STATE OF MARYLAND
Single Audit Report

Year ended June 30, 2003 with Reports of Independent Auditors
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Report of Independent Auditors on Financial Statements
Audited in Accordance with Government Auditing Standards
and Supplementary Schedule of Expenditures of Federal Awards

The Honorable William Donald Schaefer
Comptroller of Maryland

We have audited the basic financial statements, not included herein, of the State of Maryland
(the State) as of and for the year ended June 30, 2003. These basic financial statements are the
responsibility of the State of Maryland’s management. Our responsibility is to express opinions
on these basic financial statements based on our audit.

We did not audit the financial statements of (1) Economic Development — Loan Programs; (2)
Maryland State Lottery Agency; (3) Maryland Transportation Authority; (4) Economic
Development — Insurance Programs; (5) State Use Industries; (6) Maryland Environmental
Service; (7) Maryland Industrial Development Financing Authority; (8) Maryland Food Center
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In our opinion, based on our audit and the reports of other auditors, the financial statements
referred to above present fairly, in all material respects, the respective financial position of the
governmental activities, the business-type activities, the aggregate discretely presented
component units, each major fund, and the aggregate remaining fund information of the State of
Maryland, as of June 30, 2003, and the respective changes in financial position and cash flows,
where applicable, thereof, for the year then ended in conformity with accounting principles
generally accepted in the United States.

In accordance with Government Auditing Standards, we have also issued our report dated
January 12, 2004, on our consideration of the State’s internal control over financial reporting and
our tests of its compliance with certain provisions of laws, regulations, contracts, and grants.
That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be read in conjunction with this report in considering the results of our
audit.

The accompanying schedule of expenditures of federal avlcordance with
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Report on Compliance and on Internal Control
Over Financial Reporting Based on an Audit of the Financial
Statements in Accordance with Government Auditing Standards

The Honorable William Donald Schaefer
Comptroller of Maryland

We have audited the basic financial statements of the State of Maryland (the State) as of and for
the year ended June 30, 2003, and have issued our report thereon dated January 12, 2004. 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. Our report on the basic
financial statements included disclosures regarding our references to the reports of other
auditors. The financial statements of the Economic Development — Loan Programs (except for
the Maryland Water Quality Financing Administration), the Maryland State Lottery Agency, the
Maryland Transportation Authority, the Economic Development — Insurance Programs, the
Maryland Industrial Development Financing Authority, the Maryland Local Government
Investment Pool, and the Deferred Compensation Plan were not audited in accordance with
Government Auditing Standards.

Compliance

As part of obtaining reasonable assurance about whether the State’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
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consistent with the assertions of management in the financial statements. Reportable conditions
are described in the accompanying schedule of findings and questioned costs as Finding 2003-1.

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
caused by errors or fraud in amounts that would be material in relation to the 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 that are also considered to be material weaknesses.
We consider the reportable condition described above in Finding 2003-1 to be a material
weakness. We noted other matters involvied tot[ Tclght
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Report on Compliance and on Internal Control Over
Compliance in Accordance with OMB Circular A-133

The Honorable William Donald Schaefer
Comptroller of Maryland

Compliance

We have audited the compliance of the State of Maryland (the State) 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, 2003. The State’s major federal programs are identified in the
Summary of Auditors’ Results section of the accompanying Schedule of Findings and
Questioned Costs. Compliance with the requirements of laws, regulations, contracts, and grants
applicable to each of its major federal programs is the responsibility of the State’s management.
Our responsibility is to express an opinion on the State’s compliance based on our audit. We did
not audit the major federal programs indicated as audited by other auditors in the Summary of
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As described in Finding 2003-4, in the accompanying schedule of findings and questioned costs,
the State did not comply with requirements regarding activities allowed/unallowed that are
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! @ ; ; r Ermnst & Young LLP

This report is intended solely for the information and use of State management, the
U.S. Department of Health and Human Services (the cognizant agency), federal awarding
agencies, and pass-through entities and is not intended to be and should not be used by anyone

other than these specified parties.
é/vmt ¥ MLLP

July 30, 2004
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Abrams, Foster, Nole & Williams, P.A.

Certified Public Accountants

2 Hamill Road, The Quadrangle Suite 272B
Baltimore, Maryland 21210
(410) 433-6830 / Fax (410) 433-6871

Member: American Institute of Certified Public Accountants
and Maryland Association of Certified Public Accountants

Report on Compliance and on Internal Control Over
Compliance in Accordance with OMB Circular A-133

The Honorable William Donald Schaefer
Comptroller of Maryland

Compliance

We have audited the compliance of the State of Maryland (the State) 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 certain of its major federal
programs for the year ended June 30, 2003. The State’s major federal programs that we have
audited are identified in the Summary of Auditors’ Results section of the accompanying
Schedule of Findings and Questioned Costs. Compliance with the requirements of laws,
regulations, contracts, and grants applicable to each of its major federal programs is the
responsibility of the State’s management. Our responsibility is to express an opinion on the
State’s compliance based on our audit.

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

In our opinion, the State complied, in all material respects, with the requirements referred to
above that are applicable to its major federal programs that we have audited for the year ended
June 30, 2003.
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Internal Control Over Compliance

The management of the State is responsible for establishing and maintaining effective internal
control over compliance with requirements of laws, regulations, contracts, and grants applicable
to federal programs. In planning and performing our audit, we considered the State’s internal
control over compliance with requirements that could have a direct and material effect on the
major federal programs that we have audited 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.

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’s ability to administer a major
federal program in accordance with applicable requirements of laws, regulations, contracts, and
grants. The reportable condition is described in the accompanying Schedule of Findings and
Questioned Costs as Finding 2003-21.

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, we believe the reportable condition described above is not a material weakness.

This report is intended solely for the information and use of State management, the
U.S. Department of Health and Human Services (the cognizant agency), federal awarding
agencies, and pass-through entities and is not intended to be and should not be used by anyone
other than these specified parties.

s Yoy, Mol W s 4

Abrams, Foster, Nole & Williams, P.A.
Certified Public Accountants

July 30, 2004
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State of Maryland

Schedule of Expenditures of Federal Awards

Year ended June 30, 2003
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Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
Agency for International Development (AID)

Agency for International Development 02.RD $ 426,843 $ - - $ 426,843

Pass-Through EURASIA Foundation 02.RD (466) (466)

Pass-Through Supreme Council of Universities,

Foreign Relations 02.RD (73) (73)
Pass-Through University of Rawanda 02.RD 31,446 31,446
Pass-Through United Negro College Fund 02.TELP-UMES 135,808 135,808
Pass-Through University Research Corporation

International 02. Unknown 1,692,649 1,692,649
Pass-Through University Research Corporation

International 02. Unknown 244,359 244,359

Total Pass-Through Agency for International

Development 1,723,556 - 380,167 2,103,723
Total Agency for International Development 2,150,399 - 380,167 2,530,566
Department of Agriculture (DOA)
Contracts / Other:

Pass-Through Rutgers University 10.97-38411-4250 913 913
Agricultural Research: Basic and Applied Research 10.001 141,771 141,771
Plant and Animal Disease, Pest Control and Animal Care 10.025 426,650 426,650
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
Department of Agriculture (DOA) (continued)
Cooperative State Research, Education, and Extension
Service (CSREES) 10.RD $ 11345528 $ - $ - 11,345,528

Pass-Through Clemson University 10.RD 48,318 48,318

Pass-Through Colorado State University 10.RD 17,456 17,456

Pass-Through Cornell University 10.RD 63,564 63,564

Pass-Through Delaware State University 10.RD 40,208 40,208

Pass-Through North Carolina State University 10.RD 67,775 67,775

Pass-Through Pennsylvania State University 10.RD 30,215 30,215

Pass-Through University of Delaware 10.RD 141,825 141,825

Pass-Through University of Illinois at Urbana-

Champaign 10.RD 20,432 20,432

Pass-Through University of Vermont 10.RD 19,527 19,527
Total Pass-Through CSREES 449,320 - - 449,320
Total CSREES 11,794,848 - - 11,794,848
Economic Research Service 10.RD 149,674 149,674
Foreign Agricultural Service 10.RD 1,568,141 1,568,141
Forest Service 10.RD 268,877 268,877
National Resources Conservation Service 10.RD 154,526 154,526
Rural Business-Cooperative Service:

Pass-Through University of Massachusetts 10.RD 50,463 50,463
Total DOA 17,075,295 - 502,417,348 519,492,643
Department of Commerce (DOC)

Special American Business Internship Training Program 11.114 13,005 13,005
Economic Development: Technical Assistance 11.303 78,699 78,699
Economic Adjustment Assistance 11.307 6,000,970 6,000,970
Interjurisdictional Fisheries Act of 1986 11.407 37,876 37,876
Coastal Zone Management Administration Awards 11.419 1,595,891 1,595,891
Coastal Zone Management Estuarine Research Reserves 11.420 726,896 726,896

Pass-Through Mid Shore Health Systems 11.420 6,104 6,104

Total Coastal Zone Management Estuarine Research

Reserves - - 733,000 733,000
Financial Assistance for National Centers for Coastal

QOcean Science 11.426 461,151 461,151
Marine Mammal Data Program 11.439 9,730 9,730
Chesapeake Bay Studies 11.457 108,547 108,547
Office of Administration Special Programs 11.470 27,596 27,596
Atlantic Coastal Fisheries Cooperative Management Act 11.474 80,221 80,221
Educational Partnership Program 11.481 2,760,925 2,760,925
Measurement and Engineering Research and Standards 11.609 434,329 434,329
Measurement and Engineering Research and Standards 11.609 4,000 4,000
Total Measurement and Engineering Research and

Standards 4,000 - 434,329 438,329
Minority Business Development Centers 11.800 387,198 387,198
Bureau of the Census 11.RD 129,977 129,977
National Institute for Standards and Technology 11.RD 5,588,661 5,588,661
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student

Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
11 Department of Commerce (DOC) (continued)
National Oceanic and Atmospheric Administration 11.RD $ 9452985 $ - 3 - $ 9,452,985
Pass-Through Research Foundation of State University
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
12 Department of Defense (DOD) (continued)

U.S. Army, Material Command 12.RD $ 7,050,940 $ - 3 - $ 7,050,940
Pass-Through Boston University 12.RD 411,586 411,586
Total U.S. Army, Material Command 7,462,526 - - 7,462,526

Department of the Navy, Office of Chief of Naval
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures

14 Department of Housing & Urban Development (HUD)
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
Department of the Interior (DOI) (continued)
National Park Service 15.RD $ 483,000 $ - $ - 483,000
Pass-Through University of Rhode Island 15.RD 1,127 1,127
Total National Park Service 484,127 - - 484,127
U.S. Fish and Wildlife Service 15.RD 13,782 13,782
Pass-Through Southern Louisiana University 15.RD 28,468 28,468

Total U.S. Fish and Wildlife Service 15.RD 42,250 - - 42,250
Geological Survey 15.RD 421,206 421,206
Other Department of Interior — Research and

Development 15.RD 84,618 84,618
Total DOI 1,032,201 - 10,579,542 11,611,743
Department of Justice (DOJ
Contract / Other 16.Unknown 1,304,667 1,304,667
State Domestic Preparedness Equipment Support Program 16.007 3,352,192 3,352,192
Offender Reentry Program 16.202 1,538 1,538
Juvenile Accountability Incentive Block Grants 16.523 5,547,264 5,547,264
Reduce Violent Crimes Against Women on Campus 16.525 131,950 131,950
Juvenile Justice and Delinquency Prevention: Allocation

to States 16.540 1,879,380 1,879,380
Juvenile Justice and Delinquency Prevention: Special

Emphasis 16.541 325,022 325,022
National Institute for Juvenile Justice and Delinquency

Prevention 16.542 6,482 6,482
Missing Children’s Assistance 16.543 201,846 201,846
Title V: Delinquency Prevention Program 16.548 758,239 758,239
Part E: State Challenge Activities 16.549 190,956 190,956
State Justice Statistics Program for Statistical Analysis

Centers 16.550 478,359 478,359
National Criminal History Improvement Program

(NCHIP) 16.554 1,134,103 1,134,103
National Institute of Justice Research, Evaluation, and

Development Project Grants 16.560 3,233,965 3,233,965
Public Safety Officers’ Benefits Program 16.571 401,806 401,806
Crime Victim Assistance 16.575 6,917,539 6,917,539
Crime Victim Compensation 16.576 1,581,000 1,581,000
Byrne Formula Grant Program 16.579 13,011,937 13,011,937
Edward Byrne Memorial State and Local Law

Enforcement Assistance Discretionary Grants Program 16.580 2,775,848 2,775,848
Violent Offender Incarceration and Truth in Sentencing

Incentive Grants 16.586 13,432,409 13,432,409
Violence Against Women Formula Grants 16.588 2,917,676 2,917,676
Grants to Encourage Arrest Policies and Enforcement of

Protection Orders 16.590 629,129 629,129
Managing Released Sex Offenders 16.591 64,199 64,199
Local Law Enforcement Block Grants Program 16.592 1,284,228 1,284,228
Residential Substance Abuse Treatment for State

Prisoners 16.593 793,455 793,455
State Criminal Alien Assistance Program 16.606 1,641,909 1,641,909
Bulletproof Vest Partnership Program 16.607 3,001 3,001
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
Department of Justice (DOJ
Public Safety Partnership and Community Policing Grants 16.710 $ - - $ 61,440 61,440
Police Corps 16.712 2,171,769 2,171,769
Enforcing Underage Drinking Laws Program 16.727 638,350 638,350
Office of Juvenile Justice and Delinquency Prevention 16.RD 8,607,183 8,607,183
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Federal Department
Program Title CFDA Number
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures

23 Appalachian Regional Council (ARC)
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
43 National Aeronautics and Space Administration (NASA)
(continued)
NASA (continued) 43.RD
Pass-Through Smithsonian Institute 43.RD $ 8,403 $ - $ - 3 8,403
Pass-Through Southwest Research Institute 43.RD 100,876 100,876
Pass-Through Southwest Science Inc. 43.RD 26,800 26,800
Pass-Through Space Telescope Science Institute 43.RD 289,079 289,079
Pass-Through Space Telescope Science Institute 43.NAS5-26555 50,672 50,672
Pass-Through Universities Space Research Association 43.2094-03 7,903 7,903
Pass-Through Universities Space Research Association 43.NCC5-315 54,242 54,242
Pass-Through University of Arizona at Tucson 43.RD 24,988 24,988
Pass-Through University of California 43.RD 23,756 23,756
Pass-Through University of California at Berkley —

Space Science Lab 43.RD 149,425 149,425
Pass-Through University of Texas-Austin 43.RD 60,405 60,405
Pass-Through University Research Corporation

International 43.RD 200,351 200,351
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance

Program Title CFDA Number Cluster
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Schedule of Expenditures of
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Federal Department
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures

Environmental Protection Agency (EPA) (continued)

Office of Air and Radiation 66.RD $ 999,791 - $ 999,791
Pass-Through University of Louisville 66.RD 14,501 14,501
Pass-Through University of West Florida 66.RD 69,648 69,648

Total Pass-Through Environmental Protection Agency 84,149 — 84,149

Total Environmental Protection Agency 1,083,940 - 1,083,940

Office of Administration 66.RD 185,882 - 185,882

Office of Environmental Education: Pass-Through

University of Central Florida 66.RD 60,943 60,943
Office of Research and Development 66.RD 3,400,924 3,400,924
Office of Water 66.RD 279,053 279,053
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
Department of Education (DED) (continued)
TRIO Cluster:
TRIO: Student Support Services 84.042 $ - 4573493 $ 4,573,493
TRIO: Talent Search 84.044 618,507 618,507
TRIO: Upward Bound 84.047 3,465,000 3,465,000
TRIO: Educational Opportunity Centers 84.066 231,682 231,682
TRIO: McNair Post — Baccalaureate Achievement 84.217 1,099,856 1,099,856
Total TRIO Cluster - 9,988,538 9,988,538
Higher Education: Institutional Aid 84.031 11,135,771 11,135,771
Vocational Education: Basic Grants to States 84.048 15,067,514 15,067,514
Leveraging Educational Assistance Partnership 84.069 550,520 550,520
Fund for the Improvement of Postsecondary Education 84.116 284,530 284,530
Minority Science and Engineering Improvement 84.120 278,208 278,208

Rehabilitation Services: Vocational Rehabilitation Grants
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
Department of Education (DED) (continued)

Educational Research and Improvement 84.RD $ 722852 % - $ - $ 722,852
Pass-Through City University of New York 84.RD 432 432
Total Educational Research and Improvement 723,284 - - 723,284
Institute of Education Sciences 84.RD 654,788 654,788
Postsecondary Education 84.RD 909,483 909,483
Special Education and Rehabilitative Services 84.RD 2,125,004 2,125,004
Pass-Through Vanderbilt University 84.RD 150,959 150,959
Total Special Education and Rehabilitative Services 2,275,963 - - 2,275,963
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
Department of Health & Human Services (HHS)
(continued)
Maternal and Child Health Federal Consolidated

Programs 93.110 $ - 239,380 $ 239,380
Biological Response to Environmental Health Hazards 93.113 189,426 189,426
Project Grants and Cooperative Agreements for

Tuberculosis Control Programs 93.116 1,418,028 1,418,028
Acquired Immunodeficiency Syndrome (AIDS) Activity 93.118 210,514 210,514
Small Business Innovation Research 93.126 572,524 572,524
Emergency Medical Services for Children 93.127 116,050 116,050
Primary Care Services: Resource Coordination and

Development 93.130 264,561 264,561
Injury Prevention and Control Research and State and

Community Based Programs 93.136 371,424 371,424
Community Programs to Improve Minority Health Grant

Programs 93.137 119,210 119,210
AIDS Education and Training Centers:

Pass-Through Howard University 93.145 63,557 63,557

Pass-Through Howard University Hospital 93.145 92,940 92,940
Total AIDS Education and Training Centers - 156,497 156,497
Projects for Assistance in Transition from Homelessness

(PATH) 93.150 863,985 863,985
Coordinated Services and Access to Research for Women,

Infants, Children, and Youth 93.153 1,138,579 1,138,579
Grants for State Loan Repayment 93.165 320,000 320,000
Research related to Deafness and Communication

Disorders 93.173 234,834 234,834
Quenin N. Burdick Programs for Rural Interdisciplinary

Training:

Pass-Through Western Maryland Area Health
Education Center 93.192 10,398 10,398
Childhood Lead Poisoning Prevention Projects: State and

Local Childhood Lead Poisoning Prevention and

Surveillance of Blood Lead Levels in Children 93.197 815,413 815,413
Family Planning: Services 93.217 4,152,441 4,152,441
National Research Service Awards: Health Services

Research Training 93.225 11,413 11,413
Research on Healthcare Costs, Quality and Outcomes 93.226 4,656,717 4,656,717
Consolidated Knowledge Development and Application

(KD&A) Program 93.230 2,666,589 2,666,589
Loan Repayment Program for General Research 93.232 9,375 9,375
Abstinence Education 93.235 496,959 496,959
Cooperative Agreements for State Treatment Outcomes

and Performance Pilot Studies Enhancement 93.238 204,284 204,284
Policy Research and Evaluation Grants 93.239 98,964 98,964
State Rural Hospital Flexibility Program 93.241 186,784 186,784
Mental Health Research Grants 93.242 32,434 32,434
Substance Abuse and Mental Health Services: Projects of

Regional and National Significance 93.243 136,180 136,180
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
Department of Health & Human Services (HHS)
(continued)
Universal Newborn Hearing Screening 93.251 $ - 122,269 $ 122,269
State Planning Grant: Health Care Access for the
Uninsured 93.256 314,554 314,554
Rural Access to Emergency Devices Grant 93.259 199,691 199,691
Immunization Grants 93.268 3,826,828 3,826,828

Me.004ACOaTw[( Im)13.6(m)13.6(u13.2073.2073.2073.2073.226,)531819, 554 Na0(314,)i(314,)0(l0)-5.64818,6840.00,)5.80016 Tce
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures

93 Department of Health & Human Services (HHS)
(continued)
Child Support Enforcement Demonstrations and Special
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures

Department of Health & Human Services (HHS)

(continued)
Cooperative Agreements for State-Based Comprehensive

Breast and Cervical Cancer Early Detection Programs 93.919 $ - 3 - $ 3,009,911 $ 3,009,911
Scholarships for Health Professions Students from

Disadvantaged Backgrounds 93.925 190,523 190,523
HIV Prevention Activities: Health Department Based 93.940 12,457,703 12,457,703
Human Immunodeficiency Virus (HIV)/Acquired

Immunodeficiency Virus Syndrome (AIDS)

Surveillance 93.944 1,989,407 1,989,407
Assistance Programs for Chronic Disease Prevention and

Control 93.945 110,861 110,861
Improving EMS/Trauma Care in Rural Areas 93.952 48,018 48,018
Block Grants for Community Mental Health Services 93.958 4,771,490 4,771,490
Block Grants for Prevention and Treatment of Substance

Abuse 93.959 32,585,095 32,585,095
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State of Maryland

Schedule of Expenditures of Federal Awards (continued)

Student
Research and Financial
Federal Department Development Assistance Other Total
Program Title CFDA Number Cluster Cluster Expenditures Expenditures
Department of Health & Human Services (HHS)
(continued)

National Institutes of Health 93.RD $ 39,057,561 - $ - 39,057,561
Pass-Through Boston University 93.RD 46,017 46,017
Pass-Through Children’s Research Institute 93.RD 78,888 78,888
Pass-Through Cornell University 93.RD 114,089 114,089
Pass-Through Johns Hopkins University 93.RD 106,403 106,403
Pass-Through Kennedy Kreiger Institute 93.RD 15,595 15,595
Pass-Through New York University 93.RD 154,633 154,633
Pass-Through Oregon Health Sciences 93.RD 15,850 15,850
Pass-Through RAND Corp. 93.RD 24,556 24,556
Pass-Through University of Cincinnati 93.RD 68,886 68,886
Pass-Through University of Florida 93.RD (5,746) (5,746)
Pass-Through University of North Carolina at Chapel

Hill 93.RD 20,432 20,432
Pass-Through University of Pennsylvania 93.RD 240,702 240,702
Pass-Through University of Rhode Island 93.RD 19,581 19,581
Pass-Through University of Rochester 93.RD (120) (120)
Pass-Through University of Texas 93.RD 1,763 1,763
Pass-Through University of Utah 93.RD 133,688 133,688
Pass-Through Wake Forest University 93.RD (1,454) (1,454)

Total Pass-Through National Institutes of Health 1,033,763 - - 1,033,763

Total National Institutes of Health 40,091,324 - - 40,091,324

Administration for Children and Families 93.RD 27,479 27,479
Pass-Through University of Pittsburgh 93.RD 62,579 62,579
Pass-Through Center for Adoption Support and

Education Inc. 93.RD 50,957 50,957

Total Pass-Through Administration for Children and

Families 113,536 - - 113,536

Total Administration for Children and Families 141,015 - - 141,015

Office of the Secretary 93.RD 86,019 86,019

Substance Abuse and Mental Health Services

Administration 93.RD 150,357 150,357
Total HHS 171,539,509 13,625,193 3,290,066,963 3,475,231,665
Corporation for National and Community Service

(CNCS)

State Commissions 94.003 318,102 318,102

Learn and Serve America: School and Community Based

Programs 94.004 123,683 123,683

Learn and Serve America: Higher Education 94.005 150,403 150,403

AmeriCorps 94.006 7,262,607 7,262,607

Planning and Program Development Grants 94.007 122,750 122,750

Training and Technical Assistance 94.009 104,776 104,776

Foster Grandparent Program 94,011 326,665 326,665

Volunteers in Service to America (VISTA) 94.013 36,076 36,076

Corporation for National and Community Service 94.RD (25,029) (25,029)

Total CNCS (25,029) - 8,445,062 8,420,033
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State of Maryland

Notes to the Schedule of Expenditures of Federal Awards
Year ended June 30, 2003

1. Single Audit Reporting Entity

The State includes expenditures in its Schedule of Expenditures of Federal Awards for all federal
programs administered by the same funds, agencies, boards and commissions, including
component units, included in the State’s reporting entity used for its basic financial statements
including the component unit higher education funds—the University System of Maryland, the
Baltimore City Community College, Morgan State University, and St. Mary’s College of
Maryland except for the Maryland Water Quality Financing Administration of the Maryland
Department of the Environment. A separate single audit is conducted for this entity which is part
of an enterprise fund of the State of Maryland.

2. Basis of Accounting

Except as otherwise noted, the Schedule of Expenditures of Federal Awards has been presented
on the accrual basis of accounting. Expenditures are recorded, accordingly, when incurred rather
than when paid. Expenditures for CFDA No. 20.205, Highway Planning and Construction
Program, are presented on the basis that expenditu
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State of Maryland

Notes to the Schedule of Expenditures of Federal Awards (continued)

2. Basis of Accounting (continued)

Amounts reported as noncash expenditures for CFDA No. 39.003, Donation of Federal Surplus
Personal Property, represent the average fair market value percentage per the General Services
Administration (GSA) of 25% of the federal government’s original acquisition cost (OAC) of the
federal property transferred to recipients by the State.

3. Categorization of Expenditures

The Schedule of Expenditures of Federal Awards reflects federal expenditures for all individual
grants, which were active during the year. The categorization of expenditures by program
included in the Schedule of Expenditures of Federal Awards is based on the Catalog of Federal
Domestic Assistance (CFDA). Changes in the categorization of expenditures occur based on
revisions to the CFDA, which are issued in June and December of each year. In accordance with
the State’s policy, the Schedule of Expenditures of Federal Awards for the fiscal year ended
June 30, 2003 reflects CFDA changes issued through December 2002.

4. State Nonmonetary Federal Financial Assistance

The State distributes federal surplus food to institutions (schools, hospitals, and prisons) and to
the needy. The total inventory balance of fede
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State of Maryland

Notes to the Schedule of Expenditures of Federal Awards (continued)

9. Loan Programs
St. Mary’s College of Maryland

The College adm2$grams
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State of Maryland

Notes to the Schedule of Expenditures of Federal Awards (continued)

9. Loan Programs (continued)
Morgan State University

The University administers the Federal Perkins Loan Program — Federal Capital Contributions
(CFDA No. 84.038). The outstanding loan balance of $2,840,255 at June 30, 2002, and the loan
expenditures of $477,159 for the fiscal year ended June 30, 2003 are considered current year
federal expenditures. These amounts are reported in the Schedule of Expenditures of Federal
Awards.

During the fiscal year ended June 30, 2003, the University processed $21,094,442 of new loans
under the Federal Direct Loan Program (CFDA No. 84.268). Since this program is administered
by outside financial institutions, new loans made in the fiscal year ended June 30, 2003 relating
to this program are considered current year federal expenditures, whereas the outstanding loan
balances are not. The new loans made in the fiscal year ended June 30, 2003 are reported in the
Schedule of Expenditures of Federal Awards.

University System of Maryland
The System administers the following federal student financial assistance programs:

Loan
Expenditures
Outstanding for Fiscal

CFDA Balance at  Year Ended
Number June 30, 2002 June 30, 2003
84.038 Perkins Loan Program $ 56,054,824 $ 11,968,474
93.364 Federal Nursing Loan — Undergraduate 1,474,266 417,361
93.364 Federal Nursing Loan — Graduate 136,365 -
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State of Maryland

Notes to the Schedule of Expenditures of Federal Awards (continued)

9. Loan Programs (continued)
University System of Maryland (continued)

During the fiscal year ended June 30, 2003, the System processed the following amount of new
loans under the Federal Family Education Loan Program (which includes the Stafford Loan and
PLUS loan) and the Direct Loan program. Since these loan programs are administered by outside
financial institutions, new loans made in the fiscal year ended June 30, 2003 relating to these
programs are considered current year federal expenditures, whereas the outstanding loan
balances are not. The new loans made in the fiscal year ended June 30, 2003 are reported in the
Schedule of Expenditures of Federal Awards.

Loan
Expenditures
for Fiscal

CFDA Year Ended
Number June 30, 2003
84.032 Stafford Loan Program $ 153,670,662
84.032 PLUS 23,686,506
84.268 Subsidized Ford Federal Direct Student Loan 79,418,531
84.268 Unsubsidized Ford Federal Direct Student Loan 70,178,937
84.268 Ford Federal Direct Parent Loan 26,755,785

$ 353,710,421

The System also administers loans under the Economic Adjustment Assistance Program (CFDA
No. 11.307). Under this program, the System uses revolving loan funds to enhance economic
activity. The revolving loan fund assists business development and expansion. The outstanding
loan balance at June 30, 2002 of $4,811,126 and new loans made in the fiscal year ended
June 30, 2003 of $605,300 are considered current year federal expenditures and are reported in
the Schedule of Expenditures of Federal Awards.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Identification of Major Programs (continued):

Name of Federal Federal
CFDA Numbers Program or Cluster Expenditures

Major programs audited by Ernst & Young LLP:

10.553, 10.555, 10.556
and 10.559 Child Nutrition Cluster $ 106,649,203
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings
Finding 2003-1

State Treasurer’s Office Did Not Effectively Perform Cash Reconciliations for the Fiscal
Year Ended June 30, 2003 in a Timely Manner

Condition:

The State Treasurer’s Office did not effectively reconcile recorded cash balances to cash held in
the bank during the fiscal year ended June 30, 2003. Differences noted, primarily related to
receipts recorded versus deposits, were not adequately investigated so that appropriate
adjustments could be made to the State’s accounting records. The State Treasurer’s Office spent
considerable effort after year end to perform such reconciliations and substantially completed the
process in January 2004.

Criteria:

OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain internal
controls over Federal programs that provide reasonable assurance that the auditee is managing
Federal awards in compliance with laws, regulations, and the provisions of contracts or grant
agreements that could have a material effect on each of its Federal programs.”

Cause:

The current reconciliation format does not account for all cash activity. In addition, the State of
Maryland had inadequate internal controls over the daily processing of banking transactions.

Effect:

The lack of timely and effective cash reconciliations during the fiscal year ended June 30, 2003
created a condition in which the State’s recorded cash balance and related revenues could have
been misstated. It also caused the State to lose its low risk auditee status under OMB Circular
A-133 and resulted in the auditors having to audit more federal programs to achieve the required
percentage of coverage and spend significant additional time auditing cash.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2003-1 (continued)
Recommendation:

We recommend that the State Treasurer’s Office implement procedures to effectively reconcile
cash balances held by the State Treasurer’s Office to cash held in the bank on a monthly basis.
Implementation of such procedures will facilitate the preparation of accurate, complete and
timely financial statements.

Auditee Response and Corrective Action Plan:

The daily processing of banking transactions has been restructured to include proper financial
and operational controls. As the auditors and we agreed, a new reconciliation format has been
developed, and is currently in use, that conf
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section Il — Financial Statement Findings (continued)
Finding 2003-1 (continued)

- We developed an analysis of the BAI file to break down components and prepare for
conversion to TrinTech’s automated reconciliation system.

- We have developed and now use a detailed spreadsheet to accurately track timing of bank
adjustments charged back to agencies-timing issue important to accurate reconciliation.

» We have begun the re-examination of the unmatched book and bank deposit transactions in
the June-August 2003 period in order to help identify the unreconciled balance. We will then
resolve subsequent disparities.

- We have been working closely with State agencies, particularly the Comptroller’s Office, to
develop a reconciliation process that is accurate and reliable. The process requires close
inter-agency coordination.

We have begun testing the deposit match process using TrinTech, the new automated
reconciliation and processing system. As discussed at our legislative budget hearings, we believe
that it might be prudent to postpone the implementation of the new system until after the
beginning of the next fiscal year, in order to make the agency close-out procedures clear and
uncomplicated.

It should be noted that throughout the restructuring process, we are continuing to define and
document previously unknown processing issues that affect the reconciliation. The volume of
these aberrations, unfortunately, has slowed our progress toward isolating the final balance
discrepancy, but it has also enhanced the new reconciliation process and given us assurance that
the final complete reconciliation will be comprehensive and accurate. We strongly believe our
achievements will facilitate the preparation of accurate, complete, and timely financial
statements.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-2 (continued)
Effect:

By not identifying new federal programs timely nor requesting reimbursements of federal funds
timely, MSDE is creating undue burden on the State’s cash position. MSDE does not have
adequate internal controls over cash management, which includes, supervisory reviews.

Recommendation:

We recommend that MSDE review existing internal controls to ensure that the identification of
new federal programs is not overlooked in regards to drawing down federal funding. We
recommend that MSDE establish internal control procedures to incorporate supervisory review
and approval of cash drawdowns for program expenditures. Supporting documentation to
substantiate this review should be maintained for audit purposes.

Auditee Response and Corrective Action Plan:
MSDE concurs with this finding.
The Division of Business Services has implemented the following corrective action plan:

- Effective August 1, 2003, the Head of the General Accounts Section has run a report from
the EGAPS system which reflects all executed Department of Education grants. This report
will be obtained on a monthly basis and any new grants will be added to the query in
R*STARS which provides eligible drawdown amounts.

- Effective April 1, 2004, supervisory reviews are performed by the Accounting Branch Chief
prior to requesting any drawdown of federal funds.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)

Finding 2003-3

State Treasurer’s Office

CFDA No.
CFDA No.
CFDA No.
CFDA No.
CFDA No.
CFDA No.
CFDA No.
CFDA No.

10.555 — National School Lunch Program (NSLP)

10.558 — Child and Adult Care Food Program

10.561 — State Administrative Matching Grants for Food Stamp Program
17.225 — Unemployment Insurance

20.500 — Federal Transit: Capital Investment Grants

20.507 — Federal Transit: Formula Grants

84.010 — Title I Grants to Local Education Agencies

84.027 — Special Education: Grants to States
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-3 (continued)

The components that were used to develop the average clearance-vendor pattern include transit
time, Comptroller of Maryland’s General Accounting Division (GAD) processing time and
check clearance time. The component that was used to develop the average clearance-payroll
pattern was the check clearance time. The documentation provided by the State Treasurer of
Maryland did not support the development of any of the time components used in the
development of the average clearance vendor and average clearance payroll check clearance
patterns as noted in the CMIA Agreement.

Criteria:
31 CFR 205.20 states in part:

“States use clearance patterns to project wh
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-4
Department of Human Resources (DHR)

CFDA No. 93.659 — Adoption Assistance
CFDA No. 93.558 — Temporary Assistance for Needy Families

The Department of Human Resources (DHR) had inadequate controls in place to prevent
expenditures from being transferred to another federal program due to incorrect
interpretation of federal laws and budgetary shortfalls.

Condition:

During fiscal year ended June 30, 2002 the Adoption Assistance program had been incurring
expenditures. This program is funded 50% by federal funds and 50% by state funds. These
expenditures were being reported to the Department of Health and Human Services
Administration for Children and Families (HHS ACF) on the quarterly Title IV-E Foster Care
and Adoption Assistance Financial Report. The total amount of expenditures initially reported
for the Adoption Assistance program was $12,549,648 ($12,481,264 of subsidy payments and
$68,384 of administration costs) for the fiscal year ended June 30, 2002. At fiscal year ended
June 30, 2002, DHR charged $12,481,264 of these expenditures to another federally funded
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-4 (continued)
Criteria:

OMB Circular A-133 Subpart C .300(c) states the auditee shall “Comply with laws, regulations
and the provisions of contracts or agreements related to each of its Federal programs.”

Cause:

DHR’s management incorrectly interpreted federal laws governing allowable costs under the
Adoption Assistance and TANF programs. DHR’s management indicated that this adjustment
was recorded because there were larger shortfalls general funds for foster care programs, which
includes Adoption Assistance.

Effect:

The reported expenditures of $12,481,264 that were charged to the Adoption Assistance program
in the fiscal year ended June 30, 2002 are considered to be questioned costs. HHS
Administration for Children and Families has sanctioned DHR.

Recommendation:

DHR should pursue settlement of the questioned costs with the HHS Administration for Children
and Families. DHR should develop internal controls to identify allowable costs and ensure that
only those costs are properly reported and recorded. Adjustments when made should be fully
documented and reviewed by individuals knowledgeable about program activities allowed and
unallowed. DHR should maintain evidence supporting adjustments as well as reviews of
adjustments.

Auditee Response and Corrective Action Plan:

All of the Fiscal Management staff who have interpreted federal law governing the TANF
program have retired from State service. The Department has recently filled the Chief Financial
Officer’s position and he is restructuring his organization to avert the type of problems identified
in this audit.

The Department submitted a Corrective Action Plan to HHS that addresses misuse of federal
funds. HHS has accepted the plan.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-4 (continued)
Auditor’s Conclusion:

Based on the above, the finding remains as stated.

0401-0497469-PH

55



State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-5

Department of Human Resources (DHR)
CFDA No. 93.659 — Adoption Assistance Program

Inadequate internal controls exist over reporting administration expenditures.
Condition:

The Department of Human Resources (DHR) is allowed to charge administrative costs
associated with the Adoption Assistance program under Title IV-E. The State’s cost allocation
plan reports show the time incurred by the caseworkers during the random moment studies under
the Adoption Assistance program. However, when the time studies are summarized, the time
spent for Adoption Assistance CFDA 93.659 and Foster Care CFDA 93.658 programs,
respectively are grouped together under a heading entitled Title IV-E. The results of the time
studies are used to calculate administrative costs that are then charged back solely to the Foster
Care program. DHR records these costs under the Foster Care program as noted on the quarterly
expenditures reports submitted to U.S. Department of Health & Human Services -
ster Care program pe445nce j-ve cos7s

0401-0497469-PH 56



State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-5 (continued)
Effect:

DHR is not properly reporting Adoption Assistance State Administration costs to HHS ACF.
The Foster Care Title IV-E State Administration costs are overstated while the Adoption
Assistance State Administration costs are understated resulting in an indeterminable amount of
questioned costs.

Recommendation:

We recommend that DHR review the federal regulations over Title 1V-E and obtain and
understanding of the allowable costs for the Adoption Assistance program. DHR should develop
procedures to capture Adoption Assistance Administration costs and properly report these on the
quarterly reports to HHS ACF. DHR should pursue resolution with HHS ACF as to resolving
prior period reporting errors and settlement of any questioned costs.

Auditee Response and Corrective Action Plan:

The Department’s Cost Allocation Plan (CAP) is approved for funding caseworkers
administrative costs using a Time Study to determine benefiting programs. A review of the Time
Study results revealed that the category “Adoption Subsidy” is being used. The Time Study data
associated with Adoption Subsidy has been considered to be Title IV-E Foster Care based on an
interpretation of the CAP that identifies Adoption Subsidy as “IV-E Administrative Costs.”

45 CFR 1356.60(c) does specifically separate Administrative Costs, Foster Care and Adoption
Assistance. Therefore, effective quarter ending September 30, 2004, the Department will amend
its costs allocation methodology for funding the Administrative Costs of caseworkers to include
adoption.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-6

Department of Human Resources (DHR)
CFDA No. 93.659 — Adoption Assistance Program

DHR did not report federal expenditures on a cash basis of accounting as required on the
Title IV-E Foster Care and Adoption Assistance Financial Report.

Condition:

DHR is required to prepare the Title IV-E Foster Care and Adoption Assistance Financial
Report, State Quarterly Report of Expenditures and Estimates, Form ACF-IV-E-1. The
expenditures reported on form ACF-IV-E-1 under the current quarter expenditures are to be
reported on a cash basis. We reviewed 2 of the 4 quarterly expenditure reports submitted for
fiscal year 2003 expenditures and noted that the expenditures reported under the current quarter
column, which are reported in columns a and b, for the June 30, 2003 quarter, were reported on
an accrual basis.

Criteria:

The general instructions for completing Part 1 of the FORM ACF-1V-E-1 states that “All
amounts reported in column (a), (b), (c), and (d) must be for actual expenditures made under the
State’s approved IV-E plan and in accordance with all applicable statues and regulations.”

Cause:

DHR management did not note the error in the Adoption Assistance program upon their initial
submission of the 4™ quarter ACF-1V-E-1 report.

Effect:

DHR did not comply with the ACF’s guidelines in reporting expenditures resulting in an
indeterminable amount of questioned costs.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-6 (continued)
Recommendation:

We recommend that DHR determine the impact of this error and submit a revised report to ACF.
We recommend that DHR review their current internal controls over report preparation and
modify their procedures, if necessary, to ensure that these types of errors do not occur in the
future.

Auditee Response and Corrective Action Plan:

The Department did report Adoption Assistance e
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-7

Department of Health and Mental Hygiene
CFDA No. 93.775, 93.777 and 93.778 — Medicaid Cluster

Internal control weakness over the eligibility determination process for medical assistance
benefits.

Condition:

On July 1, 1985 the Maryland State Department of Health and Mental Hygiene (DHMH) entered
into an agreement with the Maryland State Department of Human Resources (DHR). DHR
agreed to determine eligibility for Medical Assistance on a uniform basis throughout the State
for persons who are indigent or medically indigent according to regulations, guidelines and
procedures established by DHMH.

The DHR Local Department of Social Service (LDSS) offices did not obtain the necessary
documentation and perform the necessary verifi
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-7 (continued)
Auditee Response and Corrective Action Plan:

The Department of Human Resources, Family Investment Administration (FIA), is responsible
for oversight of local departments of social services who determine eligibility and maintain case
files per the MOU between DHMH and DHR. The Executive Director of the Office of
Operations and Eligibility will send a letter to the Executive Director of FIA to advise him of the
audit findings and request a corrective action plan. DHMH will investigate those ineligible cases
and, if appropriate, refer them to the Division of Recovery and Finance for recovery of
payments.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-8

Department of Health and Mental Hygiene (DHMH)
CFDA No. 93.775, 93.777 and 93.778 — Medicaid Cluster

Internal control weakness over the Federal cash draw down process.
Condition:

Each week, the Office of Planning and Finance prepares a cash draw down memorandum and
sends it to General Accounting requesting them to draw down federal funds based on the
amounts in the memorandum. We reviewed 6 cash draw down requests totaling $425 million and
noted no audit evidence that requests were reviewed and approved by management prior to
submission to the Center for Medicare and Medicaid’s Payment Management System (CMS) for
reimbursement.

Criteria:

OMB Circular A-133 Subpart C Section .300 (b) states, “The auditee shall maintain internal
controls over Federal programs that provides reasonable assurance that the auditee is managing
Federal awards in compliance with laws, regulations, and the provisions of contracts or grant
agreements that could have a material effect on each of its Federal programs.”

Cause:

Management’s internal control procedures over cash reimbursement of medical assistance
expenditures do not require formal documentation of reviews.

Effect:

There is no assurance that cash drawdowns of federal funds are reviewed and approved prior to
submission to the CMS.

Recommendation:

We recommend that DHMH establish and document internal control procedures to review and
approve cash drawdowns for medical assistance expenditures prior to submission. The review
and approval of the cash drawdowns should be documented to substantiate that the review had
been performed properly.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-8 (continued)
Auditee Response and Corrective Action Plan:

The Department of Health and Mental Hygiene, Office of Planning and Finance has always
maintained internal control procedures which included a review and approval of cash drawdowns
for medical assistance expenditures prior to submission. All cash drawdowns are prepared by a
staff accountant and reviewed and approved by the Chief of Budgeting/Accounting/Revenue
prior to submission to General Accounting.

To substantiate the review process and approval of the cash drawdown, a signature of the Chief
of Budgeting/Accounting/Revenue or a supervisor will be included in the drawdown request
when it is forwarded to the General Accounting Department.

Auditor’s Conclusion:

Based on the above, the finding remains as stated.
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State of Maryland

Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-9 (continued)
Recommendation:

We recommend that DHMH reconcile the quarterly CMS-64 report to the underlying supporting
documentation for the individual categories of service type.

Auditee Response and Corrective Action Plan:

The audit finding incorrectly associates the categorization of payments by service type (i.e.,
Inpatient, Physician, etc.) with appropriate percentages of FFP claims. They are two separate
issues, and with regard to Maryland’s claiming procedures, they are unrelated.

Maryland’s regular FMAP rate is 50%. An enhanced rate of 90% is claimed for Family Planning,
and 65% for expenditures related to Women’s Breast and Cervical Cancer. By far, the most
significant enhanced claim is for the 90% Family Planning expenditures. The majority of the
90% Family Planning dollars claimed are based on an allocation of a percentage of Managed
Care Organization (MCO) expenditures to Family Planning. This allocation is done manually,
based on net MCO expenditures taken directly from the MMIS reports. The claim is posted
directly to the CMS-64 from the separate work papers used to calculate this allocation, and is
unaffected by any miscategorization of service types on the CMS-64. This is clearly
demonstrable from our workpapers.

Regarding the separate issue of categorization of expenditures, we are ready to work with CMS
to present the information in the manner that they require.

There have been quarterly CMS reviews of the presentation of our expenditure data, and no
exception has been brought to our attention. Therefore, we are under the impression that the
current presentation meets their requirements.

The Federal Government requires the State of Maryland to report “total computable”
expenditures for federal fund reimbursement. Total computable means only those expenditures
eligible for some percentage of federal reimbursement; therefore, “State only” expenditures are
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Schedule of Findings and Questioned Costs (continued)

Section 111 — Federal Award Findings and Questioned Costs (continued)
Finding 2003-9 (continued)

The 64.9 Waiver portion of the report is stated in “net payments” after adjustments for Waiver-
related TPL collections. Source reports MMIS Il - HMFM4546 — 4549. In recent conversations
with CMS Headquarters Office, it was confirmed to us that the reporting of Waiver expenditures
should be in terms of net expenditures in order to accurately track budget neutrali