








STATE OF INDIANA
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INDEPENDENT ACCOUNTANT'S REPORT

TO: THE OFFICIALS OF FAMILY AND SOCIAL SERVICES ADMINISTRATION

We have reviewed the receipts, disbursements, and assets of the Family and Social Services Admin-
istration for the period of March 1, 2003, to February 29, 2004. Family and Social Services Administration’s
management is responsible for the receipts, disbursements, and assets.

Our review was conducted in accordance with attestation standards established by the American
Institute of Certified Public Accountants. A review is substantially less in scope than an examination, the ob-
jective of which is the expression of an opinion on the receipts, disbursements, and assets. Accordingly, we
do not express such an opinion.

Financial transactions of this office are included in the scope of our audits of the State of Indiana as
reflected in the Indiana Comprehensive Annual Financial Reports.

Based on our review, nothing came to our attention that caused us to believe that the receipts, dis-
bursements, and assets of the Family and Social Services Administration are not in all material respects in
conformity with the criteria set forth in the Accounting and Uniform Compliance Guidelines Manual for State
Agencies, and applicable laws and regulations except as stated in the review comments.

STATE BOARD OF ACCOUNTS

December 1, 2004



FAMILY AND SOCIAL SERVICES ADMINISTRATION
REVIEW COMMENTS
February 29, 2003

STATEWIDE SINGLE AUDIT

In conjunction with our review of Indiana’s Family and Social Services Administration, we also tested
compliance with federal regulations and grant agreements. Findings relating to the federal programs admin-
istered by the department are included in the Indiana Statewide Single Audit for the year ended June 30, 2003.

INCONSISTENT PROCEDURES

Family and Social Services Administration (FSSA) is made up of three divisions which were formerly
independent agencies. We stated in our eight prior reports (most recently B19502 and B21357) that the three
divisions’ policies and procedures in accounting activity were inconsistent and incompatible within the present
structure. We noted during prior audits that progress had been made through the implementation of stan-
dardized processes, communication through manuals and memos, etc. However, there are still various ac-
counting software systems in use. Due to the size and diversity of FSSA’s accounting operation, the lack of a
standardized system reduces management’s control over the accounting operation and the ability to quickly
and consistently correct deficiencies and weaknesses when identified.

An agency’s accounting responsibilities must include an effective accounting system. (Accounting and
Uniform Compliance Guidelines Manual for State Agencies, Chapter 1)

COUNTY OFFICES OF FAMILY AND CHILDREN - ACCOUNTING OPERATIONS

As stated in our six prior reports (most recently B19502 and B21357), we observed that the county
offices of Family and Children were not consistent in the manner in which they implemented their accounting
operations. Some appear to be more accurate and efficient than others. Through further inquiry we found that
there is not an operations manual for these offices, though periodic memos are sent.

Subsequent to our review period we noted that a manual had been developed and distributed for the
counties' use. Also, evidence was provided that basic training had begun.

An agency must have internal controls that provide reasonable assurance for the effectiveness and

efficiency of operations. (Accounting and Uniform Compliance Guidelines Manual for State Agencies, Chapter
1) Formal procedures in writing help to facilitate this goal.

COUNTY OFFICES OF FAMILY AND CHILDREN - CONTRACTS AND PROCUREMENT

As stated in our prior reports (B19502 and B21357), we found that it was common practice at the
county offices of Family and Children not to utilize contracts when appropriate or to follow the State procure-
ment process.

Each agency, department, institution or office should have internal controls in effect which provide
reasonable assurance regarding the reliability of financial information and records. . .. Among other things . ..
safeguarding controls over cash . . . are part of an internal control system. (Accounting and Uniform Com-
pliance Guidelines Manual for State Agencies, Chapter 1)
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5. The audit services section reports to a senior manager who answers directly to the
agency head. This senior manager also is in charge of many fiscal responsibilities. If the
audit services section is to perform internal audit functions, even on a limited basis, a
greater degree of freedom, independence, and objectivity would be achieved if this sec-
tion reported directly to the agency head or to a senior manager who does not also have
fiscal or program responsibilities.

E. FSSA is an extremely large and complex agency. In such an agency internal control is ac-
hieved in greater part through the organizational independence of accounting, operation, and
custodial departments. Due to a constantly changing environment, the organizational struc-
ture can and does change. An ideal independence as described above may at times be lost.
For example, currently claims management, procurement, fixed asset control, and audit serv-
ices are under the same director. While this is not an ideal structure compensating controls
can be implemented. If it is determined that monitoring of DFC offices and contracts are to
be the main functions of the audit services section, consideration should be given to devel-
oping an internal audit section with the characteristics described in section D. This would en-
hance the current internal control structure at FSSA as well as minimize the problems inher-
ent when an ideal organizational structure is not achieved.

Current Status Items D and E

FSSA has changed their organizational structure to include a new position entitled Assistant
Secretary. This position reports directly to the Secretary and does not have immediate pro-
gram or fiscal responsibilities. Audit Services now reports directly to this position. In
addition, Audit Services has become more clearly defined and is now composed of two
different units: Contract Compliance and Quality Assurance. Contract Compliance retains the
traditional responsibilities associated with the Audit Services Division while the Quality
Assurance is taking on the responsibilities associated with internal auditors (i.e., the
evaluation and recommendation toward various agency areas and their functions). It is
through this unit, in part, that FSSA plans to develop integration of their various divisions and
bureaus for a complete monitoring system.

The functions of the Audit Services Division has now been defined in writing. However, until

the evaluation of the integration aspects of the agency-wide monitoring system has been
completed, the impact of this area’s function and lines of responsibility will remain unclear.

DEVELOPMENTAL DISABILITIES CONTROLS

Overview

The Bureau of Developmental Disabilities Services (BDDS) is a part of the Division of Dis-
ability, Aging, and Rehabilitative Services (DDARS) within FSSA. BDDS is responsible for
the planning and administration of services in community based, residential alternatives for
those who meet the criteria of developmentally disabled. The major goal of the Bureau is to
support independent living in the least restrictive setting possible for the recipient. To fulfill its
goal a variety of services are offered through approved providers. These services include
residential habilitation, community habilitation, personal assistance, sheltered employment,
and behavior intervention. In addition, funding for living expenses such as rent and utilities
may also be awarded. The major funding sources are Medicaid (which consists of various
Medicaid Waiver programs), Title XX, and State appropriations. In our prior reports, B19502
and B21357, we found control weaknesses in the validation of claims paid and in the assur-
ance process of the appropriateness and necessity of services.
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Title XX as Stated in Original Finding

Title XX funding is to provide for services that are identified as community day services. The
recipient has been approved as meeting the criteria for developmentally disabled. The recipient
may or may not be Medicaid eligible, but if Medicaid eligible the recipient is not considered to be
at risk of institutionalization if services are not received. The recipient may or may not have a
plan that stipulates which of these types of services are needed. A plan would be available only
for those recipients who are also receiving State funding for residential services or Medicaid
Waiver funding. Funding is not budgeted according to the recipient but is paid out to the pro-
vider as claimed. Some services have a limit on the number of units allowed per recipient, but
this is tracked by the provider.

Current Status
We found no change.

State Funding as Stated in Original Finding

State funding is provided for services that are identified as community residential services. The
recipient may or may not be Medicaid eligible, but if Medicaid eligible the recipient is not
considered to be at risk of institutionalization if services are not received. When a recipient is
determined eligible and a plan of services developed, a line item budget (Individual Community
Living Budget or ICLB) is established. The provider claims for these services are paid through
FSSA’s Financial Management. Financial Management monitors claim payments to verify that
the amounts claimed are identified in the ICLB and the amounts requested are not over the
monthly amounts budgeted.

Current Status

Surveys that included monitoring for appropriate services were implemented. Exceptions found
during the surveys require corrective action.

Claims Payment Summary as Stated in Original Finding

We found that the monitoring for the validation of claims is limited at best. Financial Manage-
ment’s monitoring of residential services claims does provide timely indicators that a specific
service is allowable and that the claim does not exceed the budgeted amount. However, except
for the monitoring provided by Audit Services, there is no tracing to supporting documentation
which would help give assurance that the claim is appropriate and reasonable. EDS’s process is
even more limited in that the specific service allowed for a recipient is not identified. There is no
substantial verification of the validity of day service claims at the time of process.

Medicaid Waiver, residential service, and day service providers are subject to on-site review by
FSSA’s Audit Services. When a provider is selected, Audit Services does review for allowable
costs and sufficient supporting documentation. However, as provider selection is a risk based
approach, not all providers will have an on-site review. In addition, Audit Services reviews trans-
actions after the close of the contract period. While this may be used as one part of a system of
assurance of the validity of claims, it is not a timely method and does not guarantee that all pro-
viders will be adequately reviewed.
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Status for Report Period Ending February 28, 2003

Medicaid waiver policy now does not allow for payment without verification that FSSA has ap-
proved a specific service for a recipient before delivery. Residential and day service payments
did not have significant changes during the audit period. However FSSA provided documen-
tation to support that planning for monitoring changes did occur. Also, evidence was provided
that additional monitoring processes had been implemented for residential services.

FSSA contracted with EDS to perform on-site reviews of Medicaid Waiver providers starting in
January 2002. All waiver providers will have on-site reviews. These reviews will expand from
the review of DD Waivers to incorporate other types of waivers. These reviews include the ex-
amination of supporting documentation. Initially, these reviews have found significant occur-
rences of documentation that does not support services billed and documentation errors (scratch
outs, white out/alterations, etc.). The first phase of this review process is intended to be educa-
tional and to give providers an opportunity to make corrections and changes to their processes.
Residential service providers and day service providers may be the same providers as selected
by EDS for waiver reviews, but these claims are not included in the population examined. It is
policy for results of these reviews to be shared with Audit Services.

Current Status
Itis now policy for the Bureau of Quality Improvement Services to coordinate reviews with EDS.

Appropriate and Necessary Services as Stated in Original Finding

To help assure that the services that a recipient receives are appropriate and reasonable, FSSA
requires that the recipient have a plan and a budget for the services required by the plan. Each
recipient has a team that develops the plan. Two key members of the team are the service
coordinator and the case manager.

The service coordinator is a State employee located at a BDDS district office. The coordinator
determines eligibility, approves the individual community living budget, has placement authority
and works with the recipient to plan, coordinate, and access appropriate services.

The case manager is an advocate for the recipient. The case manager assists the recipient in
obtaining the needed services and help plan, monitor, and evaluate the recipient’s services on
an on-going basis. FSSA also relies heavily on the case manager to monitor that the recipient is
actually receiving the services required and that the services are appropriate. Case manage-
ment services may be provided by Area Agencies on Aging (AAA), local service providers, or in-
dependent case managers. Though some case management services may initially be provided
by a State employee through the BDDS district office, in general case managers are not State
employees.

We found that there was no quality assurance reviews of the services performed by either serv-
ice coordinators or case managers. We also found that there is a potential for conflict of interest
when the case manager is employed by the same entity that also provides other types of serv-
ices to recipients.

We found that not all recipients have a plan or a case manager. While the service coordinator
may take on more responsibilities in these circumstances, we did not find compensating controls
that would provide assurance that the recipient was receiving appropriate and reasonable
services.
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FEDERAL PENALTIES FOR FAILURES UNDER DATA RELIABILITY AUDITS (DRA) — CHILD SUPPORT

Congressional enactments amended the child support provisions of the Social Security Act to estab-
lish new systems for measuring state performance, awarding financial incentives and assessing penalties
based on that performance. Federal Fiscal Year 2000 (FFY0O0) was the first year for implementing the new
incentive system. States earn incentives based on their performance on the following five Child Support
Enforcement performance measures, the first three of which, if not met, are subject to penalties:

Paternity Establishment

Support Order Establishment
Current Collections

Cases With Payment on Arrearages
Cost-effectiveness

Incentives are calculated based on annual performance within the state and are paid from a growing
“incentive payment pool” that is shared among other qualifying states each year starting in FFYQO. In order for
a state to receive any incentives, Federal auditors from the Department of Health and Human Services
(DHHS) must determine that the data used to calculate the performance measures are accurate, complete and
reliable, through a data reliability audit (DRA). A penalty is assessed if the state is unable to pass its DRA for
any measure, or fails to attain a specified level of performance in the above three penalty performance mea-
sures. If the state fails for a second consecutive year to meet either condition with respect to the same per-
formance measure, the penalty is imposed.

Indiana failed to pass the ninery-five percent DRA standard in FFYO1 in the measures of Paternity
Establishment, Support Order Establishment, and Current Collections, as reported by DHHS in July 2002, and
again in November 2002. This resulted in the state failing to qualify to receive all available incentive payments
for FFY01 based on these measures.

The state, again, failed to pass the ninety-five percent DRA standard for Paternity Establishment for
FFYO02, resulting in the assessment of a penalty of $1,447,594 (one percent of the adjusted State Family As-
sistance Grant (SFAG) for FFY 01) to be imposed quarterly beginning with the first quarter of FFY04 under
provisions of 45CFR262.1(b) through (e). The adjusted SFAG is the amount of the TANF award for the year,
reduced for transfers to the Child Care Development Fund (CCDF) and the Social Services Block Grant
(SSBG). The state will be required to expend funds in an amount equal to the penalty during FFY05. The
penalty will continue to be applied quarterly until the state successfully passes the ninety-five percent DRA
standard in Paternity Establishment.

In summary, by failing to pass the ninety-five percent DRA standard in FFY01, and again in FFY02,
the state has incurred:

X areduction of its share of federal funds from the “incentive payment pool",

x areduction of federal funds for the TANF program in the amount of $1,447,594 as a penalty,
and the state is required to make up the amount of the lost federal funds with its own state
funds for use in the TANF program.

Each agency, department, institution or office should have internal controls in effect, which provide re-
asonable assurance regarding the reliability of financial information and records, effectiveness and efficiency
of operations, proper execution of managements’ objectives, and compliance with laws and regulations. (Ac-
counting and Uniform Compliance Guidelines Manual for State Agencies, Chapter 1)
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