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Dear Secretary Gallagher:

The Office of the State Auditor (OSA) has released the Fiscal Year 2016 financial and
compliance audit for the New Mexico Department of Health (DOH).

Last year, OSA expressed serious concerns regarding DOH’s compliance with the statutory
requirement that medical cannabis registry card applications be processed in a timely manner and
instructed the independent accounting firm performing DOH’s audit to assess the Department’s
compliance. As stated in the FY16 audit report, finding 2016-011, testing revealed that DOH
had not complied with the 30-day requirement to approve or deny applications due to a lack of
management oversight and effective controls.

In response to the finding, the DOH noted a series of corrective actions being taken to improve
processing by the Medical Cannabis Program. As we indicated in our June 20, 2016 letter to
DOH, such delays can pose significant hardship for New Mexicans suffering from debilitating
medical conditions and we appreciate the Department’s attention to remedying this issue.

Moving forward, the OSA will continue to monitor the status of DOH’s efforts as part of the
annual audit process. Please let us know if you have any questions.

Sincerely,

Z//%)M;

Timothy M. Keller
State Auditor

2540 Camino Edward Ortiz, Suite A, Santa Fe, New Mexico 87507
Phone (505) 476-3800 * Fax (505) 827-3512
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INDEPENDENT AUDITORS' REPORT

Lynn Gallagher, Cabinet Secretary
New Mexico Department of Health and
Mr. Tim Keller

New Mexico State Auditor

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major
fund, the aggregate remaining fund information, and the budgetary comparisons for the general fund
and major special revenue funds of the New Mexico Department of Health, as of and for the year ended
June 30, 2016, and the related notes to the financial statements, which collectively comprise the entity’s
basic financial statements as listed in the table of contents. We have also audited the financial
statements of each of the New Mexico Department of Health’'s nonmajor governmental funds, fiduciary
funds, and the budgetary comparisons for all nonmajor funds presented as supplementary information,
as defined by the Government Accounting Standards Board, in the accompanying combining and
individual fund financial statements as of and for the year ended June 30, 2016, as listed in the table of
contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.
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Lynn Gallagher, Cabinet Secretary
New Mexico Department of Health and
Mr. Tim Keller

New Mexico State Auditor

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, each major fund, and the aggregate
remaining fund information of the New Mexico Department of Health as of June 30, 2016, and the
respective changes in financial position and the respective budgetary comparisons for the general fund
and major special revenue funds for the year then ended in accordance with accounting principles
generally accepted in the United States of America. In addition, in our opinion, the financial statements
referred to above present fairly, in all material respects, the respective financial position of each
nonmajor government and fiduciary fund of the New Mexico Department of Health as of June, 2016,
and the respective changes in financial position and the respective budgetary comparisons for all
nonmajor funds for the year then ended in accordance with accounting principles generally accepted in
the United States of America.

Emphasis of Matter

As discussed in Note 1, the financial statements of the New Mexico Department of Health are intended
to present the financial position and changes in financial position of only that portion of the
governmental activities, each major fund, the aggregate remaining fund information and all respective
budgetary comparisons of the State of New Mexico that is attributable to the transactions of the New
Mexico Department of Health. They do not purport to, and do not present fairly the financial position of
the entire State of New Mexico as of June 30, 2016, and the changes in the financial position for the
year then ended, inconformity with accounting principles generally accepted in the United States of
America. Our opinion is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis on pages 5-15 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board who considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management’'s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an
opinion or provide any assurance on the information because the limited procedures do not provide us
with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the New Mexico Department of Health’'s basic financial statements. The combining and
individual nonmajor fund financial statements and the budgetary comparisons are presented for
purposes of additional analysis and are not a required part of the basic financial statements. The
schedule of expenditures of federal awards, as required by Title 2 U.S. Code of Federal Regulations
Part 200, Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal
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Awards, is also presented for purposes of additional analysis and is not a required part of the basic
financial statements.

The combining and individual nonmajor fund financial statements, the budgetary comparisons, other
schedules required by Section 2.2.2 NMAC, and the schedule of expenditures of federal awards are the
responsibility of management and were derived from and relate directly to the underlying accounting
and other records used to prepare the basic financial statements. Such information has been subjected
to the auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the basic financial statements or to the basic financial statements
themselves, and other additional procedures in accordance with auditing standards generally accepted
in the United States of America. In our opinion, the information is fairly stated, in all material respects, in
relation to the basic financial statements as a whole.

The Supplementary Schedule of Vendor Information for Purchases Exceeding $60,000 (excluding GRT)
has not been subjected to the auditing procedures applied in the audit of the basic financial statements,
and accordingly, we do not express an opinion or provide any assurance on it.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
December 15, 2016, on our consideration of the New Mexico Department of Health's internal control
over financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to describe the scope
of our testing of internal control over financial reporting and compliance and the result of that testing,
and not to provide an opinion on internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards in considering
the New Mexico Department of Health’s internal control over financial reporting and compliance.

Wm% L7

CliftonLarsonAllen LLP

Albuguerque, New Mexico
December 15, 2016






















































STATE OF NEW MEXICO
DEPARTMENT OF HEALTH
RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND CHANGES
IN FUND BALANCES - GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
Year Ended June 30, 2016

Net Changes in Fund Balances - Total Governmental Funds
(Statement of Revenues, Expenditures, and Changes in Fund Balances) $ 3,725,581

Amounts reported for governmental activities in the Statement of Activities are
different because:

In the Statement of Activities, certain operating expenses - compensated

absences (sick and annual leave} are measured by the amounts earned during

the year. In the Governmental Funds, however, expenditures for these items

are measured by the amounts of financial resources used {essentially, the

amounts actually paid). The decrease in the liabilities for the fiscal year was: 317,702

Governmental Funds report capital outlays as expenditures. However, in the
Statement of Activities, the cost of those assets is allocated over their
estimated useful lives and reported as depreciation expense. In the current
period, these amounts were:

Capital outlay 2,078,960
Depreciation expense {4,290,619)
Excess of depreciation expense over capital outlay {2,211,659)

The Statement of Activities reports the gain{loss) on the sale and transfer of equipment,
while the Statement of Revenues, Expenditures and Changes in Fund Balance reports
the proceeds. The following amounts are the difference:
Loss on Capital Assets Disposals (109,891)

Repayments of capital [ease obligations are an expenditure in the governmental
funds, but the repayment reduces long-term liabllities on the Statement of

Net Position: 1,285,000
Change In net position of governmental activities (Statement of Activities) $ 3,006,733

See Notes to Financial Statements
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STATE OF NEW MEXICO
DEPARTMENT OF HEALTH
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2016

5. Unless otherwise specified in law (either appropriations acts or statutory law),
appropriations to the Department are designated as "reverting" by the
New Mexico State Legislature and, therefore, unencumbered balances in state
agency accounts remaining at the end of the fiscal year from appropriations
made from the New Mexico State General Fund revert to the New Mexico State
General Fund.

6. Per Section 9 of the General Appropriation Act of 2008, all agencies, including
legislative agencies, may request category transfers among personal services
and employee benefits, contractual services and other. Therefore, the legal
level of budgetary control would be the appropriation program level (A-Code,
P-Code, and Z-Code). The A-Code pertains to capital outlay appropriations
(general obligation/severance tax or state general fund). The P-Code pertains
to operating funds. The Z-Code pertains to special appropriations.

7. During the year, the Department’s actual expenditures exceeded budget
expenditures in the following schedules:

e Program P006-Facilities Management within the General Fund
exceeded its budget expenditures in the personal services and
employee benefits category by approximately $4.2M. See page 76.

e The General Fund, in total, exceeded budget expenditures in the
personal services and employee benefits category by approximately
$1.4M. See page 22.

e The Trauma System Fund exceeded budget expenditures in the
personal services and employee benefit category by $7,750. See page
66.

e The Emergency Medical Services fund exceeded budgeted expenditures
in the personal service and employee benefit category by $17,017. See
page 68.

Revenue Recognition

State General Fund appropriations are recognized in the year the appropriation is
made. Receivables are recognized as revenue in the year the services which gave rise
to the receivable are provided. Bond proceeds are recognized when all eligibility
requirements have been met.
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STATE OF NEW MEXICO
DEPARTMENT OF HEALTH
NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2016
NOTE6. COMPENSATED ABSENCES
Compensated absences consist of annual leave, sick leave and comp time earned by
Department employees. This time is considered to be a current obligation of the

Department. Changes in compensated absences are recorded in the financial
statements as follows:

Due
Balance Balance Within One
June 30, 2015 Additions Deletions June 30,2016 Year
7,536,428 $6,590,616 6,908,318 7,218,726 6,332,557

NOTE 7. DUE FROM AND DUE TO OTHER AGENCIES

Transactions that occur among state agencies under legislative mandate, exchange
transactions, and other situations are accounted for in the financial statements which
make up the due from and due to other state agencies. The Due From and Due To
Other Agencies balances at June 30, 2016 are found at Schedule 5.

NOTE8. INTERFUND ACTIVITY

Due To/From Other Funds and sub-funds at June 30, 2016 are as follows:

Account 141900 Account 231900
Fund Name | Fund Number | Amount Fund Name | Fund Number | Amount
General Fund - State f 06101 S 50,074  General Fund - State 06101 S 31,718
General Fund - Other 06105 4,538 General Fund - Other 06105 778
Trauma Systems 25701 27,180 Medical Cannabis 11415 50,074
Vaccine Purchasing Act 40185 778
Total Due From $ 82,570 Total DueTo $ 82,570
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Lynn Gallagher, Cabinet Secretary
New Mexico Department of Health and
Mr. Tim Keller

New Mexico State Auditor

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the governmental
activities, each major fund, the aggregate remaining fund information, the budgetary comparisons of the
general fund and major special revenue funds of the New Mexico Department of Health, as of and for
the year ended June 30, 2016, and the related notes to the financial statements, which collectively
comprise the New Mexico Department of Health’'s basic financial statements, and the combining and
individual funds and budgetary comparisons of the New Mexico Department of Health, presented as
supplementary information, and have issued our report thereon dated December 15, 2016.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the New Mexico
Department of Health's internal control over financial reporting (internal control) to determine the audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the New
Mexico Department of Health’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the New Mexico Department of Health’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control, such that there is a reasonable possibility that a material
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control
that is less severe than a material weakness, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies
may exist that were not identified. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified. We did identify certain deficiencies in internal
control, described in the accompanying schedule of findings and questioned costs as items 2016-001
and 2016-002 that we consider to be significant deficiencies.

A member of 186
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the New Mexico Department of Health's
financial statements are free from material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards
and which are described in the accompanying schedule of findings and questioned costs as items 2016-
010, 2016-011, 2016-012, 2016-013, 2016-014, 2016-015, and 2016-016.

The New Mexico Department of Health’s Response to Findings

The New Mexico Department of Health’'s responses to the findings identified in our audit are described
in the accompanying schedule of findings and questioned costs. The New Mexico Department of
Health's responses were not subjected to the auditing procedures applied in the audit of the financial
statements and, accordingly, we express no opinion on them.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the result of that testing, and not to provide an opinion on the effectiveness of the
entity’s internal control or on compliance. This report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the entity’'s internal control and
compliance. Accordingly, this communication is not suitable for any other purpose.

Wm% L7

CliftonLarsonAllen LLP

Albuguerque, New Mexico
December 15, 2016
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE FOR EACH MAJOR
FEDERAL PROGRAM AND REPORT ON INTERNAL CONTROL OVER COMPLIANCE
REQUIRED BY THE UNIFORM GUIDANCE

Lynn Gallagher, Cabinet Secretary
New Mexico Department of Health and
Mr. Tim Keller

New Mexico State Auditor

Report on Compliance for Each Major Federal Program

We have audited the New Mexico Department of Health’s compliance with the types of compliance
requirements described in the OMB Compliance Supplement that could have a direct and material effect
on each of the New Mexico Department of Health’'s major federal programs for the year ended June 30,
2016. The New Mexico Department of Health’s major federal programs are identified in the summary of
auditors’ results section of the accompanying schedule of findings and questioned costs.

Management’s Responsibility

Management is responsible for compliance with federal statutes, regulations, and the terms and
conditions of its federal awards applicable to its federal programs.

Auditors’ Responsibility

Our responsibility is to express an opinion on compliance for each of the New Mexico Department of
Health’'s major federal programs based on our audit of the types of compliance requirements referred to
above. 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 the audit
requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance). Those
standards and the Uniform Guidance 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 New Mexico Department of Health’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 on compliance for each major
federal program. However, our audit does not provide a legal determination of the New Mexico
Department of Health’s compliance.
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Basis for Qualified Opinion on Special Supplemental Nutrition Program for Women, Infants and
Children (WIC) and Medicaid Cluster Program

As described in the accompanying schedule of findings and questioned costs, the New Mexico
Department of Health did not comply with requirements regarding CFDA 10.557 Special Supplemental
Nutrition Program for Women, Infants and Children (WIC) and CFDA 93.777/778 Medicaid Cluster
Program as described in finding number 2016-005 for Eligibility. Compliance with such requirements is
necessary, in our opinion, for the New Mexico Department of Health to comply with the requirements
applicable to that program.

Qualified Opinion on Special Supplemental Nutrition Program for Women, Infants and Children
(WIC) and Medicaid Cluster Program

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion paragraph, the
New Mexico Department of Health complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on Special Supplemental
Nutrition Program for Women, Infants and Children (WIC) and Medicaid Cluster Program for the year
ended June 30, 2016.

Unmodified Opinion on Each of the Other Major Federal Programs

In our opinion, the New Mexico Department of Health complied, in all material respects, with the types of
compliance requirements referred to above that could have a direct and material effect on each of its
other major federal programs identified in the summary of auditors’ results section of the accompanying
schedule of findings and questioned costs for the year ended June 30, 2016.

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to be
reported in accordance with the Uniform Guidance and which are described in the accompanying
schedule of findings and questioned costs as items 2016-003, 2016-004, 2016-005, 2016-006, 2016-
007, 2016-008, and 2016-009. Our opinion on each major federal program is not modified with respect
to these matters.

The New Mexico Department of Health’s responses to the noncompliance findings identified in our audit
are described in the accompanying schedule of findings and questioned costs. The New Mexico
Department of Health’s responses were not subjected to the auditing procedures applied in the audit of
compliance and, accordingly, we express no opinion on the responses.

Report on Internal Control Over Compliance

Management of the New Mexico Department of Health is responsible for establishing and maintaining
effective internal control over compliance with the types of compliance requirements referred to above.
In planning and performing our audit of compliance, we considered the New Mexico Department of
Health's internal control over compliance with the types of requirements that could have a direct and
material effect on each major federal program to determine the auditing procedures that are appropriate
in the circumstances for the purpose of expressing an opinion on compliance for each major federal
program and to test and report on internal control over compliance in accordance with the Uniform
Guidance, but not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the New Mexico
Department of Health’s internal control over compliance.
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Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over compliance
that might be material weaknesses or significant deficiencies and therefore, material weaknesses or
significant deficiencies may exist that were not identified. However, as discussed below, we identified
certain deficiencies in internal control over compliance that we consider to be material weaknesses and
significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such that
there is a reasonable possibility that material noncompliance with a type of compliance requirement of a
federal program will not be prevented, or detected and corrected, on a timely basis. We consider the
deficiency in internal control over compliance described in the accompanying schedule of findings and
guestioned costs as item 2016-005 to be a material weakness.

A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet important
enough to merit attention by those charged with governance. We consider the deficiencies in internal
control over compliance described in the accompanying schedule of findings and questioned costs as
items 2016-004, 2016-006, 2016-007, and 2016-009 to be significant deficiencies.

The New Mexico Department of Health’'s responses to the internal control over compliance findings
identified in our audit are described in the accompanying schedule of findings and questioned costs.
The New Mexico Department of Health’'s responses were not subjected to the auditing procedures
applied in the audit of compliance and, accordingly, we express no opinion on the responses.

The purpose of this report on internal control over compliance is solely to describe the scope of our

testing of internal control over compliance and the results of that testing based on the requirements of
the Uniform Guidance. Accordingly, this report is not suitable for any other purpose.

Wm% L7

CliftonLarsonAllen LLP

Albuguerque, New Mexico
December 15, 2016

190



STATE OF NEW MEXICO DEPARTMENT OF HEALTH
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

JUNE 30, 2016

SECTION | - SUMMARY OF AUDITORS’ RESULTS

Financial Statements

Type of auditors’ report issued: Unmodified

Internal control over financial reporting:
e Material weakness(es) identified? [] yes
e Significant deficiency(ies) identified? X yes

Noncompliance material to financial
statements noted? L] yes

Federal Awards
Internal control over major federal programs:
e Material weakness(es) identified? X vyes

e Significant deficiency(ies) identified? X yes

X

no

[]

none reported

[ ] no

[] none reported

Type of auditors’ report issued on compliance for major programs: Unmodified, except for a
modification with Eligibility over CFDA 10.557 — Special Supplemental Nutrition Program for Women,
Infants and Children (WIC), U.S. Department of Agriculture, and 93.777/778 — Medicaid Cluster
Program, U.S. Department of Health and Human Services passed through by New Mexico Human

Services Department.
Any audit findings disclosed that are

required to be reported in accordance
with 2 CFR 200.516(a)? X yes
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STATE OF NEW MEXICO DEPARTMENT OF HEALTH
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
JUNE 30, 2016

SECTION | - SUMMARY OF AUDITORS’ RESULTS (CONTINUED)

Identification of Major Federal Programs:

CFDA

Number(s) Name of Federal Program or Cluster

10.557 Special Supplemental Nutrition Program for Women, Infants and Children
(WIC)

64.005 Grants to States for Construction of State Home Facilities

93.069 Public Health Emergency Preparedness (PHEP)

93.217 Family Planning Services

93.268 Immunization Cooperative Agreements

93.283 Centers for Disease Control and Prevention_Investigations and Technical
Assistance

93.777/93.778 Medicaid Cluster Program

93.917 HIV Care Formula Grants

93.994 MCH Block Grants

Dollar threshold used to distinguish
between Type A and Type B programs $3,000,000

Auditee qualified as low-risk auditee? [] yes X no

192



STATE OF NEW MEXICO DEPARTMENT OF HEALTH
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
JUNE 30, 2016

SECTION Il — FINANCIAL STATEMENT FINDINGS

2016-001 (Original Finding Number 2011-001) Reconciliations and Financial Close and Reporting
(Significant Deficiency)

Condition: During our audit, the following exceptions were noted related to the Department’s
reconciliation and financial close and reporting process:

o Out of 46 cash packets reviewed for the month of May 2016, 14 packets contained improperly
completed reconciliations. We noted that the reconciliation did not list deposits in transits nor
outstanding checks, but rather was completed as a recap of May 2016 bank activity.

o During the audit, there was a delay in providing the financial statements for our review caused
by the Department’s reconciliation of the Schedule of Expenditures of Federal Awards to the
financial records. Also, there were multiple versions of the Schedule of Expenditures of Federal
Awards in order to agree the schedule to work performed during the audit and to agree the
CFDA number and title to those published at CFDA.gov.

Management's Progress for Repeat Findings: The Department has made progress in regards to the
monthly cash reconciliations as the number of items contained in the finding has decreased. The
Department, however, still lacks adequate internal controls over the reconciliation and financial
close and reporting process as items continue to be reported.

Criteria: NMAC 2.20.5.8 requires agencies to ensure that all reporting of financial information be
timely, complete and accurate. NMSA 1978 §6-5-2 requires state agencies to comply with the model
accounting practices established by the Financial Control Division, and the administrative head of each
agency to ensure that the model accounting practices are followed. FIN 2.7 of the Manual of Model of
Accounting Practices (MAPs) dated June 30, 2015 requires agencies to record cash transactions for
non-SGFIP Bank Accounts when they occur within the internal accounting system of record.

Cause: Management oversight, lack of effective internal controls surrounding the reconciliation and
financial close and reporting process.

Effect: Possible misstatements of the financial statements.
Recommendation: The Department should evaluate its financial reporting processes and controls to
determine whether additional controls over the preparation of annual financial statements can be

implemented to provide reasonable assurance that financial statements are prepared timely, complete
and accurate.
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STATE OF NEW MEXICO DEPARTMENT OF HEALTH
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
JUNE 30, 2016

SECTION Il — FINANCIAL STATEMENT FINDINGS (CONTINUED)

2016-001 (Original Finding Number 2011-001) Reconciliations and Financial Close and Reporting
(Significant Deficiency) (Continued)

Management’'s Response: Concerning the booking of bank account transactions to SHARE
management agrees that DOH should be recording all checks and deposits that were processed in the
month. The process to only book the changes in the bank account to SHARE financial records had
been the DOH process over several years. We realize that it will require us to do a retooling and
training of staff in the amounts that should be entered to SHARE each month. DOH will develop new
procedures and policies to address this for future accounting and reconciliation controls. The
corrections and changes in procedures should be completed by no later than April, 2017. FAB Cash
Management Division has worked diligently in ensuring that all items are being accounted for in the
reconciliations and the change of posting all book activity in the future should rectify this issue.

Due to the new requirements set forth in the Uniform Grant Guidance (UGG), DOH is now required to
identify and report on the SEFA, all sub-recipient relationships and the amount of federal dollars that is
paid to each sub-recipient. This is a new requirement that has never been imposed in previous audits.
We did work diligently with each program to identify the sub-recipients contracted with DOH, however
we had to research and compile data to get what was needed. The time that it took to get the
information, did take longer than expected. We also had to re-format the SEFA to include the new
requirement and did run into a few problems with the software. As we worked through the software
issues we did update the SEFA periodically to include information that may have been left out or was
incorrect. We have started to look at better ways to get the sub-recipient information that is needed for
next year. We have assigned an operating unit for FY17 that will help identify each sub-recipient so that
we can run a report off SHARE and receive the information timely that is needed for the SEFA. We will
also develop a new process for the creation of the SEFA to avoid problems with the software in the
future.

The CFO is responsible for ensuring corrective action within the timeline as previously stated in the
plan.
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SECTION Il — FINANCIAL STATEMENT FINDINGS (CONTINUED)

2016-002 (Original Finding Number 2014-001) Accounts Receivable (Significant Deficiency)

Condition: During our test work and review of the Department’s accounts receivable, we noted the
following issues:

e The Department was unable to provide a subsidiary ledger for 1 of the 10 facilities/divisions
accounts receivable balance totaling an amount of $44,645 as of June 30, 2016.

e For 1 of the 10 facilities/divisions, the subsidiary ledger initially provided did not agree to the
accounts receivable balance in SHARE as of June 30, 2016. After our inquiry, the Department
provided an updated subsidiary ledger that did agree to the accounts receivable balance in
SHARE as of June 30, 2016.

o For 1 of the 10 facilities/divisions, the subsidiary ledger provided did not agree to the accounts
receivable balance in SHARE nor did the Department identify reconciliation items on the
reconciliation report totaling an amount of $202,603 as of June 30, 2016. After our inquiry, the
Department identified $202,603 in reconciling items.

e During our walkthrough of the cash receipts and accounts receivable process at the Sequoyah
Adolescent Treatment Center, we noted the reconciliation packet for Feb 2016 was not
performed timely as the reconciliation contained an approval date of 7/7/2016.

Management's Progress for Repeat Findings: The Department continues to lack adequate internal
controls over the accounts receivable process.

Criteria: NMAC 2.20.5.8 requires agencies to ensure that all reporting of financial information be
timely, complete and accurate. NMSA 1978 §6-5-2 requires state agencies to comply with the model
accounting practices established by the Financial Control Division, and the administrative head of each
agency to ensure that the model accounting practices are followed. FIN 11.1 of the MAPs dated June
30, 2015 requires state agencies to properly manage all receivables including maintaining detalil
accounts receivable ledgers.

Cause: Management oversight, lack of effective internal controls surrounding the accounts receivable
process.

Effect: Possible misstatements of the financial statements.

Recommendation: The Department should continue to implement the monthly accounts receivable
reconciliation process started at the end of FY15 to ensure that subsidiary ledgers agree to SHARE.
The Department should continue to provide training to employees preparing these reconciliations to
ensure accurate reporting. The Department should monitor the policies and procedures in place over
accounts receivable to ensure that established policies and procedures are being followed.
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2016-002 (Original Finding Number 2014-001) Accounts Receivable (Significant Deficiency)
(Continued)

Management’'s Response: Management agrees to the findings and the need for better control over
our Accounts receivable reconciliation process. In fiscal year 2016 we changed from booking our
Accounts receivables at year-end to recognizing the earned revenue on a monthly basis. We also
implemented several changes in the reconciliation process but it has required significant training with
the various billing and reconciliation staff. The Department during fiscal year 2016 implemented new
policies related to Account Receivables related to patient charges. We performed several months of
reconciliations at one time to bring our Accounts receivable reconciliations up-to-date. The Department
is striving to overcome the difficulties of reconciling and accounting for the use of several different
billing systems throughout the Department and have made significant progress in resolving the issues
related to maintaining accurate Account receivable records. The factors we are addressing are:

e The fact is that none of the various patient/client billing systems are integrated with the SHARE
financial accounting system. This has required the recognition of revenue/account receivable
to the Financial Accounting system be a manual process.

e Evaluating our patient/client billing systems and ensuring reports provided are complete,
accurate and allow adequate tracking and reconciliation of the transactions that have occurred.

e We are training the accounting staff at the facilities, PHD and other programs to properly
reconcile and report the outstanding receivables and allowance for uncollectable accounts
which is still in the implementation phase.

¢ We have identified that proper accounting reports were not available for one of the patient
billing systems. A purchase of the financial reporting module should now result in more
accurate information for reconciling Accounts receivables which is currently used by two
facilities.

e Concerning not having a subsidiary ledger for one of the divisions, they do not do patient
billings and the $44,645 outstanding amount consisted of three transactions that did not clear
out properly and we agree they should have been identified more timely. This primarily was
due to a significant amount of turnover in the program’s Financial Director position over the
past three years which resulted in a delays training and ensuring reconciliations were being
performed timely and the follow-up of outstanding items to correct.

e For the one facility providing an incorrect subsidiary ledger, the auditors were provided the one
run on July 1%, however entries were posted and the subsidiary ledger brought up-to-date
during July. The Department utilized the subsidiary ledger that was closed in July for the
month of June in performing our reconciliations, but agree that there was $202K in amounts
that were not identified and resolved because they were still being researched. This has been
corrected and the facility has been brought current and now is tracking the correct items that
are outstanding.

The CFO is responsible for ensuring corrective action within the timeline as previously stated in the
plan.
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SECTION lll - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS
2016-003 Period of Performance (Instances of Noncompliance)
Federal Program:  CFDA 93.069 — Public Health Emergency Preparedness (PHEP)

CFDA 93.283 — Centers for Disease Control and Prevention_Investigations
and Technical Assistance

Federal Agency: U.S. Department of Health and Human Services
Pass through Agency: N/A
Federal Award Number/Year: 5U90TP000537-04 (2016) (CFDA 93.069)

5U50CK000205-04 (2015) (CFDA 93.283)
Questioned Costs: $28

Condition: During single audit period of performance test work, the following exceptions were noted
which are detailed by CFDA:

CFDA 93.069

e 1 out of 22 disbursement transactions tested charged costs in the amount of $12 to the grant
after the period of performance end date. Travel was taken on 7/12/2016 and charged to the
grant with a period of performance end date of 6/30/2016.

CFDA 93.283

o 1 out of 40 general disbursement transactions tested charged costs in the approximate amount
of $16 to the grant after the period of performance end date. Cost incurred on 1/15/2016 and
charged to the grant with a period of performance end date of 12/31/2015.

Criteria: Per §200.309 Period of performance, a non-federal entity may charge to the Federal Award
only allowable costs incurred during the period of performance.

Effect: Noncompliance with federal regulations.
Cause: Management oversight.

Auditors’ Recommendation: The Department implements procedures to ensure compliance with
federal period of performance regulations.

Management’'s Response: The Epidemiology and Response Division will evaluate these
disbursements charged to the incorrect grant period to identify the cause of the error. Based on the
cause of the error, the ERD Deputy Director will implement steps, including re-training of ERD and PHD
staff, to minimize the likelihood that similar errors will occur in the future. Completion Date: December
30, 2016. The Epidemiology and Response Division is committed to addressing this finding as noted
above.
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2016-004 (Original Finding Number 2014-003) Allowability — Internal Control over Payroll
(Significant Deficiency and Noncompliance)

Federal Program: CFDA 10.557 — Special Supplemental Nutrition Program for Women,

Infants and Children (WIC)

CFDA 93.069 — Public Health Emergency Preparedness (PHEP)

CFDA 93.217 — Family Planning Services

CFDA 93.268 — Immunization Cooperative Agreements

CFDA 93.283 — Centers for Disease Control and Prevention_
Investigation and Technical Assistance

CFDA 93.777/778 — Medicaid Cluster Program

CFDA 93.917 — HIV Care Formula Grants

CFDA 93.994 — MCH Block Grants

Federal Agency: U.S. Department of Agriculture (CFDA 10.557)
U.S. Department of Health and Human Services (CFDAs 93.069, 93.217,
93.268, 93.283, 93.917, and 93.994)

Pass through Agency: New Mexico Human Services Department (CFDA 93.778)

Federal Award Number/Year: 6NM700504 (2015 and 2016) (CFDA 10.557)

3U90TP000537-03S2 (2015) and 5U90TP000537-04
(2016) (CFDA 93.069)

FPHPA066193-01 (2016) and FPHPA066193-02
(2017) (CFDA 93.217)

5H23IP000716-03 (2015) (CFDA 93.268)

2U58DP002056-06 (2015), 5U500E000038-03 (2015),
5U58DP003932-03 (2015),
1U500E000079-01 (2016), and
5U50CK000205-05 (2016) (CFDA 93.283)

JPA 11-630-8000-0003 (2016) and JPA 95-29 (2016)
(CFDA 93.778)

2 X07HA00084-25-00 (2016) (CFDA 93.917)

6 B04MC28115-01-0x (2015) and 1 B0O4MC29319-01-0x
(2016) (CFDA 93.994)

Questioned Costs: Unknown

Condition: During single audit test work over allowable costs related to time and effort reporting, the
following issues were noted which are detailed by CFDA:

CFDA 10.557

e 37 out of 40 time-studies were completed, but did not provide an activity category to capture
time spent on non-WIC or non-Federal activities.

e 3 out of 40 employees tested are not dedicated 100% to the WIC program, but did not have a
time-study or other allocation method performed before their charges were incurred to the grant.
Additionally, there was no after-the-fact review to compare the time charged to the grant.
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SECTION lll - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS (CONTINUED)

2016-004 (Original Finding Number 2014-003) Allowability — Internal Control over Payroll
(Significant Deficiency and Noncompliance) (Continued)

CFDA 10.557 (Continued)

e 1 out of 40 payroll disbursements tested did not have a signed certification on file for the
employee.

CFDA 93.069

e 3 out of 40 timesheets reviewed did not agree to the hours entered into SHARE. As a result,
the net amount overcharged to the grant totaled approximately $83.

e The Program does not have written policies in place for determining the allowability of costs to
include compensation-personal services and fringe benefits.

CFDA 93.217

e 1 out of 40 payroll transactions tested had corrections to the amount charged to the grant eight
months after costs were charged.

o 15 out of 40 payroll transactions tested did not have wages and benefits charged to the grant
according to the most recent time study. The allocation rates from the 2013 time study
continued to be utilized by the program. Also, there was not a review of the charges to the grant
to determine if adjustments needed to be made to the costs charged to the grant.

e 7 out of 40 payroll transactions tested charged wages and benefits based upon allocation
percentages utilizing a 2013 time study. Additionally, there was no after-the-fact review to
compare the time charged to the grant.

e 1 out of 40 payroll transactions tested charged wages and benefits totaling an approximate
amount of $1,735 to the grant for an employee that was not included in the 2015 time study nor
entitled to Title X funds. No adjustment was made to the costs charged to the grant to correct.

e The Program does not have written policies in place for determining the allowability of costs to
include compensation-personal services and fringe benefits.

CFDA 93.268

e 1 out of 40 timesheets reviewed did not agree to the charges entered into SHARE. As a result,
the net amount overcharged to the grant totaled approximately $6.

CFDA 93.283

e 1 out of 40 timesheets reviewed did not reflect the total compensation for which the employee
was compensated.

e 2 out of 40 timesheets reviewed did not agree to the charges entered into SHARE. For these
transactions totaling an approximate amount of $3,380, the amounts entered into SHARE are
the accurate charges.
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2016-004 (Original Finding Number 2014-003) Allowability — Internal Control over Payroll
(Significant Deficiency and Noncompliance) (Continued)

CFDA 93.283 (Continued)

e 6 out of 40 timesheets reviewed did not agree to the charges entered into SHARE. For these
transactions totaling an approximate of $12,009, the amounts were charged to the grants after
the grant end dates. No adjusting journal entries were provided to us.

e 6 out of 40 timesheets reviewed did not agree to the charges entered into SHARE. For these
transactions, adjusting journals were provided to correct an approximate amount of $6,025. The
adjusting journal entries, however, did not correct an approximate amount of $1,225.

e The Program does not have written policies in place for determining the allowability of costs to
include compensation-personal services and fringe benefits.

CFDA 93.777/778

o 13 out of 40 payroll transactions tested did not have time studies signed by the employee and
supervisor within five days after the month end.

e 4 out of 40 payroll transactions tested did not have one or more time study forms completed
during the specified week of the calendar month.

o 1 out of 40 payroll transactions tested did not have a time study form signed by the supervisor.
The DDSD Program does not have written policies in place for determining the allowability of
costs to include compensation-personal services and fringe benefits.

CFDA 93.917

3 out of 29 timesheets were not provided as the program could not locate.

e 1 out of 29 timesheets provided was not signed by the supervisor.

e The Program does not have written policies in place for determining the allowability of costs to
include compensation-personal services and fringe benefits.

CFDA 93.994

e 31 out of 40 payroll transactions tested had completed Federal Funding Compliance Time and
Effort Logs. The logs, however, are not completed in a manner consistent with the program's
written policy.

e 5 out of 40 employees' activities for the pay period end of 4/22/2016 did not agree to the
Federal Funding Compliance Time and Effort Logs or the timesheets.

Management’s Progress for Repeat Findings: This is a repeated and modified finding. The
Department has not maintained internal control designed to reasonably ensure compliance with
Federal laws, regulations and program compliance requirements as well as compliance with
Department policy.
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2016-004 (Original Finding Number 2014-003) Allowability — Internal Control over Payroll
(Significant Deficiency and Noncompliance) (Continued)

Criteria: Per §200.430 Compensation-personal services, charges to Federal awards for salaries and
wages must be based on records that comply with the established accounting policies and procedures
of the non-Federal entity; be supported by a system of internal control which provides reasonable
assurance that the charges are accurate, allowable, and properly allocated; and reasonably reflect the
total activity for which the employee is compensated by the non-Federal entity. Per WIC's ADM 008
Verification of Staff Time policy, NM WIC Managers are to complete the Federal Funding compliance
form on a semi-annual basis (CFDA 10.557). Per the Family Health Bureau Timesheet Instruction
Manual, federally funded Title V employees who work 100% on Title V activities are required to submit
a biannual certification. If biannual certification is used, they are to be done Oct 1st and April 1st to
certify the previous six months (CFDA 93.994).

Effect: Noncompliance with applicable regulations and Department policy, possible undercharges and
overcharges to the Federal grants.

Cause: The Department has not maintained internal control designed to reasonably ensure
compliance with Federal laws, regulations and program compliance requirements as well as
compliance with Department or Program policy.

Auditors’ Recommendation: The Department establishes or assists the Programs in establishing
written policies and procedures regarding the determination of allowable costs to include
compensation-personal services and fringe benefits. The Department provides or assists the Programs
in providing training to employees to ensure compliance with Department or Program policy. The
Department provides or assists the Programs in providing training to supervisory level employees to
ensure compliance with Department or Program policy and federal regulations.

Management’s Response:
CFDA 10.557

This is a repeat finding from the prior year audit. Staffing shortages within the WIC program over the
past two years have impacted the programs ability effectively monitor timesheets to the point that
repeat findings have occurred. Recently the WIC program has posted 3 positions that will enable the
WIC State Office to more closely monitor time sheets of employees, complete the Federal Funding
compliance form semi-annually and how non-100% WIC employees are allocating their time. WIC is
committed to addressing this finding. We will assign the deputy director of the WIC program to oversee
the corrective action plan for this finding. WIC is anticipating a solution will be implemented by January
2017.

CFDA 93.069

The Epidemiology and Response Division implemented actions to correct previous payroll findings.
These actions included development, training and implementation of new guidelines for federal time
and effort reporting in May 2015 to ensure that timesheets/certifications are completed for all
employees, and to ensure that administrative staff reconcile time reported with payroll and complete
modifying Journal Entries every 2 weeks. The DOH Office of Internal Audit conducted an audit during
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2016-004 (Original Finding Number 2014-003) Allowability — Internal Control over Payroll
(Significant Deficiency and Noncompliance) (Continued)

CFDA 93.069 (Continued)

FY 2016 to evaluate the success of the new guidelines and determined that timesheets were being
completed but raised a question regarding how employee vacation and sick time were being allocated.
After further research, it was determined that based on language in the November 21, 2013 State and
Local Government Rate Agreement, allocations were being correctly apportioned, however, that data
entry errors were made. Current federal timesheet templates have been improved to include drop
downs and instructions so that all funding sources and all types of leave including; holiday, standby and
other time worked are included. Current federal timesheet templates have calculations built in to help
assure fewer errors. The ERD Deputy Director will: a. conduct a training of the administrative staff in
each Bureau to ensure complete understanding of the guidelines and ensure that bi-weekly payroll
corrections are as accurate as possible; and, b. write an ERD Policy/Procedure for determining
allowability of costs. Completion Date: December 30, 2016.

The Epidemiology and Response Division is committed to addressing this finding as noted above.
CFDA 93.217

The Program and the Public Health Division will work together to assure that charges incorrectly
allocated to the grant are corrected in a timely manner. The Program will develop policies and
procedures for cost allocation and time tracking.

The Family Planning Program is committed to addressing this finding. The Program Manager and the
Fiscal Manager will oversee the corrective action plan for this finding. The Family Planning Program is
anticipating a solution will be implemented by March 2017. They will work with Public Health Division
staff, who will work with the HR Manager.

Due to unavailability of IT support the time tracking was not done in 2014. The time tracking was
conducted from 9/14/15 — 9/25/15 and from 10/2/15 — 10/19/15 for one Region. TPID changes were
submitted in December 2016 to the Public Health Division, Director's Office. Due to a new hire at the
Public Health Division, Director's Office in October 2015, TPID changes took longer than expected.
There was also a delay based on confusion about how to correctly submit TPID changes to DOH ASD.
Adherence to the new policies and procedures will assure that time tracking is done on an annual
basis, TPID changes submitted in a timely manner, and that JE's are done to correct any incorrect
charges.

The Family Planning Program is committed to addressing this finding. The Program Manager and the
Fiscal Manager will oversee the corrective action plan for this finding. The Family Planning Program is
anticipating a solution will be implemented by March 2017. They will work with Public Health Division
staff, who will work with the HR Manager.
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2016-004 (Original Finding Number 2014-003) Allowability — Internal Control over Payroll
(Significant Deficiency and Noncompliance) (Continued)

CFDA 93.217 (Continued)
A review to compare time charged to the grant will be included in the policies and procedures.

The Family Planning Program is committed to addressing this finding. The Program Manager and the
Fiscal Manager will oversee the corrective action plan for this finding. The Family Planning Program is
anticipating a solution will be implemented by March 2017.

An Employee was pulled from a combo code and was changed incorrectly to the grant. The program
was unaware of the change. The review to compare time charged to the grant will catch these errors
and corrections will be made.

The Family Planning Program is committed to addressing this finding. The Program Manager and the
Fiscal Manager will oversee the corrective action plan for this finding. The Family Planning Program is
anticipating a solution will be implemented by March 2017.

The program will develop policies and procedures for determining the allowability of costs in
accordance with Subpart E - Cost Principles of 2 CFR Part 200 and the terms and conditions of the
Federal Award to include compensation-personal services and fringe benefits.

The Family Planning Program is committed to addressing this finding. The Program Manager and the
Fiscal Manager will oversee the corrective action plan for this finding. The Family Planning Program is
anticipating a solution will be implemented by March 2017.

CFDA 93.268

The Public Health Division will monitor employees who are 100% funded by Immunization federal
funds, worked extra weekend shifts and were paid out of a different funding source, for which a time
sheet was not completed prior to entering the time into SHARE. In the future, employees who work
extra hours under other funding sources will be asked to submit a separate time sheet just for that
activity so that timesheets tie to SHARE.

In the second, federal funding for another employee was listed at 90% on the timesheet, but worked out
to 89% in SHARE. This was caused by rounding errors and failure to reconcile reported payroll with
SHARE. We will address this by comparing all reported payroll amounts from SHARE in the 4th quarter
of the fiscal year and if there is a disagreement with timesheets we will ensure the proper entries are
made prior to the end of the fiscal year. The Finance Manager will monitor the corrective action to
ensure compliance at fiscal year-end.
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2016-004 (Original Finding Number 2014-003) Allowability — Internal Control over Payroll
(Significant Deficiency and Noncompliance) (Continued)

CFDA 93.283

The Epidemiology and Response Division implemented actions to correct previous payroll findings.
These actions included development, training and implementation of new guidelines for federal time
and effort reporting in May 2015 to ensure that timesheets/certifications are completed for all
employees, and to ensure that administrative staff reconcile time reported with payroll and complete
modifying Journal Entries every 2 weeks. The DOH Office of Internal Audit conducted an audit during
FY 2016 to evaluate the success of the new guidelines and determined that timesheets were being
completed but raised a question regarding how employee vacation and sick time were being allocated.
After further research, it was determined that based on language in the November 21, 2013 State and
Local Government Rate Agreement, allocations were being correctly apportioned, however, that data
entry errors were made. Current federal timesheet templates have been improved to include drop
downs and instructions so that all funding sources and all types of leave, holiday, standby and other
time worked are included. Current federal timesheet templates have calculations built in to help assure
fewer errors. The ERD Deputy Director will: a. conduct a training of the administrative staff in each
Bureau to ensure complete understanding of the guidelines and ensure that bi-weekly payroll
corrections are as accurate as possible; and, b. write an ERD Policy/Procedure for determining
allowability of costs. Completion Date: December 30, 2016.

The Epidemiology and Response Division is committed to addressing this finding as noted above.
CFDA 93.777/778

The Administrative Services Bureau will take the following steps to address the repeat audit finding
through the following actions:

. DDSD will create a policy and a standard operating procedure (SOP) guide on time card study
reporting in accordance with the Medicaid Administrative Claiming (MAC) Guide for functions delegated
to the DOH/DDSD. This policy will be created and sent to the Administrative Services Division (ASD)
for approval by Dec 30th 2016. Once approved, DDSD will have each employee read and sign the
policy acknowledging that time study reporting is an integral part of their job duties and they must
complete a time study based on the prescribed schedule. DDSD conducts time studies monthly and
selects one week each month for all employees to document their activities which determines how each
JPA or grant is charged.

. The DDSD Budget Analyst will create a time study tracking folder that will capture late, missing
or incomplete studies to include the date the time study was received. This folder will be audited
monthly and employees will be reminded to complete the time study and submit it to their supervisors
for signature. If not received by the following month, the Deputy Director will send late notifications to
the employee’s supervisor.
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2016-004 (Original Finding Number 2014-003) Allowability — Internal Control over Payroll
(Significant Deficiency and Noncompliance) (Continued)

CFDA 93.777/778 (Continued)

. Supervisors will be required to include time study reporting on each employee’s performance
appraisal (PA). The PA will state “the employee must comply with the time study policy and procedure
guide and submit on a timely basis an accurate signed time study form to the DDSD Budget Analyst no
later than --/--/---- the following month”. When failing to comply a “needs improvement” will be noted on
the PA for that section.

Management's lack of progress towards implementing the prior year planned corrective action was due
to a lack of direct oversight. The Developmental Disabilities Supports Division is committed to
addressing this finding and now has a Deputy Director of Finance that will oversee all financial
operations within the Division. In addition, we have assigned all supervisors to take responsibility for
their employee’s time reporting. We have assigned the DDSD Budget Analyst to track and report time
studies received. The Deputy Director will work with the Budget Analyst to identify which employees
have not complied with the policy and will report that information to the Division Director, other Deputies
and Bureau Chiefs in the Division to ensure timely reporting and to prevent future findings. DDSD is
anticipating a solution will be implemented after the policy and procedure guide is approved by ASD
and DDSD implements the changes no later than 1-30-2017.

CFDA 93.917

Due to major staff changes in the program including the departure of the HIV Services Program
Manager, timesheets were not monitored as closely as in previous years. Most of the missing
timesheets were from staff who were funded under the grant budget but not supervised by the Program
Manager position, which hindered oversight as well.

The HIV, STD and Hepatitis Section Manager will oversee the corrective action plan. Timesheets will
continue to be submitted electronically to the Program Manager for each pay period. At the end of
each fiscal quarter, the Program Manager will review all timesheets to ensure that they have been
submitted in a timely fashion, are complete, match SHARE and are signed. The HIV, STD and
Hepatitis Section Manager will oversee this process and provide support for this oversight. He will train
the new HIV Services Program Manager in this process as soon as the position is filled. This will be
fully implemented by January 2017.

The program will also ensure that Subpart #- Cost Principles of 2 CFR Part 200 are incorporated into

our subrecipient agreements. We will adopt new language based on provided samples and guidance
from ASD.
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2016-004 (Original Finding Number 2014-003) Allowability — Internal Control over Payroll
(Significant Deficiency and Noncompliance) (Continued)

CFDA 93.994

The Public Health Division has established procedures to address this finding. These procedures were
distributed on November 2, 2016 and took effect immediately. We have assigned the Bureau Chief to
oversee the corrective action plan for this finding.

2016-005 (Original Finding Number 2014-004) Eligibility (Modification — Material Weakness and
Noncompliance)

Federal Program: CFDA 10.557 — Special Supplemental Nutrition Program for Women,
Infants and Children (WIC)
CFDA 93.777/778 — Medicaid Cluster Program

Federal Agency: U.S. Department of Agriculture (CFDA 10.557)
Pass through Agency: New Mexico Human Services Department (CFDA 93.778)

Federal Award Number/Year: 6NM700504 (2016) (CFDA 10.557)
JPA 11-630-8000-0003 (2016) (CFDA 93.778)

Questioned Costs: Unknown

Condition: During single audit test work over eligibility, the following issues were noted which are
detailed by CFDA:

CFDA 10.557

o 9 out of 40 participant files selected did not include adequate descriptions of the documentation
reviewed by the WIC program staff pertaining to the residency verification.

e 23 out of 40 participant files selected did not include sufficient documentation related to the
determination of income.

o 3 out of 40 participant files selected did not have the appropriate amount of benefits loaded onto
their benefit card at the respective start of their benefits period.

e 22 out of 40 participant files tested did not have a consistent method for documenting the
identity determinations of the respective participant.

e 1 out of 40 participant files tested did not have a review of the file (separation of duties), even
though the same individual signed when determining income eligibility and screening for
nutritional risk.

e 20 out of 40 participant files tested did not have a consistent manner in which documentation of
physical presence of the participant was established. Physical presence was not documented
sufficiently or at all in the participant record.
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2016-005 (Original Finding Number 2014-004) Eligibility (Modification — Material Weakness and
Noncompliance) (Continued)

CFDA 10.557 (Continued)

o 1 out of 40 participant files did not have the Rights and Responsibilities Form for the certified
period. These are the forms that are used by the program to document that the participant has
been properly screened for categorical and income eligibility.

CFDA 93.777/778

e 12 out of 40 files tested did not contain a DD Waiver/SGF Eligibility Determination Worksheet.

e 1 out of 40 files tested contained a DD Waiver/SGF Eligibility Determination Worksheet.
However, it was not signed by the reviewer.

e 6 out of 40 files tested did not contain documentation to support entry into the program.

e 2 out of 40 files tested did not contain documentation of the Case Management Agency and, as
such, continuing eligibility was unable to be determined.

Management's Progress for Repeat Findings: This is a repeated and modified finding. The
Department has not maintained internal control designed to reasonably ensure compliance with
Federal laws, regulations and program compliance requirements as well as compliance with
Department policy.

Criteria: Per §200.303 Internal controls, non-Federal entities receiving a Federal Award must establish
and maintain internal control designed to reasonably ensure compliance with Federal statutes,
regulations, and terms and conditions of the Federal award. Per 7 CFR sections 246.7(c), (d), (e), (g),
and (1), to be certified eligible for WIC Program benefits, the applicants must meet categorical, identity
and residency, income, and nutritional risk eligibility criteria. In accordance with Policy Number CO 003
of the WIC Policy and Procedures Manual, when only one WIC employee is available to conduct
certifications and issue benefits for applicants/participants other than themselves, their relatives or
friends, the WIC Region Nutrition Supervisor shall review ten percent of all participant records that were
certified and benefits issued by the one staff person during that particular day(s). The record review
shall be completed within 30 days and shall be kept on file and made available for review during quality
assurance monitoring. Per Program Compliance Supplement Part 4 for 93.MEDICAID, the State
agency must have facts in the case record to support the agency’s eligibility determination.

Effect: Noncompliance with applicable regulations and policies, possible non-eligibility of participants
receiving benefits and improper issuance of benefits.

Cause: Lack of effective internal controls associated with the eligibility process.

Auditors’ Recommendation: The Department implements effective internal controls and monitors the
process to reasonably ensure compliance with regulations and policies.
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2016-005 (Original Finding Number 2014-004) Eligibility (Modification — Material Weakness and
Noncompliance) (Continued)

Management’'s Response:
CFDA 10.557

One of the State Office positions that recently posted is a training position that will travel statewide to
deliver trainings to all the WIC. Staff will be trained on what documents are considered acceptable as
proof of residency for the New Mexico WIC Program. Staff at each certification will obtain from the WIC
applicant/parent/guardian proof of residency to verify the family resides in New Mexico. Staff must
document in notes in addition to the dropdown in the WIC Application, what form of residency the client
brought in. Staff will be trained to inquire about adjunctive eligibility for Medicaid, SNAP, TANF, and
FDPIR prior to screening income. If applicant is not adjunctively eligible, staff will use polices CO 517
and CO 518 to determine family unit size and income eligibility. Income will be assessed using all the
applicants’ household income within the last 30 days prior to the application date. Staff will be trained
on entering income correctly into the NM WIC MIS System. To maintain the integrity of the WIC
program by helping to prevent fraud, WIC applicants must be physically present at their certification
appointments unless an exception is granted and documented. Staff will be trained to document in the
New Mexico WIC Application that the applicant was physically present, if not, they must document the
reason per policy. Staff will be trained to summarize the rights and responsibilities to each applicant
and/or parent/guardian/caretaker after certification is complete. The New Mexico Rights and
Responsibilities form has been updated to only capture one signature from the applicant and/or
parent/guardian/caretaker.

New Mexico WIC Management will be reviewing statewide standardized Employee Evaluations to
ensure language includes accountability for job performance. WIC is committed to addressing this
finding. We have assigned the Clinic Operations Manager to oversee the corrective action plan for this
finding. WIC is anticipating a solution will be implemented by January 2017.

CFDA 93.778

The Intake and Eligibility Bureau will take the following steps to address the repeat audit finding through
the following actions:

. All completed DD Waiver applications determined to be a match for services, are
reviewed by an Intake and Eligibility Bureau Supervisor or designee to ensure the DD Waiver/SGF
Determination Worksheet is included in the determination file, properly completed and signed by the
Eligibility Caseworker. This process was established in 2015 and will continue as a best practice. The
DD Waiver/SGF Determination Worksheet was not required in its current form until 2005. DDSD has
made significant progress in this area. However, to avoid repeat findings in this area, we strongly
recommend that future audit samples include cases with a match for services determination that
occurred after 2005.

. On a quarterly basis, an Intake and Eligibility Bureau Supervisor will select a sample of ten
newly determined files from each regional office for a quality assurance review, including a review of
the DD Waiver/SGF Determination Worksheet.

. On a quarterly basis, an Intake and Eligibility Supervisor will review 20 percent of the files for
any allocation made during the previous quarter to ensure entry into service is properly documented.
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2016-005 (Original Finding Number 2014-004) Eligibility (Modification — Material Weakness and
Noncompliance) (Continued)

CFDA 93.778 (Continued)

. Any deficiencies and/or trends found during these reviews will be addressed through semi-
annual staff trainings and monthly unit/bureau meetings.
. Ongoing Level of Care (LOC) documentation is not maintained in the eligibility file. This

documentation is required to be maintained in the waiver participants file by the case manager in
accordance with the DDSD Consumer Record Requirement Directors Release effective November 1,
2012. The Division of Health Improvement, Quality Management Bureau conducts surveys of case
management agencies to verify that the LOC reassessments are maintained in the agency file for the
waiver participant. Since DDSD does not maintain this documentation for annual re-determinations, it is
recommended that the procedure to verify ongoing eligibility be changed.

Management's lack of progress towards implementing the prior year planned corrective action was due
to staff retiring and staff turnover which resulted in a limited oversight. The Developmental Disabilities
Supports Division is committed to addressing this finding and the Bureau is now fully staffed. We have
assigned the Intake and Eligibility Bureau Supervisor with the primary responsibility to complete the
action steps and timelines identified above. The Intake and Eligibility Bureau Chief and Deputy Director
will work with the Intake and Eligibility Bureau Supervisor to ensure action steps and timelines are
implemented to prevent future findings. Although steps have already been taken to address this finding
and DDSD is requesting that future audit samples include cases after 2005, DDSD is anticipating a
solution will be implemented by 11-10-2016.

2016-006 (Original Finding Number 2013-002) Federal Program Reporting (Significant Deficiency
and Noncompliance)

Federal Program: CFDA 93.994 — MCH Block Grants

Federal Agency: U.S. Department of Health and Human Services

Federal Award Number/Year: B04MC26683 (2014) (CFDA 93.994)

Questioned Costs: $0

Condition: During single audit reporting test work, we noted 1 out of 1 special report did not have the
supporting documentation for Form 6 Deliveries and Infants Served by Title V and Entitled to Benefits
Under Title XIX to show the computations for the count at the time the report was prepared.

Management’'s Progress for Repeat Findings: This is a repeated and modified finding. The

reporting finding is repeated with the Program under which this finding is reported is modified as in
the prior year this finding related to the Family Planning Services Program.
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2016-006 (Original Finding Number 2013-002) Federal Program Reporting (Significant Deficiency
and Noncompliance) (Continued)

Criteria: Per §200.302 Financial Management, the state’s and the other non-Federal entity’s financial
management systems, including records documenting compliance with Federal statutes, regulations,
and the terms and conditions of the Federal Award, must be sufficient to permit the preparation of
reports required by general and program-specific terms and conditions. Further, the financial
management system of each non-federal entity must provide accurate, current, and complete
disclosure of the financial results of each Federal award or program in accordance with the reporting
requirements.

Effect: The Department is in violation of federal regulations.

Cause: The Program did not retain the documentation used at the time to prepare the report and the
documentation was unable to be regenerated.

Auditors’ Recommendation: The Department implement procedures to ensure records maintained by
the Program support the results reported to the Federal entity.

Management’s Response: IBIS reports changed after the Form 6 was run. MCH staff will run an IBIS
report with the Form 6 to avoid this finding in future. We have assigned the Bureau Chief to oversee
the corrective action plan for this finding. MCH is anticipating a solution will be implemented by January
2017.

2016-007 Federal Program Earmarking (Significant Deficiency and Noncompliance)

Federal Program: CFDA 93.917 — HIV Care Formula Grants

Federal Agency: U.S. Department of Health and Human Services

Federal Award Number/Year: X07HA00084 (2015) (CFDA 93.917)

Questioned Costs: $0

Condition: During single audit test work over earmarking, 1 out of 1 grant tested had a report as

supporting documentation for the earmarking amounts. However, we were unable to agree the report
provided to the earmarking amounts reported to the Federal funding agency.
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2016-007 Federal Program Earmarking (Significant Deficiency and Noncompliance) (Continued)

Criteria: Per 8200.302 Financial Management, the state’s and the other non-Federal entity’s financial
management systems, including records documenting compliance with Federal statutes, regulations,
and the terms and conditions of the Federal Award, must be sufficient to permit the preparation of
reports required by general and program-specific terms and conditions. Further, the financial
management system of each non-federal entity must provide accurate, current, and complete
disclosure of the financial results of each Federal award or program in accordance with the reporting
requirements.

Effect: The Department is not maintaining adequate records.

Cause: The Program did not retain the documentation used at the time to prepare the report and the
documentation was unable to be regenerated.

Auditors’ Recommendation: The Department implement procedures to ensure records maintained by
the Program support the results reported to the Federal entity.

Management’'s Response: The HIV Services Program has devised a new methodology and Excel
spreadsheet format for analyzing and reporting expenses that are allowable under the grant's ADAP
earmark. Figures on the spreadsheet are extracted directly from a SHARE report and then annotated
regarding which purchase orders are for ADAP-related and allowable costs. The spreadsheets are
already complete. This process will be documented into a simple instruction sheet by January 2017,
ensuring that analysis is accurate, consistent and replicable. The HIV, STD and Hepatitis Section
Manager will oversee this process and provide support for this oversight. He will train the new HIV
Services Program Manager in this process as soon as the position is filled. This will be fully
implemented by January 2017.

2016-008 Federal Program Procurement (Instance of Noncompliance)

Federal Program:  CFDA 93.069 — Public Health Emergency Preparedness (PHEP)

Federal Agency: U.S. Department of Health and Human Services

Federal Award Number/Year: 3U90TP000537-03S2 (2015)

Questioned Costs: $0

Condition: During single audit test work over procurement, 1 out of 2 contracts tested did not have a

DOH Contract Certification completed nor signed by the Program Manager indicating the SAM was
checked before entering into an agreement with the entity.
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2016-008 Federal Program Procurement (Instance of Noncompliance) (Continued)

Criteria: Per 8200.317 Procurements by states, a state must follow the same policies and procedures it
uses for procurements from its non-Federal funds when procuring property and services under a
Federal award. Per division guidelines, professional service contractors & subawardees receiving over
$25,000 of federal funds are first screened in the "System for Award Management" using their DUNS
Number; agreements are not entered into with entities having exclusions. A DOH Contract Certification
is initialed and signed indicating the SAM was checked.

Effect: The Department is not maintaining adequate records.
Cause: The Program did not follow division guidelines.

Auditors’ Recommendation: The Department monitors procedures to ensure the Program is following
division guidelines.

Management’'s Response: For Professional Services Agreements equal to or above $25,000 of
Federal Funds, the Epidemiology and Response Division has been researching SAM and requiring the
DOH Contract Certification to be completed for agreements. Documentation is retained in the contract
file. This audit finding pointed out that ERD inadvertently was not completing these steps for
agreements with the University of New Mexico. This has been corrected and ERD Staff - Contract
Managers - are ensuring that it is completed for every agreement, including UNM, as part of their
routine contract processing. Corrected as of October 25 Program Debriefing.

For General Services Agreements equal to or above $25,000 of Federal Funds, the ERD Contract Staff
- Contract Managers - will research SAM, print the SAM status and retain the documentation in the
contract file. Corrected as of October 25 Program Debriefing.

The Epidemiology and Response Division has corrected this finding as indicated above.

2016-009 Subrecipient Monitoring (Significant Deficiency and Noncompliance)

Federal Program: CFDA 93.283 — Centers for Disease Control and Prevention_Investigations
and Technical Assistance
CFDA 93.917 — HIV Care Formula Grants
CFDA 93.994 — MCH Block Grants

Federal Agency: U.S. Department of Health and Human Services

Federal Award Number/Year: 5U50CK000205 (2014 and 2015) and 5U58DP003932 (2014)
(CFDA 93.283)
X07HA00084-25 (2015) and X07HA00084-26 (2016)
(CFDA 93.917)
B04MC28115 (2014) and B0O4MC29319 (2015) (CFDA 93.994)
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2016-009 Subrecipient Monitoring (Significant Deficiency and Noncompliance) (Continued)

Questioned Costs: $0

Condition: During single audit test work over subrecipient monitoring, the following issues were noted
which are detailed by CFDA:

CFDA 93.283

e 6 out of 6 subrecipients tested did not have adequate subaward agreements that include the
points listed in 2 CFR §200.331 Requirements for pass-through entities.

e 6 out of 6 subrecipients tested did not have documentation regarding the Department's risk
assessment of the entity prior to awarding the federal funds.

e The Department did not adequately perform its financial monitoring responsibilities for 6 out of 6
subrecipients tested. The Program is performing its onsite programmatic monitoring, but the
financial monitoring aspect is non-existent.

CFDA 93.917

e 1 out of 1 subrecipient tested did not have adequate subaward agreements that include the
points listed in 2 CFR §200.331 Requirements for pass-through entities.

e 1 out of 1 subrecipient tested did not have documentation regarding the Department's risk
assessment of the entity prior to awarding the federal funds.

e The Department did not adequately perform its financial monitoring responsibilities for 1 out of 1
subrecipient tested. The Program is performing its onsite programmatic monitoring, but the
financial monitoring aspect is non-existent.

CFDA 93.994

e 2 out of 2 subrecipients tested did not have an adequate subaward agreement that includes the
points listed in 2 CFR §200.331 Requirements for pass-through entities.

e The Department did not adequately perform its financial monitoring responsibilities for 2 out of 2
subrecipients tested. The Program is performing its onsite programmatic monitoring, but the
financial monitoring aspect is non-existent.

Criteria: Per 8200.331 Requirements for pass-through entities, all pass-through entities must ensure
that every subaward is clearly identified to the subrecipient as a subaward and includes the information
listed at §200.331 at the time of the subaward and if any of these data elements change, include the
changes in subsequent subaward modification. When some of this information is not available, the
pass-through entity must provide the best information available to describe the Federal award and
subaward. Also, per §200.331, all pass-through entities must evaluate each subrecipient's risk of
noncompliance with Federal statutes, regulations, and the terms and conditions of the subaward for
purposes of determining the appropriate subrecipient monitoring to include verifying that every
subrecipient is audited as required by Subpart F—Audit Requirements when it is expected that the
subrecipient's Federal awards expended during the respective fiscal year equaled or exceeded the
threshold set forth in §200.501 Audit requirements.
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2016-009 Subrecipient Monitoring (Significant Deficiency and Noncompliance) (Continued)

Effect: The Department is in violation of Federal regulations and the terms and conditions of the
awards.

Cause: The Department does not have internal controls in place to ensure compliance with Federal
regulations or the terms and conditions of the Federal award.

Auditors’ Recommendation: The Department implements procedures to ensure compliance with
Federal regulations and the terms and conditions of Federal awards. Also, the Department should
provide training to the Program staff to ensure staff is aware of the Federal requirements and
understand the procedures in place to ensure compliance with Federal regulations and the terms and
conditions of Federal awards.

Management’'s Response:
CFDA 93.283

The Epidemiology and Response Division was found to have one (1) subrecipient agreement - the
University of New Mexico Emerging Infections Program [EIP] Professional Services Agreement. This
agreement had not been considered a subrecipient agreement in previous audits, and as such, has
historically been treated as a vendor/contractor agreement. ERD has completed two tools designed to
improve the accuracy of determining subrecipient agreements. In both tools, using the discretion
provided for in the regulations, ERD has determined that this is not a subrecipient agreement. The
Epidemiology and Response Division is committed to addressing this finding.

CFDA 93.917

The program staff will make sure the provider agreement and contracts include the points listed in CFR
200.331. The program staff will document risk assessment of their subrecipients prior to awarding
federal funds. The program staff will ensure their subrecipients complete their annual audit report and
submit to FAB. We have assigned the Section Manager to oversee the corrective action plan for these
findings. All subrecipient risk assessments and subrecipient audit reports will be completed or
submitted to DOH by June 30, 2017.

CFDA 93.994

MCH staff along with the Grants Management Bureau and ASD are working with the Office of General
Counsel to amend contract template language in order to comply with federal award requirements.
This solution will address all finding of a similar nature across the Agency and will be resolved by
December 31st. The lead on this finding is the Deputy ASD Director who oversees Grants Management
Bureau.

MCH staff will ensure sub-recipients submit annual audited financial statements to the agency’s

Financial Accounting Bureau (FAB). We have assigned the Bureau Chief to oversee the corrective
action plan for this finding.
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2016-010 (Original Finding Number 2013-005) Gas Card Control Process (Compliance and Other
Matters)

Condition: During the internal control test work over gas cards, we noted the following issues:

e For the month of November 2015, three out of six divisions did not perform timely reviews of the
fuel card exception reports. For the PHD, the NMBHI, and the DDSD, the justification logs were
prepared the month of January 2016, February 2016, and June 2016, respectively. For the
month of April 2016, one of ten divisions did not perform a timely review of the fuel card
exception report. For the NMRC, the justification log was prepared June 2016.

o For the three months of exception reports reviewed for one division, the NMBHI, we noted
seven missing receipts totaling an approximate amount of $180.

e We noted 9 unauthorized fuel purchases and 7 car washes over $20.

Management’'s Progress for Repeat Findings: The Department continues to lack adequate internal
controls over the gas card process.

Criteria: 1.5.3.19 NMAC — Each agency will evaluate fuel purchase exceptions reports provided by the
fuel credit card company on a monthly basis. (1) Each agency shall establish use requirements and
parameters on their fleet. Such parameters will include multiple daily transactions, number of gallons
purchased at one time, limit dollars per transaction, off hour transaction, non-fuel transactions, and
unauthorized purchases (soda, candy, etc.). (2) Transactions that cannot be justified must be
investigated with a formal report summarizing the findings with recommendations. A copy of the report
will be sent to the State Central Fleet Authority. Also, per Department Policy ADM 05:137 Active
Drivers & Fuel Cards, fuel cards may be used only to provide car washes not exceeding $20 for
Department of Health Vehicles.

Cause: Management oversight.
Effect: The Department is not in compliance with NMAC 1.5.3.19 or Department policy.

Recommendation: Management establishes effective controls and procedures to ensure gas cards
are in compliance with applicable laws and Department policy. Also, management reviews its policy
and update as needed to reflect current conditions.

Management’'s Response: In response to the first item, ASD/Fleet Management will work with the
fleet coordinators in all bureaus regarding the proper oversight for timely reviews of fuel card
exceptions. ASD/Fleet Management will require the division sited in this item to create an action plan
that will address the review and submission of the exception reports in a timely manner. In addition,
ASD/Fleet Management will work with NMBHI on a timeline and implementation of the created action
plan.

For item two, ASD/Fleet Management has provided, and will again provide, training related to the
required documentation and process related to fleet management. The training will reiterate that staff is
required to provide all receipts to support vehicle logs and that the fleet coordinators are to ensure the
logs are completed accurately. Documentation will be required if logs or receipts are inconsistent or
missing justifications which must be attached to the logs. The justification memorandums must clearly
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2016-010 (Original Finding Number 2013-005) Gas Card Control Process (Compliance and Other
Matters) (Continued)

Management’s Response (Continued): identify what happened and that all receipts will be kept in the
future. In addition, we will update the policy to address adequate documentation for lost receipts.

In response to item three, in addition to the excess cost of car washes, the unauthorized fuel purchases
relate to the purchase of Unleaded Plus and Supreme fuel purchases instead of regular fuel.
ASD/Fleet Management requests justification for each purchase of Unleaded Plus and or Supreme fuel.
In most cases staff mistakenly put in the incorrect fuel type. A justification form is required which shows
that the driver has been counseled and has reviewed the vehicle use policy. We have updated the DOH
justification form to address mistaken fuel purchases. Regarding the cost of a car wash, GSD
Transportation Services Division has changed their policy and no longer includes a specific cost for a
car wash. Instead, their policy authorizes “car washes at WEX approved fueling stations.” DOH will re-
examine its current policy in relation to this new GSD policy and determine if a change in the limit of a
car wash should be implemented.

2016-011 Medical Cannabis Program Review of Applications (Compliance and Other Matters)

Condition: During our review of applications for participation in the Medical Cannabis Program, we
noted 1 out of 5 applications were not approved by the Program within thirty days of receipt. The
application was received on 8/15/2016 and approved on 9/15/2016 resulting in a 31 day approval from
receipt of the application.

Criteria: Per 26-2B-7.C NMSA 1978, "The department shall verify the information contained in an
application submitted pursuant to Subsection B of this section and shall approve or deny an application
within thirty days of receipt.”

Cause: Management oversight and lack of effective controls.
Effect: Noncompliance with State statute.

Recommendation: The Department establishes effective controls and procedures to ensure
compliance with State statute

Management’s Response: In the last eleven months, the number of patients in the medical cannabis
program has increased from 19,600 patients to more than 32,800 patients, or an increase of more than
13,000 patients. Average processing times for completed applications improved to about 25 days in
September and October of 2016.

Here’s some context for the program’s growth. The program was created under the Lynn and Erin
Compassionate use Act in 2007. At the end of 2014, there were about 12,400 active patients in the
program. In the past eleven months, more patients enrolled in the program, than in the program’s first
seven years.

The Medical Cannabis Program has been working on a number of process improvement plans since
July 2016 to address the increase in patients and to process applications in adherence with the
statutory requirements.
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2016-011 Medical Cannabis Program Review of Applications (Compliance and Other Matters)
(Continued)

Management’s Response (Continued):
Measures taken include:

. Moving to a new, larger location to handle an increase in employees.

. Hiring three new information and records clerks; the hiring process is underway as of November
2016 for two additional information and records clerks.

. Hiring a data management analyst. This will allow the Patient Services Program manager to
dedicate more time to process improvement.

. Purchasing additional printers to print registry identification cards.

. Drafting/developing standard operating procedures.

. Streamlining the application approval process so that one employee handles processing it from

start to finish, including printing the registry identification card.

Corrective Action Plan:

1. The MCP will develop a system to determine the number of completed applications which have
been pending approval for 20 or more days. This will only include applications that are complete —
meaning they meet all requirements under the statute and regulations. This system will be in place by
December 23.

2. Each employee processing applications (information and records clerk, health educator) and the
Medical Directors will keep a detailed list of completed applications “flagged” to the Patient Services
Program Manager. This list will include applicant’'s name, date it was sent to the program manager and
the reason for program manager review. This will be implemented by December 23.

3. Each morning, patient services program staff will meet for 15 minutes from 8:45 a.m. — 9:00
a.m. to talk about applications they are processing. This will help keep track of which “date received”
applications are being processed. It will also allow for a conversation about any applications flagged to
the program manager. This will be implemented by December 23.

4, The patient services program manager will develop standard operating procedures for approval
of Personal Production License and Caregiver. Each information and records clerk will receive training
on how to approve these applications. This will be completed by January 13, 2017.

5. Hiring two additional information and records clerks. This will be completed by February 2017.

The Medical Cannabis Program is committed to addressing this finding. The Program Director and the
Patient Services Program Manager will oversee the corrective action plan for this finding. The Medical
Cannabis Program is anticipating solutions will be implemented on the dates indicated above.

2016-012 New Mexico State Employee Charities Campaign (NMSECC) Oversight (Compliance
and Other Matters)

Condition: During our audit, we noted that the Department has an open checking account for the New
Mexico State Employee Charities Campaign (NMSECC) with a bank balance of $79,680 as of
6/30/2016 that has not been recorded in the Department’s financial records. Also, we noted that
$52,852 of the bank balance of $79,680 has not been designated to eligible agencies.
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2016-012 New Mexico State Employee Charities Campaign (NMSECC) Oversight (Compliance
and Other Matters) (Continued)

Criteria: According to Executive Order No. 00-31 dated 8/27/2001, the NMSECC Manager, as
appointed by the Department, is to exercise primary responsibility for implementing the provisions of
the executive order. This responsibility includes oversight of the NMSECC committee’s approval of
non-profit organizations to receive funds through the campaign and determining a method of
distributing un-designated funds.

Cause: Management oversight and lack of effective controls and procedures surrounding the campaign
account to include state employees’ contributions to the account and designation of funds to eligible
agencies.

Effect: Noncompliance with Executive Order.

Auditors’ Recommendation: Management establishes effective controls and procedures to ensure
compliance with the Executive Order to include designation of undistributed funds to eligible agencies.

Management’s Response: The Department of Health was assigned the collection and disbursement
of the Employee Charity Campaign in the 1990’s by the Governor’s Office. This has been listed as an
outstanding account with the State Treasurer's Office and DFA for several years. The account was
used to collect contributions from all state employees who wished to make contributions to a selected
501(c)(3) non-profit entity by use of payroll withholding. Over the past two years the Department has
been working with DFA and the Governor’s office to close out this account. The $52,852 was the result
of interest earned in the account, and fund raisers that the Department has conducted for over ten
years. This amount was not designated for any specific charity by the employees who made payroll
deductions. The Department has issued a check to United Way to close out the account. The
NMSECC Wells Fargo bank account should be closed by December 31,

The CFO is responsible for ensuring corrective action within the timeline as previously stated in the
plan.
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2016-013 (Original Finding Number 2015-007) Cash Receipts Not Recorded or Deposited in a
Timely Manner (Compliance and Other Matters)

Condition: During our internal control testing over cash receipts, the Department was unable to
provide daily deposit logs for 2 out of 22 cash packets in the amount of $31,446. Also, the Department
was unable to provide deposit receipts for 1 out of 22 cash packets in the amount of $1,433. As a
result, we are unable to determine if the cash was deposited before the close of the next succeeding
business day after the receipt of the money.

Management’s Progress for Repeat Findings: The Department continues to lack adequate internal
controls over cash receipts.

Criteria: According to the Manual of Model Accounting Practices (MAPs) Section FIN 2.1, all cash
received by agencies must be recorded timely and accurately in accordance with state statute. NMSA
6-10-3 states that state agencies receiving any money in cash or by check deliver or remit to the state
treasurer such receipts before the close of the next succeeding business day after the receipt of the
money.

Cause: Management oversight, lack of effective processes surrounding the receipting process to
ensure timely deposits

Effect: Non-compliance with applicable laws and regulations.

Auditors’ Recommendation: Management establishes effective processes to ensure that all cash
received is recorded at the time of receipt and deposited by the end of the next business day to include
proper retention of cash receipt documentation.

Management's Response: The deposit documentation requested for amounts of $1,433 and $7 which
total to $1,440 was given to CLA on October 21, 2016 from DOH-FAB. The amount for $1,433 was a
part of the Vital Records Lockbox and which received, recorded and deposited at Wells Fargo Bank into
the account the day received. A copy of the Lockbox List was provided. The amount $7 was reported
by the NM State Veteran’s Home deposit which went to the bank on February 28, 2016 and a copy of
the deposit receipt was provided. Facilities and field offices have been reminded to provide all
documentation at the time they submit their deposit transmittal to FAB Cash Office. Cash Office staff
must verify that a complete packet of all documentation is received prior to posting the deposit.

The daily deposit logs for the amounts of $31,078 and $368 totaling $31,446 was not obtained. SATC
received the $31,078. At the time, of this transaction, a new hired staff did not utilize a receipt book to
log all monies and checks received at the facility. They posted payment directly into the AVATAR
system in which they could not pull a specific report that showed what was received/posted only for that
day. This oversight by the staff was not in accordance with the SATC procedure that is utilizing both a
receipt book and an excel spreadsheet to log and tie their daily deposit back to what is being reported
to FAB Cash Office as well as reconciling to AVATAR. Vital Records received the $368. Vital Records
does utilize a computer system that keeps an electronic log of daily receipts. However, if the report is
not printed within 30 days of it being entered in the system, it is purged automatically and cannot be
pulled out from the system. Vital Records is manually logging and printing the system report daily.
Facilities and Field Offices have been directed to keep either a manual or electronic log of all monies
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SECTION IV — OTHER (CONTINUED)

2016-013 (Original Finding Number 2015-007) Cash Receipts Not Recorded or Deposited in a
Timely Manner (Compliance and Other Matters) (Continued)

Management’s Response (Continued): received daily and must have a copy of those logs as part of
their daily and/or monthly file for the fiscal year.

2016-014 Budget Overages (Noncompliance with NM State Audit Rule)

Condition: During the year, the Department’s actual expenditures exceeded budget expenditures in
the following schedules:
e Program P006-Facilities Management within the General Fund exceeded its budget
expenditures in the personal services and employee benefits category by approximately
$4.2 million.

e The General Fund, in total, exceeded budget expenditures in the personal services and
employee benefits category by approximately $1.4 million.

¢ The Trauma System Fund exceeded budget expenditures in the personal services and
employee benefits category by $7,750.

o The Emergency Medical Services fund exceeded budgeted expenditures in the personal
service and employee benefit category by $17,017.

Criteria: In accordance with the NM State Audit Rule 2.2.2.12.A(11), the legal level of budgetary
control is the appropriation program level of an agency. The NM State Audit Rule 2.2.2.10.0 requires a
budget related finding if actual expenditures exceeded budget expenditures at the legal level of
budgetary control.

Cause: Lack of adequate monitoring of expenditures compared to budgeted expenditures within these
programs.

Effect: Noncompliance with New Mexico statutes.

Auditors’ Recommendation: The Department modifies its budgetary review processes to ensure
expenditures at the program level don't exceed budgeted expenditures.

Management’s Response: P006 — Facilities Management exceeded its General Fund budget in
personal services and employee benefits due to several factors. The daily census of patients/residents
drives the need for staff. As a result of staff turnover and difficulty hiring staff in most areas of the state,
in order to provide adequate services to patients/residents, P006 is forced to pay overtime to state
employees and use agency staff to supplement state employees. A higher census requires more staff
which results in higher personal services and employee benefits expenses. Patients/residents requiring
services are not turned away without assistance. Therefore, the census rises and falls on a frequent
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2016-014 Budget Overages (Noncompliance with NM State Audit Rule) (Continued)

Management’s Response (Continued): basis. Since services must be provided to all
patients/residents in need, PO06 cannot restrict staffing to budget levels. To do so would result in
inadequate services being provided to those in need. In FY16, the cost of providing adequate staffing
exceeded budget by $4.2 million. In order to address this finding, PO06 will continue to strive to
increase patients/residents with sources that can pay for their services, will strive to reduce staff
turnover and hire additional staff, to reduce overtime and reduce the use of agency staff. If successful,
this would increase revenues and reduce expenses.

P003 — Epidemiology and Response exceeded the General Fund Budget in 25701 for personal service
and employee benefits as a result of EMS Bureau Staff being charged to the incorrect funding source.
The Task Profile ID for these staff should have been changed when 25701 Trauma Funds were
exhausted to charge remaining expenses to either 06101 General Funds or 06105 Other Revenues,
however, that was not done. In the future, funding will be changed before a deficit is reached, and in the
event of a deficit, a Journal Entry will be processed to correct the deficit.

P003 — Epidemiology and Response exceeded the General Fund Budget in 75601 for personal service
and employee benefits as a result of EMS Bureau Staff being charged to the incorrect funding source.
The Task Profile ID for these staff should have been changed when 75601 Trauma Funds were
exhausted to charge remaining expenses to either 06101 General Funds or 06105 Other Revenues,
however, that was not done. In the future, funding will be changed before a deficit is reached, and in the
event of a deficit, a Journal Entry will be processed to correct the deficit.

2016-015 Information Technology — Password Policy (Other Matters)

Condition: During our IT related procedures for the Department, we noted the following observations
that could be strengthened by the Department.

1. Minimum password character length for the QS/1 application is set to four characters.

2. The domain administrators, who have all the privileges assigned to them, are not required to
have stronger password configuration than normal user accounts.
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2016-015 Information Technology — Password Policy (Other Matters) (Continued)

Criteria:

1. In accordance with ISACA’s Control Objectives for Information and related Technology (COBIT)
5framework (DSSO05), to manage security services, management should restricted access to
application with reasonable password configuration.

2. In accordance with ISACA’s Control Objectives for Information and related Technology (COBIT)
5framework (DSSO05), to manage security services, management should restricted access for
privileged account with stronger password configuration for these privileged accounts.

Cause:
1. The password character length is dependent upon the system limitations.

2. All user accounts, privileged or not, are treated the same.
Effect:

1. Unauthorized or malicious activity is performed on the QS/1 due to unauthorized access and
remains undetected for an extended period.

2. Unauthorized or malicious activity is performed with these privileged accounts if the credential of
the privileged accounts are known.

Recommendation:

1. The Department should work with the vendor to increase the system ability to set password to a
longer minimum length.

2. The Department should establish a different group profile for the domain administrator to
enforce a stronger password configuration.

Management's Response: On December 2, 2016, the Department of Health implemented
recommended changes to the password policy in QS/1 in the following manner:

1) Passwords must be a minimum of 8 characters in length
2) Passwords require special characters
3) Passwords require a combination of uppercase and lowercase letters

The group profile for the domain administrator will also conform to the stronger password configuration
described. All users will be required to reset their passwords to conform to new password requirements
at first login. The Application Support Manager of the DOH Information Technology Division will
monitor the compliance with the password policy.
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2016-016 Late Submission of Audit Report (Compliance and Other Matters)

Condition: The Department’s audit report for the year ended June 30, 2016 was not submitted as of
the due date of December 1, 2016 because the Department did not perform a timely reconciliation of its
Schedule of Expenditures of Federal Awards to the financial records.

Criteria: Audit reports not received on or before the due date are considered to be in non-compliance
with the requirements of Section 2.2.2.9.A of the State Audit Rule.

Cause: Failure to provide accurate and timely information regarding the Department’s Schedule of
Expenditures of Federal Awards.

Effect: Noncompliance with State Audit Rule.

Auditors’ Recommendation: Management establishes effective processes to ensure that audit
reports are submitted to the auditor timely to allow for sufficient review time and submission to the state
auditor.

Management’'s Response: DOH strived to complete the Financial Statements in a timely manner.
However, due to the new requirements set forth in the Uniform Grant Guidance (UGG), DOH is now
required to identify and report on the SEFA, all sub-recipient relationships and the amount of federal
dollars that is paid to each sub-recipient. This is a new requirement that has never been imposed in
previous audits. We did work diligently with each program to identify the sub-recipients contracted with
DOH, however we had to research and compile data to get what was needed. The time that it took to
get the information, did take longer than expected. We also had to re-format the SEFA to include the
new requirement and did run into a few problems with the software. As we worked through the software
issues we did update the SEFA periodically to include information that may have been left out or was
incorrect. We have started to look at better ways to get the sub-recipient information that is needed for
next year. We have assigned an operating unit for FY17 that will help identify each sub-recipient so that
we can run a report off SHARE and receive the information timely that is needed for the SEFA. We will
also develop a new process for the creation of the SEFA to avoid problems with the software in the
future.

DOH is proactively looking at the items that led to the delay of the financial statement by review of our
auditors and plans on initiating changes that will resolve the delays that occurred with the fiscal year
2016 audit.

The CFO is responsible for ensuring corrective action within the timeline as previously stated in the
plan.
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2011-001

2014-001

2015-001

STATE OF NEW MEXICO DEPARTMENT OF HEALTH
SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS

JUNE 30, 2016

Reconciliations and Financial Close and Reporting
Accounts Receivable

Allowability — Allowable Activities and Costs/Cost Principles

2015-002 (Originally 2014-003) Allowability — Time and Effort Reporting

2015-003 (Originally 2014-004) Eligibility

2015-004 (Originally 2013-002) Federal Program Reporting

2015-005 (Originally 2013-007) Special Tests and Provisions

2013-005

2013-006

2014-002

2015-006

2015-007

Gas Card Control Process
Payroll Approved Payrates
Network Access

Travel and Per Diem

Cash Receipts Not Recorded or Deposited in a Timely Manner
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STATE OF NEW MEXICO DEPARTMENT OF HEALTH
EXIT CONFERENCE
JUNE 30, 2016

An exit conference was held with the Department on November 30, 2016. The conference was
held at the offices of the Department of Health in Santa Fe, New Mexico. The conference was
held in a closed meeting to preserve the confidentiality of the audit information prior to the
official release of the financial statements by the State Auditor. In attendance were:

STATE OF NEW MEXICO DEPARTMENT OF HEALTH

Lynn Gallagher, DOH-Cabinet Secretary

Roy McDonald, DOH-CFO

Kim Keahbone, CPA, DOH-ASD Deputy Director

James Chadburn, CPA, CGFM, CGMA, DOH-FAB Bureau Chief
Michael Stanton, DOH-Deputy ASD Director

Jerry Anderson, DOH-Chief Internal Auditor

OFFICE OF THE STATE AUDITOR

Hamish Thomson, OSA-State Auditor
Guadalupe Jaramillo, OSA-State Auditor
CLIFTONLARSONALLEN LLP

Georgie Ortiz, CPA, CGFM, Principal in Charge

Laura Beltran-Schmitz, CPA, CFE, Engagement Director
Jane Tinker, CPA, Engagement Director
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