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Authority, Purpose, and Scope

This audit was conducted under the authority of Section 2-3-103 et seq., C.R.S,, which authorizes the
Office of the State Auditor to conduct audits of all departments, ingtitutions, and agencies of state
government. The audit was conducted in accordance with generally accepted auditing sandardsand the
financid and compliance standards contained in the Gover nment Auditing Standards issued by the U.S.
General Accounting Office. We performed our audit work during the period January 2001 through
November 2001.

The purpose of this audit was to:

C Expressan opinion on the State' s Genera Purpose Financid Statements for the fiscal year ended
June 30, 2001.

C Expressan opinion on the State's Schedule of Expenditures of Federal Awardsfor the fisca year
ended June 30, 2001.

C Review internd accounting and adminigtrative control procedures as required by generdly
accepted auditing standards.

C Evauate compliance with applicable state and federd laws, rules, and regulations.
C Evauate progressin implementing prior audit recommendations.

We expressed a qudified opinion on the State' s General Purpose Financid Statements and an unqudified
opinion on the State's Schedule of Expenditures of Federal Awards for the fiscal year ended June 30,
2001. They are presented in the Financial Statement and Federal Awards Schedule sections of thisreport,

respectively.
Current Year Findings and Recommendations

This report presents the results of the statewide financia and compliance audit for Fiscal Year 2001. The
report may not include dl findings and recommendations related to audits performed of state departments,
inditutions, and agencieswhich areissued under separate report covers. However, in accordance with the
Single Audit Act, this report does include al findings and questioned costs
related to federal awardswhich cameto our attention through either the Statewide Audit or separate audits.

For further information on thisreport, contact the Office of the State Auditor at (303) 866-2051.
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As part of our Statewide Audit we examined, on a test badis, evidence supporting the amounts and
disclosuresin the financid statements. We considered theinterna controls over financia reporting; tested
compliance with certain provisons of federd and state laws, regulations, contracts, and grants, and tested
account balances and transactions for proper financia reporting.

The following is a highlight of the more sgnificant findings included in our report. Please refer to the
Recommendation Locator in the next section for the recommendations, responses, implementation dates,
and location of the full text of the findings, recommendations, and agency responses for each agency.

Internal Controls

Agencies are responsible for ensuring that adequate controlsarein place. Aspart of our audit we tested
controls over the processing of and accounting for financid activity. We found:

» During Fisca Year 2001 nine mechanisms were used to refund the Fiscal Year 2000 TABOR
excess of $941.1 million. We reviewed over 200 income tax returns, covering seven of the nine
TABOR refund mechanisms, and determined about $343,000 in creditswere erroneoudy granted
to taxpayers. We dso found that some taxpayers were not receiving their persona property tax
refunds. There were 3,100 outstanding persond property tax refund checks, totaling about $1.3
million. Many of the checks were issued over ayear and a hdf before. The Department has not
made sufficient efforts to locate these taxpayers given the amount of time the checks have been
outstanding.

»  Duringour review of certificatesof deposit at the Oil and Gas Conservation Commission, wefound
that 26 certificates, totaling about $187,000, are held in non-PDPA-digible depositories. The Ol
and Gas Conservation Commission should ensurethat al certificates of depost arein compliance
with statutory and other legd requirements.

* InFisca Year 2001 the Divison of Wildlife canceled about 560 paymentstotaing $245,000. We
reviewed 30 of these canceled payments and found that 13 were returned to the Divison and
subsequently reissued to limited license applicants. This occurred because the Divison did not
have adequate procedures to ensure license gpplicant information was correct. In addition, we
found that 3 of the 30 payments were duplicate payments, explanations could not be provided for
2 canceled payments, and another payment voucher could not be located.

*  The Department of Personnd and Adminidration is responsible for overseeing dl mgor human
resource programs and systlemsin the State. During areview of personnd files et five agencieswe
noted problems with unsgned leave forms, leave systems not being updated, unsupported leave
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time, and mathematical errors. The Department should incorporate the review of leave controls
and processes into its examinations of state human resource programs.

Financial Reporting

The State Controller's Office (SCO) minimizes the risk of inaccurate reporting by establishing standard
policies and procedures. In addition, agencies are responsible for accurately reporting financid activity.
As part of our audit we reviewed the policiesand proceduresthat werein place at the SCO and agencies.
In addition, we sampled financid transactions to ensure that financia activity was reported properly.

* Dueto alack of controls over federd receivables, the Department of Hedlth Care Policy and
Financing had to write-off dmost $16 million in receivables. The Department could not determine
the nature of the recaivables, i.e.,, whether it was the result of reporting errors or of afalure to
collect moneys owed.

»  The Depatment of Human Services did not adhere to legdly established spending limits. We
found the Department charged about $78,000 in payouts of sick and annud |eave to retiring Saff
againg aprior year payable accrud rather than againgt acurrent year expenditure asrequired. This
type of transaction circumvents controls over agencies spending authority and, in someinstances,
can be used to hide overexpenditures.

* We found five agencies were not performing reconciliations of supporting documentation to the
State's accounting system to ensure that errors were found and corrected in a timely manner.
These reconciliaions include fixed assets, Medicaid expenditures, Trangportation Revenue
Anticipation Notes, mined land reclamation deposits, cash receipts, and grant expenditures.

Federal Grants

The State received about $3.6 billion in federa grantsin Fiscal Year 2001. As part of our testwork we
determined compliance with federd regulations and grant requirements. The audit work included, among
other requirements, testing of dlowable activities, digibility, and subrecipient monitoring.

Medicaid and Medicaid-Related Programs. The largest of the federd programs, Medicad, is
adminigtered by the Department of Hedlth Care Policy and Financing (HCPF). During Fisca Y ear 2001
Medicaid expenditures exceeded $2 hillion. Some of the more significant problems noted with the
management of Medicaid funds were as follows:

*  Wereviewed grant requirements and transactions to determine whether the costs charged to the
grant were dlowable. Wedso reviewed controls over digibility determination systems, oversight,



SUMMARY

4

State of Colorado Statewide Single Audit - Fisca Year Ended June 30, 2001

and training provided to counties on federa requirements. We sampled 127 Medicaid program
expenditures. We found 51 were not in compliance with one or more of the alowable cost
principles. These 51 expenditures totaled about $45,000 (federa share about $22,000). For
example, 43 Electronic Data Interchange agreements were not available for review. In addition,
86 of the 127 expenditures contained errors related to lack of required license and registration
documentationon filewith theMedicaid fiscal agent. Thesetotaed about $977,000 (federd share
about $489,000).

For the Home and Community Based Services (HCBS) program, we sampled 138 client records
and identified 14 clientswho should not have been gpproved for services. Anadditiona 12 clients,
who should not have been gpproved for services, werereported to usby staff at Single Entry Point
(SEP) agencies. These 26 clients received about $275,000 in HCBS and Medicaid provided
sarvices. Additiondly, we found that, of five SEPs reviewed, four were not subject to afinancia
compliance review asrequired by federa guiddines.

CashManagement: The Cash Management Improvement Act (CMIA) was established to regul ate the
transfer of federa funds between federa and state agencies. The Treasurer's Officeisresponsblefor the
coordinationof CMIA for Colorado. InFisca Year 2001, 30 federa programswere covered by CMIA
at seven different state agencies. These programs had expenditures in excess of $2 hillion. We found
problems related to cash management at two departments. For example, al 14 programs at Human
Services covered under CMIA ether did not draw funds timely or were overdrawn.

Student Financial Aid:  Student loans amounted to about $229 millionin Fisca Year 2001. During our
audit we found the following problems at various state schools:

Lack of adequate supporting documentation. We noted required documentation, under both
Perkins loan and Federd Family Education |oan requirements, was not maintained within loanfiles.
One indtitution’ sfiles did not contain evidence of the required counsding sesson for new or exiting
borrowers. Thisoccurred in 3 of 30 filesreviewed. At another ingtitution we noted that 1 of 10
Perkins |oan borrowers’ filesdid not contain arequired signed addendum to the promissory note.
Also, 4 of 10 borrowers, who had their loans deferred or canceled, did not have adequate
documentation in the file supporting the reason for a deferment of loan payments.

Perkins |oan grace periods were not in accordance with federa regulations at oneinditution. The
grace period should begin the day after arecipient withdrawa s from school or reduces enrollment
to less than half-time. We found the grace period for students did not begin until the month
following the end of the semester in which the students enrollment status changed.
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Temporary Assistance for Needy Families (TANF), Donated Foods, and Vocational
Rehabilitation: Weaso found problemswith the adminisiration of other federd fundsat the Department
of Human Services. These three programs represent over $246 million, or 13 percent, of the $1.8 billion
expended by the Department. We noted the following areas where improvements could be made:

»  Sgnificant discrepancies in monthly inventories of commodities for the Donated Foods program
exig. We noted two monthly reconciliations reported shortages and overages of commodities
vaued at $384,000 and $431,500, respectively. Program staff could not provide documentation
asto how these discrepancieswereresol ved; therefore, wewere unableto confirm that resol utions
were handled appropriately.

» Subrecipient monitoring was lacking and inadequate. We found that TANF saff did not
adequately monitor county activitiesduring Fiscd Y ear 2001. Wehaveidentified thisissuein prior
year audits. Also, Vocationa Rehabilitation program staff did not perform any on-Site reviews as
required.

Recor ds M anagement

The State Archivigt is responsible for the proper adminigtration of public records. Additiondly, agencies
are required to appoint records liaison officers to aid in the oversight of records management processes
at their agencies. We surveyed 22 state agencies and found six did not have records liaison officers, four
agencies were not purging records on aregular basis, and none of the agencies were able to produce an
inventory listing of records being stored. We also noted that Archives needs to improve access to
information by establishing an eectronic cataoging system.

Communication of Audit Related M atters

Therewere no Sgnificant or unusua mattersreported in connection with the audit of the State of Colorado
for the year ended June 30, 2001. Areasin which uncorrected misstatements were aggregated during the
Fiscal Year 2001 audit were determined by management and the Office of the State Auditor to be
immaterid, both individudly and in the aggregate, to the financid statements teken asawhole. The net
effect of the uncorrected misstatements would have been to decrease the fund balances by about $2.4
million, decrease assets by about $200,000, increase liahilities by about $7.1 million, increase revenue by
about $14.6 million, and increase expenditures by about $19.5 million. See Appendix B which showsthe
net and gross passed audit adjustments by agency and the net and gross posted audit adjustments by

agency.
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Recommendation L ocator

The attached Recommendation Locator is arranged by department. In addition, Appendix A contains a
L ocator with additional columnsadded to providetheinformation necessary to meet Single Audit reporting
requirements. The CFDA No./Compliance Requirement/Federal Entity column indicates the federa
program, type of compliance requirement by letter, and applicable federd agency. The contact for the
Corrective Action Plan designates the state agency contact person. For those findings not subject to the
Sngle Audit Act, the CFDA No./Compliance Requirement/Federd Entity column will be marked not
gpplicable.

Summary of Progressin Implementing Prior Year Recommendations

This report includes an assessment of the disposition of prior audit recommendations reported in both the
Statewide Single Audit Reports and the Statewide Financia and Compliance Audit Reports for Fisca
Y ears 1996 through 2000. If arecommendation was reported in both reports, it has been only included
oncein the following table. Additionaly, prior years recommendations that were implemented in Fisca
Y ear 2000 are not included.

Statewide Single and Financial Audit Reportsfor Fiscal Year
Total 2000 1999 1998 1997 1996
Implemented 46 38 5 2 1 -
Partially Implemented 26 16 6 2 2 -
Not Implemented 7 5 1 - - 1
Deferred 13 10 3 - - -
Total 92 69 15 4 3 1




