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The Honorable Bill Lee, Governor
Members of the General Assembly

Ladies and Gentlemen:

We are pleased to submit the 41st Single Audit Report for the State of Tennessee. This report covers
the year ended June 30, 2024. The audit was conducted in accordance with the requirements of the
Single Audit Act Amendments of 1996 and the provisions of Title 2, Code of Federal Regulations, Part
200, “Uniform Administrative Requirements, Cost Principles, and Audit Requirements for Federal

Awards” (Uniform Guidance).

This Single Audit Report reflects federal expenditures of over $21.7 billion. We noted instances of
noncompliance that meet the reporting criteria contained in the Uniform Guidance. We also noted
material weaknesses and significant deficiencies in internal control over compliance with requirements
related to the state’s major federal programs. The instances of noncompliance, material weaknesses,
and significant deficiencies related to federal programs are described in Section III of the Schedule of
Findings and Questioned Costs.

The Annual Comprehensive Financial Report of the State of Tennessee for the year ended June 30,
2024, has been issued under a separate cover. In accordance with the standards applicable to financial
audits contained in generally accepted government auditing standards, we are issuing our report on
our consideration of the State of Tennessee’s internal control over financial reporting and our tests of
its compliance with certain provisions of laws, regulations, contracts, and grants and other matters.
We noted no material weaknesses in internal control. We noted no instances of noncompliance that
we considered to be material to the state’s basic financial statements.

We would like to express our appreciation to the Department of Finance and Administration and
other state agencies, universities, and community colleges for their assistance and cooperation in the
single audit process.

Sincerely,

Katherine J. Stickel, CPA, CGFM, Director
Division of State Audit

CorpEeLL Hurr BuiLping ’ 425 Rep. John Lewis Way N. [ Nashville, Tennessee 37243
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Total Federal Expenditures — Ten-Year Summary
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EXPENDITURES BY AWARDING AGENCY
July 1, 2023, Through June 30, 2024

Health and Human
Services
$12,424,817,822
(57%)

Other Federal

Departments I Education
$1,45(96,Z/:))2,996 $3,125,725,051
(15%)
Treasury
$576,736,767

(2%)

Transportation
$1,261,309,864 Agriculture
(5%) $2,929,781,245
(15%)
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NUMBER OF TYPE A AND TYPE B PROGRAMS

Type A Programs
42 (9%)

Type B Programs
436 (91%)

TYPE A AND TYPE B PROGRAM EXPENDITURES

Type A Programs _
$20,750,507,781 LA il
(95%) N -

Type B Programs
$1,027,565,964
(5%)

Type A program levels for non-federal entities are established in the Uniform Guidance. For the fiscal
year ended June 30, 2024, the Type A program threshold for the State of Tennessee was $32,667,111.
Those federal programs with expenditures below $32,667,111 are labeled Type B programs.

State of Tennessee Single Audit 4 Selected Statistical Data



£

ennessee

Sta
e
'l\‘f

i
i

- =5

NN . wd

ort Loudon
\7

»
U
(- 7]
(&
™

J
- .
o SC I

BRI LS




AUDITOR’S
REPORTS

Independent Auditor’s Report on Internal Control Over
Financial Reporting and on Compliance and Other Matters
Based on an Audit of Financial Statements Performed in
Accordance With Government Auditing Standards

Independent Auditor’s Report on Compliance for Each
Major Federal Program, Report on Internal Control Over
Compliance, and Report on the Schedule of Expenditures of
Federal Awards Required by the Uniform Guidance
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TENNESSEE
COMPTROLLER
OF THE TREASURY

Jason E. MUMPOWER
Comptroller

Independent Auditor’s Report on Internal Control Over Financial Reporting and on
Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance With Government Auditing Standards

The Honorable Bill Lee, Governor
Members of the General Assembly

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States (Government Auditing Standards), the
financial statements of the governmental activities, the business-type activities, the aggregate discretely
presented component units, each major fund, and the aggregate remaining fund information of the
State of Tennessee as of and for the year ended June 30, 2024, and the related notes to the financial
statements, which collectively comprise the State of Tennessee’s basic financial statements, and have
issued our report thereon dated December 17, 2024. Our report includes a reference to other auditors
who audited the financial statements of the University of Chattanooga Foundation Inc., the University
of Tennessee Foundation Inc., and the University of Tennessee Research Foundation Inc., discretely
presented component units of the University of Tennessee; the University of Memphis Foundation,
the University of Memphis Research Foundation, and the Auxiliary Services Foundation, discretely
presented component units of the University of Memphis; the Herbert Herff Trust, a blended
component unit of the University of Memphis; and the East Tennessee State University Foundation
and the Medical Education Assistance Corporation, discretely presented component units of East
Tennessee State University, as described in our report on the State of Tennessee’s financial statements.
This report does not include the results of the other auditors’ testing of internal control over financial
reporting or compliance and other matters that are reported on separately by those auditors.

Report on Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the State of
Tennessee’s internal control over financial reporting (internal control) as a basis for designing audit
procedures that are appropriate in the circumstances for the purpose of expressing our opinions on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness of the State
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of Tennessee’s internal control. Accordingly, we do not express an opinion on the effectiveness of the
State of Tennessee’s internal control.

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

Our consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify
any deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses or significant deficiencies may exist that were not identified.

Report on Compliance and Other Matters

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

Purpose of This Report

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

Katherine J. Stickel, CPA, CGFM, Director
Division of State Audit
December 17, 2024

State of Tennessee Single Audit 8 Auditor’s Reports



%

/ y

.

T 4

TENNESSEE
COMPTROLLER

OF THE TREASURY

Jason E. MUMPOWER
Comptroller

Independent Auditor’s Report on Compliance for Each Major Federal Program, Report
on Internal Control Over Compliance, and Report on the Schedule of Expenditures of
Federal Awards Required by the Uniform Guidance

The Honorable Bill Lee, Governor
Members of the General Assembly

Report on Compliance for Each Major Federal Program
Opinion on Each Major Federal Program

We have audited the State of Tennessee’s compliance with the types of compliance requirements
identified as subject to audit in the Office of Management and Budget’'s Compliance Supplement that
could have a direct and material effect on each of the State of Tennessee’s major federal programs for
the year ended June 30, 2024. The State of Tennessee’s major federal programs are identified in the
summary of auditor’s results section of the accompanying Schedule of Findings and Questioned Costs.

In our opinion, the State of Tennessee complied, in all material respects, with the compliance
requirements referred to above that could have a direct and material effect on each of its major federal
programs for the year ended June 30, 2024.

Basis for Opinion on Each Major Federal Program

We conducted our audit of compliance in accordance with auditing standards generally accepted in
the United States of America (GAAS); the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States; and the audit
requirements of Title 2, Code of Federal Regulations, Part 200, “Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards” (Uniform Guidance).
Our responsibilities under those standards and the Uniform Guidance are further described in the
Auditor’s Responsibilities for the Audit of Compliance section of our report.

We are required to be independent of the State of Tennessee and to meet our other ethical
responsibilities, in accordance with relevant ethical requirements relating to our audit. We believe that
the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion
on compliance for each major federal program. Our audit does not provide a legal determination of
the State of Tennessee’s compliance with the compliance requirements referred to above.

9
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Responsibilities of Management for Compliance

Management is responsible for compliance with the requirements referred to above and for the design,
implementation, and maintenance of effective internal control over compliance with the requirements
of laws, statutes, regulations, rules, and provisions of contracts or grant agreements applicable to the
State of Tennessee’s federal programs.

Auditor’s Responsibilities for the Audit of Compliance

Our objectives are to obtain reasonable assurance about whether material noncompliance with the
compliance requirements referred to above occurred, whether due to fraud or error, and express an
opinion on the State of Tennessee’s compliance based on our audit. Reasonable assurance is a high
level of assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted
in accordance with GAAS, Government Auditing Standards, and the Uniform Guidance will always
detect material noncompliance when it exists. The risk of not detecting material noncompliance
resulting from fraud is higher than for that resulting from error, as fraud may involve collusion,
forgery, intentional omissions, misrepresentations, or the override of internal control. Noncompliance
with the compliance requirements referred to above is considered material if there is a substantial
likelihood that, individually or in the aggregate, it would influence the judgment made by a reasonable
user of the report on compliance about the State of Tennessee’s compliance with the requirements of
each major federal program as a whole.

In performing an audit in accordance with GAAS, Government Auditing Standards, and the Uniform
Guidance, we

e cxercise professional judgment and maintain professional skepticism throughout the audit;

e identify and assess the risks of material noncompliance, whether due to fraud or error, and
design and perform audit procedures responsive to those risks; such procedures include
examining, on a test basis, evidence regarding the State of Tennessee’s compliance with
the compliance requirements referred to above and performing such other procedures as
we considered necessary in the circumstances; and

e obtain an understanding of the State of Tennessee’s internal control over compliance
relevant to the audit in order to design audit procedures that are appropriate in the
circumstances and to test and report on internal control over compliance in accordance
with the Uniform Guidance, but not for the purpose of expressing an opinion on the
effectiveness of the State of Tennessee’s internal control over compliance; accordingly, no
such opinion is expressed.

We are required to communicate with those charged with governance regarding, among other matters,
the planned scope and timing of the audit and any significant deficiencies and material weaknesses in
internal control over compliance that we identified during the audit.

State of Tennessee Single Audit 10 Auditor’s Reports



Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to be
reported in accordance with the Uniform Guidance and which are described in the accompanying
Schedule of Findings and Questioned Costs as items 2024-001 through 2024-014. Our opinion on each
major federal program is not modified with respect to these matters.

Government Auditing Standards require the auditor to perform limited procedures on the State of
Tennessee’s responses to the noncompliance findings identified in our audit described in the
accompanying Schedule of Findings and Questioned Costs. The State of Tennessee’s responses were
not subjected to the auditing procedures applied in the audit of compliance, and, accordingly, we
express no opinion on the responses.

Report on Internal Control Over Compliance

Our consideration of internal control over compliance was for the limited purpose described in the
Auditor’s Responsibilities for the Audit of Compliance section above and was not designed to identify
all deficiencies in internal control over compliance that might be material weaknesses or significant
deficiencies in internal control over compliance, and therefore, material weaknesses or significant
deficiencies may exist that were not identified. However, as discussed below, we identified certain
deficiencies in internal control over compliance that we consider to be material weaknesses and
significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or a combination of deficiencies, in internal control over compliance, such
that there is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely basis.
We consider the deficiencies in internal control over compliance described in the accompanying
Schedule of Findings and Questioned Costs as items 2024-005, 2024-006, 2024-010, and 2024-014
to be material weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet important
enough to merit attention by those charged with governance. We consider the deficiencies in internal
control over compliance described in the accompanying Schedule of Findings and Questioned Costs
as items 2024-001 through 2024-004, 2024-007 through 2024-009, and 2024-011 through 2024-
013 to be significant deficiencies.

Our audit was not designed for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, no such opinion is expressed.

State of Tennessee Single Audit 11 Auditor’s Reports



Government Auditing Standards require the auditor to perform limited procedures on the State of
Tennessee’s responses to the internal control over compliance findings identified in our audit described
in the accompanying Schedule of Findings and Questioned Costs. The State of Tennessee’s responses
were not subjected to the other auditing procedures applied in the audit of compliance and,
accordingly, we express no opinion on the responses.

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

Report on Schedule of Expenditures of Federal Awards
Required by the Uniform Guidance

We have audited the financial statements of the governmental activities, the business-type activities,
the aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the State of Tennessee as of and for the year ended June 30, 2024, and the related
notes to the financial statements, which collectively comprise the State of Tennessee’s basic financial
statements. We issued our report thereon dated December 17, 2024, which contained unmodified
opinions on those financial statements. Our audit was conducted for the purpose of forming opinions
on the financial statements that collectively comprise the basic financial statements. The
accompanying Schedule of Expenditures of Federal Awards is presented for purposes of additional
analysis as required by the Uniform Guidance and is not a required part of the basic financial
statements. Such information is the responsibility of management and was derived from and relates
directly to the underlying accounting and other records used to prepare the basic financial statements.
The information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion,
the Schedule of Expenditures of Federal Awards is fairly stated in all material respects in relation to
the basic financial statements taken as a whole.

/éﬁ // Stibe/

Katherine J. Stickel, CPA, CGFM, Director
Division of State Audit
March 19, 2025

State of Tennessee Single Audit 12 Auditor’s Reports
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SECTION I[: SUMMARY OF AUDITOR’S RESULTS

SECTION II: FINANCIAL STATEMENT FINDINGS

SECTION III: FEDERAL AWARD FINDINGS AND
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STATE OF TENNESSEE
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2024

SECTION I
SUMMARY OF AUDITOR’S RESULT'S

State of Tennessee Single Audit 15 Auditor’s Findings



STATE OF TENNESSEE
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2024

SECTION I - SUMMARY OF AUDITOR’S RESULTS

FINANCIAL STATEMENTS

* We issued unmodified opinions on the basic financial statements.
* We identified no material weaknesses in internal control over financial reporting,.
* No significant deficiencies in internal control over financial reporting were reported.

* We noted no instances of noncompliance considered to be material to the basic financial
statements.

FEDERAL AWARDS

* Wk identified material weaknesses in internal control over major programs.
* Wk identified significant deficiencies in internal control over major programs.
* Wk issued unmodified opinions for each of the state’s major federal programs.

* We disclosed audit findings that are required to be reported in accordance with 2 CFR
200.516(a).

* The dollar threshold used to distinguish between Type A and Type B programs, as
prescribed in 2 CFR 200.518(b), was $32,667,111.

* The State of Tennessee does not qualify as a low-risk auditee under the provisions of 2
CFR 200.520.

State of Tennessee Single Audit 16 Auditor’s Findings



STATE OF TENNESSEE
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2024

SECTION I - SUMMARY OF AUDITOR’S RESULTS (Continued)

Assistance
Listing
Number

10.542
10.557
10.558
12.401
14.228
17.225
20.205
20.509
21.027
66.458
66.468
84.010
84.048
84.287
84.424
93.323
93.568
93.658
93.659
93.767
93.788
93.917
93.958
93.959

NAME OF MAJOR FEDERAL PROGRAM OR CLUSTER
Pandemic EBT Food Benefits

WIC Special Supplemental Nutrition Program for Women, Infants, and Children
Child and Adult Care Food Program

National Guard Military Operations and Maintenance (O&M) Projects
Community Development Block Grants/State’s Program and Non-Entitlement Grants in Hawaii
Unemployment Insurance

Highway Planning and Construction

Formula Grants for Rural Areas and Tribal Transit Program
Coronavirus State and Local Fiscal Recovery Funds

Capitalization Grants for Clean Water State Revolving Funds
Capitalization Grants for Drinking Water State Revolving Funds

Title I Grants to Local Educational Agencies

Career and Technical Education - Basic Grants to States

Twenty-First Century Community Learning Centers

Student Support and Academic Enrichment Program

Epidemiology and Laboratory Capacity for Infectious Diseases (ELC)
Low-Income Home Energy Assistance

Foster Care Title IV-E

Adoption Assistance

Children’s Health Insurance Program

Opioid STR

HIV Care Formula Grants

Block Grants for Community Mental Health Services

Block Grants for Prevention and Treatment of Substance Abuse
Research and Development Cluster

SNAP Cluster

Child Nutrition Cluster

Food Distribution Cluster

Fish and Wildlife Cluster

Medicaid Cluster

State of Tennessee Single Audit 17 Auditor’s Findings



STATE OF TENNESSEE
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2024

SECTION II
FINANCIAL STATEMENT FINDINGS

No financial statement findings were reported.

State of Tennessee Single Audit 18 Auditor’s Findings



STATE OF TENNESSEE
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2024

SECTION III

FEDERAL AWARD FINDINGS AND
QUESTIONED COSTS
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FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

TENNESSEE STATE UNIVERSITY

Finding 2024-001: The financial aid office continued to not adequately
reconcile its direct loan records to the Direct Loan Servicing System’s
records, as required by federal regulations, and therefore could not resolve
discrepancies timely

Finding 2024-002: Iennessee State University continued to have
inadequate procedures to ensure Title IV credits were refunded in
accordance with federal guidelines

Finding 2024-003: For the federal Direct Loan and Pell Grant

programs, Tennessee State University continued to not report timely and
accurate information regarding students’ enrollment statuses

Finding 2024-004: Iennessee State University continued not to return
Title 1V funds in compliance with federal regulations



Finding Number

Assistance Listing Number
Program Name

Federal Agency

State Agency

Federal Award Identification
Number

2024-001
84.268

Student Financial Assistance Cluster

Department of Education
Tennessee State University

N/A

Federal Award Year 2023 and 2024
Finding Type Significant Deficiency and Noncompliance
Compliance Requirement Cash Management
Repeat Finding 2023-002
Pass-Through Entity N/A
Questioned Costs N/A
- FINDING
0000
co0000
299299¢® The financial aid office continued to not adequately reconcile its direct
b i loan records to the Direct Loan Servicing System’s records, as required
o by federal regulations, and therefore could not resolve discrepancies
timely
BACKGROUND

The Student Financial Assistance programs provide financial assistance to eligible students attending
institutions of postsecondary education. The programs include assistance such as Pell Grants, Direct

Student Loans, and Federal Work Study.

To be eligible for Student Financial Assistance, the student must first complete the Free Application
for Federal Student Aid (FAFSA). Each school listed on a student’s FAFSA will receive the student’s
Student Aid Report. The school then notifies the student of their total aid package.

The United States Department of Education (ED) has established certain requirements for each school
to participate in the Student Financial Assistance programs. For direct loans, ED requires schools to
reconcile direct loan data monthly between the school’s financial aid office and business office, and
between school data, ED’s Common Origination and Disbursement System, and ED’s Grants
Management (G5) System.

State of Tennessee Single Audit 21 Auditor’s Findings



CONDITION

As noted in the prior-year audit, the financial aid office at Tennessee State University could not provide
adequate documentation showing that staff fully and timely reconciled the university’s direct loan
financial records with the federal Direct Loan Servicing System monthly, as required. While the
financial aid office was able to provide reconciliations, staff did not record documentation showing
that the report was run timely, that unreconciled items were researched, and that the research was
completed timely. The auditors reviewed the university’s procedures for the reconciliations and noted
there were no instructions for documenting and signing off on the reconciliations. As a result, any
discrepancies may not have been identified, investigated, and resolved timely. Management, as noted
in the prior finding, created and filled the role of Assistant Director of Compliance; however,
management did not hire an independent financial aid consultant until the end of the 2024 academic
year. The partial action of creating and filling the new position did not correct the noncompliance
during the period.

CRITERIA

Title 34, Code of Federal Regulations, Part 685, Section 300(b)(5), states that to participate in the
Direct Loan program, a school must “on a monthly basis, reconcile institutional records with Direct
Loan funds received from the Secretary and Direct Loan disbursement records submitted to and
accepted by the Secretary.” The 2023-2024 Federal Student Aid Handbook, Volume 4, Chapter 6,

gives additional information regarding the reconciliation process:

A school that participates in the Direct Loan Program is required to reconcile cash (funds it
received from the G5 system to pay its students) with disbursements (actual disbursement
records) it submitted to the Common Origination and Disbursement (COD) system monthly.

In addition, Chapter 6 of the handbook goes on to state,

A school has completed its monthly reconciliation when all differences between the Direct
Loan SAS [Student Account Statement] and the school’s internal records (Direct Loan system,
financial aid office, and business office system) have been resolved or documented and the
school’s ending cash balance is zero. Schools should clearly outline their reconciliation process
and documentation in both the business office and financial aid office procedures.

Finally, while the handbook does not specify a particular format or reconciliation method, it does

require that the school maintains “documented results of its monthly reconciliation to provide to
auditors and reviewers at their request.”

State of Tennessee Single Audit 22 Auditor’s Findings



CAUSE

The former Director of Financial Aid' stated that the financial aid office has differences from month
to month because of the timing of funds being disbursed and drawn down, but these items will usually
resolve themselves by the end of the award period. Because of these timing discrepancies, the university
has not emphasized performing a complete reconciliation each month. Consequently, the university
has not placed the same importance on the reconciliation process as ED.

EFFECT

When the university does not reconcile its financial aid records to the net cash drawdowns and net
booked disbursements as reported to the federal government, there could be unresolved errors in either
the federal government’s records or the university’s records. The university could draw too much cash
from ED, resulting in questioned costs, or could underdraw, placing unnecessary financial stress on
the institution. In addition, when the university does not fully reconcile direct loans each month,
reconciling items and errors may be harder to identify over time, making the annual reconciliation
more complex than necessary. Performing documented monthly reconciliations and retaining all
supporting documentation ensures that financial aid staff will receive all direct loan funds from ED
and will make timely and accurate disbursements to students.

In addition, if the university violates federal requirements, ED could impose a fine on the university
and could limit, suspend, or terminate its participation in a Title IV program. These actions would
negatively affect the university’s operations and the students impacted by the loss of Title IV aid.

e RECOMMENDATION
00000
000000
2099995 The financial aid office and the business office should update policies
B - and procedures for the reconciliation process. The Director of
o

Financial Aid should ensure that staff prepare and document the
required monthly reconciliations based on instructions in the Federal
Student Aid Handbook. If any items in the School Account Statement
do not agree with the institution’s financial records, financial aid staff
should investigate, resolve, and record these differences promptly. The
Director of Financial Aid and a member of the business office should
review the reconciliation each month and at award year-end to ensure
accuracy and completeness. The university should ensure
reconciliations document the preparer and reviewers with the date each
was completed. The reconciliation should contain sufficient

1. The former Director of Financial Aid was employed through August 2024.
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information and documentation for identified differences and be
completed within 30 days of the month’s end.

MANAGEMENT’S COMMENT

We concur. TSU’s Financial Aid Office has updated its policies and procedures to comply with federal
regulations. Our revised procedures outline a three-step process for monthly reconciliation. This
process begins with the Loan Coordinator performing the initial reconciliation. The reconciliation will
then be submitted to either the Assistant Director of Compliance or the Director of Financial Aid for
further evaluation. Finally, the Director of Grants Accounting will conduct a comprehensive review.
This structured approach ensures that the financial aid office completes the reconciliation efficiently
with oversight from three distinct parties. All documentation related to the completed tasks, along
with an accuracy checklist with signatures, will be maintained for future reference.

The university is also committed to enhancing its financial aid operations by implementing the TSU
Student Information System delivered processes to ensure thorough compliance with reconciliation
standards. To support this initiative, we are collaborating with outside consultants, who bring valuable
expertise to help us develop comprehensive, customized policies and procedures. We anticipate
finalizing these documents by March 2025.

To align with our goals, we have initiated job postings for two critical positions: the Loan Coordinator
and the Assistant Director of Compliance. These roles are essential for driving our reconciliation efforts
and ensuring optimal management of financial aid processes. Our primary objective is to achieve full
reconciliation of the 2023-2024 Direct Loans by March 1, 2025. Additionally, we plan to start
monthly reconciliations for the 2024-2025 loan disbursements in February 2025 to ensure accuracy
and compliance.

During the interim period, while we work to fill the Loan Coordinator and Assistant Director of
Compliance positions, the Director of Financial Aid will actively oversee the reconciliation process.
The Director will also receive initial support from our outside consultants to ensure that all
reconciliation activities are conducted smoothly and meet compliance requirements. This collaborative
approach fosters a more effective and accountable financial aid system within the university.
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Finding Number
Assistance Listing Number
Program Name

Federal Agency

State Agency

Federal Award Identification
Number

Federal Award Year
Finding Type

Compliance Requirement
Repeat Finding
Pass-Through Entity
Questioned Costs

2024-002

84.007, 84.063, and 84.268
Student Financial Assistance Cluster
Department of Education
Tennessee State University

N/A

2023 and 2024

Significant Deficiency and Noncompliance
Special Tests and Provisions

2023-003

N/A

N/A

oo FINDING
c0000
©000000
090955 ¢® Tennessee State University continued to have inadequate procedures to
gk ensure Title IV credits were refunded in accordance with federal
. guidelines
BACKGROUND

The student financial assistance programs provide financial assistance to eligible students attending
institutions of postsecondary education. These Title IV programs include assistance such as Pell
Grants, Direct Student Loans, and Federal Work Study.

To be eligible for student financial assistance, the student must first complete the Free Application for
Federal Student Aid (FAFSA). Each school listed on a student’s FAFSA will receive the student’s
Student Aid Report. The school then notifies the student of the total aid package.

The U.S. Department of Education (ED) has established certain requirements for each school to
participate in the student financial assistance programs. As a condition of these programs, institutions
must provide notifications of the amounts awarded and loans disbursed. In addition, institutions are
required to refund credits to the student’s account within 14 days of posting the award to the student’s
account.

CONDITION

In response to the prior finding, which noted compliance issues during the 2023 academic year,
management restructured the Bursar’s office to include a Refund Analyst role, which reports to the
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new Account Manager. However, adding the new position and staff did not adequately address
compliance issues for the 2024 academic year. In the current audit, we tested a sample of 15 Title IV
recipients at Tennessee State University (T'SU) to determine whether TSU met disbursement
requirements and identified errors in 11 (73%) of the Title IV recipients. These requirements included
disbursing the appropriate amount of Title IV aid in a timely manner, sending notices to students
informing them of their awards and/or loan disbursements, and refunding any credits to student
accounts created by Title IV aid within 14 days of disbursement.

Refund Timeliness

We noted that 2 of the 8 students (25%) in our testwork had Title IV credits that were not refunded
within 14 days of the disbursement date. As noted in Figure 1 below, 3 separate refunds were not
refunded timely, ranging from 3 to 88 days late.

Figure 1: Title IV Refund Testwork, Fiscal Year 2024
Disbursement | Refund Days to Days

SRS UG Amount Date Date Refund Late
I Fall 2023 $1,914 9/5/2023 9/25/2023 20 6
Spring 2024 | $1,767 | 1/30/2024 | 2/16/2024 | 17 3
2 Fall 2023 $6,659 12/18/2023 3/29/2024 102 88

While conducting our testwork, we noted that 1 additional student also received a refund more than
14 days after the Title IV aid was disbursed to the student’s account. Because the student had a
combination of federal and non-federal aid creating the credit, it did not meet the federal definition
of a Title IV credit. However, the error is a further indication of TSU’s failure to process refunds in a
timely manner.

Disbursement Notifications

We also tested our sample to determine whether 2 required notifications were sent to students. The
first required letter notifies students of the amount and type of Title IV funds they are expected to
receive, as well as how and when the disbursements will be made. We tested all items in our sample
to determine whether this first notification was made. For 7 of the 15 students (47%) tested, the
student did not receive the required notification.

The second required letter is specific only to those students receiving direct loans or Teacher
Education Assistance for College and Higher Education (TEACH) grants. The letter notifies students
of 1) the date and amount of the disbursement, 2) the student’s or parent’s right to cancel, and 3) the
procedure and time by which the student or parent must notify the institution that they wish to cancel.
We noted that 11 students in our sample should have received the letter. However, 8 of these 11
students (73%) did not receive the required notification.
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CRITERIA
The 2023-2024 Federal Student Aid Handbook, Volume 4, Chapter 2, states:

If FSA [federal student aid] disbursements to a student’s account at the school create a Title
IV credit balance, the school must pay the credit balance directly to the student or parent as
soon as possible but no later than 14 days after: [emphasis in original]

o the first day of class of a payment period if the credit balance occurred on or before
that day, or

o the balance occurred if that was after the first day of class.
In addition, Volume 4, Chapter 2, of the handbook states:

A school must notify a student of the amount of funds the student and their parent can expect
to receive from each FSA program, including FWS [Federal Work Study], and how and when
those funds will be disbursed. This notification must be sent before any disbursements are
made.

Finally, Volume 4, Chapter 2, of the handbook also states:

Except in the case of loan funds made as part of a post-withdrawal disbursement (see Volume
5 for notification requirements in such cases), when Direct Loan or TEACH funds are being
credited to a student’s ledger account, the school must also notify the borrower in writing
(paper or electronically) of the:

¢ anticipated date and amount of the disbursement;

e student’s or parent’s right to cancel all or a portion of a Direct Loan, loan
disbursement, TEACH Grant, or TEACH Grant disbursement and have the loan
proceeds or TEACH Grant proceeds returned to the Department; and

e procedures and deadlines by which the student or parent must notify the school that
they wish to cancel the Direct Loan, loan disbursement, TEACH Grant, or TEACH
Grant disbursement.

CAUSE

TSU management implemented a general refund policy outlining the timing of refunds, as well as the
differences between automatic and manual refunds. However, management did not develop adequate
procedures to ensure that all Title IV credits are refunded within the timeframes required by federal
guidance. Per discussion with TSU management, employee shortages and turnover resulted in the
process not always being performed as outlined in the policy. TSU management was uncertain as to
the specific cause for unsent disbursement notifications as their financial aid system should
automatically send out these notices. Based on these discussions, TSU management is overly reliant
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on automated processes, and they do not have verification or review processes to confirm that the
processes occurred and were complete.

EFFECT

Timely refunding credits to students is essential to fulfilling the goals of Title IV programs. Students
may depend on these refunds to pay for non-institutional charges, such as off-campus housing,
transportation, or meals. Furthermore, if the university does not notify students of expected aid, this
could impact decision-making for students and their families when determining whether to attend the
university. Without these funds, students may not have the resources to pay for these potentially
significant costs, which can be a barrier to a successful college career.

In addition, failure to notify students of important deadlines and information regarding their direct
loans or TEACH Grants could cause students to incur loans they wished to cancel, resulting in
unwanted debt.

Finally, if the university violates federal requirements, ED could impose a fine on the university and
could limit, suspend, or terminate TSU’s participation in a Title IV program. These actions could
hurt the university and the students impacted by the loss of Title IV aid.

- RECOMMENDATION
cc00000
®
coo000e0e TSU management should revise and adequately document procedures
©000000
*=8004 to ensure that students receive the required disbursement notifications
°

and to ensure that credits on student accounts are refunded within 14
days of Title IV aid being disbursed. In addition, leadership should
take necessary steps to provide adequate staffing and training to ensure
compliance. Finally, TSU management should establish additional
review procedures to meet disbursement requirements.

MANAGEMENT’S COMMENT

We concur. The automatic refund process has been reactivated for spring 2025 as part of our pilot
program to refine financial aid procedures. TSU’s consultants conducted a comprehensive review of
the current detail codes in use, methodically analyzing their effectiveness and identifying areas for
improvement. The recommendations that were made based on this assessment are anticipated to
enhance both the efficiency and clarity of the payment process, allowing for a more straightforward
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identification of non-refundable amounts, which in turn will facilitate the more efficient allocation of
funds for necessary financial aid adjustments.

The revised procedures will be tested during the spring 2025 refund period to assess their effectiveness
and reliability before implementing them on a larger scale. To further support students during this
transition, TSU and its consultants will initiate a system of automatic notifications for all students
receiving loan disbursements. This systematic communication will enhance transparency by providing
information on the amounts disbursed and notifying students of their rights to cancel either part or
all of their loans. Additionally, it will outline the specific steps students need to follow to initiate a
cancellation. The notification system has been tested and is confirmed to work effectively for loan
disbursements in spring 2025. Consequently, before each term, we will review all system parameters
and then examine the output after the disbursements are run to ensure that all student notifications
are issued correctly.

In addition, TSU is taking proactive measures to inform students when their financial aid packages
become available, ensuring that they are kept in the loop about their funding status. This process is
confirmed to be operating smoothly for spring 2025, ensuring students receive timely updates. TSU
and its consultants will also check the job scheduling system regularly to verify that these processes are
being carried out as intended.

The completion of these initiatives are anticipated by July 2025, well ahead of the processing for fall
2025 refunds. This timeline will allow for the seamless integration of improvements and ensure that
students benefit from the enhancements in the financial aid process moving forward.

Lastly, to comply with university procedures and regulatory requirements, it is crucial to fill the
Accounting Manager vacancy in the Bursar's office as soon as possible. The Accounting Manager will
be vital in overseeing the reconciliation processes, managing refund operations, and improving our
financial practices moving forward. This position is essential not only for ensuring accuracy in financial
reporting but also for proactively addressing and resolving any discrepancies that may arise. The Vice
President of Business and Finance will coordinate with the Bursar’s Office and the Human Resources
Department to ensure the timely recruitment and hiring of a qualified candidate.
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Finding Number
Assistance Listing Number
Program Name

Federal Agency

State Agency

Federal Award Identification
Number

Federal Award Year
Finding Type

Compliance Requirement
Repeat Finding
Pass-Through Entity
Questioned Costs

2024-003

84.063 and 84.268

Student Financial Assistance Cluster
Department of Education
Tennessee State University

N/A

2023 and 2024

Significant Deficiency and Noncompliance
Special Tests and Provisions

2023-004

N/A

N/A

- FINDING
s0000
"000000
1299899¢® For the federal Direct Loan and Pell Grant programs, Tennessee State
b+ 3 University continued to not report timely and accurate information
® regarding students’ enrollment statuses
BACKGROUND

The Student Financial Assistance programs provide financial assistance to eligible students attending
institutions of postsecondary education. The Title IV programs include assistance such as Pell Grants,
Direct Student Loans, and Federal Work Study.

To be eligible for student financial assistance, the student must first complete the Free Application for
Federal Student Aid (FAFSA). Each school listed on a student’s FAFSA will receive the student’s
Student Aid Report. The school then notifies the student of their total aid package.

The U.S. Department of Education (ED) has established certain requirements for each school to
participate in the student financial assistance programs. For student recipients of Pell Grants or Direct
Loans, ED requires institutions to report students’ enrollment statuses for each term to the National
Student Loan Data System (NSLDS). The institution is also required to report changes to students’
enrollment, such as graduations, withdrawals, and transitions between full-time and part-time status.

CONDITION

Tennessee State University management, as noted in the prior finding, hired additional staff and
communicated the withdrawal process in training and staff meetings. These corrections did not resolve
the issues around enrollment reporting and withdrawal dates. We tested a sample of 60 Direct Loan
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borrowers and/or Pell Grant recipients at TSU. For these 60 students, TSU should have reported to
NSLDS 75 separate incidents of an enrollment status change. As of November 8, 2024, the day of our
testwork, we found that for 17 of 75 (23%) status changes tested, TSU either did not report any
information, reported incorrect information, or did not timely report the status change to NSLDS.
These errors impacted 16 of 60 (27%) students tested.

Not Reported

For 3 students, management could not locate any record of enrollment history in NSLDS
for some terms the students attended. Of the 3 students, management could not locate an
NSLDS account for 1 student, indicating that TSU management did not report any
information in NSLDS for the student. For the remaining 2 students, the enrollment
history was missing for terms the student attended. The missing terms for these 2 students
resulted in a combined 3 enrollment changes not being reported.

For 2 students, NSLDS showed a status of “No Record Found” for TSU’s enrollment
records. This code should only be used if the school is closing, merging, or has become
ineligible. TSU likely entered incorrect or inconsistent data, which can also generate the
code.

The Enrollment Services Office did not properly enter a graduation for 1 student. The
student completed the requirements for graduation on December 8, 2023. The failure to
report the graduation likely occurred because the student had an account balance that was
not paid off until December 9, 2023, the day after the graduation list would have been
produced. However, as of the date of our testwork, November 8, 2024, the graduation
had still not been reported to NSLDS.

Reported Incorrectly

The Enrollment Services Office incorrectly reported enrollment status changes for 4
students during the summer semester. These students were purged during the summer
semester due to failure to pay, reducing their hours enrolled to zero. The students were
subsequently reported as withdrawn. However, when students reduce their course load
below half-time during a summer term, they should maintain their spring status when
half-time or greater. Therefore, the students should have been reported as full-time, rather
than withdrawn. In addition, 2 of these 4 students had already completed and received
grades for courses in Maymester, a month-long term within the summer semester, at the
time they were purged. Despite completion, these classes were deleted from the system,
including the grades and charges.

For 1 student, the Enrollment Services Office incorrectly reported the student as three-
quarter time for the spring 2024 term despite the student’s attempting 13 hours during
the term, which should have been reported as full-time.
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Reported Untimely

The Enrollment Services Office did not report the full-time status for 1 student until 80
days after the first day of the spring 2024 term, 20 days late.

Students with Multiple Enrollment Reporting Issues

For 1 student, the Enrollment Services Office had not reported the student’s graduation
on May 6, 2024, as of the date of our testwork, November 8, 2024. In addition, the
student’s program in NSLDS recorded a major different from the university’s information
system.

The Enrollment Services Office entered 1 student as less than half-time in the spring
semester despite the student’s being enrolled in 9 hours, which should have been reported
as three-quarter time. In addition, this status was not entered until May 22, 2024, 127
days after the semester start date, or 67 days late.

The Enrollment Services Office entered 1 student as three-quarter time in the spring
semester despite the student’s being enrolled in 12 hours, which should have been reported
as full-time. In addition, this status was not entered until May 22, 2024, 127 days after
the semester start date, or 67 days late.

The Enrollment Services Office entered 1 graduate student as half-time in the spring
semester despite the student’s being enrolled in 9 hours, which is considered full-time for
graduate students. In addition, this status was not entered until May 22, 2024, 127 days
after the semester start date, or 67 days late.

CRITERIA

Federal Guidance

The Federal Student Aid Handbook, Volume 2, Chapter 3, states that institutions “must report
enrollment changes within 30 days; however, if a roster file is expected within 60 days, you may

provide the updated data on that file.”

In the introduction to Chapter 1, the NSLDS Enrollment Reporting Guide states, “Accurate and timely

Enrollment Reporting to NSLDS is essential to the Department of Education’s successful delivery of
Title IV aid.” The requirements are established in Title 34, Code of Federal Regulations, Section
685.309(b).

In Chapter 4, the NSLDS Enrollment Reporting Guide states,

. . . if the student enrolls in the summer term (or other non-required terms) at least half time,

the student’s actual summer enrollment status is reported. If such a student subsequently

withdraws from the summer term, the student’s most recent enrollment status of half time or

greater should be reported throughout the remainder of the summer.
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In addition, Chapter 7 of the NSLDS Enrollment Reporting Guide states, “NSLDS records must be
accurately matched with your enrollment records. You should review, update, or verify student
enrollment statuses and other information with information that appears on the Enrollment

Reporting Roster file.”

CAUSE

Management did not provide information to determine the cause or offer any possible explanations
for the late status updates and the incorrect status reporting. Based on our review, TSU did not
adequately review enrollment information in NSLDS to ensure changes were accurately reported.
Adequately reviewing a sample of the information uploaded to NSLDS would have quickly
determined the significant issues with the university enrollment reporting process. Furthermore, the
Enrollment Services Office does not have sufficient knowledge or training on the specific summer
reporting rules; instead, the office treats the summer term identically to the fall and spring terms.

EFFECT

Timely and accurate enrollment reporting is critical for effective management of ED programs. The
accurate administration of the Title IV programs depends heavily on the accuracy of the enrollment
information reported by schools. Accurate, timely, and complete enrollment data is also important to
the students, who can view their current campus enrollment information and their program
enrollment history. Also, if an individual no longer attends TSU but their lack of attendance is not
reported, the individual’s loan repayment grace period could be improperly extended, resulting in the
student’s loan repayments being improperly deferred.

In addition, if the university violates federal requirements, ED could impose a fine on the university
and could limit, suspend, or terminate its participation in a Title IV program. These actions would
negatively affect the university’s operations and the students impacted by the loss of Title IV aid.

oo RECOMMENDATION
000000
cceeeee TSU hould review and update i
- gee management should review and update its processes as necessary
et g to ensure the Enrollment Services Office uploads and submits the
° correct information to NSLDS. In addition, the Assistant Vice

President of Admissions and Records should ensure that staff know
reporting deadlines, the importance of reporting enrollment status
changes, and the summer reporting guidelines. The Assistant Vice
President of Admissions and Records should also ensure that
enrollment status changes are reported timely and the Financial Aid
Office is promptly notified. TSU management should implement a
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review throughout each term to verify that the accurate information is
reported in NSLDS.

MANAGEMENT’S COMMENT

We concur. TSU is firmly committed to ensuring accurate and timely reporting for the federal Direct
Loan and Pell Grant programs, recognizing the importance of accurate data in supporting student
financing and institutional integrity. To enhance the effectiveness of this process, the university has
hired a Data Analyst whose primary responsibility is to manage and oversee enrollment reporting
processes.

The Office of Admissions and Records has also undertaken a review and update of its operational
procedures with an outside consultant. This enhancement aims to ensure that the Enrollment Services
Office uploads and submits the correct, up-to-date information to the National Student Clearinghouse
(NSLDS), thereby minimizing the risk of discrepancies and ensuring compliance with federal
guidelines.

Updates to the NSLDS will be conducted following the census date, with a consistent reporting
schedule planned for every 30 to 45 days thereafter, in addition to comprehensive submissions at the
end of each academic term. This structured approach ensures that all enrollment changes, including
withdrawals and adjustments in student status, are communicated promptly and accurately. If any
errors are identified during these reporting processes, corrective measures will be initiated within a
timeframe of 5 to 7 business days to rectify the issues, maintaining the integrity of the data reported.

To improve clarity and ensure the successful implementation of these updates, the withdrawal process
was thoroughly communicated to staff through dedicated training sessions and regular staff meetings.

The combination of staff meetings and targeted training initiatives will ensure that all team members
are thoroughly prepared to uphold the university's commitment to accurate reporting and strong
student support.
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Finding Number
Assistance Listing Number
Program Name

Federal Agency

State Agency

Federal Award Identification
Number

Federal Award Year
Finding Type

Compliance Requirement
Repeat Finding
Pass-Through Entity

2024-004

84.007, 84.063, and 84.268
Student Financial Assistance Cluster
Department of Education
Tennessee State University

N/A

2023 and 2024

Significant Deficiency and Noncompliance
Special Tests and Provisions

2023-005
N/A

Questioned Costs

Assistance Listing Federal Award Identification Amount
Number Number
84.007 P007A073927 $239
84.063 P063P070381 $4,754
- FINDING
©0000
©00000
g-iibd e Tennessee State University continued not to return Title IV funds in
cosee ' i '
o compliance with federal regulations
@
BACKGROUND

The Student Financial Assistance programs provide financial assistance to eligible students attending
institutions of postsecondary education. The Title IV programs include assistance such as Pell Grants,

Direct Student Loans, and Federal Work Study.

To be eligible for student financial assistance, the student must first complete the Free Application for
Federal Student Aid (FAFSA). Each school listed on a student’s FAFSA will receive the student’s
Student Aid Report. The school then notifies the student of their total aid package.

The U.S. Department of Education (ED) has established certain requirements for each school to
participate in the student financial assistance programs. For Title IV recipients who did not complete
at least 60% of the semester, the school is required to perform a calculation to determine the amount
of unearned aid that it must return to ED.
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CONDITION

In response to the prior audit finding, management stated the university created and hired an Assistant
Director of Compliance. Management also stated they would implement a daily review of the Return
to Title IV report by both the Financial Aid and Records offices. These updates were insufficient in
addressing the ongoing compliance issues.

We tested 2 groups of students who officially or unofficially withdrew from classes at Tennessee State
University (TSU) during the 2023-2024 award year. First, we selected 15 student withdrawals from a
population of 43 students who had an official or unofficial withdrawal before the 60% completion date.
We tested these withdrawn students to ensure that withdrawal dates were accurate, that calculations were
performed correctly, and that amounts were returned to ED within the required timeframes.

Of the 15 student withdrawals, we noted 13 (87%) contained errors. Of the 13 errors, TSU did not
return the Title IV funds to ED within the required timeframe for 2 students, and TSU did not
calculate the correct return of the Title IV funds to ED for 8 students. For the remaining 3 students,
TSU did not calculate the correct return of the Title IV funds and did not return the funds within the
required timeframes. In addition to the above errors, TSU management was not able to provide
withdrawal forms for 2 of the 15 students (13%). We tested these students based on the date of
withdrawal noted in the university’s information system; however, we were unable to verify this date.
One of the student withdrawals was otherwise correct, while the other is included as an error below.

Of the 15 errors, 11 were the result of incorrect calculation of return of funds. Specifically,

e For 5 students, TSU calculated the returns with withdrawal dates 7 to 35 days after the
students signed and submitted their withdrawal documentation. This resulted in
questioned costs of $1,959.

e For 1 student, TSU did not return the full amount of Title IV funds to ED even though
the student submitted withdrawal documentation before the start of the semester. TSU
returned $1,453; however, the full amount of $2,773 should have been considered an
overaward and fully returned. This led to questioned costs of $1,320.

e For 1 student, TSU did not enter the correct amount of the student’s Pell disbursement
in the return calculation. This led to TSU calculating and returning from university funds
$3,272, which was $1,276 more than necessary.

e For 3 students, TSU did not enter the correct institutional charges in the return calculation
but instead used cost of attendance. This led to TSU calculating and returning $8,328
more than necessary from university funds.

e For 1 student, TSU calculated the return based on an end of attendance that was 3 days
before the student signed their withdrawal form. This led to TSU calculating and returning
from university funds $2,638, which was $165 more than necessary.

State of Tennessee Single Audit 36 Auditor’s Findings



In addition to the above, we noted that for 5 of the 15 student withdrawals tested (33%), TSU did not
return the Title IV funds within the applicable timeframes. The timeframes are 30 days after the school
becomes aware of the withdrawal if the student never began attendance for the semester and 45 days if
the student withdrew during the semester. Of the 5 students, 3 were included above due to also having
calculation errors, while TSU correctly calculated the return for the remaining 2 students.

e For 2 students, TSU returned funds 139 and 259 days after TSU processed the students’
withdrawal forms. As these withdrawals occurred during the semester, the 45-day timeframe
was applicable, resulting in the returns being between 94 and 214 days late.

e For 2 students, the school applied charges and Title IV aid to the students’ accounts for the
fall 2023 semester based on information from the FAFSA; however, both submitted
withdrawal forms before the start of the semester. Despite receiving the forms before the
semester, TSU did not process the withdrawals until October 9, 2023, while the return of
funds was not completed until October 31, 2023, for 1 student and June 11, 2024, for the
other student. ED specifies that awards to students who never begin attendance are
overawards and must be returned within 30 days after the school has determined the student
did not begin attendance. For these 2 students, TSU returned funds 74 and 258 days after
the student made TSU aware of their withdrawal, or 44 and 228 days late.

e For the remaining student, TSU initially processed a return of Title IV funds on October
31, 2023, after the student had notified TSU of their withdrawal for the fall 2023 semester
on October 4, 2023. However, when the student registered for spring 2024 classes, federal
direct loans were added, and the original return of Title IV funds was reversed. The incorrect
reversal and posting of additional funds were not corrected until June 19, 2024, when the
return of Title IV funds calculation was recomputed. The corrections were made 259 days
after the date of withdrawal, 214 days late.

We also selected a sample of 15 from a population of 21 students who completed over 60% of the
semester in which they withdrew to ensure that TSU recorded the withdrawal date correctly, had
adequate attendance records to support the withdrawal date, and did not remove Title IV funds from
the account. Of the original 15 sample items, we noted 1 (6.7%) error. For this 1 student, TSU entered
a withdrawal date beyond the 60% point of the semester; however, the student signed their withdrawal
form 7 days before the 60% point. This resulted in $1,714 in questioned costs.

Due to the high number of errors and the significant percentage of the overall withdrawal population
tested, 30 of 64, or 47%, we determined that additional testwork was not required.

CRITERIA

The 2023-2024 Federal Student Aid Handbook, Volume 5, Chapter 1, page 3, states,
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A pro rata schedule is used to determine the amount of FSA [Federal Student Aid] funds the
student has earned at the time of withdrawal up through the 60% point in each payment
period or period of enrollment. After the 60% point in the payment period or period of
enrollment, a student has earned 100% of the FSA funds the student received and was
scheduled to receive during the period.

The 2023-2024 Federal Student Aid Handbook, Volume 5, Chapter 2, page 92, states,

e Student’s Withdrawal Date Official notification — The date the student begins the school’s
withdrawal process, or the date that the student otherwise provides notification (If both
circumstances occur, use the earlier withdrawal date)

e  Official notification not provided — The date that the school determines is related to the
circumstance beyond the student’s control, or the midpoint of the payment period or
period of enrollment, as applicable

e Alternative approach — In place of the dates listed, a school may always use, as a student’s
withdrawal date, the student’s last date of attendance at an academically related activity if
the school documents that the activity is academically related and that the student
attended the activity.

The 2023-2024 Federal Student Aid Handbook, Volume 4, Chapter 3, page 3, states,

Schools must return funds disbursed to a student who failed to begin attendance as soon as
possible but no later than 30 days after the date they become aware that the student has not
begun and will not begin attendance [emphasis in original].

The 2023-2024 Federal Student Aid Handbook, Volume 5, Chapter 2, page 39, states,

An institution is not required to return the inadvertent overpayment immediately but must
return it within 45 days of the date of the institution’s determination that the student withdrew
(the time frame for an institution’s return of Title IV funds under 34 CFR 668.22(j)(1)). An
institution must return an inadvertent overpayment in accordance with the applicable
regulations for returning overpayments. Please see Volume 4, Chapter 3 for more information
on overpayment procedures [emphasis in original].

CAUSE

Based on our review, it appears that TSU management did not have proper oversight and review
procedures over the return of Title IV funds, as we noted multiple issues regarding both the calculation
itself as well as the timing. Specifically, TSU performed the Title IV return calculation using cost of
attendance instead of institutional charges and entered the withdrawal date as the date the withdrawal
was processed instead of the last date the student attended or the date on the signed withdrawal forms.
In addition, TSU did not have a system in place to ensure all withdrawals and returns were processed
timely.
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EFFECT

For the 30 students tested, TSU calculated a total return of $39,133 in Title IV funds. The corrected
total after adjustment for the errors we noted in our testwork was $34,361. TSU overreturned funds
to students by $9,769 and underreturned funds to other students by a total of $4,993. The $4,993

was identified as questioned costs.

Violations of the federal requirement to timely return Title IV funds to ED could result in ED
imposing a fine on TSU and/or limiting, suspending, or terminating TSU’s participation in a Title IV
program. These actions could hurt the university and the students impacted by the loss of Title IV

aid.

In addition, incorrect return calculations and/or withdrawal dates can negatively impact students. If
TSU incorrectly calculates and returns the amount of unearned aid to ED, it could impact the amount
of aid the student is eligible to receive in future terms or result in a student having an account balance

in error.
g RECOMMENDATION
°o00000
000000
. ::::::‘ The Registrar’s Office and the Financial Aid Office should follow
e federal regulations. Management should ensure that the Financial Aid
e

Office reperforms all return of Title IV funds calculations and makes
necessary corrections to student and federal fund accounts for the
2023-2024 academic year. Finally, TSU should ensure that the
Registrar’s Office communicates any withdrawals to the Financial Aid
Office in a timely manner.

MANAGEMENT’S COMMENT

We concur. The Office of Financial Aid is set to conduct a comprehensive review of the Title IV funds
for the 2023-2024 academic year in February 2025, with the review anticipated to be completed by
the end of April 2025. The communication process between the Registrar’s Office and Financial Aid
begins with a detailed examination of the daily Withdrawal Report generated by the Registrar’s Office.
Upon receiving this report, an acknowledgment email will be sent to confirm its review.

To facilitate accurate calculations regarding the return of funds, specific parameters will be established
within the Banner system. These parameters will support the Funds Calculation process in
determining the correct return amounts owed. Our team is actively working with outside consultants
to restructure and enhance our financial aid processes. This collaboration aims to significantly update
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our existing policies and procedures, preventing compliance issues in the future while fostering a more
efficient system.

An important aspect of this process is how the effective date of withdrawals is determined. The
Registrar’s Office must use the date on which the student submitted their withdrawal form as the
official effective date. By accurately recording this date in the Student Course Registration system, we
can ensure that the student’s information is correctly reflected on the Withdrawal Report. Having the
right effective date is crucial for maintaining accurate academic records and complying with federal
regulations. TSU, in conjunction with its consultant, will help identify students with the correct
withdrawal dates in the Registrar’s Office and will also work with Student Accounts to ensure that the
appropriate institutional charges are used in all calculations.

Finally, the Withdrawal Report can be scheduled within the job scheduler to run automatically and
on time each day. This scheduling will contribute to a smoother workflow, allowing for any necessary
adjustments to be made efficiently. By employing the Banner-delivered process for funds calculation,
we will ensure that the actual charges incurred by the student are used in the calculation of returns
instead of the predetermined cost of attendance, leading to more accurate financial assessments.
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FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

DEPARTMENT OF EDUCATION

Finding 2024-005: The Department of Education did not comply with
Federal Funding Accountability and Transparency Act reporting requirements
for the Child Nutrition Cluster and did not implement the designed internal
control over the reporting requirements

Finding 2024-0006: As noted in the prior audit, Department of Education
management did not have effective internal controls over matching,
maintenance of effort, and earmarking requirements and could not provide
evidence of compliance with requirements

Finding 2024-007: As noted in the prior audit, Department of Education
management did not implement effective internal controls to ensure
compliance with federal period of performance requirements and thus incurred
administrative expenditures outside of the Career and Technical Education
Program grants period of performance

Finding 2024-08: As noted in the prior audit, Department of Education
management did not implement effective internal controls to ensure
compliance with federal period of performance requirements and thus incurred
administrative expenditures and reimbursed local educational agencies for
expenditures that occurred outside of the Student Support and Academic
Enrichment Program grants period of performance

Finding 2024-09: As noted in the prior audit, Department of Education manage-
ment did not implement effective internal controls to ensure compliance with federal
period of performance requirements and thus incurred administrative expenditures
and reimbursed local educational agencies for expenditures that occurred outside of
the Special Education Cluster Program grants’ period of performance



Finding Number
Assistance Listing Number
Program Name

Federal Agency

State Agency

Federal Award Identification
Number

Federal Award Year
Finding Type

Compliance Requirement
Repeat Finding
Pass-Through Entity
Questioned Costs

2024-005

10.553, 10.555, 10.556, and 10.582
Child Nutrition Cluster
Department of Agriculture
Department of Education

N/A

2023 and 2024

Material Weakness and Noncompliance
Reporting

N/A

N/A

N/A

se  FINDING
s0000
seeeese Th:D f Education did ly with Federal Fundi
i e Department of Education did not comply with Federal Funding
bt il Accountability and Transparency Act reporting requirements for the
- Child Nutrition Cluster and did not implement the designed internal
control over the reporting requirements
BACKGROUND

The Department of Education (the department) is the pass-through entity for the Child Nutrition
Cluster,? which is administered by the Food and Nutrition Service of the U.S. Department of
Agriculture. The Child Nutrition Cluster is a cluster of federal programs to provide healthful,
nutritious meals and snacks to eligible children in public schools and nonprofit private schools,
residential childcare institutions, and summer recreation programs.

For the School Breakfast Program, the National School Lunch Program, and the Special Milk Program
for Children, the department enters into agreements with subrecipient organizations, known as School
Food Authorities (SFAs), for local-level program operation and the delivery of program services to
eligible children. The department reimburses SFAs for each meal or snack served based on the rates
established by the U.S. Department of Agriculture. Each month, the SFAs claim the number of meals

2. The Child Nutrition Cluster consists of the School Breakfast Program, the National School Lunch Program, the Special
Milk Program for Children, and the Fresh Fruit and Vegetable Program, all of which the Tennessee Department of
Education administers, as well as the Summer Food Service Program, which the Department of Human Services
administers.
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or snacks served using the department’s Tennessee: Meals, Accounting, and Claiming (TMAC)
system.

For the Fresh Fruit and Vegetable Program,’ the department enters into additional agreements with
approved SFAs for eligible elementary schools within those SFAs for local-level program operation and
the delivery of program services to eligible children. The department awards a grant amount for each
elementary school based on a rate set per child by the department. Each month, the SFAs claim the
costs from procurement, operations, and administration using the department’s TMAC system.

The Federal Funding and Accountability Transparency Act (FFATA) requires the department to
report subrecipient subaward financial information through the FFATA Subaward Reporting System
(ESRS) for all subawards over $30,000. According to federal regulations, reports are due “no later than
the end of the month following the month in which the obligation was made.” The subaward
information in FSRS is then available to the public on the USA Spending website for transparency.

CONDITION AND CAUSE

Based on our discussion with management, because management had not implemented cross-training
for backups as outlined in their designed internal controls for succession planning, staff was not aware
of the requirement and therefore, did not complete any FFATA reporting for the Child Nutrition
Cluster for the entire fiscal year. Based on our review of the claim information for the year, staff did
not report 189 SFAs’ Child Nutrition subawards,* totaling $449,928,320, and 25 FFVP subawards,
totaling $4,499,375.

The former Federal Reporting Specialist who was responsible for FFATA reporting left the department
in September 2023. At the time he left, he had not done any reporting for fiscal year 2024. When the
current State Director of School Nutrition began in his role in March 2024, the Assistant
Commissioner had not reassigned the FFATA reporting tasks and did not inform the newly hired
State Director to reassign the FFATA reporting responsibilities; thus, the State Director was unaware
of the reporting requirement.

We first inquired about the department’s current FFATA reporting process on July 1, 2024. The Data
Processing and Reporting Specialist® who is currently responsible for FFATA reporting took the role
on July 8, 2024. She requested access to FSRS almost immediately and after following up, received
access on September 4, 2024.

3. While the Fresh Fruit and Vegetable Program is identified as part of the Child Nutrition Cluster, this program has a
separate Federal Award Identification Number and is reported separately.

4. Since the Child Nutrition Cluster operates based on agreements with SFAs to administer the program, we have counted
each agreement as a subaward. There were 189 SFAs that were reimbursed more than $30,000 during the fiscal year and
met the threshold for FFATA reporting.

5. This position replaced the former Federal Reporting Specialist position.
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On August 7, 2024, the current State Director of School Nutrition provided us the FFATA Reporting
Process Plan, effective October 2022, that was maintained in the former Federal Reporting Specialist’s
files. The process plan includes the owner of the process, a description of the process, the statute or
regulation that requires it, the team members associated with the process as well as their role, and risks
associated with the process. While the process plan lists the team member responsible for reporting as
well as a backup; neither one submitted the required reports.

We also reviewed the Department of Education’s 2024 Financial Integrity Act Risk Assessment and
determined that despite the fact that management’s documented process plan and risk assessment
identified the risks, management did not include all mitigating controls and did not follow through
with effective implementation of all the mitigating controls and, as such, the backup was not trained
and was unaware of the FFATA responsibilities and requirements.

When we brought the FFATA reporting deficiency to management’s attention, management stated
that they had begun creating and implementing a standard operating procedure and are in the process
of uploading the FFATA reports for fiscal year 2024. We will audit the FFATA reporting requirements
for the Child Nutrition Cluster during the next audit.

CRITERIA

FFATA Reporting

Appendix A to “Reporting Subaward and Executive Compensation Information,” Title 2, Code of
Federal Regulations (CFR), Part 170, states:

a.  Reporting of first-tier subawards.

Applicability. Unless you are exempt as provided in paragraph d. of this award term, you
must report each action that equals or exceeds $30,000 in Federal funds for a subaward to
a non-Federal entity or Federal agency (see definitions in paragraph e. of this award term).

Risk Assessment

The U.S. Government Accountability Office’s Standards for Internal Control in the Federal Government
(Green Book) provides a comprehensive framework for internal control practices in federal agencies

and serves as a best practice for other government agencies, including state agencies. According to

Green Book Principle 7.02, “Identification of Risks,”

Management identifies risks throughout the entity to provide a basis for analyzing risks. Risk
assessment is the identification and analysis of risks related to achieving the defined objectives
to form a basis for designing risk responses.
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EFFECT

Not meeting the FFATA requirements increases the likelihood that the public will not have access to
transparent and accurate information regarding expenditures of federal awards. Additionally, federal
regulations address actions that federal agencies may impose if a state entity does not comply with the
U.S. Constitution, federal statutes, regulations, or the terms and conditions of a federal award.
According to 2 CFR 200.208(c), “Specific conditions,”

Additional Federal award conditions may include items such as the following:

(1) Requiring payments as reimbursements rather than advance payments:

(2) Withholding authority to proceed to the next phase until receipt of evidence of acceptable
performance within a given performance period;

(3) Requiring additional, more detailed financial reports;
(4) Requiring additional project monitoring;
(5) Requiring the non-Federal entity to obtain technical or management assistance; or

(6) Establishing additional prior approvals.

If the federal agency determines the state agency cannot remedy its noncompliance through the above
actions, 2 CFR 200.339, “Remedies for noncompliance,” outlines additional actions the federal agency
may take. Depending on the circumstances, these actions may include

o temporarily withholding payments until the noncompliance has been corrected,

¢ denying the use of funds,

o partly or fully suspending or terminating the federal award,

e suspending or debarring the agency,

e declining to award additional federal funds, or

e pursuing other available legal remedies.

- RECOMMENDATION
000000
000000
e :::::‘ The Commissioner should work with staff to ensure that when
RRsEee turnover occurs, new staff are fully informed about the scope of their
)

responsibilities and have access to the resources needed to perform
them, such as FSRS access and the newly developed standard operating
procedures.
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Management should evaluate the identified mitigating controls for risks
associated with the conditions identified in this finding to ensure they
are appropriately designed, assigned, and implemented. Management
should update the risk assessment as necessary, and take action if
deficiencies occur. As part of this process, management should assign
staff to continually monitor risks and assess mitigating controls.

MANAGEMENT’S COMMENT

The department concurs with this finding regarding the need to ensure that new staff are fully
informed about the scope of their responsibilities and have access to essential resources, such as FSRS
access and the newly developed standard operating procedures. Management is committed to
addressing this issue with a comprehensive and strategic approach.

Action Plan:
1. Onboarding and Resource Access:
e The Division of Human Resources will work closely with management to ensure each

office and division maintains a robust onboarding process, ensuring that new employees
are fully informed about their responsibilities and have access to all necessary resources.

¢ The Deputy Commissioner will designate a single point of contact for FSRS reporting
coordination within the agency and ensure standard operating procedures are updated
accordingly to reflect onboarding requirements of new staff with FSRS reporting
responsibilities.

e Regular training sessions will be conducted to keep new and existing staff up to date with
any changes in procedures and responsibilities.
2. Evaluation of Mitigating Controls:
e Management will carefully evaluate the identified mitigating controls for the risks
associated with the conditions mentioned in the audit finding.
e We will ensure that these controls are appropriately designed, assigned, and effectively
implemented to mitigate any potential risks.
3. Risk Assessment Updates:
o The risk assessment will be updated regularly to reflect any changes in the operational
environment, identified risks, and the effectiveness of mitigating controls.

e This process will involve continuous monitoring and review to ensure that the risk
assessment remains relevant and effective.
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4. Ongoing Monitoring and Accountability:

e The Deputy Commissioner will assign the Chief Operating Officer to continually monitor
risks and assess the effectiveness of mitigating controls.

o Clear protocols will be established for timely corrective actions if any deficiencies are
identified, ensuring that any issues are promptly addressed and resolved.

The department is fully committed to ensuring that staff have the necessary resources and support to
perform their roles effectively. We anticipate an estimated completion date of 9/30/2025. By
implementing these measures, we aim to enhance our control environment, minimize risks, and ensure
the continued success of our operations. We appreciate the audit team’s insights and recommendations
and are dedicated to demonstrating progress in these areas.
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Finding Number 2024-006
Assistance Listing Number ~ 84.048

Program Name Career and Technical Education — Basic Grants to States
Federal Agency Department of Education

State Agency Department of Education

Federal Award Identification

Number N/A

Federal Award Year 2021 through 2024

Finding Type Material Weakness and Noncompliance
Compliance Requirement Matching, Level of Effort, Earmarking
Repeat Finding 2023-011

Pass-Through Entity N/A

Questioned Costs N/A

- FINDING
:.

c0000
©90800 . ) . ) .
°99299%¢® Asnoted in the prior audit, Department of Education management did
& ‘::. not have effective internal controls over matching, maintenance of

. effort, and earmarking requirements and could not provide evidence of

compliance with requirements

BACKGROUND AND COMPLIANCE CRITERIA

The U.S. Department of Education (ED) provides federal grant funds through the Carl D. Perkins
Career and Technical Education (CTE) Act of 2006, which was reauthorized and amended by the
Strengthening Career and Technical Education for the 21st Century Act (Perkins V). Perkins V
provides grants to states to develop the academic knowledge and technical and employability skills of
secondary students and postsecondary students. The Tennessee Department of Education (the
department) is the pass-through entity for Perkins funds and disburses those funds to local education
agencies (LEAs) within the state and the Tennessee Board of Regents.

As a recipient of federal funding, the department is subject to federal matching, level of effort —
maintenance of effort (MOE), and earmarking requirements.® Section 211(b) of the Perkins Act
mandates that the department maintain its fiscal effort from state appropriations for CTE when
compared with the preceding years; for example, the department must allocate state resources in fiscal
year 2024 that meet or exceed the allocated state resources for fiscal year 2023. Per Section 112(a) of

6. Federal matching, level of effort, and earmarking requirements for this award are found in Title 20, United States Cod,
Sections 2391 and 2322.
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the Perkins Act, the department must also allocate CTE funds received for specific activities in keeping
with the following requirements:

e notless than 85% to Secondary and Postsecondary Career and Technical Education Programs;
e not more than 10% to State Leadership Activities; and

e not more than 5% or $250,000, whichever is greater, to State Administration.

In addition, Section 112(b) of the Perkins Act requires the department to match federal funds reserved
for State Administration with non-federal funds, such as state appropriations, on a dollar-for-dollar
basis.

Annually, ED requires Perkins recipients to submit financial and performance data via the
Consolidated Annual Report (CAR). The CAR contains CTE programmatic and financial
information and includes the department’s demonstrated compliance with maintenance of effort and
matching requirements. Department staff completes the CAR in December using the two most recent
fiscal years” financial data—for example, the CAR submitted in December 2023 included data from
state fiscal years 2022 and 2023.

PRIOR AUDIT RESULTS

In the prior audit, we reported a finding related to the Matching, Level of Effort — Maintenance of
Effort, and Earmarking compliance requirement. We reported that management had not developed
and implemented policies and procedures to ensure that the department complied with these
requirements and the lack of policies and procedures, combined with turnover, led to management’s
inability to provide documentation to demonstrate compliance. Due to the lack of internal controls,
we reported the following conditions related to compliance:

e department management was unable to provide any documentary evidence of the
department’s compliance with matching requirements,

e department management was unable to provide documentation for adjustments or final
amounts reported in the CAR, and

e department management was unable to provide key earmarking documentation to ensure
correct earmarking amounts were calculated.

Department management concurred with the prior audit finding and stated they would collaborate to
create sufficient controls for the calculation of MOE, including a complete supervisory review, and
the department’s Office of Finance would serve as a secondary internal check. Additionally,
department management stated they would create a process to ensure documents are maintained and
are not tied to a specific employee’s hardware, including but not limited to data stored on a physical
storage device.
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CONDITION, CRITERIA, AND CAUSE
CURRENT AUDIT RESULTS

In the current audit, we found that management did not take corrective action to address the prior
audit finding regarding development and implementation of policies and procedures to ensure
matching, MOE, and earmarking compliance requirements were met. Management also did not take
corrective action to address the lack of documentation as evidence of matching and MOE compliance
and did not maintain documentation of management’s review of their required earmarking
calculations. Ultimately, we were only able to determine that management met earmarking
requirements. We provide specific details of our results below.

Insufficient Internal Controls and Lack of Evidence of Compliance

Due to the condition above, we noted the following:

Matching

Because management has still not developed policies and procedures, they were unable to describe the
process used for determining compliance with matching requirements during the audit period or
provide any documentary evidence of the department’s compliance with matching requirements. As a
result, we were unable to perform any procedures to verify if the department met the matching
requirements independently.

Maintenance of Effort

As reported in the prior audit, department management was unable to provide supporting
documentation for the final MOE amounts reported in the CAR for state fiscal year 2023. We
attempted to verify the amounts reported in the CAR, but without sufficient support for those
calculations, we were unable to independently verify that the reported MOE numbers were accurate;
therefore, we were unable to determine that management met MOE compliance requirements.
Additionally, in the prior audit, management stated that although they reviewed the MOE calculation,
the review was not documented. In the current audit, management stated that they did not perform a
supervisory review of the calculations submitted in the CAR.

Earmarking

Although department management provided key earmarking documentation that demonstrated
compliance requirements were met and stated they reviewed the calculations, management could not
provide any evidence of this review.

Department management explained that due to turnover and staffing challenges, appropriate staff

were not assigned control and compliance tasks to ensure that the CTE fiscal requirements were met;
however, they have hired more staff to be responsible for performing the work and ensuring that
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requirements are met in the future. Additionally, management stated that standard operating
procedures would be created and implemented to document the matching, maintenance of effort, and
earmarking processes.

Current Risk Assessment and Internal Control Criteria

We reviewed the department’s December 2023 Financial Integrity Act Risk Assessment and
determined that management listed the risks to identify or meet matching requirements for external
grants, meet overall maintenance of effort requirements, and meet minimum or maximum set-aside
limits (earmarking requirements). Management identified scheduled reviews as a control to mitigate
these risks; however, based on the results of our audit work, management stated they did not conduct
a review of the CAR calculations and did not document other reviews to ensure they are occurring and
operating as intended.

According to Title 2, Code of Federal Regulations (CFR), Part 200, Section 303, a non-federal entity
must:

(a) Establish and maintain effective internal control over the Federal award that provides
reasonable assurance that the non-Federal entity is managing the Federal award in compliance
with Federal statutes, regulations, and the terms and conditions of the Federal award. . . . ()
Evaluate and monitor the non-Federal entity’s compliance with statutes, regulations, and the
terms and conditions of Federal awards.

The U.S. Government Accountability Office’s Standards for Internal Control in the Federal
Government, Principle 10.03, “Design of Appropriate Types of Control Activities,” states,

Management clearly documents internal control and all transactions and other significant
events in a manner that allows the documentation to be readily available for examination. . . .

Also, Principle 12.03, “Documentation of Responsibilities through Policies,” states,
Management documents in policies for each unit its responsibility for an operational process’s
objectives and related risks, and control activity design, implementation, and operating
effectiveness.

Additionally, Principle 12.04, “Documentation of Responsibilities through Policies,” states,

. . . Management communicates to personnel the policies and procedures so that personnel
can implement the control activities for their assigned responsibilities.

EFFECT

Without appropriate internal controls over matching, MOE, and earmarking requirements, there is a
risk that the department will not comply with all related federal requirements and potentially
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miscalculate the state’s matching, MOE, and earmarking amounts. If a miscalculation results in the
state’s noncompliance, the department risks a reduction of federal funding for CTE activities in
subsequent award years, which may impact the department’s ability to provide services to students at
Tennessee’s schools.

Federal regulations address actions that federal agencies may impose if a state entity does not comply
with the U.S. Constitution, federal statutes, regulations, or the terms and conditions of a federal award.

According to 2 CFR 200.208(c), “Specific conditions,”

Additional Federal award conditions may include items such as the following:

(1) Requiring payments as reimbursements rather than advance payments;

(2) Withholding authority to proceed to the next phase until receipt of evidence of acceptable
performance within a given performance period;

(3) Requiring additional, more detailed financial reports;
(4) Requiring additional project monitoring;
(5) Requiring the non-Federal entity to obtain technical or management assistance; or
(6) Establishing additional prior approvals.
If the federal agency determines the state agency cannot remedy its noncompliance through the above

actions, 2 CFR 200.339, “Remedies for noncompliance,” outlines additional actions the federal agency
may take. Depending on the circumstances, these actions may include

e temporarily withholding payments until the noncompliance has been corrected,
e denying the use of funds,

e partly or fully suspending or terminating the federal award,

e suspending or debarring the agency,

o declining to award additional federal funds, or

e pursuing other available legal remedies.

- RECOMMENDATION
000000
000000 . . -
2299599 Department management should design and implement sufficient
*n ’::‘ controls for matching, MOE, and earmarking compliance

o

requirements, which includes assigning responsibility for control
activities and compliance, developing policies and procedures, and
documenting key processes to ensure ongoing compliance.
Management should also ensure that the agency maintains supporting
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documentation, including documentation of review activities, to
monitor ongoing compliance. Management should evaluate the
effectiveness of the control activities for the risks identified in this
finding and update the department’s annual risk assessment to reflect
any new controls management implements.

MANAGEMENT’S COMMENT

The department concurs with this finding and is committed to addressing the identified compliance
requirements and enhancing our control environment.

Action Plan:
1. Assignment of Responsibilities:

e Management will assign clear responsibility for control activities and compliance related
to matching, Maintenance of Effort (MOE), and earmarking requirements. This will
ensure accountability and enhance our ability to meet compliance requirements.

2. Policy and Procedure Development:
e Dolicies: We will develop comprehensive policies that define the expectations for

compliance with matching, MOE, and earmarking requirements.

e Procedures: We will document key processes to ensure these policies are consistently
applied. This will include specific steps for maintaining compliance and addressing any
potential issues promptly.

3. Documentation and Review Activities:
e We will maintain detailed supporting documentation to demonstrate compliance with
matching, MOE, and earmarking requirements.
e We will also document review activities to monitor ongoing compliance. This
documentation will be regularly reviewed and updated as needed.
4. Risk Assessment and Control Evaluation:
e Management will evaluate the effectiveness of current control activities for the risks
identified in this finding.

e We will update the department’s annual risk assessment to reflect any new controls
implemented. This will ensure that our risk management approach remains robust and
responsive to emerging compliance risks.
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5. Monitoring and Continuous Improvement:

e We will establish a monitoring plan to ensure ongoing compliance with matching, MOE,
and earmarking requirements. This plan will include regular review and evaluation of
control activities.

e Management is committed to continuous improvement and will regularly review and
update our policies, procedures, and control activities to address any new compliance
requirements or risks.

We anticipate an estimated completion date of 9/30/2025.

Thank you for highlighting these areas for improvement. We believe that the actions outlined above
will strengthen our compliance framework and ensure that we meet the necessary requirements.

State of Tennessee Single Audit 54 Auditor’s Findings



Finding Number 2024-007
Assistance Listing Number ~ 84.048

Program Name Career and Technical Education — Basic Grants to States
Federal Agency Department of Education
State Agency Department of Education
Federal Award
Identification Number N/A
Federal Award Year 2021 through 2023
Finding Type Significant Deficiency and Noncompliance
Compliance Requirement  Period of Performance
Repeat Finding 2023-012
Pass-Through Entity N/A
Questioned Costs $154,392
- FINDING
20000
00000 ) ) ) ) )
2 ee099® Asnoted in the prior audit, Department of Education management did
b 1 not implement effective internal controls to ensure compliance with
- federal period of performance requirements and thus incurred
administrative expenditures outside of the Career and Technical
Education Program grant’s period of performance
BACKGROUND

The U.S. Department of Education provides federal grant funds through the Carl D. Perkins Career
and Technical Education (CTE) Act of 2006, which was reauthorized and amended by the
Strengthening Career and Technical Education for the 21st Century Act (Perkins V). Perkins V
provides grants to states to develop the academic knowledge, technical skills, and employment
readiness skills of secondary students and postsecondary students. The Tennessee Department of
Education (the department) is the pass-through entity for CTE-Perkins funds and disburses those
funds to local education agencies within the state and the Tennessee Board of Regents.” Federal
funding for CTE is only available to the department and its subrecipients for a limited time (referred
to as the grant’s period of performance).® Each year, the department receives a grant award notification
from the U.S. Department of Education outlining the CTE award amount and the period of

7. The Tennessee Board of Regents awards CTE funds to eligible community colleges and colleges of applied technology
to meet the program objectives for postsecondary students.

8. According to Title 2, Code of Federal Regulations (CFR), Part 200, Section 1, “Period of performance means the total
estimated time interval between the start of an initial Federal award and the planned end date, which may include one or
more funded portions, or budget periods.”
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performance (budget period).” The department has 15 months to charge expenditures to each grant
award based on the budget period; however, CTE is governed by the requirements of the Tydings
Amendment,'® which extends the period of performance 12 additional months, for a total of 27
months. According to 2 CFR 200.344, the department must liquidate all financial obligations incurred
under the federal award within 120 days of the end of the period of performance.

PRIOR AUDIT RESULTS

In the prior audit, we reported that management incurred administrative expenditures outside of the
CTE grant’s period of performance and that internal controls were not effective in ensuring
compliance with the grant’s period of performance. Management concurred with the prior finding
and stated they would create sufficient controls for reviewing and approving reimbursement requests
to ensure requests are within the period of performance, evaluate the effectiveness of the control
activities for this risk, update the department’s annual risk assessment to reflect any new controls
implemented, and create professional development to ensure that staff responsible for reviewing and
approving reimbursement requests understand the federal requirements.

In response to the prior audit finding, department management created period of performance
operating procedures, implemented professional development for staff, and updated the annual risk
assessment. However, management’s actions did not prevent the errors noted below from occurring.

CONDITION AND CAUSE

For the current audit, we obtained the population of expenditures charged to the CTE grants for fiscal
year ended June 30, 2024. We performed analytical procedures on the expenditures, comparing the
accounting dates to the grant’s period of performance to determine if the expenditures were within
each grant’s period of performance. See Figure 1.

Figure 1: Period of Performance Details

Period of Performance | Period of Performance Liquidation End

Grant Number

Begin Date End Date Date
V048A210042 July 1, 2021 September 30, 2023 January 28, 2024

Based on our analysis of payroll expenditures for fiscal year ended June 30, 2024, totaling $2,511,558,
we found department management charged payroll expenditures in the amount of $154,289 to the
CTE grant award V048A210042 that were obligated after the grant’s period of performance. In
addition, based on our analysis, we identified 433 expenditures charged to CTE grant award

9. According to 2 CFR 200.1, “Budget period means the time interval from the start date of a funded portion of an award
to the end date of that funded portion during which recipients are authorized to expend the funds awarded, including any
funds carried forward.”

10. Title 20, United States Code, Chapter 31, Section 1225(b).
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V048A210042, totaling $2,587,293, occurring on or after July 1, 2023. We tested a nonstatistical,
random sample of 60 of these expenditure transactions, totaling $298,666, to determine if the non-
payroll administrative transactions were obligated within the grant’s period of performance. Based on
our testwork, we found that for 2 of 60 (3%) expenditure transactions tested, the department paid
expenses totaling $103 that were obligated after the grant’s period of performance, resulting in a total
of $154,392 known questioned costs for the compliance requirement.

Management explained that insufficient training and a lack of instruction from management, along
with employee turnover and staffing challenges, caused department staff to mistakenly approve
payments for expenses that were obligated after the grant’s period of performance.

We also reviewed the department’s December 2023 Financial Integrity Act Risk Assessment and
determined that management listed the risk of noncompliance with the period of performance
requirement and identified the review of charges to federal grants and training staff as controls to
mitigate the risk. According to management, program and fiscal staff are responsible for reviewing and
approving administrative expenditures, including invoices, accounting data, and any other supporting
documentation in Edison, the state’s accounting system, to ensure that the expenditures were obligated
within the period of performance before approving the expenditures for payment; however, based on
the results of our review, staff’s review and training was not effective in mitigating the risks of
noncompliance and the resulting questioned costs.

CRITERIA

According to 2 CFR 200.303,
The non-Federal entity must:

(a) Establish and maintain effective internal control over the Federal award that provides
reasonable assurance that the non-Federal entity is managing the Federal award in
compliance with Federal statutes, regulations, and the terms and conditions of the Federal
award. These internal controls should be in compliance with guidance in “Standards for
Internal Control in the Federal Government” issued by the Comptroller General of the
United States or the “Internal Control Integrated Framework”, issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO).

According to 2 CFR 200.403,
Except where otherwise authorized by statute, costs must meet the following general criteria
in order to be allowable under Federal awards. . . . (h) Cost[s] must be incurred during the

approved budget period.

The U.S. Government Accountability Office’s Standards for Internal Control in the Federal Government
(Green Book) provides a comprehensive framework for internal control practices in federal agencies
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and serves as a best practice for other government agencies, including state agencies. According to

Green Book Principle 7.09, “Response to Risks,”

When risk response actions do not enable the entity to operate within the defined risk

tolerances, management may need to revise risk responses or reconsider defined risk tolerances.

Management may need to conduct periodic risk assessments to evaluate the effectiveness of

the risk response actions.

EFFECT

When the department does not have effective internal controls in place to ensure expenditures

occurred within the grant’s period of performance, management cannot ensure that expenditures are

charged to the appropriate grant award. This also increases the risk that funds will be expended outside

of the period of performance and may require the state to return these funds to the U.S. Department

of Education.

Federal regulations address actions that federal agencies may impose if a state entity does not comply

with the U.S. Constitution, federal statutes, regulations, or the terms and conditions of a federal award.
According to 2 CFR 200.208(c), “Specific conditions,”

Additional Federal award conditions may include items such as the following:

(1) Requiring payments as reimbursements rather than advance payments;

(2) Withholding authority to proceed to the next phase until receipt of evidence of acceptable

performance within a given performance period;

(3) Requiring additional, more detailed financial reports;

(4) Requiring additional project monitoring;

(5) Requiring the non-Federal entity to obtain technical or management assistance; or

(6) Establishing additional prior approvals.

If the federal agency determines the state agency cannot remedy its noncompliance through the above

actions, 2 CFR 200.339, “Remedies for noncompliance,” outlines additional actions the federal agency

may take. Depending on the circumstances, these actions may include

temporarily withholding payments until the noncompliance has been corrected,
denying the use of funds,

partly or fully suspending or terminating the federal award,

suspending or debarring the agency,

declining to award additional federal funds, or
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e pursuing other available legal remedies.

ee  RECOMMENDATION
00000
000000
°2929%9® Management should develop effective control procedures to ensure that
" .E:. expenditures occurred during the grant award’s period of performance.

In addition, management should carefully evaluate and update the risk
assessment as necessary, assign staff to be responsible for ongoing
monitoring of the risks and mitigating controls, and take action if
deficiencies occur.

MANAGEMENT’S COMMENT

The department concurs with this finding regarding the need for effective control procedures to ensure
that expenditure occurs within the grant award’s period of performance. Management is committed
to addressing this issue with a comprehensive and strategic approach.
Action Plan:
1. Development of Control Procedures:

e We will improve existing control procedures to ensure that all expenditures are properly

monitored and documented within the specified period of performance for each grant
award.

o These procedures will include regular reviews to confirm adherence to the grant’s timelines
and budgetary constraints.
2. Risk Assessment Evaluation and Updates:
¢ We will undertake a thorough evaluation of our current grant management process,
identifying areas that require updates and improvements.

e The grant management process and standard operating procedures will be updated
regularly to reflect any changes in our operational environment, grant requirements, and

identified risks.
3. Assignment of Responsibility:

e Dedicated staff will be assigned the responsibility of ongoing monitoring of risks and
mitigating controls related to grant expenditures.

e Training and resources will be provided to ensure that responsible staff members have the
necessary skills and knowledge to effectively carry out their duties.
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4. Proactive Measures for Deficiencies:

e Management will establish a clear protocol for addressing any deficiencies that occur,
including timely corrective actions and continuous monitoring to prevent recurrence.

e Regular reporting and communication channels will be maintained to ensure transparency
and accountability throughout the process.

The department is fully committed to ensuring compliance with grant requirements and safeguarding
the integrity of our financial processes. We anticipate an estimated completion date of 9/30/2025. By
implementing these measures, we aim to enhance our control environment and minimize any risks
associated with grant expenditures. We appreciate the audit team’s insights and recommendations,
and we look forward to demonstrating progress in these areas.
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Finding Number 2024-008
Assistance Listing Number ~ 84.424

Program Name Student Support and Academic Enrichment Program
Federal Agency Department of Education
State Agency Department of Education
Federal Award Identification
Number N/A
Federal Award Year 2021 through 2023
Finding Type Significant Deficiency and Noncompliance
Compliance Requirement Period of Performance
Repeat Finding 2023-008
Pass-Through Entity N/A
Questioned Costs $37,860
oo FINDING
20000
©c00000 . . ) . )
290955 ® Asnoted in the prior audit, Department of Education management did
4 not implement effective internal controls to ensure compliance with
. federal period of performance requirements and thus incurred
administrative expenditures and reimbursed local educational agencies
for expenditures that occurred outside of the Student Support and
Academic Enrichment Program grant’s period of performance
BACKGROUND

The Tide IV, Part A, Student Support and Academic Enrichment Program (Title IV) is a federal
program to improve students’ academic achievement by providing all students with access to a well-
rounded education, improving school conditions for student learning, and improving the use of
technology in order to improve the academic achievement and digital literacy of all students. Federal
funding for Title IV is only available to the Department of Education (the department) and its
subrecipients for a limited time (referred to as the grant’s period of performance).'" Each year, the
department receives a grant award notification from the U.S. Department of Education outlining the
Title IV award amount and the period of performance (budget period).'? The department has 15
months to charge expenditures to each grant award; however, Title IV is governed by the requirements

11. According to Title 2, Code of Federal Regulations (CFR), Part 200, Section 1, “Period of performance means the total
estimated time interval between the start of an initial Federal award and the planned end date, which may include one or
more funded portions, or budget periods.”

12. According to 2 CFR 200.1, “Budget period means the time interval from the start date of a funded portion of an award
to the end date of that funded portion during which recipients are authorized to expend the funds awarded, including any
funds carried forward.”
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of the Tydings Amendment,'’ which extends the period of performance 12 additional months, for a
total of 27 months.

PRIOR AUDIT RESULTS

In the prior audit, we reported that management reimbursed local educational agencies for
expenditures that occurred outside of the grant’s period of performance and that internal controls were
not effective in ensuring compliance with the grant’s period of performance. Management concurred
with the prior finding and stated that management would create sufficient controls for reviewing and
approving reimbursement requests to ensure requests are within the period of performance, evaluate
the effectiveness of the control activities for this risk, update the department’s annual risk assessment
to reflect any new controls management implements, and create professional development to ensure
that staff responsible for reviewing and approving reimbursement requests understand the federal
requirements.

CONDITION AND CAUSE

For the current audit, we obtained the population of expenditures charged to the Title IV grants for
fiscal year ended June 30, 2024. We performed analytical procedures on the expenditures, comparing
the accounting dates to the grant’s period of performance to determine if the expenditures were within
each grant’s period of performance. See Figure 1.

Figure 1: Period of Performance Details

Period of Performance | Period of Performance
Begin Date End Date
S424A210044 July 1, 2021 September 30, 2023

Grant Number

Based on our analysis, we identified and tested 62 expenditure transactions, totaling $1,425,557, that
were charged to the Title IV grant award S424A210044 after June 30, 2023, to determine if the
transactions were obligated within the grant’s period of performance. Based on our testwork, we found
that for 5 of 62 expenditure transactions tested (8%), management reimbursed local educational
agencies (LEAs) and paid administrative expenses that were obligated after the grant’s period of
performance, resulting in $37,599 in known questioned costs. Management did reverse 1 of the 5
transactions, totaling $449, after we informed them of the results of our testwork; therefore, we did
not include the $449 in the known questioned costs. Management stated that this transaction was
accidentally charged to the wrong grant. Management also stated that in January 2024, they found
the other 4 transactions that were obligated after the grant’s period of performance; however, the
transactions were accidentally left off the adjustment to correct the transactions.

13. Title 20, United States Code, Chapter 31, Section 1225(b).
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In addition, based on our analysis, we identified 1,868 adjusting entry expenditure transactions,
totaling $2,615,473, that were charged to the Title IV grants during the fiscal year ended June 30,
2024. We tested a nonstatistical, random sample of 60 adjusting entry expenditure transactions,
totaling $1,976,846, to determine if the transactions were obligated within the grants’ period of
performance. Based on our testwork, we found that for 3 of 60 adjusting entry expenditure
transactions tested (5%), management paid $261 in administrative expenses that were obligated after
grant award S424A210044 period of performance, resulting in a total of $37,860 in known questioned
costs for the compliance requirement. Management stated that they accidentally charged these 3
transactions to the grant after it ended.

Management stated that program and fiscal staff are responsible for reviewing and approving
administrative expenditures, including invoices, accounting data, and any other supporting
documentation in Edison, the state’s accounting system, to ensure that the expenditures were obligated
within the period of performance before approving the expenditures for payment. Additionally,
according to department management, between October 1 and January 30 of each year, the
department reviews all LEA reimbursement requests to determine if the reimbursement request is
charged to a grant that ended on September 30 of that year. If so, the department contacts the LEA
to determine if the reimbursement request contains any expenditures that occurred after September
30. For those expenditures that occurred after September 30, the department sends the reimbursement
request back to the LEA to remove those expenditures. If the reimbursement request contains no
expenditures that occurred after September 30, the department approves the request and processes it
for payment. Even though department management stated they had controls in place, we found that
due to the volume of transactions included in the manual review, the controls were not effective to
ensure compliance with the period of performance requirement. As a result, the department paid
administrative expenses and reimbursed LEAs for costs that occurred outside the authorized period of
performance.

We also reviewed the department’s December 2023 Financial Integrity Act Risk Assessment and
determined that management listed the risk of noncompliance with the period of performance.
Management identified the review of charges to federal grants and training staff as controls to mitigate
the risk; however, based on the results of our review, management’s review and training was not
effective in mitigating the risks of noncompliance and the resulting questioned costs.

CRITERIA

According to 2 CFR 200.303,

The non-Federal entity must:

(a) Establish and maintain effective internal control over the Federal award that provides
reasonable assurance that the non-Federal entity is managing the Federal award in compliance
with Federal statutes, regulations, and the terms and conditions of the Federal award. These
internal controls should be in compliance with guidance in “Standards for Internal Control in
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the Federal Government” issued by the Comptroller General of the United States or the
“Internal Control Integrated Framework”, issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO).

According to 2 CFR 200.403,

Except where otherwise authorized by statute, costs must meet the following general criteria
in order to be allowable under Federal awards. . . . (h) Cost[s] must be incurred during the

approved budget period.

According to the U.S. Government Accountability Office’s Standards for Internal Control in the Federal
Government (Green Book), Principle 7.09, “Response to Risks,”

When risk response actions do not enable the entity to operate within the defined risk tolerances,
management may need to revise risk responses or reconsider defined risk tolerances.
Management may need to conduct periodic risk assessments to evaluate the effectiveness of the
risk response actions.

EFFECT

When the department does not have effective internal controls in place to ensure expenditures
occurred within the grant’s period of performance, management cannot ensure that expenditures are
charged to the appropriate grant award. This also increases the risk that funds will be expended outside
of the period of performance and may require the state to return these funds to the U.S. Department
of Education.

Federal regulations address actions that federal agencies may impose if a state entity does not comply

with the U.S. Constitution, federal statutes, regulations, or the terms and conditions of a federal award.
According to 2 CFR 200.208(c), “Specific conditions,”

Additional Federal award conditions may include items such as the following:

(1) Requiring payments as reimbursements rather than advance payments;

(2) Withholding authority to proceed to the next phase until receipt of evidence of acceptable
performance within a given performance period;

(3) Requiring additional, more detailed financial reports;
(4) Requiring additional project monitoring;
(5) Requiring the non-Federal entity to obtain technical or management assistance; or

(6) Establishing additional prior approvals.

If the federal agency determines the state agency cannot remedy its noncompliance through the above
actions, 2 CFR 200.339, “Remedies for noncompliance,” outlines additional actions the federal agency
may take. Depending on the circumstances, these actions may include
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e temporarily withholding payments until the noncompliance has been corrected,
e denying the use of funds,

e partly or fully suspending or terminating the federal award,

e suspending or debarring the agency,

e declining to award additional federal funds, or

e pursuing other available legal remedies.

o
o0 RECOMMENDATION
2000000
000000 . . .
. ::::::0 Management should refine their current control procedures, including
skl i utilizing data analytics tools to assist in evaluating the large number of
® reimbursements and administrative expenditures and training staff, to

ensure that expenditures occurred during the grant award’s period of
performance. Procedures should be designed to ensure that all
identified expenditures occurring outside the period of performance are
included in any adjusting entries. In addition, management should
carefully evaluate and update the risk assessment as necessary, assign
staff to be responsible for ongoing monitoring of the risks and
mitigating controls, and take action if deficiencies occur.

MANAGEMENT’S COMMENT

The department concurs with this finding regarding the need for effective control procedures to ensure
that expenditure occurs within the grant award’s period of performance. Management is committed
to addressing this issue with a comprehensive and strategic approach.
Action Plan:
1. Development of Control Procedures:

e We will improve existing control procedures to ensure that all expenditures are properly

monitored and documented within the specified period of performance for each grant
award.

e These procedures will include regular reviews to confirm adherence to the grant’s timelines
and budgetary constraints.
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2. Risk Assessment Evaluation and Updates:

e We will undertake a thorough evaluation of our current grant management process,
identifying areas that require updates and improvements.

e The grant management process and standard operating procedures will be updated

regularly to reflect any changes in our operational environment, grant requirements, and
identified risks.

3. Assignment of Responsibility:
e Dedicated staff will be assigned the responsibility of ongoing monitoring of risks and
mitigating controls related to grant expenditures.

e Training and resources will be provided to ensure that responsible staff members have the
necessary skills and knowledge to effectively carry out their duties.

4. Proactive Measures for Deficiencies:

e Management will establish a clear protocol for addressing any deficiencies that occur,
including timely corrective actions and continuous monitoring to prevent recurrence.

e Regular reporting and communication channels will be maintained to ensure transparency
and accountability throughout the process.

The department is fully committed to ensuring compliance with grant requirements and safeguarding
the integrity of our financial processes. We anticipate an estimated completion date of 9/30/2025. By
implementing these measures, we aim to enhance our control environment and minimize any risks
associated with grant expenditures. We appreciate the audit team’s insights and recommendations,
and we look forward to demonstrating progress in these areas.
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Finding Number
Assistance Listing Number
Program Name

Federal Agency

State Agency

Federal Award Identification
Number

Federal Award Year
Finding Type

Compliance Requirement
Repeat Finding
Pass-Through Entity

2024-009

84.027 and 84.173

Special Education Cluster (IDEA)
Department of Education
Department of Education

N/A

2021 through 2023

Significant Deficiency and Noncompliance
Period of Performance

2023-010

N/A

Questioned Costs

Assistance Listing Federal Award Identification Amount
Number Number
84.027 H027A210052 $40,355
84.173 H173A210095 $22,675

oo FINDING

©0000

000000 . . . . .

©000008 /A oted in the prior audit, Department of Education management did

c00000

g w not implement effective internal controls to ensure compliance with

» federal period of performance requirements and thus incurred
administrative expenditures and reimbursed local educational agencies
for expenditures that occurred outside of the Special Education Cluster
Program grants’ period of performance
BACKGROUND

The Individuals with Disabilities Education Act (IDEA) is a cluster of federal programs' to assist
states in providing children with disabilities a free, appropriate public education. Federal funding for
IDEA is only available to the Department of Education (the department) and its subrecipients for a
limited time (referred to as the grants’ period of performance).'” Each year, the department receives
grant award notifications for each award from the U.S. Department of Education outlining the award

14. IDEA is made up of two programs, Special Education — Grants to States and Special Education — Preschool Grants,
and the department receives separate awards for each program in the cluster.

15. According to Title 2, Code of Federal Regulations (CFR), Part 200, Section 1, “Period of performance means the total
estimated time interval between the start of an initial Federal award and the planned end date, which may include one or
more funded portions, or budget periods.”
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amounts and the period of performance (budget period).'® The department has 15 months to charge
expenditures to each grant award; however, IDEA is governed by the requirements of the Tydings
Amendment,'” which extends the period of performance 12 additional months, for a total of 27
months. According to Title 2, Code of Federal Regulations (CFR), Part 200, Section 344, the
department must liquidate all financial obligations incurred under the federal award within 120 days
of the end of the period of performance.

PRIOR AUDIT RESULTS

In the prior audit, we reported that management reimbursed local educational agencies for
expenditures and incurred administrative expenditures outside of the grants’ period of performance
and that internal controls were not effective in ensuring compliance with the grants’ period of
performance. Management concurred with the prior finding and stated they would create sufficient
controls for reviewing and approving reimbursement requests to ensure requests are within the period
of performance, evaluate the effectiveness of the control activities for this risk, update the department’s
annual risk assessment to reflect any new controls implemented, and create professional development
to ensure that staff responsible for reviewing and approving reimbursement requests understand the
federal requirements.

In response to the prior audit finding, department management created period of performance
operating procedures, implemented professional development for staff, and updated the annual risk
assessment.

CONDITION AND CAUSE

For the current audit, we obtained the population of expenditures charged to the IDEA grants for the
fiscal year ending June 30, 2024. We performed analytical procedures on the expenditures, comparing
the accounting dates for each grant’s period of performance to determine if the expenditures were
within each grant’s period of performance. See Figure 1.

Figure 1: Period of Performance Details

Period of Performance | Period of Performance

Grant Number ‘

Begin Date End Date
H027A210052 July 1, 2021 September 30, 2023
H173A210095 July 1, 2021 September 30, 2023

16. According to 2 CFR 200.1, “Budget period means the time interval from the start date of a funded portion of an award
to the end date of that funded portion during which recipients are authorized to expend the funds awarded, including any
funds carried forward.”

17. Title 20, United States Code, Chapter 31, Section 1225(b).
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Based on our analysis of payroll expenditures for fiscal year 2024, totaling $5,011,056, we found that
department management charged payroll expenditures to the IDEA grant award H027A210052 that
were obligated after the grant’s period of performance, resulting in $40,314 in known questioned
costs.

In addition, based on our analysis, we identified 1,028 IDEA grant expenditures totaling $15,091,866
occurring on or after July 1, 2023. We tested a nonstatistical, random sample of 60 of these
expenditure transactions, totaling $9,970,590, to determine if the transactions were obligated within
the applicable grant’s period of performance. Based on our testwork, we found that for 4 of 60 (7%)
expenditure transactions tested, department management paid expenses, totaling $22,675, for IDEA
grant award H173A210095 and $41 for IDEA grant award H027A210052 that were obligated after
the grants’ periods of performance. These errors resulted in $22,716 in known questioned costs and
$34,385 in likely questioned costs. Figure 2 summarizes the questioned costs for this issue.

Figure 2: Summary of Questioned Costs
Known Questioned Likely Questioned

Error

Costs Costs
Payroll Entries H027A210052 $40,314 $40,314
Expenditures Obligated After [QSSWARVAIIDS $22,675
Period of Performance H027A210052 $41
Total $ 63,030 $ 74,699

$34,385

Management explained that insufficient training and a lack of instruction from management, along
with employee turnover and staffing challenges, caused department staff to mistakenly approve
expenditures that were obligated after the grant’s period of performance.

According to management, program and fiscal staff are responsible for reviewing and approving
administrative expenditures, including invoices, accounting data, and any other supporting
documentation in Edison, the state’s accounting system, to ensure that the expenditures were obligated
within the period of performance before approving the expenditures for payment. Additionally,
according to department management, between October 1 and January 30 of each year, the
department reviews all LEA reimbursement requests to determine if the reimbursement request is
charged to a grant that ended on September 30 of that year. If so, the department contacts the LEA
to determine if the reimbursement request contains any expenditures that occurred after September
30. For those expenditures that occurred after September 30, the department sends the reimbursement
request back to the LEA to remove those expenditures. If the reimbursement request contains no
expenditures that occurred after September 30, the department approves the request and processes it
for payment. Even though department management stated they had controls in place, we found that,
due to the volume of transactions included in the manual review, the controls were not effective to
ensure compliance with the period of performance requirement. As a result, the department paid
administrative expenses and reimbursed LEAs for costs that occurred outside the authorized period of
performance.
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We also reviewed the department’s December 2023 Financial Integrity Act Risk Assessment and
determined that management listed the risk of noncompliance with the period of performance
requirement and identified reviewing charges to federal grants and training staff as controls to mitigate
the risk. However, based on the results of our review, staff’s review and training were not effective in
mitigating the risks of noncompliance and the resulting questioned costs.

CRITERIA
According to 2 CFR 200.303,
The non-Federal entity must:

(a) Establish and maintain effective internal control over the Federal award that provides
reasonable assurance that the non-Federal entity is managing the Federal award in
compliance with Federal statutes, regulations, and the terms and conditions of the Federal
award. These internal controls should be in compliance with guidance in “Standards for
Internal Control in the Federal Government” issued by the Comptroller General of the
United States or the “Internal Control-Integrated Framework” issued by the Committee
of Sponsoring Organizations of the Treadway Commission (COSO).

According to 2 CFR 200.403,

Except where otherwise authorized by statute, costs must meet the following general criteria
in order to be allowable under Federal awards. . . . (h) Cost[s] must be incurred during the

approved budget period.

According to the U.S. Government Accountability Office’s Standards for Internal Control in the Federal
Government (Green Book), Principle 7.09, “Response to Risk,”

When risk response actions do not enable the entity to operate within the defined risk
tolerances, management may need to revise risk responses or reconsider defined risk tolerances.
Management may need to conduct periodic risk assessments to evaluate the effectiveness of the
risk response actions.

EFFECT

When the department does not have effective internal controls in place to ensure expenditures
occurred within the grant’s period of performance, management cannot ensure that expenditures are
charged to the appropriate grant award. This also increases the risk that the funds will be expended
outside of the period of performance and may require the state to return these funds to the U.S.
Department of Education.
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Federal regulations address actions that federal agencies may impose if a state entity does not comply
with the U.S. Constitution, federal statutes, regulations, or the terms and conditions of a federal award.
According to 2 CFR 200.208(c), “Specific conditions,”

Additional Federal award conditions may include items such as the following:

(1) Requiring payments as reimbursements rather than advance payments;

(2) Withholding authority to proceed to the next phase until receipt of evidence of acceptable
performance within a given performance period;

(3) Requiring additional, more detailed financial reports;
(4) Requiring additional project monitoring;
(5) Requiring the non-Federal entity to obtain technical or management assistance; or

(6) Establishing additional prior approvals.

If the federal agency determines the state agency cannot remedy its noncompliance through the above
actions, 2 CFR 200.339, “Remedies for noncompliance,” outlines additional actions the federal agency
may take. Depending on the circumstances, these actions may include

e temporarily withholding payments until the noncompliance has been corrected,

e denying the use of funds,

e partly or fully suspending or terminating the federal award,

e suspending or debarring the agency,

¢ declining to award additional federal funds, or

e pursuing other available legal remedies.

g RECOMMENDATION
°o00000
000000
£ ::::::. M.afla.lgement shoulc'l refine their c.urr.ent contrc.)l procedures, including
. .E:. utilizing data analytics tools to assist in evaluating the large number of

reimbursements and administrative expenditures and training staff, to
ensure that expenditures occurred during the grant award’s period of
performance. In addition, management should carefully evaluate and
update the risk assessment as necessary, assign staff to be responsible for
ongoing monitoring of the risks and mitigating controls, and take
action if deficiencies occur.
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MANAGEMENT’S COMMENT

The department concurs with this finding regarding the need for effective control procedures to ensure
that expenditure occurs within the grant award’s period of performance. Management is committed
to addressing this issue with a comprehensive and strategic approach.

Action Plan:
1. Development of Control Procedures:
e We will improve existing control procedures to ensure that all expenditures are properly
monitored and documented within the specified period of performance for each grant award.

e These procedures will include regular reviews to confirm adherence to the grant’s timelines
and budgetary constraints.

2. Risk Assessment Evaluation and Updates:

e We will undertake a thorough evaluation of our current grant management process,
identifying areas that require updates and improvements.

e The grant management process and standard operating procedures will be updated

regularly to reflect any changes in our operational environment, grant requirements, and
identified risks.

3. Assignment of Responsibility:
e Dedicated staff will be assigned the responsibility of ongoing monitoring of risks and
mitigating controls related to grant expenditures.

e Training and resources will be provided to ensure that responsible staff members have the
necessary skills and knowledge to effectively carry out their duties.

4. Proactive Measures for Deficiencies:

e Management will establish a clear protocol for addressing any deficiencies that occur,
including timely corrective actions and continuous monitoring to prevent recurrence.

e Regular reporting and communication channels will be maintained to ensure transparency
and accountability throughout the process.

The department is fully committed to ensuring compliance with grant requirements and safeguarding
the integrity of our financial processes. We anticipate an estimated completion date of 9/30/2025. By
implementing these measures, we aim to enhance our control environment and minimize any risks
associated with grant expenditures. We appreciate the audit team’s insights and recommendations,
and we look forward to demonstrating progress in these areas.
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FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

DEPARTMENT OF AGRICULTURE

Finding 2024-010: As noted in the three prior audits, the Tennessee
Department of Agriculture did not have effective internal controls over
household eligibility determinations and inventory at storage locations for
the Emergency Food Assistance Program



Finding Number

Assistance Listing Number
Program Name

Federal Agency

State Agency

Federal Award Identification
Number

Federal Award Year

Finding Type

Compliance Requirement

2024-010

10.568 and 10.569

Food Distribution Cluster
Department of Agriculture
Department of Agriculture

N/A

2023 through 2024

Material Weakness and Noncompliance
Eligibiliy

Subrecipient Monitoring
Special Tests and Provisions

Repeat Finding 2023-026
Pass-Through Entity N/A
Questioned Costs N/A
ee  FINDING
©0000
00000
teeeee?® Asnoted in the three prior audits, the Tennessee Department of
mhat -4 Agriculture did not have effective internal controls over household
» eligibility determinations and inventory at storage locations for the
Emergency Food Assistance Program
BACKGROUND

The Department of Agriculture (the department), in partnership with the U.S. Department of
Agriculture (USDA) and local organizations, operates the Emergency Food Assistance Program (food
program) to provide emergency food assistance to low-income households. USDA purchases a variety
of food items and makes them available to state distributing agencies. During our audit period, the
department contracted with 22 subrecipients'® to administer the program.

Food Inventory

The department places food orders with USDA on behalf of the subrecipients, and USDA delivers the
food directly to the subrecipients’ warehouses. USDA Policy FD-107 requires subrecipients to manage
the inventory in their warehouses by tracking food receipts and food distributions, performing a
physical food inventory count at least annually, and documenting adjustments to food inventory
records, such as losses due to spoilage.

18. The department contracted with 17 community action programs and 5 food banks during our audit period.

State of Tennessee Single Audit 74 Auditor’s Findings



Individual Eligibility

The 22 subrecipients work with local partner agencies, such as soup kitchens and food pantries, to
directly serve the public. Because partner agencies directly serve the public, they are responsible for
determining the eligibility of individuals to receive food, either before or on the date of distribution,
and maintaining supporting documentation. To qualify, an individual must be a resident of the State
of Tennessee and may

1. show participation in a means-tested program such as the Supplemental Nutrition
Assistance Program (food stamps), Families First, Supplemental Security Income, or Low-
Income Home Energy Assistance Program; or

2. complete a signed self-declaration of income showing that the total amount of household
income is below 185% of the current federal poverty income level.

The department conducted desk reviews during our audit period to determine whether each
subrecipient had a process to ensure compliance with both inventory and individual eligibility grant
requirements. The desk reviews also ensured that subrecipients had a process to monitor partner
agencies for compliance with these same requirements. Department management plans to schedule
on-site monitoring of subrecipients in January 2025. We will audit the on-site monitoring activities
in future audits.

PRIOR AUDIT RESULTS

In years before 2021, the department performed on-site subrecipient reviews to determine if
subrecipients were accurately determining household eligibility and managing the inventory according
to federal requirements. According to management, they stopped performing these reviews of
subrecipients in March 2020 due to the effects of the COVID-19 pandemic. Without a federal waiver
to alleviate the impacts of the health emergency, management was required to either continue their
established control activities or implement alternative controls to ensure subrecipients complied with
the federal requirements. In the 2021 Single Audit, we noted that management did not have controls
in place for household eligibility determinations and food inventory. In addition, we also found
noncompliance related to maintaining accurate inventory records and performing an annual
inventory. In response to this finding, management stated they would develop a desk-based review
monitoring plan and obtain USDA approval for the new plan.

During the 2022 Single Audit, we reported that the department did not monitor its subrecipients
because management was waiting for USDA to approve the department’s new monitoring plan. This
resulted in a repeat finding because department management still did not have controls in place for
household eligibility determinations. We also identified subrecipient noncompliance related to not
performing annual inventory counts and inaccurate inventory records. Management concurred and
stated it would implement the USDA-approved monitoring plan in April 2023 and complete the
monitoring by September 2023 to coincide with the end of the federal fiscal year. The plan included
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conducting desk reviews during the federal fiscal year 2023 to serve as a baseline for annual reviews of
25% of subrecipients in subsequent years.

During the 2023 Single Audit, we again reported that management had neither resumed their previous
control activity of on-site reviews nor implemented other control activities to ensure subrecipients
reasonably complied with the federal regulations. We also identified instances of noncompliance due
to inaccurate inventory records and failures to perform the required annual inventory. Management
concurred and stated that they had delayed the implementation of on-site reviews, but they had
conducted desk reviews of all 22 subrecipients as required by the new plan.

CONDITION AND CAUSE

Monitoring Activities

As part of our follow-up on management’s corrective actions, we found that management conducted
desk reviews of the 22 subrecipients’ self-reported information, but based on our review of subrecipient
compliance, these desk reviews' were not effective and did not detect errors in inventory records,
annual inventory counts, and individual eligibility determination, as detailed below. Specifically, the
desk reviews did not include evidence to support the subrecipients’ monitoring of their partnering
agencies, which is necessary to ensure that the subrecipients and their partnering agencies are
complying with the requirements. We also performed our own compliance testwork and found
noncompliance with inventory management and individual eligibility, as detailed below.

Inventory Management and Household Eligibility

Based on our current compliance testwork and discussions with department and subrecipient
management, we found that subrecipients did not maintain accurate monthly food inventory records,
and the subrecipients who contract with a distributor did not conduct the required annual inventory.
We also found that one subrecipient’s partner agency distributed food to ineligible individuals.

Inaccurate Inventory Records

We randomly selected 3 of 22 (14%) subrecipients to determine compliance with federal regulations
for inventory records. For each subrecipient tested, we randomly sampled three months®® of monthly
inventory reports for each subrecipient during our scope period (July 1, 2023, through June 30, 2024)
and recalculated the reports based on receipt, distribution, and food loss adjustments. We noted
discrepancies at 2 of the 3 subrecipient agencies we visited:

e For I subrecipient, we noted inaccurate food records and food counts. For example, based
on the most recent monthly inventory report completed before our visit, we expected to
find 9,012 bags of dry pinto beans but instead counted 17,592. We also expected to see

19. The desk reviews included questions about eligibility determinations and inventory.
20. February, March, and June 2024.
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7,992 cans of sliced potatoes and counted 13,632 cans. The agency could not provide
documentation, such as invoices, to support the difference for either item.

e The second subrecipient lacked distribution documentation to support the data reported
to the department for the 3 months tested.

Annual Inventory Not Performed

In the prior audit, we noted that 5 subrecipients, which use a centralized distributor to receive and
store commodities received from the USDA, did not perform the required annual inventory. We
identified during follow-up interviews that department management has not ensured corrective action.
Specifically, according to department management, they are still using the distributor, and these 5
subrecipients relied solely on the weekly inventory report provided by the distributor and still did not
conduct an annual inventory or request tracking documents, such as bills of lading, receipts for
received food, or documents showing food distributed to corroborate the amount reported on the food
program’s monthly inventory report provided to the department.

Individual Eligibility

To determine compliance with individual eligibility requirements, we randomly selected and reviewed
14 partner agencies from the 5 food banks contracted with the department between January 1, 2024,
and March 31, 2024.

For 1 of the 14 partner agencies tested (7%), we determined that the partner agency distributed
commodities to 65 of 1,094 (6%) individuals who did not meet eligibility requirements.

Once we informed the department of these issues, department management discussed with the
subrecipient the eligibility requirements that all partner agencies should follow. In response, the
subrecipient plans to retrain this partner agency’s staff. Additionally, the subrecipient’s Program
Director will create a list of allowable and prohibited actions to email to all other partner agencies.

CRITERIA

Inventory Management and Household Eligibility

According to Title 2, Code of Federal Regulations (CFR), Part 200, Section 303(a), a non-federal entity
must:

Establish and maintain effective internal control over the Federal award that provides
reasonable assurance that the non-Federal entity is managing the Federal award in compliance
with Federal statutes, regulations, and the terms and conditions of the Federal award.

Additionally, according to 7 CFR 251.10(e),
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(1) Each State agency must monitor the operation of the program to ensure that it is being
administered in accordance with Federal and State requirements. State agencies may not
delegate this responsibility. . . .

(3) Each [subrecipient monitoring] review must encompass, as applicable, eligibility
determinations, food ordering procedures, storage and warchousing practices, inventory
controls, approval of distribution sites, reporting and recordkeeping requirements, and
civil rights.

Additionally, according to 7 CFR 251.5(b)

(b) Ciriteria for determining recipient eligibility. Each State agency must establish uniform
Statewide criteria for determining the eligibility of households to receive commodities
provided under this part for home consumption. The criteria must:

(1) Enable the State agency to ensure that only households which are in need of food
assistance because of inadequate household income receive [Emergency Food
Assistance Program] commodities;

(2) Include income-based standards and the methods by which households may
demonstrate eligibility under such standards; and

(3) Include a requirement that the household reside in the geographic location served by
the State agency at the time of applying for assistance, but length of residency shall
not be used as an eligibility criterion.

EFFECT

The lack of sufficient monitoring controls over inventory management and individual eligibility
increases the risk of noncompliance with federal requirements and fraud, waste, and abuse in this
federal program. Without sufficient monitoring, department management cannot reasonably ensure
that subrecipients fulfill federal requirements and meet the goals of this federal program. Additionally,
federal regulations address actions that federal agencies may impose if a state entity does not comply
with the U.S. Constitution, federal statutes, regulations, or the terms and conditions of a federal award.

According to 2 CFR 200.208(c), “Specific conditions,”

Additional Federal award conditions may include items such as the following:
(1) Requiring payments as reimbursements rather than advance payments;

(2) Withholding authority to proceed to the next phase until receipt of evidence of acceptable
performance within a given performance period;

(3) Requiring additional, more detailed financial reports;
(4) Requiring additional project monitoring;
(5) Requiring the non-Federal entity to obtain technical or management assistance; or

(6) Establishing additional prior approvals.
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If the federal agency determines the state agency cannot remedy its noncompliance through the above
actions, 2 CFR 200.339, “Remedies for noncompliance,” outlines additional actions the federal agency
may take. Depending on the circumstances, these actions may include

e temporarily withholding payments until the noncompliance has been corrected,

e denying the use of funds,

e partly or fully suspending or terminating the federal award,

e suspending or debarring the agency,

e declining to award additional federal funds, or

e pursuing other available legal remedies.

- RECOMMENDATION

000000

000000

2299599 The Commissioner of the Department of Agriculture should ensure

oo .::‘ staff members have the resources to establish internal controls to ensure
)

staff and subrecipients comply with inventory and eligibility
requirements, including designing and implementing a subrecipient
monitoring process to effectively address the risks noted in this finding.
As part of this process, management should assign staff to continually

monitor risks and assess mitigating controls.

MANAGEMENT’S COMMENT

We concur. To ensure effective internal controls over household eligibility determinations and
inventory at storage locations for The Emergency Food Assistance Program (TEFAP), the department
added three (3) mitigating controls to the enterprise risk management assessment. The controls added
are as follows:

® Monitoring will include on site reviews to ensure compliance at sites included in the
monitoring plan.

e Monitoring tools have been developed and will be reviewed annually and revised as needed
to ensure all requirements are captured including inventory and eligibility.

e Commodities staff will ensure annual inventory is performed as required.
Furthermore, we have a new Commodity Distribution Administrator who has developed a monitoring
plan for FY25 based on risk assessment. Risk assessments have identified three (3) agencies for

monitoring in FY25 which will be completed on site to ensure proper assessment of eligibility and
inventory at these locations.
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Inventory Controls

The department has begun observing inventory. In FY24, the new Commodity Distribution
Administrator observed inventory at the Chattanooga Area Food Bank and Second Harvest Food Bank
of Middle TN. We have a plan in place to observe inventory at all five (5) food banks for FY25.

In addition to the on-site inventory observation, internal monthly inventory monitoring has been
bolstered and reconciled month to month with our subrecipients. Currently, Eligible Recipient
Agency’s (ERA) monthly inventory reports for the previous months are due by the 10th day of each
following month. ERA’s beginning monthly inventory in their reports must match the previous
month’s reports generated by USDA’s online management site, WBSCM. Each agency’s inventory is
fully reconciled no later than the end of the month. For example, January’s inventory report is due by
February 10. By the end of February, the month of January’s inventory for each agency is reconciled.

Eligibility Controls/ERA Training

TN Commodity Distribution has also revised our State Plan to include updated eligibility guidelines
including updating language in the plan and revising the intake form. Once approved by USDA, action
will be taken so each ERA has a copy of the new State Plan, updated intake form, and daily roster.

With a new Commodities Administrator and new guidance published by the USDA, measures will be
taken and formally documented to ensure ERA compliance from not only those with direct agreements
with TDA [Tennessee Department of Agriculture], but also those who have contractual agreements
with TDA’s ERA’s. These new measures will include trainings (schedule TBD) in the form of recorded
PowerPoint presentations sent out to ERAs with a formal signature page of those individuals working
for ERAs to sign off attesting they watched the video in full and agree to implement new guidance
henceforth in their daily responsibilities. Trainings will be required for all ERA staff that are
responsible for working with TEFAP. These records will be collected by a prescribed due date and
followed up on during on-site monitoring reviews.

Lastly, all agencies identified with deficiencies in the audit will be required to complete a Corrective
Action Plan and submit to us within 30 business days of receipt of the request.

The Commodity Distribution Administrator will be responsible for ensuring corrective actions are
implemented by the anticipated completion date of September 30, 2025.
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FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

DEPARTMENT OF HEALTH

Finding 2024-011: The Department of Health does not have adequate
procedures to ensure compliance with subrecipient monitoring
requirements for the HIV Care Formula Grants program



Finding Number 2024-011
Assistance Listing Number ~ 93.917

Program Name HIV Care Formula Grants

Federal Agency Department of Health and Human Services
State Agency Department of Health

Federal Award Identification

Number N/A

Federal Award Year 2021 through 2023

Finding Type Significant Deficiency and Noncompliance
Compliance Requirement Subrecipient Monitoring

Repeat Finding N/A

Pass-Through Entity N/A

Questioned Costs N/A

- FINDING

000
©00000
29999%¢® The Department of Health does not have adequate procedures to
et ensure compliance with subrecipient monitoring requirements for the
- HIV Care Formula Grants program
BACKGROUND

The Department of Health as a pass-through entity administers the HIV Care Formula Grants
program (HIV program) and provides subawards to 20 subrecipients to plan, develop, and deliver
healthcare and support services to low-income, uninsured, and underinsured individuals with Human
Immunodeficiency Virus (HIV). Federal grantors require pass-through entities to monitor
subrecipients’ activities to ensure subrecipients use grant funds for authorized purposes in compliance
with statutes, regulations, and any applicable grant terms and conditions. Pass-through entity
responsibilities include review of subrecipient single audit reports and the issuance of management
decisions for findings related to the federal awards provided by the pass-through entity. Title 2, Code
of Federal Regulations (CFR), Part 200, Section 1, states that management decisions are written
determinations provided to the subrecipient by the pass-through entity of the sufficiency of the
subrecipient’s proposed corrective actions to address the findings.

CONDITION

Management did not issue a management decision as required for 1 subrecipient that had a finding
pertaining to the HIV program within the required timeframe. The other 19 of the program’s 20
subrecipients either did not require a single audit or the audit performed did not have a finding
pertaining to the HIV program. The subrecipient’s single audit report that required the management
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decision was accepted by the Federal Audit Clearinghouse (FAC) on August 3, 2023; therefore, the
department was required to issue a management decision by February 3, 2024.

CRITERIA

As a pass-through entity, the department is required by 2 CFR 200. 332(d) to

Monitor the activities of the subrecipient as necessary to ensure that the subaward is used for
authorized purposes, in compliance with Federal statutes, regulations, and the terms and
conditions of the subaward. . . Pass through entity monitoring of the subrecipient must include

(3) Issuing a management decision for applicable audit findings. . .

According to 2 CFR 200.521(d), the “. . . pass-through entity responsible for issuing a management
decision must do so within six months of acceptance of the audit report by the FAC. . ..”

CAUSE

According to discussions with department management, a management decision related to the
subrecipient’s audit finding was not issued due to the loss of key personnel and lack of communication
between divisions. Subrecipient monitoring responsibilities for the HIV program are divided between
various divisions, and there was a breakdown in communication between the divisions to ensure all

subrecipient monitoring requirements were performed.

Additionally, per management, the division does not have written procedures clearly assigning duties
related to the verification of single audits and issuance of management decisions to specific personnel.

EFFECT

When management does not issue a decision within the required timeframe, management increases
the risk that subrecipients will not correct problems related to internal controls or compliance with

regulations in a timely manner.

e RECOMMENDATION
00000
5 ::.:::Q hould brecipi itori lici learl
e sesse Management should ensure subrecipient monitoring policies clearly
2 . ars . . :

- assign responsibility of reviewing subrecipient single audit reports and

issuing management decisions in a timely manner to specific personnel.
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MANAGEMENT’S COMMENT

We concur with this finding. Tennessee Department of Health (TDH) practice guided by written
memorandum, Subject: Single Audit Requirements and Subrecipient Grant Contract Language, May
8, 2019, provides guidance for the following processes:

1.) Grant contract language stipulates that subrecipients meeting OMB 2 CFR 200.332(d)
criteria should engage a single audit and send a copy to TDH at the same time they send
a copy to the Federal Clearing House.

2.) TDH staff should review and evaluate the findings and corrective actions and
communicate with the grantee within 30 days of receipt of the single audit report.

3.) Receipt of grantees’ reports and the program’s responses should be communicated to the

TDH Office of Compliance and Ethics.

Corrective action: CEDEP program and administrative staff working with HIV contracts will be
retrained on these requirements by the HIV and Business and Grants Management section leaders.
Current contracts will be reviewed to ensure inclusion of audit guidance. Ryan White Program
Director and/or Deputy Director will be responsible to issue a management decision within thirty (30)
days related to each audit finding from all auditable subrecipients’ reports. Retraining, contracts
review, and process implementation will occur no later than March 31, 2025.
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FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

TENNESSEE HOUSING DEVELOPMENT AGENCY

Finding 2024-012: As noted in the prior year, lennessee Housing
Development Agency management did not have effective internal controls
over reporting for the Low-Income Home Energy Assistance Program



Finding Number 2024-012
Assistance Listing Number ~ 93.568

Program Name Low-Income Home Energy Assistance
Federal Agency Department of Health and Human Services
State Agency Tennessee Housing Development Agency
Federal Award Identification

Number N/A

Federal Award Year 2023

Finding Type Significant Deficiency and Noncompliance
Compliance Requirement Reporting

Repeat Finding 2023-019

Pass-Through Entity N/A

Questioned Costs N/A

oo FINDING

©0000

2 e0999® Asnoted in the prior year, Tennessee Housing Development Agency

Rages management did not have effective internal controls over reporting for

» the Low-Income Home Energy Assistance Program

BACKGROUND

The U.S. Department of Health and Human Services (HHS) provides grant funding through the
Low-Income Home Energy Assistance Program (LIHEAP) to the Tennessee Housing Development
Agency (the agency). The objective of LIHEAP is to help low-income households meet the costs of
home energy, increase their energy self-sufficiency, and reduce their vulnerability resulting from energy
needs. As a condition of the grant, HHS requires the agency to report on the use of federal funds
through financial, performance, and special reports. In addition to federal requirements in the Code of
Federal Regulations, the HHS Office of Administration for Children and Families, Office of

Community Services, provides guidance to LIHEAP recipients by issuing Action Transmittals.

In response to the prior-year finding noting ineffective controls over reporting, management stated
that they would implement a schedule of report due dates, along with periodic checkpoints between
the preparer and the supervisor to address issues prior to the due dates. Management also stated that
each federal report would be reviewed by a supervisor prior to its submission to confirm its accuracy.
The supervisor position was vacant until November 2023. Although management implemented
additional controls when the supervisor position was filled, controls were not adequate to ensure
reports were submitted timely or accurately.
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CONDITION, CRITERIA, AND CAUSE

As noted in the prior year, the agency did not have adequate internal controls to ensure it provided
the federal grantor (HHS) with timely or accurate reports. The vacant supervisor position was the
primary cause for the special and performance reporting deficiencies. The agency also did not assign a
secondary reviewer to ensure the reporting was accurate prior to submission.

Special Reporting
Annual Report on Households Assisted by LIHEAP

According to Title 45, Code of Federal Regulations (CFR), Part 96, Section 82(a), the agency is required
to submit to HHS the Annual Report on Households Assisted by LIHEAP “for the 12-month period
corresponding to the federal fiscal year (October 1-September 30) preceding the fiscal year for which
funds are requested. The data shall be reported separately for LIHEAP heating, cooling, crisis, and
weatherization assistance.”

We reviewed the 2023 Annual Report on Households Assisted by LIHEAP to ensure management
submitted the report timely and reported line items accurately. We noted errors on two line items on
the report. See Figure 1.

Figure 1: Errors Noted in 2023 Annual Report on Households Assisted by LIHEAP

Report Line Description | Over- (Under-)reported Households Assisted
Section I
Any type of LIHEAP assistance (108)
Section I1I
Weatherization 151

Quarterly Performance and Management Report

LIHEAP Action Transmittal 2023-03 Quarterly Report Instructions Attachment 1 requires grant
recipients to submit data and information about LIHEAP through the Quarterly Performance and
Management Reports. The quarterly reports “focus on assisted households, performance management,
obligation of funding, changes made due to anticipated increase in energy bills, collaboration with
other utility assistance programs, and training and technical assistance needs.”

We reviewed the 2023 Quarterly Performance and Management Report for the fourth quarter of the
fiscal year to ensure management submitted the report timely and reported line items accurately. We
noted that the report was submitted on November 27, 2023, 27 days after the due date of October
31, 2023.
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FFATA Reporting

The Federal Funding Accountability and Transparency Act (FFATA) and 2 CFR 170, Appendix A,
require the agency to report subrecipient financial information through the FFATA Subaward
Reporting System (FSRS) for all subawards over $30,000. Reports are due no later than the end of the
month following the month when the obligation occurred. The subaward information in FSRS is then
made available to the public on USAspending.gov for transparency.

We reviewed FSRS to determine the agency’s compliance with FFATA reporting. Based on our review
of the system and discussion with management, management did not report any of their 21 subawards
within the required timeframe. Management stated that they are working to improve the reporting
process.

Performance Reporting

LIHEAP Action Transmittal 2024-01 states that the LIHEAP Performance Data Form is an annual
report in response to Title 42, United States Code, Section 8629(b), which requires the Secretary of
the HHS to submit a report to Congress containing a detailed compilation of information on home
energy consumption; the amount, cost, and type of fuels used for households eligible for assistance;
the number and income levels of households assisted; and the number of households that received
such assistance and include 1 or more individuals who are 60 years or older or disabled or include
young children.

We reviewed the LIHEAP Performance Data Form to ensure management submitted the report timely
and reported line items accurately. We noted errors on two line items in the report. See Figure 2.

Figure 2: Errors Noted in LIHEAP Performance Data Form

Underreported Households

Report Line Description

Assisted

Section III Estimated Sources of LIHEAP Funds
FFY LIHEAP Block Grant Allotment — regular funds (238,080)
Section IV Estimated Uses of LIHEAP Funds
Administration/Planning Costs — non-supplemental funds (478,209)
EFFECT

When agency staff do not proactively perform procedures to ensure that reports generated are timely
and adequately supported, management increases the risk of reporting inaccurate or untimely data to
HHS. For the Quarterly Performance and Management Report, when obligations are understated,
management runs the risk of obligating more funds than are available.
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Additionally, federal regulations address actions that federal agencies may impose if a state entity does
not comply with the U.S. Constitution, federal statutes, regulations, or the terms and conditions of a

federal award.
According to 2 CFR 200.208(c), “Specific conditions,”

Additional Federal award conditions may include items such as the following:
(1) Requiring payments as reimbursements rather than advance payments;

(2) Withholding authority to proceed to the next phase until receipt of evidence of acceptable
performance within a given performance period;

(3) Requiring additional, more detailed financial reports;
(4) Requiring additional project monitoring;
(5) Requiring the non-Federal entity to obtain technical or management assistance; or

(6) Establishing additional prior approvals.

If the federal agency determines the state agency cannot remedy its noncompliance through the above
actions, 2 CFR 200.339, “Remedies for noncompliance,” outlines additional actions the federal agency
may take. Depending on the circumstances, these actions may include

e temporarily withholding payments until the noncompliance has been corrected,

e denying the use of funds,

e partly or fully suspending or terminating the federal award,

e suspending or debarring the agency,

e declining to award additional federal funds, or

e pursuing other available legal remedies.

- RECOMMENDATION
2000000
000000
. ::::::0 Management should continue to improve the reporting process by
°e .::‘ implementing additional controls, as necessary, to ensure timely and
®

accurate reports.

MANAGEMENT’S COMMENT

We concur. Regarding the Annual Report on Households Assisted by LIHEAP the original
submission did not include the Weatherization information and “any type” was underreported. After
the new CS Director reviewed and gained some understanding of the report and data used to complete

the report, the CS Director reached out to Apprise, Inc.—the data consultants for HHS, ACF—and
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met with an associate to gain a better understanding of where the errors were and how to correct them.
Following this call, the CS Director was able to correct the original submission and gain clearance on
the report.

Regarding the Quarterly Performance and Management Report for 2023, the Quarter 4 report was
submitted late. During this period, the Community Services Division had vacancies in both the
Director and LIHEAP Manager position requiring other staff to learn and handle the report
preparation while also handling their main job functions. Both positions are now filled and a new
obligation tracking document has been adopted and a new reporting deadline process put in place to
ensure that a reporting preparation, multi-level review, and submission process is complete in advance
of any reporting deadline.

FFATA Reporting continued to be a challenge in 2024, but a new process was adopted by the CS
Division and implemented on January 1, 2025, that requires each manager to maintain a monthly
FFATA tracking document. As contracts are executed and funding is obligated by our Legal team, a
copy of the final contract is sent to the manager and for entry into the tracking document. The Finance
team then accesses the tracking document monthly for entry into the federal system.

Finally, the LIHEAP Performance Data report was submitted shortly after the CS Director began
employment. Although the report was submitted on time, there were errors on the report that were
later corrected with the assistance of Apprise, Inc. We do not anticipate the same issues with the 2024
LIHEAP Performance Data report.

Opverall, the CS Division is working to strengthen internal processes and ensure timeliness of reporting,.
The CS Director and managers work closely to develop new processes that will bring efficiency to the
process and strengthen accuracy.
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FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

DEPARTMENT OF HUMAN SERVICES

Finding 2024-013: The Department of Human Services did not establish
effective internal controls to ensure the management and monitors
properly documented subrecipient monitoring activities



Finding Number

Assistance Listing Number
Program Name

Federal Agency

State Agency

Federal Award Identification

2024-013

10.558

Child and Adult Care Food Program
Department of Agriculture
Department of Human Services

Number N/A

Federal Award Year 2023 and 2024

Finding Type Significant Deficiency and Noncompliance
Compliance Requirement Subrecipient Monitoring

Repeat Finding N/A

Pass-Through Entity N/A

Questioned Costs N/A

e,  FINDING

°0000
00000 . . . -
seseece The Department of Human Services did not establish effective internal
g esee controls to ensure the management and monitors properly
° documented subrecipient monitoring activities
BACKGROUND

The Child and Adult Care Food Program (CACFP) is a year-round food program for eligible
participants at childcare centers, day care homes, after-school care programs, emergency shelters, and
adult day care centers. CACFP is funded by the U.S. Department of Agriculture (USDA) and
administered on the state level by the Department of Human Services (DHS). DHS contracts with
these institutions, called subrecipients, who administer the program by providing meals. As a pass-
through entity, DHS is responsible for ensuring that subrecipients are eligible to participate in the
program and that the subrecipients comply with federal requirements.

State Agency Monitoring Requirements

To fulfill the federal monitoring requirements outlined in the USDA’s Monitoring Handbook for State
Agencies: A Child and Adult Care Food Care Program Handbook (CACFP Monitoring Handbook), the
department’s Division of Audit Services (division) is responsible for performing regular monitoring
visits of participating subrecipients approximately every three years. If department management
identified or became aware of problems related to a subrecipient, the division monitors the
subrecipient more frequently. These visits occur during the award period and cover three components
of monitoring:

e ensuring subrecipients comply with federal program requirements;
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e ensuring subrecipients that receive $750,000 or more in federal awards receive a single
audit as required by federal regulations; and

e following up on previously reported issues.

To document subrecipient monitoring work, division staff use Diligent, a third-party electronic audit
management application. Within Diligent, Audit Services management requires working papers have
three levels of documented review to ensure the work performed supports the monitoring report.

Subrecipient Single Audit Requirements

Pursuant to the Office of Management and Budget's Uniform Grant Guidance and “Audit
Requirements,” Title 2, Code of Federal Regulations (CFR), Part 200, Section 501,

(a) Audir required.”' A non-Federal entity [subrecipient] that expends $750,000 or more
during the non-Federal entity’s fiscal year in Federal awards must have a single or program-
specific audit conducted for that year in accordance with the provisions of this part.

Furthermore, as the pass-through entity, DHS is required by 2 CFR 200.332(f) to verify that all
subrecipients that spend $750,000 or more obtain a single audit within 9 months after the
subrecipient’s fiscal year-end. As part of that single audit, if a subrecipient receives an audit finding,
the department must issue a management decision within 6 months of the audit report’s release,
indicate if the department agreed with the finding, and describe any corrective action the subrecipient
must take.

Based on discussions with the Division of Audit Services’ management, division staff compile
subrecipient expenditure information from Edison, the state’s accounting system, to determine if the
subrecipient received over $750,000 in federal funds. Once management identifies the subrecipients
who meet the audit threshold, the Director of Audit Services creates a tracker spreadsheet using
Microsoft Excel. The director tracks the receipt of required single audit reports throughout the fiscal
year and notes on the tracker if the audit reports identified findings relevant to the federal program. If
a subrecipient’s audit report identified findings, the Director of Audit Services notifies program
management responsible for ensuring the subrecipient’s compliance with federal requirements.
Program management must then obtain and review the subrecipient’s single audit findings and
corrective actions and issue a management decision for any program-related findings.

Current Audit Methodology

From a population of 81 subrecipient monitoring reports the department issued from July 1, 2023,
through June 30, 2024, we tested a nonstatistical, random sample of 60 monitoring reports to

21. An independent audit is an examination of financial records, accounts, business transactions, accounting practices, and
internal controls conducted by a third party, such as a CPA firm.
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determine if DHS management conducted subrecipient program monitoring in accordance with the

CACFP Monitoring Handbook.

We also tested the population of 36 subrecipients that received $750,000 or more in federal awards
during the subrecipient’s fiscal year to determine if management obtained a single audit report. If
applicable, we determined if DHS program management followed up on any findings in the
subrecipient’s single audit and issued a management decision.

CONDITION, CRITERIA, AND CAUSE

Subrecipient’s Compliance with Household Contact Policy Not Documented

Based on our testwork, we found that for 7 of 20%* (35%) monitoring reports tested, the department’s
monitors did not document their review of the subrecipient’s household contact policy. Federal
regulations define a household contact as an adult member in a household who has a child enrolled in
childcare that the sponsoring organization or the state can contact “to verify the attendance and
enrollment of the child and the specific meal service(s) which the child routinely receives while in
care.”® According to 7 CFR 226.6(m)(5), “State agencies must establish a system for sponsoring
organizations to use in making household contacts as part of their review and oversight of participating
facilities.” Furthermore, in 7 CFR 226.6(m)(3)(x), the department is required to review the sponsoring
organization’s implementation of the household contact system (policy) to assess its compliance with
federal regulations.

Based on our review of the working papers in Diligent, the department’s internal procedure requires
the monitor to document their review of the policy and upload it into the working papers to document
their review. For all 7 subrecipients, the monitor did not upload the household contact policy into the
working papers. For 1 subrecipient, although the monitor did not upload the policy in the working
papers, the monitor indicated in the working papers that one existed. Because the policies were not
uploaded, we could not determine if the monitor assessed whether the subrecipient’s household
contact policy complied with federal regulations. In all 7 instances, 3 reviewers signed off on the
monitor’s work related to the household contact policy even though the monitors’ documentation was
incomplete.

According to the Director of Audit Services, he agreed that monitors did not document the household
contact policy. He stated that he would identify the monitors who performed the work and provide
training.

22. Of our population of 60 subrecipients, 20 subrecipients were sponsoring organizations that are required by federal
regulations to have a Household Contact Policy. The remaining 16 subrecipients were either independent childcare centers
or at-risk after-school care centers and are not required to have the policy.

23.7 CFR 226.2.
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Ineffective Internal Controls Related to Late Subrecipient Single Audit Reports

Based on our review, we found that for 4 of 36 (11%) subrecipients that met the $750,000 threshold
to obtain a single audit, DHS program management did not ensure that the subrecipients” audits were
released within the required 9-month timeframe. We noted that the subrecipients” auditors released
the reports between 3 to 10 months late. According to the Director of Operations for the Child and
Adult Care Food Program and the Summer Food Service Program, they rely on regular
communication as a control to ensure they obtain subrecipients’ single audits. According to the
director, as of January 10, 2023, management regularly communicated with the subrecipients to
complete their single audit reports; however, the director could not provide evidence explaining why
the audits were delayed.

According to 2 CFR 200.332(f), DHS must “[v]erify that every subrecipient is audited as required by
Subpart F of this part when it is expected that the subrecipient’s Federal awards expended during the
respective fiscal year equaled or exceeded [$750,000].” Subpart F?* states that audit reports must be
submitted within “. . . nine months after the end of the audit period.”?

No Management Decisions Issued

According to 2 CFR 200.521(d), “The . . . pass-through entity responsible for issuing a management
decision must do so within six months of acceptance of the audit report by [the Federal Audit
Clearinghouse].” As noted above, the Director of Audit Services notifies program management that a
subrecipient’s audit report identified findings, which is the control to ensure that program
management reviews the findings and corrective actions and issues a management decision. The
Director of Operations for the Child and Adult Care Food Program and the Summer Food Service
Program is responsible for providing DHS subrecipients with a management decision related to the
subrecipient’s corrective actions within six months of the audit report’s issuance. However, during our
review of the three subrecipients whose audit reports included findings, the Director of Operations
could not provide the management decisions when we requested them. The findings in question
related to the lack of controls over both food programs’ meal counts, which is the supporting
documentation for the program’s expenditures.

Risk Assessment

We reviewed the department’s 2023 Financial Integrity Act Risk Assessment and determined that
management did not identify the risks of noncompliance identified in this finding. As such,
management did not establish control activities to ensure compliance with CACFP’s subrecipient
monitoring requirements. The U.S. Government Accountability Office’s Standards for Internal
Control in the Federal Government (Green Book) provides a comprehensive framework for internal
control practices in federal agencies and serves as a best practice for other government agencies,

24.2 CFR 200.512.
25.2 CFR 507(c) (1).
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including state agencies. According to Green Book Principle 7, “Identify, Analyze, and Respond to
Risks,” Identification of Risks,

7.02 Management identifies risks throughout the entity to provide a basis for analyzing risks.

Risk assessment is the identification and analysis of risks related to achieving the defined

objectives to form a basis for designing risk responses.

EFFECT

When management does not document that program monitors verify that subrecipients met program

requirements, ensure subrecipients obtain a single audit when required, or issue management

decisions, DHS management increases the risk that their subrecipients may use federal grant funds for

unauthorized purposes and fail to comply with federal statutes and regulations.

Federal regulations address actions that federal agencies may impose if a state entity does not comply

with the U.S. Constitution, federal statutes, regulations, or the terms and conditions of a federal award.

According to 2 CFR 200.208(c), “Specific conditions,”

Additional Federal award conditions may include items such as the following:

(1) Requiring payments as reimbursements rather than advance payments;

(2) Withholding authority to proceed to the next phase until receipt of evidence of acceptable

performance within a given performance period;

(3) Requiring additional, more detailed financial reports;

(4) Requiring additional project monitoring;

(5) Requiring the non-Federal entity to obtain technical or management assistance; or

(6) Establishing additional prior approvals.

If the federal agency determines the state agency cannot remedy its noncompliance through the above

actions, 2 CFR 200.339, “Remedies for noncompliance,” outlines additional actions the federal agency

may take. Depending on the circumstances, these actions may include

temporarily withholding payments until the noncompliance has been corrected,
denying the use of funds,

partly or fully suspending or terminating the federal award,

suspending or debarring the agency,

declining to award additional federal funds, or

pursuing other available legal remedies.
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:. RECOMMENDATION
000000
0000000
2 299999%® Management should implement effective controls to address the risks
oo .E:. noted in this finding, update the risk assessment as necessary, and take

action if deficiencies occur. Specifically, the Director of Audit Services
should ensure that program monitors adequately document and assess
whether subrecipients comply with program requirements that are
subject to program monitoring. The Director of Operations for the
Child and Adult Care Food Program and the Summer Food Service
Program should maintain documentation of communication with
subrecipients who do not obtain a single audit within the required
timeframe. In addition, when independent audits identify findings in
the audit reports, the Director of Operations should issue timely
management decisions in response to the subrecipients’ corrective
action plans as required by federal regulations.

MANAGEMENT’S COMMENT

Subrecipient’s Compliance with Household Contact Policy Not Documented

We concur.

We agree that few of the Sponsoring Organizations Household Contact policy were not uploaded into
the working papers within the audit software. In October 2024, we created a permanent folder within
the audit software to upload and maintain all Sponsoring Organizations Household Contact policy.

Ineffective Internal Controls Related to Late Subrecipient Single Audit Reports

We concur.

The food program is implementing a tracking system to specifically identify subrecipients who do not
obtain a single audit within the required timeframe. The food program will specifically maintain
documentation of communication with subrecipients identified with this tool. This tool will be

implemented by April 1, 2025.

No Management Decisions Issued

We concur.
The food program will use the tracking system identified above to identify the required timelines for

issuing management decisions in response to the subrecipients’ corrective action plans. The food
program will issue timely management decisions. This tool will be implemented by April 1, 2025.
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Risk Assessment

We concur.

The food program will update the risk assessment to include the risk of noncompliance with CACFP’s

subrecipient monitoring requirements.
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FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

TENNESSEE WILDLIFE RESOURCES AGENCY

Finding 2024-014: As noted in the prior two audits, Iennessee Wildlife
Resources Agency management did not fully implement controls to ensure

that the agency complied with the federal requirements for subrecipient
monitoring



Finding Number
Assistance Listing Number
Program Name

Federal Agency

State Agency

Federal Award Identification
Number

Federal Award Year
Finding Type

Compliance Requirement
Repeat Finding
Pass-Through Entity
Questioned Costs

monitoring

BACKGROUND

2024-014

15.605 and 15.611

Fish and Wildlife Cluster
Department of the Interior
Tennessee Wildlife Resources Agency

N/A

2019 through 2024

Material Weakness and Noncompliance
Subrecipient Monitoring

2023-025

N/A

N/A

FINDING

® Asnoted in the prior two audits, Tennessee Wildlife Resources Agency
management did not fully implement controls to ensure that the
agency complied with the federal requirements for subrecipient

The Tennessee Wildlife Resources Agency (TWRA) administers the Fish and Wildlife cluster of
programs, which are federal programs under the oversight of the U.S. Fish and Wildlife Service. The

Fish and Wildlife Cluster includes the following programs:

State of Tennessee Single Audit 100

The Sport Fish Restoration program provides funds to restore, conserve, and enhance sport
fish populations and to provide for public use and enjoyment of these fishery resources.

The Wildlife Restoration program provides funds to restore, rehabilitate, and improve
wildlife populations and their habitats; to conduct wildlife management research, and
wildlife population surveys and inventories; to acquire land; and to provide for public use
of wildlife resources.

The Basic Hunter Education program provides training to hunters in the safe handling and
use of firearms and archery equipment; hunter responsibilities and ethics; survival;
construction, operation, and maintenance of public shooting ranges; and basic wildlife
management and identification.

The Enhanced Hunter Education and Safety program provides funds to enhance programs
for hunter education, recruitment, and safety; to increase interstate coordination of hunter
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education programs; to enhance programs for bow hunters and archers; to enhance
construction and development of firearm and archery ranges; and to update safety features
of firearm and archery ranges.

For fiscal year 2024, TWRA awarded $4,784,164 in federal funds to 14 subrecipients, such as
nonprofit foundations and universities, to carry out the activities of the Fish and Wildlife Cluster
programs.

Prior Audit Results

Beginning in the 2022 Single Audit, we reported that TWRA management did not perform required
subrecipient monitoring and did not obtain and review subrecipient Single Audits. Additionally, we
reviewed the 2021 Financial Integrity Act Risk Assessment and determined that management did not
identify risks related to failure to perform subrecipient monitoring and review Single Audit reports.

Management concurred with the finding and stated that they would determine assignments to carry
out effective monitoring and update their 2022 risk assessment.

During the 2023 Single Audit, we again reported that management did not perform subrecipient
monitoring and did not obtain and review subrecipients’” Single Audit reports. We also reported that
although TWRA’s December 2022 Financial Integrity Act Risk Assessment identified risks associated
with the lack of subrecipient monitoring and with the failure to review subrecipient Single Audit
reports, management still did not fully design and implement controls to mitigate these risks.

TWRA management concurred with the finding and stated that the agency did not perform
subrecipient monitoring and did not obtain and review subrecipients’ Single Audit reports due to a
lack of staff. TWRA management stated they developed the TWRA Federal Aid Procedures Manual
and included chapters on subrecipient monitoring, procedures, and risk assessments. They assigned
responsibility for the subrecipient monitoring process to the TWRA Federal Aid Grants Manager
(Grants Manager), TWRA Project Managers, the Department of Finance and Administration
Controller for TWRA, and the TWRA Federal Aid and Real Estate Division. The agency also requires
staff to attend annual update training, which includes the subrecipient monitoring process. They stated
that they anticipated full implementation of the process by June 30, 2024.

In the agency’s six-month follow-up report of corrective action, dated September 24, 2024,
management stated that all corrective actions noted above and the hiring of a Grants Manager to
oversee subrecipient monitoring activities were fully implemented as of June 30, 2024.

Current Audit

During the current audit and in response to the prior audit findings, TWRA management developed
procedures for subrecipient monitoring in the October 2023 TWRA Federal Aid Procedures Manual.
Also, management hired a Grants Manager in April 2024, exclusively dedicated to subrecipient
monitoring, who has started implementing the new subrecipient monitoring procedures. Management
also completed a risk assessment for each subrecipient and each project or grant award. These risk
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assessments evaluate the subrecipient’s previous compliance audit findings, prior experience, and new
personnel or systems. Management’s assessed level of risk for the subrecipients determines the number
of monitoring visits the project manager will conduct for each subrecipient project, which is
documented in each project’s monitoring plan. Finally, management now requires project managers
to sign the monitoring plan indicating completion of the plan and return it to the Grants Manager for
review. Our goal was to focus on the agency implementing its corrective actions to address the prior

finding.

CONDITION, CRITERIA, AND CAUSE

We met with management to understand TWRA management’s subrecipient monitoring procedures
and reviewed the TWRA Federal Aid Procedures Manual. Based on our discussions and review, we
determined that for fiscal year ended June 30, 2024, management still had not fully implemented the
controls as described to ensure compliance with the subrecipient monitoring requirements and
specifically did not perform subrecipient monitoring activities, including reviewing financial and
performance reports as required by Title 2, Code of Federal Regulations (CFR), Part 200, Section
332(d):

Monitor the activities of the subrecipient as necessary to ensure that the subaward is used for
authorized purposes, in compliance with Federal statutes, regulations, and the terms and
conditions of the subaward; and that subaward performance goals are achieved. Pass-through
entity monitoring of the subrecipient must include:

(1) Reviewing financial and performance reports required by the pass-through entity.

(2) Following-up and ensuring that the subrecipient takes timely and appropriate action on
all deficiencies pertaining to the Federal award provided to the subrecipient from the pass-
through entity detected through audits, on-site reviews, and written confirmation from
the subrecipient, highlighting the status of actions planned or taken to address Single
Audit findings related to the particular subaward.

Based on our review of the documentation, we found that TWRA management did not monitor
subrecipients by performing complete monitoring reviews* to ensure the subrecipients were meeting
both programmatic and financial expectations. According to the Assistant Chief of Federal Aid and
Real Estate, staff performed only 1 partial review for 1 subrecipient out of 57 projects representing
the 14 subrecipients that required complete reviews (programmatic and financial) for the period. In
this 1 partial monitoring review, staff performed only the programmatic review of the subrecipient.
Based on our follow-up discussions with management, management agreed with our conclusions and
stated that the lack of subrecipient monitoring was due to a lack of staff.

26. A complete review includes a programmatic review and a financial review of subrecipients as required by 2 CFR 200.
332(d).

27. Each subrecipient receives funds from the department and uses those funds to award them to different projects. Agency
staff monitors each project based on the subrecipient and project’s risk assessments and submits monitoring reports to
management.
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EFFECT

When TWRA management does not implement controls timely to ensure management and staff
follow federal requirements to perform subrecipient monitoring, management cannot ensure
subrecipients have reasonably complied with federal statutes, regulations, and terms and conditions of
the grant award. This includes both programmatic and financial reviews.

Federal regulations address actions that federal agencies may impose if a state entity does not comply
with the U.S. Constitution, federal statutes, regulations, or the terms and conditions of a federal award.
According to 2 CFR 200.208(c), “Specific conditions,”

Additional Federal award conditions may include items such as the following:

(1) Requiring payments as reimbursements rather than advance payments;

(2) Withholding authority to proceed to the next phase until receipt of evidence of acceptable
performance within a given performance period;

(3) Requiring additional, more detailed financial reports;
(4) Requiring additional project monitoring;
(5) Requiring the non-Federal entity to obtain technical or management assistance; or

(6) Establishing additional prior approvals.

If the federal agency determines the state agency cannot remedy its noncompliance through the above
actions, 2 CFR 200.339, “Remedies for noncompliance,” outlines additional actions the federal agency
may take. Depending on the circumstances, these actions may include

o temporarily withholding payments until the noncompliance has been corrected,

e denying the use of funds,

e partly or fully suspending or terminating the federal award,

e suspending or debarring the agency,

e declining to award additional federal funds, or

e pursuing other available legal remedies.

oo RECOMMENDATION
00000
000000
©0000000 The Exccutive Director should address the root cause of any
c000000
et g monitoring deficiencies and take the final action to fully implement the
o

controls they created to guide agency staff tasked to perform
subrecipient monitoring activities required by federal regulations and
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requirements. Specifically, management should ensure staff perform
the complete monitoring reviews to ensure subrecipients are meeting
both programmatic and financial expectations for the grant funds they
receive. Management should take prompt action to identify any areas
of subrecipient noncompliance with the grant regulations and follow
up on required corrective action as needed.

MANAGEMENT’S COMMENT

We partially concur. The Agency appreciates and respects the Comptroller’s Office position, and while
the Agency acknowledges that the Federal Aid and Real Estate team did not produce an adequate
number of monitoring reviews, it is merely due to the control being implemented in FY 2024 and not
having had adequate time to become fully operational rather than a process deficiency or lack of
corrective actions taken by TWRA.

Further, the corrective action to address this issue would not be to revise or create additions to the
internal control, it is to allow adequate time for the internal control to operate. The position that
further corrective actions are unnecessary is supported in communications subsequent to our recent
Office of the Inspector General (OIG) U.S. Fish and Wildlife Service Grants for the period ended
June 30, 2022, in which the OIG had “reviewed the (sub-recipient monitoring) procedures and found
them to be adequate” albeit not fully implemented. Discussions with the Comptroller Auditors yielded
similar agreement.

The Agency believes that the corrective actions taken in and prior to FY 2024 listed in the Single Audit
Report, coupled with the continued direct sub-recipient monitoring activities of the Agency’s project
managers, substantially mitigate both the risk of non-compliance with Title 2, Code of Federal
Regulations (CFR) Part 200, Section 332(d) and the risk of potential adverse actions from the U.S.
Fish and Wildlife Service.

TWRA will continue to support the internal control activities of the Federal Aid and Real Estate
Division, and the project managers assigned to directly manage the sub-recipient activities. The Agency
looks forward to a review of the complete process in FY 2025.

AUDITOR’S COMMENT

We have reviewed management’s comments, and the finding stands as written. We would like to note
that while management had not performed all needed financial and programmatic monitoring reviews
of subrecipients during the audit period, management did initiate corrective changes to the monitoring
process to ensure financial and programmatic monitoring reviews will be performed in the future. We
will follow up on the monitoring process changes in the next audit.
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State of Tennessee
Notes to the Schedule of Expenditures of Federal Awards
For the Year Ended June 30, 2024

NOTE 1. PURPOSE OF THE SCHEDULE

The Single Audit of the State of Tennessee for the year ended June 30, 2024, was conducted in
accordance with the Uniform Administrative Requirements, Cost Principles, and Audit Requirements for
Federal Awards (contained in Title 2 of the U.S. Code of Federal Regulations, Part 200) (Uniform
Guidance), which requires a disclosure of the financial activities of all federally funded programs. To
comply with the Uniform Guidance, the Department of Finance and Administration required each
department, agency, and institution that expended direct or pass-through federal funding during the
year to prepare a schedule of expenditures of federal awards and reconciliations with both the state’s
accounting system and grantor financial reports. The schedules for the departments, agencies, and
institutions were combined to form the Schedule of Expenditures of Federal Awards (Schedule) for
the State of Tennessee.

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES

A summary of the state’s significant accounting policies and related information is provided below to
assist the reader in interpreting the information presented in the Schedule.

A. Basis of Accounting

The State’s Annual Comprehensive Financial Report and this Schedule are presented in accordance
with generally accepted accounting principles, following the accrual or modified accrual basis of
accounting, as appropriate for the fund structure. Negative amounts shown in the Schedule result
from adjustments or credits made in the normal course of business to amounts reported as
expenditures in prior years.

B. Basis of Presentation

The information in the Schedule is presented in accordance with the requirements of the Uniform
Guidance. Because the Schedule presents only a selected portion of the operations of the state, it
does not and is not intended to present the financial position, changes in net position, or cash
flows of the state.

e Federal Financial Assistance — Pursuant to the Single Audit Act Amendments of 1996 and
the Uniform Guidance, federal financial assistance is defined as assistance that non-federal
organizations receive from or administer on behalf of the federal government in the form of
grants, loans, loan guarantees, noncash contributions, or donations of property (including
donated surplus property), and other financial assistance.
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State of Tennessee
Notes to the Schedule of Expenditures of Federal Awards
For the Year Ended June 30, 2024
(continued)

e Assistance Listing — The Schedule presents total expenditures for each federal assistance listing
as identified on June 30, 2024. Assistance Listings are a government-wide compilation of
federal programs, projects, services, and activities administered by departments and
establishments of the federal government. Each program included in the Assistance Listing is
assigned a five-digit program identification number, Assistance Listing number (AL number).
The first two digits of the AL number designate the federal agency, and the last three digits
designate the federal program within the federal agency. For programs that have not been
assigned an AL number, the number shown in the Schedule is the federal agency’s two-digit
prefix followed either by “U” and a two-digit number identifying one or more federal award
lines which make up the program or by “RD” if the program is part of the Research and
Development (R&D) cluster. Also shown on the Schedule for each of these programs is an
Other Identifying Number, which is required to identify the program or award.

¢ Clusters of Programs — A cluster of programs is a grouping of closely related programs with
different AL numbers that share common compliance requirements. The clusters presented in
the Schedule are R&D, Student Financial Assistance (SFA), and other clusters as mandated by
the Office of Management and Budget (OMB) in its most recent Compliance Supplement.
The R&D and SFA clusters include expenditures from multiple federal grantors.

e Direct and Pass-through Federal Financial Assistance — The state received federal financial
assistance either directly from federal awarding agencies or indirectly from pass-through
entities. A pass-through entity is defined as a non-federal entity that provides federal assistance
to a subrecipient. For federal assistance that the state received as a subrecipient, the name of
the pass-through entity and the Other Identifying Number assigned by the pass-through entity
are identified in the Schedule.

e Expenditures/Issues Passed Through to Subrecipients — A subrecipient is defined as a non-
federal entity that receives a subaward from a pass-through entity to carry out part of a federal
program. The amount of federal assistance that the state provided to subrecipients under each
federal program (where the state is the pass-through entity, as defined above) is presented in a
separate column in the Schedule. All expenditures are rounded to the nearest dollar.

NOTE 3. INDIRECT COST RATE

Under the Uniform Guidance, the following state departments, agencies, and institutions elected to
charge a de minimis cost rate of 10% of modified total direct costs.

e Tennessee Administrative Office of the Courts
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State of Tennessee
Notes to the Schedule of Expenditures of Federal Awards
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NOTE 4.

Tennessee District Attorneys General Conference
Tennessee Department of General Services
Tennessee Wildlife Resources Agency

Tennessee Department of Economic and Community Development
Tennessee Board of Regents

Columbia State Community College

Motlow State Community College

Nashville State Community College

Roane State Community College

Southwest Tennessee Community College

The University of Tennessee System

Tennessee State Veterans’ Homes Board

UNEMPLOYMENT INSURANCE

State unemployment tax revenues, along with other payments and revenues, are combined with federal

funds and used to pay benefits under the Unemployment Insurance program (AL 17.225). The state

and federal portions of the total (rounded) expenditures reported in the Schedule for this program
were $202,639,363 and $46,503,003, respectively.

NOTE 5.

LOAN AND LOAN GUARANTEE PROGRAMS

A. Loan Programs Administered by Institutions of Higher Education

The following federal loan programs are administered by state institutions of higher education:

Federal Perkins Loan Program_Federal Capital Contributions (AL 84.038)

Nurse Faculty Loan Program (NFLP) (AL 93.264)

Health Professions Student Loans, Including Primary Care Loans/Loans for

Disadvantaged Students (AL 93.342)
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e Nursing Student Loans (AL 93.364)
Expenditures in the schedule for these programs include the value of new loans made during the
year, the balance of loans from previous years for which the federal government imposes

continuing compliance requirements, and administrative cost allowances.

Loan balances outstanding (rounded) at year-end:

AL # Program Name Balance Outstanding

84.038  Federal Perkins Loan Program_Federal Capital $ 3,057,957
Contributions

93.264  Nurse Faculty Loan Program (NFLP) 704,485

93.342  Health Professions Student Loans, Including Primary

Care Loans/Loans for Disadvantaged Students 473,156
93.364 Nursing Student Loans 26,218
Total Loan Balance: $ 4,261,816

B. Other Loan Programs

Loans under the following federal loan programs are made by outside lenders to students at state
institutions of higher education:

e Federal Direct Student Loans (AL 84.268)
The institutions are responsible for certain administrative requirements for new loans; therefore,
the value of loans made during the year and accompanying administrative cost allowances are

recognized as expenditures in the Schedule. The balances of loans for previous years are not
included in the Schedule because the outside lenders account for those prior balances.
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NOTE 6. NONCASH ASSISTANCE

The Schedule contains values for several programs that include noncash assistance such as donated
food commodities, surplus property, and supplies. The Food Stamp program is presented at the dollar
value of food stamp electronic benefit transfers authorized and used by recipients. The commodities
and vaccines distributed by state programs are presented at their federally assigned value. The surplus
property program is presented at the estimated fair value of the property distributed. The fair value
was estimated to be 23.34% of the property’s original federal acquisition value. All other donated
supplies were valued at fair market value at the time of receipt.

The total (rounded) value of fiscal year 2024 noncash federal financial assistance is shown in the

@ble below.
AL # Program Name
10.555 National School Lunch Program
10.559 Summer Food Service Program for Children
10.565 Commodity Supplemental Food Program
10.569 Emergency Food Assistance Program (Food
Commodities)
10.569 COVID-19 — Emergency Food Assistance
Program (Food Commodities)
12.U01 Law Enforcement Support Office
39.003 Donation of Federal Surplus Personal Property
93.268 Immunization Cooperative Agreements
97.036 Disaster Grants — Public Assistance

(Presidentially Declared Disasters)

Total Noncash Assistance
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Assistance Description  Dollar Value
Food Commodities $ 36,833,405
Food Commodities 44,250
Food Commodities 123,944,592
Food Commodities 27,470,837
Food Commodities 18,198,722
Surplus Property 1,894,277
Surplus Property 207,081
Immunizations 3,466,427
PPE inventory

660,779
$212,720,370
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NOTE 7. COVID-19 ASSISTANCE

In response to the COVID-19 pandemic, several legislative acts were passed that provided additional
funding to existing federal programs and created new federal programs to assist in the recovery from
the pandemic. The acts listed below are considered the source of COVID-19 federal assistance for the
purposes of this schedule:

e Coronavirus Preparedness and Response Supplemental Appropriations Act

e Families First Coronavirus Response Act

e Coronavirus Aid, Relief, and Economic Security Act (CARES Act)

e Coronavirus Response and Relief Supplemental Appropriations Act (CRRSAA)

e American Rescue Plan Act (ARP)
All programs funded via one of these COVID-19 relief bills are reported in the schedule with the
prefix COVID-19 before the program name, and these amounts are reported on a separate line from

amounts derived from other funding sources.

The total (rounded) expenditure of COVID-19 assistance for the year ended June 30, 2024, is
$2,463,755,601.
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