has assumed responsibility for paying MHRS providers for Medicaid eligible
services for claims with dates of services November 1, 2007 forward. The transition of this payment
function to MAA has moved the responsibility of managing claims denials and resubmissions appropriately
to the MHRS.

The OIG Report concludes that eCura has numerous problems interfacing with MMIS, which indicates
some misunderstanding about how the application works. eCura is designed to export claim data files so
that they can be imported by a system like an MMIS system. To that extent, the eCura application works
as it was designed.

Since the time of the OIG Report, DMH has taken the following steps:

1. DMH will make the system changes to allow providers to adjust authorizations annually effective
the first quarter of FY 2008.

2. With the transition of the Medicaid payment process to the MAA, DMH is fully compliant with the
HIPAA transaction set.

3. While the OIG concluded that eCura’s Provider Connect function cannot support DMH's fee-for-
service model, DMH contends that the application performs as it was designed, i.e. to support the
delivery model that is currently in place.

DMH chose to suspend claims processing while corrections were made to the system logic problem cited
in this report. DMH is not aware of any other instance in which eCura was inoperable over extended
periods of time.

The OIG concludes that eCura does not provide detailed monthly reporting to monitor DMH performance
measures and goals and attributes this to an eCura “system design flaw.”

68



Government of the District of Columbia

Schedule of Findings and Questioned Costs
Year Ended September 30, 2007

DMH disagrees that there is a “system design flaw." DMH purchased and currently uses the data
warehouse to develop reports when requested.

DMH disagreed with the OIG's conclusions about the authorization system control. The authorization
process was discontinued in 2003 and reinstituted in November 2005. The reintroduction did not create
any claims file format problems as reported.

Throughout FY 2006 through the present, DMH has initiated the following corrective actions:

1. Hired a permanent Director of Contracts and Procurement in January, 2007 that is certified as a
Public Procurement Officer (CPPO) and Public Purchasing Buyer (CPPB).

2. Engaged an independent consultant to perform a complete assessment of the DMH contracts
office and to assist in the preparation of policies and procedures.

3. Required all Contract Officer Technical Representatives (COTRs) who had not been trained to
attend training. As of this time, 60 additional staff received this training and now properly
appointed as COTRs.

4. In the process of developing a plan to transition all contracting and procurement functions for
Saint Elizabeth's Hospital to administrative staff at Saint Elizabeth's Hospital.

In order to relieve DMH of the responsibility of paying claims to providers first and then forwarding them to
MAA for reimbursement, MAA has assumed responsibility for paying MHRS providers for Medicaid eligible
services for claims with dates of services November 1, 2007 forward.

With respect to periodic audits of providers, DMH has initiated the following corrective actions:

1. DMH hired a Deputy Director for Accountability in December 2006. The Office of Accountability
(OA) re-started the claims audit process by adopting a new, statistically valid methodology and a
more precise audit tool.

2. The audits for FY 2005 and FY 2007 have been completed, and providers are beginning to
receive notification of their initial audit results.

3. Because there is a current DMH moratorium on new MHRS providers, OA no longer performs
audits on “new provider claims.” Instead, now that the backlog of claims audits has been made
current, OA will be auditing all claims on a quarterly basis.

4. The DMH Deputy Director, Accountability and the MAA Program Integrity Chief have been

meeting regularly to develop an MOU regarding repayment of failed claims/false claims to CMS,
and recoupment of paid funds from providers.
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Regarding a review of the number of MHRS providers, DMH has established a procedure for assessing
the performance of providers to determine whether they should receive continued funding. The criteria
that will be used to judge provider performance include;

1. A quarterly review of the claims history of all certified providers to determine whether they are
billing for services.

2. Development of quality indicators that are tied to fidelity and claims audits.
It should also be noted that there is currently a moratorium on the certification of new providers until such

time as DMH determines whether the needs of the network are being adequately met by its current
number and array of certified providers.

Findings of the Medicaid Fraud Control Unit

The Medicaid Fraud Control Unit (MFCU) is a unit of the Office of Inspector General (OIG) that has a dual mission. It
investigates and prosecutes Medicaid providers who engage in fraudulent billing. The MFCU also investigates and
prosecutes the abuse, neglect, and financial exploitation of persons who reside in Medicaid-funded facilities.

As also reported in the District's FY 2006 Office of Management and Budget Circular A-133 Audit Report, the Medical
Assistance Administration (MAA) is not referring all potential fraud cases directly to the MFCU. The MAA's Office of
Surveillance and Utilization (SUR) is mandated to perform surveillance and utilization reviews that monitor and
control improper or illegal utilization of the program by the providers and recipients of medical services and make
referrals to the MFCU if they suspect fraud or abuse.

However, it was noted that the SUR unit is referring potential fraud cases to the Office of Investigation and
Compliance (OIC) within the Department of Health (DOH) instead of referring the cases directly to the MFCU. The
OIC conducts an investigation into the potential fraud case and then after inquiry and data gathering, refers the case
to the MFCU. This is a duplication of effort for OIC and interferes with MFCU investigating potential fraud cases once
the case is referred to them.

On May 27, 2003, a Memorandum of Understanding (MOU) was signed between the MFCU and the MAA. The MOU
delineates the terms and conditions for both parties. Specifically, it requires that the MAA refer matters when they
have suspicion of fraud. Based on discussions with the MFCU, there has been no improvement in the current
situation and the number of cases being referred from MAA remains minimal.

We recommend that MAA comply with the terms and conditions of the MOU and make SUR referrals directly to
MFCU.

Management's Response:

The following response was provided by Medical Assistance Administration (MAA) personnel:
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The Medicaid Fraud Control Unit (MFCU) is a unit of the OIG that has a dual mission. It investigates and
prosecutes Medicaid providers who engage in fraudulent billing. The MFCU also investigates and
prosecutes the abuse, neglect, and financial exploitation of persons who reside in Medicaid-funded facilities.

In the FY 2007 Report on the Activities of the Office of the Inspector General (OIG) dated December 1,
2007, it was stated that the MFCU initiated 207 investigations and closed 98 matters. Through trial or
settlement, the MFCU attained 17 substantive dispositions of outstanding fraud, abuse, neglect, and sexual
assault cases, significantly surpassing its target levels. The MFCU obtained 13 criminal convictions through
trials and plea agreements. Additionally, the MFCU recovered over $2.3 million in four civil settlements for
the Medicaid program, recouping almost $4 for every dollar funding the MFCU.

The MAA's Office of Surveillance and Utilization (SUR) is mandated to perform surveillance and utilization
reviews that monitor and control improper or illegal utilization of the program by the providers and recipients
of medical services and make referrals to the MFCU if they suspect fraud or abuse. The SUR unit is
referring potential fraud cases to the Office of Investigation and Compliance (OIC) within the DOH for
evaluation before referring the cases to the MFCU. The OIC conducts an investigation into the potential
fraud case and then after inquiry and data gathering, it will then refer the case to the MFCU.

On May 27, 2003, a Memorandum of Understanding (MOU) was signed between the MFCU and the MAA.
The MOU delineates the terms and conditions for both parties.

The comment above focuses on the following issue:

Issue: That the District of Columbia, Department of Health, Medical Assistance Administration
(MAA) is not referring all potential fraud cases directly to the District of Columbia Medicaid Fraud
Control Unit (MFCU) and, as a result, the MFCU is not being fully utilized pursuant to its duties and
responsibilities under 42 C.F.R. 1007.11.

MAA strongly disagrees with this comment for several reasons. Foremost, the comment does not reflect an
understanding of Federal and district regulations and administrative rules.

Federal regulations at 42 CFR Part 455, require the State Medicaid agency to first investigate potential fraud
cases and then after inquiry and data gathering, refer cases of suspected fraud to appropriate officials
including the MFCU. Pursuant to this federal law, the District of Columbia’'s Medicaid State Plan requires
that:

“The Medicaid Agency has established and will maintain methods,
criteria and procedures that meet all requirements of 42 CFR 455.13
through 455.21 and 42 CFR 455.23 for prevention and control of
program fraud and abuse.”
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The Office of Investigations and Compliance (OIC) located within the MAA, Office of Program Integrity
(OPY), is the functional unit within MAAJOPI with whom the SURs unit, aiso located within MAA/OPI, works
to conduct the preliminary investigations as required by 42 CFR 455.14.

If MAA were to refer all variations in Medicaid service utilization detected by the SURS unit without
conducting a preliminary investigation, MAA would be in violation of Federal regulations governing Medicaid
and the Federally required District of Columbia Medicaid State Plan, and the Deficit Reduction Act of 2006,
and potentially, other Federal and local laws, rules, and regulations governing Medicaid program operations
and safeguards.

With respect to MAA's relationship with the MFCU, during FY 2007, approximately 16 cases were referred
to the MFCU, representing in excess of 1 million dollars in paid claims. MAA also routinely assists the
MFCU in its investigations of potential fraud cases by providing detail Medicaid claims payment and related
data upon request from the MFCU generally, in a timely manner. When a request is voluminous and
requires extensive MAA production, MAA notifies the MFCU in advance and requests an extension of time
in which to respond to the MFCU request.

MAA notes that the MOU between MAA and MFCU is five years old and needs to be updated to include
additional checks and balances to ensure that MAA continues to make, and potentially increase, its
Medicaid fraud referrals to the MFCU and, in turn, for the MFCU to prosecute referrals made by MAA in a
timely manner.

The following response was provided by Medicaid Fraud Control Unit (MFCU) personnel:

The Office of the Inspector General, Medicaid Fraud Control Unit agrees with the findings set forth
above. MAA's non-compliance with federal statutes and the MFCU/MAA MOU has been discussed on
numerous occasions with MAA staff and management since 2001. In fact, the MFCU has shared the federal
statutes with the staff at MAA to insure that they are knowledgeable regarding their responsibility under law.
MAA continues to violate the statute.

The MFCU has almost no contact with the SUR unit. As a result, the MFCU is not aware of what fraud
detection activities are being undertaken by the SUR unit. The MFCU has no information regarding
providers, provider types, or fraud schemes that are being reviewed for signs of fraud. One exception
relates to “anonymous” referrals. In these instances, SUR unit staff members called the MFCU directly
reporting matters previously referred to the OIC. The SUR unit staff generally indicates that they have
referred information to the OIC and OIC has not acted on or responded to that referral. The only reason
MFCU is made aware of the incident is because the OIC has not acted or responded at all.

In addition to duplicating the MFCU's efforts to investigate fraud, it is problematic that the activities of the
OIC actually delay, interfere, impede, and complicate the MFCU's investigative activities. As part of their
preliminary inquiry, the OIC gathers data, interviews witnesses, reviews documents, and visits provider
sites.
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These OIC actions are extremely harmful, as providers are forewarned that they are the subjects of
scrutiny, thereby giving providers the opportunity to amend or destroy documents, hire and fire staff, change
practices, or otherwise alter evidence that may be critical to the criminal investigation conducted by the
MFCU. In addition, the interviews conducted by the OIC create potential evidence problems for the criminal
prosecutors, such as duplicative or conflicting statements of witnesses.

In some instances, the OIC refers suspected fraud not only to MFCU, but to multiple law enforcement
agencies, including the Federal Bureau of Investigation (FBI) and the Health and Human Services Office of
the Inspector General (HHS OIG). Management personnel at MFCU, FBI, and HHS OIG discussed the
preliminary inquiry OIC conducts and all agree it creates problems.

Those agencies requested that OIC simply identify potential fraud committed by providers and turn the
matters over to law enforcement for investigation. That request was made because MAA is unnecessarily
expending efforts, time, and resources conducting inquiries into fraud matters, delaying the referral of
information to the MFCU, the law enforcement entity statutorily mandated to conduct the full investigation
into suspected fraud (see 42 CFR §455.13 Methods for identification, investigation, and referral and §
455.15 Full investigation).

MAA's violation of the federal statute and the MOU is problematic. The federal statutory scheme clearly
intends that the single state agency SUR unit detect fraud, and conduct a preliminary investigation (see 42
CFR § 455.14 Preliminary investigation), then refer matters of suspected fraud to the MFCU for criminal
investigation and prosecution. The MFCU staff of criminal investigators, auditors, and prosecutors should be
the professionals who initiate the full investigation into potential fraud committed by providers.

Delay in Issuance of Audited Cost Reports

Various District agencies, including the District of Columbia Public Schools (DCPS), Child and Family Services
Agency (CFSA), and the Department of Mental Health (DMH) provide Medicaid services to eligible District residents.
The costs incurred by these agencies are summarized in a cost report that is submitted to the Medical Assistance
Administration (MAA), part of the District's Department of Health, for approval before those claims are submitted to
the Federal government for reimbursement.

The cost reports are required by the Medicaid State Plan to be audited. We noted that final audited cost reports for
these agencies are completed after a significant period of time. Reasons for the delay in the completion of the audit
of the cost reports are generally due to: (1) delays in submission of cost reports by District agencies; (2) appeals by
the agencies for the disallowances by MAA caused by failure to file Medicaid claims timely, as well as to provide
sufficient support for the claims that are incurred; and (3) delays in resubmission of revised cost reports together with
the additional documentation to support previously disallowed claims. The difference between costs submitted for
reimbursement and the costs actually reimbursed result in the use of local, rather than federal, dollars to fund
Medicaid expenditures.
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The summary below shows the status of the cost report audits:

Cost Report Cost Report Status of
Agency Completed Available for Audit Cost Report Audit
1. DCPS Up to FY2002 FY2003 to FY2006 Audit has not started.
2. CFSA Up to FY2004 FY2005 Audit has not started.
3. DMH Up to FY2004 FY2005 Audit has not started.

It is also noted that the contract to audit the cost reports expired on June 30, 2007, and District personnel have
represented that a new contract has not yet been issued. The audit of cost reports will continue once a new contract
is in place.

We recommend District agencies improve the claims submission process and submit cost reports to MAA on time
and improve communication and better coordinate the submission of claims by agencies in a form that is acceptable
to MAA. We also recommend that cost report audits be done on a timely manner. This will allow the District to
reduce the time between Medicaid expenditures being incurred and the ultimate reimbursement from the Federal
government.

Management’s Response:

MAA concurs with this finding. However, it must be noted that the appeal process which contributes to the delay in
the audit process is by State rules, a right of the auditee. Similarly, the delay in awarding a contract is sometimes
necessary to ensure compliance with laws and regulations of the Office of Contracts and Procurement. Nevertheless,
MAA is committed to make a concerted effort to expedite the entire process for the same reasons listed in this
finding. By the end of the current FY 2008, MAA plans to complete the audit of DCPS through FY 2006. By the end
of FY 2009, MAA will endeavor to work with DCPS to complete the audit of FY 2007 and FY 2008.

MAA understands that CFSA and DMH have plans in place internally to speed up the process. The Office of
Contracts and Procurement is near the end of the award of the audit contract which is the vehicle with which cost
reports are audited. Once the award is done, MAA plans to vigorously complete the audit of all submitted cost reports
by the end of the current fiscal year.

Overdrawn Medicaid Federal Funds at the Department of Health (DOH)

In FY 2006, DOH's request for Medicaid funds included costs that had not been paid out before the request for
Federal reimbursement was made. As a result, DOH had overdrawn $16,466,386 from the Federal govemment.
The overdrawn amount was not returned to the Federal government during FY 2007. As a result, this amount is
currently reflected as deferred revenue on the September 30, 2007 books and records.

Costs must be incurred or paid out before reimbursement is requested from the program's funding. DOH's requests
for funds for the program were not based on its immediate cash needs.
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In addition, interest may be owed to the Federal government since the overdrawn amount was not remitted back to
the Federal government in a timely manner.

We recommend DOH comply with policies and procedures to ensure that program obligations have been incurred
prior to requesting reimbursement. In addition, DOH needs to ensure that overdrawn Federal funds are remitted back
to the Federal government in a timely manner.

Management’s Response:

After completion of the revised 2006 Cash Management Improvement Act (CMIA) report in FY 2007, the $16,466,386
in deferred revenue was certified as an over draw of the letter of credit. However, the completion of the report
occurred too late in FY 2007 to correct the Medicaid draws for 2007 to reflect the over draw. DOH corrected the over
draw in FY 2008 by reducing two draws, DASMEDO07 and DASMED10, by $8,000,000 and $8,466,386, respectively.
The revenues for FY 2008 were made whole by transferring the deferred revenue from FY 2006 to FY 2008. DOH
will ensure that only funding for cash expenditures is requested in compliance with the CMIA agreement.

Maintenance of Supporting Documents at Income Maintenance Administration (IMA)

The Department of Human Services' Income Maintenance Administration (IMA) is responsible for determining
eligibility of the participants in the Medicaid program. IMA uses the Automated Client Determination System (ACEDS)
to evaluate the eligibility of the applicant. We noted the following during our review of 132 participant files which had
been selected for testing:

1. 2 of the 132 participant files were missing documentation to conclude whether the applicant was Medicaid
eligible.

2. 1 of the 132 participant files did not have a signed application.

3. 7 of the 132 participant files did not have evidence that the applicant's income was verified.
The District is required to maintain source documentation to support the eligibility of Medicaid recipients. Further, it is
important to produce certain detailed records at specific time periods, and to maintain these records for possible
analysis by users such as management, independent auditors, or other governmental bodies. We recommend that
IMA review its existing processes for document retention, as not having the required documentation can increase the
possibility of disallowance of these expenditures.
Management’s Response:

1. IMA concurs with the finding.

2. IMA agrees with the finding that the application was not signed; however, benefits were authorized and
notices of approval were sent to the customers timely.
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3. Of the 7 cases cited for income, management disagrees. SSR used net income instead of gross income;
however, customers would remain eligible if gross income was used.

Medicaid Assistance Administration Program Operations (MAAPQ) — Provider Eligibility

MAAPO reviews provider enrolliment applications for completeness, accuracy, and compliance with Department of
Health (DOH) requirements and the MAAPO Chief approves, as appropriate, or requests any clarification or
corrections needed from the applicant. The MAAPO Chief signs a form to approve each application and the signed
forms are sent via courier to Affiliated Computer Services (ACS), Medicaid Management Information System's
(MMIS) third party administrator, whereupon the provider is activated as eligible.

45 Medicaid providers who enrolled during FY 2007 and 32 Medicaid providers who enrolled prior to FY 2007 were
selected for testing to determine eligibility to receive payments for Medicaid services provided. During our review,
there were no exceptions noted with the 45 providers who enrolled during FY 2007; however, 22 of 32 sampled
agreements with providers who enrolled prior to FY 2007 were not signed and approved by the MAAPO Chief.

MAAPQ acknowledged in a letter dated January 16, 2007, that several provider agreements on file did not contain
appropriate signature and approval. The Medical Assistance Administration (MAA) went through a re-enrollment
process during 2002 and concentrated on updating provider demographics and issuing new provider numbers rather
than obtaining the required signatures on the provider agreements. We noted that the acknowledgment letter was
inserted in each provider file but these do not equate to MAAPO's approval.

Management’s Response:
The acknowledgment letter inserted into each provider file serves as authorization and approval of the provider

agreement. MAA has ensured that all provider agreements processed as of these findings are signed by the Office of
Program Operations Chief or a staff member with delegated authority.

Medicaid Management Iinformation System (MMIS)

The MMIS system is the system that processes provider claims. On an annual basis, the Medical Assistance
Administration (MAA) engages an independent accounting firm to review the controls placed in operation and tests of
operating effectiveness on the MMIS system which is administered by a third party contractor. A review was
performed for the year ended September 30, 2007 and it was noted that the following control objectives were not
achieved:

1. Controls provide reasonable assurance that an entity wide security program plan and risk assessment
process is in place to identify risk and periodically monitor the effectiveness of the program.

2. Controls provide reasonable assurance that both physical and logical access to computing resources is
restricted to authorized individuals.
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3. Controls provide reasonable assurance that modifications to application software are authorized, tested,
approved, and implemented.

4. Controls provide reasonable assurance that incompatible functions and duties are segregated within the
organization.

Considering the significant number of transactions and the significant dollar amounts being processed through the
MMIS system, it is very important that all control objectives are met. Not having these controls in place could
jeopardize the accuracy and completeness of provider claims processed which could affect the District's financial
results. We recommend MAA either conduct follow-up with the third party administrator of MMIS or consider other
alternatives to ensure that the above control objectives are achieved in FY 2008.

Management’s Response:
MAA has given its third party administrator 90 days to put in place checks and balances to provide MAA assurances

that the above controls weakness have been corrected. MAA is confident that such control weaknesses would not be
an issue in the next audit.

Potential Medicaid Claims Disallowance

During our audit, we noted that the Centers for Medicare and Medicaid Services (CMS) of the U.S. Department of
Health and Human Services issued a letter of deferral of payment in the amount of $20 million pertaining to cost
settlements of Medicaid claims from FY 2000 to FY 2003 provided by the District's Child and Family Services Agency
(CFSA). Per the CMS letter, cost settlements included inappropriate indirect costs, transfer costs which were not
related to the services provided, and per diem rates which were not properly calculated. A formal letter of
disallowance from CMS has not yet been received by the Medical Assistance Administration (MAA).

Even though MAA believes that the Medicaid claims are allowable and fully supported, it has provided for a
disallowance of the entire amount in its accounting records. An appeal will be filed immediately by MAA once the
formal disallowance letter is received.

MAA and CFSA should continuously improve their claims documentation in order to minimize potential disallowances
in future years. In addition, they have to ensure that all claims submitted are allowable and fully supported in
accordance with the approved Medicaid State Plan.

Management’s Response;

MAA received the electronic version of the disallowance letter from CMS on March 3, 2008. An appeal will be filed
immediately after discussion with the Office of the City Administrator.
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Review of Long Outstanding Receivable Balances

During our audit, we noted long outstanding receivables due from the Federal government amounting to $8.3 million
and relating to the Medicaid program.

These receivables largely pertain to administrative expenses, provider claims, and vendor payments incurred from
FY 2004 through FY 2006 that have already been reported to the Centers for Medicare and Medicaid Services (CMS)
as valid expenditures but the necessary requests for reimbursement were not filed on time. These balances were left
outstanding for a long period of time since there was no regular review.

We recommend that the Department of Health (DOH) comply with policies and procedures to ensure that necessary
requests for Medicaid expenditures are filed for reimbursement on a timely basis. In addition, receivable balances
should be reviewed regularly to ensure that only valid receivables are reflected on the books. Management should
recognize that failure to collect receivables promptly creates hidden expenses in that cash flow is reduced and
receivables must be financed.

Management’s Response:

61MMMD - the amount represents administrative costs for the Medical Assistance Administration (MAA) that was
submitted to the Federal government and is collectable. DOH has been waiting for the increase on the letter of credit
in order to draw the funds. The draw was completed on February 14, 2008.

51MMMD - the amount ($4,358,285) represents a receivable for an accrued expense that was established for
contractual services rendered but not paid. These services were subsequently paid, but funding for these payments
was not made readily available on the letter of credit. The draw was completed on October 9, 2007.

41MMMD - the amount ($2,971,773) represents a receivable for provider payments made by MAA. The amount was
reported to the Federal government but at the time, funding for these payments was not made readily available on
the letter of credit. The draw was completed on February 14, 2008.

The remaining balances represent the amounts owed to the public provider agencies and will be settled after the
audits of cost reports. DOH will undertake reviews of all Medicaid receivables to ensure timely draws of funds owed
to the program.

* Kk ok ok ok
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2007-03 District of Columbia Public Schools (DCPS)

DCPS is part of the General Fund of the District. However, certain significant processes and procedures at DCPS
are conducted independently of the District. Findings related to those processes are detailed below.

DCPS is Classified as a “High Risk” School District

In a letter dated April 21, 2006, the U.S. Department of Education cited DCPS as “high risk”, due to systemic
weaknesses. The issues cited included:

1. Submission of untimely audits.

2. Inadequate monitoring of federal funds.

3. Inadequate documentation of salary charges.

4. Insufficient support for charter school funding.
As a result, there is potential for DCPS to lose federal funding and it may be required to have a third party monitor its
federal funds. It should also be noted that the U.S. Department of Education indicated that it would consider
imposing penalties if no progress was made within a year's time.
We have noted no change in this classification during FY 2007.

Management’s Response:

In July 2007 representatives of DCPS and the Office of the Chief Financial Officer (OCFO) met with the U.S.
Department of Education (DOE) to discuss its comprehensive corrective action plan which was initiated in March FY
2006. The plan was developed to address the issues associated with the DCPS high-risk designation and to address
the FY 2006 material weaknesses cited by BDO Seidman.

DOE was informed of the task force that was created which included the following parties: OCFO- DCPS/CFO,
Deputy CFO for Financial Operations, the Executive Director of the Office of Integrity and Oversight, DCPS-Chief
Operating Officer, Medicaid Director, Executive Director of Federal Grants, Procurement Officer, and U.S.
Department of Education liaison.

The working group met weekly to review the status of the action plans and to discuss any issues that were
encountered. Written action plans were provided to the facilitator to document the progress of the plans.
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As to the High Risk designation, a detailed corrective action plan was developed to address the identified concerns.
A project manager was assigned to work with the U.S. Department of Education liaison to track the progress of the
plan.

There is also a set of actions that where taken by the DCPS-OCFO to improve internal controls to address the High
Risk Status designation. As part of the ongoing effort to implement corrective action, the DCPS-OCFO and the
Chancellor have added staff to concentrate on compliance as it relates to grants. This was done with the intent of
DCPS being removed from its High Risk designation by the U.S. Department of Education.

Human Resource/Payroll System

DCPS' human resources department utilizes the Comprehensive Automated Personnel Payroll System (CAPPS) to
process and manage payroll. CAPPS was implemented in 1999 and replaced the Unified Personnel Payroll System
(UPPS). Our audit process noted several systemic deficiencies with CAPPS. CAPPS is less automated and requires
more manual interface than UPPS which results in unintentional errors and the use of an antiquated system.

Step Increases

CAPPS does not have the capability to track and calculate step increases for employees. Therefore, human
resource personnel must determine when an employee is eligible for a step increase and process it
manually. We reviewed 45 step increases and noted that in 1 step increase, the pay rate was incorrect. 3 of
the 45 step increases tested were not processed timely. Another employee was two step increases behind.

Management’s Response:

DCPS will transition from CAPPS to PeopleSoft in late FY 2008 and early FY 2009, utilizing the time and
attendance, labor distribution, and human resource components. As a step increase is based primarily on
the employee reaching the anniversary date of their employment, PeopleSoft will automatically update the
step increase which lessens the chance for human error.

Checks and Balances

Checks and balances for CAPPS is a manual process making it difficult to validate the data in CAPPS.
Furthermore, it is difficult to produce reports from CAPPS to help analyze human resource/payroll functions.
As aresult, the following issue was noted:

The District of Columbia Teachers’ Fund (the Fund) holds, in trust, the assets available to pay pension
benefits to all teachers employed by DCPS, including certain other educational employees in public day
schools and certain eligible educational employees in the public charter schools of the District. The Fund
receives information, instruction, and data from other agencies and departments of the District in order to
generate financial and non-financial information for the Plan. Following are the entities which provide
information to the Fund relating to the Teachers' Plan.
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o The District of Columbia Board of Education makes findings of fact, conclusions of law, and decisions
regarding involuntary retirement, survivor benefits, and annual medical and income reviews.

e The Fund's Benefits Department receives the retirement orders for retirement benefit calculations for all
active plan members found efigible for retirement by DCPS, and carries out the day-to-day processing
of retirement benefits. The Fund also processes employee requests for refunds of contributions.

e The Office of Pay and Retirement Services (OPRS) maintains contribution and participant data relating
to active participants. OPRS also maintains historical payroll data for retired or terminated employees
for a number of years. The Fund's Benefits Department receives payroll history of retired and
terminated employees from OPRS and determines pension and refundable contributions based on such
information.

o DCPS enrolls and enters personnel data for all teachers in CAPPS which is used by OPRS to generate
payroll and contribution data. DCPS' actuary obtains participant data from OPRS who extracts the data
from the CAPPS system.

During FY 2007, we noted a review by the Fund's actuary (EF| Actuaries) which indicated DCPS operational
failures dealing with erroneous tracking of employees under various retirement programs. It was noted that
during the affected time periods of the operational failures, contributions to the Fund have been affected due
to the submission of improper amounts of employee and employer contributions and an inaccurate reflection
of the Teachers' Plan population. Specifically, participants contributed too much or too little to the Fund and
the appropriate groups of participants were not accounted for as part of the annual actuarial valuations.

OPRS provided the actuary with missing contribution amounts based on historical contribution data
available from the District's payroll system. Considering all known corrections as determined from
information provided by DCPS and OPRS, the actuary estimated the total actuarial impact to be
approximately $7.5 million as of September 30, 2007. DCPS has accrued a contribution payable to the
Fund for this amount for FY 2007.

We recommend that management consider a task force be established with representatives from DCPS, the
Fund, OPRS, the Office of Inspector General, and appropriate legal counsel. Among other items, the task
force should consider the following:

e Development of corrective action for the data issues affecting the teachers' participant
population;

e Agreement on the parameters of the population to be verified; and

e Establishment of a timeline and completion of the review as soon as possible.
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Management’s Response:

DCPS met with OPRS and identified the population affected. This information has been forwarded to the
outside consultant that DCPS retained to verify the validity and the correctness of the data.

DCPS is currently in discussion with the Fund and is working on a resolution. DCPS is on track to resolve
the issue by the end of FY 2008.

Grants Management

We noted the following issues in the testing of grants managed by DCPS:

1. Grant receivables did not agree to intemally generated reports from the general ledger. Grant revenue
amounts exceeded total expenditures.

2. DCPS' Medicaid Cost Reports are required to be audited by an independent third party. DCPS has filed all
required Medicaid Cost Reports to date. However, reports from FY 2003, 2004, 2005, and 2006 have not
been audited as of yet. Based on a historical analysis of prior year disallowances or other appropriate
methodology, DCPS has not recognized any liability for potential disallowances uncovered during audits of
the cost reports for these years.

3. The United States Department of Education establishes an indirect cost rate which defines the maximum
amount of indirect costs that can be attributed to Federal programs. DCPS was unable to provide complete
support for the total program expenditures that were used to calculate the indirect costs that were applied to
each grant. Further, DCPS was unable to provide evidence that total indirect costs were posted to SOAR,
the District's accounting system of record. We also noted that in some cases, more indirect costs were
applied then were allowed to be applied to that respective grant.

As a result of the conditions noted above, DCPS is not recognizing grant revenue and related grants receivable
accurately. We recommend that DCPS develop and adopt policies and procedures around grant drawdowns. DCPS
should carefully review each of its grant drawdown requests to ensure that the drawdown is valid for the specific
grant. Further, we recommend that DCPS review all grant activity reports on a regular basis to ensure propriety of
activity conducted. DCPS should develop a reasonable methodology to estimate the audited Medicaid Cost Report
disallowance amounts. DCPS should also improve its recordkeeping to ensure that all indirect costs claimed are
valid.

Management’s Response:

Total DCPS grant revenues and expenditures for FY 2007 were over $121 million. However, DCPS grant revenue
did exceed FY 2007 DCPS grant expenditures by $232,251. New policies and procedures will be drafted at DCPS,
and staff will be trained, to better manage the calculation and recording of indirect cost allocations, the calculation
and timing of grant drawdown, and the recording of grant receivables.
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DCPS has recorded over $4.5 million as potential grant disallowances. $1.8 million of this liability is for the potential
of a disallowance from the audits of Medicaid cost reports for FY 2003, 2004, 2005, and 2006.

Staff will be trained on improved reporting skills so that intemally generated receivable reports prepared as part of the
closing process will agree with the actual receivable balances in the general ledger.

Documentation for Transactions

DCPS has experienced significant tumover in the current fiscal year. In addition, DCPS has undergone significant
changes in its process and procedures. The loss of institutional knowledge combined with the significant changes
caused certain documentary evidence to be difficult to locate throughout the audit process. For example, the
following issues were noted with journal entries:

1. 13 out of 65 journal entry vouchers did not contain evidence of review and appropriate approval by
supervisory personnel.

2. 11 out of 65 journal entries did not have adequate supporting documentation.

3. 3 out of 65 journal entries did not exactly match the amount posted in SOAR, the District's accounting
system of record.

We recommend that DCPS consider instituting a Journal Entry cover sheet which accompanies the supporting
details. This cover sheet should have a designated place for both the preparer and reviewer to sign and date after
completion of their respective roles. In addition, support for all journal entries should be included with the cover
sheet. DCPS should also evaluate its filing process to ensure these documents can be readily accessed. In
addition, any changes that are made should have accompanying supporting documentation and not just be entered
into SOAR.
In addition, the following issues were noted with disbursements:

1. 8 out of 262 disbursements lacked adequate supporting documentation.

2. 3out of 262 items were not properly authorized.

3. 9out of 262 items were not date stamped indicating the date they were received.

4. 5 out of 262 disbursements did not contain a signature indicating that the transaction had been posted into
the accounting system.

5. In addition, subsequent disbursements were evaluated and a $14.3 million adjustment was recorded.
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We recommend that DCPS follow its existing policies for documentation related to the disbursement process. We
further recommend DCPS focus on the maintenance of the related records, to help ensure that all transactions are
proper and appropriately supported. More detailed analysis needs to also be considered in analyzing disbursements
to ensure they are reported in the proper period.

Management’s Response:

A new policy is in place for a narrative to be added to the journal entries and for the joumnal entries to be scanned and
saved in a shared drive on the network. Employees have been instructed not to post journal entries that do not have
approval signatures.

The disbursements process will be reviewed and modified as needed. Staff has been briefed on these findings and
the importance of adhering to the policies of the office. Staff has also been instructed to obtain proper supporting
documentation for payments. With respect to the findings on subsequent disbursements, we do not agree as we
recorded a majority of this amount on a timely basis.

* k k k k
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2007-04 Investment Reconciliations and Activities

Investment Account Activity

We selected various investment reconciliations for our test work and noted the following:

1. The District was not able to provide an investment schedule which reconciled from the amounts held with
various third parties to the amounts recorded in SOAR, the District's accounting system of record. Multiple
attempts to provide such a schedule were made by District personnel; however, significant variances
existed.

Through a cumbersome and laborious process, the ultimate amounts were able to finally be reconciled in
March 2008 (nearly six months after the end of the fiscal year) with significant adjustments required to
SOAR and significant investigation of differences by District personnel.

2. Investment activity is not being recorded into SOAR on a timely basis. Numerous reconciling items on the
monthly investment reconciliations are carried over from month to month without being resolved. Many
investment transactions, such as sales, purchases, paid downs, and interest are being accumulated for
months and then recorded in one lump sum amount into SOAR. For instance, the investment
reconciliation listed a $22 million amount that was with the Bank of New York. Disbursements of $11.7
million, primarily for athletic field renovations, and dividends of $63,675 had not been recorded on the
books of the District. Therefore, an adjustment was recorded to reflect this activity during the audit
process.

In addition, the District receives daily activity e-mails from M&T Bank, its primary advisor. This significant
activity is not being evaluated or recorded on a daily or weekly basis. Instead, it is recorded at month-end
in large fump sum amounts in an effort to agree into the total sales and purchases per M&T statements
and no support is being maintained to tie back into the details.

3. During our process over investment earnings, we noted a journal entry in the amount of $104,597 and a
journal entry in the amount of $307,985 which did not contain evidence of approval before entry into
SOAR. In addition, $48,802 was recorded as investment earnings without support and $726,488 needed
to be adjusted during the audit.

4. In our discussions with District personnel, it has been noted that investment activity from October 2007
through March 2008 has not been reconciled to SOAR.

Further, there was significant difficulty in agreeing the confirmed investment balances to what was reflected on the
respective SOAR accounts which resulted in delays, rework, and extensive time spent by various personnel during
the audit process.

investment reconciliations should be performed more timely by District personnel; in addition, District personnel
should reevaluate the existing reconciliation process.
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The new process should eliminate the significant variances related to a variety of issues including the fact that
amounts from component units are ineffectively commingled within the District's general ledger even though these
amounts have already been transferred to the general ledger of the individual component units.

These types of issues not only make the reconciliation process difficult and laborious but increase the chances of
human error since the reconciliation process is highly dependent on the understanding of a significant number of
exceptions.

Balance sheet reconciliations quickly identify errors and needed corrections and the failure of Office of Finance and
Treasury (OFT) to enter daily or weekly activity into SOAR on a timely basis creates a shortage of information for
investment reconciliation preparation. Therefore, the reconciliation department, Office of Financial Operations and
Systems (OFOS), is solely reliant on the monthly investment statements to analyze outstanding items. We believe
that all security and other investment transactions should be properly recorded in detail records and accumulated,
classified, and summarized in control accounts. As such, we recommend that OFT take measures to enter
investment activity into SOAR on a more regular basis which will allow for effective review and analysis of investment
operations. One of the many benefits of timely reconciliations is that errors do not accumulate but can be identified
and attributed to a particular period, which makes it easier to perform future reconciliations. Timely reconciliations
and adjustments will also ensure meaningful and accurate financial data. We also recommend that interest and
earnings, including amortization/accretion of premiums/discounts, be periodically reviewed for accuracy by a
responsible person. All supporting documentation should be attached and made part of the reconciliations.

Further, communication between OFT and OFQS should be streamlined to allow for timely resolution of outstanding
investment issues. Steps should be taken to ensure that all employees maintain a clear understanding of how duties
should be performed and the flow of responsibility. Each agency should update the other on the current status of
items and changes being made. A forum may be necessary for suggestions or concerns and as a means for using a
team-approach to resolving outstanding items.

Management’s Response;
The following response was provided by Office of Financial Operations and Systems (OFOS) personnel:

OFOS attempted to provide investment schedules as requested. As these schedules were being prepared,
journal entries continued to be recorded in SOAR, thus, the amounts on our schedules did not agree with
SOAR. After all of the journal entries were completed, OFOS was able to provide an investment schedule
that agreed to the balances in SOAR.

On a monthly basis, OFOS reconciles all investment accounts that we have been assigned. All reconciling
items on these reconciliations are shared with those parties involved in recording the activity. OFOS wiill
work with OFT to review the list of bank and investment accounts and ensure that reconciling
responsibilities have been clearly identified.
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The following response was provided by Office of Finance and Treasury (OFT) personnel:

Investment transactions for our primary investment accounts are recorded in a timely manner, on a daily
basis or whenever transactions occur. When the investment is in a money market fund that is not
liquidated, but simply maintained from day to day, there is no entry done from day to day, and the interest
that accrues on such an investment from day to day is recorded on a monthly basis, in accordance with the
monthly posting of such interest to the District's account by the bank that is the custodian for the money
market fund investment.

Accounts for which the investment activity was not recorded timely were agency and/or debt-related
accounts, for which an automatic overnight sweep investment mechanism produced numerous transactions,
that the Cash & Investments Unit was not aware of and/or had not included in its universe of accounts for
which investment activity existed and therefore needed to be recorded.

Better communication/coordination between units/agencies is the solution to this issue going forward. The
departure/transition of key staff persons in the Cash & Investments Unit and a technical issue with the
automated process that had been developed to record transactions into SOAR through our Treasury
Workstation system contributed to the results indicated in this finding. Consistent and timely reconciliations
for all such accounts would also help to ensure that no such activity is being excluded from proper
recording.

The staffing, technical, communication/coordination, and reconciliation issues have either been addressed

or are currently being addressed, and will all be resolved during the current fiscal year, ensuring that the
issues indicated in this finding do not exist going forward.

District Contributions and Disbursements to the Other Post Employment Benefits Plan (OPEB)

Under new standards issued by the Governmental Accounting Standards Board, the District had its Postretirement
Health and Life Insurance Trust (OPEB Trust) audited for the first time this fiscal year. The District is required by law
to ensure that any funds earmarked from the General Fund which are to be contributed to a benefit plan are included
in the approved budget and properly reserved.

We noted that over $37 million of contributions to the OPEB Trust were made since 2003 without proper budgetary
authorization. These contributions were made from the accumulated General Fund “budgetary savings” which were a
result of the District funding a significant portion of its required contributions to the separate 401(a) Plan from various
401(a) Plan forfeitures.

We also noted that pay-as-you-go employer contributions in the amount $4,583,433 made since 2002 were paid out
of the General Fund. The District's pay-as-you-go contributions should be paid out of the Trust's assets.

The District is in the process of defining its responsibilities over the OPEB Trust. As part of this process, we
recommend management ensure adequate controls are in place over the contributions and disbursement process.
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Management’s Response:

The prior administration of the Office of Finance and Treasure (OFT) established a practice of having 401(a) Plan
forfeitures earmarked to fund other post employment benefits (OPEB) and transferring such funds to investments for
OPEB, in the interest of seeking to enable the District to meet its OPEB funding requirements. Since these transfers
were invested and not expended, they represent funds that were invested in the OPEB fund versus being invested in
the general fund.

Given that it has been determined that transfers to the OPEB fund in excess of amounts that were appropriated
should be and can be transferred back to the general fund, the end result is that as of the current fiscal year, the
OPEB fund and the general fund will be funded in the appropriate respective amounts. Going forward, all such
transfers will be appropriated prior to being invested in the OPEB trust funds.

Regarding the pay-as-you-go employer contributions, as with the amount referred to above, the result is that the
indicated amount is to be transferred from invested OPEB funds to the general fund to produce the appropriate
balance in each. As of the current fiscal year, this is being done, which resolves this issue. Going forward, employer
contributions will be made from the OPEB trust fund.

Given that this is the first year of the OPEB audit requirement, some of these issues were unclear and have now
been clarified, and as such, the OPEB fund will maintain its appropriate balance and will be administered
appropriately going forward.

* k %k * %k
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2007-05 National Capital Revitalization Corporation and the Anacostia Waterfront Corporation

Background and Accounting Issues

The National Capital Revitalization Corporation (NCRC) was created in 1998 and has been treated as a related
organization by the District. A related organization is defined as one for which the primary government is accountable
but not financially accountable. NCRC has maintained its own books and records since its creation. The District's
Council enacted the Reorganization Clarification Act of 2007 which effectively dissolved NCRC. This Act transferred
the accounting responsibility of NCRC to the District. Additionally, in the spring of 2007, the District enacted
legislation to transfer real estate assets from NCRC to the Anacostia Waterfront Corporation (AWC).

The District did not appear to have properly anticipated the impact of the accounting responsibility for NCRC and its
subsidiary, the Redevelopment Land Agency Revitalization Corporation (RLARC). Furthermore, the District did not
appear to anticipate the related issue of increased resources needed at AWC due to the increased activity this year.

As a result, significant accounting activities had not been performed and numerous transactions for each of these
entities were not properly recorded, including activities of the Economic Development Finance Corporation (EDFC) a
“sister” organization of NCRC. Following are examples of some of the more significant omissions and errors identified
during our audit process:

o Assets of NCRC and its subsidiary RLARC required analysis to reflect the District's position on these assets
in accordance with GASB 34. The analysis was not performed until February 2008.

e The NCRC bond financing for D.C. USA in the amount of $46.9 million and a related note in the amount of
$42 million was not recorded until February 2008.

e A$110 million bond issuance for AWC was not properly recorded and the associated interest rate swap was
not evaluated for disclosure in the financial statements until February 2008.

o (Gains on the disposal of properties at RLARC were not calculated and recorded until February 2008.
Over $1.9 million of capitalized pre-disposition costs at RLARC were incorrectly expensed and needed to be
reclassified.

o A $3 million cash account held by NCRC for its Gangplank properties was not transferred to AWC. NCRC
used the account for purposes unrelated to Gangplank creating a $1.2 million payable to AWC.

e A Bank of America securities account with a balance of approximately $124,000 was not reflected on the
books of RLARC.

e Over $21 million of funds collected from a note receivable were incorrectly charged to the land account at
RLARC.

e Accurate financial statements for the period ended September 30, 2007 were not able to be provided by the
District on any of these entities until March 2008.

e Previously audited stand-alone financial statements were not available for NCRC, RLARC, and EDFC since
at least 2004.

We recommend the District evaluate its needs for these entities and provide the appropriate resources to ensure
transactions are accurately recorded on a timely basis.
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Management’s Response:

Pursuant to the National Capital Revitalization Corporation and Anacostia Waterfront Corporation Reorganization
Clarification Temporary Act of 2007, NCRC, RLARC, and AWC have been dissolved and all functions, duties,
powers, records, real and personal property, liabilities, and other rights, authorities, obligations, and assets have
been transferred to the control of the Mayor, effective October 1, 2007. The District, however, has engaged in a
vigorous due diligence process related to the dissolution of NCRC/RLARC and AWC and the transfer of their assets
to the District. During that due diligence process, the District has uncovered and corrected many deficiencies,
including those noted in the auditor's findings. In addition, the District's own current level of controls are sufficient to
address and protect against the NCRC/RLARC and AWC issues identified by the auditors.

National Capital Revitalization Corporation (NCRC)

Following are additional significant items related to NCRC and its subsidiary revealed during the audit:
Approval of Land Dispositions

Dispositions of property require Board or other appropriate governing body approval. During our audit, we
were unable to find evidence of such approval for 5 out of 11 land dispositions. NCRC did not maintain
appropriate documentation to support its activities. Lack of required reviews for sales of land is a significant
breach of internal controls.

Contracts

NCRC's contract procedures require that procurements be done on a competitive basis and clearly describe
the specific and limited situations where sole source procedures may be used. During our review of
contracts, there was no evidence of competitive bidding in 22 out of 150 contracts that had been selected
for review.

Payroll

NCRC does not use timesheets to record time worked by employees. Since timesheets are the source
document supporting NCRC's labor expenses, failure to maintain a timesheet system may resuit in NCRC
paying for time not worked. NCRC may also have insufficient information to address the allocation of costs
to programs where such allocation is required.

Purchasing and Disbursements

Proper and approved invoices and other payment information form the basis of payments for goods and
services provided by vendors. NCRC's policies require a purchase order for goods and services where price
is the primary evaluation criteria and other approval processes. During our review of purchasing and
disbursements, we noted the following issues:
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1. Supporting documentation for payments made to 79 out of 300 disbursements was not available.
2. Purchase orders for payments made to 96 out of 300 disbursements tested were not available.

3. Authorized approvals were not completed in compliance with NCRC policies in 78 of 300
disbursements tested.

Without sufficient documentation to support payments, the basis of expenditure cannot be fully justified.
There is a risk that NCRC may have paid for goods or services not provided. We recommend the District
evaluate the current system and processes in place at NCRC and determine the how to bring these systems
and processes in compliance with the District's systems and processes.

Management’s Response:

Pursuant to the National Capital Revitalization Corporation and Anacostia Waterfront Corporation Reorganization
Clarification Temporary Act of 2007, NCRC has been dissolved and all functions, duties, powers, records, real and
personal property, liabilities, and other rights, authorities, obligations, and assets have been transferred to the control
of the Mayor, effective October 1, 2007. In addition, the District has adequate controls in place to address and
protect against the NCRC issues identified by the auditors.

* kK kK
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2007-06 Management of Grants

The District's grant activity is comprised of approximately $2 billion in annual revenues and expenditures, both from
federal and private sources. Administration of grant funds has historically been handled at the agency level, with
each agency Deputy CFO taking responsibility for compliance with grant agreements, the accounting treatment
related to revenue recognition of grant funds, monitoring of draw downs, and cash management and collectibility of
grant funds.

During our procedures, we noted several deficiencies as described below. Many of these deficiencies resulted in
significant adjustments being processed during the audit process. Additional oversight controls should be
implemented. There are several reporting tools available through the Office of the Chief Financial Officer (OCFQ)
which can assist with this process. Currently, these tools are not widely used at the agency level and no formal policy
exists for monitoring grants at the OCFO level.

Grants Receivable Collection and Monitoring

Each year, the District's balanced budget is based on the plan that within any given year the approved expenditures
(outflows) will not exceed the expected revenues (inflows) plus the resources available at the beginning of the year.
The D.C. Appropriation Act approves budget authority for a grant award only when it is reasonably certain that the
outflow of cash for grant expenditure will be quickly replenished by the inflow of cash via the collection of grant
revenue. Since grant revenue cash is received subsequent to the actual outflow of cash for grant expenditures,
pooled cash is used to pay for expenses. When pooled cash is used to fund grant expenditures in advance of
receiving the grant revenue cash, there is a decrease in the cash available in the General Fund. In effect the grant
ends up borrowing cash from the General Fund. It is usually not necessary to record this borrowing because it is only
temporary. When the grant cash revenue is received quickly, the temporary borrowing is repaid. However, when the
pooled cash is not replenished as expected it is important to recognize and report the gap in funding.

During our review of federal grants receivable balances as of September 30, 2007, we noted significant amounts
which needed to be adjusted. This was noted for all of the funds and at numerous District agencies. When submitting
the year-end packages, each agency provides a signed certification stating “The agency has and will take the steps
necessary to make the receivable balances "available”. This implies that the cash in the receivable balance will be
received by the District within the next fiscal year."

Most policy makers assume that sufficient cash is available to allow them to direct the spending of the unreserved
fund balance in the General Fund. If the Mayor or the District Council decides to spend the unreserved fund balance,
they may encounter a cash flow problem to the extent that pooled cash has been used to finance uncollected
receivables.

We also noted that some of the uncollectible balances had been written off during the year, and some accounts from
Medicaid grants were followed up for collection and subsequently collected.

92



Government of the District of Columbia

Schedule of Findings and Questioned Costs
Year Ended September 30, 2007

However, additional oversight is needed to accurately reflect the year-end receivable balance as during our
procedures and discussions with District personnel, the District identified additional balances that were determined to
be uncollectible and were thus written-off in the General and Federal Funds amounting to approximately $6.8 million
and $8.2 million, respectively.

We noted that the District has recently implemented a new policy to address the timely collection of outstanding
receivables. We recommend the District strictly adhere to the new policy on the administration and collection of
receivables and assign responsibility for monitoring each agency's compliance to the Office of Chief Financial Officer
(OCFO). In addition, we recommend that at the agency level, there should be continual monitoring and review of the
collectibility of these receivables. Increased effort to collect and stay current on outstanding balances will result in
improved cash flow to the District.

Management’s Response:

The District is cognizant of this issue based on its past experience, and is determined to establish and maintain a
process that will encourage prompt replenishment of the District's funds used to defray grant expenditures. The plan
of action was shared with the Auditors during the FY 2007 audit. Most District receivables, however, are collected on
a timely basis. Consequently, the cash flow risk for the District as a result of delayed collection is nominal.
Furthermore, in order to strengthen the internal controls environment over grant receivables and obviate future
unjustifiable delay in collection of District funds used to pay for grants, management has developed additional
policies during the FY 2007 year-end close. Agencies are expected to continue their collection efforts on outstanding
receivables but are required to charge against their budgets any receivable that is outstanding longer than twelve
months.

Grant Revenue Recognition and Deferred Revenue Balances

Based on a review of the deferred revenue balances in the General Capital Fund as of September 30, 2007, we
noted funds received for government projects for which the earnings process had been completed. The revenue
needed to be recognized for these projects as expenditures had already been incurred. As a result, the District
processed a correcting journal entry in the amount of approximately $27.3 million.

In addition, based on our procedures over the Housing Production Trust Fund's (HPTF) deferred revenues as of
September 30, 2007, we noted that amounts had not been properly deferred. As a result, the District processed a
correcting journal entry for the net difference of approximately $48.4 million.

We recommend that the District agencies’ financial personnel closely monitor grant related accounts and close out
projects when the earnings process is complete and properly defer revenue as applicable. in addition, management
should consider an improved monitoring process to provide more oversight and guidance on grant revenue
recognition and the related deferred revenue balances.
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Management’s Response:

We agree with the assessment to have the agencies review and comply with all closing instructions. Furthermore,
we also agree that there needs to be an individual from the Office of the Chief Financial Officer (OCFO) to provide
oversight and compliance on all accounting issues.

With respect to the Housing Production Trust Fund, the Department of Housing and Community Development

(DHCD) recognized and corrected the error when informed. In addition, it must be clear that no grants were issued
or involved in the Housing Production Trust Fund. DHCD will ensure that in the future that this error does not occur.

Management of Direct Loans

The Office of the State Superintendent of Education (OSSE) makes direct loans to Public Charter Schools throughout
the District to help build and upgrade facilities. Direct loans are established where the public charter school is
required to make either interest only payments or principal and interest payments.

The principal amount for 9 direct loans made to public charter schools over the past few years amounted to
approximately $13 million. During our review of these 9 loans, we noted that:

1.3 public charter schools were required to make interest only payments, but have made no payments to
OSSE.

2. 1 of the 9 public charter schools was required to make monthly principal and interest payments but has
made no payments to OSSE.

3. There was no documentation in the loan agreement files for all 9 loans reviewed which indicated that
OSSE had contacted the schools to inquire why repayments had not been made.

Sound management and proper oversight procedures of the direct loan program dictates that OSSE and the Office of
the Chief Financial Officer (OCFO) monitor the repayments of public charter schools to ensure adherence to the loan
agreements. It is noted that management and oversight of the direct loan program resides with OSSE. OCFO is
responsible for receiving payments and posting them to SOAR, the District's accounting system of record. We noted
no reports or repayment history being sent from the OCFO to the OSSE Program office to indicate which public
schools were making repayments to OSSE. Since there is a separation of responsibilities and OSSE does not always
know when a school has made repayments, closer coordination between the two agencies is needed to adequately
manage and oversee the direct loan program.

As a result, since repayments were not made for 4 of the 9 loans reviewed, the collectibility of $5.6 million in direct
loans is deemed questionable. We recommend that OSSE follow-up immediately on all outstanding loans and
establish policies and procedures to adequately manage and oversee the direct loans. In addition, we recommend
that OCFO provide timely repayment documentation to OSSE to facilitate its management and oversight functions.

94



Government of the District of Columbia

Schedule of Findings and Questioned Costs
Year Ended September 30, 2007

Management’s Response:

OSSE acknowledges the condition identified. The current director responsible for supervision of the Direct Loan
program was hired in March 2007. On multiple occasions during FY 2007, written requests were submitted to OCFO
for repayment information and reconciliations of interest income recorded in SOAR, but none was provided. As
stated in this finding, OCFO is responsible for receiving payments and posting them in SOAR. Without regular
payment information it is difficult for the program to monitor repayments. OSSE is developing a performance
agreement with OCFO to ensure that OSSE receives information necessary to perform its monitoring role. In the
case of one of these loans disbursed in July 2007, the school did contact OSSE requesting where to send the first
payment due in September; however, OSSE instructed the school to defer payment, so that a more efficient and
transparent loan servicing process can be developed. OSSE does not anticipate any difficulty receiving interest and
principal owed from this school.

Overdrawn Federal Funds

During FY 2007, the Department of Human Services (DHS) had overdrawn on its reimbursement from the Federal
government by approximately $3 million for the Temporary Assistance for Needy Families (TANF) program. At year-
end, it was determined that there were not sufficient local expenditures to meet the program’s maintenance of effort
(MOE) requirement. As a result, expenditures were reclassified from the grant fund to the local fund, and DHS
established a deferred revenue account. The overdrawn amount was not returned to the Federal government during
FY 2007. This amount is still currently reflected as deferred revenue on the September 30, 2007 books and records.

DHS' requests for funds for the program were not based on its immediate cash needs. In addition, interest may be
owed to the Federal government since the overdrawn amount was not remitted back to the Federal government in a
timely manner.

We recommend DHS comply with policies and procedures to ensure that program obligations have been incurred
prior to requesting reimbursement. In addition, DHS needs to ensure that overdrawn Federal funds are remitted back
to the Federal government in a timely manner or future draws reduced to account for the overage.

Management’s Response:
The Office of Chief Financial Officer for DHS will comply with the policies and procedures to ensure that requests for
reimbursement of funds is consistent with the Cash Management Improvement Act (CMIA) agreement; also the

deferred revenue at 09/30/07 was converted to revenue in FY 2008 and used to reimburse expenditures incurred
during the first quarter ended 12/31/07.
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Schedule of Expenditures of Federal Awards

A schedule of expenditures of federal awards (SEFA) reports the total expenditures for each federal program. The
District presents a system generated report which includes all federal program expenditures and revenues for audit
purposes. This district-wide SEFA was not available for review on a timely basis. The complete SEFA was not
available until nearly five months after year-end and had not reconciled with the system generated report. An inability
to create a complete and accurate SEFA with all required elements, by agency, in a timely manner represents an
internal control deficiency.

Management’s Response:
Detail and summary schedules of grant expenditures for specific agencies were requested several times and were
provided as early as October 2007. We mentioned to the auditors that we were working on updating the CFDA

numbers, and we assured them that when they did receive the SEFA schedule for the Single Audit work, it would tie
out to the CAFR numbers.
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2007-07 Compensation

QOvertime Payments

District policy requires that all overtime work be authorized and that time and attendance records be properly
supported and documented. We reviewed overtime payments made to 45 employees during the year. Per the payroll
register, total overtime hours reviewed was 3,900. Per review of the corresponding documentation, only 3,615 of
those hours were supported as approved. Following are the agencies for which we noted discrepancies and the
number of differences noted at each agency:

1. 4 differences noted at the Department of Public Works.

2. 2 differences noted at the Metropolitan Police Department.

3. 2 differences noted at the Department of Corrections.

4. 2 differences noted the Department of Mental Health.

5. 1 difference noted at the Department of Property Management.

6. 1 difference noted at the Department of Transportation.

In addition, District regulations prohibit employees who are classified as career service (CS) grade 14 and above and
other exempted services employees from receiving overtime pay. The database information that was provided by the
District revealed 79 instances totaling approximately $75,000 where the District paid overtime to ineligible
employees.

The District does not appear to have implemented the proper internal controls to ensure that only authorized and
approved overtime is paid to employees. Lack of adequate authorization and improper maintenance of
documentation increases the risk of unauthorized or incorrect payments being made. The District should strengthen
and improve its current policies and procedures surrounding the authorization, approval, and maintenance of
documentation supporting overtime pay. Improved policies and procedures needs to be developed at the agency
level and improved management oversight needs to be a critical part of the improved policies and procedures.

Management’s Response:
The following response was provided by Office of Pay and Retirement Systems (OPRS) personnel:
During the paralle} testing phases of the PeopleSoft Payroll System implementation, several District union

negotiations and temporary District Personnel Manual (DPM) Issuances were in effect that provided
difficulty in defining a technical solution to identifying ineligible employees for overtime.
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Therefore, in an effort to not delay the system implementation, the D.C. Department of Human Resources
agreed to ensure that agency heads understand the overtime rules and take responsibility for complying
with District Personnel regulations for overtime. In support of that effort, OPRS added two additional levels
of review and approval of time reporting within the agency for the Time and Labor Module. In addition, the
Office of the Chief Financial Officer (OCFO) developed overtime reports to provide agency detail information
by employee in an effort to assist in identifying overtime to ineligible employees. When detected, overtime
payments to ineligible employees were adjusted on future payments or employees were required to repay
the funds.

Now that the PeopleSoft Payroll Module is operational and several of the temporary DPM Issuances
regarding overtime have expired, the OCFO, the Office of the Chief Technology Officer, and the D.C.
Department of Human Resources are revisiting this effort to provide technical controls in order to comply
with the DPM Instruction No. 11B, Section 1138.2.

The following response was provided by Department of Public Works personnel:

Discrepancies in overtime will be corrected. Additional training of timekeepers and staff will be undertaken.
Reviews of employee timesheets and files will be scheduled to ensure compliance.

Health Benefit Payments Made After Termination

The District pays health benefits to third parties for its employees. We reviewed 45 terminated employees and noted
that in 5 cases, the District continued to pay health benefits for employees for up to 2 payroll periods after the
employee’s separation from the District government. Based on District policies and procedures, employees are not
entitled to health benefits after termination.

It appears that employee personnel actions were not always submitted for processing in a timely manner. As a
result, benefit payments were made beyond the employee separation date. Insufficient coordination appears to exist
between District Agencies, the Office of Personnel, and the Office of Pay and Retirement Systems in the timely
processing and monitoring of terminations of employees.

Delays in processing and failure to closely monitor personnel actions for terminated employees may result in
unnecessary benefit costs being incurred by the District for terminated employees. We recommend that the District
improve its policies and procedures over the timely processing of personnel actions for terminated employees. In
addition, the District should consider enhancing its payroll system to prevent benefits payments beyond employees’
termination date(s).

Management’s Response:
Effective October 2007, the PeopleSoft Human Recourses, Benefits Administration, and Payroll Modules were all
fully implemented. Unlike our legacy system, these fully integrated modules now allow automatic termination of

benefits as soon as a personnel action is processed for termination.

98



Government of the District of Columbia

Schedule of Findings and Questioned Costs
Year Ended September 30, 2007

Evaluation of Bonus and Retro Controls

During our audit of bonuses, retro payments, and special awards made to District employees, we reviewed payments
for 45 employees. Following were the deficiencies noted:

1. The Office of Pay and Retirement Systems (OPRS) was unable to locate documentation supporting 1 retro
payment.

2. Supporting documents provided in 7 instances was not sufficient to determine whether the payments made
were accurate and properly authorized.

3. We were unable to match the retro payment amount in 1 instance to the documentation provided.

The District does not appear to have implemented proper internal controls to ensure that supporting documentation is
maintained and properly authorized. The lack of adequate authorization and improper maintenance of documentation
increases the risk of unauthorized or incorrect payments being made. We recommend the District reevaluate its
existing policies and implement measures to reinforce the established policies and procedures for document
retention and also ensure that payments are properly reviewed and authorized.

Management’s Response:
OPRS management will review its policies and procedures with its staff regarding maintaining proper supporting

documentation. In support of this effort, management is currently reviewing the procurement of scanning technology
which will improve the agency's internal controls.
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2008-08 Management of the Disability Compensation Program

The District through the Office of Risk Management (DCORM) administers a disability compensation program under
Title XXIII of the District of Columbia Comprehensive Merit Personnel Act of 1978.

Data Integrity

Generally an actuarial study uses data that includes all of the open and closed claims in any given policy year. The
District's actuarial report for FY 2007 referred to the fact that complete claims information, mainly those related to
claims closed in earlier years, was not available. This missing historical claims information would have assisted in
providing more insight and would be used to provide a better estimate of the resulting loss and loss expense reserve
at September 30, 2007.

Since certain historical claims development data was not available for the DCORM program, factors based on
industry data were used in the analysis. This method is not the most reliable in providing an estimate of the resulting
loss and loss expense reserve. DCORM was unable to supply such historical data due to changing claims
administrators over time. Since the claims were not transferred to the present third party administrator (TPA), it was
unable to provide the claims data to the actuary for the actuarial review.

We also noted that even the data for open disability compensation claims provided by DCORM did not have certain
basic consistency such as agreement with the data provided by DCORM to the actuary. The number of open claims
provided by the claims processor was 88 claims less than what was reported on the actuarial report.

As a result, there is a possibility of inaccurate liability information being generated by the actuary, which in turn would
have the effect of incorrectly reporting the reserve incurred but not reported (IBNR) amounts. We recommend
management create and continue to maintain strong internal controls over new claims while trying to assess the
quantity and values of previous claim files during the forthcoming fiscal year. This will aid in formulating a complete
database for submission to the actuary in future years.

Management’s Response:

The management of the Disability Compensation Program has been shifted between various agencies and entities
within the District government. Prior to the creation of the Office of Risk Management, disability compensation claims
were managed by the Department of Employment Services (DOES) and then by the Department of Personnel
(DCOP), now Department of Human Resources in 2002. Pursuant to the terms of the "Reorganization Plan No. 1 of
2003 for the Office of Risk Management,” this responsibility was transferred to the newly established District of
Columbia Office of Risk Management.

By way of history, the transition of claim files and financial information from DOES and DCOP to DCORM through a

Third Party Administrator (TPA) was not a smooth one and unfortunately both claim files and significant data was lost
in the process.
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In the newly created Office of Risk Management, the Disability Compensation Program is managed by a TPA who
has oversight of the claims administration process for the program which included having full responsibility for the
receipt and review of all new and existing claim files.

DCORM acknowledges that insurance industry data was used as a part of the FY 2007 and prior years’ actuarial
studies. In fact, the insurance industry data method, when used to produce paid loss and incurred development
factors, was the most reliable method of providing estimates for DCORM's September 30, 2007 evaluation
because some District historical loss data was not available. If the use of an alternative method is required, besides
the insurance industry method (assuming historical data is unavailable), DCORM will certainly use such a method
going forward.

Beyond the use of insurance industry data, all District agencies have received training in reporting claims to the
TPA's intake center which is open 24 hours a day and 7 days a week. The current distribution for all new claims
includes DCORM's Disability Compensation Manager and Claims Analyst. Those new claims are reviewed by the
claims analyst on a regular basis. Furthermore, these new losses are reflected on monthly detailed loss reports
provided by the TPA. DCORM also conducts quarterly audit reviews per the contract which contains very specific
standards as outlined in the Performance Agreement. Furthermore, C.5.22 of the contract specifies all claims data
will be available 24 hours a day and 7 days a week. The vehicle for that review is a secured web based site, ViaOne.
DCORM has also requested the TPA to provide backup data on a monthly basis.

Completeness of Actuarial Report

The District's actuarial report should be complete so that it can be relied upon for a comprehensive analysis of the
loss and loss expense reserve liability related to worker's compensation. DCORM should provide certain analyses
and data information to the actuary in order to achieve a completed report.

During our review of the 2007 actuarial report, several conditions were noted as follows:

1. The report does not currently provide data related to policy year cumulative paid and reported losses, and
reported, closed, and open claim counts by evaluation date.

2. Currently DCORM does not perform a 6 month run-off test to ascertain actual paid and reported losses
compared to the expectations implicit in the selected development factors.

3. During the current year, there was no compilation of an exposure base, such as payroll, to monitor ultimate
loss trends, such as frequency and severity, by policy year.

4. There was no analysis available regarding the reasons for the increased case reserve for disability
compensation payment claims for the year 1983 and prior and for the 2005-2006 general liability claims.
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It is recommended that the actuary performs the above analyses to help compare the trends and other statistics
related to the computed liability, and therefore satisfactorily explain changes in the liability related to workman's
compensation. DCORM and its claims processing organization will have to provide the necessary data to the actuary,
in order to enable the actuary to perform these analyses.

Management’s Response:

1. The cumulative Disability Compensation, Auto Liability, and General Liability program of adjusted claim
reserve data as of 9/30/2005, 9/30/2006, and 9/30/2007 is contained on Exhibits WC-5, AL-5 and GL-5,
pages 1, 2, and 3. These pages, whether separate or combined, contain the cumulative paid loss, case
loss reserve and incurred loss for all available open and closed claim counts by policy year evaluation
date. The comparable data for the Metropolitan Police Department and the District Fire Department was
requested but was not available. Per our review of actuarial evaluation report files prior to 9/30/05,
cumulative data as of pre-9/30/05 evaluation dates are not available. For each future evaluation date,
DCORM actuarial studies will continue to add in future cumulative paid loss, reserves, and incurred losses
for open and closed claims for all incurred years. Our strategic goal is to combine the six or more
cumulative evaluations of loss data in a "traditional" loss development triangle for inclusion in the report
within the next three years. As of now, the construction of such a triangle with incomplete historical claims
data and substantial claim adjusting activity over the last two years, does not produce loss development
factors that are useful to produce expected experience that compares favorably to actual experience.

2. DCORM agrees that we do not currently produce a 6 month test to compare actual paid and reported
losses to expected paid and reported losses. However, through its outside actuary, DCORM does perform
an internal 12 month run-off test, using the three years of available cumulative data to determine if District
development factors produce credible estimates. DCORM's actuary used insurance company industry paid
and incurred loss development factors to produce valuation estimates of expected experience because the
current limited District data does not produce credible expected results. Given the limited data, DCORM's
actuary compares the District's current selected ultimate loss with the prior year's selected ultimate loss for
each policy year to better understand the differences in the estimate of the ultimate loss by policy
year. The 12 month run-off test is included within the actuary’s intemnal files with other methodology checks
to compare the actual loss development to the expected loss development, but the 12 month run-off test is
not represented by an exhibit to the actuarial study because it is not used to produce report valuation
estimates. Given the recommendation, DCORM will work to perform a 6 month run-off test in the future.
Furthermore, if the recommendation is that DCORM perform the 12 month run-off calculation for inclusion
in each year's actuarial report, DCORM will include it in its budget proposal for future year calculations.

If the recommendation is that DCORM obtain exposures for all policy years that associated losses are
available, then DCORM will include it in its budget proposal for future year calculations.

3. DCORM concurs that there was no compilation of an exposure base performed in connection with the FY
2007 actuarial study. In the future, DCORM will seek to compile such an exposure base. That said,
DCORM's actuaries have stated that the compilation of an exposure base does not in any way affect the
financial reports, calculations, or any methods used to determine the District’s liability.
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4. Substantial claim adjustments were made during the 10/1/2006-07 fiscal year primarily due to the review
and reevaluation of older claims for ultimate exposure and settlement. Prior to and during FY 2005-2006,
reserves were not appropriately set for tort liability claims.

As a result of this, active and paid claims were reviewed and reserves were established. Overall, this
increased the established reserves and impacted the outstanding and incurred reserves on general and
auto liability claims in subsequent reporting periods. These findings were also highlighted in the last and
most recent actuarial studies.

Historical loss information was provided to the actuaries, not the auditors. Upon review of the actuarial
data, it was discovered that duplicate claims were reported. During the clean up of the data, associated
reserves/payments were removed as well. Once discovered, the associated reserves/payments were
reconciled and provided to the actuaries. It should be noted that only the claim numbers were duplicated,
not the dollars associated with the claims reported. In light of the reconciliation of data, it was suggested
to the auditors that the fiscal year-end numbers be obtained from the actuaries.

Auditors were advised that claims are pursued until closure or confirmation of payment. Thus, it is likely
that the figures initially reported changed due to subsequent notices of payment or modification of claim
reserves. EX: a claim pending in FY 2007, but verification of that payment indicates that it was satisfied in
FY 2006 or FY 2005, that claim will be closed with a retro date to the paid date. This does have an impact
on the District's total incurred liability for any given fiscal year.

Claims at DCORM

We noted that certain files were either not available or the files had incomplete data. Further, data had not been fully
transferred from the EDOCS Imaging system to the new SIR Imaging system. We noted that some of the
documentation was incomplete both in the SIR Imaging System as well as in the hard copy formats provided to us.
Payments were made based on wage information which did not always agree to the actual wages of the disabled
employees.

Open Claims

We noted that during July 2007, there was a system change from the EDOCS Imaging system to the SIR
Imaging system. During the transfer, electronic approvals for invoice payments were not properly
transferred in certain instances. As a result, we had to view the invoice support electronically in the EDOCS
Imaging system, which we were able to do for 8 out of 45 selected items. However for 4 invoices, we could
not find the support in the SIR Imaging system.

Whenever a system change is made, there must be adequate controls in place to ensure that all of the

information is completely transferred over from the older system to the new system, and DCORM was not
able to provide evidence that this was done.
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Closed Claims

fn 1 instance out of 13 selected closed claims, the file provided contained only partial claim information
required for testing. Further, the first report of injury related to this claim was not available.

General Liability

We noted that in 1 instance out of 46 general liability claims selected for testing, there was a reserve
established against a closed claim. There should be no reserve established against closed claims. This
was done incorrectly. Reserves against closed claims will distort the liability accrual at the end of the year.

We recommend management ensure that all claim files have complete information. We also recommend that a
strong documentation preparation and review mechanism be put in place to avoid the recurrence of such errors.
Approving authority should review all invoices before processing the payments. Further, wage information should be
also reviewed prior to payment of claims. Lastly a comprehensive set of controls and reviews must be in place to
ensure that data migration errors do not take place.

Management’s Response:
Open Claims

Of the selected 45 claims, 33 files were open and included date ranges from 1970 to 2007. 60% of that
sampling had injury dates from 1970 to the 1990s. Only 9 of the open claims had injury dates during the
dates between 2005 and 2007.

The auditor viewed 8 invoices in EDOCS and the auditor acknowledges they have seen the approved
invoices. Due to system migration these approvals had to be reviewed in the prior imaging system (EDOCS)
which continues to be available.

Closed Claims

For the record, the remaining 12 files were in a closed status. The date ranges covered 1995 to 2007. 83%
of the files were for injuries dated between 2004 and 2007. Only 1 file could not be located. This represents
2.2% of the entire sample population.

This condition refers to a claim where the date of injury was 11/22/2004. The file was closed 11/18/2005.
The last payment made was to a medical provider on 8/12/2005 for service rendered 3/7/2005. The
Disability Compensation Program transitioned to the new third party administrator (TPA) in May 2005. To
date, the actual hardcopy file cannot be located.
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General Liability

As a point of clarification, the general liability claims are not handled by the TPA. The references to the
imaged documents found in SIR or EDOCS are specific to the Disability Compensation Program only.

Regarding the recommendations, the TPA's contract for services is very specific regarding the requirements
of the Disability Compensation Program. In addition, DCORM has very specific standard operation
procedures. The current TPA has incorporated contractual and DCORM requirements in its overall best
practices procedures which are required to be followed by the TPA's claims staff.

Furthermore, all the payments in the sample size were properly approved and noted on the actual bills as
well as the indemnity payments in this sampling.

The claims management system used by the Tort Liability Program has a reserve control in place to

automatically “zero out” reserves on closed claims. Additional testing will be performed monthly to ensure
that all closed claims have a zero reserve balance.

Claims at Metropolitan Police Department and Fire and Emergency Medical Services

Complete and accurate data for all claimants must be maintained in order to ensure claimants receive accurate and
correct payments and also to ensure that the reserve liability and the incurred but not reported liability amount is
properly computed as of year-end and also at any given point in time. The following was noted during our audit
process. We identified these discrepancies from a sample of items that had been selected for testing. Management
should recognize the possibility that additional discrepancies may exist.

Metropolitan Police Department (MPD)
In 1 instance out of 21 selected samples, the claimant returned to work in October 2007, but the claim was
incorrectly classified in the database as being “Closed” as of September 30, 2007. Such errors would result
in the liability being inaccurately stated as of year-end. This would have an effect on the computation of the
incurred but not reported (IBNR} liability amount.

Fire and Emergency Medical Services (FEMS)

In 13 instances out of a sample of 24 selected items, the claimants’ hourly rate used for indemnity payments
were less than what was documented in the PeopleSoft payroll report.

This is due to the fact that the rate did not take into effect the pay rate changes during the year and the

increases in payroll for length of service. This resulted in payment amounts being lower than the actual
amount which should have been paid, to the claimant(s).
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In 2 instances out of the 24 selected samples, the number of hours for which FEMS employees were paid
for was more than what should have been paid, based on the information in the database.

Correct pay rates, hours on disability, and status such as ‘open’ and ‘closed’ should be reviewed regularly, taking into
account pay rate changes and return to work status. There should be a proper review process in place so that all
claimant information is updated properly.

Management’s Response:
The following response was provided by MPD personnel:

The claimant in question was injured on 9/4/2007 and in the original report submitted for the audit, it was
reported that the claimant was at either a limited or full duty status on or before 9/30/2007, which resulted in
the claim being reported as “Closed” in the claims data submitted for the FY 2007 Actuarial Study. During
the audit, it was determined that this claimant remained in a sick leave status as of 9/30/2007, and did not
return to work on a full duty status until 10/24/2007. By reporting the claim as closed as of 9/30/2007, the
report indicated that the claimant had no “Expected Future Hours™ for injury and no “Indemnity
Compensation Reserve.”

The final report submitted for the FY 2007 Actuarial Study should have indicated the “Total Expected Future
Hours for Injury” as 6,988 rather than 6,852; and the “Total Indemnity Comp. Reserve for POD Injury/liness”
as $1,688,500.65 rather than $1,685,315.53. This error resulted in MPD's liability being stated inaccurately
by $3,185.12. While this is an error, it constitutes less than 1% of the $961,808 combined IBNR for MPD
and FEMS.

Regarding the recommendation that a “proper review process” be put in place, the Medical Services
Division will increase the size of its periodic sampling of claims against its automated “Roster” database and
hard copy medical records to make sure that claims status dates are more accurate.

The following response was provided by FEMS personnel:

In response to the hourly rate, yes it was different. The figures were submitted by the members’ officers.
PeopleSoft is a new payroll system which has just come on line in the summer of 2007 for the Fire
Department. FEMS will from now on check the PeopleSoft system to confirm a member's hourly rate. Prior
to getting the PeopleSoft system it was difficult to get a person's exact hourly rate without having the
member’s history.

In response to 1 member's total hours of a Performance of Duty Injury, FEMS did not properly transfer the
full amount of hours as was documented. With respect to the other person there was a discrepancy of one
hour related to the Performance of Duty Injury.

* ok ok ok K
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2007-09 Management of the Unemployment Compensation Program

The District's Department of Employment Services (DOES) is responsible for the administration of the
Unemployment Compensation Program. While performing our test work, we noted the following:

Tax Receipts

The Tax Division was only able to complete 205 audits, which is 35% of the 580 audits required to be completed for
FY 2007. In addition, DOES was unable to provide supporting documentation for 4 of the 40 employer audits
selected for review. The Department of Labor Unemployment Insurance Program Letter Number 18-93 requires
DOES to perform audits annually of 2% of its active contributor employer accounts. The total number of active
contributing employers in the District is approximatety 29,000. Therefore, the Tax Division should perform about 580
audits.

According to the Tax Chief, the Tax Division continues to be challenged with performing the required audits due to
vacancies in the unit and additional staff training needed to ensure the audits are performed properly. DOES should
aliocate sufficient resources to ensure the required annual audits are performed and performed properly or consider
using a third party contractor to conduct the required audits.

Management’s Response:

The Ul Tax Division will increase in current number of Auditors from 6 FTEs to 8 FTEs by end of the 3rd quarter of
2008. It is anticipated that an increase of 2 FTEs will increase field audit completion by 25% or approximately 80
additional audits annually. The division has worked with its contractors to design and develop an audit assignment
application to eliminate the manual process currently in place. The auto-audit-assignment software will be in
production by March 31, 2008.

Additionally, OIT is aware of the problem and researching software for laptop access to enable auditors to process an

audit and upload the information to a server from the field. The process will improve efficiency, accuracy, and
timeliness.

Inadequate Controls over the Web Enabled Benefit System

The Web Enabled Benefit System (WEBS) does not have adequate access controls to prevent or detect ineligible,
unauthorized, or fraudulent claims from being submitted. For instance, a user can select an arbitrary social security
number and request WEBS to generate the weekly benefit amount. If WEBS calculates the maximum weekly benefit
amount ($359) for the selected social security number, the claimant can alter the name and address on the account
to receive benefits. Additionally, we observed that multiple claims for unemployment were filed using the same
mailing address, multiple claims were filed using the same IP address, and the same named claimant was used with
different social security numbers.
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This issue has been referred to the Office of the Inspector General (OIG) and is currently under investigation. To
date, the total number of inadequate claims identified is 16 for a total of approximately $91,000. Best practices
require that the logical access to and use of information technology computing resources should be restricted by the
implementation of adequate identification, authentication, and authorization mechanisms, linking users and resources
with the access rules.

Adequate controls were not in place to properly identify, authenticate, and authorize users and as a result,
unemployment compensation benefits were being paid to ineligible claimants. Management should improve the
current security architecture of WEBS by ensuring proper identification, authentication, and authorization
mechanisms; for instance, a claimant should be required to validate his/her identity through a series of security
questions and/or appearing in person.

Management’s Response:

Management upon detection through the BARTS (Benefits Auditing and Recovery Tracking Systems) and through
the conscientiousness of agency employees, was able to develop a suspicious claims list. The WEBS system flags a
claim if the name, SSN, IP address, or password is the same or appears on the list. The claimant is informed the
claim cannot be processed at the time and the claimant is referred to DOES for further instructions. Claimants are
called in from the suspicious list and must bring proof of identity and SSN. While any theft is not acceptable, the
amount of the accumulated theft of approximately $90,000 for 16 claimants is not massive when consideration is
given to the fact that more than $90,000,000 in benefits were paid to more than 23,000 claimants in the past year.

Processing Employer Refunds

The procedures for processing employer refunds are not adequate to ensure amounts are properly paid, posted, and
reported in the correct period. In addition, for 2 of the 40 employer refunds tested, DOES/Shared Service Center
could not provide the documentation to support the refund request was paid.

The Tax Examiners prepare requests for employer refunds and forward them to the Shared Service Center for
processing. The payments are processed in SOAR, the District's accounting system of record, but are never
reconciled to the District Unemployment Tax Assessment System (DUTAS) to ensure all amounts requested were
paid.

Further, there is no cut-off period for processing the requests to ensure the amounts are recorded in the correct fiscal
year. DOES should reconcile the employer refund account with the Shared Service Center on a periodic basis to
ensure amounts requested to be paid were actually paid. An effective date should be included on the request to
ensure amounts are posted to the correct period.
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Management’s Response:

DOES and the Shared Services Center have designed an application, DAFRN, that automates the refund process.
The application, in conjunction with the Internal Tax Refund Web Site (DOES Intranet site) will automate the approval
process and the release of the refund request to SOAR. Once SOAR processes the refund and a check is issued,
feedback in the form of a FTP file will be forwarded to DUTAS alerting DOES of the issuance. An auto alert will be
sent to DUTAS from SOAR notifying DOES of the check clearance. The application development is in the final
stages and is anticipated to be launched by April 30, 2008.

Reconciliation between the District Unemployment Tax Assessment System (DUTAS) and SOAR

DUTAS is the primary tax database for capturing unemployment taxes paid by and due from employers. There was
no evidence that monthly reconciliations between DUTAS and SOAR, the District's accounting system of record,
were reviewed and approved by supervisory personnel during the fiscal year.

Where multiple systems are used to operate and manage a program, periodic reconciliations should be performed,
reviewed, and approved to ensure the systems agree and the reporting of information regarding the program is
consistent. DOES should modify its process for reconciling DUTAS to SOAR to include at a minimum, supervisory
review and approval.

Management’s Response;

The reconciliation between DUTAS and SOAR was done in FY 2007. The Shared Service Center Financial Reporting
Manager, reviewed the reconciliation, and emailed it to the DOES Tax Division and did a follow up with another
email. The Tax Division reconciled all known variances and discrepancies and the Ul tax Officer reviewed, approved,
and forwarded the request back to Shared Services Financial Reporting Manager.

While there was no signatory page affixed to the reconciliation document that would authenticate the review and
approval, one has since been created and will accompany all reconciliation activities between the Ul Tax Division and
the Shared Services Center in the future.

* k k * %k
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2007-10 Noncompliance with Procurement Regulations

The District's procurement transactions are primarily governed by statute, as well as rules and regulations outlined in
the District of Columbia Municipal Regulations (DCMR). In addition, the Mayor, Chief Financial Officer, and Director
of the Office of Contracting and Procurement can issue directives, orders, and memorandums governing
procurement actions.

The District of Columbia established the Office of Contracting and Procurement (OCP) in 1997 to improve acquisition
outcomes. OCP functions as the District's lead contracting office on behalf of a significant number of District agencies
and departments. The United States Government Accountability Office issued a report in January 2007, which
indicated that approximately 2/3 of the District's $1.8 billion of procurement in fiscal year 2005 was processed
through OCP. While District personnel represent the procurement percentages have not changed significantly for FY
2007, District personnel were not able to provide specific percentages for FY 2007.

Several other District entities also perform procurement independently. Some of these include the Office of the Chief
Financial Officer (OCFO), Child and Family Services Agency (CFSA), and the Department of Mental Health (DMH).
Following are issues noted during our test work performed in conjunction with the audit of the FY 2007
Comprehensive Annual Financial Report.

Database Review

The OCFO, DMH, and CFSA do not have databases which track all contracts. These agencies provided contract
information in the form of an Excel spreadsheet for which the agencies could not confirm its completeness. We
reviewed the database information provided by OCP and the information provided by the OCFO, DMH, and CFSA.
We noted the following errors:

1. There were 20 instances in which the amount and/or the contract number per the listing provided by OCP
and the independent agency, CFSA, differed from the actual amount awarded in the contract file. There
were 9 instances at OCP and 11 instances at CFSA.

2. There was 1 grant at DMH and 1 small purchase at OCP that was inappropriately included as a contract.

We recommend that the District consider the design and maintenance of a centralized tracking system (database)
with information that identifies the amount and status of each contract for all procurement. We further recommend
that the District strengthen controls over its current contracting database(s). It is critical that periodic reviews are
conducted during the year to ensure the integrity of the database information. Commodity managers should be
responsible for the review of the information and a report documenting any errors and their disposition should be
communicated to senior management with appropriate corrective action performed in a timely manner.
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Management’s Response:

OCP currently has several database systems that work independently of the Procurement Automated Support
System (PASS). In FY 2008 and 2009, OCP, in conjunction with the Office of the Chief Technology Officer, will
enhance the functionality of the PASS system by implementing the contracts and sourcing modules.

These new modules will not only make the stove pipe programs obsolete by performing their functions, but will also
increase the accuracy of information and create a centralized tracking system to be used by all contracting agencies.

At one point, CFSA had an Access database in place prior to the tenure of the current and previous Contracts
Administrator, but for some reason its use had been suspended in favor of utilizing MS Project to manage contract
information. Presently, the CFSA Contracts Administrator is working to build an Access database to track contract
and contract compliance data as an interim measure until an assessment can be made whether we would integrate
our contract information and/or utilize OCP’s systems. We anticipate that this database will be functional by the
summer of 2008. CFSA has recently learned that the PASS system will be upgraded to include the contracts and
sourcing modules, and these enhancements could prove beneficial to CFSA's operations.

Approval Process

Requisition Approvals
1. There were 4 instances whereby we were unable to verify the Fiscal Officer's approval, the Budget Officer's
approval, and the Contracting Officer's approval because the agencies did not provide the requisitions. 1
instance was at OCP and the other 3 were at CFSA.

2. There were 3 requisitions that were not signed by the Fiscal Officer, the Budget Officer, and the Contracting
Officer at CFSA.

3. There were 2 instances at OCP where the requisitions were approved by the Fiscal Officer, the Budget
Officer, and the Contracting Officer; however the amounts on the requisitions appeared to exceed the award
amount.

4. There were 5 instances at CFSA where the requisitions were approved by the Fiscal Officer, the Budget
Officer, and the Contracting Officer; however the amounts on the requisitions were different from the award
amount.

Office of Attorney General's (OAG) Approval

5. There were 2 instances at OCP where we were not provided with the OAG's required approval.
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City Council Approval

6. Evidence of Council approval for contracts over $1 million was not provided for 2 contracts selected for
testing from OCP.

7. There was 1 instance at OCP where the City Council's approval was for less than the amount for which the
contract was issued.

Business Clearance Memorandum (BCM) Approvals

8. There were 9 instances at OCP for which the required Business Clearance Memorandums were not
provided.

9. There were an additional 10 instances for which there was a lack evidence of review and approval
(signatures). We were unable to determine whether these were approved, disapproved, or conditionally
approved because the required box was not checked. There were 3 missing approvals from OCP and 7
from CFSA.

10. There was 1 instance at OCP in which the BCM was approved; however, it was not signed by the preparer.

Determination and Findings (D&F) Approvals

11. There were 10 instances where the required approvals were not provided from OCP.

12. There were 2 instances where the required approvals were not provided from DMH.

13. There were 4 instances at OCP where a D&F was not signed by a required signatory.

14, There were 16 instances at CFSA for which either the Contracting Officer and/or the Interim Director of the
Agency did not certify the contractor's responsibility D&F prior to the issuance of the contract. The Agency
also failed to change amounts, vendor names, and sometimes contract number(s).

Review and Certification of Sole Source Contracts by the Chief Financial Officer

15. There were 7 sole-source contracts that were extended or renewed where review and certification by the

Chief Financial Officer of the District was not provided. There were 2 instances at OCP and 5 instances at

CFSA.

16. There was 1 instance at OCP where the Chief Financial Officer's certification was approved; however, the
certification document was not on letterhead.
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Management’s Response:

OCP is aware of the need to improve management controls. In December 2007, the Chief Procurement Officer
created a new unit within OCP to address many of these issues. The new unit is called the “Office of Procurement
Integrity and Compliance” (OPIC). The mission of OPIC is to ensure compliance with basic procurement principles
for all District procurements and mandatory policies and procedures, and to identify high risk procurement issues.

The new Director, Contracts and Procurement/Agency Chief Contracting Officer (Director/ACCO) for DMH has
addressed this issue by conducting workshops with the Contract Specialist and internal customers to reinforce the
importance of compliance with the laws, rules, regulations, policies, and procedures that govern contracts and
procurement in the District of Columbia.

CFSA’'s Contract and Procurement Administration (CPA) concurs with the finding for the need to improve
management controls. The CFSA Contracts Compliance Officer came aboard in FY 2007, and has been making
diligent progress in file maintenance and quality assurance. CFSA recently implemented internal audit procedures
included in its recent policies and procedures to address file content and quality check points to ensure that contract
file requirements are met. These new policies are being incorporated into CFSA's Standard Operating Procedures,
and include reviews of file content to include compliance with procurement actions performed and documented to
include certification of funds, tax compliance data, sole source justifications, determinations and findings, and City
Council approvals.

CPA is working with the CFSA Chief Financial Officer and its IT department to establish an automated funding
document process for those services which CFSA cannot purchase through the Procurement Automated Support
System (PASS). The vast majority of CFSA's purchases are client specific, and CFSA has been utilizing its federally
certified SACWIS (child welfare system) as per federal guidance. CFSA is analyzing how to either develop an
automated function in the FACES system for contracting and payment; or, whether the agency would be allowed to
pursue using PASS for these purchases. Automation in terms of encumbrance of funds and integration with payment
systems would improve compliance in this area.

We do not concur with the findings regarding business clearance memorandum requirements. Legal guidance has
confirmed that the DCMR 27 does not include requirements for business clearance memorandums.

Ratification Process

1. Ratification for the services provided by 3 out of 16 vendors was disapproved (DDOT; UDC; DPR).

2. The Office of the General Counsel determined that the procurement for 2 out of 16 vendors did not need to
be ratified as the vendors had already received full payment from the agency (CFSA).

3. The ratification for 1 out of 16 vendors was initially disapproved and went for a second hearing review. It
was finally approved but there was no signature or date on the final approval ratification notice (CFSA).
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4. Ratification for the services of 1 out of 16 vendors was conditionally approved by the Committee. The
package needed to be resubmitted to the Committee after necessary changes, and once approved by the
Committee, it needed to be submitted to the Council for approval, as this was the third instance where this
vendor had provided services to the District without a contract in place (UDC).

5. Supporting documentation was not provided for 2 of 16 vendors. Thus, we were unable to perform
procedures over the ratification process (DOH and OAH).

Management’s Response:

The Chief Procurement Officer (CPO) has notified agency heads and the vendor community that the practice of
providing and receiving goods without a valid written contract is unacceptable.

The rate of unauthorized commitments in the District is much higher than the rate for other jurisdictions. The CPO is
committed to eliminating unauthorized commitments that result in after-the-fact ratifications.

Purchase Order Splitting

1. There were 10 instances, for which short-term purchase orders were individually less than $1,000,000 but
cumulatively totaled over $1,000,000, and were issued to the same vendor for similar services within a
twelve month period. There were 6 occurrences at OCP, 2 occurrences at CFSA, and 2 occurrences at
DMH.

2. There were 8 instances where we did not obtain evidence of approval from City Council for purchase
orders which exceeded $1,000,000 in the aggregate for vendors. There were 6 at OCP and 2 at CFSA.

3. There were 8 instances where we did not obtain evidence of approval from the OAG for purchase orders
which exceeded $1,000,000 in the aggregate for vendors. There were 6 at OCP and 2 at CFSA.

Management's Response:

The issuance of multiple purchase orders to the same vendor is not necessarily indicative of purchase order splitting.
However, the value of a central procurement organization, such as the Office of Contracting and Procurement, is that
the organization should recognize the need for term contracts and establish those contracts. The result is that the
purchases are then made under an existing contract that reflects economies of scale in pricing, and that the need for
stand-alone purchase orders to the same vendor no longer exists. The bottom line is that the appearance of
purchase order splitting is significantly reduced.

CFSA does not concur with this finding. Purchases in aggregate associated with the test vendor exceed $1,000,000

because this is a vendor who is listed on the D.C. Supply Schedule and is LSDBE qualified. In the future, CFSA will
list the D.C. Supply Schedule Number on the requisition and purchase order for easy reference.

114



Government of the District of Columbia

Schedule of Findings and Questioned Costs
Year Ended September 30, 2007

Limited Competition Small Purchases

1. 1 oral quotation was not provided for 55 non-competitive small purchases. We noted 3 at DMH, 2 at CFSA,
and 50 at OCP.

2. The three required oral quotations were not provided for 17 competitive small purchases. We noted 1 at
OCFO, 1 at CFSA, and 15 at OCP.

3. Insufficient quotations were provided for competitive small purchases for 11 items at OCP.

4. The three required written quotations were not provided for 15 competitive small purchases. In the
instance at DMH, three written quotations were received, but one of them was received after the closing
date of the request for quotes. The other 14 were noted at OCP.

5. The three required written quotations were not provided for purchases made outside of the Greater
Washington Metropolitan Statistical Area/local trading area. This occurred at OCP for 5 purchases.

Management’s Response:

The Chief Procurement Officer (CPO), in the third quarter of FY 2007, issued a directive that contracting ensure that
they obtain three quotes when they are conducting small purchases. If the contracting officers cannot obtain three
quotes, the contracting officers must justify, in writing, their efforts to comply with the directive.

The new Director, Contracts and Procurement/Agency Chief Contracting Officer (Director/ACCO) for the Department
of Mental Health has reinforced the necessity of obtaining and documenting receipt of quotations for non competitive
small purchases.

CFSA does not concur with this finding. 27 DCMR §1801.1, except as provided in §1801.2, a contracting officer may
make a procurement for an amount of ten thousand dollars ($10,000) or less without obtaining competitive quotations
if the contracting officer determines that the purchase is in the best interest of the District government considering the
price and other factors (including the administrative cost of the purchase). In one instance, CFSA was able to
provide a copy of the Sole Source D&F.

Competitive Small Purchases

1. Contracts for purchases from 20 vendors which cumulatively exceeded the dollar threshold for small
purchases [$500,000 for Office of the Chief Technology Officer (OCTO) and the Metropolitan Police
Department (MPD) and $100,000 for all other agencies] were not provided. There were 16 at OCP, 1 at
MPD, and 3 at OCTO.
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2. There were 2 requisitions for OCTO (which cumulatively exceeded the $500,000 threshold for small
purchases) where the required approval by the Budget Manager was performed later than other approvals
which should have been obtained in the approval chain.

Management’s Response:

The issuance of multiple purchase orders to the same vendor is not necessarily indicative of purchase order splitting.
However, the value of a central procurement organization, such as the Office of Contracting and Procurement, is that
the organization should recognize the need for term contracts and establish those contracts. The result is that the
purchases are then made under an existing contract that reflects economies of scale in pricing, and that the need for
stand-alone purchase orders to the same vendor no longer exists. The bottom line is that the appearance of
purchase order splitting is significantly reduced.

Maintenance of Files

The District of Columbia Municipal Regulation (DCMR) states that files shall be maintained at organizational levels to
ensure effective documentation of contracts, ready accessibility to principal users, and conformance with any
regulations or procedures for file location and maintenance.

In addition to the time-consuming process noted in the gathering of files which we had requested, the following
additional items were noted:

1. There was 1 instance at OCP where no file was provided; hence, we were unable to test the file. The file
was transferred to the Department on Disability Services (DDS), which gained contracting independence
during FY 2007. DDS was unable to produce the file.

2. There were 2 instances at CFSA where the award amount and the award date did not agree to any
documentation in the contract file; hence, we were unable to test the files.

Management’s Response:

The Office of Contracting and Procurement (OCP) is aware of the issues which have continued to plague the contract
filing and maintenance system for some time. Hence, OCP recently updated its Contract File Preparation Guidelines,
which provide the necessary guidance to contracting personnel for contract file contents. Additionally, OCP is
planning to enhance the contract file location, identification, and organization process. OCP has already begun to
take an inventory of every file and verify its contents.

As OCP improves its contract filing and maintenance system, OCP will share the system with other District
procurement agencies.

The findings in this area all relate to quality assurance. As identified in previous sections, CFSA's Contracts and
Procurement Administration (CPA) recently implemented a number of control measures to address these issues.
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Internal audit procedures and quality assurance checks will alleviate discrepancies between award amount and
award date. These revised processes will address maintenance of files in accordance with all requirements. CPA will
be training its entire staff on these new policies and procedures.

Other District of Columbia Municipal Regulation {DCMR) Issues

We noted the following issues during our audit process:

Review of Significant History of the Procurement
1. OCP was unable to provide a significant history for 1 procurement file.

Review of Documentation of Full and Open Competition
2. CFSA was unable to provide evidence of full and open competition for 1 procurement file.

Review of Support for the Rationale to Limit Competition
3. There was 1 file identified at CFSA for which there was insufficient documentation present in the file to
support the rationale to limit competition.
Review of Cost Price Analysis
4. There were 6 instances at OCP where the file reviewed lacked evidence that a cost/price analysis was
performed.

Review of Compliance with Tax Requirements
5. There were 3 contracts at CFSA where the Tax Certification Affidavit was not provided for review.

6. There were 4 instances at OCP where the Tax Certification Affidavits were missing from the procurement
files.

7. There was 1 instance at OCP, where the Tax Certification Affidavit in the file was not current.

8. There were 2 instances at CFSA where we were not provided with tax verification responses from the
Department of Employment Services (DOES) and the Office of Tax and Revenue (OTR).

9. There were 6 instances at OCP, where we were not provided with all of the required tax verification
responses from DOES and OTR.

10. At DMH, a Tax Verification Response was not received for 1 contract.
11. There was 1 procurement file for which OCP exercised the 30-day option prior to receiving a Tax

Verification Response from DOES and OTR. We further noted that OCP exercised the other eleven (11)
months even though by this time they still had not received the Tax Verification.
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Review of Debarment, Suspension, and Ineligibility List
12. There were 16 instances at CFSA where the files lacked adequate documentation regarding verification
against the Federal Debarred and Suspended List and District's Excluded Parties List.

13. There were 16 instances at DMH where the files lacked documentation regarding verification against the
Federal Debarred and Suspended List and District's Excluded Parties List.

14. There were 22 instances at OCP where the files lacked documentation regarding verification against the
Federal Debarred and Suspended List and District's Excluded Parties List.

15. There was 1 instance at OCP where a Federal Debarred and Suspended List was provided; however the
date within the body of the search did not agree with the date that the search was printed, and accordingly,
we could not determine whether the search was performed shortly before the contract was issued.

16. There was 1 instance at CFSA where a Federal Debarred and Suspended List was provided; however the
wrong name was used in the search of the Excluded Parties List System.

Review of Contractor Evaluation
17. We noted 7 instances at OCP where contractor evaluations were not provided.

18. We noted 17 instances at CFSA where contractor evaluations were not provided.
19. We noted 9 instances at DMH where contractor evaluations were not provided.
20. There was 1 instance at OCP where the contractor evaluation provided was incomplete.

Review of Contracts for Accrued Expenses
21. 6 transactions were recorded as accrued expenses and were not supported by valid contracts prior to the
services being rendered. We were not provided with any evidence that the contracts had been submitted
for ratification.

DCMR states that files shall be maintained at organizational levels that ensure effective documentation of contracts,
ready accessibility to principal users, and conformance with any regulations or procedures for file location and
maintenance.

We recommend that closer oversight and monitoring controls be placed over contracting at the independent
agencies. We further recommend that the Child and Family Services Agency (CFSA), Department of Mental Health
(DMH), and Office of Contracting and Procurement (OCP) review their current controls over document maintenance
and retrieval. Special focus should be placed on ensuring that all agencies conform to the regulations and are
accountable at a centralized level. Management at the contracting offices should perform a periodic review and
design checklists which must be approved by supervisory personnel prior to being filed.
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We recommend that the District perform an assessment of the current training program available to contracting
personnel. Focus should be placed on ensuring that these employees are trained in the compliance regulations
applicable to contracts. The training program will assist in the employees obtaining the requisite tools needed to carry
out their daily assignments. Training needs to be consistent and ongoing and not be considered as a quick fix to a
long term problem. The District must also retain personnel with the appropriate competencies to ensure that
procurement as a major process is guided properly.

We recommend that OCP and all independent agencies review their current contracting procedures with special
focus on the contracting officers or designees and their responsibilities for ensuring compliance with contract dollar
limitations and the approval process. The commodity managers should meet with senior procurement personnel to
review the status of certain contracts during the year and action should be taken to remedy deficiencies cited.

Management’s Response:

The Chief Procurement Officer (CPO) recognizes the responsibility to ensure a transparent procurement process and
appropriate management controls at all District agencies conducting contracting activities. The CPO conducts
quarterly meetings among the contracting officers of District agencies subject to the Procurement Practices Act to
address cross-cutting procurement issues. OCP has already instituted a year-long series of training seminars open
to all contracting personnel, regardless of agency, to promote standardization and compliance with applicable
statutory and regulatory requirements.

The new Director, Contracts and Procurement/Agency Chief Contracting Officer (Director/ACCO) for the Department
of Mental Health has implemented new procedures to specifically address the lack of documentation regarding
verification against the Federal Debarred and Suspended List and the District's Excluded Parties List, while
emphasizing to the Contracting Staff the importance of obtaining verification documentation as part of their routine in
identifying responsive/responsible contractors prior to contract award.

In addition, the Director/ACCO has implemented the issuance of Contracting Officer's Technical Representative
(COTR) Appointment Memorandum that includes the requirement to properly evaluate contractors on a quarterly
basis based upon performance and compliance.

CFSA accepts the recommendation that more stringent oversight of contracting and procurement practice is needed.
In response, CFSA hired a Contract Compliance Officer in April 2007. Since that time, a number of compliance
driven policies and procedures have been developed to ensure that compliance with regulatory standards in advance
of award is sufficiently performed.

In many of the findings surrounding tax affidavits, CFSA would like to explain that the response included in the file
was a result of submission of the affidavits to the appropriate tax office. In other words, these OTR responses would
not be documented in the file had not an affidavit been previously sent into OTR requesting the response. CPA has
been maintaining the affidavits in a separate filing system, and not in the official contract files. CPA will be revising its
practice in order to ensure both are maintained in the official contract file.
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2007-11 Noncompliance with the Quick Payment Act
The Quick Payment Act of 1984 states, in part, the following:

In accordance with rules and regulations issued by the Mayor of the District of Columbia ("Mayor"), each
agency of the District of Columbia government ("District"), under the direct control of the Mayor, which
acquires property or services from a business concern but which does not make payment for each complete
delivered item of property or service by the required payment date shall pay an interest penalty to the
business concern in accordance with this section on the amount of the payment which is due.

Specifically, the due dates required are as follows:

o The date on which payment is due under the terms of the contract for the provision of the
property or service,

o 30 calendar days after receipt of a proper invoice for the amount of payment due;
In the case of meat or a meat food product, a date not exceeding seven calendar days after
the date of delivery of the meat or meat food product; and

¢ In the case of agricultural commodities, a date not exceeding seven calendar days after the
date of delivery of the commodities.

Furthermore, the act addresses various requirements for payment of interest penalties and includes provisions
regarding required reports as follows:

e Each District agency shall file with the Mayor a detailed report on any interest penalty payments
made.

e The report shall include the numbers, amounts, and frequency of interest penalty payments, and
the reasons the payments were not avoided by prompt payment, and shall be delivered to the
Mayor within 60 days after the conclusion of each fiscal year.

e The Mayor shall submit to the Council within 120 days after the conclusion of each fiscal year a
report on District agency compliance with the requirements.

For the year ended September 30, 2007, we noted 130 instances where the District failed to comply with the Quick
Payment Act.

Management’s Response:
Prompt payment rests on quick approval of vendors' invoices and submission to an agency's finance division by the

program office or the office responsible for the certification of delivery of service or goods. Management will increase
efforts to ensure compliance with the Quick Payment Act.
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2007-12 Noncompliance with the Financial Institutions Deposit and Investment Amendment Act

For collateral requirements, the Financial Institutions Deposit and Investment Amendment Act, among other
requirements, dictates the following:

Except for securities directly purchased without a repurchase agreement and money market funds, an
eligible financial institution must at all times provide collateral equal to at least 102% of the District funds
held by the eligible financial institution for deposits and investments that are not fully federally insured.

During our procedures, we noted 21 instances of noncompliance with the aforementioned provision, where the
collateral held by the District's investment custodians was less than 102% of the value of the particular investment.
The noncompliance occurred with respect to the collateral held by the following Federal Reserve Bank Pledge
Holdings bank accounts: Adams Bank, Bank of Georgetown, and Cardinal Bank. In addition, the District did not
prepare collateral reports on a monthly basis throughout the year.

We recommend that District personnel closely monitor the collateral held by custodians, to ensure that the District
remains in compliance with the requirements of this law.

Management’s Response:

The 102% requirement was monitored and adhered to for the accounts that hold the vast majority of the District's
funds. This should have occurred with all accounts. We concur with the finding and recommendation that regular,
systematic monitoring and reporting should occur for all accounts, and we have implemented a process by which this
is now done.

All of the 21 cited instances relate to activity for 3 of our relatively small banking relationships. Each of these banks
was requested by the Office of Finance and Treasury (OFT) staff to establish and maintain collateral at the required
102% level. Two of the banks established and maintained the collateral at 100% as opposed to 102%, despite
having been requested in writing by OFT staff to establish and maintain it at 102%. The third bank had been
maintaining collateral at 102%, but did not adjust the collateral as it should when there is an increase in the deposit
balance.

OFT staff knew that the banks had posted collateral for these accounts and presumed that such collateral was at the
required level as the banks had been instructed to do. When it was discovered that the three banks were under-
collateralized, they were notified and the collateral was immediately increased to 102%. As stated above, we have
implemented a new monitoring and reporting process to ensure that collateral for all account balances is maintained
atthe 102% level.
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Section Ill - Federal Award Findings and Questioned Costs

District Agency — Department of Health (DOH)

No. Program Findings/Noncompliance Questioned Costs
2007-13 U.S. Department of Health and Human Services Allowable Costs; Not Determinable

Escheated Warrants
Medical Assistance Program Cluster
CFDA Number: 93.775, 93.777, 93.778
Grant Award Number: 05-0705DC5028
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — Title 42 CFR section 433.40 requires the following:

(c) Refund of Federal financial participation (FFP) for uncashed checks—(1) General Provisions. If a check remains
uncashed beyond a period of 180 days from the date it was issued (i.e., the date of the check), it will no longer be
regarded as an allowable program expenditure. [f the State has claimed and received FFP for the amount of the
uncashed check, it must refund the amount of FFP received.

(2) Report of Refund: At the end of each calendar quarter, the State must identify those checks which remain
uncashed beyond a period of 180 days after issuance. The State agency must refund ail FFP that it received for
uncashed checks by adjusting the Quarterly Statement of Expenditures for that quarter. If an uncashed check is
cashed after the refund is made, the State may file a claim. The claim will be considered to be an adjustment to the
costs for the quarter in which the check was originally claimed. This claim will be paid if otherwise allowed by the
Act and the regulations issued pursuant to the Act.

(3) If the State does not refund the appropriate amount as specified in paragraph (c)(2) of this section, the amount
will be disaliowed.

(d) Refund of FFP for cancelled (voided) checks-(1) General provision. If the State has claimed and received FFP
for the amount of a cancelled (voided) check, it must refund the amount of FFP received.

(2) Report of Refund: At the end of each quarter, the State agency must identify those checks which were cancelled
(voided). The State must refund all FFP that it received for cancelled (voided) checks by adjusting the Quarterly
Statement of Expenditures for that quarter.

Condition — DOH is required to identify cancelled and uncashed checks beyond a period of 180 days of issuance at
the end of each calendar quarter and refund all Federal Financial Participation (FFP) received for uncashed checks
by adjusting the quarterly CMS-64, Quarterly Statement of Expenditures for the Medical Assistance Program. We
noted that DOH did not identify cancelled or uncashed checks over 180 days after issuance and refund the
corresponding FFP in a timely manner. The Office of Financial Operations and Systems provides a list of cancelled
and uncashed checks to DOH once a year, usually in June or July, listing cancelled and uncashed checks for the
preceding calendar year.
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DOH reviews the list of cancelled and uncashed checks and determines whether to reissue a new check. However,
based on DOH's current methodology, cancelled and uncashed checks have the potential to remain outstanding for
over a year. Checks issued during the calendar year are not reviewed until the following year which potentially results
in untimely refunds of the FFP to the Federal government.

Context — This is a condition identified per review of DOH's compliance with specified requirements.

Effect — DOH is potentially not in compliance with 42 CFR section 433 which results in untimely refunds of the FFP to
the Federal government. There is also potential for disallowed costs that were never refunded due to checks
remaining uncashed beyond a period of 180 days from the date of issuance.

Cause — DOH does not have adequate policies and procedures in place to request and review the cancelled and
uncashed check report on a quarterly basis as required. Furthermore, checks can remain uncashed beyond a period
of 180 days from the date of issuance and not be identified due to the process in place which has the potential to
create disallowed costs.

Recommendation - We recommend that DOH comply with the requirements in 42 CFR section 433 and establish
adequate policies and procedures to ensure that cancelled and uncashed checks over 180 days from the date of
issuance are identified on a quarterly basis and all FFP received for uncashed checks are refunded to the Federal
government in a timely manner. In addition, we recommend that DOH identify cancelled and uncashed checks over
180 days after issuance for FY 2007 and refund the amount of FFP and any interest liability incurred as a result of
the delay.

Views of Responsible Officials and Planned Corrective Actions — DOH follows the District policy of annual review and
cancellation of escheated warrants. The District produces the listing for each agency on a calendar year basis. This
means that the listing is not produced until July or August of the following year (allowing for the 180 days after
calendar year end). The checks are reviewed by DOH-MAA and if canceled, the proper credit is given to Centers for
Medicare and Medicaid Services (CMS) on the CMS-64 for the quarter ending September 30.

DOH will request that Office of Financial Operations and Systems (OFOS) change the District policy to conform to
the Federal CFR for all escheated warrants as soon as possible.
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District Agency — Department of Health (DOH)

No. Program Findings/Noncompliance Questioned Costs
2007-14 U.S. Department of Health and Human Services Aliowable Costs: Payroll  Not Determinable
Activities

Block Grants for Prevention and Treatment of
Substance Abuse

CFDA Number: 93.959

Grant Award Number: BIDCSAPT-07

Grant Award Period: 10/1/06-9/30/08

Criteria or Specific Requirement — OMB Circular A-87 requires that where employees are expected to work solely on
a single federal award or cost objective, charges for their salaries and wages will be supported by periodic
certifications that the employees worked solely on that program for the period covered by the certification. These
certifications will be prepared at least semi-annually and will be signed by the employee or supervisory official having
first hand knowledge of the work performed by the employee.

OMB Circular A-87 also requires that where employees work on multiple activities or cost objectives, a distribution of
their salaries or wages will be supported by personnel activity reports or equivalent documentation.

OMB Circular A-87 also requires that charges to federal programs for salaries and wages be based on payroll
documented in accordance with the generally accepted practice of the governmental unit and approved by a
responsible official of the governmental unit.

Condition - DOH is not in full compliance with OMB Circular A-87. 1 of the 15 employees sampled was improperly
excluded from the semi-annual A-87 Certification. In addition, 1 of the 20 timesheets sampled was not approved by
the employee’s supervisor.

Context — This is a condition identified per review of DOH's compliance with specified requirements. The total amount
of annual salaries of the 1 employee excluded and the 15 employees sampled were $61,493 and $963,300,
respectively. DOH did not provide the actual payroll amount charged to this program by this employee. The actual
payroll amount charged to the grant relating to the unapproved timesheet was $3,138. The total amount of payroll
costs charged to the grant was $214,632.

Effect — Failure to properly support payroll expenditures can result in noncompliance with laws and regulations along
with loss of funding.

Cause — DOH employees failed to follow existing policies and procedures to support payroll expenses charged to
federal programs.
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Recommendation — Where employees work solely on a single federal program, charges for their salaries and wages
should be supported by periodic certifications in accordance with OMB Circular A-87. Where employees work on
multiple activities or cost objectives, a distribution of their salaries or wages should be supported by personnel activity
reports (time and attendance) or equivalent documents in accordance with OMB Circular A-87. Such information
should also be monitored and approved by a responsible official of DOH.

Views of Responsible Officials and Planned Corrective Actions — DOH concurs with the finding that 1 of the 20
timesheets sampled was not approved by the employee's supervisor. The District's new time management system,
PeopleSoft, requires that in order for an employee to be paid, a supervisor's sign off is needed. Consequently, this
error will no longer occur. In addition, DOH with the assistance of the Office of the Chief Financial Officer (OCFO)
has implemented procedures to ensure that all employees who work on a grant will be certified.
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District Agency — Department of Health (DOH)

No. Program Findings/Noncompliance Questioned Costs
2007-15 U.S. Department of Agriculture Cash Management: Not Determinable
Funding Technique

Special Supplemental Nutrition Program for
Women, Infants, and Children

CFDA Number: 10.557

Grant Award Number: None

Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — The Cash Management Improvement Act of 1990 (CMIA) agreement between the
District of Columbia and the U.S. Department of Treasury requires that established funding techniques be complied
with when requesting federal funds. The CMIA Agreement identifies 2 funding techniques for the Special
Supplemental Nutrition Program for Women, Infants, and Children program for the draw down of funds:

¢ Benefit payments require the use of the average clearance funding technique and a clearance pattern of 5
days and the amount of request shall be for the exact amount of the disbursement; and

o Reimbursement of payroll expenditures requires the use of the modified average clearance and a clearance
pattern of 0 days.

These funding techniques require the District to minimize the time that elapses between the payment of the
disbursement and the request for reimbursement.

Condition — We reviewed 8 out of the 23 draw downs made during FY 2007 totaling $6,401,552 and noted that 7 of
the 8 draw downs sampled were not made in accordance with the provisions of the CMIA agreement.

The reimbursement requests for Revenue Collection Receipt (RCR) Nos. DA7WIC12, DA7WIC18, DA7WICO03,
DA7WIC13, DA7WICO1, DA7WICO04, and DA7WIC21 were made later than required by the CMIA agreement. In
addition, the reimbursement requests for RCR Nos. DA7WIC12 and DA7WIC18 included expenditures with the total
amount of $3,288 and $506,757, respectively, which had not been disbursed when the requests for the drawdown
were made.

Context — This is a condition identified per review of DOH's compliance with the provisions of the CMIA agreement.

Effect — DOH is not in compliance with the provisions of the CMIA agreement. DOH's requests for federal funds for
the program were not based on the exact amount of the actual disbursements. Interest may be owed to the Federal
government. In addition, we noted examples where federal funds were requested later than required. The
opportunity to use the money for other immediate cash needs is unnecessarily delayed when funds are not requested
timely.

Cause — DOH did not appear to exercise due diligence in requesting federal funds consistent with the CMIA

agreement and its actual cash needs.
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Recommendation — We recommend that DOH comply with the provisions of the CMIA agreement and request
federal funds consistent with the CMIA agreement funding technique and its actual cash needs.

Views of Responsible Officials and Planned Corrective Actions — Management does not concur that the Department
of Health is not in compliance with the Cash Management Act of 1990 (CMIA) Agreement in regards to requesting
timely reimbursement. The WIC grant has unique draw requirements outside of CMIA. DOH draws for food
expenditures using an estimated amount based on past trends within the program. DOH reconciles the estimated
amounts with actual amounts from the bank statements.

In FY 2007 and beyond, management is working to amend the CMIA agreement to reflect a realistic time frame for
drawing the WIC grant.
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District Agency - Department of Health (DOH)

No. Program Findings/Noncompliance Questioned Costs
2007-16 U.S. Department of Housing and Urban Cash Management: Not Determinable
Development Funding Technique

Housing Opportunities for Persons with AIDS
CFDA Number: 14.241

Grant Award Number: DCHO06-F001

Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — The Cash Management Improvement Act of 1990 (CMIA) agreement between the
District of Columbia and the U.S. Department of Treasury requires that established funding techniques be complied
with when requesting federal funds. The CMIA Agreement identifies a funding technique for the Housing
Opportunities for Persons with AIDS program for the draw down of funds:

e Program payments require the use of the average clearance funding technique and a clearance pattern of 5
days and the amount of request shall be for the exact amount of the disbursement.

These funding techniques require the District to minimize the time that elapses between the payment of the
disbursement and the request for reimbursement.

Condition — We reviewed 2 out of the 7 draw downs made during FY 2007 totaling $3,023,446 and noted that the 2
draw downs sampled were not made in accordance with the provisions of the CMIA agreement.

The reimbursement requests for Revenue Collection Receipt (RCR) Nos. DA7HAA13 and DA7HAA46 were made
later than required by the CMIA agreement.

Context —This is a condition identified per review of DOH's compliance with the provisions of the CMIA agreement.
Effect — DOH is not in compliance with the provisions of the CMIA agreement. We noted examples where federal
funds were requested later than required. The opportunity to use the money for other immediate cash needs is

unnecessarily delayed when funds are not requested timely.

Cause - DOH did not appear to exercise due diligence in requesting federal funds consistent with the CMIA
agreement and its actual cash needs.

Recommendation — We recommend that DOH comply with the provisions of the CMIA agreement and request
federal funds consistent with the CMIA agreement funding technique and its actual cash needs.
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Views of Responsible Officials and Planned Corrective Actions — Management does not concur that the Department
of Health is not in compliance with the Cash Management Act of 1990 (CMIA) Agreement in regards to requesting
timely reimbursement.

The HOPWA grant has unique draw requirements outside of CMIA. Unlike other Federal Grants, where the Office of
the Chief Financial Officer — (Agency Fiscal Office) initiates a draw as expenditures are incurred by requesting funds
through PMS, the Housing Opportunities for Person with AIDS (HOPWA) grant is handled differently. In order to
obtain reimbursement, Program Management must create a voucher in HUD's Integrated Disbursement and
Information System (IDIS) by inputting subrecipient expenditures by category. Then Program Management sends a
request to the DOH Financial Office to approve the request for funds entered into IDIS. Funds become available
after three working days.

in FY 2007 and beyond, management is working to amend the CMIA agreement to reflect a realistic time frame for

drawing the HOPWA grant. Management plans to have the new methodology in place for the new CMIA agreement
beginning with FY 2008.
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District Agency — Department of Health (DOH)

No. Program Findings/Noncompliance Questioned Costs
2007-17 U.S. Department of Health and Human Services Cash Management: Not Determinable
Funding Technique

Centers for Disease Control and Prevention -
Investigations/Technical Assistance

CFDA Number: 93.283

Grant Award Number: 5 U90 TP316831-07
Grant Award Period: 8/31/06-8/30/07

Criteria or Specific Requirement — The Cash Management Improvement Act of 1990 (CMIA) agreement between the
District of Columbia and the U.S. Department of Treasury requires that established funding techniques be complied
with when requesting federal funds. The CMIA Agreement identifies 2 funding techniques for the Centers for
Disease Control and Prevention-Investigations/Technical Assistance program for the draw down of funds:

e Program payments require the use of the average clearance funding technique and a clearance pattern of 5
days and the amount of request shall be for the exact amount of the disbursement; and

o Reimbursement of payroll expenditures requires the use of the modified average clearance and a clearance
pattern of 0 days.

These funding techniques require the District to minimize the time that elapses between the payment of the
disbursement and the request for reimbursement.

Condition - We reviewed the 2 draw downs made during FY 2007 totaling $3,583,782 and noted that draw downs
were not made in accordance with the provisions of the CMIA agreement.

The reimbursement requests for Revenue Collection Receipt (RCR) Nos. DT7BIO06 and DT8BIO04 were made later
than required by the CMIA agreement.

Context — This is a condition identified per review of DOH's compliance with the provisions of the CMIA agreement.
Effect — DOH is not in compliance with the provisions of the CMIA agreement. We noted examples where federal
funds were requested later than required. The opportunity to use the money for other immediate cash needs is

unnecessarily delayed when funds are not requested timely.

Cause — DOH did not appear to exercise due diligence in requesting federal funds consistent with the CMIA
agreement and its actual cash needs.

Recommendation — We recommend that DOH comply with the provisions of the CMIA agreement and request
federal funds consistent with the CMIA agreement funding technique and its actual cash needs.
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Views of Responsible Officials and Planned Corrective Actions — Management does not concur that the Department
of Health is not in compliance with the Cash Management Act of 1990 (CMIA) Agreement in regards to requesting
timely reimbursement. This program has unique draw requirements outside of CMIA.

In January 2005, the Center for Disease Control and Prevention (CDC) placed DOH on a manual drawdown process
to receive grant funds through the Public Health Emergency Preparedness (PHEP) Cooperative Agreement. This
process entails compiling an invoice (SF-270) by Focus areas with a detail of all personnel services and non-
personnel services expenditures. If budget lines for any Focus area are overspent, a request is made to CDC to
increase the budget to allow DOH to bill for those expenditures. When the SF-270 is complete, program staff review
and give their approval for submission. The SF-270 is then mailed to CDC for their review and subsequent payment.
This is a lengthy process and results in draws/reimbursements taking longer than prescribed in the CMIA agreement.

in FY 2007 and beyond, management is working to amend the CMIA agreement to reflect a realistic time frame for
drawing funds from this program.

* k k k%

131



Government of the District of Columbia

Schedule of Findings and Questioned Costs
Year Ended September 30, 2007

District Agency - Department of Heaith (DOH)

No. Program Findings/Noncompliance Questioned Costs
2007-18 U.S. Department of Health and Human Services Cash Management: $358,967
Funding Technique

Medical Assistance Program Cluster
CFDA Number: 93.775, 93.777, 93.778
Grant Award Number: 05-0705DC5028
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — Title 31 Part 205 Sec. 205.33 states that “a State must minimize the time between
the drawdown of Federal funds from the Federal government and their disbursement for Federal program purposes.
A Federal Program Agency must limit a funds transfer to a State to the minimum amounts needed by the State and
must time the disbursement to be in accord with the actual, immediate cash requirements of the State in carrying out
a Federal assistance program or project. The timing and amount of funds transfers must be as close as is
administratively feasible to a State's actual cash outlay for direct program costs and the proportionate share of any
allowable indirect costs. States should exercise sound cash management in funds transfers to subgrantees in
accordance with OMB Circular A-102".

Further, Title 31 Part 205 Subpart A--Rules Applicable to Federal Assistance Programs Included in a Treasury-State
Agreement, Sec. 205.12 states that “reimbursable funding means that a Federal Program Agency transfers Federal
funds to a State after that State has already paid out the funds for Federal assistance program purposes”.

The District's Cash Management Improvement Act (CMIA) agreement requires the government to minimize the time
that elapses between the payment of the disbursement and the request for reimbursement. The costs must be
incurred or paid out before reimbursement was requested from the program’s funding.

Condition - In FY 2006, DOH's request for Medicaid funds included costs that had not been paid out before the
request for Federal reimbursement was made. As a result, DOH had overdrawn $16,466,386 from the Federal
government. The overdrawn amount was not returned to the Federal government during FY 2007. As a result, this
amount is currently reflected as deferred revenue on the September 30, 2007 books and records.

Context — This is a condition identified per review of DOH's compliance with specified requirements. Questioned
costs were calculated based on the average 13-week Treasury Bill rates for FY 2007.

Effect — Due to the fact that DOH’s requests for funds for the program were not based on its inmediate cash needs,
interest may be owed to the Federal government.

Cause - DOH did not appear to exercise due diligence in reviewing the draw down prior to requesting the Federal
funds. DOH did not remit back the overdrawn amount to the Federal government in a timely manner.
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Recommendation — We recommend DOH ensure adherence to its policies and procedures to make sure that
program obligations have been incurred prior to requesting reimbursement. In addition, DOH needs to ensure that
overdrawn Federal funds are remitted back to the Federal government in a timely manner.

Views of Responsible Officials and Planned Corrective Actions — After completion of the revised 2006 Cash
Management Improvement Act (CMIA) report in FY 2007, the $16,466,386 in deferred revenue was certified as an
over draw of the letter of credit. However, the completion of the report occurred too late in FY 2007 to correct the
Medicaid draws for FY 2007 to reflect the over draw. DOH corrected the over draw in FY 2008 by reducing two
draws, DASBMEDO7 and DASMED10, by $8,000,000 and $8,466,386, respectively. The revenues for FY 2008 were
made whole by transferring the deferred revenue from FY 2006 to FY 2008. DOH will ensure that only funding for
cash expenditures is requested in compliance with the CMIA agreement.
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District Agency — Department of Health (DOH)

No. Program Findings/Noncompliance Questioned Costs
2007-19 U.S. Department of Health and Human Services Cash Management: Not Determinable
Funding Technique

HIV Emergency Relief Project Grants

CFDA Number: 93.914

Grant Award Number; 6H89HAQ0012-16,
6H89HA00012-17

Grant Award Period: 3/1/06-2/28/07, 3/1/07-2/29/08

Criteria or Specific Requirement — The Cash Management Improvement Act of 1990 (CMIA) agreement between the
District of Columbia and the U.S. Department of Treasury requires that established funding techniques be complied
with when requesting federal funds. The CMIA Agreement identifies 2 funding techniques for the HIV Emergency
Relief Project for the draw down of funds:

o Benefit payments require the use of the average clearance funding technique and a clearance pattern of 5
days and the amount of request shall be for the exact amount of the disbursement; and

o Reimbursement of payrolt expenditures requires the use of the modified average clearance and a clearance
pattern of 0 days.

These funding techniques require the District to minimize the time that elapses between the payment of the
disbursement and the request for reimbursement.

Condition — We reviewed 4 out of the 12 draw downs made during FY 2007 totaling $17,855,355 and noted that the 4
draw downs sampled were not made in accordance with the provisions of the CMIA agreement.

The reimbursement requests for Revenue Collection Receipt (RCR) Nos. DA7THAAQ3, DA7HAA14, DA7HAA32, and
DA7HAA26 were made later than required by the CMIA agreement. In addition, the reimbursement request for RCR
No. DA7HAAO3 included expenditures with the total amount of $1,709,615 which had not been disbursed when the
request for the drawdown was made.

Context - This is a condition identified per review of DOH'’s compliance with the provisions of the CMIA agreement.

Effect — DOH is not in compliance with the provisions of the CMIA agreement. DOH's requests for federal funds for
the program were not based on the exact amount of the actual disbursements. Interest may be owed to the Federal
government. In addition, we noted examples where federal funds were requested later than required. The
opportunity to use the money for other immediate cash needs is unnecessarily delayed when funds are not requested
timely.

Cause — DOH did not appear to exercise due diligence in requesting federal funds consistent with the CMIA
agreement and its actual cash needs.
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Recommendation — We recommend that DOH comply with the provisions of the CMIA agreement and request
federal funds consistent with the CMIA agreement funding technique and its actual cash needs.

Views of Responsible Officials and Planned Corrective Actions — Management concurs that the Department of Health
is not in compliance with the Cash Management Act of 1990 (CMIA) Agreement in regards to requesting timely
reimbursement.

When the FY 2006 findings were made known to management, a new methodology was implemented. The new
methodology that was implemented around mid-July 2007, requires DOH/Office of the Chief Financial Officer
(OCFO) perform weekly draw downs based on the EIS Grant Drawdown Worksheet report of expenditures from
SOAR. Copies of the EIS report are distributed to the accountants who review it to determine how much is available
to draw on a specific grant. The cash draw request is made on Thursday to ensure funds are deposited to the
District’s account on Friday. Because of the volume of grants that comprise DOH's budget, 100% adherence to the
CMIA for non-personnel services is not feasible; the weekly draw which occurs once in a five day work week period,
addresses the average clearance pattern.
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District Agency — Department of Health (DOH)

No. Program Findings/INoncompliance Questioned Costs
2007-20 U.S. Department of Health and Human Services Cash Management: Not Determinable
Funding Technique

HIV Care Formula Grants
CFDA Number: 93.917
Grant Award Number: 6X07HA00045-16-03,
6 X07HA00045-17
Grant Award Period: 4/1/06-3/31/07, 4/1/07-3/31/08

Criteria or Specific Requirement — The Cash Management Improvement Act of 1990 (CMIA) agreement between the
District of Columbia and the U.S. Department of Treasury requires that established funding techniques be complied
with when requesting federal funds. The CMIA Agreement identifies 2 funding techniques for the HIV Care Formula
Grants for the draw down of funds:

o Benefit payments require the use of the average clearance funding technique and a clearance pattern of 5
days and the amount of request shall be for the exact amount of the disbursement; and

o Reimbursement of payroll expenditures requires the use of the modified average clearance and a clearance
pattern of 0 days.

These funding techniques require the District to minimize the time that elapses between the payment of the
disbursement and the request for reimbursement.

Condition — We reviewed 4 out of the 14 draw downs made during FY 2007 totaling $6,618,354 and noted that the 4
draw downs sampled were not made in accordance with the provisions of the CMIA agreement.

The reimbursement requests for Revenue Collection Receipt (RCR) Nos. DA7THAA13, DA7HAA43, DA7HAAQ3, and
DA7HAA23 were made later than required by the CMIA agreement.

Context - This is a condition identified per review of DOH's compliance with the provisions of the CMIA agreement.
Effect - DOH is not in compliance with the provisions of the CMIA agreement. We noted examples where federal
funds were requested later than required. The opportunity to use the money for other immediate cash needs is

unnecessarily defayed when funds are not requested timely.

Cause — DOH did not appear to exercise due diligence in requesting federal funds consistent with the CMIA
agreement and its actual cash needs.

Recommendation - We recommend that DOH comply with the provisions of the CMIA agreement and request
federal funds consistent with the CMIA agreement funding technique and its actual cash needs.
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Views of Responsible Officials and Planned Corrective Actions — Management concurs that the Department of Health
is not in compliance with the Cash Management Act of 1990 (CMIA) Agreement in regards to requesting timely
reimbursement.

When the FY 2006 findings were made known to management, a new methodology was implemented. The new
methodology that was implemented around mid-July 2007, requires DOH/Office of the Chief Financial Officer
(OCFO) perform weekly draw downs based on the EIS Grant Drawdown Worksheet report of expenditures from
SOAR. Copies of the EIS report are distributed to the accountants who review it to determine how much is available
to draw on a specific grant. The cash draw request is made on Thursday to ensure funds are deposited to the
District's account on Friday. Because of the volume of grants that comprise DOH'’s budget, 100% adherence to the
CMIA for non-personnel services is not feasible; the weekly draw which occurs once in a five day work week period,
addresses the average clearance pattern.
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No. Program Findings/Noncompliance Questioned Costs
2007-21 U.S. Department of Health and Human Services Cash Management: Not Determinable
Funding Technique

Block Grants for Prevention and Treatment of
Substance Abuse

CFDA Number: 93.959

Grant Award Number: BIDCSAPT-07

Grant Award Period: 10/1/06-9/30/08

Criteria or Specific Requirement — The Cash Management Improvement Act of 1990 (CMIA) agreement between the
District of Columbia and the U.S. Department of Treasury requires that established funding techniques be complied
with when requesting federal funds. The CMIA Agreement identifies 2 funding techniques for the Block Grants for
Prevention and Treatment of Substance Abuse program for the draw down of funds:

¢ Program payments require the use of the average clearance funding technique and a clearance pattem of 5
days and the amount of request shall be for the exact amount of the disbursement; and

e Reimbursement of payroll expenditures requires the use of the modified average clearance and a clearance
pattern of 0 days.

These funding techniques require the District to minimize the time that elapses between the payment of the
disbursement and the request for reimbursement.

Condition — We reviewed 2 out of the 3 draw downs made during FY 2007 totaling $6,263,707 and noted that all
draw downs sampled were not made in accordance with the provisions of the CMIA agreement.

The reimbursement requests for Revenue Collection Receipt (RCR) Nos. DA7APBG1 and DA7APBG8 were made
later than required by the CMIA agreement. In addition, the reimbursement request for RCR No. DA7APBG1
included expenditures with the total amount of $23,599 which had not been disbursed when the request for the
drawdown was made.

Context - This is a condition identified per review of DOH's compliance with the provisions of the CMIA agreement.
Effect — DOH is not in compliance with the provisions of the CMIA agreement. DOH's requests for federal funds for
the program were not based on the exact amount of the actual disbursements. Interest may be owed to the Federal
government. In addition, we noted examples where federal funds are requested later than required. The opportunity
to use the money for other immediate cash needs is unnecessarily delayed when funds are not requested timely.

Cause —~ DOH did not appear to exercise due diligence in requesting federal funds consistent with the CMIA
agreement and its actual cash needs.
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Recommendation — We recommend that DOH comply with the provisions of the CMIA agreement and request
federal funds consistent with the CMIA agreement funding technique and its actual cash needs.

Views of Responsible Officials and Planned Corrective Actions — Management concurs that the Department of Health
is not in compliance with the Cash Management Act of 1990 (CMIA) Agreement in regards to requesting timely
reimbursement.

When the FY 2006 findings were made known to management, a new methodology was implemented. The new
methodology that was implemented around mid-July 2007, requires DOH/Office of the Chief Financial Officer
(OCFO) perform weekly draw downs based on the EIS Grant Drawdown Worksheet report of expenditures from
SOAR. Copies of the EIS report are distributed to the accountants who review it to determine how much is available
to draw on a specific grant. The cash draw request is made on Thursday to ensure funds are deposited to the
District's account on Friday. Because of the volume of grants that comprise DOH's budget, 100% adherence to the
CMIA for non-personnel services is not feasible; the weekly draw which occurs once in a five day work week period,
addresses the average clearance pattern.

* k k %k *

139



Government of the District of Columbia

Schedule of Findings and Questioned Costs
Year Ended September 30, 2007

District Agency - Department of Health (DOH)

No. Program Findings/INoncompliance Questioned Costs
2007-22 U.S. Department of Health and Human Services Cash Management: Not Determinable
Funding Technique

Maternal and Child Health Services Block Grant to
the States

CFDA Number: 93.994

Grant Award Number: 6B04MC06593-01-04
Grant Award Period: 10/1/05-9/30/07

Criteria or Specific Requirement — The Cash Management Improvement Act of 1990 (CMIA) agreement between the
District of Columbia and the U.S. Department of Treasury requires that established funding techniques be complied
with when requesting federal funds. The CMIA Agreement identifies 2 funding techniques for the Maternal and Child
Health Services Block Grant for the draw down of funds:

o Program payments require the use of the average clearance funding technique and a clearance pattem of 5
days and the amount of request shall be for the exact amount of the disbursement; and

e Reimbursement of payroll expenditures require the use of the modified average clearance and a clearance
pattern of 0 days.

These funding techniques require the District to minimize the time that elapses between the payment of the
disbursement and the request for reimbursement.

Condition — We reviewed 4 out of the 12 draw downs made during FY 2007 totaling $3,578,528 and noted that all
draw downs sampled were not made in accordance with the provisions of the CMIA agreement.

The reimbursement requests for Revenue Collection Receipt (RCR) Nos. DA7TMCH57, DA7TMCHO02, DA7TMCH38,
and DA7MCHO06 were made later than required by the CMIA agreement. In addition, the reimbursement requests for
RCR Nos. DA7TMCH57 and DA7MCH38 included expenditures with the total amount of $2,250 and $172,451,
respectively, which had not been disbursed when the requests for the drawdown were made.

Context — This is a condition identified per review of DOH's compliance with the provisions of the CMIA agreement.

Effect - DOH is not in compliance with the provisions of the CMIA agreement. DOH's requests for federal funds for
the program were not based on the exact amount of the actual disbursements. Interest may be owed to the Federal
government. In addition, we noted examples where federal funds were requested later than required. The
opportunity to use the money for other immediate cash needs is unnecessarily delayed when funds are not requested
timely.

Cause — DOH did not appear to exercise due diligence in requesting federal funds consistent with the CMIA
agreement and its actual cash needs.
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Recommendation — We recommend that DOH comply with the provisions of the CMIA agreement and request
federal funds consistent with the CMIA agreement funding technique and its actual cash needs.

Views of Responsible Officials and Planned Corrective Actions — Management concurs that the Department of Health
is not in compliance with the Cash Management Act of 1990 (CMIA) Agreement in regards to requesting timely
reimbursement.

When the FY 2006 findings were made known to management, a new methodology was implemented. The new
methodology that was implemented around mid-July 2007, requires DOH/Office of the Chief Financial Officer
(OCFO) perform weekly draw downs based on the EIS Grant Drawdown Worksheet report of expenditures from
SOAR. Copies of the EIS report are distributed to the accountants who review it to determine how much is available
to draw on a specific grant. The cash draw request is made on Thursday to ensure funds are deposited to the
District's account on Friday. Because of the volume of grants that comprise DOH's budget, 100% adherence to the
CMIA for non-personnel services is not feasible; the weekly draw which occurs once in a five day work week period,
addresses the average clearance pattern.
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No. Program Findings/Noncompliance Questioned Costs
2007-23 U.S. Department of Health and Human Services Eligibility Not Determinable

State Children's Health Insurance Program
CFDA Number: 93.767

Grant Award Number: 05-0705DC5021
Grant Award Period: 10/1/06-9/30/07

Criteria_or_Specific Requirement — 42 CFR part 457 has specific requirements for the State Children's Health
Insurance Program (SCHIP) that defines in detalil the eligibility requirements, supporting documentation requirements
and record retention policies.

Condition — The Department of Human Services' Income Maintenance Administration (IMA) is responsible for
determining participant eligibility for SCHIP. IMA uses the Automated Client Eligibility Determination System
(ACEDS) to evaluate the eligibility of the applicant. During our review, we noted the following exceptions for the 45
sampled cases:

Income was not verified for 6 of the 45 sampled cases.

There was no signed citizenship declaration form for 5 of the 45 sampled cases.

The Social Security Number was not furnished and verified for 1 of the 45 sampled cases.

In 1 of the 45 sample cases, we noted that the participant was given 6 additional months of SCHIP eligibility
after the due date of recertification. This was a result of the IMA representative not processing the
recertification documents in a timely manner.

In addition, we noted that overtime pay was inconsistently applied throughout the review of the 45 case files. There
was not adequate documentation inciuded in the case file explaining why overtime pay was to be included or
excluded in making eligibility determinations. The current decision to include or exclude overtime is made on a case-
by-case basis.

Context - This is a condition identified per review of DOH's compliance with specified requirements.

Effect - Ineligible participants may be receiving SCHIP benefits that they are not entitled to receive.

Cause - IMA customer service representatives (CSR) are not properly processing SCHIP applications and
performing the required verifications. In addition, the lack of documentation concerning the use of overtime when
determining income eligibility resulted in inconsistent eligibility decisions among SCHIP applicants.

Recommendation — We recommend that the Department of Human Services' IMA refine its internal control

procedures to ensure that SCHIP verifications are performed to adequately document the eligibility process. In
addition, we recommend that IMA better document overtime decisions when determining income eligibility for SCHIP.
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Views of Responsible Officials and Planned Corrective Actions - IMA welcomes recommendations to ensure
adequate determinations which ensure that we remain compliant with regulations. Internal controls have been
developed to adequately document the eligibility process. Decisions are being made on a case-by-case because of
the unique situations under which customers earn overtime. SSR's must determine whether the overtime is earned
regularly. IMA does have a policy regarding the determination of eligibility for customers who earn overtime. In Part
VI, Chapter 8.3 of the IMA Policy manual it says:

“If income is received on a regular basis and is representative of the amount the applicant or
recipient can reasonably be expected to receive throughout the eligibility period, total countable
income is projected on the basis of the income actually received during the thirty days preceding
the date of application or recertification.

If total countable income received during the thirty days preceding the date of application is not
representative of the income that the applicant or recipient can reasonably be expected to receive,
as in cases where the individual has been ill, is performing seasonal labor, or anticipates an
increase in income, make the necessary adjustment for an accurate projection of income.

If income is received on an irregular basis, review the case circumstances with the applicant or
recipient to determine the most appropriate means of projecting income.”

If a customer consistently worked overtime and is expected to continue to work overtime, the overtime pay received
in the prior 30 days should be used to determine on-going assistance. |f the customer is not expected to regularly
work overtime in the prospective certification period, the SSR would exclude the overtime when determining the
income to use for the new certification period. The decision to include or exclude overtime is done on a case-by-case
basis because the case worker must determine whether it will be regularly received during the new certification
period. Training on determining eligibility of persons with earned income, including overtime, was provided to all
SSRs in Fall 2006 above. As well, SSRs have received training on determining eligibility for customers with eamings
that include overtime.

IMA responses to the particular findings are listed below:

o For the exceptions regarding income not verified, IMA agreed with the auditor's finding for 4 of the 6 cases
cited. Income was verified for the 2 remaining cases.

* |MA agrees with the auditor's findings. However, birth records verified citizenship and verification from the
Department of Homeland Security verified the customer's qualified immigration status.

e For the case cited for not having or verifying the SSN, IMA disagrees. The SSN was furnished by the
customer and verified by the Social Security Administration.

e For the case cited for additional months of eligibility, IMA agrees with the auditor's finding. However,
because the recertification was received timely yet incomplete, the customer must be allowed time to
provide verification.
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2007-24 U.S. Department of Health and Human Services Eligibility Not Determinable

Medical Assistance Program Cluster
CFDA Number ; 93.775, 93.777, 93.778
Grant Award Number: 05-0705DC5028
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain
internal control over Federal programs that provides reasonable assurance that the auditee is managing Federal
awards in compliance with laws, regulations, and the provisions of contracts or grant agreements that could have a
material effect on each of its Federal programs.”

Condition — The Department of Human Services' Income Maintenance Administration (IMA) is responsible for
determining participant eligibility for the Medical Assistance Program (MA). IMA uses the Automated Client Eligibility
Determination System (ACEDS) to evaluate the eligibility of the applicant. We noted the following during our review
of 132 participant files which had been selected for testing:

e 2 of the 132 participant files were missing documentation to conclude whether the applicant was Medicaid
eligible.

o 10f 132 participant files sampled did not have a signed application.

o 7 of the 132 participant files did not have evidence that the applicant's income was verified.

Without IMA maintaining the proper documentation in the case file, we were unable to verify whether certain
participants were properly enrolled in the MA program.

This condition was also identified and reported during the prior year Single audit. As a result, we noted that little or
no progress has been made to correct the deficiencies concerning Medical Assistance eligibility.

Context - This is a condition identified per review of DOH’s compliance with specified requirements.

Effect — Without proper documentation, ineligible participants may be receiving MA benefits that they are not entitled
to receive.

Cause - IMA does not appear to have adequate internal control procedures to ensure that documentation is
maintained and participant files are secured. Participant files are maintained at several different locations instead of
in a centralized location. This policy makes obtaining participant files a difficult task, and leads to the increased
possibility of misplacing participant files.
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Recommendation - We recommend that the Department of Human Services' IMA improve internal control
procedures to ensure that documentation is maintained to support eligibility decisions and that files are properly
maintained and secured.

Views of Responsible Officials and Planned Corrective Actions — IMA has contracted with a consultant who will
completely review and analyze the business processes within the administration. This analysis will facilitate the
design of a more robust, efficient, and effective operational environment that will minimize the potential for errors
across all programs. Staff from across IMA is working collaboratively to redesign this customer service model from
intake to recertification.

IMA responses to the particular findings are listed below:

1. Two (2) of the 132 participant files were missing documentation to conclude whether the applicant was Medicaid
eligible.

IMA's modemization effort includes the imaging of case files and all supporting documentation. This
paperless environment will provide digital document management and will greatly reduce the occurrence of
missing documentation. The imaging process is scheduled to begin before the end of calendar year 2008.

Additionally, a memorandum was issued to all staff in August 2007 regarding Case Record Management.
Specifically addressed were the requirements for retaining documentation, guidelines for purging files, and
instructions on how to tag a current record when a “retired” record exists. The memorandum stressed
maintaining all case documentation which supports the eligibility determination.

2. One (1) of the 132 participant's files did not have a signed application.

IMA's modemization effort includes electronic signatures. The web based system will prompt the customer
to sign the application or recertification before the document is considered complete. An applicant will not
be able to submit an unsigned application or recertification.

In December 2007, January and March 2008 trainings were conducted which targeted steps that must be
followed to ensure that cases are eligible for benefits. The steps included accurate review of the
application, including the signature, which attests to the applicants/recipients request for benefits.

3. Seven (7) of the 132 participant files did not have evidence that the applicant’s income was verified.

A central component of IMA's modernization effort includes the use of a web-based system that the
customer could access from home, or any community access points. Jurisdictions which have already
implemented such a system have experienced up to a 90% reduction in customers coming into their centers
to speak with eligibility workers. If even a fraction of our consumers utilized the on-line application, this
change in our business process would give workers more time to devote to ensuring that all aspects of
eligibility were verified.
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In December 2007, January and March 2008, trainings were conducted which targeted steps that must be
followed to ensure that cases are eligible for benefits. The steps included an accurate review of the
application, and the verification process for each error element.
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2007-25 U.S. Department of Housing and Urban Reporting Not Determinable
Development

Housing Opportunities for Persons With AIDS
CFDA Number: 14.241

Grant Award Number: DCH06-F001

Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — The OMB Circular A-133 Compliance Supplement requires DOH to submit the
Annual Progress Report (HUD 40110, OMB No. 2506-0133) within 90 days after the close of the program year.

Condition — The Department of Health - HIV/AIDS Administration (HAA) was unable to provide the required Annual
Progress Report (HUD 40110, OMB No. 2506-0133). There was no evidence that such report was submitted.

Context - This is a condition identified per review of DOH's compliance with specified requirements.

Effect — Failure to submit reports is a violation of the requirements of the OMB Circular A-133 Compliance
Supplement.

Cause - It appears that DOH does not have adequate policies and procedures in place to ensure that the Annual
Progress Report for the HOPWA program is prepared and submitted as required by the Federal Agency.

Recommendation — We recommend DOH establish proper policies and procedures to ensure that the Annual
Progress Report for the HOPWA program is prepared as required by the OMB Circular A-133 Compliance
Supplement. In addition, DOH should also ensure that the report is submitted on a timely basis.

Views of Responsible Officials and Planned Corrective Actions — Management concurs with the finding. HAA has
experienced a turn-over of senior management during the fiscal year. In addition, the employee responsible for
preparing the report was hospitalized and subsequently resigned from HAA. Recently, HAA has filled that position.
The report will be completed and forwarded to the Grantor.
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2007-26 U.S. Department of Housing and Urban Subrecipient Monitoring Not Determinable
Development

Housing Opportunities for Persons With AIDS
CFDA Number: 14.241

Grant Award Number: DCH06-F001

Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — The OMB Circular A-133 Compliance Supplement indicates that a grantee must
have policies and procedures in place to (1) monitor the subrecipient's use of Federal awards through site visits or
other means to provide reasonable assurance that the subrecipient administers Federal awards in compliance with
laws, regulations, and the provisions of contracts or grant agreements and that performance goals are achieved; (2)
ensure required audits are performed and require the subrecipient to take prompt corrective action on any audit
findings; and (3) evaluate the impact of subrecipient activities on the pass-through entity's ability to comply with
applicable Federal regulations.

Compliance with these requirements is required to be documented and files are required to be retained in
accordance with OMB Circular A-102.

Condition ~ The Department of Health - HIV/AIDS Administration (HAA) did not perform the required monitoring of its
subrecipients. During our testing, we noted that out of 7 subrecipient monitoring folders sampled:

e 5 subrecipients did not submit their financial and programmatic packages and other reports on a timely
basis.

o Documentation of the impact of audit findings in the A-133 reports or the corrective action plan follow-up
with 3 subrecipients was not able to be provided.

e There was no evidence that on-site visit monitoring reports were transmitted or noncompliance identified
was followed up with 7 subrecipients.

e 1 subrecipient folder did not have the close out report.

Context — This is a condition identified per review of DOH's compliance with specified requirements.

Effect — Failure to properly monitor subrecipients could lead to subrecipients inappropriately using federal funds.

Cause - HIV/AIDS Administration failed to follow existing policies and procedures to demonstrate that it has complied
with the requirements of OMB Circular A-133 for subrecipient monitoring. Improper monitoring of subrecipients could
lead to noncompliance with laws and regulations of federal awards and improper spending of federal funds.
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Recommendation — The HIV AIDS Administration should adhere to its internal policies and procedures to ensure that
it is appropriately monitoring subrecipient activities. In performing the monitoring function, the HIV/AIDS
Administration should ensure that it documents the:

e Scope, timing, and results of its review (inspection, review of management documentation, review of
performance requirements, review of A-133 report, review of financial requirement, etc.).

e A formalized corrective action plan for A-133 reports with findings.

¢ Consideration of site visits, when appropriate.

e lIts system for monitoring and follow-up with subrecipients who are not 100% in compliance with
requirements.

The policies and procedures should outline an appropriate timeframe for follow-up and the types of follow-up required
in various situations.

All documentation should be maintained for monitoring efforts in a subrecipient monitoring folder. The HIV/AIDS
Administration should also establish safeguards to ensure all the subrecipients have had the required A-133 audit, if
appropriate, and ensure that all the subrecipient folders are properly maintained.

Views of Responsible Officials and Planned Corrective Actions — Management concurs that subrecipients did not
submit their financial and programmatic packages and other reports on a timely basis. Management has determined
that the 5-day timeline for subrecipients to submit reports was not reasonable. As such, the submission deadline for
invoices has been amended from the fifth business day to the tenth business day of the month. HAA expects that the
extended timeline will greatly reduce the late submission of invoices.

HAA's Grants Management Bureau regularly collects Single Audit Reports from each of our subrecipients that meet
the expenditure threshold annotated in OMB Circular A-133. After receiving those reports, they are forwarded to the
DOH/Office of the Chief Financial Officer (OCFO) for review. Previously, we depended on the OCFO to provide
technical review follow-up with findings. However, HAA assigned one of its staff members who has the expertise to
provide technical review and follow-up on A-133 findings. As such, documentation of corrective action plans and
follow-up with the subrecipients by Grants personnel will become a formal part of supervision by management. In
addition, HAA will strengthen oversight to ensure that reports are collected and placed in the Grants Management
file.
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2007-27 U.S. Department of Health and Human Services Subrecipient Monitoring Not Determinable

HIV Emergency Relief Project Grants

CFDA Number: 93.914

Grant Award Number: 6H89HA00012-16,
6HB89HA00012-17

Grant Award Period: 3/1/06-2/28/07,
3/1/07-2/29/08

Criteria or Specific Requirement — The OMB Circular A-133 Compliance Supplement indicates that a grantee must
have policies and procedures in place to (1) monitor the subrecipient's use of Federal awards through site visits or
other means to provide reasonable assurance that the subrecipient administers Federal awards in compliance with
laws, regulations, and the provisions of contracts or grant agreements and that performance goals are achieved; (2)
ensure required audits are performed and require the subrecipient to take prompt corrective action on any audit
findings; and (3) evaluate the impact of subrecipient activities on the pass-through entity's ability to comply with
applicable Federal regulations.

Compliance with these requirements is required to be documented and files are required to be retained in
accordance with OMB Circular A-102.

Condition — The Department of Health - HIV/AIDS Administration (HAA) did not perform the required monitoring of its
subrecipients. During our testing, we noted that out of 8 subrecipient monitoring folders sampled:

o 2 subrecipients did not submit their financial and programmatic packages and other reports on a timely
basis.

e Documentation of the impact of audit findings in the A-133 reports or the corrective action plan follow-up
with 3 subrecipients was not able to be provided.

e There was no evidence that on-site visit monitoring reports were transmitted or noncompliance identified
was followed up with 8 subrecipients.

Context - This is a condition identified per review of DOH's compliance with specified requirements.
Effect - Failure to properly monitor subrecipients could lead to subrecipients inappropriately using federal funds.

Cause - HIV/AIDS Administration failed to follow existing policies and procedures to demonstrate that it has complied
with the requirements of OMB Circular A-133 for subrecipient monitoring. Improper monitoring of subrecipients could
lead to noncompliance with laws and regulations of the Federal awards and improper spending of federal funds.
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Recommendation — The HIV AIDS Administration should adhere to its intemal policies and procedures to ensure that
it is appropriately monitoring subrecipient activities. In performing the monitoring function, the HIV/AIDS
Administration should ensure that it documents the:

e Scope, timing, and results of its review (inspection, review of management documentation, review of
performance requirements, review of A-133 report, review of financial requirement, etc.).

e Aformalized corrective action plan for A-133 reports with findings.
Consideration of site visits, when appropriate.

e Its system for monitoring and follow-up with subrecipients who are not 100% in compliance with
requirements.

The policies and procedures should outline an appropriate timeframe for follow-up and the types of follow-up required
in various situations.

All documentation should be maintained for monitoring efforts in a subrecipient monitoring folder. The HIV/AIDS
Administration should also establish safeguards to ensure all the subrecipients have had the required A-133 audit, if
appropriate, and ensure that all the subrecipient folders are properly maintained.

Views of Responsible Officials and Planned Corrective Actions — Management concurs that subrecipients did not
submit their financial and programmatic packages and other reports on a timely basis. Management has determined
that the 5-day timeline for subrecipients to submit reports was not reasonable. As such, the submission deadline for
invoices has been amended from the fifth business day to the tenth business day of the month. HAA expects that the
extended timeline will greatly reduce the late submission of invoices.

HAA's Grants Management Bureau regularly collects Single Audit Reports from each of our subrecipients that meet
the expenditure threshold annotated in OMB Circular A-133. After receiving those reports, they are forwarded to the
DOH/Office of the Chief Financial Officer (OCFO) for review. Previously, we depended on the OCFO to provide
technical review follow-up with findings. However, HAA assigned one of its staff members who has the expertise to
provide technical review and follow-up on A-133 findings. As such, documentation of corrective action plans and
follow-up with the subrecipients by Grants personnel will become a formal part of supervision by management. In
addition, HAA will strengthen oversight to ensure that reports are collected and placed in the Grants Management
file.

* k k k k
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District Agency — Department of Health (DOH)

No. Program Findings/Noncompliance Questioned Costs
2007-28 U.S. Department of Health and Human Services Subrecipient Monitoring Not Determinable

HIV Care Formula Grants
CFDA Number: 93.917
Grant Award Number: 6X07HA00045-16-03,
6 X07HA00045-17
Grant Award Period: 4/1/06-3/31/07, 4/1/07-3/31/08

Criteria or Specific Requirement — The OMB Circular A-133 Compliance Supplement indicates that a grantee must
have policies and procedures in place to (1) monitor the subrecipient's use of Federal awards through site visits or
other means to provide reasonable assurance that the subrecipient administers Federal awards in compliance with
laws, regulations, and the provisions of contracts or grant agreements and that performance goals are achieved; (2)
ensure required audits are performed and require the subrecipient to take prompt corrective action on any audit
findings; and (3) evaluate the impact of subrecipient activities on the pass-through entity's ability to comply with
applicable Federal regulations.

Compliance with these requirements is required to be documented and files are required to be retained in
accordance with OMB Circular A-102.

Condition — The Department of Health - HIV/AIDS Administration (HAA) did not perform the required monitoring of its
subrecipients. During our testing, we noted that out of the 6 subrecipient monitoring folders sampled:

o 3 subrecipients did not submit their financial and programmatic packages and other reports on a timely
basis. This includes 1 subrecipient that did not attach supporting documents to a monthly financial package.
No evidence of follow-up was made by DOH.

o There was no evidence that on-site visit monitoring reports were transmitted or noncompliance identified
was followed up with 6 subrecipients.

e Documentation of the impact of audit findings in the A-133 reports or the corrective action plan follow-up
with 1 subrecipient was not able to be provided. 1 subrecipient did not have the required A-133 report.

Context — This is a condition identified per review of DOH's compliance with specified requirements.
Effect — Failure to properly monitor subrecipients could lead to subrecipients inappropriately using federal funds.

Cause - HIV/AIDS Administration failed to follow existing policies and procedures to demonstrate that it has complied
with the requirements of OMB Circular A-133 for subrecipient monitoring. Improper monitoring of subrecipients could
lead to noncompliance with laws and regulations of the Federal awards and improper spending of federal funds.
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Recommendation — The HIV AIDS Administration should adhere to its intemnal policies and procedures to ensure that
it is appropriately monitoring subrecipient activities. In performing the monitoring function, the HIV/AIDS
Administration should ensure that it documents the:

e Scope, timing, and results of its review (inspection, review of management documentation, review of
performance requirements, review of A-133 report, review of financial requirement, etc.).

o A formalized corrective action plan for A-133 reports with findings.

o Consideration of site visits, when appropriate.

e lts system for monitoring and follow-up with subrecipients who are not 100% in compliance with
requirements.

The policies and procedures should outline an appropriate timeframe for follow-up and the types of follow-up required
in various situations.

All documentation should be maintained for monitoring efforts in a subrecipient monitoring folder. The HIV/AIDS
Administration should also establish safeguards to ensure all the subrecipients have had the required A-133 audit, if
appropriate, and ensure that all the subrecipient folders are properly maintained.

Views of Responsible Officials and Planned Corrective Actions - Management concurs that subrecipients did not
submit their financial and programmatic packages and other reports on a timely basis. Management has determined
that the 5-day timeline for subrecipients to submit reports was not reasonable. As such, the submission deadline for
invoices has been amended from the fifth business day to the tenth business day of the month. HAA expects that the
extended timeline will greatly reduce the late submission of invoices.

HAA's Grants Management Bureau regularly collects Single Audit Reports from each of our subrecipients that meet
the expenditure threshold annotated in OMB Circular A-133. After receiving those reports, they are forwarded to the
DOH/Office of the Chief Financial Officer (OCFO) for review. Previously, we depended on the OCFO to provide
technical review follow-up with findings. However, HAA assigned one of its staff members who has the expertise to
provide technical review and follow-up on A-133 findings. As such, documentation of corrective action plans and
follow-up with the subrecipients by Grants personnel will become a formal part of supervision by management. In
addition, HAA will strengthen oversight to ensure that reports are collected and placed in the Grants Management
file.
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District Agency — Department of Health (DOH)

No. Program Findings/Noncompliance Questioned Costs
2007-29 U.S. Department of Health and Human Services Special Tests and Not Determinable
Provisions: Inpatient
Medical Assistance Program Cluster Hospital and Long-Term
CFDA Number: 93.775, 93.777,93.778 Care Facility Audits

Grant Award Number: 05-0705DC5028
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement ~ The OMB Circular A-133 Compliance Supplement requires that the State Medicaid
agency must provide for the periodic audits of financial and statistical records of participating providers.

Condition — The Department of Health provides Medicaid services to eligible District residents through Inpatient and
Long-Term Care Facilities. These facilities include various District agencies and third-party service providers. The
costs incurred by these facilities are summarized in a cost report that is submitted to the Medicaid Assistance
Administration (MAA), part of the District's Department of Health, for approval before those claims are submitted to
the Federal government for reimbursement.

The cost reports are required by the Medicaid State Plan to be audited. DOH contracts with a third party contractor
to perform the audits of the cost reports. However, we noted that the contract to audit the cost reports expired on
June 30, 2007, and District personnel have represented that a new contract has not yet been issued. The audit of
cost reports will continue once a new contract is in place.

We noted that DOH is significantly behind schedule in auditing cost reports received from these facilities. In addition,
the audit of cost reports are completed within a significant period of time after DOH receives them from the provider.
The difference between costs submitted for reimbursement and the costs actually reimbursed result in the use of
local, rather than federal, dollars to fund the Medicaid expenditures.

Context — This is a condition identified per review of DOH's compliance with specified requirements.

Effect — Without timely audits of the cost reports, DOH has no assurance that the costs incurred by the medical
facilities are actual costs incurred.

Cause — DOH did not have a contract in place to perform audits of the cost reports provided by the Inpatient
Hospitals and Long Term Care Facilities. Additionally, the delays in the completion of the audit of the cost reports
were generally due to: (1) delays in submission of cost reports by District agencies; (2) appeals by the agencies and
third-party providers for the disallowances by MAA caused by failure to file Medicaid claims timely, as well as to
provide sufficient support for the claims that are incurred; and (3) delays in resubmission of revised cost reports
together with the additional documentation to support previously disallowed claims.
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Recommendation — We recommend that DOH comply with the Federal regulations and perform audits of cost reports
in a timely manner. This will allow the District to reduce the time between the Medicaid expenditures being incurred
and the ultimate reimbursement from the Federal government.

Views of Responsible Officials and Planned Corrective Actions — MAA does have a contract in place with two audit
contractors in FY 2008 to perform cost report audits. MAA does not concur with this finding because most of the
inpatient hospitals are on a DRG system of reimbursement and these rates are established as prospective rates.
Under a prospective rate methodology there is no requirement for annual audits of inpatient hospitals and long term
care facilities.

Further for the cost reimbursement specialty hospitals, MAA is conducting these audits in FY 2008.

* k k k *
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No. Program Findings/Noncompliance Questioned Costs
2007-30

This finding # was not used.
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District Agency — Department of Health {DOH)

No. Program Findings/Noncompliance Questioned Costs
2007-31 U.S. Department of Health and Human Services Special Tests and Not Determinable
Provisions: Utilization
Medical Assistance Program Cluster Control and Program
CFDA Number: 93.775, 93.777,93.778 Integrity

Grant Award Number: 05-0705DC5028
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — Per 42 Code of Federal Regulations § 1007.11, duties and responsibilities of the
State Medicaid fraud control unit requires that the unit conduct a Statewide program for investigating and prosecuting
(or referring for prosecution) violations of all applicable State laws pertaining to fraud in the administration of the
Medicaid program, the provision of medical assistance, or the activities of providers of medical assistance under the
State Medicaid plan.

Condition — The Department of Health's Medical Assistance Administration (MAA) is not referring all potential fraud
cases directly to the Medicaid Fraud Control Unit (MFCU). The MAA's Office of Surveillance and Utilization (SUR) is
mandated to perform surveillance and utilization reviews that monitor and control improper or illegal utilization of the
program by the providers and recipients of medical services and make referrals to the MFCU if they suspect fraud or
abuse. However, we noted that the SUR unit referred 42 potential fraud cases to the Office of Investigation and
Compliance (OIC) within the DOH instead of referring the cases directly to the MFCU.

The OIC conducts an investigation into the potential fraud case and then after inquiry and data gathering, it will then
refer the case to the MFCU. This is a duplication of effort for OIC and interferes with MFCU investigating potential
fraud cases once the case is referred to them.

On May 27, 2003, a Memorandum of Understanding was signed between the Office of the Inspector General
Medicaid Fraud Control Unit and the Department of Health Medical Assistance Administration. The MOU delineates
the terms and conditions for both parties. Specifically, it requires that the MAA refer matters when they have
suspicion of fraud.

This issue of DOH referring cases of potential fraud to the OIC instead of the MFCU was reported in the FY 2006
OMB Circular A-133 audit report. We noted that DOH has taken no corrective action to correct this issue during FY
2007.

Context — During FY 2007, MAA referred 15% of the total fraud cases to the MFCU and none of the 154 abuse and
neglect cases were referred to the MFCU.

Effect - The MFCU is not being fully utilized to investigate and prosecute potential fraud cases. In addition, the OIC
is duplicating the effort of the MFCU by conducting its own investigation(s).
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Cause — MAA is not complying with the terms and conditions of the MOU signed with MFCU and is in violation of the
Federal Regulations.

Recommendation — We recommend that DOH comply with the terms and conditions of the MOU and make SUR
referrals directly to MFCU. In addition, we recommend that MAA's OIC discontinue investigating referrals from SUR
and comply with the requirements of 42 CFR section 1007 and let the MFCU investigate and prosecute potential
fraud cases.

Views of Responsible Officials and Planned Corrective Actions — See below for responses from both MAA and the
MFCU.

MAA’s Response;

The audit finding cited above contains erroneous data and does not reflect an understanding of Federal and District
regulations and administrative rules.

In contrast to the findings cited, MAA does refer all potential fraud cases directly to the MFCU, after first conducting
(as required under federal law) a preliminary investigation to determine whether or not a given incident is a possible

fraud case.

Federal regulations at 42 CFR Part 455 (cited below), require the State Medicaid agency to first investigate potential
fraud cases and then after inquiry and data gathering, refer cases of suspected fraud to appropriate officials including

the MFCU.
TITLE 42--PUBLIC HEALTH

CHAPTER IV--CENTERS FOR MEDICARE & MEDICAID SERVICES, DEPARTMENT OF
HEALTH AND HUMAN SERVICES

PART 455 PROGRAM INTEGRITY: MEDICAID
Subpart A Medicaid Agency Fraud Detection and Investigation Program
Sec. 455.13 Methods for identification, investigation, and referral.

The Medicaid agency must have--
(a) Methods and criteria for identifying suspected fraud cases;
(b) Methods for investigating these cases that--
(1) Do not infringe on the legal rights of persons involved; and
(2) Afford due process of law; and
(c) Procedures, developed in cooperation with State legal
authorities, for referring suspected fraud cases to law enforcement
officials.
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Sec. 455.14 Preliminary investigation.

If the agency receives a complaint of Medicaid fraud or abuse from

any source or identifies any questionable practices, it must conduct a

preliminary investigation to determine whether there is sufficient basis to warrant a full
investigation.

Pursuant to this federal law, the District of Columbia’s Medicaid State Plan requires that:

“The Medicaid Agency has established and will maintain methods,
criteria and procedures that meet all requirements of 42 CFR 455.13
through 455.21 and 42 CFR 455.23 for prevention and control of
program fraud and abuse.”

(See District of Columbia Medicaid State Plan, TN. No. 02-06).

MAA's Office of Investigations and Compliance (OIC) (not the SURS unit) is the functional unit within MAA that
conducts the preliminary investigations as required by 42 CFR 455.14, and which refers suspected cases of fraud
and abuse to the MFCU.

If MAA were to refer all variations in Medicaid service utilization detected by the SURS unit without conducting a
preliminary investigation, MAA would be in violation of federal regulations governing Medicaid and the federally
required District of Columbia Medicaid State Plan, and the Deficit Reduction Act of 2006, and potentially, other
federal and local laws, rules and regulations governing Medicaid program operations and safeguards. This also
would not be a reasonable approach to surveillance, investigation, and detection. Moreover, in June 2008, MAA
management staff attended a federally sponsored (U.S. Department of Health and Human Services) conference on
best state practices with respect to program integrity. The practices followed by the District's Medicaid program follow
the practices recommended by DHHS.

The MOU that the MFCU is required to execute with MAA has expired and the MFCU and MAA are actively engaged
in negotiating a new one. This MOU is expected to be executed in FY 2009.

MFCU’s Response:

The Office of the Inspector General, Medicaid Fraud Control Unit agrees with the findings set forth above. MAA's
non-compliance with federal statutes and the MFCU/MAA MOU has been discussed on numerous occasions with
MAA staff and management since 2001. In fact, the MFCU has shared the federal statutes with the staff at MAA to
insure that they are knowledgeable regarding their responsibility under law. MAA continues to violate both federal
statutes and the current MOU.

In FY 2007, the MFCU had almost no contact with relevant sections at MAA (SUR and Office of Investigations and
Comptiance [OIC)).
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As a result, the MFCU was not made aware of what fraud detection activities were being undertaken by MAA. The
MFCU had no information regarding providers, provider types, or fraud schemes that were being reviewed for signs
of fraud. In addition to duplicating the MFCU's efforts to investigate fraud, it is problematic that the activities of the
OIC actually delay, interfere, impede, and complicate the MFCU's investigative activities. As part of their “preliminary
investigation,” the OIC gathers data, interviews witnesses, reviews documents, and visits provider sites. These OIC
actions are extremely harmful, as providers are forewarned that they are the subjects of scrutiny, giving them the
opportunity to amend or destroy documents, hire and fire staff, change practices, or otherwise alter evidence that
may be critical to the criminal investigation conducted by the MFCU. In addition, the interviews conducted by the OIC
create potential evidence problems for the criminal prosecutors, such as duplicative or conflicting statements of
witnesses.

In some instances, the OIC has referred suspected fraud not only to MFCU, but to multiple law enforcement
agencies, including the Federal Bureau of Investigation (FBI) and the Health and Human Services Office of the
Inspector General (HHS OIG). Those agencies requested that OIC simply identify potential fraud committed by
providers and turn the matters over to law enforcement for investigation. That request was made because MAA was
unnecessarily expending efforts, time, and resources conducting inquiries into fraud matters, delaying the referral of
information to the MFCU, the law enforcement entity statutorily mandated to conduct the full investigation into
suspected fraud (see 42 CFR § 455.13 Methods for identification, investigation, and referral and § 455.15 Full
investigation).

MAA's violation of the federal statute and the MOU is problematic. The federal statutory scheme clearly intends that
the single state agency SUR unit detect fraud, and conduct a preliminary investigation (see 42 CFR § 455.14
Preliminary investigation), then refer matters of suspected fraud to the MFCU for criminal investigation and
prosecution. The MFCU staff of criminal investigators, auditors, and prosecutors should be the professionals who
initiate the full investigation into potential fraud committed by providers.
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No. Program Findings/Noncompliance Questioned Costs
2007-32

This finding # was not used.
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District Agency — Office on Aging (DCOA)

No. Program Findings/Noncompliance Questioned Costs
2007-33 U.S. Department of Health and Human Services Allowable Costs: $13,915

Nonpayroll Activities
Special Programs for the Aging Cluster
CFDA Number: 93.044, 93.045, 93.053
Grant Award Number: 07AADCT3SP
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — Per OMB Circular No. A-87, it is noted that to be allowable under Federal awards,
costs must be adequately documented.

Condition — DCOA failed to provide evidence that costs incurred were allowable for 1 of the 34 nonpayroll
expenditures selected for testing.

Context — This is a condition identified per review of DCOA’s compliance with specified requirements. This
transaction was a reclassification of grant expenditures from local funds to the grant above. However, supporting
documentation, such as the invoice, was not maintained in the files and not available for review.

Effect — A lack of supporting documentation for program expenditures could result in disallowed costs. In addition,
inadequate controls could result in unallowed transactions being paid with federal funds.

Cause - It appears that there are insufficient monitoring controls by DCOA's fiscal personnel to ensure that
appropriate documentation is maintained in the files.

Recommendation — We recommend that DCOA review its current record retention policy to ensure that adequate
supporting documentation is maintained for all expenditures incurred for the federal program. Access to files should
be limited to authorized personnel. Removal/retrieval of supporting documentation should be tracked as to the
person removing the documentation and the date the data was removed and retumed.

Views of Responsible Officials and Planned Corrective Actions - The $13,915 was a legitimate expenditure that had
been charged to local funds instead of Title 1B funds; hence a journal entry was made to classify the expenditure to
its proper funding source.

The District of Columbia Office of Aging has proper monitoring controls to ensure appropriate documentation is
reviewed, analyzed, and properly filed for all financial transactions. When the $13,915 was recorded in the general
ledger it was not tracked as a separate amount, but instead became a part of the total documentation for the full Title
1B grant.
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No. Program Findings/Noncompliance Questioned Costs
2007-34

This finding # was not used.
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No. Program Findings/Noncompliance Questioned Costs
2007-35

This finding # was not used.
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District Agency - Office of the City Administrator (OCA)

No. Program Findings/Noncompliance Questioned Costs
2007-36 U.S. Department of Homeland Security Allowable Costs: $18,677

Nonpayroll Activities
Homeland Security
CFDA Number: 97.067
Grant Award Number: 2005-GE-T5-0024
2006-GE-T6-0037
Grant Award Period: 10/1/04-3/31/08,
7/1/06-6/30/09

Criteria or Specific Requirement — Per Attachment A, OMB Circular A-87 Section C (1) (j), we noted that “to be
allowable under Federal awards, costs must be adequately documented.”

Condition - We noted that OCA failed to provide adequate supporting documentation to certify that only allowable
costs were charged to the grant. Out of a sample of 71 nonpayroll transactions tested, adequate documentation was
not provided for 4 items. We were also unable to determine if these expenditures were incurred within the required
period of availability.

Context — This is a condition identified per review of OCA's compliance with specific requirements. Questioned costs
amounted to $18,677 for nonpayroll transactions which were not adequately supported.

Effect — OCA is not in compliance with stated requirements and program directives governing the grant.

Cause - Management does not have adequate policies and procedures in place to ensure compliance with
applicable allowable cost principles.

Recommendation — We recommend that the OCA implement policies and procedures to ensure that supporting
documentation can be furnished when requested.

Views of Responsible Officials and Planned Corrective Actions — The Agency performs a thorough review of all
subrecipient reimbursement requests to ensure that costs are not only allowable, but are spent according to the
project plan and budget. Our financial management team meticulously identifies and resolves any discrepancies
before approving, certifying, and forwarding all reimbursement requests to the Office of the Chief Financial Officer for
disbursement. Out of the 4 transactions noted as having partial documentation, we can assure the audit team that
our subrecipients have the documentation on file.

Furthermore, within the past year, the Agency invested in grant management software referred to as the National
Capital Region Grants Management System (NCR/GMS) which is a tool to effectively track and monitor subrecipient
spending. All invoices and proof of payment that are submitted for reimbursement are stored electronically in
NCR/GMS so we will be able to match all payments to the invoices that support them.
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The launching of NCR/GMS has provided a significant improvement in the program's ability to ensure that we have
all documentation on file to support every cost incurred against each of our subgrant awards thereby ensuring that
only allowable costs are charged to the grant and within the period of performance.
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District Agency — Office of the City Administrator (OCA)

No. Program Findings/INoncompliance Questioned Costs
2007-37 U.S. Department of Homeland Security Cash Management: Not Determinable
Funding Technique

Homeland Security

CFDA Number: 97.067

Grant Award Number: 2005-GE-T5-0024,
2006-GE-T6-0037

Grant Award Period: 10/1/04-3/31/08,
7/1/06-6/30/09

Criteria or Specific Requirement — The Cash Management Improvement Act of 1990 (CMIA) agreement between the
District of Columbia and the U.S. Department of Treasury requires that established funding techniques be complied
with when requesting federal funds. The CMIA Agreement identifies a funding technique for the Homeland Security
program for the draw down of funds:

o Benefit payments and administrative costs require the use of the average clearance funding technique and
a clearance pattern of 5 days and the amount of request shall be for the exact amount of the disbursement.

These funding techniques require the District to minimize the time that elapses between the payment of the
disbursement and the request for reimbursement.

Condition — Per review of the CMIA report, we selected a sample of 16 items and noted that for all of the items
selected for testing:

e The clearance pattern used for the draw downs was not in accordance with the CMIA Agreement.
e The District did not draw down funds using the funding technique required by the CMIA agreement.

Context - This is a condition identified per review of OCA's compliance with the provisions of the CMIA agreement.

Effect - OCA is not in compliance with the provisions of the CMIA agreement. OCA'’s requests for federal funds for
the program may not be based on the exact amount of the actual disbursements. Interest may be owed to the
Federal government. In addition, we noted examples where federal funds were requested later than required. The
opportunity to use the money for other immediate cash needs is unnecessarily delayed when funds are not requested
timely.

Cause - OCA did not appear to exercise due diligence in requesting federal funds consistent with the CMIA
agreement and its actual cash needs.

Recommendation — We recommend that OCA comply with the provisions of the CMIA agreement and request federal
funds consistent with the CMIA agreement funding technique and its actual cash needs.
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Views of Responsible Officials and Planned Corrective Actions — Office of Finance and Resource Management policy
for requesting funds is bi-weekly; however, going forward we will request funds as required by the CMIA agreement.
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District Agency — Office of the City Administrator (OCA)

No. Program Findings/Noncompliance Questioned Costs
2007-38 U.S. Department of Homeland Security Cash Management: Not Determinable
Funding Technique

Transit Security

CFDA Number: 97.075

Grant Award Number: 2005-GB-T5-0004
Grant Award Period: 7/1/05-12/31/07

Criteria or Specific Requirement — The Cash Management Improvement Act of 1990 (CMIA) agreement between the
District of Columbia and the U.S. Department of Treasury requires that established funding techniques be complied
with when requesting federal funds. The CMIA Agreement identifies a funding technique for the Transit Security
program for the draw down of funds:

o Benefit payments and administrative costs require the use of the average clearance funding technique and
a clearance pattern of 5 days and the amount of request shall be for the exact amount of the disbursement.

These funding techniques require the District to minimize the time that elapses between the payment of the
disbursement and the request for reimbursement.

Condition — Per review of the CMIA report, we selected the entire population of 7 items and noted that for all of the
items selected for testing:

e The clearance pattern used for the draw downs was not in accordance with the CMIA Agreement.
e The District did not draw down funds using the funding technique required by the CMIA agreement.

Context — This is a condition identified per review of OCA's compliance with the provisions of the CMIA agreement.

Effect — OCA is not in compliance with the provisions of the CMIA agreement. OCA's requests for federal funds for
the program may not be based on the exact amount of the actual disbursements. Interest may be owed to the
Federal government. In addition, we noted examples where federal funds were requested later than required. The
opportunity to use the money for other immediate cash needs is unnecessarily delayed when funds are not requested
timely.

Cause - OCA did not appear to exercise due diligence in requesting federal funds consistent with the CMIA
agreement and its actual cash needs.

Recommendation — We recommend that OCA comply with the provisions of the CMIA agreement and request federal
funds consistent with the CMIA agreement funding technique and its actual cash needs.
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Views of Responsible Officials and Planned Corrective Actions — Office of Finance and Resource Management policy
for requesting funds is bi-weekly; however, going forward we will request funds as required by the CMIA agreement.
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No. Program Findings/Noncompliance Questioned Costs
2007-39

This finding # was not used.
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No. Program Findings/INoncompliance Questioned Costs
2007-40

This finding # was not used.
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District Agency — Office of the City Administrator (OCA)

No. Program Findings/INoncompliance Questioned Costs
2007-41 U.S. Department of Homeland Security Procurement, Suspension,  Not Determinable

and Debarment
Homeland Security
CFDA Number: 97.067
Grant Award Number; 2005-GE-T5-0024,
2006-GE-T6-0037
Grant Award Period: 10/1/04-3/31/08,
7/1/06-6/30/09

Criteria_or_Specific Requirement - Office of Management and Budget Circulars A-133 and A-102 require that
recipients of federal awards have adequate procedures and controls in place to ensure that the procedures are
properly documented in the entity's files, provide full and open competition supported by a cost or price analysis,
provide a vendor debarment or suspension certification, provide for retention of files, and that supporting
documentation collaborate compliance with these requirements.

Condition - During our test work over procurement, we noted the following out of a sample of 2 transactions:

o Both procurement transactions did not have;

o Evidence that a Contractor Evaluation was performed before the option was exercised.

o0 Evidence of the procurement history in the file.

o Documentation in the file evidencing review of suspension/debarment documents for the
option being reviewed.

o Tax verification responses in the file for the option being reviewed.

o Determination and findings in the file for the option being reviewed.

o The amount on the contract listing provided did not agree with the amount in the
documentation in the file.

e For 1 procurement transaction, we could not determine if the procurement provided full and open
competition or if it was sole sourced.

Context — This is a condition identified per review of OCA’s compliance with specified requirements.

Effect — Inefficient control systems related to procurement files can lead to noncompliance with laws and regulations.
OCA could inadvertently contract with or make sub-awards to parties that are suspended or debarred from doing
business with the Federal government as well as award contracts to vendors whose contract prices are
unreasonable. In addition, contracts may be executed to unqualified vendors and OCA could possibly issue
procurements without the appropriate funding.

Cause - OCA failed to properly maintain contracts files and in some instances proper documentation for procurement
contracts due to an inadequate filing and tracking system.
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Recommendation — We recommend that OCA review its current contracting procedures with special focus on the
contracting officers or designees and their responsibilities for ensuring compliance with the procurement process and
the documentation maintenance process. Action should be taken to remedy deficiencies cited.

Views of Responsible Officials and Planned Corrective Actions — Office of Contracting and Procurement (OCP) is
now in the process of centralizing its files to a location that is manned with a dedicated staff person. OCP expects to
have all its contract files quality checked, verified, and transferred to the file room in FY 2009. OCP accepts the
findings in the report and is working diligently to reduce and eventually eradicate similar findings in the future.
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No. Program Findings/Noncompliance Questioned Costs
2007-42

This finding # was not used.

* Kk Kk g %

175



Government of the District of Columbia

Schedule of Findings and Questioned Costs
Year Ended September 30, 2007

No. Program Findings/Noncompliance Questioned Costs
2007-43

This finding # was not used.

* k k k%

176



Government of the District of Columbia

Schedule of Findings and Questioned Costs
Year Ended September 30, 2007

District Agency — Office of the City Administrator (OCA)

No. Program Findings/INoncompliance Questioned Costs
2007-44 U.S. Department of Homeland Security Subrecipient Monitoring Not Determinable

Homeland Security

CFDA Number: 97.067

Grant Award Number: 2005-GE-T5-0024,
2006-GE-T6-0037

Grant Award Period: 10/1/04-3/31/08,
7/1/06-6/30/09

Criteria or Specific Requirement — The OMB Circular A-133 Compliance Supplement indicates that a grantee must
have policies and procedures in place to (1) monitor the subrecipient's use of Federal awards through site visits or
other means to provide reasonable assurance that the subrecipient administers Federal awards in compliance with
laws, regulations, and the provisions of contracts or grant agreements and that performance goals are achieved; (2)
ensure required audits are performed and require the subrecipient to take prompt corrective action on any audit
findings; and (3) evaluate the impact of subrecipient activities on the pass-through entity's ability to comply with
applicable Federal regulations.

Compliance with these requirements is required to be documented and files are required to be retained in
accordance with OMB Circular A-102.

Condition — OCA did not perform the required monitoring of subrecipients activities. We noted that:

e In 25 out of 43 subgrant awards, the monthly/quarterly status reports were not consistently submitted and
when submitted we were unable to determine whether the subrecipients provided the reports by the due
date.

e In4outof 71 transactions, complete documentation supporting expenses incurred were not provided.

e In 1 outof 43 subgrant awards, we were not provided with the required Project Plans.

e In2outof 71 subgrantee requests for reimbursement funds, the required expenditure report was not signed
by the Project Manager.

e In 1 out of 71 subgrantee requests for reimbursement funds, the project expenditure report contained
mathematical errors, the total current expenditures and year to date expenditures were not increased by the
current expenditure, and the remaining balance was not decreased by the current expenditure.

e In 8 out of 43 subgrant awards, we noted that the Final Status Report was not submitted within the required
time of the close out of the sub-grant.

Context — This is a condition identified per review of OCA’s compliance with specific requirements.

Effect - Failure to properly monitor subrecipients’ activities could lead to subrecipients inappropriately using federal
funds.
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Cause — OCA did not have adequate policies and procedures in place to demonstrate that they had complied with
the requirements of OMB Circular A-133 for subrecipient monitoring. Improper monitoring of subrecipients could lead
to noncompliance with laws and regulations of the federal awards and improper spending of federal awards.

Recommendation — OCA should more closely follow its policies and procedures to ensure that they are appropriately
monitoring subrecipient activities. In performing the monitoring function, OCA should:

e Improve its system for monitoring and follow-up with subrecipients who are not 100% in compliance with
requirements including Project plans.

e Enforce the requirement for subrecipients to submit the required status reports timely and to ensure it is
signed and dated by the subrecipient's authorized officer.

All documentation should be maintained for all monitoring efforts in a subrecipient monitoring folder. OCA should
also establish safeguards to ensure all payments to the subrecipients are accurate and adequately supported and all
appropriate approvals by the project managers are documented.

Views of Responsible Officials and Planned Corrective Actions — The Agency constantly monitors its subrecipients
through a variety of means. We have full-time dedicated Program Managers who are responsible for oversight of
every project that receives HSGP funding and communicate directly with subgrantees on a regular basis. The
Agency participates in regional stakeholder meetings in which these projects are discussed and updated. All
reimbursement requests are reviewed by Agency Program Managers as well as Financial Managers to ensure that
spending is consistent with project goals and has sufficient documentation. Project Management Plans and Status
Reports are required but are not the only means the Agency uses to monitor subrecipients.

The Agency agrees that there were some instances in which project files did not have status reports for every quarter
during the reporting period but does not believe that this indicates a lack of adequate subrecipient monitoring as the
Program Managers have other documentation and personal knowledge to demonstrate that they were aware of what
was occurring with the project and that funds were being used appropriately.

Due to the number of project files and the volume of reports required from subrecipients, the Agency has

implemented a database system to organize and track these reports, making it easier for management to notice
when projects are missing the required reporting documentation so follow-up actions can be taken.
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District Agency - Office of the City Administrator (OCA)

No. Program Findings/Noncompliance Questioned Costs
2007-45 U.S. Department of Homeland Security Subrecipient Monitoring Not Determinable

Transit Security

CFDA Number: 97.075

Grant Award Number: 2005-GB-T5-0004
Grant Award Period: 7/1/05-12/31/07

Criteria or Specific Requirement — The OMB Circular A-133 Compliance Supplement indicates that a grantee must
have policies and procedures in place to (1) monitor the subrecipient's use of Federal awards through site visits or
other means to provide reasonable assurance that the subrecipient administers Federal awards in compliance with
laws, regulations, and the provisions of contracts or grant agreements and that performance goals are achieved; (2)
ensure required audits are performed and require the subrecipient to take prompt corrective action on any audit
findings; and (3) evaluate the impact of subrecipient activities on the pass-through entity's ability to comply with
applicable Federal regulations.

Compliance with these requirements is required to be documented and files are required to be retained in
accordance with OMB Circular A-102.

Condition — OCA did not perform the required monitoring of subrecipients activities. We noted that for all 3 subgrant
awards selected for testing, the Monthly Status Reports were not consistently submitted and when submitted we
were unable to determine whether the subrecipients provided the reports by the due date.

Context — This is a condition identified per review of OCA’s compliance with specific requirements.

Effect — Failure to properly monitor subrecipients’ activities could lead to subrecipients inappropriately using federal
funds.

Cause - OCA did not have adequate policies and procedures in place to demonstrate that they had complied with
the requirements of OMB Circular A-133 for subrecipient monitoring. Improper monitoring of subrecipients could lead
to noncompliance with laws and regulations of the federal awards and improper spending of federal awards.

Recommendation — OCA should more closely follow its policies and procedures to ensure that they are appropriately
monitoring subrecipient activities. OCA should improve its system for monitoring and follow-up with subrecipients
who are not 100% in compliance with requirements and enforce requirements for subrecipients to submit the required
Monthly Status reports timely and ensure it is signed and dated by the subrecipient authorized officer. All
documentation should be maintained for monitoring efforts in a subrecipient monitoring folder.
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Views of Responsible Officials and Planned Corrective Actions — The Agency constantly monitors its subrecipients
through a variety of means. We have full-time dedicated Program Managers who are responsible for oversight of
every project that receives TSGP funding and communicate directly with subgrantees on a regular basis. The
Agency participates in regional stakeholder meetings in which these projects are discussed and updated. All
reimbursement requests are reviewed by Agency Program Managers as well as Financial Managers to ensure that
spending is consistent with project goals and has sufficient documentation. Project Management Plans and Status
Reports are required but are not the only means the Agency uses to monitor subrecipients.

The Agency agrees that there were some instances in which project files did not have status reports for every quarter
during the reporting period but does not believe that this indicates a lack of adequate subrecipient monitoring as the
Program Managers have other documentation and personal knowledge to demonstrate that they were aware of what
was occurring with the project and that funds were being used appropriately.

Due to the number of project files and the volume of reports required from subrecipients, the Agency has

implemented a database system to organize and track these reports, making it easier for management to notice
when projects are missing the required reporting documentation so follow-up actions can be taken.
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District Agency — Office of the City Administrator (OCA)

No. Program Findings/Noncompliance Questioned Costs
2007-46 U.S. Department of Homeland Security Special Tests and Not Determinable
Provisions: Subgrant
Homeland Security Awards

CFDA Number: 97.067

Grant Award Number: 2005-GE-T5-0024,
2006-GE-T6-0037

Grant Award Period: 10/1/04-3/31/08,
7/1/06-6/30/09

Criteria or Specific Requirement — The OMB Circular A-133 Compliance Supplement requires that under the SHSP,
LETPP and UASI programs, States must obligate funds for subgrants within 60 days after the date of the grant award
(Title lll, Pub L. No. 108-90; Title Ill, Pub. L. No. 108-334; and Title Ill Pub. L. No. 109-90). “Obligate” has the same
meaning as in Federal appropriations law, i.e., there must be an action by the State to establish a firm commitment;
the commitment must be unconditional on the part of the State; there must be documentary evidence of the
commitment, and the award terms must be communicated to the subgrantee and, if applicable, accepted by the
grantee. The Compliance supplement further states that subgrantees should be able to draw down funds
immediately following State obligation of funds.

Condition — We noted that for 2 out of a sample of 5 subgrants selected for testing, the subgrantee did not receive
the funds immediately following State obligation of funds.

Context ~This is a condition identified per review of OCA’s compliance with specific requirements.

Effect — The subgrantee may be forced to use its own funds to cover costs because funds are not reimbursed timely,
thereby affecting cashflow needed for other programs.

Cause — OCA did not have adequate policies and procedures in place to ensure that they complied with the
requirements of OMB Circular A-133 for special tests and provisions — subgrant awards and failed to comply with the
District's Quick Payment Act policy.

Recommendation — OCA should develop policies and procedures to ensure that they are appropriately monitoring
compliance with the grant conditions regarding subgrant awards and that payments are made to subgrantees timely.

Views of Responsible Officials and Planned Corrective Actions — The Agency believes that the condition is
misleading because the ability for a subrecipient to perform a draw down and receive funding is completely
contingent on the date they submit their reimbursement request. We also disagree with the condition that we failed
to reimburse our subrecipients in accordance with the District's Quick Payment Act. According to Chapter 17,
Section 1707 of the District of Columbia Municipal Regulations (DCMR) the required payment date for goods or
services that do not specify a payment date in the contract is the thirtieth (30th) day after the receipt of a proper
invoice by the designated payment officer.
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According to our SOPs, our subrecipients must submit their reimbursement requests through our online grants
management system. Our program and grant managers are then required to review all of the documentation
provided for each request to ensure that the expenses are allowable and within the period of performance. This
generally takes 2-3 business days, but it can take longer in the event that the subrecipient does not include adequate
documentation. Therefore, it is not until we complete these 2 steps that we can be reasonably assured that all of the
documentation is proper. Once our office completes the review and certification/approval, we forward the request for
payment to Office of Finance and Resource Management (OFRM). Therefore, we believe that the most appropriate
date to use for the special test is the date our office approves and submits the reimbursement request to OFRM
because it is at this point that we have certified the invoices to be proper and in the possession of OFRM, who we
consider the designated payment officer. However, the auditor conducted the test using the date our subrecipient
submitted its reimbursement through our online grants management system and made it very clear that the Quick
Payment Act applies the moment we receive a reimbursement request. If the auditors performed the test using the
date we forward the reimbursement request to OFRM, they will discover that OFRM did release the two payments
noted in this finding within 30 calendar days.
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District Agency - Office of the State Superintendent of Education (OSSE)

No. Program Findings/Noncompliance Questioned Costs
2007-47 U.S. Department of Agriculture Eligibility Below Reporting
Threshold

Child Nutrition Cluster

CFDA Number: 10.553, 10.555, 10.559
Grant Award Number: 1DC300302
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — Per 7 CFR sections 245.2(g), 245.3, and 245.6; sections 9(b)(1) and 17(c)(4) of
the NSLA, 42 USC 1758 (b)(1) and 42 USC 1766(c)(4); sections 3(a)(6) and 4(e) of the CNA (42 USC 1772(a)(6) and
1773(e)), in order to be eligible for free or reduced price meals under the three programs:

Children from households with incomes at or below 130 percent of the Federal poverty level are eligible to
receive meals or milk free under the School Nutrition Programs. Children from households with incomes
above 130 percent but at or below 185 percent of the Federal poverty level are eligible to receive reduced
price meals. Persons from households with incomes exceeding 185 percent of the poverty level pay the full
price.

Further, per the Catalog of Federal Domestic Assistance requirement, the State and School Food Authorities (SFA)
must maintain documentation for 3 years after the fiscal year to which they refer.

Condition — The following was noted in our test work:

o 1 student out of 55 students selected for sampling was receiving free meals but was only eligible for
reduced price meals.

e For 2 students, the SFA could not provide information on the family income to determine eligibility for free or
reduced price meals. Also for another student, the summer food service site was not able to provide
updated information for the age requirement to participate in the Summer Food Service Program.

Context - This is a condition identified per review of OSSE’s compliance with specified requirements.
Effect — The School Food Authority (SFA) may be receiving higher reimbursement than it is entitled to since there is a

greater reimbursement rate for free meals. Further, if the SFA is not maintaining documentation for eligibility for free
and reduced prices, it may be making errors in the determinations. This could lead to unallowed expenditures.

Cause — The following was noted with respect to the two conditions noted above:

e ltwas noted in the site's meal roster and the student's application that the student was receiving free meals.
The application in question showed a household income of $23,400 for a family of 3.
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The prescribed income rates show that a family of 3 with an income of $21,000 and below is eligible for free
meals. The income that was reported is therefore only eligible for reduced price meals.

e The SFA provided the students’ permanent record but indicated the rest of the data was lost.

Recommendation - OSSE should ensure that each SFA and sponsor has access to the income guidelines and
review their compliance during site visits. We also recommend that SFAs review their current record retention policy
to ensure that adequate supporting documentation is maintained to support eligibility decisions. Access to the files
should be limited to only authorized personnel. Removal/retrieval of supporting documentation should be tracked as
to the person removing the documentation and the date the data was removed and returned.

Views of Responsible Officials and Planned Corrective Actions — The following responses were provided with respect
to the two conditions noted:

o The Office of the State Superintendent of Education, Nutrition Services department agrees with the finding.
As a result, the State agency assessed fiscal action in the amount of $66.98 for the meals served to the
student at the free rate, which should have been reduced price. In addition, to ensure compliance in the
determination of eligibility requirements, the school is to review the 2006-07 and 2007-08 meal rosters and
compare against the meal application. The applications are to be reviewed for proper determination of
eligibility.

After this is completed, the school is to provide a detailed procedure on how the school will ensure
applications are certified correctly. Upon approval of the corrective action, the State agency will disregard
the fiscal action assessed.

The Nutrition Services department distributes the income eligibility guidelines annually per State agency
memorandum as well as includes the information in the annual application for participation.

For the current year, staff have conducted meal application training for renewal schools during their training
in May. Training covered each page of the application and instructions on how to treat the supporting
documentation. At the point of the meal application, staff explained the requirements and how to determine
eligibility. If a school requires more assistance, the program specialist will schedule a one-one-one technical
assistance session.

For new schools enrolling into the program, staff conduct a more in-depth training that details each element
of the meal application process.

In the 2008-09 school year, the school is scheduled to receive a Coordinated Review Effort administrative

review. In addition, the State agency will also review meal applications for 8 schools that are not receiving
an administrative review.
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e The Office of the State Superintendent of Education, Nutrition Services department agrees with the finding.
One of the students in which family income documentation was not provided was assessed fiscal action in
the amount of $249.60 for the meals served to the student at the free rate. In addition, to ensure compliance
in keeping documentation (meal applications) of students, the school is to review the meal count rosters for
the past three years and compare their rosters against the meal applications to guarantee that students
reflected on the meal roster have applications on file. Once completed, the school is required to provide a
detailed procedure to ensure documentation relevant to the operation of the National School Lunch Program
is met. Upon approval of the corrective action, the State Agency will disregard the fiscal action assessed.

The school of the second student with no family income documentation was revealed upon notification of
the finding. The State agency was aware of the loss of records when the school changed locations. As a
result, the State agency conducted an administrative review the next school year (2007-08) and confirmed
documentation of meal applications.

The summer site that was unable to provide age documentation experienced staff turnover and did not have
all of the records for students. The site is not claiming for meals served this summer due to the lack of
recordkeeping. The State agency is working with the program manager to put systems in place to collect
information for next summer.

The Nutrition Services department distributes the income eligibility guidelines annually per State agency
memorandum as well as includes the information in the annual application for participation. The
administrative review process requires meal applications are reviewed and certified correctly. The United
States Department of Agriculture does not mandate a review every year, rather once every five years, 7
CFR 21 0.18(c). The District of Columbia is working towards a review every 3 to 4 years, which is more
aggressive than the federal mandate.

In addition to the administrative reviews, the State agency will also review meal applications for 8 schools

that are not receiving an administrative review. The summer site found to be out of compliance is well-
informed on program requirements and is scheduled for an administrative review in the summer of 2009.
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No. Program Findings/Noncompliance Questioned Costs
2007-48

This finding # was not used.
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District Agency - Child and Family Services Agency (CFSA)

No. Program Findings/Noncompliance Questioned Costs
2007-49 U.S. Department of Health and Human Services Allowable Costs: $12,750

Nonpayroll Activities
Foster Care - Title IV-E
CFDA Number: 93.658
Grant Award Number: 2007G994107
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — OMB Circular A-87 states, “to be allowable under federal awards, costs must be
adequately documented.” The Foster Care grant agreement states, “Any expenditure made in violation of Federal
requirements is subject to disallowance by this agency, including the imposition of interest charges under 45 CFR
30.13 and 30.14." Further, the OMB A-133 Compliance Supplement states, “Funds may be expended for costs
directly related to the administration of the program, including those associated with eligibility determination and
redetermination; referral to services; placement; preparation for and participation in hearings and appeals; rate
setting; recruitment and licensing of foster homes and institutions; and a proportionate share of related agency
overhead (45 CFR section 1356.60(c))."

Condition — Costs for 1 of the 66 non-payroll expenditures selected for testing was deemed unallowable under OMB
Circular A-87, the grant agreement, and the compliance supplement.

Context — This is a condition identified per review of CFSA’s compliance with specified requirements. The questioned
costs of $12,750 represent the total expenditure relating to the vendor who provided the unallowed services under
the Federal program.

Effect - Inadequate controls over financial reporting could result in unallowed transactions being paid with Federal
funds.

Cause - It appears that there were insufficient monitoring controls in place and used by the Agency'’s fiscal personnel
to ensure that only allowable program expenditures were charged to the Federal program.

Recommendation — We recommend that CFSA's fiscal personnel perform a close evaluation of the process used to
charge costs to the federal program. Periodic review of the database is also recommended.

Views of Responsible Officials and Planned Corrective Actions — The Agency does not concur with the finding. The
expenditures in question related to the maintenance of automobiles used by Agency personnel to make home visits
and transport children under the agency’s care. The Agency believes that these expenditures are directly related to
the administration of the program. As such, the Agency contends these expenditures are allowable costs per the
Federal guidance.
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No. Program Findings/Noncompliance Questioned Costs
2007-50

This finding # was not used.

* k k k k

188



Government of the District of Columbia

Schedule of Findings and Questioned Costs
Year Ended September 30, 2007

District Agency — Child and Family Services Agency (CFSA)

No. Program Findings/Noncompliance Questioned Costs
2007-51 U.S. Department of Health and Human Services Cash Management: Not Determinable
Funding Technique

Foster Care — Title IV-E
CFDA Number: 93.658
Grant Award Number: 2007G994107
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — The Cash Management Improvement Act of 1990 (CMIA) agreement between the
District of Columbia and the U.S. Department of Treasury requires that established funding techniques be complied
with when requesting federal funds. The CMIA Agreement identifies 2 funding techniques for the Foster Care - Title
IV-E program for the draw down of funds;

o Benefit payments require the use of the average clearance funding technique and a clearance pattern of 5
days and the amount of request shall be for the exact amount of the disbursement; and

e Reimbursement of payroll expenditures requires the use of the modified average clearance and a clearance
pattern of O days.

These funding techniques require the District to minimize the time that elapses between the payment of the
disbursement and the request for reimbursement.

Condition — During our test work of 5 items, we noted the following:

e (CFSA was unable to provide the expenditures that support the drawdowns made for the Foster Care
program. All 5 drawdowns tested were based on estimated expenditures.

e The clearance pattern used for the drawdowns was not in accordance with the CMIA Agreement for all
transactions tested.

e CFSA did not draw down funds using the funding technique required by the CMIA agreement for all
transactions tested.

e For 1 out of the 5 transactions tested, CFSA was unable to provide documentation reconciling the
transaction to SOAR printouts (the District's accounting system of record).

Context — This is a condition identified per review of CFSA's compliance with the provisions of the CMIA agreement.

Effect — CFSAis not in compliance with the provisions of the CMIA agreement. CFSA's requests for federal funds for
the program were not based on the exact amount of the actual disbursements. Interest may be owed to the Federal
government. In addition, we noted examples where federal funds are requested later than required. The opportunity
to use the money for other immediate cash needs is unnecessarily delayed when funds are not requested timely.
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Cause — CFSA did not appear to exercise due diligence in requesting federal funds consistent with the CMIA
Agreement, supporting documentation, and its actual cash needs. The drawdowns are based upon estimated
expenditures.

Recommendation — We recommend that management compares cash draws to expenditure reports ensuring that
they are adequately supported. We further recommend that management ensure that cash draws are performed in
accordance with the CMIA Agreement.

Views of Responsible Officials and Planned Corrective Actions — Management's response is as follows:

o CFSA was unable to provide the expenditures that support the drawdowns made for the Foster Care
program. All 5 drawdowns tested were based on estimated expenditures.

The Agency does not concur. The Agency was able to provide the expenditures that support the drawdowns
made for the Foster Care Program on all drawdowns tested. The Agency provided expenditures for each
draw request.

o The clearance pattern used for the drawdowns was not in accordance with the CMIA Agreement for all
transactions tested and CFSA did not draw down funds using the funding technique required by the CMIA
agreement for all transactions tested.

The Agency concurs with justification. The Agency did not use the clearance pattern and the funding
technique required by the CMIA agreement for the drawdowns. The Agency did not draw as requested
biweekly due to unique circumstances with this grant program. The number of children in care has a direct
correlation to cost associated with the Foster Care program. It was not advantageous for the Agency to
draw based on the average of the prior quarters because the number of children fluctuates due to new
children entering the program, exiting the program, and aging out. In order to avoid over draws, the Agency
drew quarterly and in some cases made intermediate draws within a quarter. This technique allowed the
Agency to keep a proper revenue flow without the risk of making excess draws on the Federal funds.

In response to this finding, Agency staff has met with the central treasury office to amend the CMIA
agreement to take into account these circumstances.

o For 1 out of the § transactions tested, CFSA was unable to provide documentation reconciling the
transaction to SOAR printouts (the District's accounting system of record).

The Agency concurs. The Agency made the transaction in error and a correcting entry was done.
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District Agency — Child and Family Services Agency (CFSA)

No. Program Findings/Noncompliance Questioned Costs
2007-52 U.S. Department of Health and Human Services Cash Management: Not Determinable
Funding Technique

Adoption Assistance

CFDA Number; 93.659

Grant Award Number: 2007G994110
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement -The Cash Management Improvement Act of 1990 (CMIA) agreement between the
District of Columbia and the U.S. Department of Treasury requires that established funding techniques be complied
with when requesting federal funds. The CMIA Agreement identifies 2 funding techniques for the Adoption
Assistance program for the draw down of funds:

o Benefit payments require the use of the average clearance funding technique and a clearance pattern of 5
days and the amount of request shall be for the exact amount of the disbursement; and

e Reimbursement of payroll expenditures requires the use of the modified average clearance and a clearance
pattern of 0 days.

These funding techniques require the District to minimize the time that elapses between the payment of the
disbursement and the request for reimbursement.

Condition —During our test work of 5 items, we noted the following:

e CFSA was unable to provide the expenditures that support the drawdowns made for the Adoption
Assistance Program. All 5 drawdowns tested were based on estimated expenditures.

e The clearance pattern used for the drawdowns was not in accordance with the CMIA Agreement for all
transactions tested.

e CFSA did not draw down funds using the funding technique required by the CMIA agreement for all
transactions tested.

Context — This is a condition identified per review of CFSA’s compliance with the provisions of the CMIA agreement.

Effect — CFSA is not in compliance with the provisions of the CMIA agreement. CFSA's requests for federal funds for
the program were not based on the exact amount of the actual disbursements. Interest may be owed to the Federal
government. In addition, we noted examples where federal funds are requested later than required. The opportunity
to use the money for other immediate cash needs is unnecessarily delayed when funds are not requested timely.

Cause — CFSA did not appear to exercise due diligence in requesting federal funds consistent with the CMIA
Agreement, supporting documentation, and its actual cash needs. The drawdown is based upon estimated
expenditures.
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Recommendation — We recommend that management compares cash draws to expenditure reports ensuring that
they are adequately supported. We further recommend that management ensure that cash draws are performed in
accordance with the CMIA Agreement.

Views of Responsible Officials and Planned Corrective Actions — Management's response is as follows:

e CFSA was unable to provide the expenditures that support the drawdowns made for the Adoption
Assistance Program. All 5 drawdowns tested were based on estimated expenditures.

The Agency does not concur. The Agency was able to provide the expenditures that support the drawdowns
made for the Adoption Assistance Program on all drawdowns tested. The agency provided expenditures for
each draw request.

o The clearance pattern used for the drawdowns was not in accordance with the CMIA Agreement for all
transactions tested and CFSA did not draw down funds using the funding technique required by the CMIA
agreement for all transactions tested.

The Agency concurs with justification. The Agency did not use the clearance pattern and the funding
technique required by the CMIA agreement for the drawdowns. The Agency did not draw as requested
biweekly due to unique circumstances with this grant program. The number of children in care has a direct
correlation to cost associated with the Adoption Assistance program. It was not advantageous for the
Agency to draw based on the average of the prior quarters because the number of children fluctuates due to
new children entering the program, exiting the program, and aging out. In order to avoid over draws, the
Agency drew quarterly and in some cases made intermediate draws within a quarter. This technique
allowed the Agency to keep a proper revenue flow without the risk of making excess draws on the Federal
funds.

In response to this finding, Agency staff has met with the central treasury office to amend the CMIA
agreement to take into account these circumstances.

* k k %k *
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District Agency — Child and Family Services Agency (CFSA)

No. Program Findings/Noncompliance Questioned Costs
2007-53 U.S. Department of Health and Human Services Eligibility Not Determinable

Foster Care ~ Title IV-E
CFDA Number: 93.658
Grant Award Number: 2007G994107
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — The A-102 Common Rule requires that non-Federal entities receiving Federal
awards establish and maintain internal control designed to reasonably ensure compliance with Federal laws,
regulations, and program compliance requirements. Effective interal controls over eligibility should include a quality
control review performed by the eligibility unit supervisor of a sample of initial eligibility determinations and
redeterminations on a rolling basis throughout the year.

Condition - It was determined that there was a lack of timely redeterminations over existing CFSA foster care cases.
Our testing revealed that 5 out of 77 cases selected for testing did not have eligibility redeterminations performed
during FY 2007.

Context — This is a condition identified per review of CFSA’s compliance with specified requirements.

Effect — Lack of adequate and timely eligibility redeterminations could potentially result in over claiming of
reimbursable expenses. Without timely redeterminations of eligibility, cases that were previously eligible for federal
reimbursement, but may have since become ineligible, would continue to be claimed indefinitely.

Cause — CFSA does not appear to be exercising due diligence by performing eligibility testing in a timely manner.

Recommendation — CFSA must establish procedures to ensure that all initial eligibility determinations and
redeterminations are performed in a timely manner. Additionally, a supervisory quality control review should be
placed into operation so that additional assurance might be provided that eligibility determinations are complete and
accurate.

Views of Responsible Officials and Planned Corrective Actions — The Agency concurs with the finding. However, it
should be noted that the Agency is in complete compliance with federal regulations requiring annual (every 12
month) redeterminations. The Agency has enhanced its re-determination process and instituted internal controls to
ensure that re-determinations are completed promptly and accurately.
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District Agency — Child and Family Services Agency (CFSA)

No. Program Findings/Noncompliance Questioned Costs
2007-54 U.S. Department of Health and Human Services Eligibility Not Determinable

Foster Care - Title IV-E
CFDA Number: 93.658
Grant Award Number: 2007G994107
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — The OMB Circular A-133 Compliance Supplement states the following:

e The foster family home provider must have satisfactorily met a criminal records check with respect to
prospective foster and adoptive parents (45 CFR sections 1356.30(a) and (b)).

e The licensing file for the child-care institution must contain documentation that verifies that safety
considerations with respect to staff of the institution have been addressed (45 CFR section 1356.30(f)).

Condition — The following was noted during our test work;

e Background checks were not provided for 3 out of a sample of 77 transactions with providers.

o Licenses that were provided for 1 of the 77 transactions with providers did not cover the service periods
selected and reimbursed.

o For 1 out of 77 transactions, the Child Protection Clearance Checks provided did not cover the period
tested.

Context — This is a condition identified per review of CFSA’s compliance with specified requirements.

Effect — Lack of supporting documentation for program services and noncompliance with program requirements could
result in disallowances of costs.

Cause - It appears that there are insufficient monitoring controls to ensure that appropriate supporting
documentation is maintained in the files. In addition, oversight and review by the program personnel appears
deficient.

Recommendation — We recommend that CFSA review its current records retention policy to ensure that complete
documentation is maintained for each child enrolled in the Foster Care program. Access to the files should be limited
to only authorized personnel. Removal/retrieval of supporting documentation should be tracked as to the person
removing the documentation and the date the data was removed and returned. Since these transactions support
maintenance payments, it is also critical for CFSA to maintain the records which support federal awards.
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Views of Responsible Officials and Planned Corrective Actions — Management's response is as follows:

e Background checks were not provided for 3 out of a sample of 77 transactions with providers.

The Agency concurs with the finding. The Agency currently performs annual background checks on all
D.C. foster care providers. The Agency will implement enhanced internal controls to strengthen its
record keeping practices to ensure that licenses and related documentation are accessible by
appropriate personnel.

o Licenses that were provided for 1 of the 77 transactions with providers did not cover the service periods
selected and reimbursed.

The Agency concurs with the finding and will implement enhanced internal controls to strengthen its
record keeping practices to ensure that licenses and related documentation are accessible by
appropriate personnel.

o For 1 out of 77 transactions, the Child Protection Clearance Checks provided did not cover the period
fested.

The Agency does not concur with the finding. The Agency provided a child protective clearance for the
provider in question covering the time period of 5/12/06 through 5/12/07. The test payment covered
5/15/07 through 5/31/07. The Agency contends that because we provided a child protective clearance
check that was valid in the month of service, the document is valid for the month of service and it
supports |V-E eligibility for the month as referenced in ACF's Child Welfare Policy Manual, Section
8.3A.8c Title IV-E, Foster Care Maintenance Payments Program, Eligibility, Facilities requirements,
licensing.

“If a foster family home or child-care institution is licensed for a portion of a month, the
State may claim FFP for the entire month when an otherwise eligible child has resided in
that home for the entire month. The State must prorate any claims when the otherwise eligible
child has resided in the home or institution for a portion of the month."

Source: Questions and Answers on the Final Rule (65 FR 4020) (1/25/00), Legal Reference:
Social Security Act - section 471 (a)(10)
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District Agency — Child and Family Services Agency (CFSA)

No. Program Findings/Noncompliance Questioned Costs
2007-55 U.S. Department of Health and Human Services Eligibility $11,346

Foster Care - Title IV-E
CFDA Number: 93.658
Grant Award Number: 2007G994107
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — A child must meet the eligibility requirements of the former Aid to Families with
Dependent Children (AFDC) program (i.e., meet the State-established standard of need as of July 16, 1996, prior to
enactment of the Personal Responsibility and Work Opportunity Reconciliation Act) (42 USC 672(a)). Unless the
child is expected to graduate from a secondary educational, or an equivalent vocational or technical training,
institution before his or her 19th birthday, eligibility ceases at the child’s 18th birthday (45 CFR section 233.90(b)(3)).

Condition — During our test work, we noted that 7 children over the age of 18 years old received services and a
portion of the expenses were billed to the Foster Care Title IV-E program. CFSA did not provide documentation
which indicated that any of the children were expected to graduate from a secondary educational, or an equivalent
vocational or technical training, institution before his or her 19th birthday.

Context - This is a condition identified per review of CFSA's compliance with specified requirements. The $11,346 in
questioned costs represents the total expenditures charged to the Foster Care grant for children over the age of 18
years.

Effect — Lack of supporting documentation for program services and noncompliance with program requirements could
result in disallowances of costs.

Cause - It appears that there are insufficient monitoring controls to ensure that appropriate supporting
documentation is maintained in the files. In addition, oversight and review by the program personnel appears
deficient.

Recommendation — We recommend that CFSA establishes a mechanism that reminds Agency personnel to review
the educational records of each child on his/her 18" birthday to determine the child's prospects for graduating from a
secondary educational, or an equivalent vocational or technical training, institution before his or her 19th birthday.
The Agency should collaborate with the District of Columbia Public Schools and any other educational institution that
high school foster children could be enrolled in to ensure that the Agency knows the educational status of each child.
The Agency should ensure that the expenditure of the children that are not expected to graduate from a secondary
educational, or an equivalent vocational or technical training, institution before his or her 19th birthday are not
claimed against the Foster Care Title [V-E grant program.
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We further recommend that CFSA review its current records retention policy to ensure that complete documentation
is maintained for each child enrolled in the Foster Care program. Removal/retrieval of supporting documentation
should be tracked as to the person removing the documentation and the date the data was removed and returned.

Views of Responsible Officials and Planned Corrective Actions — The Agency concurs with the finding. The
Agency's statewide automated child welfare information system (SACWIS) currently has a mechanism for identifying
and discontinuing claiming for children aged 18 years old or older. The Agency will enhance that function to alert
personnel to review the educational status of such children. In addition, Agency personnel will conduct court report
reviews and third party verifications to determine if children over 18 years old will graduate before their 19" birthday.

The Agency will also review its retention schedule which currently requires that all child and family case records be
securely and confidentially restored for 75 years after case closure. The Agency’'s SACWIS system has a Records
Management module which tracks the location and disposition of child and family case records. The functionality of
this component will be reviewed, and possibly, enhanced.

Lastly, the Agency will collaborate with the District of Columbia Public Schools to review the educational status of
children between the ages of 18 and 19 years old.
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District Agency - Child and Family Services Agency (CFSA)

No. Program Findings/Noncompliance Questioned Costs
2007-56 U.S. Department of Health and Human Services Eligibility Not Determinable

Adoption Assistance

CFDA Number: 93.659

Grant Award Number: 2007G994110
Grant Award Period: 10/1/06-9/30/07

Criteria or Specific Requirement — The OMB Circular A-133 Compliance Supplement states the following:

o The Child is eligible, or would have been eligible, for the former Aid to families with Dependent Children
program except for his/her removal from the home of a relative pursuant to either a voluntary placement
agreement or as a result of a judicial determination to the effect that continuation in the home of removal
would have been contrary to the welfare of the child. (42 USC 673 (c)).

e The state has made reasonable efforts to place the child for adoption without a subsidy (42 USC 673 (c)).

o The agreement for the subsidy was signed and in effect before the final decree of adoption and contains
information conceming the nature of services; the amount and duration of the subsidy; the child's eligibility
for the Title XX services and Title XIX Medicaid; and covers the child should he/she move out of State with
the adoptive family (42 USC 675 (3)).

Condition — The following was noted during our test work;

o CFSA did not provide 4 of the 45 files from the sample requested; therefore testing could not be performed.
CFSA did not provide documentation evidencing the contrary to welfare language for 3 of the 45 files.

e CFSA provided documentation evidencing the contrary to welfare language; however it was not legibly
signed evidencing approval for 1 of the 45 files.

e CFSA provided documentation evidencing the contrary to welfare language; however it was not signed
evidencing approval for 1 of the 45 files.
CFSA did not provide a final decree of adoption for 1 of the 45 files.

o CFSA provided the IV-E Adoption Assistance Program Eligibility Checklist, however it was not signed
evidencing approval for 9 of the 45 files.

e CFSA did not provide the IV-E Adoption Assistance Program Eligibility Checklist for 32 of the 45 items.

o CFSA did not provide evidence that reasonable efforts to place the child for adoption without a subsidy
occurred for 41 of the 45 files.

Context - This is a condition identified per review of CFSA's compliance with specified requirements.

Effect — Lack of supporting documentation for program services and noncompliance with program requirements could
result in disallowances of costs.
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Cause - It appears that there are insufficient monitoring controls to ensure that appropriate supporting
documentation is maintained in the files. In addition, oversight and review by program personnel appears deficient.

Recommendation — We recommend that CFSA review its current records retention policy to ensure that complete
documentation is maintained for each child enrolled in the Adoption Assistance program. Access to the files should
be limited to only authorized personnel. Removal/retrieval of supporting documentation should be tracked as to the
person removing the documentation and the date the data was removed and returned. Since these transactions
support maintenance payments, it is also critical for CFSA to maintain the records which support federal awards.

Views of Responsible Officials and Planned Corrective Actions — Management's response is as follows:

o CFSA did not provide 4 of the 45 files from the sample requested; therefore testing could not be performed.

The Agency concurs with the finding and has strengthened its internal records management controls to
ensure file location and confidentiality.

e CFSA did not provide documentation evidencing the contrary to welfare language for 3 of the 45 files.

The Agency concurs with the finding. However, all of the children were adopted via court ordered decree of
adoption which authorized the adoption based on the judicial finding that “the adoption will be for the best
interests of the adoptee”. The Agency has strengthened its internal records management controls to ensure
file location and quality.

o CFSA provided documentation evidencing the contrary to welfare language; however it was not legibly
signed evidencing approval for 1 of the 45 files.

The agency concurs with the finding. However, all of the children were adopted via court ordered decree of
adoption which authorized the adoption based on the judicial finding that “the adoption will be for the best
interests of the adoptee®. The Agency has strengthened its internal records management controls to
consistently ensure file location and quality.

o CFSA provided documentation evidencing the contrary to welfare language; however it was not signed
evidencing approval for 1 of the 45 files.

The Agency concurs with the finding. However, all of the children were adopted via court ordered decree of
adoption which authorized the adoption based on the judicial finding that “the adoption will be for the best
interests of the adoptee”. The Agency has strengthened its intemal records management controls to
consistently ensure file location and quality.

e CFSA did not provide a final decree of adoption for 1 of the 45 files.

The Agency believes it has resolved this finding.
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