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Ladies and Gentlemen:

We have audited the Department of Juvenile Services (DJS) for the period
beginning August 1, 2006 and ending October 18, 2009. DJS is the central
administrative agency for juvenile intake, detention authorization, probation,
protective supervision, and aftercare services. In addition, DJS provides
residential care, diagnosis, training, education, and rehabilitation to juveniles in
State facilities, and supervises community facilities operated under contractual
agreements.

Our audit disclosed that DJS did not take adequate measures to maximize federal
Medicaid funding. Specifically, DJS did not always obtain a valid determination
of needs assessment for each youth before services were provided. As a result,
we estimated that DJS will be unable to recover most, if not all, of federal
Medicaid-eligible claims totaling approximately $3 million for the period from
June 2008 to August 2009. Furthermore, DJS did not effectively oversee
Medicaid reimbursement activity to ensure only valid claims were submitted and
that all submitted claims were accepted and reimbursed. Additionally, until
recently, DJS was unable to obtain Title I\V-E funding due to issues related to
federal disallowances during the audit period.

Significant deficiencies were noted with respect to youth care contract
procurement and monitoring. Contractual agreements were not always executed
by DJS prior to the contract start date and were not submitted to the Board of
Public Works (BPW) for approval. After we brought this to its attention, DJS
sought retroactive approval from BPW for 52 contracts valued at $148.5 million.
Furthermore, DJS did not monitor or maintain proper cost controls to ensure
payments on certain contracts did not exceed the contract values. With respect to
fixed rate contracts, DJS lacked procedures to determine whether liquidated
damages should be assessed when contractors failed to comply with contract



performance provisions, such as those relating to youth monitoring. Finally, DJS
did not maintain a complete list of youth care contracts and did not perform
timely audits to identify overpayments.

With respect to youth monitoring, DJS did not always timely implement or review
youth treatment service plans in accordance with established policies and State
law, and did not always adequately document the required number of youth
supervision contacts and youth progression through the Violence Prevention
Initiative program.

Finally, access to the automated system for youth case management and provider
payments was not sufficiently controlled and the transactions were not adequately
monitored. We also noted internal control and record keeping deficiencies with
respect to purchases and disbursements, payroll, youth restitution accounts,
property, and the working fund account.

An Executive Summary of our findings can be found on page 5. The DJS
response to this audit is included as an appendix to this report. We wish to
acknowledge the cooperation extended to us during the course of this audit by
DJS.

Respectfully submitted,

Bruce A. Myers, CPA
Legislative Auditor
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Executive Summary

Legislative Audit Report on the
Department of Juvenile Services (DJS)
September 2010

DJS did not maximize federal Medicaid funding for eligible youth placed
in residential rehabilitation facilities. Primarily this occurred because
DJS did not always obtain a determination of needs assessment for each
youth before services were provided. We estimated that unreimbursed
claims totaled approximately $3 million for the period from June 2008 to
August 2009; DJS will be unable to recover most, if not all of these funds.

DJS should maximize eligible federal Medicaid funding by ensuring that each
youth eligible for Medicaid reimbursement has a valid determination of needs
assessment completed prior to placement in a residential rehabilitation facility.

DJS did not effectively oversee Medicaid reimbursement activity. For
example, Medicaid claims were not independently reviewed and
approved prior to submission for reimbursement, and DJS did not
monitor to ensure that requested reimbursement claims were accepted
for payment and that reimbursements were actually received. A
Medicaid funding request, totaling approximately $511,600 that was
processed in March 2009, was not recovered until almost a year later.

DJS should ensure that claims are independently reviewed for accuracy and
completeness prior to processing for reimbursement. DJS should periodically
reconcile submitted claims to claims accepted and reimbursements received.

Several significant deficiencies were noted with respect to monitoring and
procurement of youth care contracts. Contractual agreements were not
always executed by DJS prior to the contract start dates, and were not
always submitted to the Board of Public Works (BPW) for its approval.
After we brought this to its attention, DJS sought retroactive approval
from BPW for 52 contracts valued at $148.5 million. Also, DJS did not
monitor or maintain proper cost controls to ensure that payments on
certain contracts did not exceed the contract values and did not prepare
contract modifications for five contracts tested in which payments
exceeded awards by $2.9 million. For certain contracts, DJS lacked
adequate procedures to determine whether liquidated damages should be
assessed when contractors do not comply with contract performance
requirements, such as the timely submission of youth treatment plans and
reporting instances of youth abuse.
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DJS should ensure that all contracts are formally executed prior to the
inception of their coverage periods, and should comply with State
Procurement regulations regarding obtaining BPW approval for contracts and
modifications. DJS should also implement contract cost controls and monitor
contractor performance relative to requirements associated with liquidated
damages.

DJS did not maintain a complete list of youth care contracts and did not
have sufficient procedures to perform audits of youth care contract
expenditures. According to DJS records, it identified $1.9 million in
overpayments as a result of 204 contract audits previously conducted.
While DJS records were incomplete, as of March 2010, these records
indicated that it had not performed audits for about 300 contracts for
fiscal years 2009 and earlier.

DJS should develop and maintain an accurate and complete listing of all youth
care contracts, develop a formal policy as to audit frequency, and conduct
audits in accordance with this policy.

With respect to youth monitoring, DJS did not always timely implement
or review youth treatment service plans, and did not always document the
required number of youth supervision contacts and youth progression
through the Violence Prevention Initiative (VPI) program.

DJS should comply with its established policies by ensuring that case
managers timely implement and review treatment service plans and properly
conduct and document the required number of contacts with the youth.

Access to the critical Automated Statewide Support and Information
System (ASSIST), which is used for youth case management and provider
payments, was not adequately controlled and the propriety of critical
transactions processed was not reviewed. Finally, internal control and
record keeping deficiencies were noted with respect to purchases and
disbursements, payroll, youth restitution accounts, property, and the
working fund account.

DJS should appropriately restrict employee access to ASSIST, and should
verify that only authorized transactions have been recorded. DJS should also
take the recommended actions to improve internal controls and record keeping
in the aforementioned areas.



Background Information
Agency Responsibilities

The Department of Juvenile Services (DJS) is the central administrative agency
for juvenile intake, detention authorization, probation, protective supervision, and
aftercare services. In addition, DJS provides residential care, diagnosis, training,
education, and rehabilitation to juveniles in State facilities, and supervises
community facilities operated under contractual agreements. DJS responsibilities
also include the collection and disbursement of restitution payments on behalf of
individuals or organizations that have sustained damages caused by juvenile
offenders. DJS has a headquarters office located in Baltimore City and 32 field
offices located throughout the State, and has approximately 2,270 permanent and
120 contractual positions. According to the State’s records, fiscal year 2009 DJS
expenditures totaled approximately $275.4 million ($243.6 million for Regional
Operations and $31.7 million for Centralized Operations).

According to DJS records, the number of youth placements under its care
(including detention programs, committed programs, probation, and aftercare)
during fiscal year 2009 totaled approximately 33,100. In addition, the average
daily population of youths under its supervision (in both State and contractual
facilities) totaled approximately 2,055 for the same period.

Regionalization of Operations

Chapter 498, Laws of Maryland 2007, effective October 1, 2007, required DJS to
deliver certain juvenile system services on a regional basis. As shown in Table 1
on the next page, DJS regionalized and integrated residential and community
functions into six regions. These regionalized functions include juvenile intake,
probation, aftercare treatment, community detention, treatment operations, and
certain fiscal support services (such as, payroll and invoice processing). During
our audit, we conducted site visits to the Metro, Central, and Western Regions and
conducted audit procedures regarding certain aspects of the fiscal support services
performed at these locations.



Table 1

Department of Juvenile Services Regional Operations

Fiscal Year

Average Daily
Population at

Maryland 2009 Regional
Region Jurisdictions State Residential Youth Facilities . Residential
. . Expenditures e
Included in Region L Facilities in
(in millions) .
Fiscal Year
2009
Baltimore City . . Balj[imore City Juvenile Justice Center,
. Baltimore City William Donald Schaefer House, and $66.8 128
Region the Maryland Youth Residential Center
. Montgomery and Prince Cheltenham Youth Facility and the
Metro Region George’s Counties Alfred D. Noyes Children’s Center $51.6 161
Baltimore, Carroll,
Central Region Harford, and Howard Charles H. Hickey Jr. School $40.4 70
Counties
Victor Cullen Academy, Western
Allegany, Frederick, Maryland Children’s Center, and four
Western Region Garrett, and Washington | Youth Centers (Backbone, Greenridge, $39.4 218
Counties Meadow Mountain, and Savage
Mountain)
Anne Arundel, Calvert,
Southern Region | Charles, and St. Mary’s | Thomas J. S. Waxter Children’s Center $25.5 36
Counties
Caroline, Cecil,
Eastern Shore Dorchest’er, Kent, Queen J. DeWeese Carter Center and the
Region Anne’s, Somerset, Lower Eastern Shore Children’s Center $19.9 38
Talbot, Wicomico, and
Worcester Counties
Totals $243.6 651

Source: State Budget Books and DJS Statistical Reports on Youth Population

Federal Fund Reimbursement Disallowance

DJS, in conjunction with the Department of Human Resources (DHR), appealed a
decision by the United States Department of Health and Human Services (DHHS)
to disallow Title IV-E grant expenditure reimbursement claims (for eligible
youths in certain out-of-home settings, such as in foster care). The disallowed
claims, totaling approximately $4.8 million, were submitted by DJS for the
quarters ending June 30, 2008, September 30, 2008, and December 31, 2008,
including adjustments for prior quarters. The disallowances were principally

based on DHHS’s assertion that DJS and DHR violated Maryland State law by
operating separate Title I\V-E programs, and that an agreement between DHR and

DJS permitting DJS to perform certain Title I\V-E activities was deemed
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inconsistent with applicable laws. Specifically, in March 2006, DJS and DHR
entered into a Memorandum of Agreement (MOA) that authorized DJS to make
Title IV-E eligibility determinations for DJS’ youth. In order to allow the MOA,
DHHS requested DJS and DHR to revise Maryland’s Title IV-E plan, applicable
state regulations, court orders, and indirect cost allocation plans. As of March 24,
2010, the requested information had been provided to DHHS for its review.

On August 12, 2010, DHHS notified DJS that the disallowances were valid, but
made a “best and final offer” to settle the matter by allowing DJS to recover
approximately $2.3 million of the $4.8 million disallowance for the prior quarter
adjustments. DJS accepted this offer and requested dismissal of its appeal claim
on August 24, 2010. According to this settlement, DHHS agreed to reimburse
DJS for certain costs for quarters beginning July 1, 2009, but DJS will not be able
to claim reimbursements for any Title IV-E expenditures for the period April 1,
2008 to June 30, 20009.

Status of Findings From Preceding Audit Report

Our audit included a review to determine the status of the 16 findings contained in
our preceding audit report of the Department of Juvenile Services, dated July 11,
2007. We determined that DJS satisfactorily addressed 11 of these findings. The
remaining 5 findings are repeated in this report.



10



Findings and Recommendations

Federal Funds

Background

During our audit period, DJS’ primary sources of federal fund revenues were Title
IV-E and Medicaid. Specifically, according to DJS’s records, of the $6.9 million
federal fund revenue received during fiscal year 2009, approximately $4.5 million
related to Title IV-E and Medicaid revenue. According to State regulations, DJS
may obtain Title I\V-E federal revenue for costs incurred when eligible youths are
placed in certain out-of-home settings, such as in State-licensed foster care homes
or group homes. Because of a potential federal disallowance of Title IV-E
reimbursements—as explained on page 8 of this report—DJS did not submit Title
IV-E reimbursement claims from January 2009 to June 2010.

For DJS to seek federal Medicaid reimbursement for an eligible youth placed in
residential rehabilitation services, a licensed social worker, nurse, psychologist, or
psychiatrist must assess the youth’s need for service and document this
assessment in a Determination of Needs (DoN) report. The DoN assesses the
presence of certain behavioral or emotional disorders that prevent the youth from
functioning normally in homes, schools, or other community settings and that
necessitate placement in a more structured environment that provides for safety,
guidance, counseling, and other appropriate interventions.

DJS uses a contractor to process eligible Medicaid expense reimbursement
claims, and the contractor forwards processed claims to the Department of Health
and Mental Hygiene (DHMH) where they are submitted for federal
reimbursement. A claim is based on an established rate for each day an eligible
youth is receiving eligible treatment in a residential rehabilitation services
program. Revenue relating to accepted claims is first received by DHMH and
DHMH electronically transfers the funds to DJS. According to DJS records,
during fiscal year 2009, Medicaid program expenditures and revenue totaled
approximately $2.4 million and $1.9 million, respectively.
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Finding 1

DJS did not maximize federal Medicaid funding for eligible youth
placements in residential rehabilitation facilities. We estimated that
unreimbursed claims totaled approximately $3 million for the period

from June 2008 through August 2009; DJS will be unable to recover most, if
not all, of these funds.

Analysis

DJS did not maximize federal Medicaid funding for eligible youth placements in
residential rehabilitation facilities. On a monthly basis, DJS submits a report of
new claims and a report of all youths with a valid DoN assessment to the
Medicaid billing contractor. Based on the information provided for each youth,
the contractor determines if each claim qualifies for Medicaid reimbursement and
provides DJS with a monthly report of all reimbursement claims that failed to be
accepted so that DJS can research and correct the claims for subsequent
resubmission.

According to reports provided by the contractor during the period from June
2008 through August 2009, approximately 87,700 of the 151,400 claims
submitted for reimbursement (58 percent) failed acceptance by the contractor.
We estimated that these failed claims had a Medicaid reimbursement value
approximating $4.3 million. The contractor reports also indicated that the vast
majority (more than 90 percent or approximately 79,700) of the claims failed
because DJS had not obtained a valid DoN for the related youths placed in the
eligible residential rehabilitation facilities. A DoN should be obtained prior to an
eligible youth’s placement since DJS cannot obtain federal Medicaid
reimbursement for the youth’s treatment costs until a DoN assessment is
completed. Accordingly, treatment costs incurred prior to a completed DoN
assessment are not eligible for federal reimbursement.

Our analysis of these 79,700 failed claims disclosed that the claims related to
approximately 930 youths; approximately 490 of these youths had been placed in
an eligible residential rehabilitation services program for at least two months.
Although DJS successfully resubmitted approximately 19,300 claims, as of
November 28, 2009, the remaining 60,400 claims were still ineligible for
Medicaid reimbursement because DJS either had not obtained or had not provided
the contractor with the youth’s DoN assessment. We estimated that these
unreimbursed claims totaled approximately $3 million and, because of the
absence of the related DoN assessments at the time the services were provided,
DJS will be unable to obtain reimbursement for most, if not all, of these claims.
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Our test of reimbursement claims for 30 youth that failed acceptance by the
Medicaid billing contractor due to DoN issues, totaling approximately $195,800,
disclosed several conditions that impacted the recovery of funds. Ultimately,
claims totaling $23,000 were recovered, claims totaling $25,800 remained
recoverable, and the remaining funds totaling $147,000 are not recoverable
because there was no DoN assessment prior to the date of service. Our test
disclosed the following conditions:

e For reimbursement claims related to 19 youths, DJS did not obtain a valid
DoN assessment for periods ranging from 36 to 422 days after the youths
were placed in eligible residential rehabilitation facilities. Additionally, as of
January 30, 2010, DJS still had not obtained a valid DoN for 5 other youths.

e Asof January 30, 2010, DJS had not investigated and resolved reimbursement
claims for seven youths that failed acceptance by the billing contractor even
though DJS records indicated the youths had valid DoNs.

e Claims for four youths failed acceptance by the billing contractor because the
records DJS submitted were inaccurate. For example, although DJS had a
valid DoN for two of the four youths, the claims were rejected because DJS
incorrectly omitted the youths from the report of youths with a valid DoN
assessment.

Recommendation 1

We recommend that DJS maximize eligible federal Medicaid funding by

a. ensuring that each youth eligible for Medicaid reimbursement has a valid
DoN assessment completed prior to placement in a residential
rehabilitation services program,

b. performing timely investigations when youth fail to be accepted by the
contractor for not having a DoN and take the appropriate action to
ensure a DoN is subsequently obtained, and

c. ensuring accurate information is reported to the contractor to determine
Medicaid reimbursement eligibility.

Finding 2
Adequate procedures and controls were not established to ensure Medicaid
claims were accurately submitted and properly reimbursed.

Analysis
DJS had not established adequate procedures and controls to ensure Medicaid
claims were accurately submitted and properly reimbursed.
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Medicaid reimbursement claims were not subject to independent supervisory
review and approval prior to submission for reimbursement. Specifically, the
monthly reimbursement claims were manually compiled by a DJS employee
based on electronic invoices and attendance sheets submitted by the providers.
After the claims were compiled, they were submitted to the Medicaid billing
contractor without supervisory approval. Without an appropriate independent
review and approval, DJS lacks assurance that the submitted claims accurately
represent the number of days spent by eligible youths at the facilities and are
complete.

DJS did not adequately monitor if requested reimbursement claims submitted
to its Medicaid billing contractor were accepted for payment. Although DJS
received detailed reports of claims that were denied and failed acceptance due
to incomplete information for Medicaid funding, DJS did not request a
detailed report of claims accepted for payment. Instead, DJS assumed that if a
reimbursement claim did not appear on a denied or failed claims report, then
the claim was accepted for payment. Since reimbursement claims are
submitted on a per youth/per day basis, reconciliation of a detailed report of
claims submitted to the claims accepted for payment and to the denied and
failed claims reports is critical to determine the final disposition of
reimbursement claims and to ensure all eligible claims were accepted for
Medicaid reimbursement.

DJS did not monitor to ensure requested Medicaid reimbursements were
actually received. Specifically, DJS did not reconcile its Medicaid billing
contractor’s accepted claims data with Medicaid funds received from DHMH
to ensure that funding was received for all claims processed by the contractor.
During our audit, we noted an instance in which DJS did not take timely
action to recover Medicaid funding totaling approximately $511,600 from
DHMH that was processed by the contractor in March 2009. Although DJS
became aware of the unrecovered funds in July 2009 and advised DHMH of
the issue at that time, it did not subsequently follow up with DHMH to
recover the funds until we brought this to its attention in January 2010. Based
on DJS inquiries, it was determined that DHMH had not processed the related
claim for federal reimbursement. DJS subsequently received the funds from
DHMH on February 22, 2010. Based on our calculations, lost interest income
to the State related to this delay in recovering funds totaled approximately
$18,700.

14



Recommendation 2

We recommend that DJS

a. ensure that reimbursement claims are independently reviewed for
accuracy and completeness, at least on a test basis, prior to submission to
its billing contractor;

b. obtain detailed reports of the billing contractors records of claims
disposition (failed, accepted for payment, denied) and perform periodic
(such as, monthly) reconciliations of its submitted claims records to the
billing contractor’s records to ensure that all claims are accounted for;
and

c. perform periodic (such as, monthly) reconciliations of its accepted claims
records to the DHMH records of Medicaid funds received.

Finding 3

DJS needs to continue to work with the Judiciary to ensure that individual
court decisions contain the requisite language to enable the State to recover
Title 1V-E funding.

Analysis

Despite DJS’ efforts to help ensure the Judiciary’s individual court decisions
contain the requisite language to enable the State to recover Title IV-E funding,
DJS still has a large number of ineligible cases because court orders did not
contain the required language. DJS may obtain Title I\V-E federal funding for
costs incurred when eligible youths are placed in certain out-of-home settings,
such as in State-licensed foster care homes. In our prior audit report, we noted
that DJS determined it was unable to claim Title IV-E funding for many eligible
youths in its care because the related court orders for the removal of the youths
from their homes did not contain specific language that met federal requirements.
Specifically, when applicable, the court orders must state that it is contrary to the
welfare of the youth to remain in his/her home and that reasonable efforts have
been made to prevent the youth’s removal from the home. According to DJS
records, in fiscal year 2009, there were 1,554 court determinations, of which 17.8
percent were ineligible because the wording in the court orders did not conform to
the federal requirements; this is only a small improvement from fiscal year 2007
in which 20.9 percent of the 1,040 court determinations were ineligible.

DJS has noted that it does not control the judicial process, but it has been actively
working with the Judiciary to provide training to help resolve this issue.
Additionally, on May 7, 2009, DJS revised its prototype court order and
submitted it to the Judiciary for review and approval; however, as of April 2010,
the Judiciary has not officially approved the prototype court order. Furthermore,
we were advised by DJS management that, while improvement has been noted in
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some jurisdictions throughout the State, other jurisdictions continue to issue

court decisions without the required federal language. While we acknowledge the
existence of judicial discretion in the issuance of these court orders, and the fact
that the required federal language may not always be appropriate, we believe that
DJS should continue its efforts to work with the Judiciary to help ensure that,
when applicable, court orders meet all federal requirements for Title IV-E
eligibility. DJS could take additional actions, such as collecting and analyzing
judicial data, and meeting with the appropriate judicial personnel within the
jurisdictions to identify possible solutions.

Recommendation 3

We recommend that DJS continue its efforts to work with the Judiciary to
ensure that court decisions contain the federally required language to
facilitate the recovery of Title IV-E funding (repeat).

Youth Care Contracts

Background

DJS enters into numerous contracts for its Purchase of Care program to provide
services (such as education, mental health, therapy, vocational services, and
counseling) to adjudicated juveniles placed in non-residential or licensed
residential facilities (such as treatment foster care). The two main types of
purchase of care contracts are per diem and fixed rate. Per diem contracts, which
represent the majority of the purchase of care contracts, are primarily used for
residential care providers who are paid based on predetermined rates established
by the State’s Interagency Rates Committee.® Fixed rate contracts are primarily
used for non-residential providers who are paid a specified amount each month to
provide services. The fixed rate contracts include certain contractor performance
requirements (which vary among the contracts) and provisions to assess liquidated
damages if those requirements are not met. State regulations require DJS to
perform periodic audits of the accounts and records of all contractors providing
care for youths to determine if funds were spent in accordance with the contracts.
According to DJS records, from fiscal year 2007 to 2009, DJS paid approximately
$220.5 million to contractors providing youth care services, including
approximately $148.1 million to contractors under per diem contracts.

! The Interagency Rates Committee (IRC) comprises representatives from the Department of
Budget and Management, Department of Health and Mental Hygiene/Mental Hygiene
Administration, Department of Human Resources/Social Services Administration, Department of
Juvenile Services, Governor’s Office for Children, and the Maryland State Department of
Education. The IRC is charged with developing and operating a rate process for residential
childcare programs that is fair, equitable, and predictable.
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Finding 4

Significant deficiencies were noted with respect to the procurement and
monitoring of purchase of care contracts, including the assessment of
liquidated damages.

Analysis

DJS did not comply with certain contract approval and publication requirements
established by State Procurement Regulations and did not maintain records to
monitor contract costs and compliance with key contract provisions pertaining to
the assessment of liquidated damages.

Per diem contracts were not always executed prior to the contract start date,
nor were all such contracts submitted to BPW for approval. Our test of 10 per
diem contracts valued at $70.4 million disclosed 8 contracts, totaling
approximately $57.2 million, that were not executed by DJS until 235 to 301
days after the start of the contracts. None of the eight contracts was submitted
to the Board of Public Works (BPW) for its approval. State Procurement
Regulations generally require that procurements of services in excess of
$200,000 be approved by BPW. These eight contracts had terms beginning in
July or August 2008 and DJS approved payments totaling approximately
$13.7 million to these contractors prior to executing the contracts. After we
brought the lack of BPW contract approval to DJS’ attention, DJS contacted
the BPW to seek the retroactive approval of the 8 contracts identified during
our testing and 44 additional contracts that were not approved by the BPW
prior to being awarded by DJS. According to DJS, the total value of the 52
contracts is approximately $148.5 million.

DJS did not monitor or maintain proper cost controls to ensure that payments
to contractors on per diem contracts did not exceed the total contract values,
as well as the maximum amounts for each year within the multi-year contract
periods. Specifically, DJS did not establish purchase orders for contracts on
the State’s Financial Management Information System (FMIS), or establish
any other mechanism to track payments in relation to the contract amounts.
For 5 of the 10 per diem contracts tested, DJS approved payments ($10.8
million) that exceeded the maximum fiscal year 2009 contract award amounts
by $2.9 million. For example, for one contract, DJS approved payments
totaling approximately $3.2 million in fiscal year 2009 even though the
contract maximum was $2 million for that year. (None of the per diem
contracts selected for testing had expired.) Additionally, DJS did not prepare
modifications to the contracts for submission to BPW for approval. State
regulations require that BPW approve contract modifications that change the
amount of the contract, or any cost component of the contract, by more than
$50,000. We were advised that payments could exceed award amounts due to
17




changes in service requirements. Based upon our review, the payments made
on the contracts tested appeared to be for legitimate services provided by the
vendors.

For fixed rate contracts, DJS lacked adequate procedures to determine
whether liquidated damages should be assessed when contractors do not
comply with contract performance requirements. Although quality assurance
reviews are conducted to help ensure services are provided, there was no
mechanism to ensure that all requirements pertaining to liquidated damages on
all applicable contracts were being monitored or to determine whether
liquidated damages should be assessed for instances of non-compliance
detected by DJS. Consequently, according to DJS management personnel,
liquidated damages have not been assessed against any contractor during our
audit period.

The extent and nature of contract performance requirements associated with
liquidated damages vary with each contract but may include a number of
requirements relating to timeliness of submitting various reports and
establishing youth Treatment Service Plans. For example, one contract we
reviewed included the following partial list of liquidated damages: $34 for
each day a youth’s Treatment Service Plan is late or is not completed within
72 hours of a youth’s admission to the facility; $500 for each occurrence
where the contractor fails to report youth abuse, neglect, or suicide; and $162
for each day monthly statistical reports are not submitted by the 15th of the
month. While DJS has acknowledged instances of contractor non-compliance
with contract provisions, the extent of such instances and the potential amount
of any assessment for liquidated damages could not be readily determined.

DJS did not always comply with publication requirements for contract awards.
Specifically, our test of five fixed rate contracts, valued at approximately
$34.9 million, disclosed two contracts awarded by DJS between September
2006 and March 2009, totaling $19.7 million, had not been published on
eMaryland Marketplace (eMM) within 30 days of the contract award as
required by State regulations. After bringing this deficiency to the attention of
DJS management, the awards were subsequently published in eMM on March
12, 2010, which was approximately 11 to 41 months, respectively, after the
contract award dates.
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Recommendation 4

We recommend that DJS

a. ensure that the contract procurement process is completed prior to the
inception of the coverage period;

b. monitor and track contract payments relative to contract award amounts
by establishing proper cost controls (such as, through the establishment
of purchase orders on FMIS) and ensure that payments on each contract
do not exceed the total, as well as the annual award amounts;

c. comply with State Procurement Regulations by preparing contract
modifications when applicable, submitting all applicable contracts and
contract modifications to the BPW for approval, and publishing awards
on eMM when required; and

d. establish procedures to monitor contractor performance relative to
requirements associated with liquidated damages and document
determinations regarding the assessment of liquidated damages.

Finding 5
Procedures to monitor, and perform audits of youth care contractor
expenditures were insufficient.

Analysis

DJS lacked sufficient procedures for monitoring and performing audits of youth
care contract expenditures. State regulations require DJS to perform periodic
audits of the accounts and records of all contractors providing care for youths,
under both fixed price and per diem contracts, to determine if funds were spent in
accordance with the contracts. Accordingly, contractors are required to submit
annual audited financial statements that indicate whether State funds were used
for allowable contract expenditures and which identify overpayments.
Additionally, the DJS audits should determine if the reported revenue and
expenditure data are consistent with the approved contract operating budgets.
According to DJS’ records, during the period from August 1, 2006 through
October 18, 2009, DJS performed 204 contract audits, resulting in approximately
$1.9 million due from contractors for overpayments. Our review of DJS’ audit
process disclosed the following conditions:

e DJS did not maintain a complete list of youth care contracts. Consequently,
DJS was unable to readily identify the total population of contracts for audit
purposes. For example, as of March 2010, our review of 15 multi-year
contracts disclosed that, for 7 contracts, there was at least one contract
year for which an audit was not performed or scheduled to be performed. We
were advised by DJS management that DJS is currently working to develop a
complete and accurate list of youth care contracts. Furthermore, while we
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were advised by DJS management that audits should be performed annually,
limited resources have restricted its ability to do so, and DJS did not have a
formal policy defining audit frequency. Additionally, while DJS records are
incomplete, as of March 2010, these records indicated that DJS had not
performed audits for approximately 300 contracts with fiscal year ending
dates of June 30, 2009 or earlier.

e DJS did not ensure audited financial statements were being submitted by
residential youth care services contractors within the required 150 days after
the fiscal year ending date, and did not adequately follow-up with contractors
to obtain the financial statements. Specifically, our test of fiscal year 2009
financial statements on six contracts with payments totaling approximately
$13.6 million, which were due by November 27, 2009, disclosed that, as of
March 17, 2010, financial statements were not received from three contractors
that received payments totaling approximately $9.4 million. Furthermore, the
financial statements on two contracts that received payments totaling
approximately $4.2 million were received 25 to 82 days late. According to
DJS records, in fiscal year 2008, reminder letters were sent to only 13
contractors (that is, to those whose names began with the letters A and B) that
failed to submit timely financial statements and, as of March 2010, DJS had
not issued any reminder letters for fiscal year 20009.

Recommendation 5

To help ensure compliance with State regulations, we recommend that DJS

a. develop and maintain an accurate and complete listing of all youth care
contracts for audit purposes;

b. establish a formal policy requiring annual contract audits and conduct
audits in accordance with this policy; and

c. obtain required financial statements from contractors, within the
required time frames, and follow up with contractors that are delinquent
in submitting financial statements, on a timely basis.

Finding 6

Pharmaceutical invoices were paid without verifying the propriety of the
costs charged. In addition, payments on the pharmaceutical contract
exceeded the approved contract amount.

Analysis

DJS paid its pharmaceutical contractor without ensuring the invoiced costs of

drugs were proper. DJS’ approval of the invoices only consisted of ensuring that

drugs were ordered and administered to the specific youths listed on the invoices.

Specifically, no drug costs or dispensing fees were verified to the contract terms.
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Consequently, there was no assurance that the amounts paid to the distributor for
items purchased were appropriate. Based on our review of DJS’ records, during
the period from April 1, 2007 to September 30, 2009, DJS paid the contractor
approximately $2.16 million, which exceeded the approved contract value of $1.8
million by approximately $360,000 and no contract modification was processed.

According to the DJS contract, the contractor agreed to charge DJS a lower price
for prescription drugs based on an established formula. We were advised by DJS
management personnel that the drug costs and related fees were not verified to the
contract provisions because the cost methodology was not adequately defined and
was difficult to interpret. We were advised by DJS personnel that the pricing
terms of the new pharmaceutical contract, effective October 1, 2009, have been
simplified and will allow DJS to verify drug costs, at least on a test basis.

Recommendation 6

We recommend that DJS

a. ensure the cost methodology is adequately defined in the pharmaceutical
contract;

b. verify the accuracy of invoiced drug costs, at least on a test basis; and

c. monitor contract expenditures relative to the contract amount and ensure
that contracts are modified when required.

Youth Monitoring and Case File Records

Background

DJS uses various methods to monitor youth and to assess the effectiveness of its
treatment and supervision. The two critical components of DJS’ youth
monitoring efforts are the youth’s treatment service plan (TSP) and the case
manager supervision contacts with the youth.

The TSP is used to make youth care recommendations to the court at initial
disposition and at various stages of a youth’s involvement with DJS. The TSP
includes the recommended level of supervision for the youth and the specific
goals for the youth and family to meet, along with timelines for meeting those
goals, and a statement of the services to be provided to the youth and the youth’s
family.

Youth are placed in various DJS programs including community detention, after
care, and probation, with varying requirements for case manager supervision.
Youth with the highest risk of being perpetrators or victims of crimes of violence
are monitored through the Violence Prevention Initiative (VPI) program, which
addresses public safety through increased supervision and services for these high-

21



risk youth. DJS initiated the VPI in Baltimore City in January 2008 and
subsequently expanded the program statewide. Case manager supervision can
occur via face-to-face meetings and telephone contacts. The face-to-face contacts
can occur in DJS offices, in the youth’s home or school, or in other locations in
the community. VIP allows DJS to intervene early and more often, thereby
preventing an escalation of behaviors that could result in violent crime. Youth
case management activities are recorded in the Automated Statewide Support and
Information System (ASSIST). ASSIST allows DJS to track each youth’s
location and assessment of needed care, from the intake process through discharge
from a residential facility, including court-ordered supervision, such as probation.
According to DJS records, as of September 1, 2009, approximately 350 youths
were participating in the VPI program.

Finding 7

DJS did not always timely implement or review youth treatment service
plans (TSP), did not always document the required number of case manager
supervision contacts, and did not adequately document youth progression
through the Violence Prevention Initiative (VPI) program.

Analysis

DJS did not always timely implement or review youth treatment service plans
(TSP) in accordance with established policies and State law. In addition, DJS did
not always document the required number of case manager supervision contacts,
and did not adequately assess youth progression through the VVPI program in
accordance with its policies. Specifically, we tested 25 youths under DJS
supervision in September 2009, consisting of 15 youths participating in the VPI
program and 10 youths assigned to community detention, probation, or aftercare
programs. Our test disclosed the following conditions:

e For 17 youths, DJS did not document the implementation of the TSP within
25 days of the youth’s court disposition, as required by State law.
Specifically, for 9 youths, the implementation delays ranged from 56 to 276
days after the date of disposition. For the remaining 8 youths, which had been
under DJS supervision for periods ranging from six months to more than three
years, DJS did not maintain proper documentation to determine if the TSP
was implemented timely.

e For 10 youths, DJS had not reviewed the TSP in the past 90 days, as required
by DJS policy. For example, as of January 31, 2010, the last documented TSP
review for one youth was April 7, 2009. Additionally, for another youth, DJS
did not maintain a TSP. According to the DJS Treatment Service Plan policy,
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DJS case manager supervisors are required to perform quarterly reviews of
youth case files and determine if any revisions or updates need to be made.

For 14 youths, DJS did not adequately document in ASSIST that the required
number of case manager supervision contacts had been conducted. For
example, the required number of face-to-face contacts was not reflected in
ASSIST for 7 youths that, according to ASSIST were in the VPI program.
Furthermore, for 5 youths, DJS did not document that required supervisory
case reviews were performed every 60 days. Although DJS case managers
may have informally documented other contacts or attempted contacts (such
as in youth contact logs), according to DJS policy, case managers are required
to document youth supervision contacts in ASSIST so that DJS can effectively
monitor youth supervision activity on a centralized basis.

Four youths progressed through the three VPI program levels quicker than the
recommended time frame, which is three months per level, without adequate
documentation of consistent compliance with services and supervision. For
example, one youth progressed from Level 1 supervision to Level 3
supervision after only two days in the program. DJS advised that this youth
should have started in Level 3 supervision; however, this was not documented
in ASSIST. Another youth progressed from Level 1 supervision to Level 2
supervision after 51 days, even though the youth had failed to report for face-
to-face meetings with a DJS case manager for five consecutive weeks and had
a curfew violation.

The VPI program operates on a three-level system. According to DJS policy
for the VVPI program, case managers are required to conduct various contacts
based upon the youth’s supervision level. Additionally, VPI cases are
required to be reassessed through supervisory case reviews every 60 days. A
youth’s movement through the VPI program levels is contingent upon
ongoing assessments of compliance with conditions of supervision and
successful participation in identified services. In order to transition from each
VPI level, youth are expected to have participated consistently in education
and/or employment for at least three consecutive months and to have
demonstrated ongoing satisfactory progress in each area. However, youth
who are consistently compliant with services and supervision may receive
incentives that include a reduction of the time required to transition from the
program to standard supervision.

According to the DJS September 2009 internal quarterly review of 676 youths,
the treatment service plans were not updated in the last quarter for approximately
38 percent of the youths reviewed, and the required number of face-to-face
contacts with youths was not documented for approximately 43 percent of the
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youths reviewed. Selected youth case files are reviewed each quarter to
determine if certain critical youth monitoring was performed and if case file
records are being properly maintained and documented.

Recommendation 7

We recommend that DJS comply with its established policies by ensuring

a. case managers timely implement and periodically review the treatment
service plans as required,

b. case mangers properly conduct and document in ASSIST the required
number of contacts with the youth,

c. supervisory reviews of VPI case files are performed and documented
every 60 days, and

d. case managers document the reasons to accelerate youth progression
through the VPI supervision levels.

Purchases and Disbursements

Finding 8
Proper internal controls were not established over the processing of
purchasing and disbursement transactions.

Analysis

The security features available on the State’s Financial Management Information
System (FMIS) were not fully used to establish proper internal control over
certain purchasing and disbursement transactions. Specifically, DJS had not
established any electronic approval paths over certain critical documents (such as,
purchase orders, requisitions, and invoices) for 3 of its 82 departments that initiate
critical purchasing and disbursement transactions. Furthermore, DJS had not
established adequate electronic approval paths over all critical documents in 63 of
its 82 initiating departments. As a result, twenty-nine employees could initiate
critical purchasing or disbursement transactions in these departments without
approvals. Specifically, 8 employees could initiate purchase orders, 20
employees could initiate disbursements (including 14 employees that could also
change or add vendors), and one employee could initiate and approve
disbursements and release them for payment. Finally, 2 of the 29 employees had
the ability to initiate both purchasing and disbursement transactions as well as
change or add vendors.

Consequently, unauthorized transactions could be processed which may not be
readily detected. During fiscal year 2009, DJS used FMIS to process
disbursements totaling approximately $115.5 million, of which approximately
$102 million were processed by the aforementioned employees without
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independent on-line approval. Similar conditions were commented upon in our
two preceding audit reports.

Recommendation 8

We recommend that DJS fully use the available FMIS security features by
establishing independent on-line approval requirements for all critical
purchasing and disbursement transactions (repeat).

Information Systems Security and Control

Finding 9
Access and monitoring controls over the ASSIST system were inadequate.

Analysis

Access and monitoring controls over the ASSIST system, which DJS uses to
record and monitor youth case management activities, were inadequate.
Specifically, we noted the following conditions:

e Eleven employees had inappropriate access privileges in ASSIST.
Specifically, these employees had the capability to create and modify youth
records and to add youth care providers without independent review and
approval. Furthermore, six of these employees also had the capability to
generate certificates of placement that document placement of the youth in
certain long-term care facilities. As a result of these incompatible duties, a
fictitious provider and youth placement could be recorded in ASSIST, which
would allow improper payments for services that were not actually rendered
which may not be readily detected. A similar condition regarding the failure
to adequately control ASSIST access was commented upon in our preceding
audit report.

e The database that contained all system data was not properly secured. For
example, we identified 27 files on the production database server that
contained critical database account names and passwords stored in plain text.
These accounts include powerful database system accounts that provide full
access to the database. In addition, database administrator account activities
were not logged. As a result of these conditions, anyone with access to this
database server could read these plain text files and gain unauthorized access
capabilities to enable them to make modifications to the production database;
any such modifications made by administrators would not likely be detected.
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Numerous personnel had unnecessary administrator status on a critical
network server that allowed them full control over many critical network
devices. In addition, a factory-installed user account was not properly
renamed on two critical servers.

Audit features were not properly enabled for a critical ASSIST server tested.
As a result, most security-related events were not logged or monitored on this
server.

DJS did not generate reports to identify critical transactions processed from
ASSIST, such as changes to provider names, youth addresses, and adjudicated
offenses. Such reports should be used to help DJS review the propriety of
critical transactions.

Recommendation 9
We recommend that DJS

a.

restrict ASSIST access to ensure employees with the capability to create
and modify youth records do not also have the capability to add youth
care providers or have the ability to generate a youth’s certificate of
placement document (repeat);

ensure that database accounts and related passwords are adequately
protected;

log and review database administrator activities;

eliminate all unnecessary administrative accounts and rename default
administrator accounts to account names not readily identifiable as
administrators;

enable audit logging of significant security events on its critical ASSIST
servers and perform timely reviews of the logged activity; and

generate output reports and perform a documented review to verify, at
least on a test basis, that critical transactions posted to ASSIST are valid.

Payroll and Personnel

Finding 10
Certain employees improperly received overtime compensation or received
duplicate salary payments.

Analysis
Overtime earnings were not always proper and duplicate salary payments were
made to employees. Specifically we noted the following conditions:
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e Some employees received overtime compensation even though they were
ineligible to receive overtime based on their employment classifications.
Specifically, we tested overtime earnings totaling approximately $55,000
relating to 24 employees for selected pay periods in calendar years 2008 and
2009. Our test disclosed that 10 employees with overtime earnings totaling
approximately $11,400 were ineligible to receive overtime. For example, one
ineligible management employee received overtime compensation for one pay
period totaling $1,235 for work related to facility operations. These improper
payments appeared to result, at least in part, from a lack of coordination
between the human resources and payroll departments when employees were
reclassified from an overtime-eligible position to an ineligible overtime
position. According to DJS payroll records, the aforementioned 10 ineligible
employees received overtime compensation totaling approximately $90,200
during calendar years 2008 and 2009. The Department of Budget and
Management (DBM) determines which employment classifications are
eligible to earn overtime compensation. According to State regulations,
monetary overtime compensation may generally not be paid to executive,
administrative, or professional employees.

e Duplicate salary payments were made to certain employees, some of which
DJS failed to detect. We tested all 10 employees that received payments on
two different DJS payroll records during the same pay periods from
September 23, 2008 to December 16, 2008. Our test disclosed that all of these
employees had been improperly paid twice, resulting in a total of $18,400 in
duplicate payments. These employees appeared on two different payroll
records because they were being transferred to different DJS regions and there
was a lack of coordination between the human resources and payroll
departments. DJS properly identified and recovered the duplicate payroll
payments, totaling approximately $10,900, from six employees; however, DJS
did not identify and recover duplicate payroll payments totaling
approximately $7,500 made to the remaining four employees. We advised
DJS of these duplicate payroll payments in April 2010; as of May 5, 2010,
DJS was in the process of pursuing recovery of the duplicate payments from
the aforementioned four employees.

According to the State’s records, during fiscal year 2009, the DJS regular payroll

expenditures totaled approximately $150.5 million, including approximately $8.9
million in employee overtime.
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Recommendation 10

We recommend that DJS

a. review all employees receiving overtime compensation to determine if
they are eligible for such compensation and immediately cease paying
overtime to any ineligible employee;

b. consult with the Attorney General to determine whether recovery of the
overtime compensation previously paid to ineligible employees should be
pursued;

c. ensure coordination between the human resources and payroll
departments when employees are reclassified from overtime eligible
positions to ineligible overtime positions, as well as when employees
transfer to different departments within DJS or to another state agency;
and

d. fully recover all identified duplicate payroll payments, including those
payments from the aforementioned four employees.

Finding 11
Employee criminal background checks were not always conducted in a
timely manner as required by State law.

Analysis

DJS did not always obtain employee criminal background checks in a timely
manner. Our test of 15 employees, who were hired during the audit period to
provide youth care services, disclosed that, for 3 employees, the criminal
background checks were not requested until 21, 140, and 350 days after the initial
dates of employment. For another employee tested, although a

federal background check was completed timely, DJS was unable to provide
documentation to verify that a State background check was completed.

State law requires that, on or before the first day of employment with DJS, an
application for a federal and State criminal background check must be submitted
to Criminal Justice Information System (CJIS) in the Department of Public Safety
and Correctional Services.

Recommendation 11

We recommend that DJS submit background check applications to CJIS in
accordance with State law.
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Restitution

Finding 12

Access to the automated restitution accounts receivable system was not
adequately controlled. In addition, adequate internal controls and record
keeping procedures had not been established for restitution accounts
receivable.

Analysis

Access to the automated restitution accounts receivable system was not
adequately controlled and DJS had not established adequate internal controls and
record keeping procedures for restitution accounts. DJS maintains this automated
system for processing restitution amounts due from juvenile offenders or their
legal guardians. Restitution payments are normally submitted and deposited to a
lockbox bank account. Based on information received from the bank, DJS
records the payments in the restitution system and subsequently forwards
payments to the applicable individuals or organizations that have sustained
damages by the juvenile offenders. According to DJS records, as of December 8,
2009, there were approximately 19,300 open restitution accounts totaling
approximately $10.3 million. Specifically, we noted the following conditions:

e Four employees had unrestricted access to the restitution accounts receivable
system. Specifically, these employees had the capability to add and update
restitution case data (including the individual or organization receiving the
restitution), post unmatched payments (that is, payments that cannot be
immediately associated with an account) to individual accounts, and make
adjustments to accounts receivable amounts without supervisory review and
approval. Additionally, one of these employees was also responsible for
reconciling the restitution lockbox account to ensure that all accounts
receivable payments were properly posted to the restitution account, and the
reconciliation was not independently approved. Because posting payments
results in a restitution disbursement, employees who can establish case data
and make adjustments should not be able to post payments. Consequently,
these employees could alter accounts receivable records and potentially
misappropriate funds by initiating improper disbursements without detection.

e DJS did not generate reports to identify critical transactions processed from
the restitution accounts receivable system. Such reports could help DJS
review the propriety of critical transactions, such as posting of unmatched
payments to accounts.
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Non-cash credit adjustments made to outstanding restitution accounts were
not independently reviewed subsequent to being posted to ensure that only
authorized non-cash credits were processed. Non-cash credit adjustments
during our audit period (August 1, 2006 through October 18, 2009) totaled
approximately $600,000.

DJS had not reconciled its record of unmatched payment activity with the
corresponding balance on the State Comptroller’s records since January 1997.
As of March 12, 2009, the balance of the unmatched payments fund on DJS
records (approximately $98,300) exceeded the fund balance on the
Comptroller’s records (approximately $40,300) by $58,000. The unmatched
payment activity balance represents payments that have not been identified to
a specific case.

One inactive restitution account, which was previously used to process youth
account adjustments but does not relate to a specific youth, has had a negative
balance since at least October 1999 that has not been resolved. As of
December 8, 2009, this account had a negative balance of approximately
$99,800. DJS should investigate the individual transactions within this
account balance and determine if any individual youth accounts should be
adjusted.

Similar comments regarding non-cash credit adjustments have been included in
our three preceding audit reports dating back to May 2001. A lack of critical
reconciliations was commented upon in our two preceding audit reports. Similar
conditions regarding the ability to record non-cash credits, establish restitution
accounts, and initiate disbursements were commented upon in our two preceding
audit reports.

Recommendation 12
We recommend that
a. DJS restrict restitution system access to ensure employees with the

capability to establish or adjust case data not also have the capability to
post and initiate payments on the system (repeat);

DJS generate and perform a documented review of output reports to
verify, at least on a test basis, the propriety of critical transactions posted
to the restitution system (repeat);

non-cash credit adjustments recorded in the restitution system be
verified, at least on a test basis, to approved supporting documentation by
personnel independent of the adjustment preparation and recording
functions, and that these verifications be documented (repeat);
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d. an independent employee conduct critical reconciliations of its restitution
records with corresponding records maintained by the bank and by the
State Comptroller (repeat); and

e. DJS investigate and resolve the negative account balance in the
aforementioned restitution account.

Property

Finding 13
Physical inventories of equipment were not conducted at required intervals
and record keeping for property was deficient.

Analysis

DJS did not adequately account for its property. Specifically, physical inventory
and record keeping procedures were inadequate and were not in accordance with
the Department of General Services’ (DGS) Inventory Control Manual. As of
June 30, 2010, the book value of DJS property, as reported on the State’s records,
totaled approximately $135.4 million (buildings - $97.4 million, construction in
progress - $34.4 million, and land and improvements - $3.6 million).
Additionally, as of June 30, 2010, according to DJS records, equipment totaled
approximately $8.7 million. However, based on our findings, we question the
accuracy of these values. Our review of DJS’ recordkeeping and inventory
procedures disclosed the following conditions:

e Physical inventories were not completed as required. As of October 2009,
DJS had not conducted a complete and documented physical inventory of all
sensitive and non-sensitive equipment, including a reconciliation to detail
records, since 1993.

e DJS did not report the value of its property to DGS during our current audit
period and during our previous audit period (fiscal years 2003 through 2009),
as required.

e An equipment control account was not maintained as required. A control
account is a continuous summary of transactions and serves as a total dollar

value control over amounts in the detail records.

e Detail records and control accounts were not maintained for land, buildings,
and construction in progress, as required.
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Similar deficiencies related to physical inventories and equipment record keeping
have been commented upon in our preceding audit reports since 1989.

The DGS Inventory Control Manual requires that a physical inventory of
sensitive equipment every year and an inventory of non-sensitive equipment every
three years. Additionally, the Manual states that property value must be
submitted annually to DGS. Furthermore, the Manual requires that a control
account be maintained for each category of property and that the aggregate
balance of the related detail records be periodically reconciled with the control
account balance.

Recommendation 13

We recommend that DJS comply with the requirements of the DGS
Inventory Control Manual (repeat).

Working Fund

Finding 14
An improper disbursement was made from the working fund and DJS did
not promptly pursue recovery of unreimbursed employee travel advances.

Analysis

According to the records of the Comptroller of Maryland, DJS has a working fund
advance of $70,000, and DJS records indicate that, during fiscal year 20009,
working fund disbursements totaled approximately $150,000. Our review of the
DJS working fund disclosed the following conditions:

e Our test of 10 working fund disbursements, totaling approximately $28,000,
disclosed one disbursement, totaling approximately $12,300, that appeared to
violate the Comptroller of Maryland’s procedures governing working fund
activity. Specifically, on May 4, 2007, DJS used the working fund to pay 30
Baltimore City parking tickets received on 15 different DJS fleet vehicles that
were primarily used to transport youth to court. According to DJS records,
the original parking ticket fines totaled approximately $1,600; however, the
related penalties for failure to pay had accumulated to approximately $10,700.
DJS advised us that they eventually paid the parking violations to avoid
additional late payment penalties and to prevent its vehicles from being
impounded. Furthermore, as of February 16, 2010, DJS had not pursued
reimbursement from the various employees that received the parking tickets
and had not submitted a reimbursement request to the Comptroller of
Maryland for this working fund disbursement.
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e DJS did not promptly pursue recovery of outstanding employee travel
advances. Specifically, according to DJS records, as of March 2010, there
were 162 outstanding travel advances totaling approximately $19,100. These
outstanding travel advances related to 126 employees and were issued from
March 2005 to December 20009.

The Comptroller of the Maryland’s Accounting Procedures Manual states that
working fund accounts should only be used for emergency cash purchases in
nominal amounts, or for travel and payroll advances. Additionally, the
Department of Budget and Management’s Policies and Procedures for Vehicle
Fleet Management states that all traffic and parking violations and fines,
including any late fees or penalties, are the responsibility of the drivers involved.
Furthermore, when an employee receives a travel advance, the employee agrees to
submit an expense report and detailed receipts to DJS within 10 days of
completing the approved travel and acknowledges that failure to comply could
result in a deduction from the employee’s payroll check.

Recommendation 14

We recommend that DJS

a. use the working fund for allowable purposes, as specified by the
Comptroller of Maryland policies;

b. take immediate action to obtain reimbursement from the employees with
parking violations and outstanding travel advances; and

c. promptly submit reimbursement requests to the Comptroller of
Maryland to replenish the working fund.
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Audit Scope, Objectives, and Methodology

We have audited the Department of Juvenile Services (DJS) for the period
beginning August 1, 2006 and ending October 18, 2009. The audit was conducted
in accordance with generally accepted government auditing standards. Those
standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our audit
objectives.

As prescribed by the State Government Article, Section 2-1221 of the Annotated
Code of Maryland, the objectives of this audit were to examine DJS’ financial
transactions, records and internal control, and to evaluate its compliance with
applicable State laws, rules, and regulations. We also determined the status of the
findings contained in our preceding audit report on DJS.

In planning and conducting our audit, we focused on the major financial-related
areas of operations based on assessments of materiality and risk. The areas
addressed by the audit included federal funds, youth monitoring and case file
records, youth care contracts, payroll, restitution accounts, and critical
information technology systems. Our audit procedures included inquiries of
appropriate personnel, inspections of documents and records, and observations of
DJS’ operations. We also tested transactions and performed other auditing
procedures that we considered necessary to achieve our objectives. Data provided
in this report for background or informational purposes were deemed reasonable,
but were not independently verified.

DJS management is responsible for establishing and maintaining effective internal
control. Internal control is a process designed to provide reasonable assurance
that objectives pertaining to the reliability of financial records, effectiveness and
efficiency of operations including safeguarding of assets, and compliance with
applicable laws, rules, and regulations are achieved.

Because of inherent limitations in internal control, errors or fraud may
nevertheless occur and not be detected. Also, projections of any evaluation of
internal control to future periods are subject to the risk that conditions may
change or compliance with policies and procedures may deteriorate.

Our reports are designed to assist the Maryland General Assembly in exercising
its legislative oversight function and to provide constructive recommendations for
improving State operations. As a result, our reports generally do not address
activities we reviewed that are functioning properly.
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This report includes findings relating to conditions that we consider to be
significant deficiencies in the design or operation of internal control that could
adversely affect DJS’ ability to maintain reliable financial records, operate
effectively and efficiently, and/or comply with applicable laws, rules, and
regulations. Our report also includes findings regarding significant instances of
noncompliance with applicable laws, rules, or regulations. Other less significant
findings were communicated to DJS that did not warrant inclusion in this report.

The response from DJS to our findings and recommendations is included as an
appendix to this report. As prescribed in the State Government Article, Section 2-
1224 of the Annotated Code of Maryland, we will advise the Department
regarding the results of our review of its response.
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APPENDIX

Marvland Department of
One Center Plaza

I Juvenile Services 120 West Fayette Street

§ Treating @ Supporting @ Protecting Baltimore, MD 21201

Anthony G. Brown Martin O'Malley Donaid W. DeVore
Lt. Governor Governor Secretary

September 27, 2010

Bruce A. Myers, CPA

Legislative Auditor

Maryland General Assembly
Office of Legislative Audits

301 W. Preston Street, Room 1202
Baltimore, Maryland 21201

Dear Mr. Myers:

The Department of Juvenile Services (DJS) has reviewed the Audit Report dated September
2010 for the period beginning August 1, 2006 and ending October 18, 2009. The Department
appreciates the professionalism and cooperation of OLA staff in performing this audit, along
with the recommendations which provide helpful strategies to address the audit findings.

The Department is committed to addressing all audit findings, especially with respect to
resolving repeat findings. The Department appreciates the recognition of the progress it has
made in addressing audit findings from the previous audit.

Attached, please find the Departments’ responses that address the audit findings, analysis and
recommendations.

Please accept my grateful appreciation for the suggestions and recommendations you and your

staff have provided to assist the Department of Juvenile Services in becoming more proficient in
its operations.

s s il

Donald W. DeVore
Secretary

CC: Tammy Brown, DJS Chief of Staff
Francis Mendez, DJS Deputy Secretary for Support Services
Sheri Meisel, DJS Deputy Secretary for Operations
Alan Small, DJS Director of Internal Audits
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Finding 1 — DJS did not maximize federal Medicaid funding for eligible youth placements
in residential rehabilitation facilities. We estimated that unreimbursed claims totaled
approximately $3 million for the period from June 2008 through August 2009; DJS will be
unable to recover most, if not all, of these funds.

The Department agrees with the finding and is taking the following action:

The Regional Directors and Behavioral Health Unit are working together to ensure that a DON
assessment is completed on all youth placed in residential rehabilitation services before program
admission.

DJS issued a policy on August 24, 2010, requiring that a formal determination of need for
residential rehabilitative services be made by a licensed human services professional prior to
placement for all youth placed in a group home, treatment foster home or independent living
program.

As a quality assurance measure, the policy requires (1) A list be generated by the Youth
Assistance Unit and sent to the Regions that list of all youth in a residential rehabilitation
placement that do not have a DON; (2) A designee from each region will review the list and
ensure a DON and DJS Residential Rehabilitative Services Request is completed within five
days of being notified.

As indicated in this finding analysis, five youth had not obtained a valid DON as of January 30,
2010. As of August 30, 2010, DJS has obtained a valid DON on 100% of the eligible youth.

The analysis further indicates that reimbursement claims for seven youth had not been
investigated and resolved as of January 30, 2010. The Youth Assistance Unit has conducted an
investigation and 100% of the claims have been resubmitted for reimbursement.

The Youth Assistance Unit is in the process of hiring a position to conduct independent
supervisory reviews on failed services reports; which includes resubmission of failed claims.
This position will also be responsible for reviewing for accuracy reports that are submitted to the
contractor; and documenting the review and supervising the Medicaid claiming specialist. The
goal is to ensure timely investigations of failed claims. It is anticipated that this person will be
on board and this process will be implemented by December 31, 2010.

Finding 2 - Adequate procedures and controls were not established to ensure Medicaid
claims were accurately submitted and properly reimbursed.

The Department agrees with the finding and is taking the following action:

As was discussed in our response to Finding #1, by December 31, 2010, the Youth Assistance

Unit will have independent supervisory reviews of Medicaid reimbursement claims to test the
accuracy and completeness of reimbursement claims prior to submission.
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On March 2, 2010, (after the Audit review period), the Youth Assistance Unit began receiving
detailed reports of claims that have been accepted by our Medicaid billing contractor. This
report allows DJS to perform reconciliation between claims submitted for payment and claims
that have been denied.

In July 2009, DJS made the Department of Health and Mental Hygiene aware of Medicaid funds
that were not received. Since that time, DJS initiated another follow up resulting in recovery of
the funds on February 22, 2010. In response to ensuring all claims are accounted for, by
November 1, 2010, DJS will implement a process where the Youth Assistance Unit will submit
on a monthly basis claims submitted for payment to the Accounting Unit which will be recorded
into DJS’ accounts receivable system. On a monthly basis a open receivables report will be
generated which will trigger a review process of claims that were not paid so that a reconciliation
can be performed and appropriate follow-up conducted.

Finding 3 - DJS needs to continue to work with the Judiciary to ensure that individual
court decisions contain the requisite language to enable the State to recover Title IV-E
funding.

The Department partially agrees and is taking the following action:

We agree that DJS should continue working with the judiciary but disagree that this should be a
repeat finding. DJS has been consistently engaged in negotiations on this issue with the judicial
system, both through the Administrative Office of the Courts (AOC) and with individual county
masters and judges.

Over the past couple years, representatives of the agency's Youth Assistance Unit and its
counsel, have met with the Juvenile Subcommittee of the Family Law Committee of the
Administrative Office of the Courts. This has resulted in several re-drafts of proposed uniform
court orders and continuing negotiation with members of the subcommittee. Most recently, DJS
and its counsel met with the sub-committee chairman, and worked one-on-one with the Chair to
re-draft the orders. DJS also enlisted the assistance of the Executive Director of the Department
of Family Administration of the AOC in an effort to address the issues raised by the
subcommittee. On September 2, 2010, DJS presented a newly re-drafted set of court orders and
responses to the legal questions raised by members of the subcommittee. The subcommittee met
and decided to do another draft of the proposed orders and submit the proposed orders for DJS
and counsel's review.

DJS has also closely reviewed court orders submitted for 1\VV-E eligibility determinations and
where particular problems have been noted the Department has brought the matter to the
attention of the jurisdiction involved. For example, DJS worked with Anne Arundel County to
ensure court orders issued by a masters had a judge's signature. Similarly, when Baltimore
County, Prince George's County and Harford County raised issues concerning the then existing
proposed uniform court orders DJS and counsel met with members of each bench and the issues
were resolved. During the period 2007 to 2009 monthly meetings were held with the Circuit
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Court for Baltimore City to work on draft orders for that jurisdiction. Necessary language was
ultimately incorporated into the Quest computer system and is now available for members of the
City bench.

In 2009, DJS requested that the AOC add DJS IVE requirements as a standing item to the annual
judicial conference agenda so that the Youth Assistance Unit and counsel could present a
continuing education program on the requirements of Title IVE. DJS had made presentations
previously at this conference.

DJS continues to work with each court system as needed and with the AOC to improve
understanding of Title IVE requirements.

Finding 4 - Significant deficiencies were noted with respect to the procurement and
monitoring of purchase of care contracts, including the assessment of liquidated damages.

The Department agrees with the finding and is taking the following action:

DJS submitted the per diem contracts to the Department of Budget and Management for
retroactive approval by the Board of Public Works on July 29, 2010. Currently, the verification
of contactor’s names are being reviewed to see if the names match with the Department of
Assessment and Taxation, and this review is expected to be complete by October 8, 2010. It is
expected that the contracts will be placed on the Board of Public Works agenda on October 20,
2010. DJS is completing an automated routing system for contract approvals within DJS and
expects to implement it by October 1, 2010 that will help improve the timeliness of contract
submissions.

The Department is realigning its residential provider portfolio to ensure we are contracting for
the appropriate number of beds based on utilization and projected need. The finalized list of
contracts will be finalized by December 31, 2010. The procurement unit will be amending
purchase of care contracts based on this list. Per-diem payments are verified to ASSIST (COP)
prior to processing of the related invoices. The Department will review the invoices in question
to verify the propriety of the payment by October 1, 2010. The Department will review its
procedures to ensure all invoices will be verified, and the verification documented, prior to
processing by October 1, 2010. DJS is reviewing its methods of tracking contract payments and
will establish a system to strengthen the cost controls recommended. Where possible, FMIS
purchase orders will be used to achieve the control necessary.

The Procurement Unit is implementing procedures effective October 1, 2010 that requires (1)
each procurement officer or buyer responsible to post the award in eMaryland Market (emm)
place for their procurements within the required time period of 30 days; and (2) A monthly report
be generated of all DJS procurements posted in eMaryland Market for that month so that it can
be reconciled with procurements awarded to make sure this requirement is met.

By October 1, 2010, the Procurement Unit will have implemented procedures that (1) Require
contract managers to report instances each month where a contractor is liable for liquidated
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damages if a contractor fails to provide reports, Treatment Service Plans, mental health
assessments, etc. (2) Requires the Contract Manager (CM) to notify the contractor as soon as the
missing report or item is found to be late or incomplete and advise the contractor that liquidated
damages will be assessed unless the contractor can provide an adequate justification. (3) If the
CM is unable to resolve the issue, the Regional Director (RD) will notify the Procurement Unit.
Upon receipt of notification, the Procurement Unit will send a letter requesting a written
response requested by the contractor. (4) If the contractor fails to justify the deficiency, the
liquidated damage shall be assessed by deducting the required amount from the next invoice.
DJS accounting staff will be notified to make the adjustment to the invoice and the procurement
will inform the contractor.

Finding 5 - Procedures to monitor, and perform audits of youth care contractor
expenditures were insufficient.

The Department agrees with the finding and is taking the following action:

The Department appreciates the opportunity to improve upon its services that it both provides to
and receives from its business community. Subsequently we will develop and maintain a more
accurate and reliable listing of all youth care contracts for audit purposes. We will accomplish
this task as we realign the residential provider portfolio to ensure we are contracting for the
appropriate services based on utilization and our projected need. We expect to finalize this list
by December 31, 2010.

DJS is currently reviewing the opportunity to develop a policy that could include auditing service
providers annually. Currently DJS conducts audits as suggested in COMAR 16.04.02.05 To
assist us in accomplishing the OLA recommendation, DJS supports the inclusion of COMAR
16.04.02.04 in our policy to relieve our audit schedule. Additionally, as referred to by the Office
of Legislative Audit, improving sufficiency will require more audit resources. With support of
COMAR 01.01.1994.06, DJS could meet the staffing needs necessary to comply with this
recommendation. We expect out policy to be completed by December 31, 2010.

DJS promoted a progressive campaign to identify outstanding residential youth care contract
submissions. On July 16, 2009 DJS initiated phone calls to vendors requesting submission of the
audited financial statements for contract compliance. DJS has been proactive in its efforts taken
to reject efforts of contractors attempts to substitute Agreed Upon Procedure reports in lieu of the
required audited financial statements. On May 27, 2010 thirty-four (34) written requests for
audited financial submissions were mailed to vendors as compliance reminders due from FY
2008. Additionally, in several instances, DJS also provided allowances for vendor extensions of
time to submit their statements to DJS, dependent upon the circumstances of the request.
Extensions allowed vendors to successfully fulfill their compliance obligations. DJS uses
COMAR Title 16, Subtitle 02, Chapter 02 in its efforts to conduct contractor audits. As of
September 27, 2010, DJS continues to proactively address this finding, by sending out another
55 (fifty-five) reminder notices September 28, 2010.
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Finding 6 - Pharmaceutical invoices were paid without verifying the propriety of the costs
charged. In addition, payments on the pharmaceutical contract exceeded the approved
contract amount.

The Department partially disagrees with the finding and is taking the following action:

The pharmacy contractor in the period studied by the auditor charged DJS the price they charge
their best customers and no more than the federally established maximum allowable cost (MAC)
or the Maryland interchangeable drug costs (IDC). The contractor charged DJS fill fees
depending on facility location which is in addition to the cost of the medication. Verification of
correct fill fee charges was frequently checked by DJS. The issue was that there was not a system
to determine whether the Department was appropriately charged for the cost of the medication.

The Department has entered into a new contract for the pharmacy vendor which simplified how
the contractor would charge DJS for medication so that the price for prescription medication
could not exceed the current Maryland Medicaid Pharmacy Program rate (MAC) and that there
would be no separate fill fees for prescription medications since fill fees are included in the
Maryland Medicaid rate. In addition, the contractor can bill the youth’s private health insurance
or when permitted, the youth’s medical assistance for ordered medication. Payments for OTC
medication and supplies under the new contract are based on no more than the wholesale
acquisition cost (WAC) plus a fixed fill fee. DJS requires the contractor on the new contract to
have a yearly audit performed by an independent certified public accounting firm experienced in
pharmaceutical auditing; the audit would include ten medications selected by the DJS Medical
Director plus an additional 2% of all other OTC and prescription orders billed to DJS. If the audit
reveals any discrepancies, then additional audits are required. DJS feels that the required contract
monitoring is in compliance with monitoring of pharmacy contracts by other agencies and allows
for DJS to perform additional audits of cost billed to DJS as needed.

The somatic health unit will work with accounts payable and procurement to monitor
expenditures to determine if expenditures are staying within contract limits and to determine a
process to randomly check at predetermined intervals if the cost of medications are staying
within the MAC or WAC as specified in the contract. It is anticipated this process will be
established by November 30, 2010. DJS will explore hiring dedicated and specifically trained
staff for the purposes of verifying payments for health care through contracts and community
providers.

As discussed previously, DJS is reviewing its methods of tracking contract payments and will
establish a system to strengthen the cost controls recommended by December 31, 2010. Where
possible FMIS purchase orders will be used to achieve the control necessary.

Finding 7 - DJS did not always timely implement or review youth treatment service plans
(TSP), did not always document the required number of case manager supervision
contacts, and did not adequately document youth progression through the Violence
Prevention Initiative (VPI) program.
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The Department partially disagrees with the finding and is taking the following actions:

The finding that the Department’s September 2009 Quality Assurance audit identified 38 % of
sampled cases that did not meet TSP standards and 43% of sampled cases that did not meet
youth supervision contact standards is factually inaccurate.

The Department’s Quality Assurance audit of supervisory reviews is conducted quarterly to
identify whether Case Management Supervisors are conducting and documenting their
examination of case files according to DJS protocol. The Department’s protocol includes the
requirement that Supervisors document their review of the frequency and quality of Case
Management Specialist contacts with youth.

The OLA requested the results of the Department’s Quality Assurance audit that was conducted
in September 2009. This DJS audit found that 43% of Case Management Supervisors failed to
document their examination of youth contact standards. Contrary to the OLA finding, the results
of this DJS audit did not find and do not mean that required youth contacts were not conducted
by case managers or that youth were not supervised in 43% of the cases reviewed.*

The DJS auditing protocol and related oversight activities have contributed to improved
performance by Case Management Supervisors. The Quality Assurance audit completed more
recently, in April 2010, found that 19% of sampled supervisory reviews did not include
documentation that the Supervisor examined the frequency and quality of youth contacts.

Concerning the implementation and review of Treatment Service Plans, the most thorough and
efficient way to audit performance is by review of ndividual hard copy case files located in DJS
field offices. The Department identified this finding as a concern prior to the audit and will
complete production in February 2011 of a federally approved (Title IV-E) Treatment Service
Plan that will generate data driven reports to field and central office management for tracking
compliance and corrective action.

The VPI Standard Operating Procedures (SOP) defines a protocol that governs the requirements
for youth to progress through three levels; the protocol also defines limited exceptions to the
step-by-step progression that are implemented infrequently in response to circumstances of
individual youth. Exceptions to the standard progression through the levels must be approved by
the Case Management Supervisor and the VPI Director or an Assistant Regional Director.

The OLA finding indicates that youth movement through the VVPI level system was not
consistent with the SOP in a small number of cases. Although the decision in some of these cases
was consistent with the exceptions permitted within the VVPI protocol, we agree that the case
workers did not adequately document the reason for the level changes in ASSIST. For example,

! In its response, DJS stated it partially disagrees with the finding and that certain information
regarding the results of its quality assurance audit is factually inaccurate. The DJS response is
incorrect because the OLA report language regarding the September 2009 quality assurance
review specifically states *...the required number of face-to-face contacts with youths was not
documented for approximately 43 percent of the youths reviewed.”
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a VPI youth was placed in a community-based residential program; the associated requirement
for youth in the placement level would be one face-to-face contact per month. For added
structure the youth was assigned to the community level, which requires two face-to-face and
one telephone contact each week, but the case manager did not sufficiently document the basis
for this decision.

The Department agrees with the OLA finding that case managers should consistently conduct
and document youth contacts in ASSIST and that supervisory reviews should be performed and
documented according to required protocol. The Department is further strengthening quarterly
central review to identify and track patterns of case manager and supervisor performance
including compliance with contact standards. DJS is developing a youth contact database that
will generate standard reports for all managers on a regular basis.

Finding 8 - Proper internal controls were not established over the processing of purchasing
and disbursement transactions.

The Department agrees with the finding and is taking the following action:

The Department will make corrections and/or establish on-line approval paths for all critical
purchasing transactions by March 31, 2011. It should be noted that the Department will be
undertaking a restructuring or the ADPICS Department codes and the related approval paths to
better align the flow of transactions with the Department’s regional structure. In relation to the
ADPICS disbursement transactions (vouchers & direct vouchers), the Department has
established a compensating control in RSTARS in lieu of the on-line approval available in
ADPICS. Specifically, staff with security to enter and post voucher and direct voucher
transactions in ADPICS do not have the security to release (transmit) payments in RSTARS.
Likewise, staff who can release transactions in RSTARS do not have the ability to enter and post
vouchers in ADPICS. This process was reviewed by OLA in their preceding audit. At the
recommendation of the auditors, the Department has added a certification by the staff
transmitting transactions in RSTARS that all invoices were reviewed prior to transmitting.

Finding 9 - Access and monitoring controls over the ASSIST system were inadequate.

The Department agrees with the finding and is taking the following action:

The IT Unit will implement the following changes by January 1, 2011

1. The Master template access will be segmented into two lower access templates by 12/1/2010;
one will be allowed to add and edit providers but read only for youth data and the other will give
full access except the ability to add or edit provider info. Any individual can only have one
template assigned at any given time. This will restrict the ability to create and modify youth

records from the ability to add youth care providers. Additionally, edit access for the Certificate
of Placement will not be provided to anyone assigned to the new provider only
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template. This will prevent them from having the ability to generate a youth's certificate of
placement document.

DJS has deleted all unnecessary files on 7/22/10. DJS successfully completed testing on 8/3/10
for the remaining files that are necessary to support critical services. Rollout into production was
completed during the August Maintenance planned outage on 8/25/10.

DJS will activate the Oracle logging to log all administrative activities. Additionally, a web
based reporting view will be developed making the reporting available in real time. This will
accommaodate the new frequency of review standard for the Data Security Officer that is weekly
opposed to monthly. This is an alternative plan from the original concept of an independent
department developing the reports. This will increase security, have better audit controls, and
have greater efficiency, as well as provide a dynamic real time solution. This project will be
implemented into production by 11/1/10.

On 4/26/10, during the review with the auditor, DJS deleted the users noted in the analysis above
who had unnecessary administrator status. On 7/28/10, the factory installed administrator
accounts were renamed. Additional steps were taken to strengthen security by also disabling the
renamed default Administrator accounts on all member servers.

Modifications were completed to all other DJS production servers and this configuration is now
the standard configuration for the setup of any future production server. The Data Security
Officer will begin receiving and reviewing a weekly automated report of the log files. The
review process will be recorded in the new IT Security Portal for future audit and management
reviews.

DJS will review all functions currently performed by those staff with HQ level access in the
Restitution System. Where possible, a secondary access level will be created to segregate
functions that create internal control deficiencies. Where IT is unable to make changes to the
Restitution System to address internal control issues, DJS will develop reporting capabilities on
critical transactions for users with HQ level access. Those reports will be reviewed by
supervisory staff and the review documented. Completion of the review and implementation of
new reporting will be completed by January 1, 2011.

Finding 10 - Certain employees improperly received overtime compensation or received
duplicate salary payments.
The Department agrees with the finding and is taking the following action:

The Finance Department is preparing a report of all employees who received overtime
compensation during fiscal years 2009 and 2010. The completed report will be provided to the
Agency’s Internal Audit Unit by October 31, 2010. An audit by classification will be conducted
to determine if ineligible employees were paid overtime. Based on the results of that audit, a
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determination will be made as to the appropriate method to pursue in the event overtime was
erroneously paid to an employee, which includes consulting with the Attorney General.

The Finance and Human Resource Departments are reviewing procedures related to updating of
personnel records in relation to employee reclassification information and the communication of
this information to payroll and timekeeping personnel in a timely manner. The completion of
this updated procedural process is expected by November 30.

The Department has contacted the Central Payroll Bureau and requested all duplicate payroll
employment reports for the Agency be forwarded to the Director of Accounting. When received,
these reports will be reviewed and the appropriate action taken to resolve any duplicate
payments. The review and resolution of any duplicate payments will be documented and reports
will be retained for audit purposes.

The recovery of duplicated payroll payments to the four employees was completed on June 29,
2010.

Finding 11 - Employee criminal background checks were not always conducted in a timely
manner as required by State law.

The Department agrees with the finding and is taking the following action:

Of three employees sited for whom a CJIS report was not requested, two continue to be
employed and CJIS record checks has been requested and received.

A duplicate CJIS report was requested and received for one employee for whom the CJIS record
could not be located.

The Human Resource Unit implemented the following procedures on September 1, 2010:

1. The offer letter has been revised to advise future applicants that the offer of employment is
contingent upon them being fingerprinted on or before the first day of employment and that
failure to comply will result in automatic withdrawal of the offer of employment. The letter also
instructs the employees who to contact for information about fingerprinting locations.

2. New hires submit a signed verification that they have been fingerprinted.

3. Fingerprints are submitted via LiveScan on or before the first day of employment and reports
are generally sent to DJS on the following workday.

4. Regional Managers, Facility Superintendents and Central Office Managers were advised of
the requirement to have employees fingerprinted on or before the first day of employment.
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5. Weekly and monthly reports are run to ensure all new hires are in compliance with the
requirement that CJIS records be requested on or before the first day of employment and that
records were received and accessible for future audits. These reports will be designed and
implemented by September 31, 2010.

Finding 12 - Access to the automated restitution accounts receivable system was not
adequately controlled. In addition, adequate internal controls and record keeping
procedures had not been established for restitution accounts receivable.

The Department agrees with the finding and is taking the following action:

Budget and Finance will review all functions currently performed by those staff with HQ level
access in the Restitution System. Where possible, a secondary access level will be created to
segregate functions that create internal control deficiencies.

Where IT is unable to make changes to the Restitution System to address internal control issues,
the Department will develop reporting capabilities on critical transactions for users with HQ
level access. Those reports will be reviewed by supervisory staff and the review documented.
The review and implementation of new reporting will be completed by January 1, 2011.

Procedures for non-cash adjustments will be finalized by December 31, 2010. Adjustments will
be logged and tested by supervisory personnel independent of the preparation and recording
function. These reviews will be documented.

DJS has been challenged with performing a reconciliation of its restitution accounts due to it
being a difficult and labor intensive process and lack of staff available to dedicate to the task.
However, the Department will continue to reconcile unmatched payments, with a goal of
completion by January 1, 2011.

DJS is aware of the negative balance in a Restitution Account Area. This was created by a one-
time-only set of transactions initiated several years ago by a staff member no longer with the
Department, to address limitations of the Restitution system. The Department will review the
cases that make up this negative balance and take action as deemed appropriate by April 1, 2011.

Finding 13 - Physical inventories of equipment were not conducted at required intervals
and record keeping for property was deficient.

The Department agrees with the finding and is taking the following action:

As of September 1, 2010, the process of developing equipment, land, buildings, and construction
in progress control accounts has been completed and all accounts have been brought up to date.

On July 8, 2010, DJS issued a new Property Policy with procedures regarding inventory control.
This policy requires that: (1) Each Region will identify a Property Supervisor for each facility/
office within the region; they in turn will be responsible for the inventory and recording of
property; (2) Complete physical inventories which are reported to the Regional Director, who in
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turn will submit a report detailing the entire region's property on the prescribed Property
Inventory Spreadsheet to the Office of Property Management.

The DJS Property Policy and Procedures has been written to comply with and adhere to the
requirements of the Department of General Services (DGS) Property Control Manual.

In order to come into compliance with the DGS Inventory Control Manual, DJS will: (1)
Complete a physical inventory by November 1, 2010; (2) Compile, enter and review the results
by January 1, 2011; and (3) Reconcile and submit the report to DGS by July 1, 2011.

Finding 14 - An improper disbursement was made from the working fund and DJS did not
promptly pursue recovery of unreimbursed employee travel advances.

The Department agrees with the finding and is taking the following action:

Disbursements from the working fund will be limited to emergency cash purchases in nominal
amounts and for travel or emergency payroll advances under certain circumstances, as specified
by the Comptroller of Maryland Accounting Procedures Manual.

As of September 24, 2010, all identified employees with parking violations have been mailed an
invoice for the outstanding balance or, in the case of former employees, the account has been
referred to CCU for collection. Employees associated with approximately 10 citations have not
been identified. If the Agency is unable to identify these employees by October 31, 2010, the
accounts will be written-off. Also, as of September 24, 2010, approximately 40 employees with
outstanding travel advances have been invoiced for the unpaid balance. The invoicing process
for the remaining employees will be completed by October 31, 2010.

Working fund reimbursement requests will be submitted to the Comptroller of Maryland at least
on a monthly basis.
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