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March 31, 2003

Senator Carol A. Roessler and

Representative Suzanne Jeskewitz, Co-chairpersons
Joint Legislative Audit Committee

State Capitol

Madison, Wisconsin 53702

Dear Senator Roessler and Representative Jeskewitz:

We have completed our financial and compliance audit of the State of Wisconsin, as requested
by state agencies to meet the audit requirements of the federal Single Audit Act of 1984, as
amended, and the provisions of federal Office of Management and Budget Circular A-133. Our
audit covered the period July 1, 2001 through June 30, 2002. In addition to satisfying federal
audit requirements, the audit assists us in meeting state audit requirements under

s. 13.94, Wis. Stats.

Audit procedures performed at the larger state agencies that administer federal financial
assistance programs, including the University of Wisconsin System, consisted of gaining an
understanding of the internal controls at the agencies, assessing the propriety of revenues and
expenditures, and testing compliance with laws and regulations related to the administration of
federal grant programs. For the smaller agencies and selected University of Wisconsin campuses,
our audit procedures were limited to verifying information included in the federally required
State of Wisconsin Schedule of Expenditures of Federal Awards and following up on prior-year
audit findings. Our review focused on the 25 federal grants that either exceeded the $22.2 million
threshold used to define major grants or were below this threshold but were selected for review
based on the risk-based assessment criteria established by the federal government.

Our report contains the auditor’s reports on compliance and internal control. Because of
material noncompliance by the Department of Health and Family Services and the Department
of Corrections related to the Foster Care—Title IV-E program, we qualify our opinion on the
State’s compliance with federal requirements. Our audit opinion on the State of Wisconsin
Schedule of Expenditures of Federal Awards for the audited period is unqualified.

The agency narratives contain our comments on internal control deficiencies related to the
administration of federal grants, findings of noncompliance for each agency, and the results of
our follow-up to prior audit findings. A summary schedule of findings and questioned costs for
the current year’s audit is also provided, as well as a summary of the status of findings included
in our prior audit report for the State of Wisconsin (report 02-7). We note that, overall, state
agencies have complied with federal grant requirements and have taken steps to address
findings included in the prior year’s single audit report. However, we report internal control
deficiencies and several areas of noncompliance, and we identify $847,283 in questioned costs.
While higher than last year’s questioned costs, this year’s amount represents a small portion of
the $8.1 billion in federal financial assistance to the State of Wisconsin.
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March 31, 2003

The federal government will resolve the findings and questioned costs included in our report.
Federal agencies are expected to contact state agencies regarding resolution. To assist federal
officials in their efforts, state agency contact information is provided in appendices to this
report.

In addition to the comments and recommendations included in our report, separate audit
communications will be issued to various state agencies addressing technical accounting and
internal control issues, including those relating to the preparation of the State’s financial
statements.

We appreciate the courtesy and cooperation extended to us by agency staff during our audit.
Agencies’ comments on individual findings, along with their corrective action plans to address
our concerns, are included within the agency narratives.

Respectfully submitted,

%/% /g«/t/w

Janice Mueller
State Auditor

JM/BN/ss
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The State of Wisconsin administered $8.1 billion in federal financial assistance
during fiscal year (FY) 2001-02, consisting of $7.4 billion in cash assistance as
reported in the Schedule of Expenditures of Federal Awards, $34.2 million in
noncash assistance such as food commodities and vaccines, and $731.8 million in
outstanding loan balances. As a condition of receiving federal funds, the State must
meet the audit requirements of the federal Single Audit Act of 1984, as amended,
and federal Office of Management and Budget (OMB) Circular A-133. We
performed this audit for FY 2001-02 at the request of the various state agencies that
received federal financial assistance and to meet our audit responsibilities under

s. 13.94, Wis. Stats.

Federal rules also require that our report contain the auditor’s report on the State’s
basic financial statements; the auditor’s report on the State’s compliance and
internal control over financial reporting; and the auditor’s report, in accordance
with OMB Circular A-133, on the State’s compliance with requirements applicable
to each major program, internal control over compliance, and schedule of
expenditures of federal awards. We also incorporated the agencies’ responses to
our findings and their corrective action plans into our report narrative. The report,
along with other required information, is submitted to the federal government to
tulfill the State’s single audit report distribution requirements under OMB
Circular A-133.

Federal funds administered by the State have been steadily increasing over the past
five years. As shown in the following figure, federal financial assistance was

$8.1 billion in FY 2001-02, compared to $5.4 billion in FY 1997-98, for an increase of
$2.7 billion, or 50.0 percent.
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The increase in federal financial assistance since FY 1997-98 is attributable to new
grant programs, as well as to increases in several of the programs administered by
the State, such as a $810.9 million increase in federal funds expended under the
Medical Assistance program and other grants that make up the Medicaid Cluster,
and a 119.9 percent increase in funds expended under the Temporary Assistance
for Needy Families (TANF) program.

A list of the 12 largest federal programs in FY 2001-02—which are $6.2 billion of the
$7.4 billion in federal cash and noncash assistance—follows, along with each
program’s respective percentage of total federal cash assistance. Appendix 1
provides detail on the federal funds expended under these 12 programs over the
past five years.
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Federal Expenditures under the
Twelve Largest Federal Grant Programs
FY 2001-02

Federal Grant Program

FY 2001-02
Expenditures

Percentage of Federal
Expenditures

Medicaid Cluster $ 2,500,342,126 33.8%
Unemployment Insurance* 1,125,078,278 15.2
Highway Planning and Construction Cluster 583,835,193 7.9
Student Financial Aid Cluster 435,935,091 5.9
Research and Development Cluster 368,546,653 5.0
Temporary Assistance for Needy Families 350,286,728 4.7
Food Stamp Cluster** 223,586,181 3.0
Child Care Cluster 157,076,786 2.1
Title | Grants to Local Educational Agencies 121,976,693 1.6
Special Education Cluster 106,804,196 1.5
Child Nutrition Cluster 93,462,724 1.3
Foster Care—Title IV-E 87,335,071 1.2
Total $6,154,265,720 83.2%

* Consists primarily of insurance benefits paid from employer contributions, and not directly from federal funds.
** Includes food stamps distributed and administrative expenditures

The Medicaid Cluster is the largest federal program administered by the State and
accounts for 33.8 percent of the State’s federal cash assistance. The largest portion
of the Medicaid Cluster is the Medical Assistance Program, which is administered

primarily by the Department of Health and Family Services (DHFS.) During

FY 2001-02, the State expended $2.5 billion in federal funds under this program,
plus an additional $1.8 billion funded by the State’s general purpose revenues.
DHEFS also disbursed $87.3 million under the Foster Care—Title IV-E program,
which helps the State provide safe, appropriate substitute care for children who are
under its jurisdiction and need temporary placement and care outside their homes.

The Department of Workforce Development (DWD) administers 4 of the 12 largest
federal programs administered by the State. The largest of these is the
Unemployment Insurance program, which is financed primarily by employer
contributions but is subject to federal rules and regulations. DWD expended

$1.1 billion for unemployment benefits and administrative costs during FY 2001-02.
In addition, DWD disbursed $350.3 million of federal funds for the TANF program,
$223.6 million of federal funds under the Food Stamp Cluster, and $157.1 million
for the Child Care Cluster.
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Other state agencies administering large federal programs include the University of
Wisconsin (UW) System, which expended $435.9 million for student financial aid
and $368.5 million under a variety of research and development grants; the
Department of Transportation (DOT), which expended $583.8 million for the
Highway Planning and Construction program; and the Department of Public
Instruction (DPI), which expended $322.2 million to provide funds to local schools
and other entities under the Title I grant program, the Special Education Cluster,
and the Child Nutrition Cluster.

The State administers over 700 individual grant programs, as well as an additional
721 research and development grants. As required by OMB Circular A-133, we
tested compliance with laws and regulations related to federal grant programs,
contracts, and subgrants the State administered. Federal rules allow the auditor to
use judgment to select those grants that may contain a higher risk of
noncompliance with federal regulations. For the State of Wisconsin, OMB

Circular A-133 categorizes as “type A” grants those grants for which the State
expended $22.2 million or more of federal funds. During FY 2001-02, the State
administered 25 type A grant programs. We reviewed and tested those type A
grants that we believe are subject to higher risk of noncompliance. Federal rules
allow the auditor to test lower-risk type A grants only once every three years,
rather than each year. Accordingly, we selected about one-third of the lower-risk
type A grants to audit this year. For each type A grant not audited during the
current audit, federal rules require the auditor to select another grant for audit,
referred to as a “type B” grant, with expenditures under the $22.2 million
threshold. The purpose of selecting additional grants is to ensure that a variety of
grants, rather than just the largest grants, are audited each year while still ensuring
that the largest grants are audited at least once every three years.

Our compliance review focused on the 18 type A grants and 7 type B grants listed
in Note 2 to the Schedule of Expenditures of Federal Awards. These grants were
administered by 8 different state agencies, including the University of Wisconsin,
and accounted for 77 percent of the federal financial assistance administered by the
State. We also followed up on findings included in our prior audit report for the
State of Wisconsin (report 02-7).

In addition to satisfying federal audit requirements, the audit work performed at
state agencies assists in meeting state audit requirements identified in s. 13.94,
Wis. Stats. The scope of the single audit did not include the federal awards
administered by the Wisconsin Housing and Economic Development Authority or
the Wisconsin Supreme Court, which are audited separately by other auditors.
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Independent Auditor’s Report on the State of Wisconsin’'s
Compliance and on Internal Control over Financial Reporting Based
on an Audit of the Basic Financial Statements Performed in
Accordance with Government Auditing Standards

We have audited the State of Wisconsin’s basic financial statements as of and for
the year ended June 30, 2002, and have issued our report thereon dated

December 13, 2002. The basic financial statements and related auditor’s report have
been included in the State of Wisconsin’s Comprehensive Annual Financial Report
for 2002. We did not audit the following financial statements: the Wisconsin
Department of Transportation Revenue Bond Program and Commercial Paper
Program, which represent 11 percent of the liabilities of the governmental activities
and 4 percent of the revenues of the aggregate remaining fund information; the
Environmental Improvement Fund, which is a major fund and represents

16 percent of the assets and 19 percent of the liabilities of the business-type
activities; or the College Savings Program Trust, which represents 3 percent of the
revenues of the aggregate remaining fund information. In addition, we did not
audit the financial statements of the Wisconsin Housing and Economic
Development Authority, the Wisconsin Health Care Liability Insurance Plan, the
Badger Tobacco Asset Securitization Corporation, and the University of Wisconsin
Hospitals and Clinics Authority, which represent 100 percent of the financial
activity of the discretely presented component units. Those financial statements
were audited by other auditors whose reports thereon have been furnished to us,
and our opinions, insofar as they relate to the amounts audited by others, are based
solely upon their reports.
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We conducted our audit in accordance with auditing standards generally accepted in
the United States and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United
States. The financial statements of the Wisconsin Housing and Economic
Development Authority, which were audited by other auditors, were also audited
in accordance with these standards. The financial statements of the other funds and
component units that were audited by other auditors were audited in accordance
with auditing standards generally accepted in the United States, but not in
accordance with Government Auditing Standards.

COMPLIANCE

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

INTERNAL CONTROL OVER FINANCIAL REPORTING

In planning and performing our audit of the basic financial statements of the State
of Wisconsin for the year ended June 30, 2002, we considered the State’s internal
control over financial reporting in order to determine our auditing procedures for
the purpose of expressing our opinion on the financial statements and not to
provide assurance on the internal control over financial reporting. However, we
noted certain matters involving the internal control over financial reporting and its
operation that we consider to be reportable conditions. Reportable conditions involve
matters coming to our attention relating to significant deficiencies in the design or
operation of the internal control over financial reporting that, in our judgment, could
adversely affect the State’s ability to record, process, summarize, and report financial
data consistent with the assertions of management in the basic financial statements.
Reportable conditions are described in Section II of the State of Wisconsin Schedule
of Findings and Questioned Costs as Findings WI-02-40 through WI-02-53.

A material weakness is a condition in which the design or operation of one or more
of the internal control components does not reduce to a relatively low level the risk
that misstatements in amounts that would be material in relation to the basic
financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions.
Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be reportable
conditions and, accordingly, would not necessarily disclose all reportable conditions
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that are also considered to be material weaknesses. However, of the reportable
conditions described above, we consider Finding WI-02-40 to be a material weakness.
We also noted other matters involving the internal control over financial reporting,
which we have reported to management in separate audit communications.

This independent auditor’s report is intended for the information and use of the
management of the State of Wisconsin, the Wisconsin Legislature, federal awarding
agencies, and pass-through entities. This independent auditor’s report, upon
submission to the Joint Legislative Audit Committee, is a matter of public record and
its distribution is not limited. However, because we do not express an opinion on
compliance or provide assurance on internal control over financial reporting, this
report is not intended to be used by anyone other than these specified parties.

LEGISLATIVE AUDIT BUREAU

oAt

Bryan Naab
Audit Director

December 13, 2002
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Independent Auditor’s Report on the State of Wisconsin’'s
Compliance with Requirements Applicable to Each Major Program,
Internal Control over Compliance, and the Schedule of Expenditures
of Federal Awards, in Accordance with OMB Circular A-133

We have audited the State of Wisconsin’s compliance 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 June 30, 2002. The State of Wisconsin’s major
federal programs are identified in the summary of auditor’s results section of the
accompanying State of Wisconsin Schedule of Findings and Questioned Costs, as
well as in Note 2 of the accompanying Notes to the State of Wisconsin Schedule of
Expenditures of Federal Awards for the Year Ended June 30, 2002. Compliance
with the requirements of laws, regulations, contracts, and grants applicable to each
of its major federal programs is the responsibility of management of Wisconsin
state agencies. Our responsibility is to express an opinion on the State of
Wisconsin’s compliance based on our audit.

The federal grants administered by the Wisconsin Supreme Court were not
included in the scope of our audit of federal awards because its grants are audited
separately in accordance with OMB Circular A-133, if required. In addition, we did
not include in our audit scope the federal awards administered by the Wisconsin
Housing and Economic Development Authority. An audit of the Authority was
performed by other auditors.

11
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We conducted our audit of compliance in accordance with auditing standards
generally accepted in the United States; 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 State of Wisconsin’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 on the State of
Wisconsin’s compliance with those requirements.

As described in Findings WI-02-5, WI-02-6, and WI-02-38 in the accompanying
report narrative for the Wisconsin Department of Health and Family Services and
the Wisconsin Department of Corrections, and in the Schedule of Findings and
Questioned Costs, the State of Wisconsin did not comply with requirements
regarding eligibility that are applicable to the Foster Care—Title IV-E program
(catalog #93.658). Compliance with such requirements is necessary, in our opinion,
for the State of Wisconsin to comply with the requirements applicable to that
program.

In our opinion, except for the noncompliance described in the preceding
paragraph, the State of Wisconsin complied, in all material respects, with the
requirements referred to above that are applicable to each of its major federal
programs for the year ended June 30, 2002. However, the results of our auditing
procedures disclosed other instances of noncompliance with those requirements
that are required to be reported in accordance with OMB Circular A-133 and that
are described in the accompanying agency report narratives and in Section III of
the Schedule of Findings and Questioned Costs as Findings WI-02-1 through
WI-02-10, WI-02-12, WI-02-13, WI-02-15, WI-02-16, WI-02-19, WI-02-22 through
WI-02-29, and WI-02-31 through WI-02-39.

INTERNAL CONTROL OVER COMPLIANCE

The management of Wisconsin state agencies is responsible for establishing and
maintaining effective internal control over compliance with the requirements of
laws, regulations, contracts, and grants applicable to federal programs. In planning
and performing our audit, we considered the State of Wisconsin’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 and to test and report on the
internal control over compliance in accordance with OMB Circular A-133.
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We noted certain matters involving the internal control over compliance and its
operation that we consider to be reportable conditions. Reportable conditions involve
matters coming to our attention relating to significant deficiencies in the design or
operation of the internal control over compliance that, in our judgment, could
adversely affect the State of Wisconsin’s ability to administer a major federal
program in accordance with applicable requirements of laws, regulations, contracts,
and grants. Reportable conditions are described in the accompanying agency report
narratives and in Section III of the State of Wisconsin Schedule of Findings and
Questioned Costs as Findings WI-02-1 through WI-02-12, WI-02-14, WI-02-16
through WI-02-21, WI-02-23 through WI1-02-26, WI-02-28, WI-02-30 through
WI-02-32, WI-02-34 through WI-02-36, WI-02-38, and WI-02-39.

A material weakness is a condition in which the design or operation of one or more
of the internal control components does not reduce to a relatively low level the risk
that noncompliance with applicable requirements of laws, regulations, contracts, and
grants that would be material in relation to a major federal program being audited
may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. Our consideration of the internal
control over compliance would not necessarily disclose all matters in the internal
control that might be reportable conditions and, accordingly, would not necessarily
disclose all reportable conditions that are also considered to be material weaknesses.
However, of the reportable conditions described above, we consider Findings
WI-02-5, WI-02-6, and WI-02-38 related to the administration of the Foster Care—
Title IV-E program (catalog #93.658), and Findings WI1-02-31 and WI-02-32, related
to administration of the Juvenile Accountability Incentive Block Grants program
(catalog #16.523), to be material weaknesses.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

We have audited the basic financial statements of the State of Wisconsin as of

and for the year ended June 30, 2002, and have issued our report thereon dated
December 13, 2002. Our audit was performed for the purpose of forming opinions
on the basic financial statements. The accompanying State of Wisconsin Schedule of
Expenditures of Federal Awards is presented for purposes of additional analysis as
required by OMB Circular A-133 and is not a required part of the basic financial
statements.

As described in Note 1 to the State of Wisconsin Schedule of Expenditures of
Federal Awards, the schedule was prepared from agency records maintained on
the basis of accounting prescribed by Wisconsin Statutes, which is a comprehensive
basis of accounting other than accounting principles generally accepted in the
United States, and from federal reports submitted by the agencies to the federal
government.
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The information in the schedule has been subjected to the auditing procedures
applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects in relation to the basic financial statements taken as a
whole.

This independent auditor’s report is intended for the information and use of the
management of the State of Wisconsin, the Wisconsin Legislature, federal awarding
agencies, and pass-through entities. This report, upon submission to the Joint
Legislative Audit Committee, is a matter of public record and its distribution is not
limited. However, this report is not intended to be used by anyone other than these
specified parties.

LEGISLATIVE AUDIT BUREAU

March 14, 2003 by //b/ e %/’%{/

Bryan Naab
Audit Director



Statewide Issues =

As part of our standard audit procedures at each state agency, we reviewed internal
controls over revenues, expenditures, and the administration of federal financial
assistance programs. In completing our audit work, we identified several issues that
affect more than one state agency and multiple federal grant programs. We are
reporting these findings in this chapter to assist the U.S. Department of Health and
Human Services in the resolution process.

We report concerns with the calculation of retirement credits authorized in

1999 Wisconsin Act 11 related to federal grant programs and state matching
expenditures. In total, for all state agencies, an additional $556,277 plus an
undetermined amount should have been credited to federal grants. In addition, we
are concerned that during FY 2001-02, the State lapsed $9.1 million to the General
Fund from several internal service funds administered by the Department of
Administration (DOA) and the Department of Electronic Government (DEG),
without returning the federal share to the federal government. We also followed up
on the progress DEG has made in addressing concerns related to rate setting that
were included in our FY 2000-01 single audit report (report 02-7). While some
progress has been made, DEG needs to take further steps in revising its rate
structure.

1999 Wisconsin Act 11 Retirement Credits

The Wisconsin Retirement System (WRS) is a multiple employer pension plan that
was established to provide pension benefits for state and local government
employees. Employers pay retirement contributions to the WRS. When an
employee works on a federal program, a share of retirement payments may be
charged to the federal program based on the employee's work effort, and the
governmental entity may seek reimbursement from the federal government.

15
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As part of pension improvements enacted in 1999 Wisconsin Act 11, the Legislature
granted employers in the WRS a $200 million credit. The credit was to be applied
against future payments to the WRS. Federal rules require that to the extent credits
received by the government relate to reimbursed costs, they should be credited to
the federal award as either a cost reduction or a cash refund. Since a share of
retirement payments is charged to federal awards based on employees” work effort,
a portion of the retirement credits distributed under Act 11 should be credited to
the federal programs.

As directed by Act 11, the Wisconsin Department of Employee Trust Funds (ETF)
calculated the amount of credit due each employer participating in the WRS,
including each state agency, and informed employers of the amounts of their credits
in June 2001. The total credit for all state agencies was $53.3 million. 2001 Wisconsin
Act 16 required DOA to determine for each state agency the amount of the credit
granted by ETF for FYs 2000-01 and 2001-02, and to lapse from state appropriations
to the General Fund the amount of the credit granted by ETF. Act 16 did not include
federal appropriations in the lapsing requirement because credits related to federal
grants were expected to be credited to federal programs or otherwise returned to the
federal government. In addition, Act 16 excluded ETF, the State of Wisconsin
Investment Board, and DOT from the lapse requirement.

We reviewed the treatment of the federal share of the retirement credit for the nine
agencies that administered the major grants and subgrants we audited for FY 2001-02:
DHFS, DWD, UW System, DOT, DPI, DOA, the Department of Natural Resources
(DNR), the Department of Corrections (DOC), and the Department of Justice (DOJ).
We identified two concerns with the retirement credit: not all federal expenditures
for retirement benefits were taken into account in determining the federal portion of
the credit, and most state agencies did not adequately consider the retirement credits
in determining whether state matching requirements were met.

Finding WI-02-1: Calculation of the Federal Credit

The DOA State Controller’s Office (SCO) calculated the percentage of retirement
payments by funding source, such as state or federal appropriations, that was
charged to retirement accounting codes on WiSMART, the State’s accounting
system. Based on the percentage of retirement expenditures charged to federal
appropriations during FY 2000-01, SCO estimated the federal share of the retirement
credit for all state agencies except DOT. DOT, which was excluded from the
provisions of Act 16, separately calculated the amount due the federal government
related to its grants. As shown in the following table, it was determined that, in total,
$5.4 million, which is 10.2 percent of the State’s total retirement credits, was
attributable to retirement expenditures charged to federal appropriations.
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Federal Portion of 1999 Wisconsin Act 11 Retirement Credits*
(Calculated by the State Controller’s Office**)

‘ Agency Credit Amount |
UW System $2,388,970
DWD 1,186,494
DHFS 781,336
DOT 528,398
DPI 200,522
DOA 51,564
DOJ 23,105
DOC 755
DNR 0
Other Agencies 267,638

Total $5,428,782

*Based on expenditures charged to retirement
accounting codes in federal appropriations.

**SCO did not calculate the federal credit for DOT.

Based on SCO’s calculation, most state agencies returned the federal portion of
the credit to the federal government by determining the amount of the credit
applicable to each federal program and crediting each program with its
proportionate share of the credit. DWD, DHFS, DPI, DOA, and DOJ followed

this methodology, and we found these agencies’ calculations to be reasonable and
accurate and that federal grants were credited for their fair share of the retirement
credits. DOC informed us it will use this methodology to allocate its credit to
federal grant programs.

DOT received approval from the Federal Highway Administration to return the
credit by charging lower fringe benefit rates to its federal programs in FY 2002-03.
UW System initially chose a similar approach, which would have been applied to
federal programs beginning in FY 2003-04. However, because the same rates were
to be used to charge fringe benefit costs to some non-federal programs, these
programs would have received a portion of the credit. After we brought this to the
attention of UW System staff during our audit, UW-Madison chose to directly
return $2.1 million to the federal government.
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We reviewed SCO'’s calculation of the retirement benefits attributable to federal
appropriations and found that it was mathematically accurate based on the relative
share of expenditures charged to retirement accounting codes. However, some
retirement expenditures were initially recorded in state appropriations but
subsequently charged to federal grants. In some instances, the SCO methodology
did not calculate a credit for the federal government’s share of these expenditures.
Specifically, we found the calculation did not consider agencies that used an
allocation process that does not differentiate by the type of expenditure, retirement
charges included in cost pools and internal service funds, and subgrants to state
agencies that were accounted for in state appropriations. As shown in the table that
follows, we determined that for the agencies reviewed, an additional $556,277, plus
an undetermined amount, may potentially need to be credited to federal grant
programs.

Unrecognized Federal Retirement Credits

Agency Amount

DNR $329,891
DWD 131,275
DHFS 43,086
DOC 33,326
DPI 12,847
DOA 5,852

Total $556,277*

* Plus an undetermined amount.

DNR does not charge retirement payments directly to federal appropriations.
Instead, it codes payroll expenditures to a clearing account and allocates the
balance in the account to the appropriate funding source. Because the retirement
expenditures were not specifically identified in the federal appropriations and
coded as retirement expenditures, these costs were not taken into consideration
when calculating the retirement credit for DNR federal grants. DNR staff estimate
that $329,891 of the agency’s retirement credit is attributable to federal grants.

DWD uses approximately 16 cost pools in a state appropriation to collect costs for
certain administrative functions, such as accounting, computer programming, and
mail service. We calculated the federal portion of the retirement credit related to
the two largest cost pools to be $131,275. Additional but undetermined credits
could relate to other cost pools at DWD, as well as other state agencies.
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Finally, many agencies receive federal subgrants and record expenditures related to
these subgrants in state appropriations. As a result, the amount of retirement
payments related to these subgrants was lapsed to the General Fund instead of
being credited to the subgrant. For example, DOC charged $301,407 of retirement
payments to federal grants or subgrants during FY 2000-01. SCO included only
$6,676 of this amount in its analysis because the remaining $294,731 was accounted
for in state appropriations. SCO calculated $755 as the federal share of the
retirement credit. However, had subgrants been included in this analysis, there
would have been an additional federal credit of $33,326. We noted a similar
problem with subgrants at DHFS, DPI, and DOA.

As a result of these concerns, we question $556,277 plus an undetermined amount
in retirement credits that were lapsed to the General Fund rather than credited to
federal grants. We note that the actual amount that may need to be returned to the
federal government may be different than this amount if state agencies have other
eligible expenditures that could be charged to the federal grants.

M Recommendation

We recommend the Wisconsin Department of Administration work with the state
agencies and the federal government to determine any additional retirement crediit
amounts that should be returned to the federal government.

Questioned Costs: Multiple Grants: Calculation of the Federal Credit
= $556,277, Plus an Undetermined Amount

DOA Response and Corrective Action Plan: SCO will work with agencies
to determine a more precise amount for the federal portion of the Act 11
retirement credits. In addition, SCO will apply the new federal calculation to
the sick leave conversion credits, which were effective for FY 2002-03, and
which are currently being lapsed to the General Fund in a manner similar to
the Act 11 retirement credits. Once calculated, the federal portion of both
the retirement and sick leave credits will be credited to federal grants, if
necessary, in the current fiscal year to compensate the federal government
for any under crediting.

Finding WI-02-2: Matching Accounts

We are also concerned that agencies did not fully consider the effect of the
retirement credits when reporting state matching expenditures. The accounting for
the retirement credits was complex. Effectively, agencies were directed to record
retirement expenditures on WiSMART; then, amounts equal to the retirement
credits related to state appropriations were lapsed to the General Fund from other
accounts. Because the retirement expenditures were recorded in state
appropriations, they may have been reported as state match for federal grants.
However, since these amounts did, in fact, lapse to the General Fund, they are not
valid state matching expenditures.
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Of the nine agencies we reviewed, only two—DWD and DOJ— had adjusted for
the effect of the retirement credit on state matching accounts before our audit
inquiries. DWD implemented a manual process in which the grant accountants
monitored state matching accounts to ensure retirement payments that had lapsed
to the General Fund were excluded. For example, for the Rehabilitation Services—
Vocational Rehabilitation Grants to State program (catalog #84.126), the grant
accountant manually adjusted state matching expenditures for the retirement
payments that had been lapsed to the General Fund.

DPI had not initially considered the retirement credits. In our review, we
determined that the State Administrative Expenses for Child Nutrition (SAE) grant
(catalog #10.560) was undermatched by $3,739 because of the inclusion of
retirement payments that had been lapsed to the General Fund. Subsequent to our
inquiries, DPI transferred SAE expenditures from federal to state accounts to meet
matching requirements and performed an analysis of the remaining grants with
matching requirements to ensure the grants were in compliance.

The remaining seven agencies have not determined the effect of the retirement
credits on state matching accounts. Some agency staff indicate that federal grants
are overmatched and, therefore, believe that matching requirements are met even if
the retirement credits are excluded. Other agencies express concern because it will
take significant resources to determine the impact of the credit on state matching
accounts. For example, agencies that administer many grant programs with
varying matching requirements may have difficulty determining the effect of the
credit. However, to ensure compliance with federal rules, state agencies are
required to analyze their reported state matching expenditures to ensure federal
matching requirements are being met.

M Recommendation

We recommend the Wisconsin Department of Administration direct the state
agencies to ensure state matching requirements for federal grants have been met
and provide guidance as needed.

Questioned Costs: Multiple Grants: Matching Accounts = Undetermined
DOA Response and Corrective Action Plan: SCO will work with state

agencies to ensure that matching requirements for federal grants have been
met for the year in question.

Finding WI-02-03: Internal Service Fund Lapses
to General Fund

Centrally, the State provides various services to other state agencies through several
internal service funds administered by DOA and DEG. During FY 2001-02, DOA
administered the central fleet services, financial services, facilities operations and



STATEWIDE ISSUES = = u = 21

maintenance, and risk management funds, and DEG administered the technology
services fund, which provides centralized computer processing and telecommunications
services to state agencies. DOA and DEG bill state agencies for services according

to their level of use. State agencies, in turn, charge user fees to state and federal
accounts and seek reimbursement from the federal government for its share of the
charges.

In the event cash balances accumulate in the internal service funds, DOA and DEG
generally adjust rates to reduce the excess balances. Federal grants benefit from the
rate adjustments through lower charges. In the event the State uses the excess
balances for other purposes, federal rules require the State to return to the federal
government its fair share of the excess balances.

In an effort to balance the State’s budget, DOA and DEG were directed in 2001
Wisconsin Acts 16, 25, and 109 to lapse funds from several of the internal service
funds to the General Fund. As shown in the following table, DOA and DEG lapsed
approximately $9.1 million to the General Fund from four internal service funds
during FY 2001-02, with the most significant amounts lapsing from the technology
services fund. For FY 2002-03, the planned lapses are $3.1 million.

Internal Service Fund Lapses
FYs 2001-02 and 2002-03

Internal Service Fund FY 2001-02 FY 2002-03
Technology Services $8,415,800 $2,250,000
Financial Services 355,300 400,500
Risk Management 345,300 400,400
Fleet 8,900 300

Total $9,125,300 $3,051,200

We are concerned because a portion of the amounts lapsed to the General Fund,
representing excess user fees charged to federal grants and reimbursed by the federal
government, should have been returned to the federal government.

State officials are providing information to the U.S. Department of Health and
Human Services to resolve this issue and, in late February 2003, met with federal
officials. Based on unaudited information, federal officials have estimated that as
much as 47 percent of excess balances in the technology services fund may have
been attributable to federal grants. While it appears the State will be required to pay
the federal government some portion of the amounts lapsed to the General Fund,
the final amount is dependent on negotiations with the federal government.
Therefore, we question an undetermined amount.
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As it deliberates the 2003-05 budget, the Wisconsin Legislature may wish to
consider whether funding should be set aside to repay the federal government for
its share of any amounts lapsed from internal service funds to the General Fund.

M Recommendation

We recommend the Wisconsin Department of Administration and the Wisconsin
Department of Electronic Government continue working with the U.S. Department
of Health and Human Services to determine the share of federal funds that should
be returned due to lapsing from internal service funds.

Questioned Costs: Multiple Grants: Internal Service Fund Lapses to General
Fund = Undetermined

DEG Response and Corrective Action Plan: DEG will continue to work
with the U.S. Department of Health and Human Services’ Division of Cost
Allocation to determine the share of federal funds that may be returned due
to lapsed amounts from the internal service funds. DEG has met with
Division of Cost Allocation staff and provided information that was
requested. Further documentation will be submitted as it is prepared.
Discussions will continue until a resolution of these issues is found under the
rules and procedures established by the federal government.

DOA Response and Corrective Action Plan: DOA agrees to continue
discussions with the U.S. Department of Health and Human Services’
Division of Cost Allocation to determine what amounts, if any, should be
returned to the federal government. DOA believes that repayments may
only be forthcoming related to the financial services internal service fund,
since the risk management and fleet internal service funds were determined
to have deficit balances under the federally required A-87 reconciliation for
FY 2001-02, and, therefore, these funds may not have a required federal
payback at this time. DOA will provide the required information to the
federal Division of Cost Allocation and await its determination. If an amount
is due the federal government, DOA will determine the rate of federal
participation for each fund.

Finding WI-02-4: Rate Setting

The State develops billing rates for the mainframe computer services it provides by
assigning budgeted costs to various cost pools and then dividing each pool’s total
budgeted costs by projected usage. For rates to accurately reflect the costs of
providing specific services, all costs directly related to providing each of the various
mainframe services should be assigned to their proper cost pools. Costs that relate
to all mainframe cost pools should be assigned to the overhead cost pool and then
fairly distributed to the other pools.
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During prior audits, we analyzed billing rates and had concerns with DEG’s
methodology for assigning costs to the overhead and central processing unit (CPU)
cost pools, and we noted that federal grants may have subsidized other computer-
related costs. We first reported our concerns during our FY 1998-99 audit.

As noted in last year’s report (Finding WI-01-48), DEG has taken steps to address
some of the issues identified in our prior audits. For instance, in establishing

FY 2001-02 rates, the State excluded from the mainframe CPU cost pool
approximately $1.4 million related to providing desktop computer and local area
network support services through the Small Agency Support Initiative (SASI) to
25 small state agencies that typically have little or no mainframe usage. DEG
developed a separate rate structure for SASI services to more appropriately bill
state agencies.

However, DEG had not changed its overall rate determination methodology, and
costs continued to be inappropriately allocated amongst the various cost pools. As a
result, most mainframe computer rates were higher than they would have been if
the rates had been properly calculated. Since many state agencies allocate costs to
federal grant programs, the federal government may have been overcharged for
mainframe computer services during FY 2001-02. It is important to note, however,
that if the correct mainframe rate had been charged, separate billing mechanisms
would have been required for other costs, which may have resulted in additional
charges to federal grants.

During our current audit, we discussed with DEG staff their efforts to address this
finding. In setting rates for FY 2002-03, DEG significantly revised its rate-setting
methodology. For example, it designed a new chart of accounts to facilitate
accumulating and accounting for costs in appropriate costs pools and evaluated the
costs assigned to its cost pools. In addition, as noted in our prior report, DEG has
been contacted by the U.S. Department of Health and Human Services. DEG
continues to work with the federal government to resolve this issue and has
provided any requested information.

Because of DEG's efforts in this area, we make no specific recommendation at this
time. We will continue to monitor DEG’s progress and test the new rate-setting
procedures during our FY 2002-03 audit.

Questioned Costs: Multiple Grants: Rate Setting = Undetermined

DEG Response: DEG has taken steps to adjust the funding for some items
specifically identified in past reviews. In addition, DEG has made significant
changes for FY 2002-03 to accumulate costs in the appropriate cost pools.
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Noncompliance Findings Affecting Multiple Grants

Finding
Number

Catalog
Number

Statewide Issues

Summary of Findings and Questioned Costs
FY 2001-02

Grant

WI-02-1

WI-02-2

WI-02-3

WI-02-4

Multiple Grants

Multiple Grants

Multiple Grants

Multiple Grants

*Repeat finding from audit report 02-7.

Finding

Calculation of the Federal
Credit

Matching Accounts

Internal Service Fund Lapses
to General Fund

Rate Setting*

Inquiries regarding resolution of findings and questioned costs should be directed to the agency

contact person listed in Appendix 2 of this report.

Amount

Questioned

$ 556,277

Plus an Undetermined
Amount

Undetermined

Undetermined

Undetermined




Department of Health and Family
Services =

The Wisconsin Department of Health and Family Services administers a wide
range of services to clients in communities and institutions, regulates certain care
providers, and supervises and consults with local public and voluntary agencies. It
administers state and federal programs involving public health, mental health,
substance abuse, long-term care, services to the disabled, medical assistance, and
children’s services. DHFS disbursed $6.2 billion during FY 2001-02; federal grants
to the State financed $3.0 billion of that amount.

As part of our standard audit procedures, we reviewed DHFS’s internal controls
over revenues, expenditures, and the administration of federal financial assistance
programs. We tested DHFS’s compliance with grant requirements for four type A
grants and two type B grants. Overall, DHFS’s internal controls were adequate, and
the agency complied with the grant requirements for the programs we tested.
However, in addition to the concerns identified in the statewide issues chapter, we
have findings related to the Foster Care—Title IV-E program (catalog #93.658); the
Medical Assistance (MA) Program (catalog #93.778); and the State Children’s
Insurance Program (CHIP) (catalog #93.767). We also followed up on the progress
DHES has made in implementing Findings WI-01-1 through WI-01-8 of our

FY 2000-01 single audit report.

Foster Care

DHFS disbursed $87.3 million in federal funds during FY 2001-02 under the Foster
Care—Title IV-E program, which helps the State provide safe, appropriate
substitute care for children who are under its jurisdiction and need temporary
placement and care outside their homes. Administration of the program is the

25
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responsibility of the counties, with the exception of Milwaukee County, where the
program is administered by the Bureau of Milwaukee Child Welfare (BMCW) in
DHES’s Division of Children and Family Services. Approximately $12.7 million of
the federal foster care funds expended during FY 2001-02 related to Milwaukee
County foster care cases.

During our prior audit, we reported significant internal control and compliance
concerns related to BMCW’s administration of the Foster Care—Title IV-E program.
While DHFS has taken or is in the processing of taking corrective actions, we
continue to have concerns regarding administration of this program. We have prior
audit follow-up comments related to case file documentation and reviews,

court orders, licensing and criminal records checks for foster care providers,
reimbursements for child care agencies, and the reconciliation of reimbursement
reports. In addition, we identified new concerns related to unadjusted status
changes, licensing and criminal records checks for group facilities, retroactive
claims, and the memorandum of understanding with the Department of
Corrections.

Finding WI-02-5: Case File Documentation and Reviews

DHEFS has contracted with three private vendors to administer the Foster Care—
Title IV-E program at five BMCW sites in Milwaukee County. Case managers at
these sites are responsible for, among other things, ongoing case management,
obtaining initial and subsequent court orders for the cases assigned to them, and
determining and documenting any supplemental and exceptional needs payments
to foster families. DHFS has also contracted with a private firm to make
preliminary determinations and annual redeterminations of whether children in
Milwaukee County are eligible for the program and whether payments to foster
care providers are federally reimbursable under the program. The final review and
approval of all determinations is the responsibility of BMCW program evaluation
managers. The private contractors and BMCW staff use the Wisconsin Statewide
Automated Child Welfare Information System (WiSACWIS) to maintain case
information, document eligibility determinations, and issue payments to foster care
providers.

To be eligible to participate in the State’s foster care program, a child must, among
other requirements, be under 18 years of age, a U.S. citizen, and a member of a
family with an annual income of less than $10,000. Foster care providers receive
financial assistance to help pay for the costs of caring for foster children. Generally,
the State seeks reimbursement from the federal government for a portion of
program costs. However, in some instances, such as when the State does not have
continuing legal responsibility, children may be eligible to participate in the
program, but federal rules do not allow the State to receive federal reimbursement.
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Children referred to BMCW are placed with foster care providers as quickly as
practical. As a result, it is possible that financial assistance to the providers begins
before all documentation is available to determine whether the child is eligible
and the foster care payments are federally reimbursable. Once all necessary
documentation is obtained, child eligibility information is entered into WiSACWIS
using a series of eligibility determination screens. Federal rules require the State to
annually redetermine that the children continue to be eligible to participate in the
program. These eligibility redeterminations are also entered into WiSACWIS.
BMCW program evaluation managers review and approve the determinations and
sign hard-copy printouts of the eligibility determination or redetermination
screens, which are placed in the child’s case file.

The basic rate paid to a foster care provider is established during the State’s biennial
budget process and is based on the age of the foster child. In addition, a foster care
provider may receive supplemental and exceptional payments based on the child’s
physical and mental condition. BMCW requires the case manager to complete the
Uniform Foster Care Rate Setting form, which documents the authorized
supplemental and exceptional payment amounts, within 30 days of the child’s
placement with a foster care family. The supplemental and exceptional payment
rates are entered into WiSACWIS, and the form is placed in the child’s case file.
BMCW requires the case manager to review the form every six months to ensure the
supplemental and exceptional payments continue to be appropriate.

In our prior two audits, we reported serious weaknesses in BMCW's internal
control over administration of the Foster Care—Title IV-E program. Due to these
weaknesses, we identified payments to foster care providers that were made for the
wrong basic rate or for amounts that differed from supplemental and exceptional
amounts documented on the Uniform Foster Care Rate Setting forms. In addition,
staff did not always perform the semi-annual review to ensure the supplemental
and exceptional payments continued to be appropriate. While some prior-year
corrective actions had been implemented, in last year’s audit we recommended
DHEFS investigate the circumstances that allowed unsupported foster care
payments to continue to be made and take additional corrective actions

(Finding WI-01-2).

DHES has acknowledged the need for continued improvement in this area and has
implemented several corrective actions. Most important, DHFS has contracted with
a new vendor to provide out-of-home care services, such as licensing foster home
providers and establishing the providers on WiSACWIS. In addition, effective
May 2002, the program evaluation managers conduct monthly reviews to ensure
rate-setting forms for all foster care cases arising during the prior month were
appropriately completed, and they conduct monthly reviews of 10 percent of
existing cases to ensure the rate-setting forms had been completed within the last
six months. Those BMCW sites not meeting established compliance standards are
subject to financial sanctions. Finally, program evaluation managers now verify
that supplemental and exceptional payment amounts established on WiSACWIS
agree with the amounts approved on the rate-setting form.
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We arbitrarily selected 41 of the approximately 5,500 BMCW case files to determine
whether corrective actions by DHFS have been effective in reducing the instances
of unsupported payments to foster care providers. We found fewer exceptions and,
based on the results of our testing, it appears that DHFS has improved in this area.
In addition, we selected nine cases considered exceptions in our prior audit and
found DHFS has taken corrective actions for those cases.

Basic Payments

None of the basic payments that we tested exceeded the statutory rates. However, as
in our prior audit, we noted two cases in which basic payments were less than the
statutory rate for the child’s age group. In one case, the foster care provider should
have received $391 per month, which is the statutorily authorized basic payment for a
16-year-old child, but BMCW paid the provider $375 per month, which is the payment
for a child in the 12- to 14-year-old age range. In the second case, the foster care
provider should have received $329 per month, which is the authorized payment for a
6-year-old, but BMCW paid the provider $302 per month, which is the payment for a
child in the 0- to 4-year-old age range.

We discussed our concerns with BMCW staff, who stated that corrective payments
will be made to the two foster care providers. BMCW management also stated
there would be further investigation into the cause of these underpayments to
ensure providers are paid at the correct rate. We do not question any costs because
the federal government was not overcharged for the basic foster care payments we
tested.

Supplemental and Exceptional Payments

The 50 case files selected for review included 6 cases identified during our prior
audit as exceptions for supplemental and exceptional payments. Of the

44 remaining cases, 15 received supplemental and exceptional payments during

FY 2001-02. BMCW appears to be implementing reasonable corrective actions.
BMCW had appropriately reviewed the Uniform Foster Care Rate Setting forms for
the 6 cases identified in our prior audit, as well as for 14 of the 15 other cases tested
that received supplemental and exceptional payments during our audit period.

However, because corrective actions were implemented late in the year, DHFS

made payments during the first portion of FY 2001-02 based on outdated forms. For
example, payments made from July 2001 through April 2002 for one case were based
on a rate review performed in February 1995. Because prior rate reviews were not
performed in a timely manner, it is unknown whether providers received payments
appropriate to the child’s situation. Therefore, we question an undetermined
amount for supplemental and exceptional payments.

In addition to the previously noted corrective actions, DHFS implemented rate-
setting enhancements in WiSACWIS during January 2003 that are designed to
provide electronic storage of the rate-setting forms, provide notification to the case
manager to perform the required rate reviews every six months, and require on-
line supervisory approval of additions or changes to supplemental and exceptional
payments. We will review these system enhancements during next year’s single
audit.
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Annual Redeterminations

While it appears that DHFS is implementing reasonable corrective actions to reduce
our prior audit concerns related to basic, supplemental, and exceptional payments,
we identified a serious new concern during our current audit related to the required
annual redeterminations. As noted, federal rules require DHFS to annually
redetermine whether children continue to be eligible to participate in the program.
DHES has contracted with a private firm to assist in the redetermination process.

For 8 of the 50 cases tested, eligibility redeterminations were not performed within
12 months of the prior determination. While DHFS requested the contractor to
perform the redeterminations for all cases before providing the case files to us for
our August 2002 review, as shown in the table that follows, the reviews for

eight cases were performed up to 28 months after the prior determination.

Foster Care Redeterminations

Redetermination Date of Number of Months
Observation Date Prior Review between Redeterminations
1 7/24/02 10/1/00 21
2 7/25/02 and 8/5/02 5/17/00 26
3 8/2/02 4/2/00 28
4 8/1/02 10/20/00 22
5 7/25/02 and 7/31/02 6/28/00 25
6 7/31/02 Unknown Unknown
7 8/1/02 11/1/00 21
8 8/5/02 5/31/01 14

It is important to redetermine eligibility in a timely manner to ensure compliance
with federal regulations and to ensure claims for federal reimbursement under the
Foster Care—Title IV-E program are appropriate. While it was determined that two
of the eight cases were eligible for federal reimbursement for some of the payments
made to foster care providers during our audit period, after current court orders
had been obtained, five of the remaining cases were not eligible for reimbursement
of foster care payments because the current court orders did not contain all
required language. The eighth case was determined to be ineligible since
November 1995 because the child had not been physically removed from the home.
We note the eligibility file for this eighth case had been misplaced and was
reconstructed only after being selected for our FY 2001-02 audit.
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We provided information on the exceptions we identified to BMCW staff. BMCW
staff explained one reason the redeterminations were delayed was because the
court orders and extensions required to be completed for the redetermination were
not being obtained in a timely manner because of a backlog at the courts. In
addition, the courts were not always using the federally required language.
Although BMCW staff were monitoring the status of redeterminations through
reports and meetings with the contractor, BMCW staff agreed that further controls
and monitoring were warranted. Because of errors noted for the cases tested and
the potential for errors in the remaining cases administered by BMCW, DHFS
needs to give priority to ensuring that foster care redeterminations are completed
as required and that all case files are properly maintained.

As a result of delays in performing the redeterminations, the federal government
was, at least for the cases we reviewed, temporarily overcharged for its share of
foster care costs. For the eight cases we identified, BMCW appropriately changed
the eligibility status in WiSACWIS, which effectively returned to the federal
government $25,739 in unallowed foster care payments made during our audit
period and an additional but unknown amount for prior periods. However, we
question an undetermined amount for other cases administered by BMCW that are
ineligible or not reimbursable.

M Recommendation

We recommend the Wisconsin Department of Health and Family Services’ Bureau
of Milwaukee Child Welfare ensure foster care eligibility redeterminations are
completed at least every 12 months and that all foster care case files are properly
maintained.

Questioned Costs: Foster Care—Title IV-E (catalog #93.658,
award #s G0201WI1401 and GO101WI1401): Case File Documentation
and Reviews = Undetermined

DHFS Response and Corrective Action Plan: DHFS agrees that corrective
action steps taken have resulted in significant improvements to accuracy in
payments to foster care providers. These actions included:

= contracting with a new vendor to license foster homes
and establish the providers on WiSACWIS;

= providing additional rate-setting training to staff;

* sending a written notice to foster parents concerning the
rate established for them;

* implementing a monthly review of rate-setting accuracy
and amounts approved on WiSACWIS by the program
evaluation managers, with financial sanctions to vendor
agencies for noncompliance; and
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* implementing a rate-setting enhancement in WiSACWIS
in January 2003, which includes having the rate-setting
form and approval process in the system.

In addition to the above, all ongoing vendor agency contracts for 2003
include a performance incentive payment for compliance with rate-setting
requirements.

With regard to the two basic payment cases noted during the FY 2001-02
audit, the Division of Children and Family Services within DHFS agrees that
basic payments were less than the statutory rate for each child’s age group.
In both cases, the payment errors have been corrected. The sites are
notified when a child enters a new age group that would affect the base
rate, and Lutheran Social Services, as a routine part of weekly supervision
meetings with staff, reviews whether the provider license needs to be
amended to accommodate changes in children’s ages for birthdays. In
addition, Lutheran Social Services is reviewing its policies for writing licenses
to determine whether it needs to broaden the age ranges.

According to the Child Welfare Policy Manual, the federal expectation is
that IV-E redeterminations be done on an annual basis. However, if the
redetermination is done late, the fact that the redetermination is late on its
own does not affect the child’s eligibility for IV-E reimbursement. Once the
redetermination is done, the reimbursability of the child has to be done
correctly for all of the months in question. In addition, Federal PIQ 89-05
specifies if there is a two- or three-year gap in redeterminations, the
timeliness of the redeterminations is not an eligibility issue. For purpose of
federal IV-E reviews, the State is allowed a period of 30 days to reconstruct
the redeterminations for the case.

Some redeterminations were not consistently done within 12 months of the
last review. This was the result of some procedure/policy/law and system
changes. Before 2000, the JUSTICE system was used as the documentation
for court orders. However, the JUSTICE system is no longer used by the
court system. Also, the federal review of the Foster Care program clarified
that a signed court order was necessary to show jurisdiction was granted,
not just verification on a computer system. In 2001, the new rule came into
effect mandating specific language to document that reasonable efforts
were made to finalize the permanency plan. These changes necessitated a
change in language in the court orders. At the same time, the courts were
backlogged on completing court orders and getting them to the
appropriate case managers. In response, BMCW, the courts, and our
contractor have worked together to ensure the proper language is included
in all court orders to meet federal requirements. Changes in the court order
language to meet reasonable efforts criteria started to appear in fall 2001.
Efforts in writing and receiving the court orders within an appropriate time
line included:
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1) In December 2000, BMCW helped facilitate a process for
handwriting original disposition orders at Children’s Court in
order to eliminate the backlog of original disposition orders at
Children’s Court. Due to the success of this process, as of
April 1, 2002, the courts are also now handwriting court orders
for extensions rather than typing them.

2) The contractor developed a work improvement plan to ensure all
redeterminations are completed.

3) As part of the work improvement plan, the contractor created a
process with the sites to have the outstanding court orders
located and sent to the contractor so contractor staff could make
the redeterminations.

4) The contractor also worked with the clerk of court and BMCW to
establish a process to ensure it obtains all new handwritten court
orders.

5) The contractor is also beginning to receive copies of the
permanency plan reviews from the court commissioner’s office,
which aid them in completing timely redeterminations.

Finding WI-02-6: Court Orders

Federal rules state that federal foster care benefits may be paid on behalf of a child
only if the child’s placement and care are the continuing legal responsibility, as
evidenced by a court order, of either the state agency administering the approved
foster care plan or another public agency under a valid agreement with the state
agency. Additionally, within 12 months of the date the child entered foster care and
at least once every 12 months thereafter, there must be a judicial determination that
the State made “reasonable efforts to finalize the permanency plan.”

The State is responsible for obtaining annual court order extensions for BMCW
cases to document that it continues to be legally responsible for the children. These
court order extensions must include the judicial determination that the State made
reasonable efforts to finalize the child’s permanency plans during the past

12 months. If the initial orders or extensions do not include the required provisions,
or if the extensions are not received within 12 months, the State is not eligible to
receive federal reimbursement for payments to foster care providers. According to
BMCW written procedures, the original court orders and extensions are to be
placed in the child’s case file.
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In our prior audit, we noted that not all case files contained the necessary court
orders (Finding WI-01-3). DHFS agreed with our concerns and has taken the
following corrective actions:

=  BMCW worked with the Children’s Court, the District
Attorney’s office, and others and, as of March 2002, now obtains
original court orders or extensions before leaving court hearings.

* BMCW reiterated its written policy to its vendors providing
ongoing case management services, which state that 1) court
order extensions must be requested no later than 90 days prior to
the expiration of the court order; 2) all requests for court order
extensions are now monitored by the court liaison at each
BMCW site, who logs each case submitted along with the
expiration date of the court order; and 3) BMCW program
evaluation managers review the logs monthly to determine
whether court order extensions were obtained in a timely
manner. However, we note that BMCW does not have
procedures to ensure all court order extensions that should be
requested are, in fact, requested and entered on the log.

» Effective May 2002, BMCW imposes fiscal sanctions on vendors
providing ongoing case management services if established
compliance criteria are not met.

Because these corrective actions were implemented late in our audit period,
continued noncompliance with court order requirements during the first part of the
audit period would not be unexpected. Of the 50 cases tested, 40 had yet to be
subject to the corrective actions at the time of our review. Five of these 40 cases had
exceptions. In two cases, the court orders had lapsed and, therefore, the children
were not the continuing legal responsibility of the State. For three cases, the court
orders did not include the required judicial determination that the State made
reasonable efforts to finalize the permanency plans for the children.

Ten of the 50 cases we tested had been subject to corrective actions by DHFS,

such as review by a program evaluation manager. However, we identified

three instances in which the required judicial determination had not been made.
The reason BMCW did not detect that the State lacked the required judicial
determinations may be that this attribute is not included in the program evaluation
managers’ monthly review of the court order log.

BMCW determined that payments to foster care providers for the eight exceptions
were not federally reimbursable when it made its eligibility redeterminations
discussed in the previous section, titled “Annual Redeterminations” (p. 29).
Therefore, the federal government has already been reimbursed for any unallowed
costs. However, we question an undetermined amount for additional court order
exceptions that may exist for the foster care cases administered by BMCW that we
did not test. While BMCW has implemented several corrective actions, additional
improvement is needed in this area.
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M Recommendation

We recommend the Wisconsin Department of Health and Family Services’ Bureau
of Milwaukee Child Welfare:

= continue its efforts to ensure current court orders or extensions
contain the required language,

= ensure that all court order extensions that should be requested
are, in fact, requested; and

* amend its monthly review procedures to include verification that
the State has received all required judicial determinations in the
court orders and extensions.

Questioned Costs: Foster Care—Title IV-E (catalog #93.658,
award #s G0201WI1401 and GO101WI1401): Court Orders
= Undetermined

DHFS Response and Corrective Action Plan: DHFS agrees with concerns
that not all case files contained the necessary court orders, but that
corrective actions have been taken to ensure compliance. DHFS worked
with the District Attorney’s office to ensure any missing court orders were
written and signed by the court and placed in the children’s case files. In
addition, the following actions were taken:

= procedures were implemented to obtain handwritten
original court orders or extensions prior to leaving court
hearings;

* monitoring of court extensions by court liaisons was
implemented to ensure vendor agencies request
extensions no later than 90 days prior to the expiration of
the court order; and

= program evaluation managers review court order
extension logs on a monthly basis, and fiscal sanctions
are implemented on vendors for failure to file timely
extensions.

Some cases were identified that did not have the correct language
concerning reasonable effort to effectuate the permanency plan; however,
this should be corrected because the courts are now using templates that
include this language.

The auditors note that DHFS does not have procedures to ensure all court
order extensions that should be requested are, in fact, requested. DHFS will
soon be able to track this via WiSACWIS reports. A WiSACWIS build,
effective on February 24, 2003, will provide DHFS management with the
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ability to track both timely occurrence of permanency plans and
information concerning all court orders that need extension requests. The
program evaluation managers will be able to compare this report
information with the court extension lists submitted by the court liaisons.

Finding WI-02-7: Unadjusted Status Changes

The status of foster care cases can change when circumstances change. Such
changes can affect eligibility and whether a case is federally reimbursable.
Generally, WiSACWIS is updated for the changes, which are taken into
consideration when calculating federal reimbursement claims. However, during
our prior audit we determined that in certain instances, WiSACWIS does not allow
changes to the eligibility and reimbursability status of a foster care case. For
example, after a child turns 18 years of age, WiSACWIS currently prohibits any
changes to the status of the case. We made oral recommendations for BMCW staff
to log instances in which WiSACWIS does not accept status changes and to
manually calculate any adjustments to federal reimbursement claims.

Private contractor staff began using a spreadsheet on April 1, 2002, to log cases for
which status changes could not be entered into WiSACWIS. Between April 1, 2002,
and August 6, 2002, the date of our on-site review, contractor staff logged 245 cases
for which status changes could not be made in WiSACWIS. DHFS informed us that
it is currently working on a change order for WiSACWIS. This change order would
allow status changes currently being logged on the contractor’s manual
spreadsheet to be entered directly into WiSACWIS. The target date for
documentation of the change order is April 1, 2003, with the actual computer
programming changes to be completed later.

Two of the 50 cases we tested involved changes in the eligibility and
reimbursability status that could not be entered into WiSACWIS. For these two
cases, we calculated that the State received $2,866 in excess reimbursements

that should have been returned to the federal government. We provided our
calculations to DHFS staff, who informed us that manual tracking and adjustments
were planned for these costs. DHFS staff made the appropriate adjustments on
December 26, 2002, which effectively returned the unallowed costs for these two
cases to the federal government. DHFS informed us that the remaining adjustments
from the contractor’s manual spreadsheet were included with the claim for the
period ending December 31, 2002.

M Recommendation

We recommend the Wisconsin Department of Health and Family Services’ Bureau
of Milwaukee Child Welfare ensure the effect of status changes that cannot be
entered into WiISACWIS are determined and included in the quarterly federal Foster
Care report.
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Questioned Costs: Foster Care—Title IV-E (catalog #93.658,
award #s G020TWI1401 and GOT10TWI1401): Unadjusted Status Changes
= None

DHFS Response and Corrective Action Plan: DHFS is fully aware of this
issue and agrees with this recommendation. Until the WiSACWIS automated
system is built, contractor staff will continue to log on a manual spreadsheet
cases that cannot be entered into WiSACWIS. The DHFS Bureau of Fiscal
Services (BFS) will include adjustments from the spreadsheet on the
quarterly federal Foster Care report.

Finding WI-02-8: Licensing and Criminal Records Checks for
Foster Care Providers

Federal rules specify that foster care benefits may be paid to a foster care provider
only if the provider is fully licensed by the State and if members in the foster family
household pass criminal records checks. Licensing of foster care providers and
treatment homes is the responsibility of the counties, with the exception of
Milwaukee County, where licensing is the responsibility of DHFS. BMCW had
contracted with Milwaukee County to license foster care providers in Milwaukee
County through FY 2000-01. Effective September 17, 2001, BMCW contracted with
Lutheran Social Services for licensing and other foster care services.

For the State of Wisconsin, providers must renew their licenses every two years. As
part of the licensing process, the State requires applicants to provide disclosures
about crimes and offenses committed by the provider and other members of the
household who are 12 years old and older. In addition, state regulations require
that a criminal history check on the provider and members of the household who
are 18 years and older be performed through the Wisconsin Department of Justice
at least once every four years. The background disclosures and criminal records
checks are necessary to reduce the possibility of placing children in unsafe foster
care homes.

In our prior audit, we noted severe documentation and procedural deficiencies
related to licensing and criminal records checks performed under contract with
Milwaukee County, including no evidence that required criminal records checks
were performed, missing or incomplete application materials, and late renewals of
licenses (Finding WI-01-1). In its corrective action plan, DHFS noted that it
expected improvements to result from the transfer of licensing responsibilities to
Lutheran Social Services. In addition, DHFS implemented other corrective actions,
including increased monitoring of Lutheran Social Services” efforts and requiring
that criminal records checks be performed every two years, rather than every

four years.

We selected 12 Milwaukee County foster care case files to test for licensing and
criminal records check requirements. Nine providers were licensed by Lutheran
Social Services, and three providers were most recently licensed by Milwaukee
County.
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Based on our current audit testing, it appears corrective actions by DHFS have been
effective and have reduced the exceptions related to licensing and criminal records
checks. We noted overall improvement in the licensing file documentation and
issuance of licenses by Lutheran Social Services for the nine foster care providers
reviewed. Lutheran Social Services obtained the required disclosure forms and
criminal records checks for all providers and other household members, and
licenses were generally renewed in a timely manner. However, we noted

two background disclosure forms were not signed, and one application was dated
four days after the effective date of the license. We do not question costs for these
deficiencies because they appear to be administrative in nature. We encourage
DHEFS to continue its efforts to ensure Lutheran Social Services properly documents
and issues foster care provider licenses and obtains the necessary criminal records
checks.

In testing the three files for which Milwaukee County issued the most recent foster
care provider license, we found documentation to be missing or dated after the
effective date of the license, which is consistent with the concerns noted in our
prior audit. While criminal records checks were performed for the providers,

two files contained no evidence that the required criminal records checks were
performed for other members of the household who were at least 18 years old. In
addition, the third file did not contain documentation of the required criminal
records check, although we determined from other sources that the criminal
records check was, in fact, completed in the past four years. Finally, the license for
one of three providers had been issued seven months after the effective date of the
license.

During FY 2001-02, DHFS paid $6,420 to the two providers during the months the
household members without the required criminal records check resided in the
foster home. Since we were unable to determine whether these providers met the
standards for full approval as a foster home, the payments to the foster care
providers were not eligible for federal reimbursement. On December 26, 2002,
DHEFS effectively returned to the federal government $3,984, representing the
federal share of payments to these two providers.

Questioned Costs: Foster Care—Title IV-E (catalog #93.658,
award #s G0201WI1401 and GO10T1WI1401): Licensing and Criminal
Records Checks for Foster Care Providers = None

DHFS Response and Corrective Action Plan: DHFS agrees with the
auditor’'s comments in this area, including that significant improvements
have been made since the responsibility for licensing file documentation
and issuance of licenses was changed from Milwaukee County to Lutheran
Social Services. Corrections were made by Lutheran Social Services for the
administrative deficiencies identified in the prior audit. DHFS will continue
to monitor Lutheran Social Services to ensure appropriate documentation
and timely issuance of foster care licenses. The calendar year 2003 contract
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with Lutheran Social Services provides for performance incentives for timely
issuance of applications for new foster home licenses and renewals. In
addition, on a monthly basis, the program evaluation managers review a
random sample of license applications to ensure that the appropriate
background checks are being conducted.

Finding WI-02-9: Licensing and Criminal Records Checks for Group
Facilities

While counties are generally responsible for licensing foster care providers and
treatment homes, the Bureau of Regulation and Licensing within DHFS is
responsible for licensing group facilities, which include shelters, group homes, and
residential care centers for children and youth. Licensing specialists at five Bureau
of Regulation and Licensing sites are responsible for, among other things,
investigating applicants to ensure they meet minimum licensing requirements.
Investigations include a criminal records check of the applicant, an on-site safety
inspection of the facility, and a review of facility personnel records. Group facilities
are responsible for ensuring staff hired meet state health and safety requirements,
including obtaining a criminal records check by the Wisconsin Department of
Justice. The licensing file for a group facility must contain documentation that
safety requirements were taken into consideration when hiring staff.

Foster care providers in Wisconsin must renew their licenses every two years, and
a criminal records check is required at least every four years. The licensing
specialist is responsible for completing an on-site safety review of the facility,
including a personnel records review of staff employed by the facility, during each
two-year licensing period.

Based on our review of licensing files for 10 of the 201 group facilities licensed
during our audit period, we identified several concerns with the Bureau of
Regulation and Licensing’s procedures. We found documentation or procedural
deficiencies in five of the ten licensing files reviewed. For example:

* One file contained an unapproved on-site checklist, which was
not signed by the licensing specialist. The unapproved checklist
did not include necessary assurances that safety considerations
with respect to staff of the facility were reviewed. In response
to our questions, the licensing specialist performed an on-site
personnel records check and noted that the facility had not
performed the required criminal records check for
one employee. DHFS paid $43,953 to this facility for the care of
one foster child during FY 2001-02, the federal share of which,
$9,952, needed to be returned to the federal government. We
verified that DHFS’s December 26, 2002 federal reimbursement
claim was adjusted, which effectively returned the unallowed
amount to the federal government.
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* One file provided no evidence that licensing staff had performed
an on-site review of personnel records since May 1998. Since
there were no payments or federal reimbursements claimed
during FY 2001-02 for this facility, we do not have questioned
costs. However, since the facility is licensed, foster children may
have been placed with this facility in the past. DHFS staff have
informed us that this facility has closed after the time of our
review.

* One file did not contain evidence licensing staff had verified that
the facility ensured its off-site supervisor had met state health
and safety requirements. In response to our audit inquiries,
Bureau of Regulation and Licensing staff obtained copies of the
background disclosure form and criminal records checks
performed by the facility.

* One file did not contain the required background disclosure
form and criminal records check of the applicant or, as allowed
by DHFS policy because the applicant was a governmental
entity, a written waiver stating that the governmental applicant
had no contact with children.

* One file did not contain a background disclosure form from the
applicant, and the required criminal records check was
performed after the effective date of the current license.

We do not question costs for the last three files because the deficiencies were
administrative in nature; however, based on our review of ten licensing files, it
appears DHFS needs to take steps to improve compliance with licensing policies
and procedures.

DHFS management explained that licensing staff may have misunderstood
established licensing policies and procedures. For example, some licensing staff
believed that the personnel records checklist needed to be completed only if
problems were identified, while other staff believed that once problems were
identified and a noncompliance report was completed for a facility, the personnel
records checklist could be destroyed. Although regional chiefs perform licensing
file reviews, it appears the reviews may not be sufficient to ensure the licensing
requirements are met and properly documented.

M Recommendation

We recommend the Wisconsin Department of Health and Family Services’ Bureau
of Regulation and Licensing:

* communicate and ensure compliance with established licensing
policies and procedures, including the use of authorized forms;
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* maintain appropriate information in the licensing files to
document compliance with federal and state rules; and

* improve the reviews of licensing files to ensure the licensing
requirements are met and properly documented.

Questioned Costs: Foster Care—Title IV-E (catalog #93.658,
award #s G0201WI1401 and GO10T1WI1401): Licensing and Criminal
Records Checks for Group Facilities = None

DHFS Response and Corrective Action Plan: All deficiencies found by the
auditors were corrected at the time they were identified. In addition, a plan
was developed and implemented to ensure child welfare files contain all
required information. For example:

= All child welfare licensing specialists were to receive
training on appropriate documentation and forms to be
used, including the requirement for signed and dated
forms. This training was completed for all staff in
February 2003.

* A quality assurance checklist was developed that included
all licensing requirements identified in the audit.

= All child welfare files would be reviewed by the regional
licensing chiefs, using the checklist, to ensure all files
contained the required information/documentation. This
review of all files was completed in December 2002.

*= Asecond “Safety Record Review” checklist was
developed to use as a quality assurance tool when
checking or reviewing facility files for requirements.

Finding WI-02-10: Reimbursements for Child Care Agencies

DHEFS contracts with group homes and residential care centers to have them
provide food, clothing, shelter, and daily supervision to foster children in a group
setting. A portion of the payments to these child care agencies is funded by the
federal government under the Foster Care—Title IV-E program and MA, with the
remainder funded by the State. During FY 2001-02, DHFS claimed federal
reimbursements of $8.1 million under the Foster Care—Title IV-E program and
$752,000 under MA for payments to child care agencies.

The procedures to determine the reimbursement rates for child care agencies and
the amount of federal reimbursement are complex. The agency rates are formalized
by the DHFS Division of Children and Family Services, based on estimates of costs
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provided by the agencies. BFS is responsible for claiming federal funds under the
Foster Care—Title IV-E and MA programs on an estimated basis during the
calendar year in which services are provided, then completing an analysis to adjust
the level of federal reimbursement between the two programs based on the actual
costs incurred by the child care agencies as reported in audited financial reports
from these agencies.

In our prior audit, we were concerned that BFS was basing its estimates for federal
reimbursement on outdated information and, for child care agencies outside of
Milwaukee County, that BFS had not adjusted the reimbursements between the
two federal programs since calendar year 1995 (Finding WI-01-4).

BFS has acknowledged that more updated and complete staff work was needed to

ensure the most current information was used and that the rates were adjusted in a
more timely manner. In addition, since April 2002, the following corrective actions
have been taken:

* BFS updates the rate schedules monthly with the latest federal
financial participation percentages and daily rates, and enters
the most current rates into the Human Services Reporting
System.

* BFS updates the audit comparison worksheets monthly and
shares the worksheets with the DHFS Office of Program Review
and Audit. These worksheets identify the facilities from which
audited information has not been received. BFS staff work
closely with program staff to identify closed facilities.

* BFS began working with a contractor to complete the retroactive
claim adjustments for non-Milwaukee counties and to create a
procedure to automate the process to ensure the claims are based
on the most current financial information available.

It appears that these corrective actions have been largely successful. At the time of
our review in August 2002, BFS used the most current audit available to calculate
the federal financial participation percentages for 56 of the 57 residential care
centers and 114 of the 120 group homes participating in the programs statewide.
The reasons for not using the most current audit report for the remaining facilities
were reasonable, such as that a facility was new or because the facility’s report was
being reviewed by the DHEFS Office of Program Review and Audit. In addition,
based on our testing of ten selected child care agencies, it appears that BFS used the
most current information available to claim federal reimbursements for the
agencies.

However, DHFS has not fully implemented corrective actions related to retroactive
claim adjustments. Retroactive claim adjustments are a necessary part of the
process because estimates used to initially reimburse child care agencies may vary
from actual costs.
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During our prior audit, we found DHFS had completed retroactive claim
adjustments through calendar year 1999, the most recent year for which financial
reports were available, for facilities in Milwaukee County, as well as for children
under the responsibility of the DHFS Division of Children and Family Services and
the Department of Corrections. In reviewing this area during our current audit, we
found that DHFS made retroactive claim adjustments for these facilities and
claimed an additional $228,438 in Foster Care—Title IV-E funds and an additional
$16,675 in MA funds for calendar year 2000. Since the required audited data from
the agencies are not available until two years after the calendar year in which the
payments were made, retroactive claims for these facilities are up-to-date.

However, while DHFS planned to work with a contractor to complete retroactive
adjustments back to calendar year 1996 for the child care facilities serving children
in counties other than Milwaukee County, DHFS has not yet been able to provide
the contractor with the necessary information. Therefore, these retroactive
adjustments have not been completed as previously planned. Because these
adjustments have not been made, DHFS may have overcharged or undercharged
the federal government under the Foster Care—Title IV-E and MA programs for
child care facilities outside Milwaukee County.

M Recommendation

We recommend the Wisconsin Department of Health and Family Services’ Bureau
of Fiscal Services continue efforts to complete retroactive adjustments for
reimbursements for child care agencies in a timely manner.

Questioned Costs: Foster Care—Title IV-E (catalog #93.658,
award #s include G0201WI1401, GO101WI1401, GO0O01WI1401, and
G990T1WI1401): Reimbursements for Child Care Agencies = Undetermined

Medical Assistance Program (catalog #93.778, award #s include
050205W15028, 050105W15028, 050005WI15028, and 059905WI15028):
Reimbursements for Child Care Agencies = Undetermined

DHFS Response and Corrective Action Plan: BFS will continue efforts to
complete retroactive claim adjustments in a timely manner.

Finding WI-02-11: Reconciliation of Reimbursement Reports

As the unit of government that directly administers the child welfare system in
Milwaukee County, the State must have a federally approved system to summarize
case information and make payments to providers. The State implemented
WiSACWIS, which was purchased from a private vendor, for this purpose.
Quarterly, DHFS requests federal reimbursement for provider payments based on
the monthly claiming reports generated by WiSACWIS, which summarize the
federal and state share of payments to providers. During our prior audit, we were
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concerned because WiSACWIS was not providing the supporting information
required to assure the State’s claims for federal program funds were correct
(Finding WI-01-5).

In response to the prior audit concerns, DHFS developed a detail payment report
that itemizes both payments made during the month and their funding sources,
such as foster care, adoption assistance, kinship care, or state funds. Logically, the
total of all payments captured by the detail report for a selected funding source
should equal the amount on the claiming report. In developing the detail payment
report, WiSACWIS programming staff attempted to reconcile the detail payment
report to the claiming report. However, those attempts produced varied results.
Through continued efforts into FY 2002-03, DHFS programming staff determined
there were two causes for the reconciliation variances: programming errors
affecting only the detail payment report, and inconsistent coding by BMCW
workers during the placement setup process. Based on our follow-up testing
performed during January 2003, it appears programming errors and many of the
coding inconsistencies have been corrected. While immaterial variances of $3,000 or
less continued to exist for the monthly reports tested, they are believed to be
caused by remaining coding inconsistencies, which do not appear to affect the
federal reimbursement claims.

Effective January 2003, the detail payment report is run on a monthly basis.
However, we were told that, due to staff shortages, BFS does not currently plan to
reconcile the monthly claiming report to the detail report. We believe it is
important that these reports be routinely reconciled to ensure circumstances do not
change and that the amounts claimed as federal reimbursements continue to be
supported.

M Recommendation

We recommend the Wisconsin Department of Health and Family Services:

= continue to review and correct placement coding to ensure the
detail report is correct; and

= establish and implement routine procedures to reconcile the
monthly claiming reports to the monthly detail payment reports
to support the claims for federal reimbursement of foster care
payments.

Questioned Costs: Foster Care—Title IV-E (catalog #93.658,
award #s G0201WI1401 and GO101WI1401): Reconciliation of
Reimbursement Reports = None

DHFS Response and Corrective Action Plan: BFS has developed an
“audit” report that provides the detail to support our Foster Care report. As
noted by the auditors, all federal amounts from our Foster Care reports
were supported by the detail in the “audit” report. In fact, the amounts
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from the two reports were in exact agreement. The $3,000 variance, out of
approximately $2.8 million, found during the audit for non-federal costs
does not indicate a major problem with our placement coding. If material
variances would be discovered, we would take the time to review and
correct the placement coding.

Finding WI-02-12: Retroactive Claims

DHFS has contracted with a private firm since 1997 to determine whether
Wisconsin could retroactively claim any additional federal reimbursements under
the Foster Care—Title IV-E program. Under the technical assistance terms of the
contract, the contractor prepares a variety of types of claims. During FY 2001-02,
the contractor determined that DHFS could claim an additional $4.1 million in
federal foster care funds, including $1.6 million in “front-end gap” claims.

While the contractor performs a quality assurance review of its retroactive claims
determination process, we had expected DHFS would review claiming
documentation to ensure it is reasonable and properly supported. However, DHFS
indicated that because of staffing limitations, it cannot review 100 percent of the
cases in the retroactive claims received from the contractor before including the
amounts in the quarterly federal reports and claiming federal reimbursement.
Without such review, DHFS increases the risk that amounts included in the
quarterly federal report are not allowable.

We judgmentally selected 20 foster care cases from the various claims prepared by
the contractor and submitted to DHFS for inclusion in the quarterly federal reports
during FY 2001-02. While we did not find exceptions for the 11 cases we tested
related to other types of claims, we did identify concerns with 7 of the 9 cases we
tested related to front-end gap claims.

Children referred for foster care are placed with foster care providers as quickly as
possible. As a result, it is possible that payments are made to providers before all
documentation is available to determine whether the case is eligible and the
provider payments are federally reimbursable. This creates a front-end gap
between the time the State makes payments to foster care providers and the time
the State seeks federal reimbursement.

The process to determine the front-end gap claim is complex. Currently,
WiSACWIS automatically calculates any adjustments to prior federal Foster Care
claims when the final eligibility status is determined and entered into WiSACWIS.
However, before December 11, 2000, these adjustments needed to be calculated
manually.

During FY 2001-02, the contractor submitted to DHFS a Milwaukee County
front-end gap claim covering 1,287 cases for the period April through

December 2000, with the federal share totaling $1,425,872, and a non-Milwaukee
front-end gap claim covering 1,131 cases for the period July through
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December 2000, with the federal share totaling $175,951. As summarized in the
table that follows, we identified errors in all six of the Milwaukee County cases we
tested and in one of the three of the non-Milwaukee County cases we tested.

Summary of Retroactive Claim Errors

FY 2001-02
Payments Appropriately Appropriately Only Foster Care
Claimed for Consider Post- Consider Payments
the Proper Dec. 11, 2000 Group Included in
Case County Gap Period? Activity? Facility Rate? Claim?
1 Milwaukee No N/A No Yes
2 Milwaukee No N/A No Yes
3 Milwaukee Yes No No Yes
4 Milwaukee Yes No No No
5 Milwaukee Yes N/A No Yes
6 Milwaukee Yes N/A No Yes
7 Non-Milw. Yes N/A No Yes

For the first two Milwaukee County cases shown in the table, the contractor
inappropriately included months outside of the gap period in its calculations. For
example, while documentation adequately supported a gap period of

April 13,2000 to May 3, 2000 for one case, the contractor’s retroactive claim
included payments made to providers during August and September 2000, which
were previously reimbursed by the federal government. As a result, DHFS received
$27,219 in duplicate federal reimbursement for the two cases for which payments
were claimed outside the gap period.

For the second two Milwaukee County cases shown in the table, the contractor
inappropriately included in its manual calculations payments made after
December 11, 2000, even though WiSACWIS automatically adjusted for these
payments on the monthly claiming reports used to calculate the quarterly federal
reimbursement claims. DHFS received $13,571 in duplicate federal reimbursement
for the two cases for payments made after December 11, 2000.

The children in all six Milwaukee county cases shown in the table had been placed
in group homes or residential care centers. However, contractor staff did not
appropriately consider the group facility reimbursement rate for any of the cases,
resulting in an over-claim of federal funds. For the first two Milwaukee County
cases, questioned costs are included in the $27,219 in duplicate federal
reimbursement mentioned above. For the second two Milwaukee County cases,
DHES claimed $8,819 in addition to the $13,571 mentioned above because the
contractor had applied incorrect group facility reimbursement rates. For the final
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two Milwaukee County cases, DHFS claimed an excess of $23,723 in federal funds
because contractor staff included payments to facilities that were not currently
reimbursable under the Foster Care—Title IV-E program. One of the three
non-Milwaukee County cases we tested also related to a residential care center. For
this case, the contractor did not apply the correct group facility foster care rate to
the payments between July and December 2000. Because the rate applied was
lower than the authorized rate, this error resulted in a net under-claim of federal
funds of $57. Therefore, we did not question costs for this case.

Lastly, we noted one Milwaukee County case in which the contractor erroneously
included in the retroactive foster care claim a payment that was funded by the
kinship care program. As a result, DHFS received an over-claim of federal foster
care funds of $127.

In total, we identified $73,459 related to the seven front-end gap exceptions. We
provided our calculations to DHFS staff, who made the appropriate adjustments on
the federal report for the quarter ending December 31, 2002. Therefore, we do not
question these costs. However, we do question an undetermined amount for the
remaining 2,409 cases not tested in the Milwaukee and non-Milwaukee front-end
gap claims. We note that any remaining adjustments could decrease, or increase,
the amount previously claimed.

We discussed our concerns with contractor staff, who agreed that there were errors
in the contractor’s retroactive front-end gap claims. Contractor staff indicated they
will recalculate and resubmit the retroactive claims to DHEFS for inclusion in the
federal report for the quarter ending March 31, 2003. Contractor staff note that the
same individual, who is no longer with the company, prepared both claims related
to the exceptions we identified.

M Recommendation

We recommend the Wisconsin Department of Health and Family Services:

* ensure the contractor recalculates the front-end gap claims, and
then review the recalculations and submit the appropriate
adjustments in the next federal report;

= review all other retroactive claims submitted by the contractor
during FY 2001-02 for reasonableness and proper support; and

» review the retroactive claims submitted by the contractor in the
future for reasonableness and proper support before including
any claims in quarterly federal reports.

Questioned Costs: Foster Care—Title IV-E (catalog #93.658,
award #s G0201WI1401, GO101WI1401, and GO00TWI1401):
Retroactive Claims = Undetermined
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DHFS Response and Corrective Action Plan: Based on the documentation
from the audit, we agree that DHFS needs to adjust and correct some errors
for recalculation and retroactive claims for Foster Care. Any net over-claims
were returned on our December 31, 2002 federal report. However, we
disagree with the perceived magnitude of the errors.

Unless more state resources are provided, we disagree that all claims
submitted by the contractor can be re-reviewed, nor is it cost beneficial to
do so. The Department must rely on the expertise of the contractor in the
area of federal claiming and cannot redo or review all the calculations done
by the contractor. We feel that the claims in question were isolated errors
and not routine occurrences. BFS will sample contractor claims for
reasonableness. Based on the results of the sample, BFS will determine
whether additional testing is necessary. As we face increasing workload with
decreasing staff, we cannot afford to have resources dedicated to
duplicative tasks.

To address the recommendation, BFS will do the following:

= BFS will ensure the contractor recalculates the front-end
gap claims. BFS will review the recalculations and submit
the appropriate adjustments in the next federal report.

= BFS will review a sample of cases included in all other
retroactive claims submitted by the contractor during
FY 2001-02 and in the future, to ensure the accuracy of
these claims.

Finding WI-02-13: Memorandum of Understanding with DOC

DHFS administers the Foster Care program for the State of Wisconsin. Federal
regulations allow Foster Care funds to be used for costs directly related to the
administration of the program. DHFS entered into a memorandum of
understanding with the Wisconsin Department of Corrections under which DHFS
reimburses DOC for allowable foster care maintenance payments and
administrative costs related to foster care juveniles placed with DOC. The DOC
administrative costs are allocated to the Foster Care—Title IV-E program based on
a time study.

As required by federal regulations, DHFS submits to the federal government its
plan to allocate costs to federal grants. Because DOC is a separate governmental
agency, DHFS may approve DOC’s time study and stipulate in the DHFS cost
allocation plan that DOC’s costs are supported by a written agreement that
includes, at a minimum, the specific services purchased, the basis for the billings,
and that the billings are based on actual costs incurred.
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However, while DHFS hired a private contractor to develop DOC’s time study to
allocate costs, DHFS has not reviewed or approved the methodology. In addition,
the memorandum of understanding between the two agencies does not include any
billing requirements related to foster care reimbursements.

In the report chapter for DOC, we discuss serious concerns regarding the costs
included in the foster care cost pool and the accuracy of the time study. In response
to our concerns, the private contractor recalculated the time study and cost
allocation for the quarter ending December 31, 2001, and determined that the State
was due an additional $24,960 in federal foster care funds. DHFS included these
funds in the foster care claim report for the quarter ending September 30, 2002.

M Recommendation

We recommend the Wisconsin Department of Health and Family Services review
the Department of Corrections” methodology to allocate administrative costs and,
if it is acceptable, approve it and modify the memorandum of understanding to
include the details of the time study and foster care cost pool.

Questioned Costs: Foster Care—Title IV-E (catalog #93.658,
award #s G0201WI1401 and GO101WI1401): Memorandum of
Understanding with DOC = None

DHFS Response and Corrective Action Plan: DOC has procedures in place
that were developed with DHFS and the contractor hired to assist with
foster care claiming. We have reviewed and approved these procedures. We
will ensure that all proper procedures are included in the memorandum of
understanding with DOC.

Prior Audit Follow-up

In addition to following up on prior-audit foster care findings, we followed up on
findings WI-01-6 through WI-01-8 of our FY 2000-01 single audit report. DHFS has
addressed concerns related to Special Supplemental Nutrition Program for
Women, Infants, and Children (WIC) program exception reports. However,
continued improvement is needed related to reconciliation of expenditure
information and to suspension and debarment certifications.

WI1-02-14: Reconciliation of Quarterly Report to the Cash
Management System

DHEFS uses the State’s cash management system to receive reimbursement for the
federal portion of expenditures related to MA, CHIP, and the State Survey and
Certification of Health Care Providers and Suppliers grant (catalog #93.777). Project
monitors within DHFS complete required federal financial reports, including the
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quarterly CMS-64 financial report for MA, the quarterly CMS-21 financial report
for the CHIP grant, and the quarterly CMS-435 financial report for the State Survey
grant. These reports summarize the costs DHFS incurred during the quarter for the
various projects related to each grant, as well as adjustments to amounts reported
in previous quarters. The reports present the cost information and the applicable
federal funding percentage for each project.

The project monitors prepare the quarterly financial reports based on information
in the DHFS accounting system and reports from the fiscal administrator for the
MA and CHIP programs. It is important that the project monitors ensure this
information and the information on the State’s cash management system are in
agreement and consistent with the quarterly financial reports. Ideally, the
information from the accounting system and the cash management system would
be reconciled before the quarterly reports are submitted to the federal government.
However, because of the complexity of MA and various delays in obtaining cost
information for certain projects, DHFS project monitors continue to work on the
reconciliations after the quarterly reports have been submitted.

The reconciliations may identify errors or omissions that require adjustments to the
quarterly reports, which serve as the official “claim” for the federal government’s
share of the program costs. It is important to complete the reconciliations in a
timely manner because, according to federal regulations at 45 CFR 95.7, the federal
government will pay the State “only if the State files a claim with [the federal
government] for that expenditure within two years after the calendar quarter in
which the State agency made the expenditure.” The reconciliations may also
identify errors or omissions that require adjustments to the cash management
system that either draw additional federal funds or return funds to the federal
government.

In past audits, we reported that because of turnover in the project monitor position,
DHEFS had not completed reconciliations between the cash management system
and the quarterly financial reports. Our FY 2000-01 audit noted that DHFS had
devoted additional resources and given higher priority toward completing the

MA reconciliations. However, while some reconciliations had been completed, we
recommended that DHFS complete the remaining reconciliation of expenditures
reported on the quarterly financial reports to federal reimbursements received
through the cash management system (Finding WI-01-7).

In our current audit, we found that DHFS staff have completed the federal fiscal
year (FFY) 1999-2000 through FFY 2001-02 State Survey reconciliations. DHFS
continues to make progress in identifying the reasons for variances and potential
adjustments for several MA administrative cost and benefit projects. However,
DHES staff are not up-to-date in their reconciliations and have not completed the
reconciliation of MA administrative costs for FFY 1997-98 through FFY 2001-02 or
the reconciliation of MA benefits costs for FFY 1998-99 through FFY 2001-02. DHFS
needs to finish identifying the reasons for variances and processing adjustments
related to these years. In addition, DHFS staff have not prepared reconciliations for
the CHIP grant since it started spending funds during FY 1999-2000 as an
expansion of MA. Staff agree that reconciliations should be performed.
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M Recommendation

We recommend the Wisconsin Department of Health and Family Services ensure it
completes in a timely manner the reconciliation of expenditures reported on the
quarterly financial reports to federal reimbursements received through the cash
management system.

Questioned Costs: State Children’s Insurance Program (catalog #93.767,
award #s 050205W15021, 050205WI5R21, 050105W15021,
050105WI15019, 050105WI5R21, 050005W15021, 059905W15021, and
059805WI15021): Reconciliation of Quarterly Report to the Cash
Management System = None

Medical Assistance Program (catalog #93.778, award #s 050205WI15028,
050205W15048, 050105W15028, 050105W15048, 050005W15028,
050005W15048, 059905W15028, 059905W15048, and 059805W15048):
Reconciliation of Quarterly Report to the Cash Management System = None

DHFS Response and Corrective Action Plan: DHFS agrees with the
recommendation, and BFS staff will continue to work on completing the
MA reconciliations. However, we will need to balance this project with
other high-priority projects. This will become increasingly difficult as we
face department workforce reductions as a part of the new budget.

Review of WIC Program Exception Reports

Participants in the WIC program are certified and approved for WIC eligibility by
local WIC agencies and clinics throughout Wisconsin. The local agencies and clinics
issue WIC food instruments that participants redeem for WIC-approved food items
at local WIC vendors. Federal regulations require states to reconcile redeemed food
instruments to issuance records within 150 days of issuance to participants. To aid
in this reconciliation, DHFS sends the monthly Questionable Issuance Report to
local WIC agencies and requires them to review the report and send information
back to DHFS within 30 days, noting the number of food instruments that were not
validly issued.

In our prior audit, we reported that while DHFS was ensuring it receives all
Questionable Issuance Reports (Finding WI-01-8), it was not following up on
exceptions identified in the reports, such as food instruments redeemed by
someone ineligible for the program. Federal officials indicated that DHFS should
have a policy in place to review the exceptions and correct potential internal
control problems.

DHEFS has implemented its corrective action plan. Effective April 20, 2002, a new
policy was implemented in which the WIC program operation coordinator will
review WIC policies and procedures with WIC agencies in the event there are
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exceptions totaling $100 or more a month of food instruments issued outside of a
valid certification period. Our review of the exception reports during FY 2001-02
did not identify any variances exceeding $100, so no additional contact was
necessary.

WI-02-15: Suspension and Debarment Certifications

The federal government requires DHFS to ensure that contractors receiving
individual awards of $100,000 or more, and all subrecipients, certify that the
organizations and their principal members are not suspended, debarred, or
otherwise ineligible to participate in federal programs. During our prior audit, we
reported that while DHFS required subrecipients to complete the required
certifications, it did not require the certifications from vendors contracting for
$100,000 or more (Finding WI-01-6). DHFS staff thought the standard language in
the Department of Administration purchase order met this requirement. However,
that language only indicates that the State has the right to cancel any contract that
is presently identified on the list of parties excluded from federal procurement and
non-procurement contracts.

In responding to our prior year finding, DHFS staff indicated the Department of
Administration should modify the Standard Term for Applicable Law clause in the
purchase order to include the suspension and debarment certification. However,
DHES has not worked with the Department of Administration to modify the
language in the purchase order. We note that other state agencies have included
the necessary certifications in their purchase orders.

M Recommendation

We recommend the Wisconsin Department of Health and Family Services require
all vendors of federally funded contracts of $100,000 or more to certify that they
are not debarred, suspended, or otherwise ineligible for participation in federal
programs.

Questioned Costs: Multiple Grants: Suspension and Debarment
Certifications = None

DHFS Response and Corrective Action Plan: To address this certification
issue, a new information box has been created in the DHFS purchase order
database, and instructions have been issued to all staff involved in creating
and issuing purchase orders that the new language must appear on all
orders in excess of $100,000. The language states “Acceptance of this order
constitutes certification that neither the vendor nor any of its principals are
debarred, suspended, or otherwise excluded from federal procurement or
non-procurement programs.”
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Wisconsin Department of Health and Family Services
Summary of Findings and Questioned Costs

U.S. Department of Health and Human Services

Foster Care—Title IV-E

Foster Care—Title IV-E

Foster Care—Title IV-E

Foster Care—Title IV-E

Foster Care—Title IV-E

Foster Care—Title IV-E

Foster Care—Title IV-E

Foster Care—Title IV-E

Foster Care—Title IV-E

FY 2001-02

State Children’s Insurance Program

Medical Assistance Program

Finding Catalog
Number Number Grant
WI-02-5 93.658
WI-02-6 93.658
WI-02-7 93.658
WI-02-8 93.658
WI-02-9 93.658
WI-02-10 93.658
WI-02-11 93.658
WI-02-12 93.658
WI-02-13 93.658
WI-02-14 93.767
WI-02-10 93.778
WI-02-14 93.778

Medical Assistance Program

Noncompliance Findings Affecting Multiple Grants

Finding Catalog
Number Number Grant
WI-02-15

Multiple Grants

*Repeat finding from audit report 02-7.

Inquiries regarding resolution of findings and questioned costs should be directed to the agency

contact person listed in Appendix 2 of this report.

Finding

Case File Documentation
and Reviews*

Court Orders*

Unadjusted Status Changes

Licensing and Criminal
Records Checks for Foster
Care Providers*

Licensing and Criminal
Records Checks for Group
Facilities

Reimbursements for Child
Care Agencies*

Reconciliation of
Reimbursement Reports*

Retroactive Claims

Memorandum of
Understanding with DOC

Reconciliation of Quarterly
Report to the Cash
Management System

Reimbursements for Child
Care Agencies*

Reconciliation of Quarterly

Report to the Cash
Management System*

Finding

Suspension and Debarment
Certifications*

Amount

Questioned

Undetermined

Undetermined
$ 0

0

Undetermined

Undetermined

0

Undetermined

Amount

Questioned

$ 0



Department of Workforce
Development =

The Wisconsin Department of Workforce Development administers programs for
unemployment insurance, workers” compensation, equal rights in employment and
housing, apprenticeship job training, employment services and training, income
maintenance, vocational rehabilitation, and other related programs. DWD also
administers Wisconsin Works (W-2), Wisconsin’s work-based public assistance
program that is designed to help needy families achieve self-sufficiency. Excluding
unemployment insurance benefits, DWD disbursed $2.3 billion during FY 2001-02;
direct federal grants financed almost $1.0 billion of that amount. In addition,
during FY 2001-02 the Wisconsin Unemployment Reserve Fund financed

$970.6 million in unemployment insurance benefits and $92.5 million in federally
funded benefits.

As part of our standard audit procedures, we reviewed DWD's internal controls
over revenues, expenditures, and the administration of federal financial assistance
programs. We tested DWD’s compliance with grant requirements for seven type A
grants and one type B grant. In addition to the concerns identified in the statewide
issues chapter, we have concerns related to the Vocational Rehabilitation program
and the Workforce Investment Act Cluster.

We also followed up on findings included in our prior single audit report. DWD
has addressed many of our prior audit concerns. However, we continue to have
concerns related to access granted to computer data sets and federal reporting for
the Workforce Investment Act Cluster. In addition, DWD continues to work
toward obtaining federal approval of its public assistance cost allocation plan.

53
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Rehabilitation Services—Vocational
Rehabilitation Grants to States

The Division of Vocational Rehabilitation (DVR) within DWD administers
Rehabilitation Services—Vocational Rehabilitation Grants to States

(catalog #84.126). The Vocational Rehabilitation program assists eligible individuals
with disabilities so that they can prepare for and engage in gainful employment.
We have two concerns related to program income received from the Social Security
Administration (SSA).

Social Security Administration Reimbursements

Federal regulations allow DVR to recover from SSA costs associated with
providing vocational rehabilitation services to individuals receiving Social
Security—Disability Insurance benefits or Supplemental Security Income benefits.
To be eligible for reimbursement, these individuals must participate in the
Vocational Rehabilitation program and obtain substantial gainful employment for
9 out of 12 months after receiving rehabilitation services. After these conditions
have been met, DVR submits claims to SSA for:

* the direct costs of vocational rehabilitation services, such as
tuition and training payments to vocational colleges and
specialized equipment purchases;

* DVR’s monthly costs to administer and provide counseling and
placement services; and

* DVR’s cost to track clients for a period up to nine months after
the vocational rehabilitation services were provided and the
cases were closed.

DVR is required to treat these reimbursements as program income of the
Vocational Rehabilitation program and to use the funds to provide additional
vocational rehabilitation services. We have two concerns related to this program
income. First, DVR did not include all allowable costs in its calculation of the
monthly reimbursement rate for FFY 2001-02 claims. Second, DWD did not have
sufficient controls to ensure the correct amounts were received from SSA.

Finding WI-02-16: Calculation of Reimbursement Rate

Each federal fiscal year, DVR is required to calculate and submit to SSA for
approval a monthly reimbursement rate for providing administrative, counseling,
and placement services to clients. In determining the reimbursement amount, SSA
uses the rate in effect during the federal fiscal year in which participation in the
program ended, regardless of the year in which the claim is approved. SSA
multiplies the applicable rate by the number of months of service to determine the
amount to pay the State for the costs of providing administrative, counseling, and
placement services to Social Security—Disability Insurance and Supplemental
Security Income clients.
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To calculate the reimbursement rate, SSA instructs DVR to use expenditure and
case count information included in the prior federal fiscal year’s Program Cost
Report submitted to the Rehabilitation Services Administration. DVR is to include
expenditures for administration, services provided by the vocational rehabilitation
agency to individuals with disabilities, services for groups of individuals with
disabilities, and innovation and expansion activities. However, we found that in
calculating the FFY 2001-02 rate, DVR excluded $8,376,697 in expenditures for
innovation and expansion activities. Therefore, DVR’s reimbursement rate of
$145.48 per month for administrative, counseling, and placement services was
miscalculated. Including the $8,376,697 of innovation and expansion activities
expenditures, we calculate a monthly reimbursement rate of $189.15.

To determine the effect of the rate calculation error, we reviewed claims approved
by SSA during December 2002. DVR received $161,550 in reimbursements for
services provided over several years to five clients approved at the $145.48 rate.
Using the $189.15 rate, we calculate that DVR could have received $174,607, or
$13,057 more for these five clients.

DVR staff explained that federal officials instructed them to exclude these costs.
However, staff could not provide documentation to support this statement. We
contacted staff at SSA, who confirmed that these costs are appropriate to include in
the calculation.

M Recommendation

We recommend the Wisconsin Department of Workforce Development include all
allowable expendiitures in calculating the reimbursement rate for administrative,
counseling, and placement services. In addition, we recommend the Department
recalculate reimbursement rates for prior years in which it did not include all
allowable costs and amend its claims for reimbursement.

Questioned Costs: Rehabilitation Services—Vocational Rehabilitation
Grants to States (catalog #84.126, award #H126A020074F): Calculation of
Reimbursement Rate = None

DWD Response and Corrective Action Plan: DWD agrees. DWD will
include in future calculations all allowable expenditures. DWD will also
recalculate reimbursement rates for all cases that it can identify for prior
years in which allowable costs were not included and amend its
reimbursement claims, if allowed by SSA.

Finding WI-02-17: Receipt of Reimbursements from SSA

As noted, DVR submits reimbursement claims to SSA for vocational rehabilitation
services provided to Social Security—Disability Insurance and Supplemental
Security Income clients. Upon approval, SSA provides DVR a report of all claims
processed during the month, which includes the approved reimbursement amount
for each claim and a summary of the total monthly reimbursement. SSA transfers



56 = = = « DEPARTMENT OF WORKFORCE DEVELOPMENT

funds to the State’s working bank and, upon notification from the bank, the Office
of the State Treasurer contacts DWD’s Bureau of Finance, which credits the funds
to the appropriate account on the State’s central accounting system.

It is important that DWD have controls in place to ensure that all funds that should
be received from SSA are, in fact, received. For example, DWD could compare the
amounts recorded on the State’s accounting system to the amounts included in the
report from SSA. However, DVR does not provide a copy of the SSA report to the
Bureau of Finance, and the Bureau of Finance does not notify DVR of the amount
received. As a result, DWD has not ensured that SSA has remitted the appropriate
amounts. We are not aware of any instance of not receiving the correct amount.

M Recommendation

We recommend the Wisconsin Department of Workforce Development implement
controls to ensure the appropriate reimbursement amounts are received from the
Social Security Administration.

Questioned Costs: Rehabilitation Services—Vocational Rehabilitation
Grants to States (catalog #84.126, award #H126A020074F): Receipt of
Reimbursements from SSA = None

DWD Response and Corrective Action Plan: DWD agrees. As of
February 2003, procedures have been implemented to ensure that the
appropriate reimbursement amounts have been received from SSA.

Workforce Investment Act Cluster

The Workforce Investment Act (WIA) Cluster (catalog #17.258/17.259/17.260) was
implemented by DWD on July 1, 2000. WIA, which replaced the Job Training
Partnership Act (JTPA) Cluster (catalog #17.250 and #17.246), reformed federal job
training programs and created a comprehensive system for investing in
Wisconsin’s workforce. We have concerns related to DWD’s performance reporting
and a youth activities earmarking requirement.

Finding WI-02-18: Performance Reporting

Annually, DWD is required to submit to the U.S. Department of Labor a
performance report and an electronic data file referred to as the WIA Standardized
Record Data (WIASRD). The Department of Labor requires the performance report
to contain various tables detailing program performance levels, and a comparison
of those levels to negotiated performance levels included in the WIA state plan. For
example, one table presents the percentage of adult participants who have entered
employment within one quarter of completing employment and other training, and
a comparison to the percentage goal included in the state plan. WIASRD is an
electronic data file that contains detailed information on individual WIA
participants, including characteristics, activities, and outcomes, and that supports



DEPARTMENT OF WORKFORCE DEVELOPMENT = = = = 57

the information reported in the performance report. It is important that DWD
accurately prepare and document the information included in the performance
report because that information is used to determine the State’s eligibility for
incentive awards. The federal government emphasized its importance and
identified in the compliance supplement the critical tables in the performance
report and line items in the WIASRD file that must be audited.

In December 2001, DWD submitted the required annual performance report and
the WIASRD file for the period July 1, 2000 through June 30, 2001. To prepare the
report and electronic file, DWD staff queried various databases containing detailed
information on participants. We attempted to review the tables that the federal
government identified as critical to ensure DWD accurately prepared them based
on the information included in the databases. However, because DWD staff did not
have a clear understanding of documentation requirements, they did not retain the
results of the queries or other documentation to support the performance
information included in the performance report.

We discussed our concerns with DWD, which re-created some of the queries and
provided us a detailed listing of participants and other information to support the
information in those tables identified by the federal government as critical. We
reviewed the detailed listing and found that it was consistent with the information
included in the critical tables. Because of the costs involved, we do not believe it
practical to re-create the queries to support the remaining tables.

M Recommendation

We recommend that for subsequent reporting periods, the Wisconsin Department
of Workforce Development maintain documentation to support all information
included in the annual performance report.

Questioned Costs: WIA Adult Program (catalog #17.258, award
#AA103080050): Performance Reporting = None

WIA Youth Activities (catalog #17.259, award #AA103080050):
Performance Reporting = None

WIA Dislocated Workers (catalog #17.260, award #AA103080050):
Performance Reporting = None

DWD Response and Corrective Action Plan: DWD agrees and has
retained the supporting documentation for the annual WIA performance
report for the period July 1, 2001 through June 30, 2002, and will retain the
support for future reports.

Finding WI-02-19: Youth Activities Earmarking

WIA funds are awarded in three program categories: youth activities, adult
activities, and dislocated workers. During FY 2001-02, DWD spent over $7 million
on activities for youth. Federal regulations require that at least 95 percent of the
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participants in the youth activities program meet the criteria of disadvantaged low-
income youth. DWD subgrants the majority of the youth activities award to 11 local
workforce development boards. These boards are required to ensure compliance
with this earmarking requirement. During on-site reviews, DWD staff verify that
the boards have procedures in place to ensure compliance. However, DWD does
not test to verify that, in fact, the boards have met the 95 percent requirement. In
addition, while the boards enter participant information into a centralized WIA
participant database, DWD has not developed routine queries or reports to
determine, based on the information entered, that the requirement was met.
Therefore, DWD is not assured that at least 95 percent of the participants were low-
income youth.

We discussed our concerns with DWD staff and requested that they provide us
with documentation of the percentage of low-income youth in the program. In
response, DWD performed queries of the WIA participant database and produced
a report on February 14, 2003, of the percentage of low-income youth participating
from July 1, 2001 through June 30, 2002. This reports shows that 91.07 percent of
youth participants for this period met the criteria of being disadvantaged low-
income youth and that 8.93 percent were not low-income. Based on this report, it
appears that for the period July 1, 2001 through June 30, 2002, DWD did not
comply with federal requirements.

M Recommendation

We recommend the Wisconsin Department of Workforce Development:

» jnvestigate the reasons that for the period July 1, 2001 through
June 30, 2002, the State apparently did not comply with the
requirement for 95 percent of participants in the youth program
to be low-income youth, and work with the federal government
to resolve this concern;

» ensure during future site reviews that the workforce
development boards comply with the low-income requirement;
and

» develop routine reporting to document the percentage of low-
income youth participating in the program and ensure the
federal requirements are met.

Questioned Costs: WIA Youth Activities (catalog #17.259,
award #s AAT03080050 and AA112850150): Youth Activities Earmarking =
Undetermined

DWD Response and Corrective Action Plan: DWD agrees and will take the
recommended actions. DWD has already established a standard report and
has informed both staff responsible for monitoring and local agencies of its
availability.
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Prior Audit Follow-up

As a part of our current audit, we followed up on DWD'’s progress in addressing
Findings WI-01-9 through WI-01-19 in our prior single audit report. DWD has
addressed some of our concerns. However, we continue to have concerns with
federal reporting for WIA and the level of access granted to critical computer data
sets. In addition, DWD needs to continue its efforts to receive federal approval for
its public assistance cost allocation plan.

Undistributable Support Collections under the Child Support
Enforcement Program

The Child Support Enforcement program (catalog #93.563) is administered on a
statewide basis by the Bureau of Child Support in DWD’s Division of Workforce
Solutions. The objectives of the Child Support Enforcement program are to:

1) establish paternity; 2) locate absent parents; 3) enforce child and support
obligations owed by noncustodial parents; and 4) collect child and spousal support
and make payments to families. The Kids Information Data System (KIDS) receives
case information, support collections, and adjustments and determines the amount
of support to be distributed to the families or to be held by the State as
reimbursement for current or prior public assistance received by the families.

On January 1, 1999, DWD contracted with a private firm to implement a centralized
receipt and disbursement system to collect and disburse various support payments,
such as child and spousal support. However, the State is not always able to
distribute the collections. For example, in some cases support payment checks are
generated and mailed to the families, but for unknown reasons the checks are not
presented for payment through the banking system. In other cases, KIDS may not
have valid addresses for the families and, therefore, does not generate support
checks. Federal regulations require that at the time state law considers the funds
abandoned, DWD must consider these collections as undistributable and treat them
as program income. Program income is used to offset Child Support Enforcement
program costs, for which the State generally receives federal reimbursement at a
rate of 66.0 percent of program costs.

In our prior audit, we noted that on August 30, 2001, state legislation was enacted
to clarify that support checks that have remained uncashed for more than one year
are considered abandoned property. DWD reported $2,147,392 in undistributable
collections in its December 31, 2001 quarterly report of collections, and a federal
share of $1,417,279, or 66.0 percent of the total, as program income in the
December 31, 2001 quarterly report of expenditures and estimates. However, DWD
effectively returned to the federal government only $990,000, which is $427,279 less
than the federal share of $1,417,279, because it did not have sufficient expenditure
authority on the State’s central accounting system. We also noted in our prior
report that DWD had not developed and implemented routine procedures for
reporting undistributable support collections on the quarterly report of collections
and the quarterly report of expenditures and estimates, and for making the
necessary accounting entries to use these funds to offset Child Support
Enforcement program costs (Finding WI-01-9).
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DWD has implemented appropriate corrective actions and established routine
procedures to calculate and report undistributable support collections as program
income. In addition, on July 8, 2002, DWD reduced the federal government’s

share of program costs by $1,058,814, consisting of the remaining $427,279 for
undistributable collections reported as of December 31, 2001, and $631,535 for the
federal share of additional undistributable collections reported for the quarters that
ended on March 31, 2002, and June 30, 2002.

We note that in determining the amount of undistributable support collections to
report, DWD initially deducted $100,000 and used these funds to establish a cash
reserve that would allow it to make any necessary payments of collections
previously reported as undistributable. However, federal rules require DWD to
treat the federal share of all undistributable collections as program income and do
not provide that the federal share may be used to establish a cash reserve. We
discussed our concerns with DWD staff who, in January 2003, processed the
necessary accounting transactions to eliminate the reserve and further reduce the
federal government’s share of program costs by $66,000, or 66.0 percent of the
$100,000 that had previously been retained.

Workforce Investment Act Cluster

We followed up on findings WI-01-10 and WI-01-11 and found that DWD has taken
corrective action related to federal reporting requirements for funds that were
carried forward into WIA from JTPA. However, DWD needs to take more care in
preparing federal financial reports for the WIA Cluster.

Finding WI-02-20: Earmarking and Federal Reporting

WIA funds are awarded in three program categories: youth activities, adult
activities, and dislocated workers. Federal regulations require that DWD earmark
certain percentages of these categories for 1) statewide workforce investment
activities and administrative costs; 2) rapid response activities; and 3) local area
administration. Quarterly, DWD is required to prepare up to six federal financial
reports for each program area and each area for which funds are earmarked. These
reports present the amounts awarded or earmarked, amounts obligated and
expended, and the unobligated balance.

In our prior audit, we reported that DWD had not properly calculated the
earmarking levels for the various WIA programs, resulting in errors in the
quarterly federal financial reports (Finding WI-01-10). During our current audit, we
found DWD had correctly calculated and reported the earmarking levels for the
March 2002 quarterly report, which we reviewed. However, we also found that,
apparently due to oversight, DWD made a variety of other reporting errors. For
example, DWD:
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* omitted $505,111 in expenditures it incurred for statewide
workforce investment activities;

* understated by $255,123 the expenditures incurred by grantees
for statewide workforce investment activities because it did not
update amounts reported for the previous quarter; and

» overstated by $10,000 the amounts obligated for the WIA
Dislocated Workers program.

We discussed our concerns with DWD staff, who made corrections on the

June 2002 quarterly report. However, when reviewing the June 2002 reports for
statewide workforce investment activities, we identified a new error in the
spreadsheets used to accumulate WIA information. This error caused DWD to
underreport expenditures by $734,627 for statewide workforce investment
activities.

M Recommendation

We recommend the Wisconsin Department of Workforce Development exercise
due care in the preparation of the quarterly reports for the Workforce Investment
Act Cluster.

Questioned Costs: WIA Adult Program (catalog #17.258,
award #s AA103080050 and AA112850150): Federal Reporting = None

WIA Youth Activities (catalog #17.259, award #s AA103080050 and
AA112850150): Federal Reporting = None

WIA Dislocated Workers (catalog #17.260, award #s AA103080050 and
AA112850150): Federal Reporting = None

DWD Response and Corrective Action Plan: DWD agrees. The $734,627
in underreported expenditures in the June 2002 report was corrected in the
December 2002 report, submitted in February 2003.

Reporting of Carryover Job Training Partnership Act Cluster Funds

As allowed by federal regulations, upon implementation of WIA on July 1, 2000,
DWD transferred a total of $3,222,207 in available JTPA funds to the WIA program.
WIA regulations, including reporting requirements, apply to these transferred
funds.

As previously noted, DWD is required to report WIA expenditures in six
categories: youth activities; adult activities; dislocated workers; statewide
workforce investment activities; rapid response activities; and local area
administration. During our prior audit, we reported that DWD did not properly
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report expenditures within the WIA categories (Finding WI-01-11). DWD has
implemented its corrective action plan, and during our current audit period it
reported the JTPA carryover funds within the appropriate WIA categories.

Federal Procurement Rules under the Food Stamp Program

Prior to July 1, 2002, the Division of Workforce Solutions within DWD
administered the Food Stamps grant (catalog #10.551), which fully funds the
issuance of food stamp benefits, and the State Administrative Matching Grants for
the Food Stamp Program (catalog #10.561), which partially reimburses the State for
its costs to administer the program.

As a condition of receiving financial assistance under the State Administrative
Matching Grants for the Food Stamp Program, DWD was required to follow the
Common Rule adopted by the U.S. Department of Agriculture (USDA). As allowed
by the Common Rule, DWD followed state procurement guidelines for all
purchases charged to the program. However, effective October 1, 2000, USDA
amended the Common Rule to require state agencies administering USDA grants
to follow two specific federal procurement provisions:

* astate may not award a contract to a firm that was also involved
in assisting in the procurement process by, for example,
preparing the procurement specifications or developing the
contract terms; and

* astate may not show in-state or local geographical preferences
when awarding contracts.

In our prior audit, we reported that DWD staff were unaware of the new
requirements and had not developed policies and procedures to ensure compliance
(Finding WI-01-13). In its corrective action plan, DWD noted a potential conflict
between the two federal procurement rules and state law. DWD contacted the
federal Food Stamp Administration, which informed DWD that it is required to
follow the federal rules. In response, DWD staff reviewed purchases funded by the
Food Stamp Program between October 1, 2000 and June 30, 2002 and did not
identify any instances of noncompliance with USDA procurement rules.

Effective July 1, 2002, responsibility for administering the Food Stamp Program in
Wisconsin was transferred to the Department of Health and Family Services. As a
result, DWD no longer receives funding from USDA. We will review DHFS’s
compliance with USDA procurement requirements during next year’s single audit.

Finding WI-02-21: Access to Critical Data Sets and Database Tables

DWD is responsible for maintaining KIDS, the statewide computer system used by
state and county child support staff to record collections of support payments and
their subsequent distribution. DWD is also responsible for maintaining the Client
Assistance for Reemployment and Economic Support (CARES) system, which
determines eligibility for income maintenance programs such as TANF, the Food
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Stamp Program, and Medical Assistance. It is important that DWD limit access to
the data sets and database tables associated with KIDS and CARES to the
minimum necessary to allow employees, contractors, and others to perform their
job duties. Excess access increases the risk of unauthorized or inappropriate
changes to benefits and other information.

In our prior audit, we reported several instances of excessive access to data sets and
database tables (Finding WI-01-14). DWD has taken steps to address our concerns.
DWD staff have:

* reviewed access to CARES data sets and implemented
procedures for an ongoing review of access to critical CARES
data sets;

* completed a review of access to KIDS database tables and made
progress in reviewing access to KIDS data sets; and

» started a project to review access to log-on identifications that
are used to schedule KIDS jobs.

However, we continue to have concerns with access to KIDS data sets and to the
log-on identifications that are used to schedule KIDS jobs. For example, five
contractors had the ability to change data through a job scheduling log-on
identification even though such access does not appear to be needed.

We discussed our concerns with DWD staff, who indicated that they are aware of
the access concerns and have been working to review and revise access but do not
have a time line for completing the work. Until access is reviewed and limited to
that necessary for employees, contractors, and others to complete their job duties,
DWD is at risk that unauthorized changes may be made.

M Recommendation

We recommend the Wisconsin Department of Workforce Development continue its
efforts to review and restrict access to critical KIDS data sets.

Questioned Costs: Child Support Enforcement (catalog #93.563,
award #G0104WI4004): Access to Critical Data Sets = None

DWD Response and Corrective Action Plan: DWD agrees. DWD will
continue its efforts to review and restrict access to critical KIDS data sets.

Transfers of TANF Funds to the Social Services Block Grant

Under federal regulations, states are allowed to transfer up to 10 percent of their
TANF awards to the Social Services Block Grant (SSBG). Wisconsin is allocated
$318,188,410 in TANF funds each federal fiscal year. Of this amount, a portion is
allocated to state government, and a portion is allocated to those Indian tribes that
elect to operate their own TANF programs.
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In our prior audit, we reported that during FFY 1999-2000, an additional tribe
elected to operate its own TANF program in Wisconsin. As a result, of the
$318,188,410 in available TANF funds, only $317,047,587 was allocated to state
government. Therefore, the maximum amount that could be transferred to the
SSBG for FFY 1999-2000 was $31,704,759. However, DWD based its 10 percent
calculation on $317,505,180, which had been the amount allocated for state
government in prior years, and transferred $31,750,500 of TANF funding to the
SSBG. DHFS, which administers the SSBG in Wisconsin, drew down the full
amount transferred. Therefore, the State received $45,741 in federal funds that it
was not entitled to receive (Finding WI-01-15). DWD implemented its corrective
action plan and, in August 2002, the State returned to the federal government the
excess funds received under the FFY 1999-2000 TANF award.

Rehabilitation Services—Vocational Rehabilitation
Grants to States

We followed up on Findings WI-01-16 and WI-01-17 and found that DWD has
addressed our prior audit concerns related to this grant.

Cash Management

During our prior audit, we identified a $55,207 payment received by DWD from the
Wisconsin Department of Commerce relating to certain vocational rehabilitation
contracts between the two agencies dating back to FY 1994-95. This payment
represented the return to DWD of unspent funds for which DWD had previously
received federal reimbursement. Upon receipt, DWD appropriately returned
$55,207 to the federal government. However, in our prior audit we questioned the
interest earned by the State at the expense of the federal government because the
State had custody of these unspent funds for several years (Finding WI-01-16).
DWD implemented its corrective action plan and, working with the Wisconsin
Department of Administration, included $13,699 in excess interest earnings in the
State’s FY 2001-02 annual report required under the Cash Management
Improvement Act.

Direct Payments for Client Services

Vocational rehabilitation counselors are responsible for determining eligibility,
assessing client needs, developing client rehabilitation plans, and authorizing
expenditures for services provided to or on behalf of clients. Vocational
Rehabilitation program expenditures should be supported by appropriate
documentation.

While DWD generally makes payments for client services to third parties, DWD’s
policy provides that payments may be made directly to clients as reimbursements or
to cover the costs of future purchases or expenses. In our prior three single audits, we
reported that DWD did not adequately support direct payments to clients with
receipts or other documentation and that additional efforts were needed to ensure
these payments were used for the intended purpose (Finding WI-01-17).
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DWD is continuing the process of implementing reasonable corrective actions to
limit the number of unsupported direct payments to clients. In September 2001,
DWD implemented formal written policies to restrict the use of direct payments to
situations in which it is impractical to purchase directly from a vendor. As a result,
the dollar amount of direct payments declined to $2.4 million during FY 2001-02,
from an estimated $5.0 million during FY 1999-2000. In addition, in May 2002, DWD
centralized the direct payment process, including ensuring supporting
documentation is received or justifying why documentation was not received.

During our current audit testing, we randomly selected 27 payments for services
provided to clients. Five of the items selected were direct payments. We found
adequate supporting documentation for four of these direct payments. Supporting
documentation was not obtained for the fifth payment, but based on documentation
available in the client file, DIWD made reasonable efforts to obtain the
documentation. In addition, as required by DWD policy, no subsequent direct
payments were made to the client because the client did not provide the necessary
documentation.

Access to KIDS Information

As noted, KIDS is a tool used by state and county child support staff to collect child
support payments and appropriately distribute the funds. A centralized system
such as KIDS is required by the federal Office of Child Support Enforcement to
help states establish paternity; locate absent parents; enforce the support
obligations owed by absent parents to their children; and obtain child, spousal, and
medical support.

In prior audits, we expressed concern that some users have the ability to update
virtually every input screen within KIDS. For FY 2000-01, we reported that DWD
had taken some steps to reduce the risk of unauthorized changes to KIDS data
but needed to continue efforts to limit access to KIDS user input screens

(Finding WI-01-18). DWD continues to implement corrective action to address our
concerns. DWD has:

* developed guidelines to limit, according to agency size, the
number of local child support agency staff granted certain high
levels of access;

* required local child support agencies to review the level of
access granted to staff members for compliance with the
established guidelines; and

» started making programming changes to the KIDS security
system to allow DWD to better restrict access to user input
screens by staff.

We encourage DWD to continue to place priority on reviewing access to KIDS user
input screens and restricting it to the level needed for staff to perform their job
duties.
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Finding WI-02-22: Public Assistance Cost Allocation Plan

With the transfer of certain federal programs, such as the Food Stamp Cluster and
the Child Support Enforcement program, to DWD on July 1, 1996, DWD became a
public assistance agency. As a public assistance agency, DWD is required to seek
approval for its public assistance cost allocation plan from the U.S. Department of
Health and Human Services” Division of Cost Allocation (DCA). The public
assistance cost allocation plan includes narrative descriptions of procedures to be
used by DWD to distribute administrative costs to various federal and state
programs, including public assistance programs. In our prior audit, we reported
that DWD had submitted its public assistance cost allocation plan but that it had not
obtained DCA approval for its procedures to allocate costs to federal and state
programs for FYs 1996-97 through 2000-01 (Finding WI-01-19).

During our current audit, we found that DWD has continued its efforts to gain
approval of the cost allocation plan and has submitted all information requested by
DCA. DWD has formed the Quality Assurance and Policy Unit, which is
responsible for the plan and for communicating with DCA. Currently, DWD has
developed and implemented a random moment sampling process to allocate
worker effort for the local organization units. In a letter dated February 20, 2003,
DCA stated that DWD has made substantial progress in the development and
implementation of the random moment sampling process. The letter also requested
some additional information and revisions to DWD’s plan. DWD is currently
addressing these requests. While DWD continues to work with the federal
government, it has yet to receive final approval for its cost allocation plan.

We reviewed and tested DWD’s cost allocations for FY 2001-02. We found that DWD

had allocated costs to federal grants in accordance with its proposed FY 2001-02
plan.

M Recommendation

We recommend the Wisconsin Department of Workforce Development continue to
negotiate with the federal Division of Cost Allocation to resolve any issues
impeding approval of the Department’s public assistance cost allocation plan for
FY 1996-97 through FY 2001-02.

Questioned Costs: Multiple Grants: Public Assistance Cost Allocation Plan
= None

DWD Response and Corrective Action Plan: DWD agrees and continues
negotiations with DCA regarding issues preventing approval of the public
assistance cost allocation plan.
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Wisconsin Department of Workforce Development
Summary of Findings and Questioned Costs

FY 2001-02
U.S. Department of Labor
Finding Catalog Amount
Number Number Grant Finding Questioned
WI-02-18  17.258 WIA Adult Program Performance Reporting $ 0
WI-02-20  17.258 WIA Adult Program Federal Reporting* 0
WI-02-18 17.259 WIA Youth Activities Performance Reporting 0
WI-02-19  17.259 WIA Youth Activities Youth Activities Earmarking  Undetermined
WI-02-20  17.259 WIA Youth Activities Federal Reporting* 0
WI-02-18  17.260 WIA Dislocated Workers Performance Reporting 0
WI-02-20  17.260 WIA Dislocated Workers Federal Reporting* 0
U.S. Department of Education
Finding Catalog Amount
Number Number Grant Finding Questioned
WI-02-16 84.126  Rehabilitation Services—Vocational Calculation of $ 0
Rehabilitation Grants to States Reimbursement Rate
WI-02-17 84.126  Rehabilitation Services—Vocational Receipt of Reimbursements 0
Rehabilitation Grants to States from SSA
U.S. Department of Health and Human Services
Finding Catalog Amount
Number Number Grant Finding Questioned
WI-02-21 93.563  Child Support Enforcement Access to Critical Data Sets* $ 0
Noncompliance Findings Affecting Multiple Grants
Finding Amount
Number Grant Finding Questioned
WI-02-22 Multiple Grants Public Assistance Cost $ 0

* Repeat finding from audit report 02-7.

Allocation Plan*

Inquiries regarding resolution of findings and questioned costs should be directed to the agency contact

person listed in Appendix 2 of this report.
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The University of Wisconsin System, which provides postsecondary academic
education for more than 159,000 students, consists of 13 campuses, UW Colleges,
UW-Extension, and UW System Administration. The 17-member Board of Regents
establishes policies to govern UW System and plans for the future of public higher
education in Wisconsin. Each of the 13 campuses awards bachelor’s and master’s
degrees; UW-Madison and UW-Milwaukee also confer doctoral degrees. The

UW Colleges are 13 two-year branch campuses that offer general education associate
degrees and course credits that transfer to other degree-granting universities.
UW-Extension, in cooperation with the UW campuses, provides continuing
education courses in classrooms and via distance education, as well as wide-ranging
public service programs to Wisconsin residents. UW System Administration is the
UW President’s staff to assist the Board of Regents in establishing policies; reviewing
policy administration; and planning the programmatic, financial, and physical
development of the system.

UW System, which had operating costs that totaled nearly $2.9 billion, disbursed
$909.9 million in federal financial assistance during FY 2001-02, including

$368.5 million in direct awards under the research and development cluster and
$435.9 million for the student financial aid cluster. As required by OMB Circular
A-133, we tested compliance with laws and regulations related to the federal
programs, contracts, and subgrants that UW System administered during the audit
period. Our compliance review for FY 2001-02 focused on the research and
development cluster and on the student financial aid cluster at five UW campuses.
The research and development cluster, which is a major type A program, is defined
by OMB Circular A-133 as including all research activities, both basic and applied,
and all development activities that are supported at universities, colleges, and
nonprofit institutions. “Research” is defined as a systematic study directed toward
fuller scientific knowledge or understanding of the subject studied. “Development”

69
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is a systematic use of knowledge and understanding gained from research directed
toward the production of useful materials, devices, systems, or methods, including
design and development of prototypes and processes. The research and
development grants, which were administered by 12 of the 13 UW campuses, as
well as by UW Colleges, accounted for 41.2 percent of federal funds disbursed

by UW System during FY 2001-02. Of that amount, nearly 95.0 percent was
disbursed by UW-Madison. Accordingly, we documented and tested controls used
in administering the research and development cluster at UW-Madison and tested
compliance with grant requirements for selected research and development grants at
UW-Madison.

The student financial aid cluster is defined by OMB Circular A-133 as including
those programs of general student assistance in which institutions participate, such
as those authorized by Title IV of the Higher Education Act of 1965, as amended. It
does not include programs that provide fellowships or similar awards to students
on a competitive basis. The student financial aid cluster accounted for 47.9 percent
of federal funds disbursed by UW System during FY 2001-02. The student financial
aid cluster is a low-risk type A program and, therefore, must be audited at least
once every three years. The Legislative Audit Bureau audits the student financial
aid cluster at the UW campuses over a three-year cycle. During the FY 2001-02
audit, we audited the student financial aid cluster as a major program at
UW-Milwaukee, UW-Oshkosh, UW-Parkside, UW-Superior, and UW-Whitewater.
We documented and tested controls used in administering the student financial aid
programs and tested compliance with grant requirements for the student financial
aid programs at these five campuses.

We also followed up on progress made at all UW campuses on findings included in
our prior single audit report. There were no findings or follow-up work to be
reported for UW-Milwaukee, UW-Eau Claire, UW-Stevens Point, UW-Superior, or
UW Extension; consequently, this report does not include subsections for these
components of UW System.

Finally, at the request of the National Endowment for the Humanities, we included
the Wisconsin Humanities Council in our FY 2001-02 audit of UW System and
audited the Promotion of the Humanities—Federal/State Partnership grant
(catalog #45.129) as a major program. The Wisconsin Humanities Council is a
nonprofit organization tied to UW System through its relationship with UW-
Extension, which is responsible for fiscal and personnel administration of the
Humanities Council. We documented and tested controls used in administering the
grant and tested federal grant requirements. There were no findings to report and,
therefore, this report does not include a subsection for the Humanities Council.
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University of Wisconsin-Madison

UW-Madison is the largest UW campus and one of the major research universities
in the nation. It provides instruction to 40,900 students seeking undergraduate or
graduate degrees and had operating costs totaling $1.5 billion in FY 2001-02.
Federal grant expenditures for FY 2001-02 totaled $511.5 million, including

$356.3 million for the major research and development cluster and $120.0 million
for the student financial aid cluster.

We gained an understanding of and tested UW-Madison’s internal controls used in
administering the research and development cluster. We also tested compliance
with specific grant requirements for the research and development grants and
followed up on our prior audit recommendation regarding the assignment of loans
within the student financial aid cluster.

Overall, UW-Madison’s internal controls appear 