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Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?

The results of substantive tests do not indicate a need to modify our risk assessment.

The quality and quantity of evidence obtained was sufficient and appropriate.

D.1.PRG - Taxes Receivables (Net of Allowance)

Procedure Step: Understanding of Line Item
Prepared By: MRF, 5/4/2023

Reviewed By: SLB, 9/22/2023

Record of Work Done.’

(1) Prior Audit Exceptions:
There were no prior year audit exceptions for this balance.

(2) Composition & Change Analysis:
Line Item Leadsheet: [Line Item Lead Sheet].

We met with Ayano Faasuamalie (Revenue and Financial Reporting Coordinator) and Sandi Fairchild (CFO) on April 24th, 2023 to gain an
understanding of taxes receivable, and again on May 10th.

The Taxes Receivable (Net of Allowance) balance is the result of debit entries for year-end accruals and deferred inflows of resources (non-
current) and is comprised primarily of the following taxes:
o Property taxes - collected by the counties, then counties submit to DOR
o We performed a review of property tax as part of our deferred inflows understanding at [Deferred Inflows of
Resources]. We consider property tax receivables to be low risk and determined the deferred inflows testing alone provides
sufficient coverage over the property tax receivable balance.
o Retail sales taxes - administered and collected by DOR
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o Business and Occupation taxes - administered and collected by DOR

Balance Calculations -

Receivable balances are determined using the Automated Tax and Licensing Administration System (ATLAS). Ayano Faasumalie explained the
types of receivables and calculation related to allowance for uncollectibles remains the same since the implementation of ATLAS in FY19. See the
table below:

Receivable Type Allowance Methodology - (uses historic data)

Return Receivables | Accounts in deferred status (actual amounts)

Estimated Returns Discount rate applied to locked returns; collection rate applied
to unlocked returns to determine accrued revenue versus unavailable
revenue

Audit Receivables Uncollectible allowance rate applied at FYE, determined from real
time adjustments to audit receivables during FY

Lien Receivables Lien accounts in deferred status (actual amounts) plus additional
allowance rate applied at FYE

To determine how to apply the uncollectible rate to the different receivable types, DOR analyzes how much was moved into Deferred Status for
each receivable type during the fiscal year. Based on this analysis performed by DOR, it was determined that return receivables and estimated
receivables in deferred status do not need the uncollectible rate applied to them. Only the actual balance due amounts on the taxpayer accounts
that are in Deferred Status for each of those receivable types will be recorded in Allowance for Uncollectibles.

It was also determined that lien receivables have a higher percentage of accounts that moved into Deferred status; therefore, DOR applies a 5
year average of a lien uncollectible rate to the lien receivables. The amount recorded into allowance for uncollectibles for the liens receivables is
the uncollectible rate multiplied by the lien receivable balance and any taxpayers' accounts in deferred status. Additionally, an analysis of audit
receivables was performed to determine what real dollar adjustments had been made to audit receivables for the year and an uncollectible rate
was determined and applied for those accounts. The total adjustments and write-offs for audit receivables are divided by the beginning balance
for audit receivables to determine the uncollectible rate to be applied. During testing, we will review the methodology that DOR uses to estimate
uncollectible taxes for the allowance for uncollectibles amount.

Changes Noted by DOR -
The 2021 Washington State Legislature passed ESSB 5096 (RCW 82.87) which created a 7% tax on the sale or exchange of long-term capital
assets such as stocks, bonds, business interests, or other investments and tangible assets. The Washington State Supreme Court ruled that the
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excise tax on capital gains is constitutional and valid. The tax took effect starting January 1, 2022. The Department of Revenue started collecting
the tax on April 18, 2023. Sandi Fairchild explained there were $839 million in capital gains collected, from 5,000 total tax filings (3,000 resulted in
payments). The majority is from a few individuals that owed very large balances and they did pay when it was due. As on April 24th, there was
$493,000 in receivables. We determined that this amount of capital gain tax receivable is not material.

We requested Internal Audit's risk assessment related to revenues and receivables from Sandi Fairchild, Chief Financial Officer, to identify any
significant changes to note for the taxes receivable balance. During our review, we did not note any significant changes in the composition or
reporting of the taxes receivable balance. We inquired with Ayano who stated processes have remained the same for identifying and reporting
taxes receivable. No significant changes or risks identified.

(3) Updates to Material Account Matrix:

We identified no changes that need to be made to the Material Account Matrix.

D.1.PRG - Taxes Receivables (Net of Allowance)

Procedure Step: Controls - ATLAS
Prepared By: MRF, 6/8/2023
Reviewed By: SLB, 10/17/2023
Record of Work Done.’

Internal controls in the Automated Tax and Licensing Administration System (ATLAS) address the following balance(s):
¢ Taxes Receivable (Net of Allowance) - General Fund
¢ Taxes Receivable (Net of Allowance) - Government Activities

For the following assertions:
o Existence - There is a risk that design defects or program change errors in the ATLAS system exist and will not be detected and
corrected due to inadequate testing.
e Valuation - There is a risk that changes to the methodology for establishing the allowance for uncollectible taxes will result in
valuation errors.
e Completeness - There is a risk that taxes receivable could be incomplete due to an incorrect year end accrual and receivable
posting.
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Gain an Understanding of Internal Controls

We met with Ayano Faasuamalie, Revenue & Financial Reporting Coordinator, in Business & Financial Services (B&FS) and Sandi Fairchild, CFO,
on April 24th, 2023 to gain an understanding of taxes receivable. We also met with Andrew Arnold, Fiscal Analyst 5, on May 3rd, 2023 to gain
additional understanding of taxes receivable, and again with Ayano on May 10th, 2023.

Background:
Automated Tax and Licensing Administration System (ATLAS):

Implemented on March 19, 2018, ATLAS replaced all of the Department’s legacy systems specific to taxpayer administration including the
receivables system, TARIS. ATLAS is driven by the taxpayer return, which the majority of taxpayers file on-line through MYDOR, part of the
State's SecureAccess Washington (SAW) single sign-on application gateway. This was created by the Washington State Department of Information
Services (which in 2011 became part of Department of Enterprise Services) to simplify access to a list of government services accessible via the
Internet. ATLAS's automated tax return form is hard coded with the appropriate codes for each of the tax types so the fund, tax revenue source,
general ledger codes, etc. is properly recorded. Active taxpayers are required to submit returns either monthly, quarterly, or annually as
determined by Taxpayer Account Administration Division.

The following are the four different types of receivables identified within ATLAS:

¢ Return Receivables: Tax returns submitted by taxpayers without payment or with partial payment leaving a balance due.
ATLAS automatically records a return receivable (balance due) in the taxpayer's account the next day after the due date.

¢ Audit Receivables: Based on an assessment from an auditor. When the auditor identifies an adjustment is needed, a tax return
in the system is posted to the taxpayer's account and becomes a receivable the next day.

o Estimated Return Receivables: Results from estimated tax returns for businesses that have failed to file a tax return on time.
The system identifies an account that was expected to file a tax return and was not filed by the due date. ATLAS will automatically
create a return, which estimates the amount of tax due based on up to 4 years prior filing history from the taxpayer's account or
industry standards if the taxpayer does not have 4 years of history. This amount is multiplied by the hard coded tax rates in ATLAS to
determine the amount due. The estimated return is posted to the taxpayer's account in ATLAS. The system will automatically put a
CAS - HOLD (called "locked") on the estimated return so that the taxpayer will not be able to view the estimated amount. Locked
returns are not recorded as a receivable until a Compliance Agent has reviewed the estimated return for reasonableness (or the
business has paid the balance). Since the Agent is familiar with the taxpayer, the Agent may make adjustments to the estimated
amount if deemed necessary. Changes are reviewed by a Supervisor. Once the Compliance Agent's review is completed, they will
release/unlock the Hold and the estimated return amount will then be recorded as a receivable (and viewable by the taxpayer in their
account).

e Lien Receivables: These were called Warrants, which result from Return, Estimated Returns, and Audit receivables that have
had unsuccessful collection efforts. A taxpayer's delinquent account goes through a compliance assessment. All receivable types
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(Audit, Estimated, & Returns) for that taxpayer are assumed into one lien receivable. The lien (warrant) is filed in district court as a
lien against the taxpayer's business. Once the lien is filed, it is in effect for 10 years, or until the outstanding balance is paid in full
and DOR takes the lien off the property.

Calculation and Identification of Excise Tax Receivable:

The monthly process of recording taxes receivable begins with tax returns that are overdue or underpaid. When a tax return is entered into
ATLAS, the system will automatically review the tax return, looking for variances using built-in parameters for calculations and logic statements in
order to flag errors or high risk items, including returns that do not have a payment or the payment does not match the return amount. Work
items are created for returns that do not automatically post to a taxpayer’s account in ATLAS until it is reviewed by a Taxpayer Account
Administration (TAA) Examiner. If there is a balance due on the return, ATLAS will automatically create a receivable including penalties and
interest based on the due date, which is automatically posted by ATLAS in the taxpayer account (Key Control #1 — Automated —
Completeness/Valuation). If a tax return was not filed by the due date, ATLAS will automatically create an estimated tax return one week
after the due date based on the account’s reporting history, (or with specific amounts based on reporting frequency if the taxpayer has no past
reporting), then multiply those amounts by the hard coded tax rates. Accounts in locked status are not posted until reviewed for reasonableness
by Compliance Agents.

Calculations of Rates and Adjustments

The process of determining the fiscal year-end taxes receivable balance includes the application of a discount rate, uncollectible rate, and
accounts in deferred status to provide a reasonable estimate of the taxes receivable balance that will be collected. Therefore, Taxes Receivable is
recorded in the financial statements net of the following three different types of adjustments:

1. Discount Rates: Discounts are an estimated amount that is based on the assumption that receivables have been overstated. The discount
rate reduces the receivable amount but is not recorded in the Allowance for Uncollectible. Currently, the only receivable type considered by DOR
to be overstated is the locked estimated return receivables and will have a discount rate applied to those receivables. DOR decided to discount the
locked estimated returns because ATLAS because in some instances a business may have closed or have had no activity during the period.

DOR performs an analysis to determine how much of the locked estimated returns at fiscal year end (FYE) were actual receivables. To calculate
the discount rate, the actual receivables is divided by the total locked estimated returns at FYE. The remaining locked returns as of FYE have not
been reviewed and are therefore, still locked at the end of the fiscal year. Also, additional estimated returns were generated by ATLAS during the
current fiscal year. The discount rate is manually applied to the balance of the locked estimated returns when a Journal Voucher (JV) is created to
record the Taxes Receivables for FYE estimated return receivables.

For all other receivable types (Audit, Returns, and Liens) it was decided the other receivable types' balances are not overstated and are actual
receivables; therefore, a discount rate is not applied.
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2. Uncollectible Rates: DOR changed this methodology based on a discussion with OFM in FY19 and the process has remained the same since
then. DOR's analysis showed that a low percentage of accounts were put into deferred status during FY19; therefore, the uncollectible rates are
not applied to return receivables or estimated return receivables. For these receivable types, only taxpayer accounts in deferred status would be
recorded into Allowance for Uncollectible, see below in #3. For lien receivables, taxpayer accounts in deferred status and estimated uncollectible
amount are recorded in Allowance for Uncollectible. Audit receivables have an estimated uncollectible amount recorded in Allowance for
Uncollectible based on an uncollectible rate.

3. Accounts in Deferred Status: Compliance is responsible for collecting the receivables from all revenue sources. When Compliance has
exhausted their collection efforts, or it is not cost effective to continue, the account is put into deferred (or uncollectible) status. DOR analyzed
how much was moved into Deferred Status for each receivable type during the year. Based on this analysis, it was decided that due to the low
percentage of accounts moved into deferred status for return receivables and estimated receivables, they will not have an uncollectible rate
applied to them. Only the actual balance due amounts on the taxpayer accounts that are in Deferred Status for each of those receivable types will
be recorded in Allowance for Uncollectible.

It was determined that Lien Receivables have a higher percentage of accounts that moved into Deferred status in the fiscal year; therefore, DOR
applied a 5 year average of a lien uncollectible rate to the Lien receivables. The amount recorded into Allowance for Uncollectible for the Liens
receivables is the uncollectible rate multiplied by the lien receivable balance and any taxpayers' accounts in deferred status. Additionally, an
analysis of audit receivables was performed for FY19 to determine what real dollar adjustments had been made to audit receivables for the year
and an uncollectible rate was determined and applied for those accounts. The total adjustments and write-offs during the fiscal year for audit
receivables was divided by the beginning balance for audit receivables to determine the uncollectible rate to be applied. Ayano explained that DOR
has maintained this process since the analysis performed in FY19.

Business & Financial Services recalculates rates and tests the rates (discount, collection and uncollectible) for accuracy.

How transactions are recorded in AFRS:

Monthly Journal Entries

On the last business day of the month, ATLAS automatically prepares Journal Vouchers (JV) by revenue source and receivable type to record the
taxes receivable, accrued revenue, unavailable revenue, and the allowance for uncollectible as well as interest and penalties (Key Control #2 -
Automated — Existence). Depending on the type of receivable, the allowance for uncollectible is calculated differently based on the analysis
above. See summary of analysis in the table below:

Receivable Type Allowance Methodology

Return Receivables | Reduced by Accounts in Deferred Status (Actual Amounts)

Estimated Returns Discount Rate is applied to locked returns; collection rate applied
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to unlocked returns to determine accrued revenue versus unavailable
revenue

Audit Receivables Reduced by Uncollectible Allowance rate applied at FYE, determined from real
time adjustments to audit receivables during FY

Lien Receivables Reduced by Lien accounts in deferred status (Actual amounts) plus additional
allowance rate applied at FYE

After ATLAS prepares the JV, Revenue Accounting has 6 business days to review the JV before it is automatically released by ATLAS into AFRS to
record the JV; this happens in ATLAS on the 6th business day. On the 7th business day of the following month, Revenue Accounting can see the
JV in AFRS. ATLAS is able to separate out taxes receivable that relate to the dedicated funds and enter the taxes receivables directly into these
funds instead of into Fund 001 - General Fund. The JV is recorded as a monthly balance, therefore ATLAS generates reversal JVs for the prior
month’s tax receivable JV amounts.

Year End Gross Receipts Journal Entry

This same process is performed at fiscal year-end (FYE) to record accrued and unavailable revenues except for the Gross Receivables. To record
the Gross Receivables at FYE, for monthly filers, excise tax returns for June activity are due July 25th and for quarterly filers, tax returns for the
4th fiscal quarter (April, May, and June) are due July 31st. In August, the ATLAS “gross receipts” report, which is programmed to pull all gross
receipts for the period July 1 - August 15, is downloaded to Excel and compared to the gross receipts from the prior five years to ensure
completeness. A manual JV is then prepared to make an entry into AFRS to record the last month and quarter of the fiscal year’s returns received
after June 30™ as a receivable and accrued revenue for the FYE. This is done manually outside of ATLAS (Key Control #3 - Manual -
Existence/Completeness).

Monthly ATLAS to AFRS reconciliation:

At the end of each month, a reconciliation is performed by Revenue Accounting between ATLAS and AFRS to ensure all of the monthly revenue
activity has been properly posted to AFRS. Andrew Arnold, Revenue Accounting Supervisor, runs a customized webi report for taxes received
during the month recorded in AFRS. Revenue Accounting will also run a monthly revenue activity report that includes receivables and revenues
from all taxes. Most tax revenues are from ATLAS with the exception of property tax in Property Tax Receivable System (PTRS) and taxes
recorded in the Cash Receipts Reporting System. Revenue Accounting uses an Excel worksheet to reconcile reports from Webi and ATLAS (Key
Control #4 - Manual - Existence/Completeness).

To specifically review receivable and allowance for uncollectible balances, Alison Walker, one of Ayano's employees from the Financial Reporting &
Systems Support team, pulls a monthly ATLAS report (by receivable type) into a spreadsheet and compares the Discounted receivables balance
month-to-month and the Uncollectibles month to month comparison to prior months in the same FY for anomalies (Key Control 5 -
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Existence/Valuation). The comparison is done to ensure the allowance methodology described above is applied consistently. Any anomalies are
investigated, and explanations are provided at the bottom of the worksheet with links to the source of the anomaly for easy investigation. There is
no minimum threshold for an anomaly investigation.

Write Offs:
By statute RCW 82.32.340, tax debt is never "forgiven" until it is legally written off. The process is as follows:

The uncollectible write-off can be performed at any time by the Warrant Team Tax Administration Manager. The Adjustments report is generated
in ATLAS. The report is generally ran twice a year.

The 12 year write-off report selection criteria (bill due transaction is 12 years or older with open balance):

1. No active liens. If there is a linked liability (TFAAs and successorships) or multiple taxpayers in a lien, the write off process evaluates each
taxpayer separately.

2. The collection has to be in deferred stage (linked collections w/o deferred stages are excluded)

3. No payments within the last 2 years

4. No taxpayers with open adjustment requests

A Prevent Write Off indicator is placed on the account if the taxpayer is paying restitution. The Warrant Team TAM and ETE3s review the report
and can Reject pending write-off adjustments if it is determined that an account should be removed from the list.

The Warrant TAM runs the 12 year write off request job stream in the production environment. This happens on a Friday, so the report will
appear in the staging environment on Monday. After the report is reviewed by the TAM and the Warrant Team ETE3s, a 12 year write off approval
job is completed in Staging. The Warrant TAM will then run a discrepancy report between the original request and approved request. This report
is called Adjustments — Differences. After the report is reviewed and the write off report is adjusted; the Warrant TAM will run the 12 year write
off approval job stream in Production. This will post and approve all the pending transactions based on the indicators and changes made in the
real production environment.

Key controls are as follows:
¢ Key Control #1 — Automated — Completeness/Valuation — ATLAS will automatically create a receivable including penalties
and interest based on the due date, which is automatically posted by ATLAS in the taxpayer account. If a tax return was not filed by
the due date, the day after the due date ATLAS will automatically create an estimated tax return based on the account’s reporting
history and tax rates.
e Key Control #2 — Automated — Existence — On the last business day of the month, ATLAS automatically prepares Journal
Vouchers (JV) by revenue source and receivable type to record the taxes receivable, accrued revenue, unavailable revenue, and the
allowance for uncollectible.
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e Key Control #3 - Manual - Existence/Completeness - The ATLAS “gross receipts” report is programmed to pull all gross
receipts (for receivable reporting) for the period July 1- August 15 is downloaded to Excel and compared to the gross receipts, by tax
type, from the prior five years to ensure completeness. A manual JV is prepared using ATLAS reports to record accrued revenue and
receivables into AFRS at FYE for June monthly tax returns and 2nd quarter 2021 quarterly returns.

¢ Key Control #4 - Manual - Existence/Completeness - At the end of each month, Revenue Accounting runs a revenue
activity report (MRA) from ATLAS and downloads AFRS revenue and receivable data from Enterprise Reporting into Excel. A
reconciliation is then performed between ATLAS and AFRS to ensure the reported revenue and receivable amounts are accurate and
complete.

e Key Control #5 - Manual - Existence/Valuation - Financial Reporting & Systems Support pulls monthly ATLAS report (by
receivable type) into a spreadsheet and compares prior months (in same FY) reviewing for anomalies in the receviables and allowance
calculations.

Noted Weaknesses are as follows:

e None

D.1.PRG - Taxes Receivables (Net of Allowance)

Procedure Step: Key Control #1 (Automated)
Prepared By: MRF, 6/6/2023

Reviewed By: SLB, 10/17/2023

Record of Work Done.”’

Taxes Receivable (Net of Allowance) - ATLAS

Key Controls #1 as follows for the ATLAS:

Key Control #1 — Automated — Completeness/Valuation - ATLAS will automatically create a receivable including penalties

and interest based on the due date, which is automatically posted by ATLAS in the taxpayer account. If a tax return was not filed by the
due date, the day after the due date ATLAS will automatically create an estimated tax return based on the account’s reporting history and
tax rates.

The understanding for this system is documented above in the "Controls - ATLAS" step, see [Controls - ATLAS].
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1. Confirmation and Testing of Key Automated Control:
We met with Ayano Faasuamalie, Revenue and Financial Reporting Coordinator, on April 24th, 2023 via TEAMS to discuss the process of ATLAS
automatically creating a receivable for submitted returns and estimated returns.

Return Receivable
We performed a walk through of an account in ATLAS with a submitted return with Ayano. She pulled up the tax return for taxpayer UBI No. 604-
067-538, a monthly filer, for the period of December 2022. The return was due Feb 25, 2023, (January filling period) however the taxpayer did
not file until March and DOR did not receive payment until April. Based on information submitted in the return, ATLAS calculated the following
taxes:
Business & Occupation Tax - 234.70 (.004710 tax rate for retailing, .015000 tax rate for Service and other activities)
Retail Sales and Use Tax - 379.07 (.015000 tax rate)
Local City and/or County Sales Tax - 215.78 (.065000 tax rate)

o Litter Tax 0.17 (0.000150 tax rate)
This resulted in a total tax balance of $739.72. However, because the filer was late, ATLAS automatically calculated a delinquency fee of $66.57,
and interest of $3.47 and $0.06, leading to a new total due of $809.82.

We verified the tax rates used to calculate the above taxes using the DOR website:
. Business & occupation tax classifications | Washington Department of Revenue
. Location Kirkland Q3/22 Alpha LSU Flyer (wa.gov)

We determined the total amount of taxes due were correctly calculated.

Ayano showed us the receivable was posted in March in ATLAS for the balance due of $809.82. The receivable was posted in the Receivable
Accumulation General Ledger (GL) in ATLAS by revenue source until month end. If a payment or adjustment is made on the return, it will be
subtracted out of the Accumulated Receivable GL. At the end of the month, the balance in the Accumulation GL is moved into the Receivables GL
automatically by ATLAS.

Noted Weaknesses are as follows:
. None.

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
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effective to reduce detection risk to an acceptable level.
3. Control Risk at LOW — Test General Controls:

Not applicable - we are not planning to rely on automated controls and therefore do not need to test general controls; control risk will be assessed
at maximum.

D.1.PRG - Taxes Receivables (Net of Allowance)

Procedure Step: Key Control #2 (Automated)
Prepared By: MRF, 5/4/2023

Reviewed By: SLB, 10/17/2023

Record of Work Done.”

Taxes Receivable (Net of Allowance) - ATLAS

Key Controls #2 as follows for the ATLAS:
o Key Control #2 — Automated — Existence — On the last business day of the month, ATLAS automatically prepares Journal
Vouchers (3V) by revenue source and receivable type to record the taxes receivable, accrued revenue, unavailable revenue, and the
allowance for uncollectible.

The understanding for this system is documented above in the "Controls - ATLAS" step, see [Controls - ATLAS].

1. Confirmation and Testing of Key Automated Control:
We met with Ayano Faasumalie, Revenue and Financial Reporting Coordinator, on April 24th, 2023 via TEAMS to discuss the process of ATLAS
automatically creating a receivable for balance dues and estimated returns.

On the last business day of the month from the Receivables GL, ATLAS automatically prepares a Journal Voucher (JV) by Revenue Source and
Receivable type to record receivables into AFRS. Ayano showed us the month end batch JV #271240 created in ATLAS to record the return
receivables as of 03/31/2023, in the amount of $47,452,854.18 and the uncollectible amount of $2,200,468.94 based on the deferred returns.
Revenue Accounting reviews the JV the next business day morning for release in AFRS.
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Noted Weaknesses are as follows:
. None.

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW — Test General Controls:

Not applicable - we are not planning to rely on automated controls and therefore do not need to test general controls; control risk will be assessed
at maximum.

D.1.PRG - Taxes Receivables (Net of Allowance)

Procedure Step: Key Control #3 (Manual)
Prepared By: BFW, 9/27/2023
Reviewed By: SLB, 10/17/2023

Record of Work Done.’

Key Control #3 - Manual - Existence/Completeness - The ATLAS “gross receipts” report is programmed to pull all gross receipts (for
receivable reporting) for the period July 1- August 15 is downloaded to Excel and compared to the gross receipts, by tax type, from the prior five
years to ensure completeness. A manual JV is prepared using ATLAS reports to record accrued revenue and receivables into AFRS at FYE.

The understanding for this system is documented above in the "Controls - ATLAS" step.

1. Confirmation of Key Manual Control:
We confirmed the key control as part of our understanding of retail sales and use taxes and B&O. See confirmation at [Key Control 3 (Manual)]. No

issues noted.
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Noted Weaknesses are as follows:
e None.

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or

material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.1.PRG - Taxes Receivables (Net of Allowance)

Procedure Step: Key Control #4 (Manual)
Prepared By: MRF, 6/6/2023
Reviewed By: SLB, 9/22/2023

Record of Work Done.”

Key Control #4 - Manual - Existence/Completeness for ATLAS - At the end of each month, Revenue accounting runs a monthly revenue
activity report (MRA) from ATLAS and AFRS revenue report from Enterprise Reporting System. A reconciliation is then performed between ATLAS
and AFRS to ensure the reported revenue and receivables amounts are accurate and complete.

The understanding for this system is documented above in the "Controls - ATLAS" step at [Controls - ATLAS]. D.1.PRG

1. Confirmation of Key Manual Control:
We confirmed this control as part of our review of controls related to retail sales and use taxes and B&O taxes at [Key Control 5 (Manual)]. No

issues noted.




State of Washington

Noted Weaknesses are as follows:
e None

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or

material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.1.PRG - Taxes Receivables (Net of Allowance)

Procedure Step: Key Control #5 (Manual)
Prepared By: MRF, 6/8/2023
Reviewed By: SLB, 10/17/2023

Record of Work Done.”

Key Control #5 - Manual - Existence/Valuation - Financial Reporting & Systems Support pulls monthly ATLAS report (by receivable type)
into a spreadsheet and compares prior months (in same FY) reviewing for anomalies in the receivables and allowance calculations.

The understanding for this system is documented above in the "Controls - ATLAS" step at [Controls - ATLAS].

1. Confirmation of Key Manual Control:
We discussed with Ayano Faasuamalie, Revenue & Financial Reporting Coordinator in Business & Financial Services on April 24th, 2023 about the

receivable type monthly comparison related to allowance for uncollectible accounts. She walked us through the process for running the ATLAS
report showing monthly JV excise tax receivables by GL amounts by receivable type (returns, estimated returns, audit, and lien receivables). From
the ATLAS transaction tab in the ledger, she is able to export the data in an excel spreadsheet that Allison Walker (one of her staff) uses to
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compare monthly balances.

We reviewed the month to month comparison from Ayano on 04/24/23 via Teams. The workbook was titled "Fiscal Year 2023 Excise Taxes
Receivables".
It contained the four types of receivables:

e Return Receivables

e Estimated Return Receivables

e Audit Receivables

e Lien Receivables

Each receivable type had each month summarized. For each month, the sheet detailed balance, uncollectibles, net, local tax, FY23 estimated
collections, and unavailable revenue. The spreadsheet then calculated the balance of the month to month comparison, then used the balance to
calculate the percent change.

Return Receivables July of 2023

Balance Uncollectible | Net Local Tax FY 23 Unavailable Discounted | Uncollectibles Uncollectible/Discou
S Receivable | Portion Estimated Revenue Balance Month-to-month | nted Balance
S Collection Month-to- comparisons
Accrued month
Revenue comparisons
GL GL Net GL 5152 GL 3205 GL 5192 %Change/ | %Change/ Uncollectible/Discou
1311/1312 1341/1342 | Receivable $Increase $Increase/(Decre | nted Balance %
S (Decrease) |ase) from prior change
from prior month
month
105,230,573. | (6,320,637. |[98,09,936. |(20,682,701. |(51,153,269. |(27,073,965. |-3.2% 0.0% 1,695.04 -6.0%
25 20) 05 08) 39) 58) (3,524,444.
65)

Allison identified six large anomalies that were listed on the bottom of the worksheet. Each anomaly listed the amount, the source, account
number (so it can be investigated in ATLAS), and when the source occurred.

1) $159 million audit receivable posted for Deferral Account 3096-09-001 (WA State Transportation Dept of) for 520 bridge deferral. This amount
us included in the monthly Excise Tax Deferrals Long-Term Receivable JVs to be re-classified from short-term to long-term receivable.

2) Large audits issued in July 2022 a.) 603-314-992 for $64.6 million ($49.4 million for audit tax and $15.2 million for P&I) for Q1 2022 period,
b)601-170-854 $5.3 million ($3.8M audit tax and $1.5 P&I) for 12/2019 period
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3) See #2- Audit on account 603-314-992 Qtr 1,2022 for $74.6 million ($49.4 million for audit tax and $25.2 million for P&I) adjusted down to
$0.00 in November 2022.

4) Large audits issued in December 2022 a.) 601-766-299 for $68.1 million ($46.1 M audit tax and $22M P&I) for 12/2019 period, b.) 602-223-
102 Use Tax $6.5 M (6.5M audit tax and $165k P&I) for 12/2020 period, and $5.8M ($5.7M audit tax and $147k P&I) for 3/2020 period.

5) Uncollectible write-off was done on 1/26/2023 for a total of $28,543,566.17

6) Multiple large audits in March 2023 - see Large Audits tab

No issues noted

Noted Weaknesses are as follows:
e None

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.1.PRG - Taxes Receivables (Net of Allowance)

Procedure Step: Risk Assessment
Prepared By: BFW, 10/9/2023
Reviewed By: RKM, 10/10/2023
Record of Work Done.”’

(1) Inherent Risk (IR):
Based on our understanding of the line item, we assessed inherent risk as follows for each relevant assertion and significant class of transactions:
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e Existence - MAX
e Valuation - MAX
¢ Completeness - MAX

(2) Control Risk (CR):
We assessed control risk as follows for each system and relevant assertion:

e ATLAS - Existence, Valuation, and Completeness

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant
deficiencies or material weaknesses. However, we have assessed control risk at max because we have determined that substantive
procedures alone will be effective to reduce detection risk to an acceptable level.

(3) Risk of Material Misstatement (RMM):
We considered both inherent and control risk and assessed the risk of material misstatement as follows for each relevant assertion and significant
class of transactions:

e Existence - MAX
e Valuation - MAX
e Completeness - MAX

(4) Testing Strategy:
We designed our substantive testing strategy based on our assessment of the risk of material misstatement.

Valuation
o We will recalculate taxes assessed for a sample of registered taxpayers to ensure rates are being applied appropriately and therefore tax
revenue and receivables are recorded at proper amounts. We will test these tax rates as part of the tax revenue testing at [Tax Revenue
Testing].
e To determine if property tax receivables were valued at proper amounts, we will review the unavailable revenue entry and ensure
receivables were reduced by actual collections remitted by the counties. Testing will be performed as part of the deferred inflows of
resources testing at [Property Taxes Receivable][Year-End JV Testing].

Existence/Valuation/Completeness
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e We will test a sample of sales, use, and business and occupation taxes receivable recorded in ATLAS at FYE to ensure they exist and the
value is properly supported by verifying the transactions match corresponding tax returns and were included in an accumulation GL within
ATLAS. We will trace the GL amount to a batch posted in AFRS. Additionally, we will verify each batch ties to AFRS.

e We will select a sample of sales, use, and business & occupation accrual transactions from the gross receipts accrual JV and verify that
the transactions were recorded for the correct amount and in the proper period. We will test the accrual JV as part of the tax revenue
testing at [Accrual JV Testing].

We anticipate that these tests will provide sufficient appropriate audit evidence to address the assessed risk of material misstatement for relevant
assertions in significant classes of transactions.

D.1.PRG - Taxes Receivables (Net of Allowance)

Procedure Step: Substantive Test
Prepared By: BFW, 10/9/2023
Reviewed By: SLB, 10/17/2023
Record of Work Done.”’

Taxes Receivable Testing Coverage
To ensure testing provided a sufficient amount of coverage of the taxes receivable balance, we received a breakdown of the taxes receivable
balance from Ayano Faasuamalie, Revenue & Financial Reporting Coordinator, and reconciled the breakdown to ACFR balances Taxes Receivable
Testing.
We identified the following taxes as the most significant:

e Property Tax - 31.04%

e Gross Receipts - 39.25%

e Sales, Use, and B&O Taxes Receivable - 20.37%

We noted procedures performed as part of our deferred inflows of resources testing at [Property Taxes Receivable][Year-End JV Testing] provided
sufficient coverage of property tax receivable and procedures performed as part of our retail sales and use and B&O tax revenues testing at
[Accrual JV Testing] provided sufficient coverage over the gross receipts portion of the balance. We also recalculated taxes assessed for a sample
of registered taxpayers to ensure rates are being applied appropriately and therefore tax revenue and receivables are recorded at proper
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amounts. We tested these tax rates as part of the tax revenue testing at [Tax Revenue Testing]. Based on the work performed as part of other
steps within the ACFR, we determined testing the Sales, Use, and B&O Taxes Receivable would provide sufficient coverage over the entire taxes
receivable balance. In total, the testing procedures noted above cover 90.65% of the taxes receivable balance. See our testing summary and lead
sheet reconciliation at [Taxes Receivable Testing].

We obtained a list of all general fund sales, use, and business and occupation (B&QO) taxes receivable from ATLAS at June 30, 2023 from Ayano
Faasuamalie, Revenue & Financial Reporting Coordinator in Business and Financial Services. The testing population is all of the receivable
transactions that make up the FYE 2023 taxes receivable JV pulled from ATLAS. We reconciled the testing population to AFRS entries as part of
the spreadsheet at [Taxes Receivable Testing], see tab "Testing Summary". We determined the population to be complete and used the testing
population to select samples for the substantive tests to meet the existence/completeness/valuation assertions below, using the same sample for
each assertion.

Substantive tests to meet the Existence assertion:
We selected a random sample of 39 transactions from the testing population. To ensure existence for the selected transactions we performed the
following substantive tests:

e Receivable ties to supporting documentation (tax return or audit working paper) in ATLAS?

e Documentation (collection notes) supports deferred status in ATLAS?

We met with Ayano Faasuamalie, Revenue & Financial Reporting Coordinator, on October 3, 2023 via TEAMS to review support for the selected
transactions within ATLAS. For each selection, we reviewed the revenue tab within the taxpayer's account and tied recorded amounts to tax
returns for the applicable filing period. For deferred taxpayers, we reviewed collection notes to ensure the taxpayer's deferred status was
supported to be uncollectible. We determined selected transactions existed in the current audit period. No issues noted. See testing performed
at [ Taxes Receivable Testing] in the "FS Substantive Sample" tab.

Substantive tests to meet the Completeness assertion:
Using the same random sample of 39 transactions from the testing population as noted above, we performed testing to ensure completeness for
the selected transactions we performed the following substantive tests:

e Receivable processed in receivable accumulation in ATLAS?

e Receivable included in June 30 2023 month end batch receivable recorded in AFRS?

We met with Ayano Faasuamalie, Revenue & Financial Reporting Coordinator, on October 3, 2023 via TEAMS to review support for the selected
transactions within ATLAS. For each selection, we reviewed the revenue tab within the taxpayer's account and the history sub tab which was
navigated to the revenue account spring board page. Within ATLAS, a hyper link for the ATLAS receivable accumulation that the transaction was
included in could be followed from there. We traced each taxpayer account to the ATLAS accumulation and further traced the ATLAS accumulation
to the year end entry to AFRS using additional hyperlinks to ensure transactions were included as receivables. For selected taxpayers in deferred
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status, we reviewed the transaction type posted in the year end receivables JV to ensure amounts were properly included as allowance for
uncollectible accounts. We determined taxes receivable were complete. No issues noted. See testing performed at [Taxes Receivable Testing] in
the "FS Substantive Sample" tab.

Substantive tests to meet the Valuation assertion:
Using the same random sample of 39 transactions from the testing population as noted above, we performed testing to ensure proper valuation
for the selected transactions we performed the following substantive tests:

e Receivable ties to supporting documentation (tax return or audit working paper) in ATLAS?

e Receivable processed in receivable accumulation in ATLAS?

e Documentation (collection notes) supports deferred status in ATLAS?

We met with Ayano Faasuamalie, Revenue & Financial Reporting Coordinator, on October 3, 2023 via TEAMS to review support for the selected
transactions within ATLAS. For each selection, we reviewed the revenue tab within the taxpayer's account and tied recorded amounts to tax
returns/audit working paper. We ensured deferred status taxpayers were supported by collection notes and traced all selected transactions to the
ATLAS accumulation GL and AFRS year end entry to ensure deferred accounts were recorded as uncollectible and the other receivable types were
accurately valued within AFRS based on support. We determined receivables and uncollectibles were properly valued. No issues noted. See
testing performed at [Taxes Receivable Testing] in the "FS Substantive Sample" tab.

D.2.PRG - Retail Sales and Use and B&O Taxes

Procedure Step: Summary & Conclusion
Prepared By: BFW, 10/5/2023
Reviewed By: SLB, 10/17/2023
Record of Work Done.’

Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?
The results of substantive tests do not indicate a need to modify our risk assessment.

(2) Was the quality and quantity of evidence obtained sufficient and appropriate?
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The quality and quantity of evidence obtained was sufficient and appropriate.

D.2.PRG - Retail Sales and Use and B&O Taxes

Procedure Step: Understanding of Line Item
Prepared By: BFW, 5/26/2023
Reviewed By: SLB, 9/22/2023

Record of Work Done.”

(1) Prior Audit Exceptions:

There were no prior year audit exceptions for this balance.

(2) Composition & Change Analysis:
Line Item Leadsheet: [Line Item Lead Sheet]

The Department of Revenue collects and administers a majority of Washington's General Fund-State (GF-S) revenue, accounting for 92% of the
total GF-S revenue forecasted for 2021-23 biennium in March 2023. Some of the largest tax sources include:

e Retail sales and use tax

e Business and occupation tax

e Property tax

The state closely monitors DOR revenues, which are significant to the state’s budgeting and spending decisions. Because these revenues are
connected with business activities (sales and business revenues), the balances for Sales tax, Use Tax and Business & Occupation Tax fluctuate
with how the economy in general is doing. The Economic and Revenue Forecast Council provide forecasts of the State's revenues [Publications |
Washington State Economic and Revenue Forecast Council], factoring in known changes in the economy, see the March 2023 quarterly forecast at
ERFC March 2023.

Based on prior ACFR audit work, it has been found that the Forecast Council is fairly accurate at projecting Retail Sales and Business and
Occupation tax receipts. The March 2023 quarterly report summarizes that GF-S revenue collections since the November 2022 forecast are $198.6
million (2.0%) above the forecasted amount. The forecasted increase for the rest of the 2021-23 biennium is $194 million.
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Retail Sales and Use Taxes

Retail sales and use taxes (collectively referred to as retail sales tax) is the largest source of general fund revenue ($15.06 billion for FY22 - See
lead sheet [Line Item Lead Sheet] sort code "AK") and accounted for approximately 50% of general fund revenues in FY22; excluding Federal
Grants-in-Aid. The state's share of retail sales tax is 6.5% of the sales prices. Counties and local jurisdictions impose sales tax percentages on top
of the retail sales tax. See our understanding of collections and payments of local tax for other governments at [Tax Collections For Other
Governments] and [Payments of Taxes to Other Governments]. Retail sales tax revenue increased from $13.48 billion in FY21 to $15.06 billion in FY22
and is projected to be $15.72 billion in FY23 (per Forecast Council projections, see ERFC table 3.9 - GF-S forecast detail at ERFC March 2023). The
revenue source code for retail sales tax is 101/102 and for use tax 110/111.

Business and Occupation Taxes
The Business and Occupation Tax is the second largest source of non-exchange revenue for the general fund ($5.77 billion for FY22 - See lead

sheet [Line Item Lead Sheet] sort code "AL") and accounted for approximately 19% of general fund revenues in FY22, excluding Federal Grants-in-
Aid. This line item balance is made up of business and occupation tax (Source Code 105) and business and occupation tax credits (Source Code
106), which is tax on the gross receipts of all businesses operating in Washington. Business and occupation tax revenue increased from $5.01
billion in FY21 to $5.77 billion in FY22 and is further projected to increase to be $6.22 billion in FY23 (Per Forecast Council projections, see ERFC
table 3.9 - GF-S forecast detail at ERFC March 2023).

Change Analysis:
We obtained the Internal Audit risk assessment for revenues and receivables for FY 2023 from Sandi Fairchild, Chief Financial Officer, and inquired
with Ayano Faasumalie, Revenue & Financial Reporting Coordinator, and noted no significant changes to retail sales and use and B&O Taxes.

(3) Updates to Material Account Matrix:

We identified no changes that need to be made to the Material Account Matrix.

D.2.PRG - Retail Sales and Use and B&O Taxes

Procedure Step: Controls - ATLAS
Prepared By: BFW, 5/12/2023
Reviewed By: SLB, 10/17/2023



State of Washington

Record of Work Done.’

Internal controls in the Automated Tax and Licensing Administration System (ATLAS) address the following balance(s):
o Taxes, net of available credits: Sales and Use - Governmental Activities
¢ Retail sales and use taxes - General Fund
¢ Taxes, net of available credits: Business and Occupation - Governmental Activities
e Business and Occupation Taxes - General Fund

For the following assertions:
e Occurrence - There is a risk that year-end revenue accrual is overstated. There is a risk that design defects or program change
errors in ATLAS exist and will not be detected and corrected due to inadequate testing.
e Completeness - There is a risk that tax revenues are not complete. There is a risk that design defects or program change errors
in ATLAS exist and will not be detected and corrected due to inadequate testing.
e Valuation - There is a risk that tax revenues are not recorded at properly valued amounts. There is a risk that design defects or
program change errors in ATLAS exist and will not be detected and corrected due to inadequate testing.

Background
In March 2018, DOR implemented the Automated Tax and Licensing Administration System (ATLAS), which replaced all other systems and

streamlined the process for recording tax return payments received into AFRS. Electronic filing (E-file) is the preferred method for tax return filing
and the majority of taxpayers are required to file electronically. The payment methods available to taxpayers did not change with the
implementation of ATLAS and the payment methods are EFT, E-check, Credit Card, and physical check.

Gain an Understanding of Internal Controls
We met with Ayano Faasumalie, Revenue & Financial Reporting Coordinator, on May 4, 2023 to gain an understanding of controls over retail sales
and use and B&O taxes.

Tax Returns

The majority of tax returns are received electronically and filed through the online taxpayer system, My DOR, which is part of the State's Secure
Access Washington (SAW) application created by the Washington Technology Solutions (WaTech). Returns filed in My DOR are sent directly into
ATLAS, which is coded to automatically calculate taxes due based on the information entered by the taxpayer on the return.

When a taxpayer logs into their My DOR account and selects to file a return, ATLAS automatically calculates taxes due from pre-programmed
rates based on return information entered by the taxpayer (Key Control #1- Automated- Valuation). When the taxpayer submits the return,
taxes due and the payment amount are recorded in the transactions tab of ATLAS. Additionally, information such as the date filed, the date paid,
and any changes or adjustments made to the return or the taxpayer’s account will also be recorded in the transactions tab of ATLAS. My DOR and
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ATLAS only allow a return to be filed once and ATLAS will create a work item for duplicate return received if the taxpayer attempts to submit a
paper return for the same return period received. Logic checks are run when the return is processed. If there is an error, the return is flagged
and sent to a work queue for an Examiner to review. Returns flagged for review do not get recorded to the appropriate revenue source until
errors are resolved and released from the queue.

How transactions are recorded in AFRS:

Cash Journal Entries

When payments are received via ACH/debit, ACH/credit, wire transfer, and cash/check from field offices, ATLAS automatically generates an A8
cash journal (CJ) to record the cash receipts. For payments received by credit card, lockbox and via mail/FedEx/UPS, a manual CJ is created in
ATLAS by Treasury Management in Business & Financial Services (B&FS). Treasury Management staff batch the documents and prepare the
deposits assuring they both balance. Once they are entered, the Batch Control System (BCS) compares the total of the individual batches to what
was deposited for the day. The A8s are sent to the State Treasurer’s Office (OST) for deposit entry into the Treasury Management System and
verification that all funds have been received. If the payment amount received by the OST does not match DOR's A8, they will contact DOR and
inform them of the out of balance condition. Treasury Management will follow up on the difference by totaling and comparing the documents and
payments. The Batch Sheet which contains the batch amount totals, document count, batch date, and batch number is placed on top, and the
batch is forwarded to Taxpayer Account Administration (TAA). Treasury Management then reconciles the ATLAS cash journal report totals to the
total deposit recorded in the OST'’s concentration account to ensure they match.

DOR'’s Revenue Accounting section in B&FS verifies the CJ batches are error free and releases for processing in AFRS at the end of each day.
ATLAS initially records the deposit in Fund 01P (Suspense Account) and then distributes from suspense to the proper revenue source codes once
the returns and payments are applied to the taxpayers' accounts. If the payment is identified as Excise Tax but not applied to a tax return, the
fund is transferred to the general fund Revenue Act revenue source (01-99 — Tax Revenue Suspense). If tax payments are not applied to the
taxpayer’s account due to mismatched returns or errors that need to be resolved, the funds will remain in the suspense account until issues are
resolved by Tax Examiners. Once the payment has been applied to the taxpayer’s account, ATLAS will automatically create a journal voucher to
move the funds to the appropriate revenue sources (Key Control #2- Automated- Valuation/Occurrence/Completeness). Batches are
created and transmitted to AFRS in the evening. Revenue Accounting reviews the batch the following day and releases them in AFRS.

One business day after the tax return is due, ATLAS will automatically create a receivable on the taxpayer’s account if there is a balance due (no
payment or partial payment with a return). If no return has been filed, one week after the due date, ATLAS will automatically estimate the tax
amount due based on historical information in the taxpayer's account. Compliance is responsible for collecting the receivables from all revenue
sources, which account for a majority of the agency’s debt. DOR does not use an external collection agency to aid in the collection process. The
Compliance staff does not receipt any payments on the delinquent accounts. Electronic delinquency notices are sent automatically to taxpayers.
For monthly and quarterly filers, DOR sends the electronic notice 10 days from the return's statutory due date. For annual filers, DOR sends them
20 days from the return's statutory due date. We gained an understanding of taxes receivable at [Controls - ATLAS].
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Gross Receipts Accrual Entry

For monthly filers, excise tax returns for June activity are due July 25th and for quarterly filers, tax returns for the 4th fiscal quarter (April, May,
and June) are due July 31st. In August, the ATLAS “gross receipts” report, which is programmed to pull all gross receipts for the period July 1-
August 15, is downloaded to Excel and compared to the gross receipts from the prior five years to check that the values seem reasonable.
Revenue Accounting will prepare a JV to enter into AFRS to show the June returns received after June 30™ as a receivable and accrued revenue
for the FYE.

We met with Andrew Arnold, Revenue Accounting Supervisor, on May 4, 2023 to discuss the gross receipts accrual entry. Andrew explained that
towards the end of August, he runs the "gross receipts" report from ATLAS for receipts received between July 1 - Aug 15 for the tax filing period
of 6/30 and exports the data to Excel. Once the data is exported into Excel, he sorts by fund and revenue source. The data is then automatically
pulled into the "taxpayer assessed taxes (tat) worksheet" tab where the gross receipts are summarized by tax type. Andrew then reviews the
report for any errors or major changes and compares the amounts to the prior 5 years for reasonableness. Any significant changes are noted and
documented at the bottom of the taxpayer assessed taxes report. After reviewing the report, Andrew verifies that the total gross receipts amount
on the “taxpayer assessed taxes report” tab matches the total on the “combined gross receipts adj” tab to ensure that the data from the gross
receipts report was pulled in correctly. The JV is then created by pulling the data from the “taxpayer assessed taxes report” tab and input into
AFRS by a Revenue Accounting Fiscal Analyst and reviewed and released by Andrew. Additionally, Binh Vu, Accounting Manager, reviews all
fiscal-year end JVs. A fiscal analyst reviews the AFRS daily transaction report the next business day to ensure that the accruals were recorded in
AFRS accurately and occurred in the correct period(Key Control #3 - Manual- Valuation/Occurrence/Completeness).

Reconciliation Process

ATLAS receives a daily reconciliation file from AFRS and performs an automatic reconciliation between the data recorded in AFRS and ATLAS to
ensure revenues recorded are accurate and complete (Key Control #4 -Automated- Valuation/Occurrence/Completeness). OFM sends
an AFRS download into a SFT Folder daily that is picked up by ATLAS. ATLAS then automatically performs a reconciliation between the journal
voucher batches in ATLAS from the prior day to the revenues recorded in AFRS. Once the reconciliation is complete, ATLAS will update the batch
with the reconciliation date under the “reconciled” column. There have been a few issues where the AFRS file was not received and some batches
did not go through the automatic reconciliation. Revenue Accounting reviews each batch in ATLAS for a "reconciliation date” to ensure the
reconciliation took place. If the AFRS file is not received, Revenue Accounting will contact OFM for the file. However, if the request is made 10
days or more after the date the batches were processed in AFRS, the AFRS data is no longer available for transmission. If the batch does not go
through the automatic reconciliation, Revenue Accounting will perform a manual reconciliation.

At the beginning of the month, Andrew Arnold, Revenue Accounting Supervisor, runs the Revenue GL Monthly Revenue Activity report (MRA) from
ATLAS for the previous month. Andrew prints the report from ATLAS and then inputs all of the data into the Monthly Revenue Activity
spreadsheet. A reconciliation is then performed between ATLAS and AFRS to ensure the reported amounts are accurate and complete (Key
Control #5 - Manual - Occurrence/Completeness). Andrew uses a Webi report that runs data based on funds and sources that are
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applicable to DOR and allows him to link the report directly to the monthly revenue activity spreadsheet. The monthly receivables in ATLAS are
reversed out on the Accrued Revenue tab and the new monthly receivable amounts are entered. The receivables are included as part of the
monthly activity and netted against cash revenues in the reconciliation of the balance. Andrew maintains a Monthly Revenue Activity spreadsheet
to reconcile ATLAS and AFRS using reports from ATLAS and Webi. The spreadsheet is broken down by GL and split into the following tabs:

. CASH - Includes GL 4310
. CASH REVENUE - Includes GL 3210
. ACCRUED REVENUE - Includes GL 3205

Within each tab, the GL data is separated by fund/revenue source. Totals from each tab for the fund/source links to the “Balance” tab on the
spreadsheet under the “spreadsheet monthly activity” column. The Webi report is linked directly to the "Balance" tab of the spreadsheet under the
"AFRS monthly activity" column.

Once all of the data from both reports has been input into the spreadsheet, Andrew scrolls through the “Balance” tab and checks for any
differences between ATLAS and AFRS in the “difference” column. If there is a difference between ATLAS and AFRS, Andrew will highlight the
number to be reviewed and researched to determine why there is a difference. In addition to checking for differences for the month, Andrew also
compares biennium-to-date balances for ATLAS and AFRS to help check for formula or data errors in the monthly data. Once Andrew has
completed the reconciliation and researched any discrepancies or differences, he e-mails relevant parties, including the Economic and Revenue
Forecast Council and the Research and Fiscal Analysis Division of DOR, to let them know the report is complete and saved on the ] Drive for their
forecasts and analysis. In this report, only "Cash", "Accrued revenue", and "Local dist" tabs are viewable. The rest of the back-up tabs are hidden.

Key controls are as follows:
Key Control #1 - (Automated) - Valuation - When a taxpayer logs into their My DOR account and selects to file a return, ATLAS
automatically calculates taxes due from pre-programmed rates based on return information entered by the taxpayer.

Key Control #2 - (Automated) - Valuation/Occurrence/Completeness - Once the payment has been applied to the taxpayer’s account,
ATLAS will automatically create a journal voucher to record the funds to the appropriate revenue source. Batches are created and transmitted to
AFRS in the evening. Revenue Accounting reviews the batch the following day and releases in AFRS.

Key Control #3 - (Manual) - Valuation/Occurrence/Completeness - In August, the ATLAS “gross receipts” report, which is programmed
to pull all gross receipts for the period July 1-August 15, is downloaded to Excel and compared to the gross receipts from the prior five years to
check that the values seem reasonable. Revenue Accounting will reconcile and review the year end JV to enter into AFRS to show the June
returns received after June 30™ as a receivable and accrued revenue for the FYE.

Key Control #4 - (Automated) - Valuation/Occurrence/Completeness - ATLAS receives a daily reconciliation file from AFRS and performs
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an automatic reconciliation between the data recorded in AFRS and ATLAS to ensure revenues recorded are accurate and complete.

Key Control #5 - (Manual) - Occurrence/Completeness - At the end of each month, Revenue Accounting runs a monthly revenue activity
report (MRA) from ATLAS and AFRS revenue report from Enterprise Reporting System. A reconciliation is then performed between ATLAS and
AFRS to ensure the reported amounts are accurate and complete.

Noted Weaknesses are as follows:
° None

D.2.PRG - Retail Sales and Use and B&O Taxes

Procedure Step: Key Control 1 (Automated)
Prepared By: BFW, 9/27/2023
Reviewed By: SHW, 9/28/2023

Record of Work Done.’

Key Control #1 - (Automated)- Valuation- When a taxpayer logs into their My DOR account and selects to file a return, ATLAS automatically
calculates taxes due from pre-programmed rates based on return information entered by the taxpayer.

The understanding for this system is documented above in the "Controls - ATLAS" step.

1. Confirmation and Testing of Key Automated Control:
We confirmed and tested the key automated control as follows, to determine whether the software calculation correctly valued each transaction:

To confirm the automated control, we re-performed the tax calculations for a sample of tax returns at [Tax Revenue Testing]. See "IT Control
Testing - Valuation" tab. No issues noted.

Noted Weaknesses are as follows:
. none.
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2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX- We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW — Test General Controls:
Not applicable - we are not planning to rely on automated controls and therefore do not need to test general controls; control risk will be assessed
at maximum.

D.2.PRG - Retail Sales and Use and B&O Taxes

Procedure Step: Key Control 2 (Automated)
Prepared By: BFW, 9/19/2023
Reviewed By: SLB, 10/17/2023

Record of Work Done.’

Key Control #2 - (Automated) - Valuation/Occurrence/Completeness - Once the payment has been applied to the taxpayer’s account,
ATLAS will automatically create a journal voucher to record the funds to the appropriate revenue source. Batches are created and transmitted to
AFRS in the evening. Revenue Accounting reviews the batch the following day and releases in AFRS.

The understanding for this system is documented above in the "Controls - ATLAS" step.

1. Confirmation and Testing of Key Automated Control:
We met with Ayano Faasuamalie, Revenue & Financial Reporting Coordinator in Business & Financial Services, on May 4, 2023 via teams to

walkthrough the daily JV creation in ATLAS.

We requested Ayano provide the taxpayer account information for Netsapiens, LLC. We noted Netsapiens, LLC filed a monthly tax return for the
period of March 2023 on April 21, 2023. Total tax due of $1,161.92 was made up of the following:
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B&O Retailing - $68.13

Retail Sales - $736.52

Local Retail Sales - $402.27

Small Business Tax Credit - ($45.00)

We performed a recalculation of this account as part of testing at [Tax Revenue Testing] and confirmed rates were applied accurately. We reviewed
the history tab for the account within ATLAS and noted the return payment was received on 4/21/2023. The following day, 4/22/2023, the daily
JV created by ATLAS was prepared and released. JV #140E6051 with a batch total amount of $904,746,649.14 was automatically recorded from
ATLAS to AFRS. Revenue Accounting reviewed and released the batch on 4/26/2023. No issues noted.

Noted Weaknesses are as follows:
. none.

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX- We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW — Test General Controls:
Not applicable - we are not planning to rely on automated controls and therefore do not need to test general controls; control risk will be assessed
at maximum.

D.2.PRG - Retail Sales and Use and B&O Taxes

Procedure Step: Key Control 3 (Manual)
Prepared By: BFW, 9/19/2023
Reviewed By: SLB, 10/17/2023
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Key Control #3 - (Manual) - Valuation/Occurrence/Completeness - The ATLAS “gross receipts” report, which is programmed to pull all
gross receipts for the period July 1-August 15, is downloaded to Excel and compared to the gross receipts from the prior five years to ensure
completeness. Revenue Accounting will prepare a JV to enter into AFRS to show the June returns received after June 30™ as a receivable and
accrued revenue for the FYE.

The understanding for this system is documented above in the "Controls - ATLAS" step.

1. Confirmation of Key Manual Control:

We obtained the Gross Receipts 2023 Worksheets from Andrew, which included the gross receipts year-end accrual ]V, see [Gross Receipts IV],
the gross receipts ATLAS report for filing period 6/30/23, see [Accrual JV Testing] (tab: ATLAS Gross Receipts Adj. 2023), and the taxpayer
assessed taxes report, see [Accrual JV Testing] (tab: taxpayer assessed taxes) as well as detailed reports of gross receipts by taxpayer. We
reviewed the gross receipts ATLAS report and noted that the amount for Sales tax ($1,362,841,697.40), Use tax ($61,822,960.49) and Business &
Occupation (B&O) tax ($569,425,268.53) tied to the taxpayer assessed taxes report. We reviewed the gross receipts year-end JV and tied the
Sales, Use, and B&O tax amounts from the taxpayer assessed taxes report to the JV and ensured they occurred in the correct period. We noted
that the JV was prepared by Andrew Arnold, Management Analyst, on 08/16/23 and approved by Ayano Faasuamalie, Revenue Accounting
Manager, on 08/18/23. No issues noted.

Noted Weaknesses are as follows:
e None.

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.2.PRG - Retail Sales and Use and B&O Taxes

Procedure Step: Key Control 4 (Automated)
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Key Control #4 - (Automated) - Valuation/Occurrence/Completeness - ATLAS receives a daily reconciliation file from AFRS and performs
an automatic reconciliation between the data recorded in AFRS and ATLAS to ensure revenues recorded are accurate and complete.

The understanding for this system is documented above in the "Controls - ATLAS" step.

1. Confirmation and Testing of Key Automated Control:

We met with Ayano Faasuamalie, Revenue and Finance Reporting Coordinator, on May 4, 2023, to walkthrough the daily reconciliation between
ATLAS and AFRS. We reviewed a taxpayer account as part of our control 2 confirmation that was posted to ATLAS in JV #140E6051 with a batch
total of $3,277,872,774. We reviewed the JV within ATLAS and noted the reconciled column showed JV #140E6051 was reconciled to AFRS
4/26/2023.

We also obtained the AFRS Accounting Transaction - Batch Header, which was prepared by Ha Nguyen, Fiscal Analyst. Ha Nguyen compared the
item count and total on the batch report to what was downloaded in AFRS to ensure they match and then created the batch header to attach to
the batch report for review by Andrew Arnold, Revenue Accounting Supervisor. We noted that Ha Nguyen signed as preparer and Andrew Arnold
signed to indicate the batch was approved and released on 04/26/2023. The batch number is 215-217 with a transaction count of 1,124 and
batch total of $904,746,649.14. We reviewed the list of JVs included and tied the full batch amount of JV #140E6051 to the batch prepared by
Ha. No issues noted.

Noted Weaknesses are as follows:
. None

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.
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3. Control Risk at LOW — Test General Controls:
Not applicable - we are not planning to rely on automated controls and therefore do not need to test general controls; control risk will be assessed
at maximum.

D.2.PRG - Retail Sales and Use and B&O Taxes

Procedure Step: Key Control 5 (Manual)
Prepared By: BFW, 5/9/2023
Reviewed By: SLB, 10/17/2023
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Key Control #5 - Manual - Occurrence/Completeness for ATLAS

At the end of each month, Revenue Accounting runs a monthly revenue activity report (MRA) from ATLAS and AFRS revenue report from
Enterprise Reporting System. A reconciliation is then performed between ATLAS and AFRS to ensure the reported revenue and receivables
amounts are accurate and complete.

The understanding for this system is documented above in the "Controls - ATLAS" step [Controls - ATLAS].

1. Confirmation of Key Manual Control:
We met with Andrew Arnold, Fiscal Analyst 5, on May 3, 2023 via TEAMS to review the month-end reconciliation process performed between

ATLAS and AFRS. We obtained the March 2023 Monthly Revenue Activity spreadsheet from Andrew. We reviewed the balances reported for the 1)
Retail Sales tax $1,161,983,419 2) Use tax $89,537,445 and 3) Business and Occupation tax $477,388,518 from each GL (Cash, Cash Accrual
Revenue, and Accrued Revenue) tabs from the ATLAS data and noted that the totals tied to the total under the “spreadsheet monthly activity”
column on the “balance” tab. We also tied amounts included in the balance tab for the 1) Retail Sales tax 2) Use tax and 3) Business and
Occupation tax directly to the Webi report without exception. We noted there were no differences noted on the MRA spreadsheet between the
ATLAS and AFRS data. No issues noted.
Noted Weaknesses are as follows:

° None

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:
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MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.2.PRG - Retail Sales and Use and B&O Taxes

Procedure Step: Risk Assessment
Prepared By: BFW, 5/31/2023
Reviewed By: SLB, 10/17/2023
Record of Work Done.’

(1) Inherent Risk (IR):
Based on our understanding of the line item, we assessed inherent risk as follows for each relevant assertion and significant class of transactions:

e Occurrence - MAX
e Completeness - MAX
e Valuation - MAX

(2) Control Risk (CR):
We assessed control risk as follows for each system and relevant assertion:

¢ Automated Tax and Licensing Administration System (ATLAS) - MAX - Occurrence, Completeness, and Valuation

We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone
will be effective to reduce detection risk to an acceptable level.
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(3) Risk of Material Misstatement (RMM):
We considered both inherent and control risk and assessed the risk of material misstatement as follows for each relevant assertion and significant
class of transactions:

e Occurrence - MAX
e Completeness - MAX
e Valuation - MAX

(4) Testing Strategy:
We designed our substantive testing strategy based on our assessment of the risk of material misstatement.
¢ Occurrence/Completeness/Valuation - We will perform analytical procedures and follow up on any significant variances.
¢ Occurrence/Completeness - We will select a sample of registered taxpayers, review ATLAS for a filed return, and tie return to AFRS to
ensure revenue occurred in the current year and is complete.
¢ Occurrence/Completeness - We will select a sample of sales, use, and business and occupation accrual transactions from the gross
receipts accrual JV and verify that the transactions were recorded for the correct period.
e Valuation - We will recalculate taxes paid for a sample of registered taxpayers to ensure taxes are recorded at proper values

We anticipate that these tests will provide sufficient appropriate audit evidence to address the assessed risk of material misstatement for relevant
assertions in significant classes of transactions.

D.2.PRG - Retail Sales and Use and B&O Taxes

Procedure Step: Substantive Test
Prepared By: BFW, 10/2/2023
Reviewed By: SLB, 10/17/2023
Record of Work Done.’

Retail Sales and Use and B&O Taxes Testing Coverage
Analytical Procedures[Tax Rev Analytical]
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We performed an analysis of retail sales and use tax and B&O tax revenues to determine whether the balances were within our expectations. We
used data obtained from the Economic and Revenue Forecast Council for June 2023 and reviewed projections compared to actual changes and
noted no significant deviations from expectations. Based on the analytical procedure performed, we determined the FY 2023 balances were within
our expectations. No issues noted.

Population

To ensure testing provided a sufficient amount of coverage of the retail sales and use and B&O Taxes balance, we obtained our population for
selection and broke out the taxes by fund and sources to ensure amounts we tested represented the whole balance. We obtained a query from
ATLAS from Ayano Faasuamalie, Revenue & Financial Reporting Coordinator, that included all payments applied to taxpayer accounts for excise
taxes for the Fiscal year 2023, excluding those for local tax. We tied the totals directly to the monthly revenue activity (MRA) spreadsheet
prepared by Revenue Accounting at DOR and provided by Andrew Arnold, Revenue Accounting Supervisor. We used the MRA spreadsheet to
break out each tax type by fund and source and tied amounts to the ACFR line item lead sheet [Line Item Lead Sheet]. See our reconciliation as
part of the testing at [Tax Revenue Testing] in tab, "Testing Summary." Amounts tied without exception. We considered the population complete
and provided coverage over the whole ACFR balance. No issues noted.

Using the revenue query ran from ATLAS noted above, we selected a random sample of 39 transactions (payments made to a taxpayer account
for a single filing period) and used the same sample to ensure amounts reported in AFRS occurred in the current year, are complete, and
accurately valued. See more details for each assertion below.

Substantive tests performed to meet the Occurrence assertion:

To ensure reported revenues represent actual amounts relating to the period, we performed the following substantive tests:
e Ensured return was filed for taxpayer
e Ensured tax revenue was recorded to batch processed in ATLAS for the correct period
e Ensured batch total processed in ATLAS ties to batch total recorded in AFRS

We met with Ayano Faasuamalie, Revenue and Financial Reporting Coordinator, on September 19, 2023 to review support for the selected
transactions within ATLAS. For each selection, we reviewed the revenue tab within the taxpayer's account and history sub tab to identify the tax
return for the correct filing period. Within ATLAS, a hyper link for the ATLAS receivable accumulation that the transaction was included could be
followed from there. We traced each taxpayer account to the ATLAS accumulation and matched the batch total in ATLAS to the year end entry to
AFRS using additional hyperlinks. Based on the tax type, we ensured the revenue was included in the correct balance. No issues noted. See
testing performed at [Tax Revenue Testing ] in the "Tax Revenue Testing" tab.

We also performed testing over the fiscal year end gross receipts accrual JV. See: [Accrual IV Testing]. No issues were noted during testing. We
used the gross receipts detail report of taxpayer accounts to test the following:
e Did reported revenues actually occur during the fiscal year?
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We selected a sample of 39 random taxpayers to ensure amounts reported in the current year were for revenues collected for the current year.
We obtained tax returns and payment history tabs from ATLAS to ensure amounts were paid for taxes due in the current year. All taxpayers had a
filing period of 6/30/2023. We determined all reported revenues occurred during the fiscal year. No issues noted.

Substantive tests performed to meet the Completeness assertion:
To determine whether all revenues relating to the period were reported, we performed the following substantive tests:

e Ensured return was filed for taxpayer
e Ensured tax revenue was recorded to batch processed in ATLAS for the correct period
e Ensured batch total processed in ATLAS ties to batch total recorded in AFRS

We met with Ayano Faasuamalie, Revenue and Financial Reporting Coordinator, on September 19, 2023 to review support for the selected
transactions within ATLAS. For each selection, we reviewed the revenue tab within the taxpayer's account and history sub tab to identify the tax
return for the correct filing period. Within ATLAS, a hyper link for the ATLAS receivable accumulation that the transaction was included could be
followed from there. We traced each taxpayer account to the ATLAS accumulation and matched the batch total in ATLAS to the year end entry to
AFRS using additional hyperlinks. Based on the tax type, we ensured the revenue was included in the correct balance. No issues noted. See
testing performed at [ Tax Revenue Testing] in the "Tax Revenue Testing" tab.

We also performed testing over the fiscal year end gross receipts accrual JV. We reconciled the taxpayer accounts in gross receipts detail reports
and the gross receipts revenue allocation work sheets, which allocates the funds held in the suspense account 01-99-020000 to the general fund
revenue sources, to the year end accrual JVs for sales, use and business & occupation tax. See reconciliation of gross receipts detail report and
the accrual JV as part of the testing at [Accrual JV Testing] in the "JV Accrual Summary" tab.

Amounts tied without exception and we determined the gross receipts recorded for sales, use and B&O taxes from the accrual JVs were complete.
We used the gross receipts detail report of taxpayer accounts to test the following:

e Accrual recorded ties to tax return in ATLAS

e Accrual was recorded in the proper period

We selected a sample of 39 random taxpayers to ensure amounts reported in the accrual JV were complete based on tax returns due. We tied all
selected accrual transactions to tax returns without exception and noted payments were made in July and August for 2023 taxes due. We
determined the accrual JV transactions were complete. No issues noted.

Substantive tests performed to meet the Valuation assertion:
To determine whether tax revenues were reported at properly valued or calculated amounts, we performed the following substantive tests:
e Recalculated retail sales, use, and B&O taxes for the selected taxpayer
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During review of controls, we noted ATLAS automatically applies tax rates for retail sales, use, and B&O taxes and automatically calculates taxes
due. To test the IT control, we re-performed calculations for a sample of 39 taxpayers as documented at [Tax Revenue Testing] in the "IT Control
Testing - Valuation." We noted that all taxes recalculated tied to the taxes owed and paid in ATLAS and determined that revenues were reported
at properly valued and calculated amounts. No issues noted.

D.3.PRG - Deferred Inflows of Resources

Procedure Step: Summary & Conclusion
Prepared By: MRF, 9/7/2023
Reviewed By: SLB, 10/17/2023
Record of Work Done.’

Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?

The results of substantive tests do not indicate a need to modify our risk assessment.

The quality and quantity of evidence obtained was sufficient and appropriate.

D.3.PRG - Deferred Inflows of Resources

Procedure Step: Understanding of Line Item
Prepared By: MRF, 6/26/2023
Reviewed By: SLB, 10/17/2023
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(1) Prior Audit Exceptions:
N/A - There are no prior year audit exceptions for this balance.

(2) Composition & Change Analysis:

Line Item Leadsheet: [Line Item Lead Sheet].

Deferred Inflows of Resources arise when a potential revenue does not meet both the "measurable" and the "available" criteria for revenue
recognition in the current period. "Available" meaning the financial resources would be collectible within the current period or within 60 days. The
Deferred Inflows balance is primarily from property taxes which make up approximately 2/3rds with the next largest amount composed of other
taxes (about 1/3rd) that will not be collected within 12 months.

Property Tax

Property taxes are levied in December for the following calendar year (See State Levy Calculation notes below). The first half-year collections are
due by April 30, and the second half-year collections are due by October 31. Since the state is on a fiscal year ending June 30, the first half-year
collections are recognized as revenue if collectible within 60 days of the fiscal year end. The second half-year collections are recognized as
receivables offset by deferred inflows. The lien date on property taxes is January 1 of the tax levy year. We will focus our testing on property
taxes since it makes up a majority of the balance.

State Levy Calculation
A property tax levy is a tax based on ownership of a piece of real estate. The legislature sets the rates of property tax amounts and DOR is
responsible for calculating the amounts, but not setting them.

The end goal of this entire process is for DOR to calculate the amount of property tax levy each county is responsible for. They do this by taking
the total dollar amount the entire state must pay and using equalization methods divi the amount between the counties in the fairest manner
possible.

Local property is property that is entirely located and operated in the county.
State property is property that is located across state/county borders or operated across state lines such as Alaska Airlines property. State
property values exclude any Tribal lands as they do not pay state taxes.

Property tax may also apply to personal property. Most personal property owned by individuals is exempt. For example, household goods and
personal effects are not subject to property tax. However, if these items are used in a business, property tax applies. Personal property tax does
not apply to business inventories, or intangible property such as copyrights and trademarks.

Personal property is generally subject to the same levy rate as real property. The characteristic that distinguishes real and personal property is
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mobility. Real property includes land, structures, improvements to land, and certain equipment affixed to land or structures. Personal property
includes machinery, equipment, furniture, and supplies of businesses and farmers. It also includes any improvements made to land leased from
the government (leasehold improvements).

There are two parts to the state levy, Part I and Part II. They are basically the same except Part II does not apply to everyone as seniors who
meet low-income qualifications (and apply) may be exempt from paying Part II. The applications for exemptions are not due until late December,
so the estimated assessed taxable value submitted by the counties in Oct/Nov will change by the time the final numbers are submitted.

In October/November, each of the counties submits the total value of the local and state properties in their counties to DOR. This is known as the
“assessed” value.

Washington State is broken into 39 counties. Each of the counties is responsible for determining the assessed value of property in their county,
and each county has their own methodology.

Because each county assesses their property differently, the local values can’t be used at face value and must be “equalized”. This is where the
StateLevy202X calculation spreadsheet is used to calculate that equalized value.

The total amount due is set by the legislature, not DOR or the counties, although DOR does calculate the value. DOR calculates the total amount
due by all 39 counties by taking last year's levy amount, and adding the mandatory increases. These include a base 1% or inflation (whichever is
less), new construction value increases and any remaining balances.

The StatelLevy202X calculation spreadsheet takes the amount due total of all counties, then uses the assessed values reported by each county,
and runs the balances through a series of adjustments and calculations. The end result is a total amount due for each county, for parts I and II,
that is as equal as is possible based on assessed, real, and market values.

Other Taxes

We discussed the composition of the remaining balance with Ayano Faasuamalie, DOR Revenue & Financial Reporting Coordinator, which is other
taxes. She explained the unavailable reported under other taxes are based on receivable tax types from ATLAS. This includes: Return Receivables,
Estimated Returns, Audit Receivables, and Lien Receivables. Based on collection rates identified by Revenue Accounting, DOR will determine how
much of the receivables will be collected within a year and the remainder would be recorded as unavailable for the current year. We gained an
understanding of controls over receivables and collectible/uncollectible rates at [Controls - ATLAS].

We reviewed internal audit risk assessment documents for any significant changes in the processes and composition of the balance and noted no
changes. We inquired with Andrew Arnold, Fiscal Analyst 5, of any other changes he identified. He explained that the balance had no significant
changes. No significant changes or risks identified.
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(3) Updates to Material Account Matrix:
We identified no changes that need to be made to the Material Account Matrix.

D.3.PRG - Deferred Inflows of Resources

Procedure Step: Controls - AFRS
Prepared By: MRF, 6/12/2023
Reviewed By: SLB, 10/17/2023
Record of Work Done.”’

**This section was previously named Unavailable Revenues**

Material Balance(s) and Assertions

Internal controls in AFRS address the following balance(s):
. Deferred Inflows of Resources - General Fund

For the following assertions:
¢ Classification - Revenue may be recorded as earned when it is actually unearned (availability criteria is not met).
e Valuation - The portion of revenue recorded as unearned may not be properly calculated.

Gain an Understanding of Internal Controls

We identified property tax as the majority of the deferred inflows of resources balance (about two thirds). We met with Mark Studer, Tax Policy
Specialist, Research and Fiscal Analysis, on April 24th, 2023 and again on May 9, 2023 to gain an understanding over the property tax certified
levy calculation. He explained there are 2 ways for levies to be calculated; rate based or budget based. For fiscal years 2018 through 2021, the
agency used rate based levy calculations to determine levy amounts for counties. This change was a direct result of the McCleary ruling which
required the State of Washington to fund schools. In a rate based system, the rate is set and multiplied by the assessed values of property to
result in the levy amount. For fiscal year 2022 and 2023, the agency returned to the budget based system for both part 1 and part 2 state school
levies. In the budget based system, the amount of levy collections is limited and set by the State and allocated to counties based on the market
value of all taxable property in the county.




State of Washington

State Property Tax Levy Calculation
Mark explained that levies are increased on an annual basis but are limited by a few things. These increase limits include the following:
e The lesser of 1% or inflation
e The value of new construction multiplied by the prior year rate
e The value of state assessed properties (properties owned by utilities such as airline, railroad, and electric) multiplied by the prior
year rate

Research and Fiscal Analysis (RFA) will use the prior year levy limit and add the above increases to result in the current year state levy limit. The
new levy limit is the amount used and proportioned to counties.

In October/November, counties submit assessed value reports to DOR which the RFA division inputs in an excel sheet to use in their calculation of
the levy rates for the current year. However, DOR does not use the unadjusted assessed values from the county, instead, the property tax division
will perform a ratio analysis to identify ratios for each county's real and personal property. These ratios are used to adjust the assessed values to
actual (market value) for both local and state assessed properties. RFA divides the current year state levy limit (described above) by the actual
value for all counties to determine the new rate to be used for the calculation of levy amounts.

Each year, RFA will have to make adjustments to county levy amounts for changes identified in the prior year. Most of the changes stem from
differences in assessed value from the time they are submitted to the time that the counties distribute the levies. These changes are included in
the next year's calculation to reduce the amount of adjustments made throughout the year. All adjustments are the following:
e Fifth Preceding Year Adjustment - The remaining balance not collected from the fifth preceding year is rolled into the current levy
amount. For example, 2018 is the fifth preceding year for fiscal year 2023; therefore, any amounts remaining in 2018 will be "rolled"
over and counties will not be required to pay on the remaining balance for 2018 as it will have been rolled over/included in the total
state levy amount to be collected for fiscal year 2023.
e Refund Levy Adjustment - When a taxpayer pays while in dispute with amounts owed and the court rules in their favor, amounts
are refunded. DOR increases the next year's levy amount to ensure the total levy balance from the prior year is collected.
e Previous Year's Levy Adjustment - Due to changes in assessed value from the point they are submitted to DOR to the point the
levies are distributed by the county (April-May). The counties will send an update of assessed values when the levies are distributed.
DOR uses these updated assessed values to calculate adjustments for the next year.

RFA has several review processes to ensure calculations are accurate for the state levy. First, RFA creates an assessor review tab within the state
levy calculation spreadsheet that includes the assessed values of all counties that were submitted. To ensure the amounts input and used for
calculations are accurate, RFA asks the counties to verify the assessed values to their own records. Mark Studer, Tax Policy Specialist, prepares
the entire state levy calculation spreadsheet. He explained that a secondary reviewer will ensure calculations are consistent with prior years and
are allocated appropriately.
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In December of each year, county assessors receive a letter from DOR regarding the state property tax levy amount due in the upcoming year for
part 1 and part 2. The letter is automatically generated to include the calculations and adjustments noted above. Before the letters are sent, two
separate members of the Property Tax Division select a random sample of letters to ensure amounts sent to the county agree to the calculations.
The most important figure, the total state levy owed by the county, is bold and circled in red so the counties are aware of their allocated amount.
The county will determine its own levy rate by dividing the state levy amount by their own assessed value of property. Since the assessed value is
less than the market value used by DOR in their calculations of the levy rate, the county's levy rate will be slightly higher. Because the calculated
levy amounts are entirely dependent on the assessed values submitted by the counties in October, the counties are the best source of review to
ensure the current year's calculated levy total is correct. DOR sends an email to all the county's containing the spreadsheet with the calculations
for the levy amounts, and asks them to review (Key Control 1 - Valuation). Once the county agrees no changes need to be made, DOR
records the review by each county in the "review" tab of the "State Levy Documents Received" spreadsheet and stores the email in a communal
mailbox. The valuation control for Deferred Inflows of Resources consists of each county verifying the calculated amount of Levy due is consistent
with previous years and county changes in valuation. When the county agrees to the total calculated, it is generally sent in an email and added to
a communal inbox that can be reviewed by members of DOR. However, it is not a requirement that the acceptance be submitted in writing as
some counties prefer to communicate over the phone. DOR keeps track of county acceptance in their "State Levy Documents Received"
spreadsheet, but there is no documentation DOR's review of the acceptance. See issue here [V: DOR_Internal Review Documentation for Deferred
Inflows County Acceptance].

Property Tax Collections

We met with Andrew Arnold, Fiscal Analyst 5, on May 3, 2023 to gain an understanding over Deferred Inflows of Resources reporting. The 39
counties (not DOR) are responsible for collecting property taxes; however, the tax revenue and cash received are recorded by DOR in AFRS. Per
Andrew, DOR uses the "Property Tax Receivable System (PTRS)", a web-based database, to track property tax collections by county. The web-
based database is @ more practical means for running summary reports rather than AFRS.

Counties remit taxes they collect to the Office of the State Treasurer (OST) using a cash journal (CJ). OST summarizes these individual CJ's into a
JV and records the cash into AFRS. Using the county CJ, the Revenue section of DOR's Business and Financial Services records the information
into spreadsheets and the Property Tax Receivable System to track collections by county. Expected collections (the State Property Tax Levy of
2022 expected to be collected in 2023) are input into the "Property Tax Receivable System" by a Fiscal Analyst 2 and verified by Andrew Arnold,
Fiscal Analyst. Using the OST ]V, DOR's Revenue Accounting prepares a JV and records the revenues into AFRS by revenue source. A Cash
Receipts Journal Summary is prepared for each county's total deposits and sent to the Office of the State Treasurer, this is done prior to any
adjustments.

How transactions are recorded in AFRS (Year-End JV):

At year end, a Property Tax Accounts Receivable summary report is run of the total Property Tax Receivable System as of June 30 (GL 1311). Itis
a running total of taxes due by county for the preceding five years 2018-2022. Estimated collections for July and August are provided by the
Forecast Council and are included in the year-end adjusting entry. The forecasted amounts are based on the June forecast and total



State of Washington

approximately 2% of the total receivables.

A year-end journal voucher for unavailable property tax revenue is prepared by a Fiscal Analyst by subtracting the estimated collectible amounts
for July - August (as received from the Forecast Council) from the year end property tax account receivable report. This Journal Voucher is
reviewed by a Fiscal Analyst 5 to ensure Unavailable revenue is properly calculated. The supervisor/manager reviews the forecast council's
tracking spreadsheet and the county's PTRS totals that was used by the Fiscal Analyst in preparing the JV to ensure the amount reported is
accurate and classified between earned and unearned correctly based on forecast information (Key Control 2 - Valuation/Classification).

Monthly Reconciliations:

A monthly reconciliation of AFRS to the web-based data base for property taxes is performed each month. An Exception Ending Balance report is
used to track differences between the Accounts Receivable amount and the Ending Balances. The expectation is previous month's ending balance
minus the current month's payments, plus or minus adjustments (typically corrections to sub source) is what is recorded. Any negative balance for
an individual levy year does not reduce the amount of the receivable for the combined levy years. In addition, reconciliations are performed by
Andrew each month of cash payments made per the Property Tax System and the monthly balance per AFRS. Monthly Journal Vouchers are
received from OST documenting the transfer of monies remitted by the counties to DOR during the month. A spreadsheet is prepared by Andrew
to document and reconcile the cash receipts journal summary to OST's monthly JVs to ensure collections are classified appropriately (Key
Control 3 - Classification).

Key controls are as follows:
e Key Control 1 - Valuation - Research and Fiscal Analysis calculates property tax state levies for all 39 counties
based on an identified levy limit and market value of properties, letters are sent to each county where they are
reviewed. If the county agrees to the determined amount, it is recorded in the "State Levy Documents Received”
spreadsheet.
e Key Control 2 - Valuation/Classification - A Fiscal Analyst prepares the year end entry to record deferred inflows
of resources using PTRS accounts receivable reports and Forecasts from the Forecast council. A Fiscal Analyst 5
reviews forecast totals and PTRS totals by county to ensure amounts are accurate and classified between earned and
unearned correctly based on forecast information.
e Key Control 3 - Classification - Fiscal Analyst 5, reconciles Property Tax Receivable System, AFRS, and OST JVs on
a monthly basis to ensure collections are classified appropriately.

Noted Weaknesses are as follows:
e None

D.3.PRG - Deferred Inflows of Resources
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Procedure Step: Key Control #1 (Manual)
Prepared By: MRF, 6/12/2023
Reviewed By: SLB, 10/17/2023

Record of Work Done.’

Key Control 1 - Valuation - Research and Fiscal Analysis calculates property tax state levies for all 39 counties based on an
identified levy limit and market value of properties, letters are sent to each county where they are reviewed. If the county
agrees to the determined amount, it is recorded in the "State Levy Documents Received" spreadsheet.

The understanding for this system is documented above in the "Controls - AFRS" step.

1. Confirmation of Key Manual Control:
We met with Mark Studer, Tax Policy Specialist, Research and Fiscal Analysis, on April 24, 2023, and again on May 9, 2023 to confirm our control

over the property tax certified levy calculation. He provided the "StateLevy2022" excel spreadsheet used to calculate the 2023 State Property Tax
Levy Part 1 and Part 2 for collection in 2023. He walked us through the calculation for Adams county part 1. The total assessed value for local
property was $2,609,991,000 and state real property was $130,053,748. Together the total real property value was $2,740,044,748. To
determine the actual value, the assessed value was divided by the real property ratio (71.0) to get the actual value of $3,859,217,955. The actual
value of personal property for Adams county was $408,106,158. The total actual (market) value of all taxable property for Adams county was
$4,293,835,801.

To determine the levy rate, the previous year levy limit is increased by 1% and increased by new construction and state assessed property. With
these adjustments, the new levy limit (less refund levy) was $2,990,212,572. The levy limit is divided by the market value of all counties which is
$2,141,413,953,626. The new rate is therefore calculated to be 1.3961028700 (rate with refund and adjustment).

The rate is applied (multiplied) to Adams county's actual value of all taxable property and results in a state levy amount of $5,994,538. The levy
amount is adjusted by previous year adjustments, refund levy, and uncollected levy amounts from the fifth preceding year. With those
adjustments, the grand total state levy calculated for Adams County was $6,269,761 for part 1.

In December, the Department of Revenue sends out a certification of the statewide state property tax levy calculation to all counties. The
certification tied to the levy rate calculation above without exception. The letter is signed by Mark Studer.
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We obtained the state levy part 1 letter sent out to Adams County and tied all figures back to the calculation workbook, including the total state
levy amount of $6,269,761. We also reviewed the "2022 State Levy Documents Received" worksheet and noted that Adams county had the levy
reviewed by Veronica Rodriguez on 12/14/2022. No issues noted.

Based on the levy calculations, the expected collections (levy of 2022 to be collected in 2023) are posted to the property tax receivable system
(PTRS). Andrew Arnold will review and sign a printout of the collections input in PTRS to evidence that the amounts were verified and tied to the
levy calculations and letters. The printout was digitally signed 02/20/23 by Andrew Arnold, Fiscal Analyst 5. We noted the digital printout listed the
total Part I Levy for Adams County as $6,269,761 which matches the amount sent on the letter by Mark Studer. No /issues noted.

Noted Weaknesses are as follows:
e None.

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.3.PRG - Deferred Inflows of Resources

Procedure Step: Key Control #2 (Manual)
Prepared By: MRF, 7/17/2023
Reviewed By: SLB, 10/17/2023

Record of Work Done.’

Key Control 2 - Valuation/Classification - A Fiscal Analyst prepares the year end entry to record deferred inflows of resources
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using PTRS accounts receivable reports and Forecasts from the Forecast council. A Fiscal Analyst 5 reviews forecast totals and
property tax receivable system (PTRS) amounts by county to ensure amounts are accurate and classified correctly.

The understanding for this system is documented above in the "Controls - AFRS" step.

1. Confirmation of Key Manual Control:
Andrew Arnold, Fiscal Analyst 5, provided the year end journal voucher, the PTRS totals for the counties, and the estimated collections by the

forecast council. The journal voucher was prepared by Yi-Ting Liu, Fiscal Analyst 4, on 07/05/2023 and approved by Andrew Arnold on
07/05/2023.

There is a one month delay between when counties collect the taxes and when they are submitted to DOR, so DOR's taxes receivable balance as
of June 30th is the counties balance as of May 30th. Andrew provided the Counties May Accounts receivable balances through screenshots of
PTRS for Part I and Part II. He also provided the forecast council's excel sheet that tracks all receivables "Forecast Allotment_2325_2023_06" as
of June 30th. Property taxes are listed on the "2325 Cash Jun 2023" tab, in lines 11 and 12 (source code 50, subsource code 02: Property Tax) for
parts I and II respectively. Columns 01 and 02 are the first two fiscal months. Altogether, there are four balances pulled from this spreadsheet for
the two parts of the levy in the first two fiscal months, that all together makes the estimated available property tax revenue. Andrew provided the
property tax estimates in a simplified table "Property Tax Forecast for FY24".

We reviewed JV 14031203 which is the year end voucher for all of the receivables. There was a total of $2,207,727,498.73 from two sources,
3205 (estimated) and 5192 (deferred inflows). We noted the deferred inflows total was $2,165,642,950.16. Using the PTRS May statements, we
calculated the total property tax receivables for parts I and II to be $2,207,727,498.73. Using the forecast spreadsheet we calculated the available
revenue to be $42,084,548.58. The deferred inflows total listed on the JV matched the total property tax receivables balance less the available
revenue with a zero dollar difference. No issues noted.

Noted Weaknesses are as follows:
e None.

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.
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3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.3.PRG - Deferred Inflows of Resources

Procedure Step: Key Control #3 (Manual)
Prepared By: MRF, 5/4/2023
Reviewed By: SLB, 10/17/2023

Record of Work Done.’

Key Control 3 - Classification -A Fiscal Analyst 5, reconciles Property Tax Receivable System, AFRS, and OST JVs on a monthly
basis to ensure collections are classified appropriately.

The understanding for this system is documented above in the "Controls - [AFRS]" step.
1. Confirmation of Key Manual Control:

Monthly journal vouchers are received from OST documenting the transfer of monies remitted by the counties to DOR during the month. A
spreadsheet is prepared to document and reconcile cash receipts journal summary to OST's monthly JVs.

Andrew Arnold, Fiscal Analyst 5, provided the FY23 reconciliations for the month of March 2023. We reviewed the Property tax part 1 March
reconciliation and tied the Property Tax Receivable System (PTRS) ending balance for Adams County to PTRS accounts receivable reports. Per
PTRS the ending balance was $2,829,937,329.95. The OST cash journal entries totalled $13,534,572.99 for the month. The prior month ending
balance less the June cash receipts resulted in an ending balance of $2,829,937,329.95 per the source documents from OST. No variance was
noted for any of the counties between PTRS and OST 1Vs. No issues noted.

Revenue Accounting performs a reconciliation between PTRS and AFRS to ensure that payments received are accurately reported and classified
appropriately. We noted the total payments for all counties for March were $13,534,572.99 as documented in PTRS. We tied this amount to AFRS
using an ER report for General Fund source 50 - property tax. Amounts tied without exception. No issues noted.

Noted Weaknesses are as follows:
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e None.

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or

material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.3.PRG - Deferred Inflows of Resources

Procedure Step: Risk Assessment
Prepared By: MRF, 7/20/2023
Reviewed By: SLB, 10/17/2023
Record of Work Done.’

(1) Inherent Risk (IR):

Based on our understanding of the line item, we assessed inherent risk as follows for each relevant assertion and significant class of transactions:
¢ Classification - LOW
e Valuation - LOW

(2) Control Risk (CR):

We assessed control risk as follows for each system and relevant assertion:
¢ Agency Financial Reporting System (AFRS):
MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant
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deficiencies or material weaknesses. However, we have assessed control risk at max because we have determined that substantive
procedures alone will be effective to reduce detection risk to an acceptable level.

(3) Risk of Material Misstatement (RMM):
We considered both inherent and control risk and assessed the risk of material misstatement as follows for each relevant assertion and significant
class of transactions:

e Classification - MOD
e Valuation - MOD

(4) Testing Strategy:

We designed our substantive testing strategy based on our assessment of the risk of material misstatement. We plan to perform the following
tests:

Every month, each county submits a cash journal to the Office of the State Treasurer (OST) called an A8. OST then batches all 39 cash journals
into one monthly cash journal that is posted to AFRS called a cash receipt journal summary (DOR has copies of the A8s and the OST cash
journals).

We will select from the monthly cash receipt journal summaries and use these journals to perform the valuation and classification assertion testing
outlined below.

Substantive tests to meet the Valuation assertion:

Most deferred inflows of resources are a result of property taxes not expected to be collected within 60 days of fiscal year-end. The property taxes
that are considered deferred inflows at year end are recorded in a JV prepared by the Revenue Accounting Division at the Department of
Revenue.

We will test the valuation assertion for the deferred inflows balance by recalculating:
e Statewide state property tax levy receivables
e Less: Property tax collections by county
e Less: Available Revenue

We will determine if this recalculated balance ties to the year-end journal voucher for deferred inflows property tax receivables prepared by DOR.

Substantive tests performed to meet the Classification assertion:
To determine whether the property taxes were correctly classified as deferred inflows vs available, we will use the selected cash journals to test
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for the following:
e Property Tax Collections are recorded in proper revenue source codes in PTRS (Property Tax Receivable System)
e Property Tax Collections recorded by OST cash receipt journal summaries into AFRS are coded correctly.

We anticipate that these tests will provide sufficient appropriate audit evidence to address the assessed risk of material misstatement for relevant
assertions in significant classes of transactions.

In addition, we will address the taxes receivable existence and completeness assertions in this area as this testing will be used for part of the
coverage of the taxes receivable balance testing. See below:

Substantive tests to meet the Existence assertion (Relevant to the Taxes Receivable testing only):

We will trace each of the counties in the selected cash journal from OST to their A8 and their acceptance of the balance.

e We will review all 39 of the county's A8*s for the selected JVs and tie the amounts recorded for part 1 and part 2 of the property
tax from the A8s to the V.

Substantive tests to meet the Completeness assertion (Relevant to the Taxes Receivable testing only):
We will review all the levy totals for parts 1 and 2 for each of the counties for FY23 and determine if the total amount of levy balance due from all
the counties is the amount due to the state per the calculation performed by DOR (the same as PY plus 1%).

D.3.PRG - Deferred Inflows of Resources

Procedure Step: Substantive Test
Prepared By: RKM, 9/28/2023
Reviewed By: SLB, 10/17/2023
Record of Work Done.’

Substantive tests to meet the Valuation assertion:

Most deferred inflows of resources are a result of property taxes not expected to be collected within 60 days of fiscal year-end. The property taxes
that are considered deferred inflows at year end are recorded in a JV prepared by the Revenue Accounting Division at the Department of
Revenue.
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We noted the calculation of the deferred inflows of resources related to property tax is composed of the following:
o Statewide property tax levy receivables - part 1 and part 2 (all calculated property taxes)
e Less: Property tax collections by county (what has already been collected)
e Less: Available Revenue (Expected property tax collections within 60 days of year end where July and August expected collections
forecasted by Economic Revenue and Forecast Council (ERFC) is considered "available" at FY end)

Valuation Testing Results:
We recalculated the statewide property tax receivable balance due in FY23 for parts I and II of the levy.
o We reviewed RCW 84.52.050 - Limitation of Levies and noted, "aggregate of all tax levies...shall
not in any year exceed one percentum".
o We reviewed the US. Bureau of Labor Statistics website for inflation rates in the western region
(which includes WA) and noted the inflation did not drop below 1% at any point in FY23.

We verified the increase of 1% (plus adjustments) and determined our calculations matched those of DOR. We obtained the year-end entry made
to record deferred inflows of resources at year end. Using support obtained from Andrew Arnold, Revenue Accounting Supervisor, and ERFC
predictions, we recalculated the year end amount of property tax receivables to be recorded as deferred inflows of resources. The support
included the "Forecast Allotment_2325_2023_06" which tracks the estimated receivables through the year and the May 2023 accounts receivable
statements. Our expected JV amount for deferred inflows of resources tied directly to the actual JV without exception. See testing here [Year-End
IV Testing] on the Summary tab. The Property Tax deferred inflows balance is not the complete deferred inflows balance on the government wide
financial statement. The remainder of this line item is made of other taxes including Retail Sales Tax, Use Tax, and Business & Occupation tax.

We also obtained property tax collection cash journals made throughout the year to ensure the amount tracked within the Property Tax
Receivable System (PTRS) is accurate. We obtained the state levy calculation spreadsheet and the accounts receivable report from PTRS to tie the
amounts entered as state levy for each county back to the actual collection. All amounts tied without exception. We determined the beginning
balances were accurate and valued correctly. See testing here: [Journal Voucher Testing].

Monthly Journal Vouchers from the Office of the State Treasurer detail how much tax was collected by each county. We selected a sample of four
journal vouchers and two individually significant vouchers that represented 89% of all collections for the year. See sample here [Journal Voucher
Testing] on the "OST JVs" tab. For each of the selected JVs, we reviewed the JV amounts for property taxes, and the totals listed within DOR's
PTRS system to determine if the accounts receivable from property taxes was correctly valued. The difference from one month to the next in the
property tax receivable system was equal to the amount remitted to DOR through OST by the counties for all tested months. See testing here
[Journal Voucher Testing] on the Small Pop. Substantive Sample tab.

Substantive tests performed to meet the Classification assertion:
To ensure property tax receivables were classified correctly within PTRS, we selected a sample of monthly cash journals prepared by the Office of
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State Treasury to review. To determine whether the property taxes were correctly classified, we recalculated the year end ]V and tied totals to the
source codes.

Classification Testing Results:
To ensure property tax receivables were classified correctly within PTRS, we selected a sample of monthly cash journals prepared by the Office of

State Treasury. We selected four journal vouchers and two individually significant vouchers that represented 89% of all collections for the year, to
review for the following:
e Property Tax Collections are recorded in proper revenue source codes in PTRS (Property Tax Receivable System)
e Property Tax Collections recorded by OST cash receipt journal summaries into AFRS are coded correctly.
We reviewed the source coding on the county's A8s and the compiled OST monthly JVs to ensure the balances remitted were entered into the
correct codes; Fund 001, Source 0150, Subsource 020000 and 020001. We determined the the OST JVs and the PTRS records were coded
correctly without exception. See testing here [Journal Voucher Testing] on the Small Pop. Substantive Sample tab.

The deferred inflows balance listed on the JV should tie to the taxes receivable balance in PTRS as of May (due to the one month delay) less the
estimated available revenue. We calculated that the totals listed on the year end JV balanced and matched their source code without exception.
See testing here [Journal Voucher Testing].

In addition, we addressed the existence/completeness assertion in this area as this testing will be used for part of the coverage
of the taxes receivable balance testing.
Substantive tests to meet the Existence assertion (Relevant to the Taxes Receivable testing onl

We traced each of the counties in the selected cash journals from OST to their A8s and their acceptance of the balance.

Existence Testing Results:
We reviewed the A8 from each county for each of the months selected by the JV selection process. The A8s listed all the taxes collected by the

county to be remitted to DOR through OST. We added the taxes collected from Fund 001, Source 0150, subsources 020000 and 020001 only for
the amount of property tax collected. We added the totals of all 39 counties for the property taxes collected, and compared to the amount
remitted to DOR through OST in the relevant JV under the same subsource codes. The total remitted to OST by all the counties matched the total
remitted by OST to DOR. See testing here [Journal Voucher Testing] on the Small Pop. Substantive Sample tab.

Substantive tests to meet the Completeness assertion (Relevant to the Taxes Receivable testing only):
We added all the levy totals given to the counties and the total matched what the original total was (the same as last year plus 1% and
adjustments)

Completeness Testing Results:
Andrew Arnold, Fiscal Analyst 5, provided the letters sent to each of the 39 counties, which outlined the amount of property taxes due for Parts I

and II in 2023. We totalled the amounts due from each of the counties for both parts. We compared the total of the letter amounts, to the total of
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all county levies as calculated in the State Levy spreadsheet. Both Parts I and II balanced with only a rounding difference. See testing here
[Property Taxes Receivable].

We noted the amount of levy due by all the counties was different than the total amount of levy due per the original calculation (last year plus
1%). Mark Studer, Tax Levy Specialist, explained that the total amount of levy due to DOR by the state is not entirely made of property tax levy
on the counties. There are other adjustments that add or deduct from the balance like new construction value improvements and state property.
Mark provided additional calculations for Part I which tied the county levy total to the total levy due with the adjustments. We were able to
replicate this support independently in the Part II calculation. See testing here [Property Taxes Receivable].

D.4.PRG - Human Services

Procedure Step: Summary & Conclusion
Prepared By: CJL, 10/18/2023
Reviewed By: SLB, 10/20/2023
Record of Work Done.’

Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?
The results of our substantive tests do not indicate a need to modify our risk assessment.

The quality and quantity of evidence obtained was sufficient and appropriate.

D.4.PRG - Human Services

Procedure Step: Understanding of Line Item
Prepared By: CJL, 11/15/2023
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Reviewed By: SLB, 11/20/2023

Record of Work Done.’

(1) Prior Audit Exceptions:

We reviewed the most recent audits or in-process audits for the agencies for accountability, SWSA, and ACFR for exceptions related to the
Medicaid program:

ACFR Audits: Prior finding/management letters related to the general IT control deficiencies due to the lack of a SOC II type 2 report that
addresses an entire year (even fiscal years have six months of coverage) or at all (odd fiscal years).
o We confirmed with Christine Nolan, Deputy CIO, HCA did not have a SOC report for ProviderOne for FY23. Issue [V:
HCA ProviderOne SOC Report Deficiency (Part of Finding 2023-01) See 1SS.26].
Impact: This impacts our assessment of control risk for all assertions by increasing it to MAX as necessary.

Single Audit: We reviewed the FY22 SWSA (S1Medicaid-SA22) for issues that directly correlate with our tested management assertions:
o Provider Eligibility - Both agencies did not have adequate controls to ensure provider eligibility requirements for the Medicaid
Program.
= HCA relied on automated systems to assist in the revalidation of providers (required every five years); however, we noted
that out 2,049 providers that should have been revalidated or deactivated: None were revalidated before the due date.
e HCA subsequently revalidated 648 providers which were backdated
e 1,242 providers were deactivated, but HCA did not process the deactivation until 30 days after the eligibility end
date
e The remaining 159 providers should have been deactivated, but HCA did not take effort to deactivate or
revalidate them
= DSHS relied on automated systems to confirm the identify and exclusion status of providers, which is required monthly. A
management decision was made to only screen providers on an annual basis. There was additionally missing
documentation related to enrollment determinations.
Impact: This impacts the Rights and Obligations assertion to ensure claims are paid to eligible providers at the time of service. When
we met with SA for coordination [ACFR / SWSA Brainstorm], Stephanie Garza and Ronni Copeland mentioned that our methodology of
testing eligibility was appropriate due to HCA's ability to backdate revalidations. We will continue to clarify with the Single Audit team
during testing to ensure that our work addresses the requirements of the Medicaid portion of the single audit.

Accountability/IT Audit: We reviewed the in-process audit (S1HealthCareAuthority(ProviderOne)-AC22 and noted that there were issues
created (non-finalized) that impact
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o General risks - There is no IT risk assessment for the ProviderOne system

o Access to the rules engine (where changes to the rules are made) was excessive and there could be unauthorized changes to the
rules engine

o Providers may not be alerted to changes for contacts and EFT information.
Impact: We do not anticipate these potential issues to significantly impact our testing strategies.

(2) Composition & Change Analysis:
Line Item Leadsheet: [Line Item Lead Sheet].

Final Coverage Analysis [Human Services Breakdown]

Expenditure Analysis
We analyzed expenditures* in the following manner [Human Services Breakdown].
HCA [Human Services Breakdown]
DSHS [Human Services Breakdown]
e By Origin Code:
o 85% of the expenditures for HCA were from ProviderOne (OC P1), presenting the most significant origin system. This is expected
as ProviderOne is the Medicaid MMIS.
o 45.3% of the expenditures for DSHS were from ProviderOne and 14.3% were from payroll (OC PR, which is addressed in other
testing procedures in the ACFR).
e By Subobject:
o HCA: 96.6% were from NB (direct payments to providers)
o DSHS: 81.2% were from NA/NB (direct payments to providers and clients)
e By GL Account
o The only item of significance related to the GL accounts is for GL 6525 for DSHS. This account is used for SNAP
expenditures. This represented 24.6% of their expenditures.

These expenditures sources are all in line with our expectations due to the significance of the Medicaid program.

Based upon the quantitative and qualitative aspects of the Medicaid program, we do not consider identified changes to the expenditures
significant which fluctuate year-to-year based upon actual services rendered and demand.

*Note: The amounts within the analysis are interim and based upon the funds, GL accounts, and subobjects from FY22 ACFR queries which
provide information between the income statement sort codes and AFRS transaction detail. We anticipate these are similar year-to-year and
sufficient for preliminary analysis purposes. Additionally, based upon historical testing, we expect HCA and DSHS (followed by DCYF) to
contribute the most to the Human Services line item as they are the primary agencies responsible for human services.



State of Washington

Amendment Updates

The State Plan which describes the nature and scope of Washington's Medicaid Program is changed with plan changes (State Plan Amendments,
SPA) submitted to the Department of Health and Human Services, to be approved by the Centers for Medicare and Medicaid Services (CMS) to
determine whether it meets federal requirements and policies. The State Plan is updated when CMS issues final approval of an SPA.

We reviewed approved SPAs with approval dates within FY23 documented at [State Plan Amendments Review]. During our review, we noted
general updates including extending/increasing of existing rates, technical changes and updates, and exceptions to existing procedures.

Testing impact assessment:

¢ Valuation - We identified multiple rate and effective date updates within the SPAs. Correct rates are an attribute for testing and a
sample of rate updates for accuracy and review and upload process is tested as part of control testing [Key Control #5 (Manual) -
Rate Change Review].

¢ Rights and Obligations (Provider) - One SPA served to distinguish two different rates for Sole Community Hospitals for those with
and without single bed certifications. There is no direct impact on our testing as one of our tested attributes for rights and obligations is
to ensure the provider was eligible to provide the specific service at the time of the claim.

¢ Completeness - We identified SPAs that would increase the nhumber of eligible clients through various means. This has no impact on
our testing as we test for "negative" attributes, i.e. if the client was eligible at the time of service, rather than should more clients have
been registered as eligible. There is no financial impact for "potentially eligible" clients as they do not submit claims if they are not
registered.

¢ General Risk - The state extended its waiver for its exception of establishing a Medicaid Recovery Audit Contractor program. This is a
general risk that does not directly impact our testing; we will consider this waiver in our risk assessment.

Public Health Emergency End [AppleHealth PostPHE Winddown]

During the Public Health Emergency (PHE), CMS provided guidance that allowed for relaxed eligibility determinations and redeterminations, known
as the continuous enroliment provision. Essentially, enrollees were allowed to self-attest to their conditions and income levels for their eligibility
into their recipient aid groups. Those that had coverage were able to retain their coverage throughout the PHE. The PHE ended on 5/11/2023,
but the Consolidated Appropriation Act of 2023 ended the provision. HCA and DSHS resumed normal operations for eligibility redeterminations
4/1/2023, with terminations for those that did not renew eligibility resuming on 5/31/2023.

During this time period, HCA began its efforts to reach clients, including phone calls, text messages, mail/enhanced envelopes, and updated
correspondence for clients to respond to renewals and eligibility reviews to determine if they were still eligible for Apple Health coverage or other
insurance through the Washington Healthplanfinder. Depending upon the coverage group (Classic Apple Health coverage through DSHS, MAGI
Apple Health through Washington Healthplanfinder, etc.) the redetermination process can either be automatic (comparing self-reported income
through the Healthplanfinder to various sources) or a manual process.
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One key takeaway, however, is that terminated clients have 90 days from their termination date to complete their renewal and have retroactive
reinstatement from their termination date without a gap in coverage (pg. 15).

Testing impact assessment: Potential impact
¢ Rights and Obligations - For those individuals who may be ineligible to receive services due to termination between the time frame of
6/1/2023 through 6/30/2023. As noted above and in the wind down guide, those terminated clients have an additional 90 days from
termination to complete their renewal process for retroactive reinstatement. Eligibility of clients are still updated through batches from
ACES to ProviderOne; we will take additional consideration for those TCNs that do not meet client eligibility on a service date to consider
retroactive reinstatement.

e Valuation - HCA should potentially have a Expenditure Accrual estimate, with a corresponding Accounts Payable entry, for those
clients (and their transactions) that are initially deemed ineligible due to the renewal lapse, but receive retroactive eligibility within
the 90 day window. Per inquiry with HCA we determined this is not a new process in eligibility and has been in place since the
enactment of the ACA. A client has up to 90 days to be reconsidered for their renewal and HCA can reinstate coverage back to
termination. Once eligibility is established, claims can be submitted.

SAO Risk Register
We reviewed the Medicaid Task Force's Risk Register for topics that may impact the ACFR for our selected management assertions. We noted

that the risks topics identified could more adequately be covered in other audits such as accountability and performance audits, rather than for
financial reporting purposes.

(3) Updates to Material Account Matrix:

We made a slight change to the DSHS line item risk to also include "A lack of service organization's internal control audit for the ProviderOne
system could lead to inaccurate payments, misuse, loss of misuse, loss or misappropriation of public funds, or payments not properly made only
to eligible recipients for allowable (authorized) services". The risks now match HCA.

No other updates to the Material Account Matrix are necessary. Expenditures for the line items are in expected agencies and sub-objects. We did
not identify significant changes in the expenditures from year to year.

D.4.PRG - Human Services

Procedure Step: Controls - ProviderOne
Prepared By: CJL, 7/24/2023
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Material Balance(s) and Assertions
Internal controls in ProviderOne address the following balance(s):
e Statement of Activities - Government Wide - Human Services - Expenses
o Statement of Revenues, Expenditures, and Changes in Fund Balances - Governmental Funds - Human Services

For the following assertions:
¢ Rights and Obligations - Medicaid / social service payments may not be made to eligible providers, for eligible recipients, or for
allowable services
e Valuation - Medicaid / social service payments may not be made at correct rates.
e Completeness - Payments may not be completely rolled-up to AFRS from P1.
e General Risk - ProviderOne is the Medicaid payments system. A lack of service organization's internal control audit for the
ProviderOne system could lead to inaccurate payments, misuse, loss of misuse, loss or misappropriation of public funds, or payments
not properly made only to eligible recipients for allowable (authorized) services.

We met with the following to discuss ProviderOne and controls:
e Kari Summerour, Audit Liaison

Sam Trimble, IT Business Analyst - Senior

Ed Hicks, IT System Administrator - Senior

Lorena Delgado, IT System Administrator - Journey

Cheri Wright, Medicaid Accounting Manager

Gain an Understanding of Internal Controls
Background.

The Social Security Amendments of 1965 created Medicaid by adding Title XIX to the Social Security Act, 42 USC 1396 et seq. Under the program,
the federal government provides matching funds to States to enable them to provide medical assistance to residents who meet certain eligibility
requirements. The objective is to help States provide medical assistance to residents whose incomes and resources are insufficient to meet the costs
of necessary medical services. Medicaid serves as the nation's primary source of health coverage for low-income populations.

Services are provided to Medicaid eligible enrollees either through enrollment in the managed care program or on a fee-for-service basis. Most
medical services are provided by Medicaid providers. Medicaid providers can be any person, group of people, or health care facility that supplies
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medical services to Medicaid recipients. Providers include doctors, medical equipment companies, podiatrists, dentists, licensed professional
counselors, hospitals, adult day care centers, nursing homes, clinics, pharmacies, ambulance companies, case management centers, home health
care workers, and others.

Managed Care
Managed care is a prepaid, comprehensive system of medical and health care delivery. It includes preventive, primary, specialty and ancillary health

services. The term "managed care" is used to describe a variety of techniques intended to reduce the cost of providing health benefits, improve the
quality of care and deliver health care organized around managed care techniques and concepts. HCA administers the following managed care
programs:

1. Apple Health (formerly known as "Healthy Options") managed care

The majority of Medicaid clients are enrolled in the Apple Health program. The state pays a fixed rate (capitation rate) to licensed health
insurance carriers to provide a defined set of services to enrolled members. Thus, these carriers are paid a negotiated capitation monthly premium
without regard to the actual medical services utilized by each beneficiary. Clients in Apple Health managed care must see only providers who are
in their plan's provider network, unless prior authorization is given or to treat urgent or emergent care.

Currently, the following five plans are available through the Apple Health managed care program:
e Amerigroup

Community Health Plan of Washington

Coordinated Care of Washington

Molina Healthcare of Washington

United Healthcare Community Plan

2. Integrated Managed Care (known as "Fully Integrated Managed Care (FIMC)")

FIMC coordinates physical health, mental health, and substance use disorder treatment services to help provide whole-person care under one
health plan. Integrated managed care is available in all regions.

3. Apple Health Foster Care (AHFC)

The Apple Health Foster Care (AHFC) program provides integrated managed physical and behavioral health coverage statewide to Apple Health
children in foster care. Care coordination for all Washington State foster care enrollees is provided through a single, statewide managed care plan
called Apple Health Core Connections administered by Coordinated Care of Washington (CCW). Apple Health children in foster care (out of home
placement) are auto-enrolled to Coordinated Care of Washington.
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4. Primary Care Case Management (PCCM)

The Primary Care Case Management (PCCM) program is available for American Indians or Alaska Natives. The State's PCCM program is provided
only through tribal clinics and Urban Indian Centers.

Fee-for-service
Under the fee-for-service delivery system, HCA pays providers directly for each service, using the ProviderOne payment system. Regardless
whether a Medicaid client is enrolled in @ managed care plan, the following services are always covered as fee-for-service (FFS):

Dental Care

Vision hardware (children only)

Long-term care

Inpatient psychiatric care for physician services.

Fee-for-service providers have agreed to accept the rates established by HCA as total payment for services. They are not permitted to bill clients
for any amount above that which it received from HCA. For services in which there has been no designated rate, prior approval must be obtained
before the service can be provided. HCA maintains several toll free lines for such approvals.

ProviderOne

ProviderOne (P1) is the state's Medicaid Management Information System (MMIS). P1 is critical to the Medicaid program, processing claims
transactions and payments for Medical, Social Services, Dental, and Pharmaceutical claims. The Health Care Authority relies on P1 for compliance
with the Health Insurance Portability and Accountability Act of 1996 (HIPAA) and Medicaid (Title XIX). The Health Care Authority (HCA)
contracted with a vendor, Client Network Services, Inc. (CNSI), to develop ProviderOne to process state Medicaid payments.

e Since May 9, 2010, P1 has been processing payments for managed care, hospital, medical, dental, medical supplies, vision, and nursing
home claims in "Phase 1.”

e Since January 15, 2015, social service provider payments, such as adult family home, assisted living home and home care agency claim
payments, have been processed through ProviderOne instead of the Department of Social and Health Services' (DSHS's) Social Services
Payment System (SSPS) in “Phase 2". Additionally, W2 social service provider payments were transferred from SSPS to IPOne, a new
online billing system for W2 providers, as of March 2016. W2 provider payments, such as self-employed individual provider payments,
have been processed through IPOne instead of the Social Services Payment System (SSPS) since March 2016.

The P1 system comprises the following subsystems:
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e Client - Client information. Interfaces with DSHS's Automated Client Eligibility System (ACES), DSHS's Comprehensive Assessment
Reporting Evaluation (CARE) system for Social Services Claims, and Department of Corrections' (DOC's) OMNI system for incarcerated
individuals.

e Provider - Provider enrollment and validation. Interfaces with LexisNexis for provider screening and DSHS’s Agency Contract
Database (ACD).

e Third Party Liability - This subsystem is used when a client has other medical coverage and Medicaid is not the primary payer of the
claim.

e Prior Authorization - This subsystem contains prior authorizations that are required for some medical services.

e Social Services - This subsystem includes services provided by Home and Community Services Providers (individual and agency
providers) and Residential Care Providers (adult family homes, nursing homes, etc.) who contract with DSHS. Almost all of the
expenditures processed in this subsystem are recorded as DSHS expenditures because they fall under programs administered by
DSHS. All social services should be pre-authorized. A social services' case worker will evaluate each client and determine what services
will be provided to the specific client and will pre-authorize the services. P1 will not pay for social services that are not pre-
authorized. The adjudication process is the same as other claims.

o Prior to 6/1/2022, DSHS was the legal employer of and submitted claims information for individual providers. As of
6/1/2022, the Consumer Direct Care Network Washington (CDWA) is the legal employer of all Individual Providers (IP) in the
state of Washington and is responsible for submitting claims for the individual home care providers.

e Claims - facilitates submission of claims, payment of claims, managed care payments/encounters, adjustments.

o FFS and Managed Care claims

o Edit processing

e OFIN (Oracle Financials) - used to store GL, A/P, A/R and other financial information.

¢ Rate Setting - HCA's Managed Care unit contracts with actuaries to determine rate. The actuary determines base rate for MCO and
adjustment factors based on gender, age, location. P1 calculates actual rate based on the base rate and relevant actuary factors.

Claims:

Payments initiated from ProviderOne can originate from two different subsystems: Claims and Managed Care. Medical or social service claim
payments to providers are processed through Claims, managed care monthly premiums are paid to Managed Care Organizations through
Managed Care. Premium assistance is paid to insurance organizations or clients through TPL.

P1 has hard coded edits to adjudicate medical/social service claims and managed care monthly premium payments. Using the details included in a
claim, system edits will verify eligibility and allowability of the claim based upon related information included in P1 subsystems, such as Client,
Provider, etc. Payment will not be made unless claims pass the hard edits. The adjudication process can be seen as summarized by the following
flow chart: [Claims Adjudication Flowchart].

Some of the key attributes of a claim that are checked by the edits include:
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e The provider is eligible to provide the specific service covered by the plan to the specific beneficiary (Key Control #1 (Automated) -
Provider Eligibility, Rights and Obligations)

e The beneficiary is eligible for the particular category of service at the time it was rendered (Key Control #2 (Automated) -
Beneficiary Eligibility, Rights and Obligations)

e The allowed amount is within reasonable and acceptable limits or if it differs from the allowable fee schedule amount by a certain
percentage (Key Control #3 (Automated) - Payment Reasonableness, Valuation)

e The procedure codes are within the valid code set HIPAA Transactions and Code Sets (TCS) and are covered by the State Plan (Key
Control #4 (Automated) - Valid Codes, Rights and Obligations)

The ProviderOne system automatically provides daily reports to both the CNSI operations staff and HCA regarding the previous day's adjudication
and processing results. In addition, weekly and monthly reports are provided to HCA. These reports provide indicators that processing is
completed successfully and the results are within normal operating parameters. For example, claims denied percentage should not typically
exceed paid percentage. Any usual variances in values would provide indications to the CNSI and HCA claims team that a possible problem may
exist.

Managed Care:

HCA contracts with managed care organizations (MCOs) to pay providers for Medicaid services to eligible Washingtonians. MCOs deliver defined
benefit packages to eligible clients for fixed monthly rates determined by an independent actuary. ProviderOne pays the MCOs premiums for
clients enrolled in Managed Care Programs (MCP).

Managed Care (MC) transaction flows include the following:
e Encounter data is sent to P1 by MCOs. This data is processed through P1 edit adjudication process to determine whether claims are
allowable. Encounter data is subsequently sent to an actuary to calculate base premium rates for the MCO's.
e Rates (upload process)
e Adjustment factors (risk, age, gender, location) - These are adjustments made to the base rate. The adjustment factors are determined
by the actuaries and entered in P1.
e Portal for clients to request change in MC plan.

Client

For a client's claims to be paid through the P1 system, they must reside in the Client subsystem. Client data is entered in the Client subsystem
through various sources including:

DSHS's Automated Client Eligibility System (ACES)

e DSHS's Comprehensive Assessment Reporting Evaluation (CARE) system

e DOC's OMNI system

e Direct entry by HCA staff
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Provider
For a provider to be paid, providers must reside in the Provider subsystem. Provider data is entered in the Provider Subsystem through various
sources including:

e OneHealthPort

e Agency Contracts Database (ACD)

e Enrolled providers can update certain information in the Provider Portal.

e Direct entry by HCA staff.

CNSI contracts with LexisNexis contracts for provider integrity screening. P1 provider information is sent to LexisNexis. LexisNexis looks up
provider data in multiple public data sources to verify/validate provider is able to provide Medicaid services and sends information back which is
updated in the P1 system.

Third Party Liability
Third Party Liability (TPL) refers to the legal obligation of third parties (for example, certain individuals, entities, insurers, or programs) to pay part
or all of the expenditures for medical assistance under Medicaid. All other available third party resources must meet their legal obligation to pay
claims before the Medicaid program pays for the care of an individual eligible. TPL information is communicated to HCA from various sources,
such as client disclosure, claims, information obtained from the Support Enforcement Management System (SEMS) and outside vendors. TPL data
is entered in ProviderOne including insurance company information, updating TPL invoices, and applying cash receipts to paid claims. TPL data is
entered in ProviderOne through:

e Manual entry from Coordination of Benefits Unit

e SEMS interface

Rate Adjustment (Valuation)
Fee-for-service and managed care premium payment rate factors are uploaded into ProviderOne. Ed Hicks’ team is responsible for the fee-for-
service rate uploads and Sam Trimble’s area operates the managed care capitation rate factors.

For managed care, HCA pays a monthly premium rate to manage care organizations (MCOs) based on a rate per member per month (PMPM).
There are about ten different rate templates for various medical and behavioral contracts as well as three rate templates for different foundational
community support (FCS) contracts. There are five factors used to calculate the rates: base rate factor (BRF), age group factor (AGF), geographic
region factor (GRF), risk adjust factor (ADF), and qualitative adjust factor (ADF). Pending on the managed care program they may use all or
some of the rate factors. Ideally, HCA would like two months from the time a rate change is requested before it is uploaded and executed in
ProviderOne. This time is required to adequately review changes, test for errors, receive proper approvals, and update ProviderOne. For fee-for-
service, HCA directly pays providers for services rendered on qualified Medicaid members. The number of items to review is not as complicated as
managed care so rate turnaround time is usually about 48 hours (target rate for quality control).
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The rate change process begins with the System Operations and Implementation Unit (SOIU) receiving a rate update request via a ticket through
a shared inbox and are triaged for assignment to Information Technology Specialist (ITS) staff within SOIU. Each ticket has a number that is used
to track the progress of these requests. ITS staff first review the information provided to ensure it is complete. The review is only limited to data
validation such as number formats and date ranges, etc. The ITS staff member then uploads the provided file into the ProviderOne User
Acceptance Testing (UAT) environment. This allows them to verify that the file uploads appropriately before attempting to upload the file into
production.

ProviderOne has processing controls to help ensure the rate data uploaded is complete and valid. Updates that do not meet programmed edits will
suspend to an error file that is reviewed by the ITS. If errors are identified, ITS staff notify the business area to make corrections and submit a
new file attachment to the ticket.

Prior to uploading, Sam will also provide the business unit with a computed Rate Report for review. Once correct and successfully uploaded, ITS
reviews the data and additionally compares the number of records in the source data to the number of records uploaded to ProviderOne. If
everything processes appropriately, ITS then uploads the file into the production environment and the data goes through the same processing
controls as in the UAT. When successfully uploaded, all rate updates will have an "In Review" status listed.

ITS then updates and sends the ticket to Heidi DeVries, IT Specialist, who acts as an internal quality assurance for ProviderOne Operations (P10).
She reviews the rate data for accuracy and to ensure the requested changes conforms to medical related coding information which was provided
to HCA from the Centers for Medicare and Medicaid Services (CMS).

HCA's vendor for ProviderOne, CNSI, obtains these types of files from the CMS website and then uploads them to ProviderOne. HCA will also
upload reference data based upon decisions made by its own Policy Division. Heidi reviews all relevant information and determines whether to
approve or reject the changes. Each rate's status reflects her decision. She then updates the ticket and sends it back to the ITS for closure, or
closes the ticket herself.

Once approved, the system attaches dates to the rates data, including the effective date (when the rate was approved), the start date (when the
new rate takes effect), and the end date. ProviderOne also has internal edits which will cause the claim calculation to fail out if data is invalid.
After confirming the test runs produced correct results, P10 will push the rate changes to production (Key Control #5 (manual), Rate upload
review prior to production - Valuation).

How Transactions are Recorded in AFRS:

Using the details included in a claim, system edits will verify eligibility and allowability of the claim based upon related information included in
each of the above subsystems. This also allows the system to determine the type of claim. In this way, ProviderOne adjudicates all claims and
assigns AFRS account codes to each transaction. When all the account codes are assigned, the Claims subsystem validates the assignment which
includes checks for blank values, valid account codes, and AFRS table edits. As account code and table edits are updated in AFRS, there is an
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automated interface between AFRS and ProviderOne to update them in ProviderOne. If the transaction passes the edits in the subsystem, it is put
into an Available for OFIN (Oracle Financials) status. OFIN stores general ledger, accounts payable, accounts receivable, and other financial
information.

On a weekly basis, the Claims and Managed Care subsystems transactions are imported into the OFIN subsystem. It is within this subsystem that
the Accounts Payable and Accounts Receivable netting and other processes occur to prepare the financial portion of the transactions to be sent to
AFRS in batches. Transactions are sent via interface to AFRS for payment. AFRS and OST issue payments and sends a Warrant Wrap file to
ProviderOne where OFIN and the original transactions are updated with the Warrant/EFT Number and Paid Date.

HCA Accounting staff perform daily reconciliation between ProviderOne Batch Reconciliation Report 1280 and the AFRS Batch Interface log to
verify the batches sent from ProviderOne are received and processed in AFRS (Key Control #6 P1 to AFRS Reconciliation,

Completeness). Payment will not be made unless hard edits in ProviderOne are satisfied for validity of the claim and the provider based on the
information in ProviderOne.

Transactions other than Managed Care or Claim payments, are sent to AFRS daily. These daily files include PHIPP/ESI payments and cash
applications in TPL and Drug Rebate.

DSHS

DSHS primarily relies on HCA for rights and obligations (see Automated controls #1-4) and valuation (Key Control #5) as HCA is the
owner of ProviderOne. DSHS fiscal staff perform a similar daily reconciliation (Key Control #6 P1 to AFRS Reconciliation, Completeness)
between ProviderOne report 1280 and AFRS Batch Interface log reports to ensure that batches are sent from ProviderOne to AFRS in their
entirety.

To track the reconciliation process, an Excel workbook is created at the beginning of the month to document this process daily. The reconciliation
process begins with a Fiscal Analyst accessing the ProviderOne system and running a ProviderOne batch reconciliation report (Financial Report
#1280). The P1 batch report specifies agency, batch date, batch type, batch number, batch count (count of all batched transactions), and batch
amount. The ProviderOne batch type is categorized as “"AH" (ProviderOne warrant payment) or “AI"” (ProviderOne warrant cancellation).

The Fiscal Analyst will take a screen shot of this report and paste it into the Excel workbook noted above with a new worksheet for each day of
the month. The Fiscal Analyst then accesses the AFRS - Batch Interface (BI) system and then runs an AFRS batch interface report. The AFRS
batch report also specifies agency, batch type, batch nhumber, batch count, and batch amount. The Fiscal Analyst will take a screen shot of this
AFRS report and paste it to the same worksheet as the ProviderOne batch reconciliation report. The Fiscal Analyst verifies on the AFRS batch
report that the batch date, batch number, batch count, and batch amount shown in the AFRS report matches to the ProviderOne batch report. If
the batch item on both reports match, the Fiscal Analyst will electronically sign the top of the worksheet where is says “Reviewer” for this batch
date.
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If there is a discrepancy between the two reports, the Fiscal Analyst will send a copy of the worksheet with the two compared reports to Cheri
Wright, Medicaid Accounting Manager, at HCA to resolve the issue. Documentation of the communication and resolution is also stored on the tab
for the daily reconciliation.

Key Controls are as Follows:

Key Control #1 (Automated): ProviderOne verifies that the provider is eligible to provide the specific service covered by the plan to the
specific beneficiary (Right & Obligations)

Key Control #2 (Automated): ProviderOne verifies that the beneficiary was eligible for the particular category of service at the time it was
rendered (Rights & Obligations)

Key Control #3 (Automated): ProviderOne verifies that the allowed amount is within reasonable and acceptable limits or if it differs from
the allowable fee schedule amount by more than a certain percentage (Valuation)

Key Control #4 (Automated): ProviderOne verifies that all coded data items consisting of procedure codes are within the valid code set
HIPAA Transactions and Code Sets (TCS) and are covered by the State Plan (Rights & Obligations)

Key Control #5 (Manual): Health Care Authority reviews and approves the input of fee schedules into ProviderOne prior to being available
for payment in processing in the system (Valuation)

Key Control #6 (Manual): Fiscal analysts at both HCA and DSHS perform a daily reconciliation of amounts for batch interface uploads
between the ProviderOne system and AFRS for AH (Payments and adjustments) and AI (Warrant cancelations or reissuances) batches
(Completeness)

Noted Weaknesses are as Follows:

HCA confirms that general controls are in place at CNSI by requiring a biennial Statement on Standards for Attestation Engagements (SSAE) No.
16 Type II audit to occur at the vendor, which occurs on even fiscal years in a biennium. We confirmed with Christine Nolan, Deputy CIO, HCA
did not have a SOC report for ProviderOne for FY23.

Without this SOC report, we do not have assurance for general controls within the system and are unable to solely rely on the controls tested
above. Lack of SOC Report Issue [V: HCA ProviderOne SOC Report Deficiency (Part of Finding 2023-01) See 1SS.26].

D.4.PRG - Human Services

Procedure Step: Key Controls #1 - 4 Edit Checks (Automated)
Prepared By: TLJ, 10/5/2023
Reviewed By: SLB, 10/20/2023
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This record may contain information considered exempt from public disclosure under RCW 42.56.420 of the Public Records
Act. As such, distribution of this record is limited. Limited Distribution information is highlighted in Orange. Redact

Key Controls for Provider One:

Key Automated Control Confirmation and Testing:
The following lists the automated controls we will confirm and test to determine whether the controls are in place and operating as intended:

e Key Control #1: ProviderOne verifies that the provider is eligible to provide the specific service covered by the plan to the specific
Beneficiary. (Rights and Obligations)

e Key Control #2: ProviderOne verifies that the Beneficiary was eligible for the particular category of service at the time it was rendered.
(Rights & Obligations)

e Key Control #3: ProviderOne Verifies that the allowed amount is within reasonable and acceptable limits or if it differs from the allowable
fee schedule amount by more than a certain percentage. (Valuation)

e Key Control #4: ProviderOne verifies that all coded data items consisting of procedure codes are within the valid code set HIPAA
Transactions and Code Sets (TCS) and are covered by the State Plan. (Rights & Obligations)

Determine whether the entity has sufficient general controls in place and operating effectively to be relied upon. This would include
determining if the Heath Care Authority obtains a Service Organization Control (SOC) report for the ProviderOne vendor (CNSI).

The understanding for this system is documented above in the "Controls - ProviderOne" step, Controls - ProviderOne.

2. Key Automated Control Confirmation and Testing:

In order to confirm and test key controls related to Key Controls #1-4, we began by obtaining the current list of all ProviderOne system edits as of
June 1, 2023. To obtain this list, we logged into ProviderOne via its web interface, clicked on the Claims subsystem tab, clicked the Administration
link, and clicked the Error Codes link. We then filtered the report to only include those edits that are in Active status. The resulting report

included 1,893 records [See "Active Error Codes" Tab here:FY23 Edit Testing] which includes edits that affect both medical and social service
claims. Green Highlighted records within the "Active Error Codes" Tab identify edits from the Point of Sale (POS) pharmacy system, which are
included in ProviderOne for reference, but not used in the adjudication process. Therefore, these edits are outside the scope of our review and will
not be considered for testing. Instructions, including screen shots for downloading this information from ProviderOne, can be seen at the "P1
Screens" tab here: [FY23_Edit Testing].
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To select edits related to our key controls we filtered the list of edits as follows:

¢ Provider Eligibility Edits: Either the Error Description column contained "provider", "taxonomy", "NPI", "Enrolled Hospital" or
Group column contained "Provider." This resulted in 173 related codes, which can be seen at the "Provider Elig Edits 2023" tab here:
[FY23 Edit Testing],

o Client Eligibility Edits: Either the Error Description column contained "Client", "patient", "recipient”, or the group column
contained "Client". This resulted in 228 related codes, which can be seen in the "Client Elig Edits 2023" tab which can be seen here
[FY23 Edit Testing].

¢ Allowed Amount Edits: Either the Error Description column contained "price", "pricing", "rate", "amount", "fee", "unit",
"exceed" or the group column contained "Pricing”, "TPL" or "Duplicates". This resulted in 514 related codes, which can be seen in the
"Allowed Amt Edits 2023" Tab here: [FY23 Edit Testing].

¢ Procedure Code Edits: Either the Error Description column contained "account”, "code", "coding", "procedure", "CPT", "HCPCS",
"modifier", "revenue" or the group column contained "Account Coding" or "Reference". This resulted in 511 related codes, which can
be seen at the "Procedure Code Edits 2023" tab here: [FY23 Edit Testing].

Once edits related to our key controls were identified, we made judgmental selections for testing based on the following factors:

Error Code Number

Error Description

Prior Audit Work

Group description

Start Date

Effective Date

End Date

Typical number of claims the edit applies to
Last year of selection for review (if applicable)

Our goal was to select edits that appear to be general enough that they could be related to any claim, or at least larger groups of claims,
processed by the system. Many of the edits in the system are specific to particular providers or unique situations, so selecting the general edits
allows us increased coverage and assurance that larger numbers of claims are being adjudicated correctly. We also considered what procedure
codes have been selected in prior year reviews.

Due to the number of edits in the system, we cannot look at all audits utilized within the given audit period. Therefore, we cycle through different
edits each year to gain additional coverage over time. A listing of prior year edit selections can been seen in the "Prior Years Selections" Tab here:
[FY23 Edit Testing] and a listing of edits excluded from testing in prior years can be seen in the "Prior Years Exclusions" tab

here: [FY23_Edit_Testing]. Our 2023 selections can be seen in the "Initial Edit Selections 2023" Tab here: [ FY23_Edit_Testing]. We then provided
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this listing to HCA in order to obtain additional information and verify if the edits meet our expectations based upon the brief description included
in the system. Ed Hicks, System Operations & Implementation Unit Manager, viewed the selections and provided us with information regarding
our selected edits and the applicability of their current usage (i.e. the codes will not post as their functionality has been either removed or turned
off due or the edit check is not a part of the claim process). The information provided by HCA and our final selections for testing can be seen in
the "Edit Selections - HCA 2023" Tab here: [FY23 Edit Testing]. An overall summary describing the number of edits selected this year, as well as
prior years can be seen in the "2023 summary of Edit Testing" Tab here: [FY23_Edit_Testing].

TraceTool/Rulelt Logic Testing and User Acceptance Testing
The following edits were selected for testing: Allowed Amounts: 12516, 09025, 16005, 12014, 00500, 16030; Client Edits: 000070, 03100, 12301;
Procedure Code: 03936, 11120, 12335; Provider: 01625, 01505, 40125

In August 2023, we met several times with Brandon Diltz, IT system Administrator, Angela Skinner, Senior IT System Administrator Specialist, and
Ed Hicks, System Operations and Implementation Manager, to perform our confirmation of controls. Prior to our meetings, Ed sent us the
TraceTool information for each edit which described (in plain talk) what would cause the edit to post. During our meetings, Ed presented his
screen and we viewed the logic code in Rulelt for each error code selected. We compared the provided TraceTool information to the Rulelt code
or configuration settings within the ProviderOne system and saw that either the Rulelt included code covering each item described in the
TraceTool logic or it was covered by a ProviderOne configuration setting. See "Rules Engine Testing 2023" Tab here: [FY23_Edit_Testing].

In addition to the test performed above, we opted to perform the following procedures for all selected edit checks against actual claims within
Provider One:

e Activate the selected edit check (To ensure it activates on an applicable claim)

¢ Remove the selected edit check (To ensure it does not activate on non applicable claims)

In August 2023 on multiple days, we performed the noted testing above, within PRovider Ones system's User Acceptance Testing (UAT)
environment with Brandon Diltz, Angela Skinner, and Ed Hicks. For documentation purposes, for each category of the edit checks we have
provided the screenshots & walkthrough of our testing for only one of the edits. We obtained similar documentation for all edit check tests below
during these meetings. Results of the tests are provided in the results below.

The following provides the results of our edit testing for Key Controls #1-4:

Key Control #1: ProviderOne verifies that the provider is eligible to provide the specific service covered by the plan to the

specific beneficiary.

The following edits were selected for our edit testing related to provider eligibility:
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Error [Error Description id the Edit Check [Did the Edit Check|Auditor
Code ppear in the ppear in the non |Notes
pplicable pplicable claim?
laim? (Y/N) Y/N)
01625 |Local taxonomy invalid for | Yes No No issues
Medical Claims noted.
40125 |Out of State Billing Provider| Yes No No issues
is not allowed noted.
01505 [BILLING PROVIDERISA |Yes No No issues
SERVICING PROVIDER noted.
ONLY

No exceptions.

Additionally, HCA submitted claims through ProviderOne so we could test the behavior of each selected edit. Procedures for the edit check testing
can be seen below:

01625 Local Taxonomy invalid for Medical Claims
o Activate Edit Check Procedures:
»= To activate the Edit Check the following steps were performed:
e Start with a claim with this edit check not active
e  Within the Claim, modify the "Special Claim Indicator" Field to "SM - Suspend Medical Claim", which will modify
the claim to a Medical claim and with the given "Billing Provider Taxonomy Code" set to a local taxonomy code
25CRL0O0000L, the Edit check appeared as this local taxonomy code is invalid for Medical Claims.
o Deactivate/Remove Edit Check Procedures:
= To remove the active Edit Check the following steps were performed:
e From the claim noted in the previous step, we modified the "Special Claim Indicator" Field to remove the "SM -
Suspend Medical Claim". After Medical Claim indicator was removed, the activated edit check dropped off and was
no longer active on the claim
40125 Out of State Billing Provider is not allowed (See walkthrough of Testing for this edit check performed here:HCA Provider Edits)
o Activate Edit Check Procedures
= To activate the Edit Check the following steps were performed:
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e Start with a claim with this edit check not activated and with the service being provided to the client by an out of
state servicer.

e Within the Claim modify the RAC codes to be not termed properly for the date of service. (Auditor Note: We
confirmed with Ed, Brandon, and Angela on 10/5/23 that the properly termed RAC codes bypass the selected edit
check to allow out of state providers to be paid. Provider One defaults to not allowing any out of state of
providers, this is bypassed however if the client is participating in an Eligible RAC that allows them to receive
basic services outside of the state). This should generate the claim.

¢ Upon modifying the RAC codes to not be properly termed for the date of service on the claim, the edit check was
generated.

o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:

e Utilizing the same claim from the precious steps above, the RAC codes were modified to be properly termed with
the date of service on the claim.

e Once the step above was completed, the edit check was removed from the claim.

e 01505 BILLING PROVIDER IS A SERVICING PROVIDER ONLY
o Activate Edit Check Procedures
= To activate the Edit Check the following steps were performed:

e Start with a claim with this edit check not active with an accurate Billing Provider, Referring Provider, and
servicing Provider NPI (National Provider Identifier) in their respective fields.

e Removing the Servicing Provider NPI (and leaving the input field blank) and replacing that (Servicing Provider
NPI) number into the Billing Provider NPI Field should result in the Edit check being generated. This is because
the purpose of the edit check is to make sure that the Provider that is Billing is not in in the Provider One system
as a servicing only provider.

e Once the steps above were complete, the edit check was generated.

o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:

e Utilizing the same claim from the previous steps above, Inputting an accurate Service Provider and Billing
Provider NPI in their respective fields should remove the edit check on the claim as the NPI's should be indicating
within Provider One that the Provider that it is both a billing and servicing provider.

e Once the steps were complete the edit check was removed from the claim.

Based upon this testing, we found each edit behaved as expected. No exceptions. Testing example for one of the edit testing can be seen here:
HCA Provider Edits




State of Washington

Key Control #2: ProviderOne verifies that the beneficiary was eligible for the particular category of service at the time it was
rendered.

The following edits were selected for our edit testing related to client eligibility:

Error  [Error Description Eid the Edit Check id the Edit  |Auditor Notes
Code ppear in the applicable [Check appear in
claim? (Y/N) he non
pplicable
claim? (Y/N)

00070 |INVALID PATIENT Yes No No issues

ISTATUS noted.
03100 |Diagnosis not Valid for |Yes No No issues

Client Gender noted.
12301  |New Patient EPSDT Yes No No issues

Screen Limit Exceeded noted.

ules engine lesting ab nere it _lesting|.

Additionally, HCA submitted claims through ProviderOne so we could test the behavior of each selected edit. Procedures for the edit check testing
can be seen below:

00070 INVALID PATIENT STATUS

o Activate Edit Check Procedures
*= To activate the Edit Check the following steps were performed:

Start with a claim with this edit check not active and has an accurate patient status. For this test a claim on a
recent new-born infant was utilized to demonstrate how Provider One identifies if the patient status is accurate to
the claim. Additionally within the claim, the "Special claim Indicator", was set to "B-Baby On Moms PIC" to
indicate that since it was less than 60 days since the birth of the infant (DOB was 12/24/22 and date of service
was set to 1/23/23) the baby was on the mothers client ID. The Patient Status on the claim was modified to " 69-
Discharged/transferred to a Designated Disaster Alternative Care Site" which should trigger the edit check as the
child was still receiving care and would be invalid to the current status of the claim.
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¢ Upon modifying the Patient Status claim to " 69- Discharged/transferred to a Designated Disaster Alternative Care

Site", the edit check did appear
o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:

e Utilizing the same claim from the previous step, to remove the edit check, the Patient status on the claim was
maodified to "30 - Still Patient" to indicate that the newborn is still receiving care/services. This should remove the
edit check on the claim as the infant is still receiving care.

¢ Upon modifying the Patient status on the claim to "30 - Still Patient", the edit check was removed.

e 03100 Diagnosis not Valid for Client Gender (See walkthrough of Testing for this edit check performed here:HCA Client Edits)
o Activate Edit Check Procedures
= To activate the Edit Check the following steps were performed:

e Start with the claim from the previous step with the edit check not activated. From there, modify the Gender on
the claim to not match with the gendered diagnosis. In our test the diagnosis was male related, so the gender on
the claim was modified from male to female which should result in the edit check generating.

¢ Upon the modification of the claims gender to female, the edit check was generated.

o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:

e The first test we completed was to utilize a claim with the edit check already activated. The claim was generated
as the Claim contained a Male diagnosis, however the gender on the claim was listed as "Female"

e To remove the claim the gender listed on the claim was modified to male, which should result int he edit check
being removed.

e Upon the modification of the gender to male the edit check was removed from the claim.

e 12301 New Patient EPSDT Screen Limit Exceeded
o Activate Edit Check Procedures
= To activate the Edit Check the following steps were performed:

e Start with a claim with this edit check not active and modify the billed units for EPSDT (Early Period Screening,
Diagnostic, and Treatment) to 47. This exceeds the Limit of five billed units for these types of claims, the Edit
check should generate as these exceeds the limit set within Provider One.

¢ Upon modifying the billed units to 47, the edit check was generated.

o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:

e Utilizing the claim from the previous step the Billed units for the claim was modified from 47 to one. This should
result in the removal of the edit check as it is below the limit of five.

e Upon modifying the Billed units to 1, the edit check was removed from the claim.
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Based upon this testing, we found each edit behaved as expected. No exceptions. Testing example of one of the edits can be seen here: [HCA
Client Edits].

Key Control #3: ProviderOne verifies that the allowed amount is within reasonable and acceptable limits or if it differs from the
allowable fee schedule amount by more than a certain percentage.

The following edits were selected for our edit testing related to allowed amounts:

Error [Error Description Did the Edit Check Did the Edit Check |JAuditor Notes
e appear in the ppear in the non
applicable claim? (Y/N)japplicable claim?
(Y/N)
12516 |Home Health Limit Yes No No issues noted.
Exceeded
09025 [ALLOWED AMOUNT Yes No No issues noted.
EXCEEDS CLAIM
THRESHOLD LIMIT
16005 ([BILLED AMOUNT Yes No No issues noted.
REQUIRES REVIEW
12014 [EXCEEDED THE LIMITS Yes No No issues noted.
ALLOWED PER YEAR
00500 |CLAIM CONTAINS A Yes No No issues noted.
PAYMENT AMOUNT FROM
ANOTHER PAYER
16030 |Unable to price for the Yes No No issues noted.
Date of Service

ee Rules engine lesting a ere it _lesting|.

Additionally, HCA submitted claims through ProviderOne so we could test the behavior of each selected edit. Procedures for the edit check testing
can be seen below:

e 12516 Home Health Limit Exceeded
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o Activate Edit Check Procedures
= To activate the Edit Check the following steps were performed:
e Start with a claim with this edit check not active and with "0" Billed units of Home Health Claim Visits. (Per Ed,
Angie, and the review of the Trace Logic, the limit to Home Health Visits for this particular type of claim is two
Billed Units). The Billed Units within the claim was then modified to 17 units which should result in Provider One
generating the edit check as the number of Billed units exceeds the maximum allowable billed units for Home
Health Limits.
e Upon modifying the Billed units to 17, the edit check was generated indicating the Home Health Limits had
exceeded.
o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:
e Utilizing the claim from the previous step, The Billed units within the claim was modified from 17 Billed units to 2
billed units which should result in the removal of the edit check as it is equal to the limit of the Home Health Visit
Billed units and does not exceed the amount.
e Upon modifying the number of Billed Units to two, the edit check was removed from the claim.

e 09025 ALLOWED AMOUNT EXCEEDS CLAIM THRESHOLD LIMIT (See walkthrough of Testing for this edit check performed here:HCA
Allowed Amounts Edits)

o Activate Edit Check Procedures
= To activate the Edit Check the following steps were performed:

e Start with a clam with this edit check not active and with Manual Price on the claim set to $35,000 which is below
the $50,000 Dollar threshold limit for the allowable amounts on claims (Per Ed and Angie the Manual Price is the
driver of this edit check as the Allowable amount is equal to the Manual Price set within the claim). To generate
the edit check the Manual Price field was modified to $55,000, which is above the threshold limit.

e Upon modifying the Manual Price Field to $55,000, the edit check was generated on the claim.
o Deactivate/Remove Edit Check Procedures:

= To remove the edit check the following steps were performed:

e Utilizing the claim from the previous step, the claims manual price was modified back to $35,000 which is below
the Threshold limit.

¢ Upon modifying the manual price, the edit check was removed from the claim.
e 16005 BILLED AMOUNT REQUIRES REVIEW

o Activate Edit Check Procedures
= To activate the Edit Check the following steps were performed:
e Start with a claim with this edit check not active and a Manual Price Set to $0 on the claim. The claim will
generate if the Manual Price is set to anything higher then $1 which will result in the claims Billed amount being
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required to be reviewed and the Edit check generating. To generate the edit check the manual price was set to
$50.

e Upon modifying the manual price to $50 within the claim the edit check was generated indicating the claims
billing amount required review.
o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:
e Utilizing the claim from the previous step, the Manual Price amount was adjusted to $.99 which should result in
the edit check being removed from the claim.
¢ Upon modifying the Manual Price amount to .99, the edit check was removed from the claim.
12014 EXCEEDED THE LIMITS ALLOWED PER YEAR
o Activate Edit Check Procedures (Per Review of the Trace Tool and confirmation from Ed and Angie, there are 16 different ways
this edit check can be generated, for the test below, we selected the generation route of the edit check being activated from two

claims being submitted for the same service for the same service date which is beyond the allowable limit of 1 for the particular
medical service)

= To activate the Edit Check the following steps were performed:

e Utilizing the scenario set up below, the secondary claim had its void reversed, which should subsequently
generate the edit check.

e Upon removing the void on the secondary claim, the edit check reappeared on both claims

o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:

e Start with a claim with the edit check activated. The edit check is activated because there was two claims
submitted for the same service on the same date which is beyond the allowable limit of 1 for the particular
medical service.

e The non-original claim (Second claim to the Original Claim), was then modified to be voided, which should result
in the Edit Check following off the original claim and the secondary claim.

e Upon voiding the second claim the edit check dropped off on both claims (Note: The edit check would drop off on
the secondary claim because it would be voided and not be paid).

00500 CLAIM CONTAINS A PAYMENT AMOUNT FROM ANOTHER PAYER
o Activate Edit Check Procedures
= To activate the Edit Check the following steps were performed:

e Start with a claim without this edit check generated. To activate the claim, changing the TPL (Third Party
Liability) indicator to "yes", should activate the claim as it indicates there is a TPL payment on the claim. This is
because for the particular claim selected, it does not allow for TPL payment to be made (this was confirmed by
reviewing the TPL information tab within the claim header which confirmed there was only one allowable payer
and no allowable Third Party payment source).
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¢ Upon modifying the special claim indicator to "Yes" the edit check was generated.
o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:
e Utilizing the claim from the previous step, modifying the TPL indicator to "no" should result in the edit check
being removed from the claim.
e Upon modifying the TPL Indicator to "No" the edit check was removed from the claim.
16030 Unable to price for the Date of Service

o Activate Edit Check Procedures
= To activate the Edit Check the following steps were performed:

e Utilizing the same claim in the steps below, we modified the Date of Birth back to the mothers date of birth which
should result in the edit check being generated as it is inaccurate to the type of service provided and not correct
according the Special Claim indicator.

¢ Upon modifying the Date of birth back to the mother, the edit check was generated.

o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:

e Start with a claim with the edit check activated. The edit check is activated because for this applicable claim,
there is a billing error derived from the patients information on the claim. The billing error is due to the mothers
identification (Date of Birth) being utilized on the claim but not the newborns date of birth (the baby received the
medical service provided). Provider One recognizes this as an error due to the Special Claim Indicator "B-Baby on
Moms ID".

e The Date of birth on the claim was changed to reflect that of the newborn which should result in the edit check
being removed from the claim.

¢ Upon modifying the date of birth to reflect that of the newborns, the edit check was removed from the claim.

Based upon this testing, we found each edit behaved as expected. No exceptions. Testing can be seen here: [HCA Allowed Amounts Edits].

Key Control #4: ProviderOne verifies that all coded data items consisting of procedure codes are within the valid code set
HIPAA Transactions and Code Sets (TCS) and are covered by the State Plan.

The following edits were selected for our edit testing related to valid procedure codes:

Error
e

rror Description Did the Edit Check |Did the Edit Auditor Notes

ppear in the k appear in
pplicable e non
aim? (Y/N) pplicable
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iclaim? (Y/N)

11120 |PROCEDURE REQUIRES| Yes No No issues
PRIOR noted.
AUTHORIZATION

03936 [Invalid Revenue Code |Yes No No issues
and Procedure Code noted.
combination

12335 |PROCEDURE LIMIT OF |Yes No No issues
2 PER MONTH noted.
EXCEEDED

ules Engine Testing ab here it_Testing|.

Additionally, HCA submitted claims through ProviderOne so we could test the behavior of each selected edit. Procedures for the edit check testing
can be seen below:

11120 PROCEDURE REQUIRES PRIOR AUTHORIZATION (See walkthrough of Testing for this edit check performed here:HCA Procedure
Edits)
o Activate Edit Check Procedures:
»= To activate the Edit Check the following steps were performed:
e Start with a claim that has an active DRG Code that requires pre authorization (In this claim it was for a medical
procedure that required pre-authorization)
¢ Modify the Prior authorization date "End Date" field within the "Access Indicator Detail" Access Screen to be an
invalid date (The start date utilized was 1/1/2016 and the end date utilized was 12/31/2999, the Provider One
system will recognize this (the end date) as invalid). The edit check generated as the end date was recognized as
invalid within Provider One.
o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:
= From the claim in the previous step modify the end date to a valid date (in this case the end date was modified to
1/1/2016) which resulted in the edit check being removed from the claim as the date was recognized as a valid
preauthorization date
03936 Invalid Revenue Code and Procedure Code combination
o Activate Edit Check Procedures
= To activate the Edit Check the following steps were performed:
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e Start with a claim with this edit check not active. To activate this edit check, the combination of the
Procedure/Service Code has to be an inaccurate combination with the Revenue Code. The valid Procedure/Service
code and revenue code combo was modified, the current, valid Procedure code was G0151 (when paired with
Revenue Code 0421), modifying this procedure code to (G0157) should result in the edit check activating as the
this combo is invalid which was confirmed by Ed, Angela, and Brandon.

e Upon modifying the Procedure code, the edit check was generated on the claim.

o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:

e Utilizing the same claim from above, the Procedure Code was modified back to G0151, which should result in the
edit check dropping off as the (G0151 PRocedure Code & 0421 Revenue Code are a valid combination)

¢ Upon modifying the procedure code back to G0151, the edit check dropped off.

e 12335 PROCEDURE LIMIT OF 2 PER MONTH EXCEEDED
o Activate Edit Check Procedures
= To activate the Edit Check the following steps were performed:

e Utilizing the same claim in the test below, to reactivate the edit check, the void was reversed, which should result
in the edit check reappearing.

e The edit check reappeared on the second claim once the void was removed.

o Deactivate/Remove Edit Check Procedures:
= To remove the edit check the following steps were performed:

e Start with a claim with this edit check generated. This edit check is generated on the claim because there was
already another paid claim for 2 billed units for this client for the same procedure within the same month. The
second claim (the claim in this scenario) had one billed unit which would have brought the total number of
Procedures/billed units to three in the month which is why the edit check is generated.

e The second claim (the claim in this scenario) was voided which should result in the drop of the edit check as the
claim is no longer valid.

e The edit check dropped once the second claim was voided as it was no longer valid to be paid.

Based upon this testing, we found each edit behaved as expected. No exceptions. Testing can be seen here: [HCA Procedure Edits].

Part 2: Data Analysis Testing:

We also determined we would complete some in-house CAATs (computer assisted audit techniques) work, which will allow us to look at the actual
payments made during the audit period, and determine if ProviderOne processed payments as expected based upon our understanding. This will
be a re-performance of the controls on a large scale, which will provide us with much more assurance if the controls are working as described.
Additionally, since we are reviewing actual payments, we consider this dual purpose testing as it will provide us with a great deal of substantive
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evidence as well. This is in addition to the more detailed substantive work to be completed by the ACFR team. If any particular exceptions are
identified during our testing, we will inform the line team so they can increase the sample size of their substantive work.

To complete our testing, we began by analyzing the population to determine what our testing population should include [see FY23 Dual Purpose
Procedure Code Testing]. Based on this analysis, we determined we would consider all FY23 paid claims paid at the service line level. We then
summarized this population by procedure code and claim type in order to identify specific procedure codes for testing [see FY23 Dual Purpose
Procedure Code Testing]. Not all payments made through ProviderOne contain a procedure code, but we will concentrate on the population that
does based upon the key controls identified. In order to get as much coverage of dollars spent during FY23 as we can, we initially determined we
would select all procedure codes with more than $3 million in paid claims for testing, which were not tested in our prior year reviews between
FY14 and FY22. We would also exclude the OPPS claim type (testing OPPS claims requires more information than what is available in the
ProviderOne data) and W2 provider personal care services (these provider rates are unique to each provider and only available in the IPOne
system) from our selections. Following this criteria, we identified a minimal number of new codes to test, so we expanded our selection to include
additional codes not tested since FY16 [FY23 Dual Purpose Procedure Code Testing]. This provided us with 21 procedure codes for testing, which
included $394,905,666.72 related to 5,560,954 claims [see FY23 Dual Purpose Procedure Code Testing]. This makes up 6.7% of the total population.
Each year we try to focus on codes that have not been tested before in order to test as many codes as possible over the years of testing. Our
queries to analyze and create the testing population for the procedure code testing can be seen at [ProcedureCode Population Queries].

The following provides the details of our data analysis testing as related to key controls #3 and #4:

Key Control #3: ProviderOne Verifies that the allowed amount is within reasonable and acceptable limits or if it differs from the
allowable fee schedule amount by more than a certain percentage.

Based on our selection of procedure codes as described above, we identified the approved rates based on HCA's fee schedules available on its
web site. We then analyzed associated medical and social service claims from the ProviderOne system and compared the paid amounts to these
rates to ensure claims were paid at the appropriate amounts. We performed the testing with SQL queries [see
FY23_ProcedureCode_Testing_Queries] and documented the results at [FY23 Dual Purpose Procedure Code Testing] (the testing of each procedure
code is included in the last 21 tabs of the spreadsheet after the "Testing PSC" tab). Records tested included $394,905,666.72 from 5,560,954 paid
claims, which makes up 6.7% of the population of FY23 ProviderOne claims paid at the service line level with procedure codes [see FY23 Dual
Purpose Procedure Code Testing]. The service line level payments with procedure codes make up over 78% of the total population of dollars paid in
ProviderOne and over 87% of all records [see FY23 Dual Purpose Procedure Code Testing].

For the procedure codes included in our testing, we have determined the ProviderOne system is paying claims at or below the appropriate rates
included in the identified fee schedules and reports. No exceptions identified.

Key Control #4: ProviderOne verifies that all coded data items consisting of procedure codes are within the valid code set
HIPAA Transactions and Code Sets (TCS) and are covered by the State Plan.
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During our testing of procedure codes [see FY23 Dual Purpose Procedure Code Testing], we found all procedure codes tested were part of the

agency's plan for covered procedures. We did this by identifying each selected procedure code in its corresponding provider billing guide and fee
schedules available publicly on the HCA website. We saw no evidence of claims paid through the ProviderOne system for services not covered by
the agency. No exceptions noted.

HCA ProviderOne SOC Report Detficiency (Part of Finding 2023-0 ee . [12]

ProviderOne Summary lotals Queries). |otal dollars included In the data are $17,905,0641,999.54 and total transactions are 147,537,435.

2. Preliminary Control Risk Assessment
LOW - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or

material weaknesses. We will perform testing below to determine if we can place reliance on the controls.
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3. Control Risk at LOW — Test General Controls:

In order to support a LOW control risk assessment, we tested relevant general IT controls that maintain the integrity of the automated
controls. Based on our testing, general IT controls related to the automated control were not adequate to ensure that the control operated
consistently during the audit period. Control risk will be assessed at maximum.

D.4.PRG - Human Services

Procedure Step: Key Control #5 (Manual) - Rate Change Review
Prepared By: CJL, 8/9/2023

Reviewed By: SLB, 10/20/2023

Record of Work Done.’

Human Services - Valuation
Key Control #5 (Manual): Health Care Authority reviews and approves the input of fee schedules into ProviderOne prior to being available for
payment processing in the system.

1. Test of Key Manual Control:
Testing of key controls for this system are required due to the incorporation of our testing procedures into the single audit.

To test whether HCA adequately reviews and approves the input of fee schedules and changes into ProviderOne prior to them being available for
payment processing in the system.

We generated populations of rate upload files for both fee-for-service and managed care within ProviderOne by performing the following exports;
we set a run end date for the filters to be prior to the year-end, but consider our testing to be sufficient as the process is the same for the entire
year and our population is sufficiently large to opine on.

FFS:
Rate Settings -> Rate Group -> Filter By: Upload Date 07/1/2022 to 04/27/2023 -> AND: File Name % -> AND Status: Approved
for the following Rate Groups:

e Provider Rates

e Program Rates
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Group Rates
Proc/Svc/Revenue Rates
Client Rates

Taxonomy Rates

DRG Value Rates

MC:
Managed Care -> PMPM Rate Configuration -> View Summary Rate Report -> Filter by: Generate Date 07/1/21 to 04/27/23

The process of rate change review, approval, and upload are similar between the MC and FFS rates, but the requests originate from different
teams. We combined the rate change files into a single population to draw our sample.

Sample Selection and testing [Human Services - Control Dual Purpose Testing]

We randomly selected 56 file uploads into ProviderOne from the single population of FFS and MC rate changes. For each sample item, we
reviewed help desk ticket strings and correspondence to determine whether HCA ITS staff and program staff reviewed and approved the rate
change files in the UAT* and PROD settings prior to being available for payment processing in the system.

*If the batch number was not noted in work note comments, we logged into the ProviderOne UAT environment and searched on the File Name to
see the relevant upload date for the rate sheet. There are instances where the file cannot be uploaded into the testing environment, e.g. the NPI
is not loaded present in UAT, the NPI is termed for validation in UAT, etc. The UAT environment serves as a test to see necessary changes to the
rate files prior to their upload. UAT is updated approximately once a year. We do not consider those files that cannot be uploaded into the UAT
as exceptions, primarily because we noted general correspondence between the requestor and assigned processor when changes are necessary
for the file upload.

Noted Weaknesses are as follows:
None

2. Preliminary Control Risk Assessment

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

While we have tested controls for the completeness of ProviderOne batch amounts to AFRS via dual-purpose testing, we noted [Controls -
ProviderOne] that we cannot entirely rely on controls within the ProviderOne system due to the the lack of a SOC report for general control
assurances for the fiscal year. Due to the lack of assurance, we have assessed our control risk for valuation MAX (based upon a combination of
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dual-purpose testing and the general risk of controls within the system).

D.4.PRG - Human Services

Procedure Step: Key Control #6 (Manual) - P1 to AFRS Batch Reconciliation
Prepared By: CJL, 7/24/2023

Reviewed By: SLB, 10/20/2023

Record of Work Done.’

Human Services - Completeness
Key Control #6 - Fiscal analysts at both HCA and DSHS perform a daily reconciliation of amounts for batch interface uploads between the
ProviderOne system and AFRS for AH (Payments and adjustments) and Al (Warrant cancelations or reissuances) batches.

The understanding for this system is documented above in the "Controls - ProviderOne" step.

1. Test of Key Manual Control:
Testing of key controls for this system are required due to the incorporation of our testing procedures into the single audit.

To test whether daily reconciliations between ProviderOne to AFRS are performed (which would ensure complete roll-up of expenditures from the
source system to AFRS), we performed the following procedures:

Population

As the reconciliations are performed daily, we identified workdays (non-weekends and non-holidays) between 7/2/2022 and 4/27/23 (based upon
prior audit history), resulting in a total of 251 workdays. As both agencies perform a similar reconciliation, this results in a total of 502 potential
reconciliations to be performed for FY22 settlement dates. We consider our testing to be sufficient as the process is the same for the entire year
and our population is sufficiently large to opine on.

Selection

As the reconciliations are the same between the two agencies, we determined that a single sample with two strata (one for each agency) would
be sufficient to test the control and to perform the dual purpose test to ensure that the ProviderOne expenditures are fully rolled up into

AFRS. Based upon the Substantive/Dual Purpose Sample sample size chart with tolerable misstatement of 5% and 0% expected failure rate (we
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have performed this in prior audits, with no errors identified), the stated sample size was 56; this is the same sample size as the Control Statistical
Sample with the same parameters. We randomly selected 56 reconciliation workdays and allocated the first half to DSHS and the second to HCA.

Testing [Human Services - Control Dual Purpose Testing]
For each random date, we reviewed the reconciliation to determine whether (Completeness):
e The agencies performed a reconciliation of the prior day between ProviderOne report 1280, for batch types AH/AI - Both agencies
performed reconciliations between AFRS and ProviderOne within the ProviderOne settlement date, no issues noted.
e The ProviderOne report 1280 amounts reconciled to the AFRS Batch Interface Logs - We reconciled the AFRS batch interface amounts to
the ProviderOne 1280 reports each day with with no differences between the batched amounts noted.

Noted Weaknesses are as follows:
None

2. Preliminary Control Risk Assessment
MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or

material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

While we have tested controls for the completeness of ProviderOne batch amounts to AFRS via dual-purpose testing, we noted [Controls -
ProviderOne] that we cannot entirely rely on controls within the ProviderOne system due to the the lack of a SOC report for general control
assurances for the fiscal year. Due to the lack of assurance, we have assessed our control risk for completeness MAX (based upon a combination
of dual-purpose testing and the general risk of controls within the system).

D.4.PRG - Human Services

Procedure Step: Risk Assessment
Prepared By: CJL, 6/29/2023
Reviewed By: SLB, 10/20/2023

Record of Work Done.’
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(1) Inherent Risk (IR):

Based on our understanding of the line item, we assessed inherent risk as follows for each relevant assertion and significant class of transactions:
¢ Rights and Obligations - MAX
e Valuation - MAX
e Completeness - MAX

(2) Control Risk (CR):
We assessed control risk as follows for each system and relevant assertion:

e ProviderOne

Rights and Obligations - MAX - We performed dual-purpose tests [Key Controls #1 - 4 Edit Checks (Automated)] without exception,
which provided evidence that automated controls were effective.

Valuation - MAX - We performed dual-purpose tests [Key Controls #1 - 4 Edit Checks (Automated)] without exception, which provided
evidence that automated controls were effective. We additionally performed manual control testing [Key Control #5 (Manual) - Rate Change
Review] and determined rate uploads were adequately reviewed and approved prior to being available for billing and payment.

Completeness - MAX- We performed dual-purpose tests [Key Control #6 (Manual) - P1 to AFRS Batch Reconciliation] without exception,
which provided evidence that manual controls were effective and determined that ProviderOne to AFRS batch interfacing was complete.

MAX - While we have performed dual-purpose tests for the assertions above, general internal controls for the ProviderOne system cannot
be relied upon due to the lack of a SOC 2, Type II report for the fiscal year. As such, we cannot determine that appropriate general
controls for the system were in place during the fiscal year. Accordingly, we are reporting the following significant deficiency
[V: HCA ProviderOne SOC Report Deficiency (Part of Finding 2023-01) See 1SS.26].

(3) Risk of Material Misstatement (RMM):
We considered both inherent and control risk and assessed the risk of material misstatement as follows for each relevant assertion and significant
class of transactions:

e Rights and Obligations - MAX

e Valuation - MAX

e Completeness - MAX

(4) Testing Strategy:

We designed our substantive testing strategy based on our assessment of the risk of material misstatement.
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A. Substantive test to meet the Rights and Obligations and Valuation assertions:
Select a random sample of ProviderOne transactions and perform the following tests:

Test 1: Determine whether the recipients are eligible (Rights & Obligations) at the time of service based upon their insurance group

Test 2: Determine whether the providers are eligible to provide services and bill Medicaid at the time of service (Rights & Obligations)
Test 3: Determine whether the services are allowable per State Plan (Rights & Obligations)

Test 4: Determine whether the paid amounts are correctly determined or calculated based on authorized rate or fee schedule (Valuation)

B. Substantive test to meet the Completeness assertion:

Select a random sample of P1 and AFRS batch reconciliation reports (daily reconciliation reports) and perform dual-purpose testing on the sample
reports to determine whether total amounts in the ProviderOne batch report tie to AFRS Batch Interface Report. This was completed in
conjunction with Key Control #6 (Manual) testing [Key Control #6 (Manual) - P1 to AFRS Batch Reconciliation].

C. Completed in-house CAATs (computer assisted audit techniques) work

This allowed us to look at the actual payments made during the audit period, and determined that ProviderOne processed payments as based on
our understanding of automated controls in ProviderOne system. This was a re-performance of the controls on a large scale, which provided us
with much more assurance if the controls were working as described. Additionally, since we reviewed actual payments, we also considered this as
dual purpose testing because it provided us with a great deal of substantive evidence as well. The details of this test are documented at Key
Control #1-4 (Automated) section [Key Controls #1 - 4 Edit Checks (Automated)].

We anticipate that these tests will provide sufficient appropriate audit evidence to address the assessed risk of material misstatement for relevant
assertions in significant classes of transactions.

D. Follow-up on re-eligibility for the post 90 day termination date for terminated clients (Valuation)

We will inquire and follow-up with HCA to determine the quantity of retroactively renewed clients after the 5/31/23 termination date and assess
the quantitative impact to the human services line item. The risk is that these previously ineligible transactions would retroactively be allowed and
would present a significant increase to the human services expenditures from the month of June to the Phase II close window.

D.4.PRG - Human Services
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Procedure Step: Substantive Test
Prepared By: CJL, 10/18/2023
Reviewed By: SLB, 10/20/2023
Record of Work Done.’

Substantive tests performed to meet the Completeness assertion: Human Services - Control Dual Purpose Testing

Dual Purpose Testing Procedures:

Select a random sample of P1 and AFRS batch reconciliation reports (daily reconciliation reports) and perform dual-purpose testing on the sample
reports to determine whether total amounts in the ProviderOne batch report tie to AFRS Batch Interface Report.

For the randomly selected days we obtained ProviderOne batch reconciliation reports (report 1280) and AFRS Batch Interface Reports (screen
C105P070) and confirmed that the quantity of records and total batch amounts in the ProviderOne batch report tied to the AFRS Batch Interface
report, ensuring the completeness of interfacing for the claim payments.

Testing Results:
ProviderOne transactions batched completely to AFRS based upon amounts and quantities reported on the P1 report 1280 and AFRS Batch

Interface Reports (screen C105P070) for batch types AH/AI (warrant related). No issues noted.

Populations

HCA provided ProviderOne claim data covering the 7/1/2022 through 6/30/2023 time period. The claim data information, including total quantity
of transactions and paid amounts, is summarized at [FY23 ACFR StratifiedSummaries FullYear]. To address the risk of material misstatement
(MAX for Rights/Obligations and MAX for Valuation), we set the assurance needed to high and set a 1% expected misstatement

rate. Because this test is also used for the Statewide Single Audit, the tolerable misstatement was set for 5%. This resulted in 65 sample
items for testing.

Due to the nature of claim transactions, we determined testing required sub-sampling for various populations. For the agencies, we noted the
following populations of claims:

e ProviderOne Claims - DSHS - Social Services

e ProviderOne Claims - DSHS - Medical Service Claims (Fee for Service)

e ProviderOne Claims - HCA - Medical Service Claims (Fee for Service)

e ProviderOne Claims - DSHS - Managed Care Claims
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e Provider One Claims - HCA - Managed Care Claims

Stratification [Human Services Sampling Stratification]

We determined that the claims for DSHS Managed Care (0.36%) were immaterial to the balance of the ProviderOne claims and excluded this
subset from testing. We additionally excluded negative values to $1 claims from the sample frames and claims under $10 (DSHS Fee for Service
sample frame) due to their immateriality.

For each sampling frame, we stratified the transactions into quartiles (to a reasonable degree) and/or along the natural histogram of the
populations and allocated the 65 transactions pro-rata based upon each stratum'’s total amount to the overall sampling frame. For the DSHS
Social Services sample, we judgmentally selected a single transaction over $1 million and added five additional random transactions in the
2,500.01 - 800,000 stratum (total of 70 random transactions and one judgmentally selected) due to the skewness of the population.

Samples were pulled by IT Audit using a stratified sampling method documented in:
Fee for Service: Sampling for ProviderOne Claims
Managed Care: Sampling for ProviderOne Managed Care

Testing (Sample results are summarized below; detailed testing notes and procedures are on subsequent tabs that are referenced)
DSHS Social Services: Human Services Testing CONFIDENTIAL

DSHS Fee for Service: Human Services Testing CONFIDENTIAL

HCA Fee for Service: Human Services Testing CONFIDENTIAL

HCA Managed Care: Human Services Testing CONFIDENTIAL

Substantive tests performed to meet the Valuation assertion:
ProviderOne Claim Testing Procedures

e Test 4: Determine whether the paid amounts are correctly determined or calculated based on authorized rate or fee schedule (service
paid rate)
o HCA Fee-for-service - We reviewed billing guides and fee schedules, point of sale support, and rates within ProviderOne to
recalculate the fees. Generally:

= Pharmacy claims: We reviewed point-of-sale support to ensure that the POS system and ProviderOne paid the lesser of
drug costs based upon various reference tables for the amount paid.

= Medicare Crossover claims: We ensured that ProviderOne elected the lesser of the allowable Medicaid (as computed) and
Medicare amounts and deducted Medicare payments for the amount paid.

= Inpatient/Outpatient claims: We reviewed billing and fee schedules to ensure that ProviderOne used the correct factors
(NPI conversion factors, EAPG weights, DRG weights, etc.) based upon claim information and recalculated the paid
amount.
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= Other Claims: We reviewed specific billing guides and fee schedules to ensure that ProviderOne used the correct rates
and calculations for the amount paid.
o DSHS Fee-for-service (including social services) - We reviewed billing guides and fee schedules, Provider rates and authorized
rates (from prior authorizations) within ProviderOne and recalculated the paid amount.
o HCA Managed Care -
= Service Based Enhancement Claims - We ensured that the Provider's rate for the applicable charge mode was used for
the payment amount and recalculated the paid amount.
= Premiums - We reviewed client cohort information to ensure that the appropriate rates/factors were used and
recalculated the client's monthly premium. This included withhold release TCNs (void old monthly premium TCN with
amount withheld and processing a related TCN for a percentage release of the withhold amount).

IT Dual Purpose Testing [Key Controls #1 - 4 Edit Checks (Automated)]
e IT Test 3: Determine whether the paid amounts are correctly determined or calculated based on authorized rate or fee schedule

(Valuation)
o CAATS/IT Procedures: IT audit performed edit testing and checks for a selection of error codes related to the valuation of a
claim.

Testing Results:

ProviderOne Claim Testing Results

Paid amounts for DSHS fee for service, social services, and HCA managed care premiums and service based enhancement claims were
recalculated using the applicable billing guides, fee schedules, point of sales reports, and rates without exception. We identified one transaction
in the HCA fee-for-service sample which used an incorrect NPI CPE cost factor (paid calculation used a 0.31 factor rather than the fee schedule
0.312), resulting in an understatement by $10.13.

This projects to a likely $27,543 understatement in the HCA fee-for-service sample frame; this amount is below the floor and considered
trivial/immaterial. Additionally, the error rate is below our tolerable misstatement of 5%. We will not create an issue and will not carry this error
to the AOM. No issues taken.

Substantive tests performed to meet the Rights & Obligations assertion:
ProviderOne Claim Testing Procedures
e Test 1: Determine whether the recipients are eligible at the time of service based upon their insurance group (client eligibility)
o Medicaid Eligibility: We accessed ACES Online and ProviderOne client information to ensure that service beneficiaries were
enrolled as an eligible Medicaid recipient (Insurance Type = MC: Medicaid) on the date(s) of service.
o Recipient Aid Category Eligibility: We accessed ProviderOne client information to ensure that service beneficiaries were enrolled
within the corresponding RAC on the date(s) of service for which the service was coded.
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o Managed Care (in addition to above for Medicaid for HCA - Managed Care sample): We accessed ProviderOne client information
to ensure that service beneficiaries were enrolled in one of the Washington Managed Care organizations (Insurance Type = HM:
Health Maintenance Organization) on the date of service/premium payment.

e Test 2: Determine whether the providers are eligible to provide services and bill Medicaid at the time of service (provider eligibility)
o Eligible Provider: We accessed ProviderOne provider information to ensure that providers (overall organization) were enrolled as
an active (eligible) provider on the date of service.
o Taxonomy (N/A for Managed Care): We accessed ProviderOne provider information for the claim provider to ensure that the
provider was approved for the provider-type and speciality (taxonomy code) on the date of service.
o Service Eligibility (N/A for Managed Care): We reviewed the claimed proc/svc code history and modification codes to ensure that
the proc/svc was approved as part of the listed taxonomy on the date of service.

e Test 3: Determine whether the services are allowable per State Plan (service eligibility)

o We reviewed the descriptions of services for the transactions using various attributes such as procedure code and reviewed the
Washington State Medical State Plan, Attachment 3 and State Billing guides to determine whether the services were under a
covered service category, e.g. Inpatient hospital, dental services, etc.

o For HCA - Managed Care, the majority of samples were premium payments which are for a method of Medicaid
administration. This includes the premium withholding release payments for prior premiums when the MCO met the requirements
of the Value Based Purchasing targets.

IT Dual Purpose Testing [Key Controls #1 - 4 Edit Checks (Automated)]
o IT Test 1: Was the recipient eligible to receive the medical assistance services on the specific service dates?
o CAATS/IT Procedures: IT audit performed editing testing and checks for a selection of error codes related to the validity of a
claim's client.
e IT Test 2: Was the provider enrolled as an active (eligible) provider on the specific service dates?
o CAATS/IT Procedures: IT audit performed edit testing and checks for a selection of error codes related to the validity of a claim's
provider.
e IT Test 4: Was the assistance service listed as an allowable service in the Medicaid State Plan?
o CAATS/IT Procedures: IT audit performed edit testing and checks for a selection of error codes related to the validity of a claim's
procedure code.

Testing Results:
ProviderOne Claim Testing Results

Claims processed within ProviderOne were made to eligible clients (based upon their insurance group, recipient aid category, and enrolled
managed care program, as applicable) on the date of service.
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Claims processed within ProviderOne were made by eligible providers (based upon their status and taxonomy group) on the date of service.
Claims processed within ProviderOne were allowable per the State Medicaid Plan.

D.4.PRG - Human Services

Procedure Step: Sampling for ProviderOne Claims
Prepared By: JMT, 8/31/2023

Reviewed By: PS, 9/1/2023

Record of Work Done.’

AUDIT OBJECTIVE

The audit objective was to determine if Claims payments processed through ProviderOne are legitimate.

SAMPLE DESIGN AND METHODOLOGY
The samples of ProviderOne Claims transactions were produced by the IT Audit Data Analysis team using data provided by the Health Care
Authority (HCA).

HCA provided the full year (7/1/2022 - 6/30/2023) claims data on July 18, 2023 (social service claims) and August 17, 2023 (medical claims).

A document summarizing the total dollars and records received for FY23 was created and can be seen at
[FY23_ACFR_StratifiedSummaries_FullYear] (see tabs "DSHS SS Claims Summary" for the social service claims summary; "DSHS Med Claims
Summary" and "HCA Med Claims Summary" for the medical claims summaries). Team Financial Audit (FA) Human Service line item auditors
determined the amounts in these spreadsheets were reasonable based upon their general expectations of Medicaid expenditures during a fiscal
year.

Team IT Audit also performs data reliability steps on all ProviderOne data received from HCA. Since the ProviderOne data mainly supports the
Statewide Single Audit for the Medicaid program, all of the data reliability work is documented in that project (S1Medicaid-SA23 in S.3). In
general, the following items are considered when determining the reliability of data:

e Record count of the dataset agrees to the record count provided by HCA.
e Fields requested are included in the dataset.
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Dataset covers the expected timeframe.

Field values agree with data dictionary.

The frequency count of values in a field are in a reasonable range.

The minimum and maximum values of fields are in a reasonable range.

Blank (or NULL) values do not appear in fields that should not contain missing information.
Dataset does not contain duplication.

Comparison of records in the dataset to the source ProviderOne system.

Based upon the various data reliability steps performed, it was determined the data used for testing was complete and accurate.

CHARACTERISTICS TO BE MEASURED
We based our determination as to:

-Whether the recipients are eligible.

-Whether the providers are eligible to provide services.

-Whether the services are allowable per State Plan.

-Whether the paid amounts are correctly determined or calculated based on authorized rate or fee schedule in ProviderOne.

IT Audit Deliverables:

The first item provided to Team FA includes stratified summary tables for the claims and Managed Care premium payments split out by agency
(DSHS and HCA). From these summaries, Team FA determines the final stratifications and sample sizes. Based on this information, IT Audit then
pulls samples from the data populations and provides those to Team FA. For FY23, all samples will be pulled from the full year data and the social
service and medical claims populations will be sampled from separately.

Full Year Social Service Summary

IT Audit created summary tables by agency for the social service claims population between July 1, 2022 and June 30, 2023 [see
FY23 ACFR StratifiedSummaries FullYear]. (see tab "DSHS SS Claims Summary").

The queries written to create the summary tables can be seen at [FY23 ACFR SS Claims Summary FullYear].

Full Year Medical Summary

IT Audit created summary tables by agency for the medical claims population between July 1, 2022 and June 30, 2023 [see
FY23_ACFR_StratifiedSummaries FullYear]. (see tabs "DSHS Med Claims Summary" and "HCA Med Claims Summary").

The queries written to create the summary tables can be seen at [FY23 ACFR Med Claims Summary FullYear].
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Full Year Social Service Sample

Sample selections were made based upon the stratification and sample sizes provided by Team FA [see Human Services Sampling Stratification].
The population included all social service claims paid by Medicaid during FY23 (minimum $1). The selected records were provided to Team FA via
the internal network in a spreadsheet titled "12023_ACFR_Samples_SS_Claims" due to the inclusion of confidential information. The queries
written to select the samples can be seen at [FY23_ACFR_SS_Claims_SampleSelections].

Full Year Medical Sample

Sample selections were made based upon the stratification and sample sizes provided by Team FA [see Human Services Sampling Stratification].
The population included all medical claims paid by Medicaid during FY23 (minimum $1). The selected records were provided to Team FA via the
internal network in a spreadsheet titled "12023_ACFR_Samples_Med_Claims" due to the inclusion of confidential information. The queries written
to select the samples can be seen at [FY23 ACFR_Med_Claims_SampleSelections].

D.4.PRG - Human Services

Procedure Step: Sampling for ProviderOne Managed Care
Prepared By: JMT, 8/31/2023

Reviewed By: PS, 10/1/2023
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AUDIT OBJECTIVE

The audit objective was to determine if Managed Care payments processed through ProviderOne are legitimate.

SAMPLE DESIGN AND METHODOLOGY
The samples of ProviderOne managed care transactions were produced by Team IT Audit using data provided by the Health Care Authority (HCA).

HCA's vendor, CNSI, provided the full year (7/1/2022 - 6/30/2023) managed care data con August 18, 2022.
A document summarizing the total dollars and records received for FY23 was created and can be seen

at [FY23_ACFR_StratifiedSummaries FullYear] (see tabs "DSHS MC Summary" and "HCA MC Summary" for the managed care summaries). Team
FA Human Service line item auditors determined the amounts in these spreadsheets were reasonable based upon their general expectations of
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Medicaid expenditures during a fiscal year.

Team IT Audit also performs data reliability steps on all ProviderOne data received from HCA. Since the ProviderOne data mainly supports the
Statewide Single Audit for the Medicaid program, all of the data reliability work is documented in that project (S1Medicaid-SA23 in S.3). In
general, the following items are considered when determining the reliability of data:

Record count of the dataset agrees to the record count provided by HCA.

Fields requested are included in the dataset.

Dataset covers the expected timeframe.

Field values agree with data dictionary.

The frequency count of values in a field are in a reasonable range.

The minimum and maximum values of fields are in a reasonable range.

Blank (or NULL) values do not appear in fields that should not contain missing information.
Dataset does not contain duplication.

Comparison of records in the dataset to the source ProviderOne system.

Based upon the various data reliability steps performed, it was determined the data used for testing was complete and accurate.

We will rely on the totals from the first six months for determining sample size as we expect the amounts to stay consistent throughout the fiscal
year.

CHARACTERISTICS TO BE MEASURED
We based our determination as to:

-Whether the recipients are eligible.

-Whether the providers are eligible to provide services.

-Whether the services are allowable per State Plan.

-Whether the paid amounts are correctly determined or calculated based on authorized rate or fee schedule in ProviderOne.

IT Audit Deliverables:

The first item provided to Team FA includes stratified summary tables for the claims and Managed Care premium payments split out by agency
(DSHS and HCA). From these summaries, Team FA determines the final stratifications and sample sizes. Based on this information, IT Audit then
pulls samples from the data populations and provides those to Team FA. For FY23, all samples will be pulled from the full year data.

Full Year Summary
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IT Audit created summary tables by agency for the managed care population between July 1, 2022 and June 30, 2023 [see
FY23 ACFR StratifiedSummaries FullYear]. (see tabs "DSHS MC Summary" and "HCA MC Summary" for the managed care summaries).
The queries written to create the summary tables can be seen at [FY23 ACFR MC Summary FullYear].

Full Year Sample

Sample selections were made based upon the stratification and sample sizes provided by Team Financial Audit [see Human Services Sampling
Stratification]. The population included all Managed Care premium Medicaid transactions during FY23 (minimum $1). We did not include any
transactions that net to zero, nor did we include any transactions identified as a replaced transaction. The selected records were provided to the
Team via the internal network in a spreadsheet titled "12023_ACFR_Samples_MC" due to the inclusion of confidential information. The queries
written to select the samples can be seen at [FY23 ACFR MC SampleSelections].

D.5.PRG - Federal Grants-In-Aid

Procedure Step: Summary & Conclusion
Prepared By: CJL, 10/18/2023
Reviewed By: SLB, 10/18/2023
Record of Work Done.’

Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?
The results of substantive tests do not indicate a need to modify our risk assessment.

The quality and quantity of evidence obtained was sufficient and appropriate.

D.5.PRG - Federal Grants-In-Aid

Procedure Step: Understanding of Line Item
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Prepared By: CJL, 6/15/2023
Reviewed By: SLB, 10/18/2023
Record of Work Done.’

(1) Prior Audit Exceptions:

There were no prior audit exceptions for the Federal Grants-in-Aid line item in the prior ACFR.

(2) Composition & Change Analysis:

Line Item Leadsheet: [Line Item Lead Sheet].
Note: We rely on work performed at the fund level to substantiate at the government-wide level.

Significant Changes
We inquired with:
e HCA: Laura Roberts, Federal Claims Supervisor, and Jill Arlow, Deputy Section Manager (Federal Financial Reporting Section). Both
confirmed that the process for the federal draw-downs and recording of the revenues have not changed.
e DSHS: Gwendolyn Dain, Program Services Manager, and Christie Johnson, Administrative Services Manager. Both confirmed that the
process for the federal draw-downs and recording of the revenues have not changed.

Federal cash revenues are recorded when agencies draw down federal cash (cash receipts) based upon the cash payments of federal program
expenditures:

Cash Revenues - GL3210

e Cash Draw Downs (Cash Receipts) - Agencies receive reimbursement funds from federal grants equal to cash expenditures less any
prior year liquidations. Liquidations occur when revenues accrued in a prior year are paid out in the current year. The liquidation does
not impact current year expenditure and revenue account balances as it is a cash payout for the accrual. The liquidation decreases the
total cash draw balance and the revenue receivable balance.

¢ Federal Cash Revenue: Federal grantors pay out reimbursements owed to agencies once the agencies have paid for the
expenditures. Cash received is based upon both cash expenditures and liquidations. Federal cash revenue, thus, equals the total of
federal cash receipts less any cash received for liquidations of prior accrued expenditures.

Accrued Revenues - GL3205
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e Agencies accrue federal revenue up to the total allowed federal expenditure amounts as the federal grantors will reimburse agencies for
those allowed expenditures that they have paid. Federal accrual revenues are recorded monthly. Accruals for June are handled
separately due to the fiscal year end process.

Monthly accruals are recorded as XX batches which are automatically reversed in the subsequent month with XY batches.
June accruals are initially processed at the end of the fiscal year, but periodically updated with JV runs up until phase II close to calculate
the most current and accurate accrual to record, using up-to-date enterprise reporting reports.

Composition Analysis
We ran interim reports [Line Item Lead Sheet] for federal revenue (Roll up fund FAA, Major Source 03, GL Account 32%) as of 6/15/23 and noted
that the following agencies composed 86.1% of the FGIA revenues (15,858,713,531):

e HCA: 8,987,661,225, 47.2%

e DSHS: 7,397,718,752, 38.9%

Amounts recorded in the Federal Grants in Aid line item are primarily the combined revenue of the Department of Social and Health Services
(DSHS) and Health Care Authority (HCA), received for federal program expenditure reimbursements administered by both agencies. The total
federal revenue balance contains cash revenues (GL3210), accrued revenues (GL3205) and revenue adjustments (GL3225).

We further analyzed the sources (federal administration) of above agencies' revenues and grouped the revenues by subsource.

HCA [Line Item Lead Sheet]

HCA's revenue is primarily Medicaid revenue subsources (D*, N*, Q*, T*, U*), totaling approximately $8.605 billion (95.7%) for the fiscal year to
date. This is expected as HCA is the state's Medicaid administrative agency and is consistent with prior year percentages as well (FY22 Medicaid
FGIA revenue was approximately $8.556 billion (95.9%)).

DSHS [Line Item Lead Sheet]
DSHS's revenue is primarily from:
e Department of Agriculture - These are revenues associated with SNAP administration, totaling approximately $2.923 billion
(39.5%). DSHS records the reimbursement draws to GL3225 for SNAP.
e Department of Health and Human Services - The primary revenues from DHHS are for the Medicaid program (see subsources above),
totaling approximately $3.634 billion (49.1%).

These percentage compositions are expected as DSHS is the administrator of the SNAP program and has Medicaid services within DDA and ALTSA
administrations.

(3) Updates to Material Account Matrix:
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No updates to the Material Account Matrix are necessary. Revenues for the line items are in expected agencies and programs.

D.5.PRG - Federal Grants-In-Aid

Procedure Step: Controls - Federal draw downs (HCA)
Prepared By: CJL, 5/24/2023

Reviewed By: SLB, 10/18/2023

Record of Work Done.”

Material Balance(s) and Assertions

Internal controls for the Federal drawn down (HCA) process address the following balance(s):
¢ General Fund - Federal Grants in Aid
¢ Governmental Activities - Operating Grants and Contributions: Human Services

Primarily reimbursement from the Federal government for Medicaid - Payments of medical treatment of eligible, low-income persons.

For the following assertions:
¢ Rights and Obligations - Federal draw-down requests may not be based on actual grant expenditures in accordance with
federal cash management requirements.
e Valuation - Federal Grant draw-down requests may not be correctly calculated

Gain an Understanding of Internal Controls

We met with:
e Laura Roberts, Federal Claims Supervisor
e Jill Arlow, Deputy Section Manager (Federal Financial Reporting Section)
e Kari Summerour, External Audit Liaison
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A high level summary of the draw process is as follows:
¢ Federal Revenue Draws: The cash draw amount determination is based on actual cash and liquidation expenditures as recorded in
AFRS. AFRS account coding identifies amounts to calculate the federal and state share of each expenditure based on match rates (FMAP)
received from the appropriate federal awarding agency.
¢ Draw Frequency: HCA requests cash draws in the period the expenditures were incurred to ensure timely and regular draws. Timing
frequency for draws varies:
o Weekly for the Title XIX services.
o Bi-weekly for all other federal awards to coincide with state payroll; this will include the administrative reimbursement for the
program.
o Monthly for ProviderOne Medicaid payments with cash requests of forty percent of expenditure amount for MCO premium
payments.

Federal Draw Process

Draw Preparation

Fiscal Analyst (4s and 5s) within the Federal Financial Reporting section (Federal Claims unit, FFRU) ensure HCA's draw amount is correctly
calculated and based upon actual expenditures by reconciling expenditure and revenue reports from Enterprise Reporting for relevant cost
objectives and revenue subsources for a given program.

For each type of draw (weekly, bi-weekly, and monthly), the FA will run enterprise reporting year-to-date reports for the cost objectives
(expenditures) and subsources (revenue) of a program/grant. The draw-down calculation is:

Total Expenditures less Total Revenues. This is performed for every cost objective/subsource for the specific grant. E.g. for Title XIX
services, services for clients are coded with T3*, D3*, N3*, and Q3* cost objectives and subsources. Both enterprise reporting reports are saved
into FFRU's shared drive for records.

The FA will then login to the Grants Management System (GMS) and select the requesting grant. The FA uploads the ER reports and calculates
the current and liquidation portions of the expenditures and revenue and difference to calculate the draw amount. These figures are entered into
a summary tracking workbook for each grant located on the FFRU's shared drive for each draw. The FA will submit the draw request in GMS and
sends screenshots of the draw preparation screens, e-mails from the other agencies for their draw portion, and draw calculation reports to Laura
Roberts (primary approver) and Jill Arlow (backup approver) for approval of the draw calculation.

Laura/Jill will review the reports (assessment of the criteria used for the reports), current draw information, and backup history of the draws to
ensure that the current draw was correctly calculated and based upon actual and liquidated expenditures and revenues to date.
(Key Control #1 - Draw calculation and approval).

Draw Process
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After approval, the FA will complete the draw process portion within GMS for the current draw. The FA will select the approved draw prep to
include in the draw process and selects the correct agency, grant, and enters the appropriate draw amount per agency.

Afterwards, the FA will log into the Federal Payment Management System (PMS), enter the Payee Account Number (C7133P1 for HCA; subaccount
XIX-MAP3 is for tracking Title XIX assistance), select the correct subaccount, and enter the requested draw amount (all three requesting
agencies). The draw confirmation is screen-shotted to include in the AFRS batch draw workbook.

The FA will obtain a TM$ draw workbook and prepare the draw information for a cash receipts journal, with the total draw amount split among
the agencies, document number being used to process the revenues, and effective date of the deposit (next business day) and sends it to HCA's
Cash Management group to process an A-8 with the Treasury (created by a separate group/individual). Once this is processed, the Cash
Management group will provide the FRRU a screenshot of the processed A-8 within TM$ (included in the revenue recording workbook).

How Transactions are Recorded in AFRS:

After the draw amount is approved and the actual draw is performed, a separate FA will prepare an AFRS batch to record the revenue via a AFRS
toolbox upload. The FA will log into GMS and select the current draw and reviews the number of transactions, hash total, and ]V total. GMS will
generate the JV's toolbox upload sheet with the correct transaction codes, variable GLs, funds, revenue groups, and subrevenue codes for the
current document number. The FA will review the transaction codings (001/003 for currents, 835/835R for liquidations), ensuring the correct
amounts are present in total for each grouping. The FA will then upload the financial toolbox file and submit it to AFRS, comparing the hash and
transaction number amounts to ensure the transactions uploaded correctly.

When the uploaded batch is cleared of errors, the overall draw/revenue workbook is loaded into GMS and the overall draw is saved. The FA will
then send the draw workbook along with request for review and approval of the AFRS batch to Laura and Jill. Laura/Jill will review the
transactions for accuracy (amount, transaction codes, subsources) for final approval of the batch into AFRS and completion of the draw process
within GMS. (Key Control #2 - AFRS batch approvals)

Key Controls are as Follows:
¢ Key Control 1 (Rights & Obligations/Valuation) - Fiscal analysts run expenditure and revenue reports and perform a reconciliation
to calculate the correct request amount for Federal draw downs. This is submitted to the Federal Claim Supervisor for review of the
calculations and reports prior to the actual draw.

e Key Control 2 (Valuation) - After approval and submission of the draw, the FA5 will prepare the AFRS batch to record the
revenue. This includes reviewing the sub-resource codes for the revenues, amounts to be recorded, and appropriate transaction codes
(which will determine whether the transaction line will impact the GL1351 (for liquidations) or GL3210 (for current period amounts). The
Federal Claims Supervisor will then review the draw workbook for accuracy and approve and release the batch into AFRS.
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Noted Weaknesses are as Follows:
e None

D.5.PRG - Federal Grants-In-Aid

Procedure Step: Key Control #1 (Manual) - Draw calculations and approval
Prepared By: CJL, 5/24/2023

Reviewed By: SLB, 10/18/2023

Record of Work Done.’

Line Items

General Fund - Federal Grants in Aid
Governmental Activities - Operating Grants and Contributions: Human Services

Assertions
Rights and Obligations
Valuation

Key Control #1 - Fiscal analysts run expenditure and revenue reports and perform a reconciliation to calculate the correct request amount for
Federal draw downs. This is submitted to the Federal Claim Supervisor for review of the calculations and reports prior to the actual draw.

The understanding for this system is documented above in the "Controls - Federal draw downs (HCA)" step.

1. Confirmation of Key Manual Control:
We reviewed current document FA0191 for the T19 Medicaid and T19 COVID weekly 3/27/23 draw down revenue recording. The draw
reconciliation was performed by Mary Anderson, FA5. Included in the workbook were the two enterprise reporting reports used to calculate the
draw amount. Relevant report criteria included:
e Expenditure report
o Begin fiscal month - 04-Oct FY1
o End: Current (report run on 3/27/23, March FY2)
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Cost objective: T3*,D3*,N3*,Q3*,[T33C*,D33C*,N33C*,Q33C*]
Cost allocation type: F
Expenditure content: Cash
o Expenditure liquidation Content: All liquidations
e Revenue report
o Same begin/end fiscal month
Major source: 03
Source: 03/93
Subsource: 03/93/D3*,03/93/T3*,03/93/N3*,03/93/Q3*,[03/93/D33C*,03/93/T33C*,03/93/N33C*,03/93/Q33C*]
Revenue content: Cash
Revenue liquidation content: Yes

O O O

o O O O O

Cost objectives (Expenditures), as summarized:

° T***:
o Disbursements: 2,203,015,300.78
o Liquidations: (131,602,547.19)

° D***:
o Disbursements: 1,728,013,657.56
o Liquidations: (59,566,422.40)

e N***: No activity

° Q***:
o Disbursements: 0.00
o Liquidations: (18,203.11)

Revenue sub-sources (Revenues), as summarized:

° T***:
o Cash Receipts: 2,184,020,775.78
o Liquidations: (132,352,597.70)

° D***:
o Cash Receipts: 1,692,888,633.84
o Liquidations: (61,231,213.03)

e N***: No activity

° Q***:
o Cash Receipts: 0.00
o Liquidations: (18,203.11)
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Totals:

Expenditures to date: 3,739,841,785.64
Revenues to date: 3,683,307,395.78
Draw amount: 56,534,389.89

This total draw of 56,534,389.89 appeared (E-mail tab within the draw workbook) as the HCA portion of the total draw (draws include amounts
from DSHS and DCYF as the Medicaid grant is administered through HCA) for PMS Subaccount XIX-MAP23. The reports were submitted by Mary
Anderson to Laura Roberts on 3/27/23 at 8:56 AM and approved by Laura at 9:06 AM for the draw amount. The total draw amount within the
Federal Payment Management System totaled 114,056,251.76 (HCA's $56m was part of the total draw, including DSHS and DCYF) was completed
on 3/27/23 with a payment due date of 3/28/23 for the C7133P1 account, subaccount XIX-MAP23. No issues noted

Noted Weaknesses are as follows:
None

2. Preliminary Control Risk Assessment

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.5.PRG - Federal Grants-In-Aid

Procedure Step: Key Control #2 (Manual) - AFRS revenue recording and release
Prepared By: CJL, 5/24/2023

Reviewed By: SLB, 10/18/2023

Record of Work Done.’

Line Items
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General Fund - Federal Grants in Aid
Governmental Activities - Operating Grants and Contributions: Human Services

Assertions
Rights and Obligations
Valuation

Key Control #2 - After approval and submission of the draw, the FA will prepare the AFRS batch to record the revenue. This includes reviewing
the sub-resource codes for the revenues, amounts to be recorded, and appropriate transaction codes (which will determine whether the
transaction line will impact the GL1351 (for liquidations) or GL3210 (for current period amounts). The Federal Claims Supervisor will then review
the draw workbook for accuracy and approve and release the batch into AFRS.

The understanding for this system is documented above in the "Controls - Federal draw downs (HCA)" step.

1. Confirmation of Key Manual Control:

We reviewed current document FA0191 for the T19 Medicaid and T19 COVID weekly 3/27/23 draw down revenue recording. The draw
reconciliation was performed by Mary Anderson, FA5.

To summarize the draw calculation:

Expenditures to date: $3,739,841,786

Revenues to date: $3,683,307,396

Draw amount: $56,534,390

The AFRS revenue batch included the A8-A form (AFRS Cash Receipts) which included all the subsources under T2* and D2*.

The line calculations of the draw workbook for current year were recorded using TCs 001 and 003 as determined by either a debit or credit
amount, totaling $54,119,549

The line calculations of the draw workbook for liquidations were recorded using TC835 to adjust the receivable amount from the prior period,
totaling $2,414,841

For a total receipt amount of $56,534,390.

The revenue recording workbook was prepared by Roxanne Smith, FA5, and approved by Laura Roberts, Federal Claims Supervisor, for batch HB
232.

Noted Weaknesses are as follows:
° None
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2. Preliminary Control Risk Assessment

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.5.PRG - Federal Grants-In-Aid

Procedure Step: Controls - Federal draw downs (DSHS)
Prepared By: CJL, 6/26/2023

Reviewed By: SLB, 10/18/2023

Record of Work Done.”

Material Balance(s) and Assertions

Internal controls for the Federal drawn down (DSHS) process address the following balance(s):
¢ General Fund - Federal Grants in Aid
¢ Governmental Activities - Operating Grants and Contributions: Human Services

Primarily reimbursement from the Federal government for Medicaid - Payments of medical treatment of eligible, low-income persons.

For the following assertions:
¢ Rights and Obligations - Federal draw-down requests may not be based on actual grant expenditures in accordance with
federal cash management requirements.
e Valuation - Federal Grant draw-down requests may not be correctly calculated

Gain an Understanding of Internal Controls
We met with:

e  Christine Johnson, Administrative Services Manager
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Gwendolyn Dain, Program Services Manager

Debra Trickler, Accounting and internal Control Administrator (ESA)
Julia Mosier, Office Chief (ALTSA/DDA)

Rick Meyer, External Audit Compliance Manager

A high level summary of the draw process is as follows:

e DSHS Technology Services Division loads a report into the Grants Management System (GMS) with data from AFRS for the relevant
Medicaid cost objectives and subsources for revenue, expenditures, and liquidations processed through the prior day. AFRS data is loaded
into GMS to assist with calculating the draw amount using the following calculation: Total Revenue — Total Expenditures — Liquidations =
draw or return amount showing in GMS.

e The Senior Financial Coordinator reviews the Title XIX Medicaid Assistance draws weekly on the first business day of the week and
Administrative draws during ‘payday draws,’ the day before payday; if any special draws are necessary, they are created as needed.

e The Senior Financial Coordinator reviews the draw amount in GMS, the Administrative Services Manager or Program Services Manager
approves the draw amount in GMS, and the Grant Specialist (a Fiscal Analyst) draws the funds within GMS, as well as processes the batch
to record the revenue for the draw through AFRS. Within GMS each position verifies the data and checks a box in GMS to ensure accurate
calculations, review and approvals are processed prior to finalizing each draw request.

Federal Draw Process

Creating the Draw Request

The Senior Financial Coordinator initiates the draw requests by comparing the reported amounts within GMS to an AFRS report for revenue,
expenditure, and liquidation data for the relevant subsources (revenue) and cost objectives (expenditures). The Senior Financial Coordinator
reconciles the report calculation to the pending draw screen amounts in GMS to ensure that the draw amount is correctly calculated. When the
draw amount is correct, the Senior Financial Coordinator signs off on the draw amount and sends the Administrative Services Manager and
Program Services Manager an e-mail summarizing the total draw amount, with an attached report for HCA. The Administrative Services
Manager/Program Services Manager will review the related AFRS reports and the amounts within GMS to ensure that the total revenues,
expenditures, and liquidations were captured for the draw process (Key Control #1 - Draw Calculation and Approval).

HCA Draw Process and Recording
HCA is the administrating agency for Medicaid; as such, HCA is issued the grant and LOC authorization amount for Medicaid. HCA processes draw
requests from DSHS and DCYF during the weekly, semi-monthly, and ad-hoc draw requests within the Federal Payment Management Services

(PMS) system.

After receiving approval from the Administrative Services Manager/Program Services Manager for the draw amount, the Senior Financial
Coordinator will send HCA an e-mail with the AFRS report used in the draw calculation, alongside the agency's approval. During this time, HCA
will work with DSHS if there are any discrepancies or if the draw amount needs to be adjusted for any reason (e.g. HCA requests that DSHS only
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draws up to a certain amount because of LOC authorization). HCA staff will create the draw within PMS and begin their process of creating the
cash receipt A8/TM¢$ journal, as they receipt the actual grant reimbursements (in total) as well. The A-8 entry by HCA is split among the
requesting agencies (DSHS, DCFY, OFM as applicable) and is sent by the HCA creator to the DSHS FSA/OAS GMS share box.

How Transactions are Recorded in AFRS:

A Fiscal Analyst records payment transactions to AFRS using journal vouchers (JVs). For each draw, the Fiscal Analyst will move the current
document number generated by GMS to the reference document field and uses HCA's current document number to ensure that the
reimbursement and JV match HCA's. GMS will generate the JV's toolbox upload sheet with the correct transaction codes, variable GLs, funds,
revenue groups, and subrevenue codes for the current document number. The FA will review the transaction codings (001/003 for currents,
835/835R for liquidations), ensuring the correct amounts are present in total for each grouping. The FA will then upload the financial toolbox file
and submit it to AFRS, comparing the hash and transaction number amounts to ensure the transactions uploaded correctly.

The Program Services Manager/Administrative Services Manager, will review the batch to ensure the correct accounting coding is present and all
relevant backup information is present within the draw/revenue recording workbook for final approval of the batch into AFRS (Key Control #2 -
AFRS Batch Approvals). Supporting documentation within the draw workbooks include:

From HCA:
e Embedded e-mail from HCA detailing the draw amount
e Screenshot from PMS for the draw
e A-8/TM$ screenshot of the A-8 entry and breakdown of agency

From DSHS:
e Screenshots within GMS showing the approved pending draw
e FPS Data Entry Report (shows summary information of the LOC subaccount and amount)
e Grant Financial Status Report (shows the LOC, total grant award, and summary draw calculation information)
e Approval e-mails by the Program Services Manager/Administrative Services Manager
e AFRS report that the draw calculations were based upon
Key controls are as follows:
¢ Key Control #1 (Rights & Obligations/Valuation) - The Senior Financial Coordinator initiates the draw requests by comparing a
report from GMS to a WEBI report of AFRS data based on AFRS revenue, expenditures, and liquidations. The Senior Financial Coordinator
reconciles both reports to the pending draw screen amounts in GMS to ensure the draw amount is accurate. The Administrative Services
Manager or Program Services Manager completes a secondary review of draw requests in GMS to ensure supporting documentation
matches the draw request with an accurate calculation before approving the draw calculation.
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e Key Control #2- (Valuation) - After HCA provides the A-8/TM$ information for the actual federal reimbursement through PMS, a Fiscal
Analyst will prepare the AFRS batch JV with transaction information from the GMS upload sheet, which includes the transaction codes,
revenue subsources, fund, and variable GL codes. The Fiscal Analyst will review the report to ensure the transaction detail is accurate and
matches the A-8/TM$ from HCA. The Fiscal Analyst will submit the batch into AFRS and the Program Services Manager/Administrative
Services Manager will perform a secondary review for correct account coding and amount and that all required reports/screenshots are
within the JV workbook before approving and releasing into AFRS.

Noted Weaknesses are as follows:
None

D.5.PRG - Federal Grants-In-Aid

Procedure Step: Key Control #1 (Manual) - Draw calculations and approval
Prepared By: CJL, 6/26/2023

Reviewed By: SLB, 10/18/2023

Record of Work Done.’

Line Items

General Fund - Federal Grants in Aid
Governmental Activities - Operating Grants and Contributions: Human Services

Assertions
Rights and Obligations
Valuation

Key Control #1 (Rights and Obligations/Valuation) - The Senior Financial Coordinator initiates the draw requests by comparing a report
from GMS to a WEBI report of AFRS data based on AFRS revenue, expenditures, and liquidations. The Senior Financial Coordinator reconciles both
reports to the pending draw screen amounts in GMS to ensure the draw amount is accurate. The Administrative Services Manager or Program
Services Manager completes a secondary review of draw requests in GMS to ensure supporting documentation matches the draw request with an
accurate calculation before approving the draw calculation.
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The understanding for this system is documented above in the "Controls - Federal draw downs (DSHS)" step.

1. Confirmation of Key Manual Control:
We reviewed current document FA0124 (batch KX 443) for the T19 Medicaid 9/6/22 weekly draw down revenue recording (cost

objectives/revenue sources D2* - Regular T19 and T2* Generally T19 waivers and other expansions (Newly Eligible)). Included in the draw
workbook was the draw report, prepared by Raveena Mangat, Senior Financial Coordinator, sent to HCA for DSHS's portion of the weekly draw
which contained (in summary, based upon draw calculations (Current) Expenditures - (Current) Revenues - Net Liquidations) for AFRS transaction
dates 8/29/22 - 9/6/22:

D2*

Net current = $41,765,571.44
Net liquidations = $1,623,649.59
Net draw = $43,389,221.03

T2*

Net current = $1,759,402.21
Net liquidations = $(7,749.26)
Net draw = $1,751,652.95

GMS Information for agency 3000: Title XIX ASSIST - HCA to date (federal grant number 5-202205WAS5MAP, LOC C7133P1)
Cash Disbursement to date: $3,307,538,367.03

Revenue Drawn to date: $3,262,397,493.05

Draw Amount: $45,140,873.98

Total Actual draw = $45,140,873.98

The subsource amounts and total draw amount of $45,140,873.98 was submitted for approval via e-mail by Raveena to Gwendolyn Dain, Program
Services Administrator, on 9/6/22, alongside the webi query and draw amount to submit to HCA. Gwendolyn reviewed the reports and approved
the draw amount. This amount was present with the same information within GMS in the Approved Pending Draws tab after approval by
Gwendolyn as "approved." No issues noted

Noted Weaknesses are as follows:
None

2. Preliminary Control Risk Assessment
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MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.5.PRG - Federal Grants-In-Aid

Procedure Step: Key Control #2 (Manual) - AFRS revenue recording and release
Prepared By: CJL, 6/26/2023

Reviewed By: SLB, 10/18/2023

Record of Work Done.’

Line Items

General Fund - Federal Grants in Aid
Governmental Activities - Operating Grants and Contributions: Human Services

Assertions
Rights and Obligations
Valuation

Key Control #2 - (Valuation) - After HCA provides the A-8/TM$ information for the actual federal reimbursement through PMS, a Fiscal
Analyst will prepare the AFRS batch JV with transaction information from the GMS upload sheet, which includes the transaction codes, revenue
subsources, fund, and variable GL codes. The Fiscal Analyst will review the report to ensure the transaction detail is accurate and matches the A-
8/TM$ from HCA. The Fiscal Analyst will submit the batch into AFRS and the Program Services Manager/Administrative Services Manager will
perform a secondary review for correct account coding and amount and that all required reports/screenshots are within the JV workbook before
approving and releasing into AFRS.

The understanding for this system is documented above in the "Controls - Federal draw downs (DSHS)" step.
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1. Confirmation of Key Manual Control:

As noted in our confirmation of Key Control #1 [Key Control #1 (Manual) - Draw calculations and approval], current document FA0124 (batch KX 443)
for the T19 Medicaid 9/6/22 weekly draw down revenue recording (cost objectives/revenue sources D2* - Regular T19 and T2* Generally T19
waivers and other expansions (Newly Eligible)).

The draw amount calculated by Raveena Mangat, Senior Financial Coordinator, was $45,140,873.98.

After approval of the draw calculation by DSHS (Gwendolyn Dain, Program Services Manager), Raveena sent the draw information (grant
information including: LOC (C7133P1), total grant award and authorization, disbursements to date and revenue to date, the Webi report used to
calculate the draw amount, and the e-mail chain for approvals for the draw calculation as noted above) to HCA and DSHS staff.

HCA employee Mary Anderson, FA5, submitted the request for payment totaling $252,006,421.84 (HCA: $206,865,547.86 and DSHS:
$45,140,873.98, and DCYF: $0.00 requests) for the weekly draw. The generated A8 by Diana Dunn, Medical Assistance Specialist 3 (HCA),
included the total $45,140,873.98 for agency 3000.

The draw workbook (KX 443) recording the revenues was prepared by Fnu Neha, FA4; included in the workbook were approvals for the
Gwendoyn Dain for the draw calculations, summary shot of approved pending draws from GMS for the relevant LOC, screenshot within the
Federal Grant Management System, and HCA's A-8/TM¢$ information all showing the total draw amount for DSHS of $45,140,873.98.

Another tab was "Original Data" which is the system interface between GMS/PMS and creates a report by LOC, transaction code, fund, program
index, revenue sources, and subrevenue sources, with the referenced GMS doc number. This amount matches the draw calculations per revenue
source within the draw calculation section within GMS/PMS. This report drives the AFRS transaction records for the toolbox upload within the "KX
443" tab.

The line calculations of the draw workbook for current year were recorded using TCs 001 and 003 as determined by either a debit or credit
amount, totaling $43,524,973.65

The line calculations of the draw workbook for liquidations were recording using TC835 to adjust the receivable amount from the prior period,
totaling $1,615,900.33.

The workbook was prepared/submitted by Fnu Neha, and approved by Gwendolyn Dain.

Noted Weaknesses are as follows:
None

2. Preliminary Control Risk Assessment
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MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.5.PRG - Federal Grants-In-Aid

Procedure Step: Risk Assessment
Prepared By: CJL, 6/26/2023
Reviewed By: SLB, 10/18/2023
Record of Work Done.’

(1) Inherent Risk (IR):
Based on our understanding of the line item, we assessed inherent risk as follows for each relevant assertion and significant class of transactions:

¢ Rights and Obligations — LOW
e Valuation — LOW

(2) Control Risk (CR):
We assessed control risk as follows for each system and relevant assertion:

¢ Federal Draw Downs — Rights and Obligations and Valuation

MAX — We noted no matters involving internal control over financial reporting and its operation that we consider to be significant
deficiencies or material weaknesses. However, we have assessed control risk at max because we have determined that substantive
procedures alone will be effective to reduce detection risk to an acceptable level.

(3) Risk of Material Misstatement (RMM):
We considered both inherent and control risk and assessed the risk of material misstatement as follows for each relevant assertion and significant
class of transactions:
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e Valuation — MAX
e Rights and Obligations — MAX

(4) Testing Strategy:

We designed our substantive testing strategy based on our assessment of the risk of material misstatement.
e  We will review a sample of drawdown revenue recordings and their related expenditure and revenue reports to ensure that the draw
amount was correctly calculated and recorded.
e We will review a sample of drawdowns and their related expenditure and revenue reports to ensure that the draw amounts were based
upon actual program expenditures.

We anticipate that these tests will provide sufficient appropriate audit evidence to address the assessed risk of material misstatement for relevant
assertions in significant classes of transactions.

D.5.PRG - Federal Grants-In-Aid

Procedure Step: Substantive Test
Prepared By: CJL, 10/18/2023
Reviewed By: SLB, 10/18/2023
Record of Work Done.’

Population Sourcing and Reconciliation

HCA: ]V Population Reconciliation

DSHS: ]V Population Reconciliation

We ran queries from the ACFR database for the material balances (Rollup fund FAA and IS Sort Code CG) for DSHS and HCA. We ran queries in
Enterprise Reporting Web Intelligence which were filtered to match the results of the ACFR database to obtain transaction level detail for
sampling. We reconciled the amounts by source and GL to the ACFR query with no variances noted. As the total population of the Webi
queries' FGIA revenues reconciled to the ACFR database, we consider the transaction data to be complete.

Sample Frames
HCA: ]V Population Reconciliation
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DSHS: JV Population Reconciliation
Based upon overall analysis of the revenue sources (SAO source within ACFR database queries) and subsources (within Webi queries), we
determined that we obtained sufficient coverage limiting testing to Title XIX Medicaid subsources: D*, N*, Q*, T*, and U*

We filtered the Webi transaction data for Medicaid sub-sources* (D*, N*, Q*, T*, and U*) and summarized the transactions by document number
(representing revenue draws) for sample frames:

HCA: 82 current doc numbers, totaling 9,350,185,717.78.

DSHS: 74 current doc numbers, totaling 4,071,086,417.78.

The year-end revenue accrual (GL3205) is covered in its entirety in the Due from Other Governments line substantive testing; the actual sample
frames, therefore, must include the non-Medicaid subsources as well (indicated in the additional subsource line amount under the sample frame
table).

Sample Number and Selection

Based upon the substantive/dual-purpose testing FA small population tables, we randomly selected and identified:
HCA : 14 transactions, no individually significant items

DSHS : 13 transactions, no individually significant items

Substantive tests performed to meet the Valuation assertion:
HCA: HCA_FGIA Sample

DSHS: DSHS FGIA Sample

Testing Procedures:

Weekly and Payday (semi-monthly draws)

For the selected draws, we reviewed biennium-to-date expenditure and revenue Enterprise Reporting reports for the relevant cost
objectives/subsources and re-calculated (current expenditures less current revenues) the draw amount to ensure that the draws and amounts
recorded to GL3210 were correctly calculated.

Premium Draws (HCA Only)

Premium draws are based upon a calculation of 40% times the ProviderOne expenditures for the weekly payment cycle. These are made as-
needed, but are typically drawn near the end of a month to cover managed care premium payments. We verified the ProviderOne expenditures
via reports provided by CNSI agents (ProviderOne vendor) to HCA and recalculated the premium draw amounts.

Year-end Accrual (GL3205)
The year-end accrual in GL3205 is separately tested for all federal cost objectives/subsources. The GL3205 revenue is the credit side of the
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recording to GL1351 (due from Federal Government receivable).
GL1351 at year-end was tested at:

HCA: HCA YE Accrual

DSHS: DSHS YE Accrual

In this workbook, we reviewed the YE accrual workbooks for GL1351 amounts in total and their supporting documents, including year-to-date
enterprise reporting reports for revenues and expenditures of federal programs. Within the individual JV tabs, we recalculated the the revenue
accrual (total expenditures disbursed/liquidated less total revenues received/accrued) and compared them in total to the amounts recorded to
GL3205.

Testing Results:
Revenue draws (GL3210) were correctly calculated based upon expenditures and revenues for their given cost objectives/subsources. The year-

end accrual/receivable from the federal government was correctly calculated based upon the total expenditures and revenues at year-end.
No issues noted.

Substantive tests performed to meet the Rights & Obligations assertion:
Testing Procedures:

Weekly and Payday (semi-monthly) draws:

We ran a query in Enterprise Reporting WEBI for the following query filters for both agencies and fiscal year 2023:
e GL Account = 6510
e Cost Objective = D%, N%, Q%, T%, and U%
e Cost Allocation Funding Type = "F"

We summarized the expenditures by Process Date and Cost Objective and compared the totals of each cost objective in the expenditure report to
the recorded revenue draw amounts for (GL3210) and amounts for their corresponding subsources in the draw calculation workbooks*. This
ensures that the current cash draws are based upon actual cash expenditures.

*Note: Draw calculation workbook amounts for subsources must exclude transaction codes 835. These transaction codes are associated with the
liquidations of 1351 receivable amounts. The test is to ensure that the draws are based upon program expenditures (current
disbursements/revenues). The 835 transactions are factored into the total draw amounts.

Premium draws (HCA only):
Premium draws are based upon a calculation of 40% times the ProviderOne expenditures for the weekly payment cycle. We verified the
ProviderOne expenditures via reports provided by CNSI agents (ProviderOne vendor) to HCA and recalculated the premium draw amounts*.
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*Note: The premium draw amounts must be considered for expenditures in cost objectives D2AA20/D3AA30 as the premium draws are made
"early" against these subsources. The subsequent weekly draws after these premium draws are reduced by these "early" draws.

Testing Results:
Revenue draw amounts (GL3210) are correctly based upon actual cash expenditures (GL6510) for their respective subsources and cost objectives.

D.6.PRG - Education

Procedure Step: Summary & Conclusion
Prepared By: MEC, 10/17/2023
Reviewed By: SLB, 10/17/2023
Record of Work Done.’

Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?

The results of substantive tests do not indicate a need to modify our risk assessment.

The quality and quantity of evidence obtained was sufficient and appropriate.

D.6.PRG - Education

Procedure Step: Understanding of Line Item
Prepared By: MAT, 5/23/2023
Reviewed By: SLB, 10/17/2023
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Record of Work Done.’

(1) Prior Audit Exceptions:

We reviewed the prior audit and did not note any exceptions relevant to these line items.

(2) Composition & Change Analysis:

Line Item Leadsheet: [Line Item Lead Sheet].
e General Fund - Education
e Governmental Activities - Education - Elementary and Secondary (K-12) - Expenses

We rely on work performed at the fund level to substantiate at the government-wide level.

We gained an understanding of the composition of this ACFR line item through inquiry with OSPI staff and review of AFRS database reports (ER).
See below:
e Object N comprised a majority of Education Expenditures. The significant expenditure streams for both balances are the apportionment
payments made to all of the schools in Washington State.
e The OSPI Apportionment System is used for all apportionment expenditures.

We reviewed AFRS database reports (ER), budget documents, and the agency website. We did not identify any significant events or changes from
last year that affect the line item or risks of misstatement.

(3) Updates to Material Account Matrix:

We identified no changes that need to be made to the Material Account Matrix.

D.6.PRG - Education

Procedure Step: Controls - Apportionment
Prepared By: MAT, 5/23/2023
Reviewed By: SLB, 10/17/2023
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Record of Work Done.’

Material Balance(s) and Assertions

Internal controls in the Apportionment System address the following balance(s):
e Governmental Fund - Education
e Governmental Activities - Education - Elementary and Secondary (K-12) expenses

For the following assertions:
e Occurrence: The distribution amount did not occur.
e Completeness: The distribution amount was not reported in the proper period.

Gain an Understanding of Internal Controls

On May 10, 2023, we updated and confirmed our prior understanding of internal controls over apportionment with Amy Kollar, Director of Agency
Financial Services, Amy Harris, Director of Federal Fiscal Policy and Grants Management, Rachel Patrick, Accounting Manager, Jeannie Walker,
Accounts Payable Supervisor, and Lori Eckler, Fiscal Analyst.

Using the Senate Budgets and the Supplemental budgets, Washington State sets and updates the state appropriation for each fiscal year. The
most recent budget, 2023 Supplemental Operating Budget, was passed April 23, 2023. OSPI uses a portion of the appropriation to provide
funding ("apportionment™) to the schools in Washington State.

How Apportionment is Calculated:

Apportionment amounts are determined by student enroliment and transportation. That enrollment data is submitted to OSPI from each school
district with approval from their Educational Service District through the P223 system. Local education agencies (LEAs) complete forms P-223, P-
223H, P-223S, or P-240 which includes data about their student enroliment. The enroliment data is then sent to Melissa Jarmon, Apportionment
Payment Supervisor, to upload into the apportionment system. The apportionment system is a Education Data System (EDS) that compiles all of
the data from the P-223, P-223H, P-223S, and P-240 forms. Transportation data is calculated through the Student Transportation Allocation
Reporting System (STARS) with information provided from school districts.

The school year runs from September to August. From September to December, schools submit their estimated enrollment data to OSPI through
form F-203 with approval from their Educational Service District. This data helps determine how much funding each school needs. Transportation
funding will use last school year values until February when new data from STARS is available for the new school year. A true-up adjustment is
made in January to reflect actual enrolliment data. From January to the end of each school year, actual enroliment data is used to determine
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funding to the schools. Melissa enters the data from the district into the apportionment system.

How Apportionment is Paid:
Payments are made through the following methods:

o Office of the State Treasurer (OST): Payments made through OST are determined by subtracting the amount of the warrant
payments from the total amount of apportionment for the month. Fiscal Office at OSPI notifies OST using a Disbursements Request memo
how much apportionment is to be distributed for the month to various Country Treasurers and Colleges. Once OST disburses the funds on
the last working day of the month, the agency will send OSPI the report, "DetailReport 721," to confirm the disbursement.

¢ Warrants: Payments made through warrants normally comprise less than 1% of the apportionment to be paid for Month 1. On the Form
1198, they are highlighted in yellow and include: DSHS, the tribal agencies, charter schools, School for the Blind, Suquamish Tribal
Education Department, WA State Center for Childhood Deafness and Hearing Loss, and the Washington Military Department.

How transactions are recorded in AFRS:
Lori Eckler, Fiscal Analyst records the payments in AFRS using the Financial Toolbox to prepare two separate batch’s: one for OST payments and
one for warrants. A batch is prepared for the Accounts Payable Supervisor's review, which includes:
e Financial Toolbox screen shot - Confirms that the data was uploaded to AFRS
Distribution of Funds by Source memo
Form 1198
Disbursements Request memo
Detail Report 721

Before the batches are released in AFRS, the Accounts Payable Supervisor reviews the batches to ensure that the batch is supported by the
documentation noted above. At the beginning of the month, Jeannie Walker performs a monthly reconciliation. She reviews the distribution memo
from apportionment and the AFRS distribution to ensure that amounts are recognized in the proper period. She also reviews the Detail Report 721
from the Office of State treasurer and the STAT Detail report to AFRS distribution for the month to ensure that the amount in AFRS represent all
expenditures for the month (Key Control #1 - Manual, Occurrence, Completeness).

Monthly Monitoring of Appropriation vs. Expenditures

To verify that expenditures do not exceed appropriations each month, the Director of Agency Financial Services runs and reviews Report AEQ3,
Allotment Expenditure Status by Program. Every May, the Director will also use a spreadsheet to estimate June expenditures and total
expenditures for the year to identify programs that have excess appropriation or are in shortfall (Key Control #2 - Manual, Completeness).

Key Controls are as Follows:
¢ Key Control #1 - At the beginning of each month, Jeannie Walker, Accounts Payable Supervisor, performs a monthly reconciliation for
the preceding month. She reviews the distribution memo from apportionment and the AFRS distribution to ensure that amounts are
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recognized in the proper period. She also reviews the report from the Office of the State Treasurer to AFRS distribution for the month to
ensure that the amount in AFRS represents all expenditures for the month (Manual - Occurrence, Completeness).

o Key Control #2 - Each month, the Director of Agency Financial Services, runs and reviews Report AE03, Allotment Expenditure Status by
Program to verify that expenditures do not exceed appropriations. In May, she uses a spreadsheet to estimate June expenditures and
total expenditures for the year to identify programs that have excess appropriation or are in shortfall (Manual - Completeness).

Noted Weaknesses are as Follows:
e None

D.6.PRG - Education

Procedure Step: Key Control #1 (Manual)
Prepared By: MAT, 5/23/2023
Reviewed By: SLB, 10/17/2023

Record of Work Done.’

Education - Occurrence/Completeness

Key Control #1 - At the beginning of each month, Jeannie Walker, Accounts Payable Supervisor, performs a reconciliation for the preceding
month. She reviews the distribution memo from apportionment and the AFRS distribution to ensure that amounts are recognized in the proper
period. She also reviews the report from the Office of the State Treasurer to AFRS distribution for the month to ensure that the amount in AFRS
represents all monthly expenditures for the apportionment system.

The understanding for this system is documented above in the "Controls - Apportionment" step [Controls - Apportionment].

1. Confirmation of Key Manual Control:
To confirm this key control, we performed a walkthrough with Jeannie Walker, Accounts Payable Supervisor, on May 15, 2023 at the OSPI

apportionment office. We reviewed the reconciliation spreadsheet and JV packet for March 2023. The total amount of distributions was
$1,415,339,193. The total amount of school apportionment was $1,405,285,225 and apportionment paid out as warrants was $9,897,560. OSPI
received a refund from the Washington State Charter School Commission (WSCSC) for $156,409 from unused apportionment from Willow Public
School. We verified that the total in the Distribution of Funds by Source memo matched the amount in AFRS. No issues noted.
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Noted Weaknesses are as follows:
e None

2. Preliminary Control Risk Assessment
MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or

material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.6.PRG - Education

Procedure Step: Key Control #2 (Manual)
Prepared By: MEC, 9/5/2023
Reviewed By: SLB, 10/17/2023

Record of Work Done.’

Education - Completeness

Key Control #2 - Each month, the Director of Agency Financial Services, runs and reviews Report AE03, Allotment Expenditure Status by
Program to verify that expenditures do not exceed appropriations. In May, a spreadsheet is used to estimate expenditures for both June and the
total year to identify programs with excess appropriation or are in shortfall for the Apportionment System.

The understanding for this system is documented above in the "Controls - Apportionment" step. [Controls - Apportionment]

1. Confirmation of Key Manual Control:
Monthly & Year End Monitoring Activities:

Amy Kollar, Director of Agency Financial Services, provided the February 2023 Report AEO3 for our review on May 15, 2023 at OSPI. We noted
tick marks on each of the items in the report, showing her review. Amy performed a walk through of the GLO1 report, which showed the period
activity of $10,996,297,323 and ending balance of $923,339,870. Expenditures did not exceed appropriations for any programs.
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For year end, we received the "2022-2023 Reconcile Apportionment" spreadsheet, which included the AFRS GL Analysis YTD tab used to estimate
June expenditures. The spreadsheet report showed each Expenditure Authority, the appropriation amount and year to date expenditures by
transcode through the month of May for GL 6505 and GL 6510, subobject NZ in General Fund 001 by fiscal month for agency 3500- Supt of Public
Instruction. There was a tab "251" which listed the first fiscal year of the biennium's expenditure totals by month and compared them with the
amounts from the previous year's AFRS GL analysis report, and another tab "252" which listed and summarized the second fiscal year of the
biennium's expenditure totals by month and compared them with the AFRS GL analysis report.

There was also a tab for each month of FY23 to reconcile Apportionments and AFRS that included a list of warrants and a list of journal entries.
Additionally, there were tabs titled "Melissa Codes" for July 2022 through June 2023 showing Journal Adjustments to specific expenditure
authority accounts. There were columns for each month of FY23 showing the expenditure totals by month that were totaled in column W: " YTD
Total". These totals were compared with AFRS totals in column Z to indicate where corrections might be needed to adjust specific accounts so as
not to expend more than what was appropriated for each account. Where there were differences noted, there were notes indicating a journal
entry was needed or to indicate what journal entry was made to correct the account. Additionally, there were tabs with details of the specific
journal entries and various enterprise reports for expense ledgers in fund 001, subobject NZ.

We verified that OSPI is thoroughly monitoring expenditures against appropriation amounts and making adjustments as necessary to ensure that
no budgeted allocations in the general fund are overspent. No issues noted.

Noted Weaknesses are as follows:
. None

2. Preliminary Control Risk Assessment

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW — Test General Controls:
Not applicable - we are not planning to rely on automated controls and therefore do not need to test general controls; control risk will be assessed
at maximum.

D.6.PRG - Education

Procedure Step: Risk Assessment
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Prepared By: MEC, 9/5/2023
Reviewed By: SLB, 10/17/2023
Record of Work Done.’

(1) Inherent Risk (IR):

Based on our understanding of the line item, we assessed inherent risk as follows for each relevant assertion and significant class of transactions:
e Occurrence — LOW
e Completeness - LOW

(2) Control Risk (CR):

We assessed control risk as follows for each system and relevant assertion:
e Apportionment — Occurrence, Completeness

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant
deficiencies or material weaknesses. However, we have assessed control risk at max because we have determined that substantive
procedures alone will be effective to reduce detection risk to an acceptable level.

(3) Risk of Material Misstatement (RMM):

We considered both inherent and control risk and assessed the risk of material misstatement as follows for each relevant assertion and significant
class of transactions:

e Occurrence - MAX
e Completeness — MAX

(4) Testing Strategy:

We designed our substantive testing strategy based on our assessment of the risk of material misstatement.

For Occurrence: We will verify that the amounts paid out to each school district through the Office of the State Treasurer (OST) represent real
obligations incurred during the period and were supported by documentation, including form Report 1198 and a letter to OST. We will reconcile
the "Grand Total" from the OST Distribution Detail 721 Report to the "Statewide Total" on the OSPI reports (Form 1198, apportionment memo
and letter to OST) and review the apportionment memo, reconciliation worksheet, and other documentation to determine the amount of
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apportionment expenditures that occurred in FY23.

For Completeness: We will review the monthly reconciliations between OST's FY23 distributed amounts to the amount reported in AFRS to
determine whether all expenditures incurred during the period were reported.

Additionally, we will review the agency's monitoring of expenditures and appropriations to determine if expenditures exceeded allocations at fiscal
year end.

We anticipate that these tests will provide sufficient appropriate audit evidence to address the assessed risk of material misstatement for relevant
assertions in significant classes of transactions.

D.6.PRG - Education

Procedure Step: Substantive Test
Prepared By: MEC, 9/18/2023
Reviewed By: SLB, 10/17/2023
Record of Work Done.’

Substantive tests performed to meet the Occurrence assertion:
During our understanding of controls, we identified that some appropriations were paid out to schools using warrants. However, since warrants

comprise less than 1% of the total appropriation that is paid out to schools each month, we focused our testing on state appropriations that were
paid through the Office of the State Treasurer (OST) for each month in FY23 as object "N". We verified that the amounts paid out to each school
district through OST was supported by monthly documentation including Form 721, Form 1198 and a letter/memo to OST. No issues noted.

See Testing at [OSPI Testing]
The total apportionment for FY23 compiled through monthly form 1198 was $16,195,229,458. We identified that this was 97% of the total for

object "N" from our AFRS query documented in the lead sheet [Line Item Lead Sheet]. $122,029,340 or .75% of this was paid out in warrants to
agencies not on the OST report 721 which is documented in column "E" on the testing spreadsheet.

To reconcile the "Grand Total" from the OST Distribution Detail 721 Report to the "Statewide Total" on the OSPI reports (Form 1198,
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apportionment memo and letter to OST) for the months from July 2022 to June 2023, we subtracted the total amount paid to entities through
warrants (Column E). The transfer of funds to the state agencies, tribes, and charter schools are paid through warrants, so they are not included
on the OST reports. We reviewed the apportionment memo, reconciliation worksheet, and other documentation to determine the amount of
apportionment expenditures that occurred in FY23. We found that some apportionment distributions in FY23 were made for expenditures in FY22
(Column F). Old year expenditures were noted on the monthly reconciliation as "OY" for old year and were not included in FY23 expenditures per
AFRS. We also determined that these were entered as transcode 808 rather than 208. No issues noted.

Substantive tests performed to meet the Completeness assertion:

To determine whether all expenditures incurred during the period were reported, we reviewed the monthly reconciliation between OST's FY23
apportionment distributed amounts to the amount reported in AFRS. Jeannie Walker, Financial Analyst 4, provided us with the AFRS Distribution
JV and Detail Transaction Log for each month to show that all amounts for the year were entered into AFRS. The total AFRS distribution JV's
totaled $16,073,200,188.20, which tied to the detail reports from OST. Jeannie provided us a 6510 report for fund 001, Object N that broke down
all of the apportionment expenditures by fiscal month and transcode. These transactions were identifiable by the "RE" date-AP" entered in the doc
number field. The total of these expenditures was $15,911,983,601.81. The variance was $161,216,517.39 which we tied with a small variance
(below the floor) of $2,867 to the apportionment distributions for FY22 that were made in July and august of FY23.

We inquired with Jeannie about the total of our AFRS query for OSPI object "N" expenses as we expected it might tie to the apportionment total,
and she let us know that there are other "N" expenses related to grants that are not part of the apportionment that also hit GLs 6510 & 6505.
This difference amounted to approximately 480 million, however total apportionment amounted to 97% of object "N" expenses reported in AFRS
for OSPI general fund expenditures, which we determined to be an acceptable portion the population for our completeness testing.

No issues noted.

We also reviewed the enterprise expenditure report through the FY2 adjustment period and the Washington state appropriation schedule for the
biennium which contained expenditures by fiscal year to confirm that FY23 Fund 001 OSPI expenditures provided by the client on their
reconciliation did not exceed the general fund appropriations. See "Appropriation" Tab on the Testing Spreadsheet at [OSPI Testing].

We identified that the client was tracking monthly expenditures for some expenditure authority codes, so we ran the Allotment Expenditure BTD
by Agency/Organization Index and an Appropriations vs Actuals report for fund 001 from enterprise reporting to verify that fund 001 expenditure
authority codes were not overspent. The expenditure authority expenditures & appropriations being tracked on the reconciliation we were
provided comprised 86% of the total expenditures for fund 001 appropriations on the ER reports. We determined that OPSI is monitoring
expenditures against allotments to ensure that program expenditures do not exceed appropriations. No issues noted.

D.7.PRG - Due From Other Governments
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Procedure Step: Summary & Conclusion
Prepared By: CJL, 10/18/2023
Reviewed By: SLB, 10/18/2023
Record of Work Done.’

Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?
The results of substantive tests do not indicate a need to modify our risk assessment.

(2) Was the quality and quantity of evidence obtained sufficient and appropriate?
The quality and quantity of evidence obtained was sufficient and appropriate.

D.7.PRG - Due From Other Governments

Procedure Step: Understanding of Line Item
Prepared By: CJL, 6/28/2023

Reviewed By: SLB, 10/18/2023

Record of Work Done.’

(1) Prior Audit Exceptions:

We did not identify any exceptions to this line item in the prior audit.

(2) Composition & Change Analysis:

Line Item Leadsheet: [Line Item Lead Sheet].

Note: We rely on work performed at the fund level to substantiate at the government-wide level.
Significant Changes

We inquired with:
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e HCA: Laura Roberts, Federal Claims Supervisor, and Jill Arlow, Deputy Section Manager (Federal Financial Reporting Section). Both
confirmed that the process for the liquidations of receivables (during federal drawdowns) and the hard accrual recording process has not
significantly changed.

e DSHS: Gwendolyn Dain, Program Services Manager, and Christie Johnson, Administrative Services Manager. Both confirmed that the
liquidation process and the year-end accrual process has not significantly changed.

We ran an interim report [Line Item Lead Sheet] based upon our experience for prior GL roll-ups into the Due from Other Governments line:
e GL 1359: Due from Component Units
e GL 1351: Due from Federal Government
e GL 1352: Due from Other Governments

Two entities, the Health Care Authority (HCA - 107), and the Department of Social and Health Services (DSHS - 300) were identified as being the
primary components of this line item balance. The portion of these agencies attributable to the line item is $679,660,546 of the total
$632,522,256. Of this portion, $475,954,902 was attributed to HCA, 75.3% of the total balance. The DSHS portion was $203,705,644 which is
32.2% of the total balance. The remaining agencies were not material in comparison.

The balance for both agencies is primarily driven by GL1351, due from federal government. This is in line with our prior understandings as these
agencies administer various human services, with the largest being Medicaid. These programs are on a cost reimbursement basis. During the
year, the agencies must incur and pay the cost of eligible expenditures before drawing down the revenue reimbursement from the federal
government. At year end, eligible expenditures incurred, but not paid for result in a receivable amount due from the federal government. This is
recorded with a series of JVs up until the Phase II close in order to obtain the most current and accurate amount to record to the receivable
line. Throughout the subsequent fiscal year, this beginning balance is adjusted with standard drawdowns as the receivables are liquidated or
adjusted due to the prior period expenditures.

(3) Updates to Material Account Matrix:
No updates to the Material Account Matrix are necessary. Material agencies and GL accounts are within expected results for interim values.

D.7.PRG - Due From Other Governments

Procedure Step: Controls - Year-End Accrual and Liquidations (HCA)
Prepared By: CJL, 6/26/2023
Reviewed By: SLB, 10/18/2023
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Material Balance(s) and Assertions
Internal controls in the Receivable Accrual and Subsequent Liquidations address the following balance(s):
e Due from Other Governments - Amounts due from the Federal Government to reimburse program expenditures made by the state.

For the following assertions:
o Existence - Amounts due from the Federal Government to reimburse program expenditures are supported by amounts actually
paid during the period and the underlying program expenditures.
e Valuation - Amounts due from the Federal Government to reimburse program expenditures have been calculated correctly.

Gain an Understanding of Internal Controls
We met with the following:
e Rita Homan, Deputy Section Accounting Manager
e Cheri Wright, Medicaid Accounting Manager
e Terenna Eggbroten, Fiscal Analyst 4
e Laura Roberts, Federal Claims Supervisor

General Information

All federal expenditures are recorded to cost objectives specific to the federal funding source. When a federal cost objective is established in
AFRS, a corresponding federal revenue source is established and associated with the cost objective. Enterprise Reporting uses this structure to
produce a report specifically developed to compare the level of federal expenditures for a period to the federal revenue source associated with
those expenditures, and calculates the amount to be accrued. This process ensures federal expenditures for the period match the level of federal
revenue posted for the same period. The variance column represents total expenditures less total revenues and would be the amount of
additional accrued revenue that would be required to be posted to adjust GL1351. An analysis is then performed by the Fiscal Analyst to ensure
that the revenue accrual is accurately calculated and based on final expenditures that are recorded and submitted for reimbursement.

Monthly Accruals
The accrual process is performed monthly through a series of JVs that are processed for the regularly scheduled draws. The monthly revenue

accruals are booked with XX batches. The process for calculating the monthly receivable begins by running a "Revenue Accrual Calculation" report
by Program/Fund/MajorSource/SubSource. The program query criteria will depend on the program for which the accrual is being done, e.qg.
program 200 would be Medicaid, and the remaining criteria would include General Fund 001, and Major Group 03 (federal revenue). The report
details federal disbursements, federal accruals, total expenditures, cash receipts, revenue accruals, total revenue and variance by major source
(federal agency) and sub source (cost objective).
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These JVs are MAJVs and are automatically reversed the next fiscal month under XY batches and primarily serve for information and reporting
purposes; since the the monthly accruals are automatically reversed, they do not impact the final line amount at the end of the year.

Year End (Hard Accrual)
At year-end, the revenue is accrued using a regular JV batch. This establishes an actual accrual for the fiscal year close. This accrual will be
liquidated in the following year as prior period revenue is received.

The first year-end JV is completed using a main JV number as a JV batch to differentiate from the other XH batches. All subsequent JV's will use
the same main JV number with a suffix from the beginning of the alphabets to tie all the year-end JVs together. The ]V process is the same as
for all subsequent accruals in which a template is set up and the final expenditure and revenue reports are run to determine the final accrual to be
posted (Key Control #1 - Existence/Valuation - Year-end accrual amount is based upon final expenditure and revenue reports).
This accrual process occurs repeatedly during FMs 12-99 and 24-25 in order to obtain the most accurate and current expenditure/revenue
amounts for the accrual calculation. A fiscal analyst analyzes the final year-end expenditures, revenue, and revenue draws to calculate the final
revenue accrual to record the Due from Federal Governments amount.

How Transactions are Recorded in AFRS (YE Accrual):

Transactions are recorded in AFRS using the JV process that is performed by the Fiscal Analyst during the calculation of the revenue accrual noted
above. The workbook will provide the coding details for the transaction that will be needed to record the transaction in AFRS. The Fiscal Analyst
will log into AFRS and check the KF batch for errors. If there are no errors, the batch is then released in AFRS and a screen print of the AFRS
release screen is saved to the "Upload and Release" tab of the JV workbook. If there are errors, the Fiscal Analyst will then research the JV to
identify the error before making a correction and resubmitting it to the Assistant Accounting Manager for re-approval; this process occurs for
every accrual run during the close (Key Control #2 - Year-end accrual reviews and approvals)

Adjustments to the GL1351 Amount (prior periods)

The "hard coded" revenue accruals from the prior period are adjusted as the expenditures and revenues are liquidated throughout the subsequent
fiscal year; these expenditure/revenue liquidations are identified through MOS and Fiscal Year fields in the determination of current vs prior period
transactions. This occurs during standard federal draw downs and the recording process as summarized in the Federal Grants in Aid
understanding [Controls - Federal draw downs (HCA)]. The revenue adjustment associated with liquidations are recorded with TC 835 to adjust the
GL1351 recorded amount. (Key Control #3 - Valuation - Adjustments to prior period year-end accruals are based upon expenditure
and revenue liquidations in the current period).

Key Controls are as Follows:
e Key Control #1 - Valuation/Existence - The year-end hard revenue accrual/receivable recording is prepared and
calculated using year-end expenditure and revenue amounts for programs.
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¢ Key Control #2 - Valuation/Existence - The year-end revenue accrual/receivable recording is reviewed at each
subsequent rerun by the Assistant Accounting Manager to ensure the correct amounts are posted and for the correct
revenue subsources.
e Key Control #3 - Valuation - During the Federal Grants in Aid draw down process, adjustments to the prior
period's revenue accrual are based upon expenditure and revenue liquidations.

Noted Weaknesses are as Follows:
None

D.7.PRG - Due From Other Governments

Procedure Step: Key Control #1 and #2 (Manual) - Calculation and Review of YE Accrual
Prepared By: CJL, 10/5/2023

Reviewed By: SLB, 10/18/2023

Record of Work Done.’

Due From Other Governments - Valuation and Existence

Key Control #1 - The year-end hard revenue accrual/receivable recording is prepared and calculated using year-end expenditure and revenue
amounts for programs.

Key Control #2 - The year-end revenue accrual/receivable recording is reviewed at each subsequent rerun by the Assistant Accounting Manager
to ensure the correct amounts are posted and for the correct revenue subsources.

The understanding for this system is documented above in the "Controls - Year-End Accrual and Liquidations (HCA)" step.

1. Confirmation of Key Manual Control:
We reviewed the series of year-end JVs for the federal revenue accrual process to determine whether the federal revenue accruals (receivable
side):
e Existed at year end, i.e. were based upon actual program receipts and liquidations of expenditures and revenues, and
e were reported at correct values, i.e. correctly calculated based upon the program expenditures and revenues. The details of testing is
documented at [Substantive Test].
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We reviewed [HCA YE Accrual] the following JV documents:
e MAJV7003, 7/17/23

MAJV7003-AA, 7/31/23

MAJV7003-BB, 8/17/23

MAJV7003-CC, 8/30/23

MAJV7003-DD, 8/31/23

MAJV7003-EE, 9/1/23

and their supporting documentation, including Enterprise Reporting revenue/expenditures reports (KC1) and additional correspondence related to
the JVs and recalculated the revenue accruals and compared them to recorded accruals (and corresponding receivable) with no issues

noted. The criteria for each run of the ER reports were adequate to capture all federal revenues and expenditures for the agency and time
frames; additionally, for the Coronavirus State Fiscal Recovery Funds (CSFRF), the agency specifically excluded this revenue accrual as the
revenues are held by OFM. No issues noted.

We documented the preparer/submitter (FA4) and approver/releaser (FA5 initially, with Cheri Wright, Medicaid Reporting Manager, reviewing and
approving the latter sets of JVs) of the JVs and noted that there was evidence of review of the revenue subsources and calculations based upon
the JV tabs. The preparer/submitter and approver/releasers were separate individuals (KC2). No issues noted.

Noted Weaknesses are as follows:
None

2. Preliminary Control Risk Assessment

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.7.PRG - Due From Other Governments

Procedure Step: Key Control #3 (Manual) - Accrual/Receivable Liquidations
Prepared By: CJL, 6/26/2023
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SLB, 10/18/2023

Record of Work Done.’

Due From Other Governments - Valuation and Existence

Key Control #3 - Valuation - During the Federal Grants in Aid draw down process, adjustments to the prior period's revenue
accrual are based upon expenditure and revenue liquidations.

The understanding for this system is documented above in the "Controls - Year-End Accrual and Liquidations (HCA)" step.

1. Confirmation of Key Manual Control:

We reviewed current document FA0191 for the T19 Medicaid and T19 COVID 3/27/23 weekly draw down revenue recording. The draw
reconciliation was performed by Mary Anderson, FA5. Included in the workbook were the two enterprise reporting reports used to calculate the
draw amount. Relevant report criteria included:

e Expenditure report

o

O O O O

o

Begin fiscal month - 04-Oct FY1

End: Current (report run on 3/27/23, March FY2)

Cost objective: T3*,D3*,N3*,Q3*,[T33C*,D33C*,N33C*,Q33C*]
Cost allocation type: F

Expenditure content: Cash

Expenditure liquidation Content: All liquidations

e  Revenue report

o

o O O 0 O

Same begin/end fiscal month

Major source: 03

Source: 03/93

Subsource: 03/93/D3*,03/93/T3*,03/93/N3*,03/93/Q3*,[03/93/D33C*,03/93/T33C*,03/93/N33C*,03/93/Q33C*]
Revenue content: Cash

Revenue liquidation content: Yes

Cost objectives (Expenditures), as summarized:

o  THXX:
o

o
o DX¥x:

Disbursements: $2,203,015,300.78
Liquidations: $(131,602,547.19)
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o Disbursements: $1,728,013,657.56
o Liquidations: $(59,566,422.40)
e N***: No activity
° Q***:
o Disbursements: $0.00
o Liquidations: $(18,203.11)

Revenue sub-sources (Revenues), as summarized:

o TH¥x:
o Cash Receipts: $2,184,020,775.78
o Liquidations: $(132,352,597.70)

° D***:
o Cash Receipts: $1,692,888,633.84
o Liquidations: $(61,231,213.03)

e N***: No activity

° Q***:
o Cash Receipts: $0.00
o Liquidations: $(18,203.11)

Totals:

Current Disbursements: $3,931,028,958.34
Current Receipts: $3,876,909,409.62
Liquidations (Net): $2,414,841.14
Draw amount: $56,534,389.89

This total draw of $56,534,389.89 appeared (E-mail tab within the draw workbook) as the HCA portion of the total draw (draws include amounts
from DSHS and DCYF as the Medicaid grant is administered through HCA) for PMS Subaccount XIX-MAP23. The reports were submitted by Mary
Anderson to Laura Roberts on 3/27/23 at 8:56 AM and approved by Laura at 9:06 AM for the draw amount.

As the liquidations were related to the prior period, the revenue recording workbook used TC835 for the net expenditure and revenue liquidations
for the relevant subresource to adjust the accrual in GL1351. This was verified in the A8-A report with the:

e D* transactions totaling $1,664,790.63 (as calculated by the revenue/expenditure report)

e T* transactions totaling $750,050.51 (as calculated by the revenue/expenditure report).



State of Washington

Total liquidation of the receivable: $2,414,841.14
No issues noted.

2. Preliminary Control Risk Assessment
MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or

material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.7.PRG - Due From Other Governments

Procedure Step: Controls - Year-End Accrual and Liquidations (DSHS)
Prepared By: CJL, 6/26/2023

Reviewed By: SLB, 10/18/2023

Record of Work Done.’

Material Balance(s) and Assertions
Internal controls in the Receivable Accrual and Subsequent Liquidations address the following balance(s):
¢ Due from Other Governments - Amounts due from the Federal Government to reimburse program expenditures made by the state.

For the following assertions:
e Existence - Amounts due from the Federal Government to reimburse program expenditures are supported by amounts actually
paid during the period and the underlying program expenditures.
¢ Valuation - Amounts due from the Federal Government to reimburse program expenditures have been calculated correctly.

Gain an Understanding of Internal Controls

We met with the following:
e Christine Johnson, Administrative Services Manager
¢ Gwendolyn Dain, Program Services Manager
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e Debra Trickler, ESA
e Julia Mosier, Office Chief (DDA/ALTSA)
e Rick Meyer, External Audit Liaison

The Office of Accounting Services (OAS) prepares revenue accruals monthly and at fiscal year-end. For both instances, the formula for
determining the revenue accrual is:
Cash expenditures + Accrued Expenditures - Cash Revenue - Existing Accrued Revenue = Revenue to be accrued.

Monthly Revenue Accrual
At fiscal month close, the Fiscal Analyst preparing the monthly accrual will run an Enterprise Reporting report "Revenue Accrual Calculation by

Program/Account/Major Source/Source/Subsource." Relevant criteria includes:
e Agency: 300
Fiscal Month: 1-11 or 13-23
Account: 001
Program: [080,850]
Major Source: 03
Source: 03/*
Subsource: [03/16/523**,03/93/T19TR0,03/93/596***,03/21/019V**,03/93/498**,03/99/APPTRN]

The above subsources are excluded for varying reasons including: own funding, expenditures not tied to specific grant, etc.
This reports captures year-to-date expenditures, revenues, and liquidations for the relevant grant programs for the agency and is the basis for the
monthly accrual calculations.

OAS has a monthly accrual 1V log for preparers to fill information such as the JV number, date, and prepared by. The monthly accruals are
prepared using XS batches, which automatically reverse using an XY batch upon subsequent monthly accruals, i.e. the monthly accruals do not
impact the final Due from Other Governments line item.

The Fiscal Analyst will load the Enterprise Reporting report into the accrual workbook with minor formatting to create the toolbox for AFRS
upload; the transactions use TC 051 (dr 1351, cr 3205) by subresource code for the accrual. The log is then updated with the JV hash amounts
and submitted, the Program/Administrative Manager will review the batch for accuracy/calculations and approve it for release.

Year-End Accrual
The year-end hard accrual is prepared in a similar manner as the monthly accruals in that the calculation is still the same:
Cash expenditures + Accrued Expenditures - Cash Revenue - Existing Accrued Revenue = Revenue to be accrued.




State of Washington

The year-end accrual is processed for fiscal months 12-99 and 24-25 and uses KH Batch types for recording. The procedures are performed at
the below intervals:

e FM12 & FM24 - On the last working day of fiscal month

e FM99 & FM25 - On the last working day of Phase 1 for fiscal month

e FM99 & FM25 - Weekly; each Friday between Phase 1 (P1) close and Phase 1B (P1B) cutoff

e FM99 & FM25 — Daily; between Phase 1B (P1B) through Phase 2 (P2) close

The fiscal analyst will run the following report:
e Agency: 300
Fiscal Month: 12 (or 12A, 24, 24A)
Account: 001
Program: [080,850]
Major Source: 03
Source: 03/*
Subsource: [03/16/523**,03/93/T19TR0,03/93/596***,03/21/019V**,03/93/498**,03/99/APPTRN]

The above subsources are excluded for varying reasons including: own funding, expenditures not tied to specific grant, etc.
This reports captures year-to-date expenditures, revenues, and liquidations for the relevant grant programs for the agency and is the basis for the
accrual calculation. (Key Control #1 - Year-end accrual calculations - Valuation/Existence)

Each subsequent run of the year-end accrual JV calculation to adjust (FM99/25) the original FM12/24 accrual will append a batch suffix AA, BB,
CC, and so on to the JV.

The Fiscal Analyst will load the Enterprise Reporting report into the accrual workbook with minor formatting to create the toolbox for AFRS
upload; the transactions (TC051) are by subresource code for each program, and the year-end log is then updated with the JV hash amounts and
submitted. The Program/Administrative Manager will review the each of the accrual batches for verification of revenue subsources and calculation
amounts and approve it for release.

How Transactions are Recorded in AFRS (YE Accrual):

Transactions are recorded in AFRS using the JV process that is performed by the Fiscal Analyst during the calculation of the revenue accrual note
above. The workbook will provide the coding details for the transaction that will be needed to record the transaction in AFRS. The Fiscal Analyst
will log into AFRS and check the batch for errors. If there are no errors, the batch is then released in AFRS and a screen print of the AFRS release
screen is saved to the "Upload and Release" tab of the JV workbook. If there are errors, the Fiscal Analyst will then research the JV to identify the
error before making a correction and resubmitting it to the Program/Administrative Manager for re-approval. (Key Control #2 - Year-end
accrual review and approval - Valuation/Existence)
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Adjustments to the GL1351 Amount (prior periods)

The "hard coded" revenue accruals from the prior period are adjusted as the expenditures and revenues are liquidated throughout the subsequent
fiscal year; these expenditure/revenue liquidations are identified through MOS and Fiscal Year fields in the determination of current vs prior period
transactions. This occurs during standard federal draw downs and their recording process as summarized in the Federal Grants in Aid
understanding [Controls - Federal draw downs (DSHS)]. The revenue adjustment associated with liquidations are recorded with TC835 or TC835(R)
to adjust the GL1351 recorded amount. (Key Control #3 - Prior period year-end accrual adjustments - Valuation)

Key Controls are as Follows:
e Key Control #1 - Valuation/Existence - The year-end hard revenue accrual/receivable recording is prepared and
calculated using year-end expenditure and revenue amounts for programs.
¢ Key Control #2 - Valuation/Existence - The year-end revenue accrual/receivable recording is reviewed at each
subsequent rerun by the Administrative/Program Manager to ensure the correct amounts are posted and for the correct
revenue subsources.
¢ Key Control #3 - Valuation - During the Federal Grants in Aid draw down process, adjustments to the prior
period's revenue accrual are based upon expenditure and revenue liquidations.

Noted Weaknesses are as Follows:
None

D.7.PRG - Due From Other Governments

Procedure Step: Key Control #1 and #2 (Manual) - Calculation and Review of YE Accrual
Prepared By: CJL, 10/10/2023

Reviewed By: SLB, 10/18/2023

Record of Work Done.’

Due From Other Governments - Valuation and Existence

Key Control #1 - The year-end hard revenue accrual/receivable recording is prepared and calculated using year-end expenditure and revenue
amounts for programs.

Key Control #2 - The year-end revenue accrual/receivable recording is reviewed at each subsequent rerun by the Administrative/Program
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Manager to ensure the correct amounts are posted and for the correct revenue subsources.
The understanding for this system is documented above in the "Controls - Year-End Accrual and Liquidations (DSHS)" step.

1. Confirmation of Key Manual Control:
We reviewed the series of year-end JVs for the federal revenue accrual process to determine whether the federal revenue accruals (receivable
side):
e Existed at year end, i.e. were based upon actual program receipts and liquidations of expenditures and revenues, and
e were reported at correct values, i.e. correctly calculated based upon the program expenditures and revenues. The details of testing is
documented at [Substantive Test].

DSHS processed a total of 17 year-end JVs (JVKH0029, base through suffix PP) from 7/14/2023 through 8/30/2023 to post their year-end
receivable. We reviewed each run of the year-end accrual [DSHS YE Accrual] and their supporting documentation include Enterprise Reporting
revenue/expenditure reports (KC1) and additional correspondence and recalculated the revenue accruals and compared them to recorded
accruals with no issues noted. The criteria for the ER reports were adequate to capture all federal revenues and expenditures for the agency and
time frames. No issues noted.

We documented the preparer/submitter/releaser (Sumanpreet Kaur, FA3) and approver (Gwendolyn Dain, Program Services Manager, and Christie
Johnson, Administrative Services Manager) of the JVs and noted that there was evidence of review of the revenue subsources and calculations
based upon the ]V tabs. The preparer/submitter/releaser and approver were separate individuals (KC2). No issues noted.

Noted Weaknesses are as follows:
None

2. Preliminary Control Risk Assessment

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.7.PRG - Due From Other Governments




State of Washington

Procedure Step: Key Control #3 (Manual) - Accrual/Receivable Liquidations
Prepared By: CJL, 6/26/2023

Reviewed By: SLB, 10/18/2023

Record of Work Done.’

Due From Other Governments - Valuation and Existence
Key Control #3 - Valuation - During the Federal Grants in Aid draw down process, adjustments to the prior period's revenue
accrual are based upon expenditure and revenue liquidations.

The understanding for this system is documented above in the "Controls - Year-End Accrual and Liquidations (DSHS)" step.

1. Confirmation of Key Manual Control:
We reviewed current document FA0124 (batch KX 443) for the T19 Medicaid 9/6/22 draw down revenue recording (cost objectives/revenue

sources D2* - Regular T19 and T2* Generally T19 waivers and other expansions (Newly Eligible). Included in the draw workbook was the draw
report, prepared by Raveena Mangat, Senior Financial Coordinator, sent to HCA for DSHS's portion of the weekly draw which contained (in
summary, based upon draw calculations (Current) Expenditures - (Current) Revenues - Net Liquidations) for AFRS transaction dates 8/29/22 -
9/6/22:

D2*

Net current = $41,765,571.44

Net liquidations = $1,623,649.59
Net draw = $43,389,221.03

T2*

Net current = $1,759,402.21
Net liquidations = $(7,749.26)
Net draw = $1,751,652.95

As the liquidations were related to the prior period, the revenue recording workbook (Batch KX 443) used TC835 for the net expenditure and
revenue liquidations for the relevant subresource to adjust the accrual in GL1351. The total amount for TC835 matched the draw calculations for
the relevant cost objectives/subsource. This was verified in the "KX443" tab (AFRS upload transactions) with following as calculated by the
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revenue/expenditure reports and the GMS draw calculations:
D2* transactions totaling $1,623,649.59
T2* transactions totaling $(7,749.26)

The revenue recording workbook was prepared/submitted by Fnu Neha, and approved by Gwendolyn Dain.
No issues noted.

2. Preliminary Control Risk Assessment

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.7.PRG - Due From Other Governments

Procedure Step: Risk Assessment
Prepared By: CJL, 6/26/2023
Reviewed By: SLB, 10/18/2023
Record of Work Done.’

(1) Inherent Risk (IR):
Based on our understanding of the line item, we assessed inherent risk as follows for each relevant assertion and significant class of transactions:

e Year-End Accruals — Existence and Valuation: LOW
e Accrual/Receivable Liquidations - Valuation: LOW

(2) Control Risk (CR):
We assessed control risk as follows for each system and relevant assertion:
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¢ Year-End Accruals — Existence and Valuation
e Accrual/Receivable Liquidations - Valuation

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant
deficiencies or material weaknesses. However, we have assessed control risk at max because we have determined that substantive
procedures alone will be effective to reduce detection risk to an acceptable level.

(3) Risk of Material Misstatement (RMM):
We considered both inherent and control risk and assessed the risk of material misstatement as follows for each relevant assertion and significant
class of transactions:

e Year-End Accruals — Existence and Valuation: MOD
e Accrual/Receivable Liquidations - Valuation: MOD

(4) Testing Strategy:
We designed our substantive testing strategy based on our assessment of the risk of material misstatement.
e DSHS/HCA -

o Adjustments to Receivable balances - We plan to sample draw-down workbooks from HCA and DSHS and review backup
documentation including enterprise reporting reports to determine whether the adjustments to the receivable amounts were
properly valued based upon actual revenues and expenditures (Valuation).

o Year-end accrual - We plan to review all related year-end accrual JVs and their backup documentation including enterprise
reporting reports to determine whether the final accrual is properly valued based upon actual revenues and expenditures
(Existence and Valuation).

We anticipate that these tests will provide sufficient appropriate audit evidence to address the assessed risk of material misstatement for relevant
assertions in significant classes of transactions.

D.7.PRG - Due From Other Governments

Procedure Step: Substantive Test
Prepared By: CJL, 10/18/2023
Reviewed By: SLB, 10/18/2023
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Record of Work Done.’

Population Reconciliation Procedures for the Due from Other Governments Line Item JV Population Reconciliation
We ran queries from the ACFR database for the material balances (Rollup fund FAA and GL Sort Code CG) for HCA and DSHS.

We ran queries in Enterprise Reporting Web Intelligence which were filtered to match the results of the ACFR database to obtain transaction level
detail for sampling. We reconciled the amounts by GL to the ACFR query with no variances noted. As the total population of the Webi queries'
Due from Receivables reconciled to the ACFR database, we consider the transaction data to be complete.

Sample Frame

For both agencies, GL1351 (Due from Federal Government) composed the significant percentage of receivable amounts in the line item at year-
end (90.3% for HCA and 86.9% for DSHS). Based upon this information, we elected to test only from this GL account. This is in line with our
assumptions as these agencies participate in federal reimbursable programs (Medicaid primarily).

Per our understandings and testing strategy, we split the transactions into:
1. Adjustments to the GL1351 balance during FY23, and
2. The year-end accruals, identified by:

a. M25/Reference Doc ACRL2306 for HCA, and

b. Batch type KH for DSHS (batches in FM24 and 25)

Substantive tests performed to meet the Existence / Occurrence assertion

Testing Procedures:

Review all related year-end accrual JVs and their backup documentation including enterprise reporting reports to determine whether the final
accrual is properly valued based upon actual revenues and expenditures.

HCA: HCA YE Accrual

DSHS: DSHS YE Accrual

We reviewed the year-end accrual JVs and the backup documentation including Enterprise Reporting reports (Revenue Accrual Calculation by
Program/Account/Major Source/Source/Subsource) and e-mail correspondence. For each run of the year-end accrual, we recalculated the
revenue accrual based upon subsource and compared them to recorded amounts ensure that a year-end receivable actually existed (expenditures
exceeded revenues).

Testing Results:
Year-end accrued federal revenues and the federal receivable actually existed as of year-end as the expenditures exceeded revenues for relevant
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subsources. No issues noted.
No issues noted.

Substantive tests performed to meet the Valuation assertion:

Year-End Accrual

Testing Procedures:

Review all related year-end accrual JVs and their backup documentation including enterprise reporting reports to determine whether the final
accrual is properly valued based upon actual revenues and expenditures

HCA: HCA YE Accrual

DSHS: DSHS YE Accrual

We reviewed the year-end accrual JVs and the backup documentation including Enterprise Reporting reports (Revenue Accrual Calculation by
Program/Account/Major Source/Source/Subsource) and e-mail correspondence. For each run of the year-end accrual, we recalculated the
revenue accrual based upon subsource and compared them to recorded amounts to ensure that a year-end receivable was correctly valued.

Testing Results:
Year-end accrued federal revenues and the federal receivable was correctly calculated based upon FY expenditures and revenues for relevant

subsources. No issues noted.

Adjustments to Receivables

Testing Procedures:

We plan to sample draw-down workbooks from HCA and DSHS and review backup documentation including enterprise reporting reports to
determine whether the adjustments to the receivable amounts were properly valued based upon actual revenues and expenditures and correctly
calculated (Valuation).

We ran a query in Enterprise Reporting WEBI for the following query filters for fiscal year 2023:
e GL Account = 0159 (liquidations)
e Cost Allocation Funding Type = "F"

We summarized the liquidations by Process Date and Cost Objective and compared the totals of each cost objective in the liquidations report to
the recorded adjustments to GL1351 in the draw calculation workbooks* processed during sample drawdowns. We additionally recalculated the
adjustment amount through a review of the drawdown's total draw and current draw amounts (based upon the current expenditures/revenues).

*Note: Draw calculation workbook amounts for subsources for transaction codes 835. These transaction codes are associated with the
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liquidations of GL1351 receivable amounts. Total draws factor in current expenditures and revenues (GLs 6510/3210)

Testing Results:
HCA: HCA Due From Adjustments Testing

DSHS: DSHS Due From Adjustments Testing

Adjustments to the federal receivable during drawdowns were properly valued and based upon prior period expenditure liquidations
(GL0159). No issues noted.

D.8.PRG - Unearned Revenues

Procedure Step: Summary & Conclusion
Prepared By: CJG, 10/30/2023
Reviewed By: SLB, 10/31/2023
Record of Work Done.’

Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?
No, the results of substantive tests do not indicate a need to modify our risk assessment (IR, CR, and RMM).

Yes, the quality and quantity of evidence obtained was sufficient and appropriate.

D.8.PRG - Unearned Revenues

Procedure Step: Understanding of Line Item
Prepared By: CJG, 10/23/2023
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Reviewed By: SLB, 10/31/2023

Record of Work Done.’

(1) Prior Audit Exceptions:
There are no prior year audit exceptions for this balance.

(2) Composition & Change Analysis:

Line Item Leadsheet: [Line Item Lead Sheet].

The unearned revenue line item is usually a small amount of cash at fiscal year end that has not been distributed to other agencies. Unearned
revenue arises when resources are received by the state before it has a legal claim to them, such as when grant monies are received prior to
incurring qualifying expenditures/expenses. In the FY20 year, the balance was made up of money received from the Federal Coronavirus Aid,
Relief and Economic Security (CARES) Act. The state and local governments of Washington state were appropriated approximately $2.95 billion to
help fund the response to the COVID-19 outbreak. The cash from the CARES Act was received in April 2020, at fiscal year end, $1.8 billion
remained unspent. The unspent amount was included in unearned revenue for FY20. In FY21, the majority of the CARES Act funds was
recognized as revenue. Agencies had until December 2021 to spend the funds related to CARES act and therefore there may still be some CARES
funds included in unearned revenue at fiscal year end.

The majority of the unearned revenue balance for FY21 was the funds received from the American Rescue Plan Act of 2021 (ARPA). ARPA was
signed into law on March 11, 2021 and provided $350 billion in aid to state and local governments in response to COVID-19, along with additional
funding for other areas like education, rental assistance, and transit. Based on requirements in ARPA, the funds were divided between states.
Washington State was appropriated an estimated amount of $4.44 billion in ARPA funds. Based on unemployment averages, cities and counties
are entitled to various amounts of ARPA funds. At fiscal year end, approximately $2 billion of the ARPA funds remain unspent.

For FY22, the majority of the unearned revenue balance continued to pour in from the American Rescue Plan of 2021 (ARPA). Through the
Federal Fiscal Recovery Funds, Washington State was awarded another $4.43 billion in ARPA funds - designated as "State and Local Fiscal
Recovery Funds" or SLFRF. Around $2.9 billion was earned in FY23 and beyond, therefore, the balance was reported as unearned revenue. The
entry was handled by the Office of Financial Management but the ARPA funds are reported in Agency 076 - Special Appropriations to the
Governor.

For FY23 the majority of the unearned revenue balance is still located in Fund 706 - Coronavirus State Fiscal Recovery Fund. This balance is
primarily made of the remaining unearned revenues granted in 2021 from the American Rescue Plan (ARPA). The balance for unearned revenue
started at $2.8 billion at the start of FY23, and has been spent down by all agencies throughout the year. The final numbers are not due to OFM
until September. This balance is continuing to be spent down and will likely be non material within the next several years.
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(3) Updates to Material Account Matrix:
No updates necessary.

D.8.PRG - Unearned Revenues

Procedure Step: Controls - JV
Prepared By: CJG, 10/23/2023
Reviewed By: SLB, 10/31/2023
Record of Work Done.”’

Material Balance(s) and Assertions
Internal controls in the manual JV address the following balance(s):

e Balance Sheet - Governmental Funds: Unearned Revenue
For the following assertions:

e Occurrence - There is a risk that unspent federal economic stimulus money was reported as earned rather than unearned
revenue for FY23.

¢ Completeness - There is a risk that not all federal economic stimulus money received was identified and resulting in unearned
revenue being understated.

Gain an Understanding of Internal Controls / How Transactions are recorded in AFRS
We met with Sara Rupe (Statewide Accounting Manager) and Evelyn Kover (Statewide Accountant) on July 27, 2023 to gain an understanding of
unearned revenues.

State and Local Fiscal Recovery Funds or SLFRF (CFDA 21.027) are recorded in Unearned Revenue and as agencies expend the money, those
amounts are then recognized as cash revenues. Evelyn Kover, Statewide Accountant, prepares JVs throughout the year to recognize earned
federal revenue and reduce unearned revenues for the SLFRF. These JVs, including supporting documentation, are reviewed by Sara Rupe,
Statewide Accounting Manager to ensure the revenue recognition is accurate and supported by expenditures that occurred in the period. There is
a final JV in September when all agencies have reported their totals to OFM. OFM runs a report through AFRS for the American Rescue Plan Act of
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2021 (ARPA) appropriation by agency to identify the total expenditures for the year (the funds were appropriated in 2021 even if they are spent
down in FY23). OFM then takes the amount that has been expended in the year and makes a JV to transfer the amount from unearned revenue
to cash revenues within AFRS. Evelyn compares the final reported numbers by each agency to the SEFA (Schedule of Expenditures for Federal
Awards). She also reaches out to the the budget office within OFM to ensure the totals match. This review process is documented in a
spreadsheet, as well as on the Journal Voucher. The JV summarizes the beginning balance, the funding received, what was recognized, and the
remaining balance. Evelyn Kover, prepares the JV and it undergoes a secondary review by Sara Rupe, to ensure amounts reported are accurate,
complete, and represent revenues that actually occurred (Key Control 1 Occurrence, Completeness).

Key controls are as follows:

¢ Key Control 1: Occurrence, Completeness: An OFM Statewide Accountant prepares JVs to recognize earned federal
revenue and reduce unearned revenues. These JVs are secondarily reviewed by an OFM Statewide Accounting
Manager to ensure amounts reported are accurate, complete, and represent revenues that actually occurred.

Noted Weaknesses are as follows:
° None

D.8.PRG - Unearned Revenues

Procedure Step: Key Control #1 (Manual)
Prepared By: CJG, 10/30/2023
Reviewed By: SLB, 10/31/2023

Record of Work Done.”

Unearned Revenue - Occurrence, Completeness

¢ Key Control 1: Occurrence, Completeness: An OFM Statewide Accountant prepares JVs to recognize earned federal
revenue and reduce unearned revenues. These JVs are secondarily reviewed by an OFM Statewide Accounting
Manager to ensure amounts reported are accurate, complete, and represent revenues that actually occurred.
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The understanding for this system is documented above in the "Controls - [Controls - JV]" step.

1. Confirmation of Key Manual Control:

The start of FY23 had $2,889,968,861.30 in unearned revenue SLFRF funds. We tied this beginning balance to the ending balance for unearned
revenue in FY22 (tied to siwashington-fs22 and AFRS here: Line Item Lead Sheet). We received copies of the following JVs that impacted SLFRF
unearned revenue during the fiscal year:

JVOFMO006 - $88,727,636 - Approved 12/8/22

JVOFM040 - $1,214,541,847 - Approved 3/7/23

JVOFM102 - $681,815,447 - Approved 9/20/23

JVOFM102 - $(88,727,636) - Approved 9/20/23

JVOFM116 - $(17,380,000) - Approved 9/28/23

JVOFM116 - $(1,001,040) - Approved 9/28/23

Per Evelyn Kover, there were a few reversing entries that needed to be made in FY23 to reverse revenue recognition for a FY21 correction done in
error (JVOFM006/JVOFM102) and to reduce federal revenue recognized for SLFRF 21.027 FY23 expenses to be covered by FY23 state funds
transfer in for FY21 prior period unallowable costs (JVOFM116). Period activity was $1,877,976,254, resulting in an ending balance (remaining
unearned revenue) of $1,011,992,606.

All JVs included supporting documentation to support the validity of the entry, including expenditure data, General Ledger Activity Flexible reports
for 076-Special Approp to the Governor, copies of the OFM Financial Statement Control Toolbox export showing the hash total, JV number, batch
number etc, screen shots of the Toolbox and AFRS upload and release screens, and documentation of the email approval for the JV including the
document number, count, hash total and fiscal month.

We confirmed all JVs noted above were prepared by Evelyn Kover and reviewed by Sara Rupe or Brian Tinney, Assistant Director. See testing
here: [Unearned Revenue Testing ] to see our full tie out to verify revenue recognized as earned in FY23 was supported by expenditures that
occurred in the period. No issues noted

Noted Weaknesses are as follows:
e none

2. Preliminary Control Risk Assessment

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.
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3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum

D.8.PRG - Unearned Revenues

Procedure Step: Risk Assessment
Prepared By: MRF, 7/28/2023
Reviewed By: SLB, 10/31/2023
Record of Work Done.’

(1) Inherent Risk (IR):

Based on our understanding of the line item, we assessed inherent risk as follows for each relevant assertion and significant class of transactions:
e  Occurrence, Completeness - MAX

(2) Control Risk (CR):

We assessed control risk as follows for each system and relevant assertion:
e Manual JV - Occurrence, Completeness

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant
deficiencies or material weaknesses. However, we have assessed control risk at max because we have determined that substantive
procedures alone will be effective to reduce detection risk to an acceptable level.

(3) Risk of Material Misstatement (RMM):
We considered both inherent and control risk and assessed the risk of material misstatement as follows for each relevant assertion and significant
class of transactions:

e Occurrence, Completeness - MAX
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(4) Testing Strategy:
We designed our substantive testing strategy based on our assessment of the risk of material misstatement.

Completeness Testing:
e We will review the Federal Grant Award to AFRS to ensure the amount received was correctly identified and reported as unearned
revenue.

Occurrence Testing:
e We will run reports in AFRS and review the Federal Disclosure forms to ensure the amounts expended for the year is accurate and
unearned revenue is reported correctly.

We anticipate that these tests will provide sufficient appropriate audit evidence to address the assessed risk of material misstatement for relevant
assertions in significant classes of transactions.

D.8.PRG - Unearned Revenues

Procedure Step: Substantive Test
Prepared By: CJG, 10/30/2023
Reviewed By: SLB, 10/31/2023
Record of Work Done.’

We reviewed the total unearned revenue balance to identify the most significant amounts reported in the line item. We noted 75% of the total
unearned revenue was recorded in agency 076 for special appropriations to the governor. The unearned revenue is a result of the American
Rescue Plan Act (ARPA) and specifically, the SLFRF. We determined review of these funds alone would provide sufficient coverage of the
unearned revenue balance. See the "Testing Summary" tab at [Unearned Revenue Testing].

Substantive tests performed to meet the Completeness assertion:

Testing Procedures: We reviewed the US Treasury payments to WA State's at https://home.treasury.gov/system/files/136/Payments-to-States-
and-Units-of-Local-Government for CARES funds and https://home.treasury.gov/system/files/136/fiscalrecoveryfunds-statefunding1-508A.pdf for
payments related to the American Rescue Plan Act of 2021. We ensured the amount recognized by OFM in AFRS tied to the amount determined
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by the US Treasury Department. See testing: [Unearned Revenue Testing]

Testing Results: Data was consistent with prior year as no additional funding was received in FY23 for CARES or ARPA funding. We ran reports in
ER reporting for OFM - 1050 (GL Activity Flexible by General Ledger) to determine reported CARES funding revenue and the Revenue Activity
flexible report for 0760 - Special Approp to determine reported ARPA funding revenue. Both CARES and ARPA revenue reported in AFRS tied to
reports from the US Treasury without exception.

We noted this year's calculation of unearned revenue included a deferral of funding related to NEUs (Non Entitlement Units). We followed up with
Evelyn Kover and learned that OFM had received funding to allocate to NEUs in FY21 and FY22 (a total of $442M), but these funds were not
considered unearned revenue in prior years. Previously, they were allocated in GL5152 - Due to Other Governments as the full amount was due to
the NEUs. Therefore, we did not include the NEU allocation in our completeness test for unearned revenue. See "Completeness” tab for additional
detalrl.

Substantive tests performed to meet the Existence / Occurrence assertion:

Testing Procedures: We ran reports in AFRS and reviewed the Federal Disclosure form data (the SEFA) to ensure the amounts expended for the
year are accurate and unearned revenue is reported correctly. See our testing spreadsheet for details. [Unearned Revenue Testing]

Testing Results: All CARES funding (CFDA 21.019) was spent in FY22 so there was no unearned revenue related to this funding in FY23. To
ensure the amount reported as unearned for FY23 was correct for ARPA funding, we identified the original CFDA 21.027 allocation (see Unearned
Revenue Testing ), tied prior year reported earned revenue to the prior year ACFR and ensured amounts tied to OFM's reconciliation (see Unearned
Revenue Testing). We obtained the Disclosure Form Data, Disclosure Form to AFRS reconciliation and OFM's summary reconciliation and calculation
of unearned revenue spreadsheets from Evelyn Kover, Statewide Accountant.

We ran the SEFA report in enterprise reporting to determine how much was expended in the period for each agency (see Unearned Revenue
Testing). We compared these amounts to the amounts reported in AFRS (see Unearned Revenue Testing) and ensured these matched OFM's
reconciliations. We subtracted the amount expended in the year what has been recognized as earned up to date to determine the amount to be
reported as unearned at fiscal year end.

NEUs (JVOFM116): In FY23, two NEUs returned a portion of the funding to OFM and OFM has submitted applications to the Treasury to have the
funds reallocated to the state SLFRF. Currently, there is no official guidance from the federal government on what states should do with returned
NEU funding. OFM believes these funds will likely become part of the CSLFRF funds for the state, so they have moved the returned revenue to
unearned revenue until a final determination from the Treasury will be made. We determined the explanation is reasonable.

We determined the unspent ARPA money was correctly reported as unearned revenue in FY23. No issues noted.
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D.9.PRG - Accounts Payable

Procedure Step: Summary & Conclusion
Prepared By: CJL, 11/8/2023
Reviewed By: SLB, 11/13/2023
Record of Work Done.’

Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?

The results of substantive tests do not indicate a need to modify our risk assessment.

The quality and quantity of evidence obtained was sufficient and appropriate.

D.9.PRG - Accounts Payable

Procedure Step: Understanding of Line Item
Prepared By: CJL, 7/18/2023

Reviewed By: SLB, 11/13/2023

Record of Work Done.”

(1) Prior Audit Exceptions:

We reviewed the prior audit and did not identify any exceptions.

(2) Composition & Change Analysis:
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Line Item Leadsheet: [Line Item Lead Sheet].

We inquired with the following:

HCA: Michael Grund, Budget Unit Fiscal Information Data Analyst - Medical Assistance, Cheri Wright, Medicaid Accounting Manager, Brad Killman,
Deputy Accounting Section Manager, and Dan Ashby, Section Accounting Manager. They stated that the forecasting methodology has not
significantly changed.

DSHS: Carla McKnight, Budget Forecast Chief (MSD), and Julia Mosier, Office Chief (ALTSA/DDA/MSD). They stated that the forecasting
methodology has not significantly changed.

The Accounts Payable line item for HCA and DSHS are payable estimates recorded monthly and at year-end, primarily driven by Human Services
expenditures, particularly Medicaid, and are based upon The Washington State Medicaid forecast. The forecast is produced and published in
February (to support the Governor's budget proposal) and October/November (to support the Legislature's budget proposal) of each year by
OFM's Forecasting and Research division (three Senior Forecast Analysts prepare the Medicaid Forecast).

OFM collects and analyzes expenditure and caseload data for the forecast by:

1. Pulling expenditure data from the state accounting system by service (e.g. payments to MCQO's, outpatient card, drug rebates) and

caseload. The caseload is the number of people in the different eligibility groups such as low-income adults, children, pregnant women, elderly
adults, etc.

2. Associating the expenditure data with monthly caseload information from the Caseload Forecast Council (CFC). The expenditures are divided by
the number of forecasted enrollees in each monthly caseload, resulting in a historical amount spent per person for each service or managed case
payment each month. The historical amounts are used to forecast expenditure trends.

3. Adjusting the forecasted trends for previously authorized program and benefit changes. Some expenditures are not fully reflected in the
historical data, but still impact future expenditures. E.g. new managed care rates, updates in FFS rates for existing benefits, etc.

The noted agencies either:
e Consider the Medicaid Forecast in their accrual calculation, primarily using the CFC for their estimated caseload and use their own
historical trending (DSHS).
e Use the Medicaid Forecast as the basis of their accrual calculation.

The large majority of the these forecasted expenditures/payable amounts are incurred, but not reported claims. The remaining amounts relate to
contracted services for Medicaid-related expenditures (either client or administration related).

We ran interim reports for the agencies and noted the following:
HCA [Line Item Lead Sheet]:
The Programs that carry the liability are the following:
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e 010 Admin - $82,772,497
o The majority of this program is from budget unit V90, Medical Assistance Admin; in review of the prior audit, this was primarily
associated with contracts for the Medicaid Transformation Demonstration project and Medicaid Administrative Claiming program.
e 153 DBHR - Mental Health - $339,770,955
o Inreview of the prior audit, this was associated with Managed Care capitation rates for mental health services, accruals of
contracts related to mental health, and accrual of the mental health block grants.
e 200 - Medical Assistance - $581,637,236
o Inreview of the prior audit, this was associated with the forecasted expenditures for the budget units (correspond to eligibility
groups).

These are expected and in line with our understanding of HCA and the line item as they are Medicaid based (either administrative costs or client-
related).

DSHS [Line Item Lead Sheet]
The Programs that materially carry the liability are the following:
e 040 Developmental Disabilities Administration - $57,017,370
e 050 Aging and Long-Term Support Administration - $90,741,286

This is expected and in line with our understanding of DSHS and the line item as DDA and ALTSA are administrations associated with Medicaid
(other major DSHS administrations such as the Behavioral Health Administration and Economic Services Administration receive fewer benefits or
are associated with other Human Services expenditures such as SNAP/TANF).

(3) Updates to Material Account Matrix:
No updates to the Material Account Matrix are necessary. Amounts for the line item are in expected agencies and programs (Medicaid-related).

D.9.PRG - Accounts Payable

Procedure Step: Controls - HCA Forecasting
Prepared By: CJL, 6/30/2023
Reviewed By: SLB, 11/13/2023



State of Washington

Record of Work Done.’

Material Balance(s) and Assertions
Internal controls in the Human Services Forecasting address the following balance(s):
e General Fund - Accounts Payable

Payables for a large number of Human Service programs. Most programs are on a cost sharing basis with the Federal Government.

For the following assertions:
e Valuation
e Completeness

HCA Medicaid expenditure forecast is a statistical process which should be performed by a specialist possessing expertise in economics or
statistics. Total Medicaid expenditures could be improperly forecasted. As a result, account payable balance are not properly valued and not
completely reported on the financial statements.

Gain an Understanding of Internal Controls
We met with the following individuals to discuss controls and procedures regarding the accounts payable estimates:

e Michael Grund, Budget Unit Fiscal Information Data Analyst - Medical Assistance Side - prepares the forecast JVs; additionally involved
with decision packages and fiscal notes

e Cheri Wright, Cheri processes the JVs that Michael prepares and uploads

e Brad Killman, Deputy Accounting Section manager - behavioral health and medical assistance area

e Dan Ashby, Section Accounting Manager

To establish a fiscal year-end Medicaid accrual, HCA develops an estimate of all forecast related expenditures for the year and compares it to the
forecast-related expenditures already recorded in AFRS.

Fee-for-service providers are allowed to bill for reimbursement up to 12 months after providing services, which causes a lag between the date of
service and the date of payment; this is the primary driver of the accounts payable forecast. HCA uses a number of sources to derive the accounts
payable line including: lag factors, the June estimate, actual liquidations, drug rebate invoice amounts, and other known expenditures.

Lag factors are produced by the Washington State Medicaid Forecast, produced in February and October of each year. The forecast uses medical
expenditures from AFRS/ProviderOne and caseloads reported by the Caseload Forecast Council. The most recent forecast is used by HCA to
prepare either the monthly accruals, or the year-end accrual. The forecasts are produced for the different medical services and Medical Eligibility
Groups (MEGS), which are used to estimate the monthly incurred but not reported costs for each service. A high level overview of how lag factors
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are derived are as follows:

The Medicaid Forecast Council has historical data which shows the the lag time between services rendered and payment for each medical service
and MEG (Key Control #1 - Use of OFM Medicaid Forecast - Valuation/Completeness). On average, by the fourth month after services
are rendered, the majority of costs will be billed and paid (this varies for services, as some have a quick turnaround). E.g. At the end of June, HCA
wants to estimate the total costs of services received for a specific MEG/service for the previous January. Based upon historical data, they
determine that 85% of the expenditures will have been paid by June. This is sufficient information to estimate the total costs of services by
applying the total of January's recorded expenditures by the the lag factor (1/.85) to estimate the total amount. The difference between reported
expenditures as of June for January and this "total" amount would be the remaining payable amount for that service/MEG and month.

As noted above, the lag factors are the primary driver for the accounts payable estimates, but in addition to the forecast, HCA considers other
factors to determine the estimate amounts including:
e The June estimate - The existing forecasts are produced to be the basis of the budget passed by the Legislature; the June closing
projection adjusts the budget further for budget steps and other adjustments made during the budget process, but were not within the
original forecasts.

e Actual liquidations - During phase two of fiscal year close, there are a number of invoices paid in July and August for services provided in
the closing fiscal year. For services that mature quickly, the short time after FY close is sufficient to achieve maturity and actual
liquidation amounts can be used for certain services. These liquidations are used to inform accruals to ensure their accuracy.

e Drug rebates - Some pharmaceuticals purchased through HCA are eligible for federal rebates, which offsets the agency's drug
expenditures, but there is procedural delay between the purchase and the rebate receipt. The drug rebate team pulls data quarterly and
invoice drug manufacturers. At year end, their most recent quarter date would be around August. The forecast team receives this
information to book this specific accrual due to an approximate 6 month lag for the drug rebates.

e Other expenditures - There are certain factors which HCA is aware of that needs to be considered during estimates, e.g. known increases
in managed care rates and fee for service rates.

HCA receives the forecasted amounts from the OFM Medicaid Forecast team and uses it as the basis for the accounts payable accruals. The
estimated expenditures are broken down into services by MEG, and the HCA Fiscal Information and Data Analyst will run AFRS expenditures
reports through month-end/year-end using the most recent forecast. The difference between the forecasted amounts and actual expenditures by
grouping is the accrual amount (Key Control #2 - Calculation of accrual amount between forecasted totals and actual expenditures -
Valuation/Completeness).

How transactions are recorded in AFRS:
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After preparing the accounts payable accruals for each service group and service, the Fiscal Information and Data Analyst sends the program
accrual workbooks which includes tabs with the forecast data, lag factors, etc. to a Fiscal Analyst. The Fiscal Analyst will prepare a batch
workbook for uploading into AFRS. The variances between the forecasted and actuals are recorded at different Program Indexes, Organization
Indexes, Allocation codes, and Months of Service fields. The ]V is submitted to the Medicaid Accounting Manager for review of the accrual
calculations for approval and release into AFRS (Key Control #3 - Medicaid Accounting Manager review and approval -
Valuation/Completeness).

Key controls are as follows:

e Key Control #1 (Valuation/Completeness) - HCA relies on information from the Caseload Forecast Council and OFM's Medicaid
Forecast team for the forecasted amounts per medical service and MEG. The forecast factors in the primary driver of accounts payable
amounts, time lag factor.

¢ Key Control #2 (Valuation/Completeness) - The HCA Fiscal Information and Data analyst will run AFRS expenditure reports through
month-end/year-end using the most recent forecast to calculate the variance between the forecasted amounts and actual expenditures to
serve as the accrual amounts.

e Key Control #3 (Valuation/Completeness) - The Medicaid Accounting Manager reviews the AFRS JV and supporting documentation
for accuracy in calculations and coding for approval and release into AFRS.

Noted Weaknesses are as Follows:
None

D.9.PRG - Accounts Payable

Procedure Step: Key Control #1 (Manual) - CFC/OFM Reliance
Prepared By: CJL, 6/30/2023

Reviewed By: SLB, 11/13/2023

Record of Work Done.’

Accounts Payable - Valuation/Completeness

Key Control #1 for Human Services Forecasting (HCA) HCA relies on information from the Caseload Forecast Council and OFM's Medicaid
Forecast team for the forecasted amounts per medical service and MEG. The forecast factors in the primary driver of accounts payable amounts,
time lag factor.
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The understanding for this system is documented above in the "Controls - HCA Forecasting" step.

1. Confirmation of Key Manual Control:
We reviewed the April 2023 accrual MAJV6706 and its accompanying support documents including:

e Program Accrual FM22 Apr 2023.xlsx - This is the support workbook with lag factors, forecast data, and expenditure data used for the
final calculations of the accrual

e ForecastFilterFile_2317_D07_M01.csv - This is the OFM forecast data for forecast version DO7. This includes relevant forecast information
from both OFM (total forecast values) and CFC (eligibles) and the related PerCap values per MEG and Service code

Michael Grund, Budget Unit Fiscal Information Data Analyst - Medical Assistance, walked us through the accrual worksheets used to calculate the
monthly AP accruals using the HCA expenditure forecast received in the forecast filter Excel spreadsheet. The filter file is a condensed version of
the total forecast showing caseloads (CFC), Percap (OFM), and total forecasted expenditures.

Below is an excerpt of the forecast filter file:

ForecastMe | Forecas | Mont | Fisca | Budge | Expenditur | Forecas | Eligibl | Total Federal | State | SNA | Loca | Tobacc | HS | PerCa
g t Svc h Of | t Unit | e Source t e F | o A p
Servic | Year Version
e
1495 211 | 1-Apr- | 2023 | X50 1495 | DO7 35,87| S$2,198| $1,193| S1,006| SO| SO S0 SO $0.06
23 4
1495 221 1-Apr- | 2023 | X50 1495 | DO7 35,87 | $264,51 | $143,23 | $121,27| $0| SO $0| S0 $7.37
23 4 7 7 9

Forecast MEG Group 1495 cross references to the MSP QMB (Qualified Medicare Beneficiary) group. The CFC forecast for eligible clients for this
grouping is available: https://www.cfc.wa.gov/Monitoring/MS ADO QMB.xIsx

We noted that forecasted amount for April 2023 from the February 2023 forecast was 35,874 which coincides with the ForecastFilterFile value,
using it as part of the calculation for the PerCap per MEG per service. Ex: service 211 is Inpatient - DRG/Per Diem. At the time of review, the June
forecast used for the final accrual was not prepared yet. No issues noted

The ForecastFilterFile was summarized in a pivot table by Forecast Service, Forecast MEG, and Month of Service, showing total forecasted
expenditures for each combination of the three. The entirety of the data dates back to month of service July 2016. No issues noted.
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Continuing with the service 211-1495-2304 specific line item, we traced this to the Program Accrual FM22 April 2023.xIsx file for the total
forecasted expenditure. This specific service/meg group crosswalks to the following SSO/PI/Alloc/Activity for recording purposes:
M211 H1296 3MAA HO11

The Program Accrual FM22 Apr 2023.xlsx file has tabs including:
e Lag Factors from OFM/Lag Factors for viookup
e X-walks for cross walking Service-MEG-Project Index to SSO-PI-ALLOC-Activity fields for AFRS
e Adjustment Tab - This VLOOKUPs service codes for historical lag factors, depending upon which month's position the service is in; e.g. for
service 211, Inpatient - DRG/Per diem, it is a fee for service type expenditure with a historical lag of 4 months; hence the first lag for
month of service would go back to 2301 for accrual month 2304, and a lag factor would be applied to this specific service.
e Pvt FC - This is a pivot summary of the ForecastFilterFile, which was filtered for FiscalYear 2023 in this instance.
e Pvt AFRS - This contains a pivot of AFRS expenditures for each SVC-MEG-MOS
No issues noted.

Noted Weaknesses are as follows:
None

2. Preliminary Control Risk Assessment

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.9.PRG - Accounts Payable

Procedure Step: Key Control #2 and #3 (Manual)
Prepared By: CJL, 6/30/2023
Reviewed By: SLB, 11/13/2023
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Record of Work Done.’

Accounts Payable - Valuation/Completeness
Key Control #2 - The HCA Fiscal Information and Data analyst will run AFRS expenditure reports through month-end/year-end using the most
recent forecast to calculate the variance between the forecasted amounts and actual expenditures to serve as the accrual amounts.

Key Control #3 - The Medicaid Accounting Manager reviews the AFRS ]V and supporting documentation for accuracy in calculations and coding
for approval and release into AFRS.

The understanding for this system is documented above in the "Controls - HCA Forecasting" step.

1. Confirmation of Key Manual Control:
We reviewed the April 2023 accrual MAJV6706 and its accompanying support documents including:
e Program Accrual FM22 Apr 2023.xlsx - This is the support workbook with lag factors, forecast data, and expenditure data used for the
final calculations of the accrual
e ForecastFilterFile_2317_D07_MO01.csv - This is the OFM forecast data for forecast version DO7. This includes relevant forecast information
from both OFM (total forecast values) and CFC (eligibles) and the related PerCap values per MEG and Service code

Michael Grund, Budget Unit Fiscal Information Data Analyst - Medical Assistance, walked us through the accrual worksheets used to calculate the
monthly AP accruals using the HCA expenditure forecast received in the forecast filter Excel spreadsheet. The filter file is a condensed version of
the total forecast showing caseloads (CFC), Percap (OFM), and total forecasted expenditures.

The ForecastFilterFile was summarized in a pivot table by Forecast Service, Forecast MEG, and Month of Service, showing total forecasted
expenditures for each combination of the three. The entirety of the data dates back to month of service July 2016.
No issues noted.

Continuing with the service 211-1495-2304 specific line item, we traced this to the Program Accrual FM22 April 2023.xIsx file for the total
forecasted expenditure. This specific service/meg group crosswalks to the following SSO/PI/Alloc/Activity for recording purposes:
M211 H1296 3MAA HO11

The Program Accrual FM22 Apr 2023.xlsx file has tabs including:
e Lag Factors from OFM/Lag Factors for viookup
e X-walks for cross walking Service-MEG-Project Index to SSO-PI-ALLOC-Activity fields for AFRS
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e Adjustment Tab - This VLOOKUPs service codes for historical lag factors, depending upon which month's position the service is in; e.g. for
service 211, Inpatient - DRG/Per diem, it is a fee for service type expenditure with a historical lag of 4 months; hence the first lag for
month of service would go back to 2301 for accrual month 2304, and a lag factor would be applied to this specific service.

Pvt FC - This is a pivot summary of the ForecastFilterFile, which was filtered for FiscalYear 2023 in this instance.
Pvt AFRS - This contains a pivot of AFRS expenditures for each SVC-MEG-MOS

The calculations for the accruals per SVC-MEG-MQOS is performed on three tabs

e Forecast accrual - This tab accrues the expenditure based upon the forecast using a series of conditional statements (valid MOS, Valid
Amount, Accrue?) referencing the previous tabs. For MOS 2304, the FC amount for 211-1495-2304 was $2,198, with no expenditures in
AFRS. The JV transaction data for this line was: (SVC-Fund-AI-PI-SOBJ-SSOBJ-OI-ALLOC-MOS-Amount): 211-001-HA1-H1296-NB-M211-
H710-3MAA-2304 for $2,000 (accruals round to the thousands).

e Lag Accrual - This tab calculates the lag factor based upon actual expenditures for the Service based upon the historical OFM lag
factors. As noted above, SVC 211 has a four month lag period, so the calculation to accrue goes back to MOS's before 2301; for FY23,
this SVC-MEG had no AFRS expenditures in MOS 2301; the lag factor for 211lag10 is 8.28288989. As there were no expenditures in the
MOS 2301, there was no lag factor to accrue.

e Zero Accrual - This tab calculates the adjustment of actual expenditures due to the current MOS that the accrual is being processed in;
e.g. the April 2023 accrual is calculated based upon May 2023 update to date expenditure information (to capture all of May 2023). This
accrual zeroes out actual expenditures of 2305. This was not relevant for this specific SVC-MEG.

This is performed for the SVC-MEG-MOS combinations, along with other various accruals including Trauma. We confirmed the ]V Data for 211-
001-HA1-H1296-NB-M211-H710-3MAA-2304 values for the above separate accrual steps.
No issues noted - KC#2 - Accruals are recorded between forecasted and actual expenditures.

The JV document and the backup Program Accrual document were sent by Michael Grund to Angela Nguyen, Fiscal Analyst, for batch document
processing. This was sent to Cheri Wright, GL & Medicaid Accounting Manager, on 5/2/2022 and approved by Cheri for release/upload into AFRS,
after requesting minor error fixes from Angela.

No issues noted - KC#3 - The Medicaid Accounting Manager reviews the AFRS 1V and supporting documentation for accuracy in
calculations and coding.

Noted Weaknesses are as follows:
None

2. Preliminary Control Risk Assessment
MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
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effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.]

D.9.PRG - Accounts Payable

Procedure Step: Controls - DSHS Forecasting
Prepared By: CJL, 7/6/2023

Reviewed By: SLB, 11/13/2023

Record of Work Done.”

Material Balance(s) and Assertions
Internal controls in the Human Services Forecasting address the following balance(s):
e General Fund - Accounts Payable

Payables for a large number of Human Service programs. Most programs are on a cost sharing basis with the Federal Government.

For the following assertions:
e Valuation: Medicaid expenditures could be improperly forecasted. There is a risk that the account payable balances are not
properly valued.
¢ Completeness: There is a risk that account payable balances are not completely reported on the financial statements.

We met with the following individuals:
e Julia Mosier, ALTSA Chief
Rick Meyer, External Audit Liaison
Carla McKnight, Budget Forecast Chief (MSD)
Kelly James, Cost Allocation Manager (ESA)
Debra Trickler, Accounting and Internal Control Administrator (ESA)

Gain an Understanding of Internal Controls
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DSHS uses an estimate for forecasted human services accounts payable. The agency has centralized accounting through the Office of Accounting
Services (OAS) which acts as the liaison with the Office of Financial Management (OFM), as well as providing support and guidance for the various
administrations.

Accruals are estimated separately for each program/administration. Depending on the administration overseeing the particular program, the
method by which they are estimated varies; however, all of the programs engage in a level of estimation based upon the invoicing timing and
payment patterns using excel-based spreadsheets to calculate projections for the outstanding payables. All of the base financial information is
from expenditure data from AFRS. The primary drivers for the projections are from the caseload and the per unit costs assigned to budget unit
within an administration. Monthly accrual estimates are based upon a variety of factors which include:

e Expenditure trends for the current and prior fiscal years

e Additional information/events that are not within the norm of prior trends (e.g. COVID-19)

e Anticipated rate increases or adjustments

The Budget Office is responsible for the accounts payable forecasting and estimating for ALTSA and DDA. The office has an established accrual
workbook which contains a historical repository of expenditure data which is used to to project future expenditures for both administrations (Key
Control #1 - Historical data for lag factors, Completeness/Valuation). The workbook is used primarily for the estimated aging of
accounts and allows budget staff to compare prior year information to current year information using various table functions for factors that are
the primary drivers of the estimate.

Accruals are performed using a year-to-date method at month end, with the prior accrual being automatically reversed in the subsequent
month. There is a final fiscal year close true-up around August for phase II close. Accruals factor in the following drivers of the estimates:

e Lag factor/aging of an account - The typical aging period for most billings is about 6 months. For the year-end accrual, data is applied for
the months preceding that are not complete, e.g. billings in May would still be outstanding through November. Actuals would be used for
those already received in June, but the remainder would be estimated based on the prior year mean for the period, adjusted for any
known quantifiable amounts. There is a large range in the period of aging as providers have 12 months to bill expenditures after they
occur and have an additional 12 months to make any adjustments to the billing; this varies based upon providers (e.g. nursing home vs
individual providers).

e "Other Factors" - These are considered non-standard factors which would adjust the expenditures outside of just the normal lag
factor. For example, during FY22 there was an increase in rates due to COVID which continues with the enhanced FMAP for expenditures
during FY23. This is reflected in an additional accrual factor.

e Daily per cap - This is calculated based upon actual expenditures divided by Caseload Forecast Council's models for Human Services and
divided by the days in a month. This is used as a reasonableness check for estimates based upon prior expenditure data.

After the Budget office prepares the monthly estimate, the workbook is sent to Accounting which reruns AFRS expenditure queries to ensure that
the data is updated and is correctly valued within AFRS (Key Control #2 - Estimate revisions based upon actual expenditures -
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Completeness/Valuation). Formulas in the workbook compare actual expenditures of the period to the current month estimate and the
variance is recorded as the accrual amount. Monthly accruals use an XE accrual batch, which is automatically reversed upon subsequent
accruals. The year-end accrual uses an SA accrual batch for the hard accrual.

How transactions are recorded in AFRS:

Fiscal/Management Analysts will prepare the accrual JV using the accrual/forecast workbook as the basis for the AFRS batch. The forecasted
amounts are broken into Program Indexes, Allocation Codes (MEGS), and months of service to adjust the accounts payable line. This is submitted
to Julia Mosier, Management Services Division/ALTSA Office Chief, for review of the data, calculations, and enterprise reporting reports to ensure
that the accrual amounts are complete and properly valued (Key Control #3 - MSD/ALTSA Office Chief approval of accrual JV -
Completeness/Valuation).

Key controls are as follows:

e Key Control #1 (Valuation/Completeness) - DSHS uses the Caseload Forecast Council's forecast for caseload and its own 10-year
expenditure data to forecast expenditures for medical service and MEG. The forecast factors in the primary driver of accounts payable
amounts, time lag factor.

e Key Control #2 (Valuation/Completeness) - The Budget office will prepare the accrual calculation workbook with expenditure
reports and models through month-end/year-end to calculate the variance between forecasted and actual expenditure amounts for the
accrual amount.

e Key Control #3 (Valuation/Completeness) - The MSD/ALTSA Office Chief reviews the AFRS ]V and accrual/forecast workbook for
accuracy in calculations and coding for approval and release into AFRS.

Noted Weaknesses are as Follows:
e None

D.9.PRG - Accounts Payable

Procedure Step: Key Control #1 (Manual) - Use of CFC forecast and historical data for lag factors
Prepared By: CJL, 7/6/2023
Reviewed By: SLB, 11/13/2023

Record of Work Done.’
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Accounts Payable - Valuation and Completeness
Key Control #1 - DSHS uses the Caseload Forecast Council's forecast for caseload and its own historical expenditure data to forecast
expenditures for medical service and MEG. The forecast factors in the primary driver of accounts payable amounts, time lag factor.

The understanding for this system is documented above in the "Controls - DSHS Forecasting" step.

1. Confirmation of Key Manual Control:
We reviewed JVXE0594 (April 2023 accrual), specifically for Budget Unit X01 Nursing Homes. Each budget unit has its own forecasting workbook

with historical data. The accompanying X01 workbook had expenditure data going back to FY2016. The data was used in a subsequent tab
specifically for an X01 pivot table to analyze the month of service vs expenditures, which averaged the following MOS vs payment:

e Current FM 30.0%

e FM(-1): 57.9%

e FM(-2): 2.9%

e FM(-3):1.2%
I.e. using historical data, 30.0% of services are paid within the month of service, 57.9% of services are paid in the next month, etc. These are
used to calculate a projected lag factor for dollars for the months of service. The model tab of the workbook calculates the anticipated projection
by multiplying the projected forecast from the CFC by the forecasted per cap based upon the historical data for each service. No issues noted

We noted in our review JVXE0594 (April 2023 accrual), Carla McKnight, Budget Forecast Chief, had the following client amounts in the "Accrual
Document" tab within the workbook for budget unit X01 (Nursing Homes):

Winter Caseload | Winter Forecast | Projection (includes TCCS and COVID)

Jul-2022 7,509 70,053,071 73,758,942

Aug-2022 7,552 70,577,388 74,074,548
Sep-2022 7,577 68,465,873 71,695,633
Oct-2022 7,613 71,738,382 74,627,702

Nov-2022 7,673 70,022,355 71,801,068
Dec-2022 7,668 72,367,592 75,001,112
Jan-2023 7,674 71,887,407 74,831,366
Feb-2023 7,527 63,740,314 68,253,255

Mar-2023 7,653 71,801,487 76,423,545
Apr-2023 7,624 69,269,628 72,304,854
May-2023 7,646 71,835,820 75,866,637
Jun-2023 7,677 69,854,093 71,969,861

The client figures coincided with the CFC forecast for long term care - Nursing homes available at the following:
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https://www.cfc.wa.gov/HumanServices LTC HCS NH.htm for their February 2023 forecast. These forecasted clients serve as part of the basis
of the percap calculation that the agency uses for reasonableness (valuation/completion) of their forecasted expenditures. No issues noted.

We will perform procedures to rely on the work of specialists (OFM Forecast Council and Caseload Forecast Council) - We will assess the
competence, capabilities, and objectivity of the outside agency specialists that prepare the forecasts.

Noted Weaknesses are as follows:
° None

2. Preliminary Control Risk Assessment
MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or

material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.

D.9.PRG - Accounts Payable

Procedure Step: Key Control #2 and #3 (Manual)
Prepared By: CJL, 7/6/2023

Reviewed By: SLB, 11/13/2023

Record of Work Done.’

Accounts Payable - Valuation and Completeness
Key Control #2 - The Budget office will prepare the accrual calculation workbook with expenditure reports and models through month-

end/year-end to calculate the variance between forecasted and actual expenditure amounts for the accrual amount.

Key Control #3 - The MSD/ALTSA Office Chief reviews the AFRS JV and accrual/forecast workbook for accuracy in calculations and coding for
approval and release into AFRS.




State of Washington

The understanding for this system is documented above in the "Controls - [system]" step.

1. Confirmation of Key Manual Control:

We reviewed JVXE0594 (April 2023 Accrual) and noted that on the accrual document tab for budget unit X01, the expended and accrual estimate
to date was $732,772,024.32. These figures were from the X01 projection workbook provided separately which models the nursing home
expenditures. This total estimate was allocated among the various recipients (allocation field within ER - newly eligible, FMAP, etc.). The
allocated amounts were compared to actuals expenditures to date within an Enterprise Reporting report for budget unit X01 totaling $665,382,465
(which were also allocated among the service recipient categories).

The variance between the estimate and actuals were the variance amounts to accrue, totaling $67,389,559.

The monthly accrual has additional budget units for accrual, all of which had a similar variance calculation for the accrual. The recording of the
accrual variance is by recipient group (alloc field). We were able to calculate the total of all variance accruals $224,215,049 which were allocated
among the various groups with no exception noted.

No issues noted.

Within the workbook was an e-mail chain between Julia Mosier, Office Chief ALTSA/DDA (Approver and Releaser), Jae Chae, Client Services
Accounting Manager (Preparer), Angela Kirkendall, Management Analyst 5 (Submitter). No issues noted.

Noted Weaknesses are as follows:
° None

2. Preliminary Control Risk Assessment

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.]

D.9.PRG - Accounts Payable
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Procedure Step: Risk Assessment
Prepared By: CJL, 7/6/2023
Reviewed By: SLB, 11/13/2023
Record of Work Done.”’

(1) Inherent Risk (IR):
Based on our understanding of the line item, we assessed inherent risk as follows for each relevant assertion and significant class of transactions:

e Completeness — LOW
e Valuation - LOW

(2) Control Risk (CR):
We assessed control risk as follows for each system and relevant assertion:

e HCA and DSHS Forecasting — Completeness and Valuation

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant
deficiencies or material weaknesses. However, we have assessed control risk at max because we have determined that substantive
procedures alone will be effective to reduce detection risk to an acceptable level.

(3) Risk of Material Misstatement (RMM):
We considered both inherent and control risk and assessed the risk of material misstatement as follows for each relevant assertion and significant
class of transactions:

e Completeness - Moderate
e Valuation - Moderate

(4) Testing Strategy:

We designed our substantive testing strategy based on our assessment of the risk of material misstatement.
e HCA and DSHS: Rely on the work of specialists - OFM Forecast Council and Caseload Forecast Council (CFC) - We will assess the
competence, capabilities, and objectivity of the outside agency specialists that prepare the forecasts (Valuation/Completeness)
e HCA/DSHS: We will specifically select the year-end forecasted accruals for the agencies and review them to ensure that:
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o The estimates are based upon caseload data from the CFC (Valuation/Completeness)
o The accrual amounts are based upon forecasted data and actual expenditures from AFRS for the relevant programs
(Valuation/Completeness)
e HCA/DSHS: Normal Accounts Payable (Contracts)
o We will sample-year-end accruals (FM 24/25/99) to ensure that the valuation of the accrual is properly supported (expected
contract amount) (Valuation/Completeness)

Update to testing strategy:

e We considered sampling FM01 cash expenditures in the subsequent fiscal year in our original testing strategy, but did not test them as
this testing area did not specifically relate to our risk of inadequacy of forecasting expenditures. We consider our method of specifically
testing for the forecasted accruals and reviewing FM24/25 accruals and adjustments to be sufficient to cover the risk of incomplete and
incorrectly valued accruals for the agencies.

e We were able to judgmentally select material batches/current documents to get sufficient percentage coverage for the respective agency
programs, rather than sample. FM99 is not applicable to a second year in a biennium.

We anticipate that these tests will provide sufficient appropriate audit evidence to address the assessed risk of material misstatement for relevant
assertions in significant classes of transactions.

D.9.PRG - Accounts Payable

Procedure Step: Substantive Test - HCA
Prepared By: CJL, 11/7/2023
Reviewed By: SLB, 11/13/2023
Record of Work Done.’

Substantive tests performed to meet the Valuation assertion:

FM 24/25 Accruals and Adjustments
Population Sourcing and Reconciliation [HCA JV Population Reconciliation] :
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We ran queries from the ACFR database for the material balances (Rollup fund FAA, GL_SC JA) for HCA, summarized by fund and program. All
amounts were recorded to GL5111, Accounts Payable. We noted material programs as:

e Blank
e 010
e 153
o 157
e 200

These five programs, within fund 001 composed 98% of HCA's accounts payable.

We ran Webi queries for Agency 107, GL5111, for the selected programs programs and funds identified. We reconciled the transaction-level
detail in total to the amounts recorded to the ACFR database with no variances noted. We consider the population of transactions to be complete
for testing.

JV Document Selection (see program tabs within reconciliation workbook)

We summarized the program data by batch type/fiscal month to identify year-end accruals for the programs (occurring in FM24/25) and other
significant transactions related to accounts payable amount. We judgmentally selected JVs (by current doc num) to obtain sufficient dollar
coverage within each program (typically 70% or more) based upon the debit and credit values of the batches.

Testing Procedures [HCA Accounts Payables Testing]
For each selected ]V, we reviewed JV backup documentation and calculations to ensure that all accruals were properly captured and reductions in
the liabilities were appropriate including:
o Accruals of vendor payables - These were typically associated with remaining contracted amounts for services, year-end invoices
for incentive payments to third-party administrators/executors. These were supported by invoice and contract reports and logs.
o Accruals/reversals of program expenditures - These were typically supported by calculations based upon enterprise reporting
costs for specific program/allocation/project indexes and historical value/effort calculations.
o Payments out of P1 - These were associated with batch AHs; we confirmed payment out of P1 by the reviewing:
= Material consolidated invoices for managed care payments (Managed Care -> Premium Summary List -> Consolidated
Invoice number) and reviewing the check/EFT trace#, date, and total payment amount
= Material RA/ETRR invoices/numbers for fee for service (Claims -> RA/ETRR List -> RA/ETRR Number (invoice number))
and reviewing the RA/ETRR Number, check number and ETRR/RA date, and payment amount
= The 1280 report (AFRS batch reconciliation report) for the batches all programs paid.

Testing Results
FM24 and FM25 program accruals and adjustments/payments from accounts payable were correctly valued based upon remaining values of
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contracts, anticipated/forecasted expenditures, and actual payments for prior accounts payable accruals. No issues noted.
Year-end Forecasted Services Accruals

Testing Procedures [HCA Accounts Payables Testing]

We used HCA's year-end binder [FY23 Close Binder - Final] as the basis/population of the forecasted services accruals which comprised:
e Valued-based purchasing (VBP) Withhold Payout

Institutions for Mental Diseases (IMD) recoupment

Section 107 SCHIP

Health Home Bonus Payments

COVID Vaccine

FQHC Reconciliation

GEMT Settlement

Drug Rebates

Liquidations

Lag/June Estimate

For each forecasted service:
e We vouched the amounts reported on the year-end binder to the recording AFRS JVs and to their supporting calculation documents
(separate excel files, AFRS expenditure information within the ]V, invoices, etc.) to ensure that the amounts were correctly valued based
upon the support. (Valuation)

Substantive tests performed to meet the Completeness assertion:
See above for the population sourcing and selection for the separate testing areas.

FM 24/25 Accruals and Adjustments

Testing Procedures [HCA Accounts Payables Testing]

For each selected 1V, we reviewed JV backup documentation and calculations to ensure that remaining accrual amount was properly
estimated/complete :

o Accruals of vendor payables - These were typically associated with remaining contracted amounts for services, year-end invoices
for incentive payments to third-party administrators/executors. We ensured that the remaining accrual amounts were based upon
the total contract value attributed to FY23 and the stated invoice amount was the recorded amount

o Accruals/reversals of program expenditures - These were typically supported by calculations based upon enterprise reporting
costs for specific program/allocation/project indexes and historical value/effort calculations. We ensured that the remaining
accrual calculation was based upon an appropriate estimated forecasted amount.
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o Payments out of P1 - These were associated with batch AHs; we confirmed payment out of P1 by the reviewing:
= Material consolidated invoices for managed care payments (Managed Care -> Premium Summary List -> Consolidated
Invoice number) and reviewing the check/EFT trace#, date, and total payment amount
= Material RA/ETRR invoices/numbers for fee for service (Claims -> RA/ETRR List -> RA/ETRR Number (invoice number))
and reviewing the RA/ETRR Number, check number and ETRR/RA date, and payment amount
= The 1280 report (AFRS batch reconciliation report) for the batches all programs paid.

Testing Results
FM24 and FM25 program accruals and adjustments/payments from accounts payable were reasonable and in complete amounts based upon

remaining values of contracts, anticipated/forecasted expenditures, and actual payments for prior accounts payable accruals. No issues noted.

Year-end Forecasted Services Accruals
Testing Procedures:

e We reviewed the explanations of the forecasted amounts to ensure that the accruals were appropriate to include as a year-end accounts
payable amount (incurred but not reported services, underpayments based upon reconciliations, invoiced, but not received rebates, and
liquidation subsequent to FY close). (Completeness).

e For the forecasted services, we traced the base forecasting amounts to the D07 forecast in the forecastfilterfile (CFC/OFM Medicaid
forecast amount) to ensure that it was the basis of the gross forecast amount for the specific forecast SVC code. This base forecast is
adjusted as necessary with additional information at year end to calculate a more accurate estimation of forecasted
expenditures. (Completeness).

Testing Results:
The HCA methodology for forecasting service accruals is sufficient and reasonable to appropriately capture all estimated incurred but not reported

expenditures for relevant human services expenditures. No issues noted.

D.9.PRG - Accounts Payable

Procedure Step: Substantive Test - DSHS
Prepared By: CJL, 11/7/2023
Reviewed By: SLB, 11/13/2023
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Record of Work Done.’

Substantive tests performed to meet the Valuation assertion:

FM24/25 Accruals and Adjustments:
Population Sourcing and Reconciliation [DSHS JV Population Reconciliation] :
We ran queries from the ACFR database for the material balances (Rollup fund FAA, GL_SC JA) for DSHS, summarized by fund and program. All
amounts were recorded to GL5111, Accounts Payable. We noted material programs as:
e 040 (ALTSA)
e 050 (DDA)

These two programs, within fund 001 composed 73.7% of DSHS's year-end accounts payable balance.

We ran Webi queries for Agency 300, GL5111, for the selected programs programs and funds identified. We reconciled the transaction-level
detail in total to the amounts recorded to the ACFR database with no variances noted. We consider the population of transactions to be complete
for testing.

JV Document Selection (see program tabs within reconciliation workbook)

We summarized the program data by batch type/fiscal month to identify year-end accruals for the programs (occuring in 24/25) and other
significant transactions adjusting the accounts payable amount. We judgmentally selected batches (by batch type/num) to obtain sufficient dollar
coverage within each program (typically 80% or more) based upon the debit and credit values of the batches.

Testing Procedures [DSHS Accounts Payables Testing and DSHS Accounts Payables Testing]
We reviewed JV backup documentation and calculations to ensure that all accruals were properly valued:
o Accruals of vendor payables - These were typically associated with calculated remaining contracted amounts for services and
year-end invoices. These were supported by invoice and contract reports.
o Accruals/reversals of program expenditures - These were typically supported by calculations based upon enterprise
reporting costs for specific program/allocation/project indexes and historical value/effort calculations.
o Payments out of ProviderOne - These were associated with batch AHs; we confirmed payment out of P1 by the reviewing:
= Material RA/ETRR invoices/numbers for fee for service (Claims -> RA/ETRR List -> RA/ETRR Number (invoice number))
and reviewing the RA/ETRR Number, check number and ETRR/RA date, and payment amount

Testing Results:
FM24 and FM25 program accruals and adjustments/payments from accounts payable were correctly valued based upon remaining values of

contracts, anticipated/forecasted expenditures, and actual payments for prior accounts payable accruals. No issues noted.
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Year-End Forecasted Services Accrual:

Testing Procedures [DSHS Accounts Payables Testing]

We identified that Batch SA508, current doc JVSA0764, was the year-end forecasted services accrual for MSD (combination of ALTSA/DDA for
office purposes). We obtained the batch workbook, the FY23 Accrual Roll Up June FINAL 2023 8-7-23 calculation workbook, and the budget unit
workbooks (which roll-up into the accrual calculations) to recalculate the accrual calculation based upon the office's forecasted amount for the
service expenditures and actual expenditures to date with AFRS. The difference between these amounts was the remaining estimated

expenditures (incurred but not reported claims/expenditures, primarily attributed to time lag between when a service is incurred and when actual
billings/payments occur).

Substantive tests performed to meet the Completeness assertion:
See above for the population sourcing and selection of the separate testing areas.

FM24/25 Accruals and Adjustments:
Testing Procedures [DSHS Accounts Payables Testing and DSHS Accounts Payables Testing]
We reviewed JV backup documentation and calculations to ensure that the remaining accrual value was properly estimated/complete:

o Accruals of vendor payables - These were typically associated with calculated remaining contracted amounts for services and
year-end invoices. We ensured that the remaining calculation amounts were based upon total contract value attributed to FY23
and the stated invoice amount was the the recorded amount.

o Accruals/reversals of program expenditures - These were typically supported by calculations based upon enterprise
reporting costs for specific program/allocation/project indexes and historical value/effort calculations. We ensured that the
remaining accrual calculation was based upon an appropriated estimated forecasted amount.

o Payments out of ProviderOne - These were associated with batch AHs; we confirmed payment out of P1 by the reviewing:

= Material RA/ETRR invoices/numbers for fee for service (Claims -> RA/ETRR List -> RA/ETRR Number (invoice number))
and reviewing the RA/ETRR Number, check number and ETRR/RA date, and payment amount

Testing Results:
FM24 and FM25 program accruals and adjustments/payments from accounts payable were correctly valued based upon remaining values of
contracts, anticipated/forecasted expenditures, and actual payments for prior accounts payable accruals. No issues noted.

Year-end Forecasted Services Accrual:

Testing Procedures [DSHS Accounts Payables Testing ]

We obtained the batch workbook, the FY23 Accrual Roll Up June FINAL 2023 8-7-23 calculation workbook, and the budget unit workbooks (which
roll-up into the accrual calculations) to assess the reasonableness of the estimated forecasted INBR expenditures to capture a complete amount of
estimated expenditures. We ensured that the forecasting appropriately:
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e Used the actual expenditures within AFRS as the basis for the lag factor calculation (primary attribute of the forecasted amounts and used
to "gross up" to estimated expenditures), and

e Used the CFC's winter caseload forecast as a reasonableness check for its own estimating model, comparing the CFC's forecasted Per Cap
to its own forecasted Per Cap using a combination of actuals and estimates.

Testing Results:
The MSD overall forecasted methodology is sufficient and reasonable to appropriately capture all estimated incurred but not reported expenditures
for relevant human services expenditures. No issues noted.

D.9.PRG - Accounts Payable

Procedure Step: Rely on Specialist - CFC
Prepared By: CJL, 11/9/2023
Reviewed By: SLB, 11/13/2023

Record of Work Done.”’

Assessment of Competence, Capabilities and Objectivity of Specialist
We assessed the competence, capabilities and objectivity of the specialist, specifically considering factors described in the testing strategy.

Competence
The Caseload Forecast for Human and Medical Services is developed by Shidong Zhang, Senior Forecaster. See details below with relevant
education and experience:
Shidong Zhang, PhD, Senior Forecaster
e PhD in Econometrics, a Master's Degree in Statistics and a B.S. in Nuclear Physics

e Percap forecast for 11 years (8 years at HCA and 1 year at OFM) before moving to the CFC in 2015 where he has worked on the
Medicaid Caseload Forecast.

No concerns noted related to the competence of the specialist.
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Capability
Shidong has master user access to ProviderOne (P1) and pulls data directly from the system on a monthly basis. He has worked at HCA, OFM, and
CFC so he has an understanding of the entire forecast process and is very knowledgable of the P1 system.

Our office last used Shidong's work in the FY22 ACFR for the accounts payable line item for forecasted human services.

Shidong explained that he can ask for input from Elaine Deschamps, Deputy Director, who had done this forecast for over 10 years before
Shidong took it over.

No concerns noted related to the capability of the specialist.

Objectivity

The Caseload Forecast is prepared at the Caseload Forecast Council (CFC) for various programs including Human and Medical Services for the
state, and are used primarily for budgeting purposes by the Governor's office and the legislature. Headcounts are used by OFM for use in their
Medicaid forecast. The work group includes the CFC Executive Director, several staff at HCA, DSHS, and OFM. Each member of the work group
has knowledge of the forecast and would be able to identify if something were unusual in the forecast.

The CFC is independent of HCA and OFM.
No concerns noted regarding objectivity.
Understanding of Specialist’s Work and Conclusions

We gained an understanding of the specialist’s procedures and conclusions, including the methods and assumptions used, and noted the
following:

Forecast assumptions:

o The forecast contains a baseline projection that is typically based on an entry / exit model.

o The baseline trend is generally based on as many months of historical data as are relevant (not influenced by prior policy
or outliers). Statistical methods are used to remove outliers from the historical data so that they do not influence the forecast.

o When the legislature makes a policy change (either through the budget or a bill) impacting the Medicaid caseload, this is
incorporated in what'’s called a “step adjustment” in addition to the baseline trend. The technical work group reviews both the
baseline trend and the estimates of policy changes.

o Since the data takes time to mature, caseload actuals are adjusted by a “lag factor” or essentially a “forecast” of what the
historical data will be when they are fully mature.



State of Washington

o The historical data is correct.
o Data processing remains constant so that the lag process can improve the data quality.

The forecast models are done using SAS business forecasting software.
Based on discussions with the Caseload Forecast Council, OFM, and HCA, these assumptions seem reasonable. No concerns noted.

Evaluation of Specialist’'s Work

June 2023 CFC forecasts are available on their public website, which includes the tracking of their forecasts (February and June forecasts) to
actual caseloads for each service group. These forecasts are used by the OFM Medicaid Expenditure forecast as the basis of the Medicaid Eligibility
Groups by Service calculations.

We were able to see the implementation of the caseload numbers from the June forecast in the calculations used by the OFM in the abridged
ForecastFilterFile (version D07), provided to HCA. DSHS (ALTSA/DDA) uses the forecasted amounts for the various service groups in their accrual
calculations by a comparison to percap expenditures per each budget unit group.

We will use the June caseload data to ensure the amounts used by HCA in their year-end accrual process came from the official caseload forecast.

Data used by the specialist is a direct export of the data for the various budget units, project indexes (which crosswalk from MEGS) from the AFRS
for raw financial data, and from ProviderOne for the caseload data used in creating the forecast. In addition to the exported AFRS data and their
included query information for the expenditure/financial data, ProviderOne data is reviewed for accuracy and reasonableness in conjunction with
the work performed in the Human Services line item [Substantive Test], including tests of verifying processed claims and their clients (eligibility and
amount).

Verifying that the specialist’s conclusions are reflected in the financial statements:

The CFC caseload numbers are factored into OFM's Medicaid Forecast [Rely on Specialist - OFM Medicaid Forecast] (ForecastFilterFile) to estimate
forecasted services expenditures for the entire year. We were able to trace the caseload numbers to the forecast file and the forecast file
estimated expenditures as a base to the year-end forecasted services JVs from each agency in substantive testing [HCA Accounts Payables Testing
and DSHS Accounts Payables Testing], which are included as a GL 5111 accounts payable amount, which roll-up in total to the gl_sc JA line item
[see population reconciliations [HCA JV Population Reconciliation and DSHS IV Population Reconciliation].

D.9.PRG - Accounts Payable
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Procedure Step: Rely on Specialist - OFM Medicaid Forecast
Prepared By: CJL, 11/9/2023

Reviewed By: SLB, 11/13/2023

Record of Work Done.’

We assessed the competence, capabilities and objectivity of the specialist, specifically considering factors described in the testing strategy.

Competence
The Medicaid Forecast is developed by the Medicaid Forecast group. See details below with relevant education and experience:

Edmund Rauser, Senior Forecast Analyst - Medicaid Forecast

e BSin Engineering

e WA License professional engineer cert#40461

e 10 years Medicaid forecast. One year HCA Actuary group. Nine years Research Safety and Health. Ten years Medical device engineering.
Dennis McDermot, Senior Forecast and Research Analyst

e BS Biology and Mathematics, Allegheny College

e MS Mathematics, University of Tennessee

e PhD Ecology, University of Tennessee

e Six year with the Medicaid Forecast team; 10 years experience as epidemiologist for Department of Health

Xingguo Zhang, Senior Forecast Analyst - Medicaid Forecast
e PHD in Economics and Master in Statistics
e SAS advanced certification
e Total of 10 years statistical modeling and data analysis career; 8 years SQL developer experience
Nhan Ho, Senior Forecast Analyst - Medicaid Forecast
e MBA
e BA: Economics, Political Science.
e 16 years of experience in data science and analysis with roles ranging from economic analyst, research analyst, data analyst, and
currently as senior forecast and research analyst. 8 years with Medicaid Forecast.
No concerns noted related to the competence of the specialists.

Capability
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The Medicaid Forecast is the primary responsibility for the OFM Medicaid Forecast team. They appear to have adequate time and resources
dedicated to this forecast. This specialist team's work was used in the FY2022 ACFR without issue. The data they use is pulled directly from AFRS
by the team, no concerns noted over access to needed data or information.

Objectivity

The OFM Medicaid Forecast team is independent of HCA since there move to OFM in FY 2016. The forecast models are run for each MEG/service
combination and then reviewed by the Medicaid Forecast Team. As an added measure, the Medicaid forecast is reviewed by the Medicaid Forecast
work group made up of members from OFM, HCA, DSHS, House Appropriations Commission, and Senate Ways and Means Commission.

Understanding of Specialist’s Work and Conclusions
We gained an understanding of the specialist’s procedures and conclusions, including the methods and assumptions used, and noted the
following:

The specialist uses SAS business forecasting software to create Percap (cost per eligible) forecast models for each Medical Eligibility Group (MEG)
and service combination. The most recent four months data is not used in the forecasts as this data is not assumed mature. The Percap forecast
is then combined with the caseload forecast to create the ForecastFilterFile that is both the foundation of the State Medicaid budget and used in
the HCA expenditure forecast for reporting accounts payable.

Data used by the specialist is a direct export of the data from the AFRS system for raw financial data, and from ProviderOne for the caseload data
used in creating the forecast. The ProviderOne data is reviewed by the audit in conjunction with the work performed over the human services line
item. In addition, the data used includes the work of the Caseload Forecast Council which is the other specialist relied upon.

The general process and assumptions used by the specialist seem reasonable based on our understanding of the forecast process and underlying
data.

Evaluation of Specialist’'s Work
We obtained the abridged filter file that is used by HCA at to calculate the recorded accounts payable line item. This file incorporates the eligible

headcounts based upon the CFC's forecasts and the estimated expenditures per MEG, month of service, budget unit, and service. We will use the
forecast council's June forecast to ensure the base amounts used by HCA in their year-end accrual process are based upon the forecast. DSHS
uses the medical forecast as a reasonableness check in its calculation own forecasting for their relevant service by comparing the Winter Forecast
Per Cap to their own forecasting.

Verifying that the specialist’s conclusions are reflected in the financial statements:

OFM's Medicaid Forecast (ForecastFilterFile) is used to estimate forecasted services expenditures for the entire year. We were able to trace the
forecast file estimated expenditures as a base to the year-end forecasted services JVs from each agency in substantive testing [HCA Accounts
Payables Testing and DSHS Accounts Payables Testing], which are included as a GL 5111 accounts payable amount, which roll-up in total to the gl_sc
JA line item [see population reconciliations [HCA JV Population Reconciliation and DSHS JV Population Reconciliation].
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E.1.PRG - Cash & Cash Equivalents

Procedure Step: Summary & Conclusion
Prepared By: EZM, 10/20/2023
Reviewed By: SLB, 11/13/2023
Record of Work Done.’

Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?

Our results of substantive test did not indicate we needed to modify our risk assessment.

We noted the quality and quantity of evidence obtained was sufficient and appropriate.

E.1.PRG - Cash & Cash Equivalents

Procedure Step: Understanding of Line Item
Prepared By: EZM, 5/31/2023

Reviewed By: SLB, 11/13/2023

Record of Work Done.”

(1) Prior Audit Exceptions:

Verbal Recommendation. Oversight of Bank Reconciliations.
We noted one March 2022 bank reconciliation balance that did not match the GL balance. The preparer used the incorrect beginning balance
during the reconciliation. This resulted in an immaterial variance in dollar amounts ($241). We recommend the ESD to increase oversight
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related to the preparation of bank reconciliations to ensure it matches to the GL balance.

Finding 2022-001

The Department was unable to completely reconcile their bank accounts to the accounting records at fiscal year end June 30, 2022. Various
transactions totaling $128 million were excluded from the reconciliations. Other errors were noted resulting in cash being overstated by
$87,905,305. These errors were not corrected in the financial statements. We recommend the Department perform a thorough review of
the bank reconciliations to ensure they are accurate

We inquired with Tai Ralston, Treasury Manager, and Shelly Peterson, Assistant Treasury Manager, regarding these issues, and they stated that
no adjustments had been made to their process as a result of these issues. We will be following up on these issues during testing [Substantive
Test].

(2) Composition & Change Analysis:

Line Item Leadsheet: [Line Item Lead Sheet].

We noted the balance included activity from the following funds:
e 620: Unemployment Compensation Account
622: Unemployment Compensation Federal Employees' Benefit Payment Account
22E: Family and Medical Leave Enforcement Account
22F: Family and Medical Leave Insurance Account
567: Long-Term Services & Supports Trust Account

We evaluated the funds and determined transactions from fund 620 make up most of the account balance. The Cash & Equivalents line item is
mainly composed of cash collected from employers, cash held for the minimum amount of operations (6-10 million), cash held in the trust fund,
and cash ready to be expended for unemployment insurance benefits.

The Cash & Cash Equivalents line item is composed of five main cash accounts and four temporary cash accounts that the ESD held during FY22.
See below:
e Main Accounts
Key Bank Clearance Account (Employer Side)
US Bank Clearance Account (Employer Side) (New)
US Treasury Trust Account
Key Bank Benefit Account
US Bank Benefit Account (New)
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e Temporary Accounts
e State Pandemic Relief Program (PRP) Key Bank Account
e State Pandemic Relief Program (PRP) US Bank Account (New)
e Lost Wages Assistance (LWA) Key Bank Account
e Lost Wages Assistant (LWA) US Bank Account (New)

We inquired with Tai Ralston, Treasury Manager, on 5/25/2023 about if there were any changes to their bank accounts. She informed us that on
July 1, 2022, the Department switched from Key Bank to US Bank for both their main and temporary cash accounts. This occurred because every
few years the Department has to go out for bid and US Bank won the bid. The Department has been unable to close their Key Bank accounts due
to continuing activity in the accounts. This activity includes the following:
e Employers are still working with old bank account information, so they end up sending payments to the Key Bank accounts (these are
immediately transferred to the US Bank accounts)
e Fraud returns because the funds were disbursed using the Key Bank accounts so the money is returned to those accounts
e Tai stated that the Key Bank accounts have small balances and that they are still monitored as regularly as their main US Bank accounts.
They are also factored into the monthly bank reconciliations.

(3) Updates to Material Account Matrix:
We updated the risk narrative for the existence assertion to state "There is a risk that reported cash and cash equivalents did not exist as of fiscal
year end".

E.1.PRG - Cash & Cash Equivalents

Procedure Step: Controls - Cash Reconciliations
Prepared By: EZM, 6/8/2023

Reviewed By: SLB, 11/13/2023

Record of Work Done.”’

Material Balance(s) and Assertions
Internal controls in the Cash Reconciliation address the following balance(s):
e Statement of Net Position - Government Wide
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o Cash and Cash Equivalents
o Statement of Net Position - Proprietary Funds
o Cash and Cash Equivalents (Local Portion)

For the following assertion:
e Existence:
e There is a risk that reported cash and cash equivalents did not exist as of fiscal year end.

Gain an Understanding of Internal Controls
We met with the following people on 5/25/2023 to update our understanding over cash and cash equivalents:

e Tai Ralston, Treasury Manager

e Shelly Peterson, Assistant Treasury Manager
e Son Pham, Fiscal Analyst 4

e My-Phuong Tran, Fiscal Analyst 3

The Employment Security Department (ESD) held five main cash accounts and four temporary cash accounts during FY23. Cash accounts held
with Key Bank and US Bank are managed under eight master accounts. Sub-accounts are separated to isolate transactions between receipts and
payments. All sub-accounts are swept to the master account every night. Last, the Department held funds at the US Federal Treasury for the
state and federal trust fund. Most cash is held with federal treasury.

The general flow of funds consists of the following:

1. Cash is receipted in the clearance account. Payments are typically from employers for payment of their unemployment taxes. Funds in excess
of operating needs are transferred into the trust account.

2. Funds are held in the trust account until needed.

3. Money is transferred out of the trust and temporary accounts to the benefit account for payments to claimants for unemployment benefits.

State month end close occurs on the 10t business day of the following month. Reconciliations are performed shortly after (mid/end-month).
Key and US Bank Clearance Account (Employer Side)

The main purpose of the clearance account was to collect cash from employers, hold a minimum amount for operations, and remit all excess
collected funds to the trust accounts held with the US Treasury in a daily transfer.

The clearance account consists of the following accounts:
1. Clearance Master
2. Clearance Disbursement
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3. Clearance Deposit
Nightly, the clearance disbursement and clearance deposit accounts are swept into the clearance master account.

Deposits and Lock Box Activity (Rolled Forward for Context Purposes Only - Confirmed with Tai on 6/1/2022)

Unemployment insurance tax premiums that employers pay are deposited into ESD's Clearance Deposit account. ESD uses Key Bank’s and US
Bank's lock box services to receipt payments. Daily, lock box collection reports are downloaded from Key Bank's and US Bank's online banking
module by Sharon Bond, Fiscal Technician. Sharon gives the report to Son Pham, Fiscal Analyst 4. Son reviews the report for errors by reviewing
the three report totals and ensured all amounts tied. If the three report totals did not tie, additional research was performed by reviewing
individual deposits received. Errors were typically keying errors from the bank or checks received in excess of $10 million (amount limitation).
Reviewed lock box collection report totals are entered into an Excel File called “"Monthly AFRS JV”. The AFRS ]V is prepared by Son from the Excel
file “Monthly AFRS JV". Shelly Peterson, Assistant Treasurer, or Tai Ralston, Treasury Manager, reviews and approves the JV to ensure deposited
cash existed.

Daily Transfers to the Trust Fund (Rolled Forward for Context Purposes Only - Confirmed with Tai on 6/1/2022)

The Clearance account maintains a minimum balance of $6 - 10 million. This was due to automatic refund operations through ESD’s Next
Generation Tax System (NGTS), claimant payments, and training benefits. The minimum balance was not governed by a Department policy.
Funds in excess of $10 million are transferred to the Department's Trust accounts. Cash is reviewed to ensure the Department can make large
payments or transfers that typically occur in the beginning of a month.

The cash draw desk prepares the Daily Transfer Worksheet and is monitored by Gary Cox, Fiscal Analyst 4. The Daily Transfer worksheet details
the amount to be transferred from the clearance account to the Trust account held by the US Treasury (federal government). The Daily Transfer
Worksheet is electronically reviewed and approved by Shelly Peterson, Assistant Treasurer, or Tai Ralston, Treasury Manager, to ensure the
calculation is accurate (amounts were not double counted) and accommodated cash needs. Gary enters the approved Daily Transfer into Key
Bank’s and US Bank's online module to execute the transaction. Account numbers (from Key Bank and US Bank accounts to US treasury Account)
are pre-populated without any edit functions. When complete, Gary sends the Daily Transfer Worksheet to Son Pham, Fiscal Analyst 4. Son enters
all transfers into the Monthly AFRS ]V spreadsheet. Transfers are recorded in the monthly journal voucher.

Review of Reports from NGTS to Review Unemployment Activity (Rolled Forward for Context Purposes Only - Confirmed with Tai on 6/1/2022)
Sharon Bond, Fiscal Technician, downloads the NGTS report 'ACH Admin' daily which reports payments received in NGTS and what the
Department expects to receive in the Clearance account. Son Pham, Fiscal Analyst 4, posts the NGTS activity in the "Monthly AFRS JV” to ensure
Key Bank and NGTS activity are accurate.

Monthly, Gary Cox, Fiscal Analyst 4, downloads the 'Fund Transfer' report from NGTS. This report isolates funds collected by ESD unemployment
funds (fund 620 and 622) on behalf of other funds (funds 119, 120, 134). ESD receives funds for Claimant Placement Project (CPP), penalties,
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interest, liens, and other similar items. These amounts are remitted in monthly transfers to cash accounts held with the State Treasurer (OST) at
the beginning of the following month.

Monthly Reconciliations (Existence)

For reconciliations, the banking desk prepares the clearance account reconciliation. My-Phuong Tran, Fiscal Analyst 3, prepares the reconciliation.
She downloads the monthly statement from Key Bank’s and US Bank's online bank module. She downloads all six account statements (three from
US Bank, three from Key Bank) and reconciles all six to ensure the existence of all cash transactions reported in the general ledger. Supporting
documentation included “Monthly AFRS JV,” GL balance from AFRS, and other reconciling items support as needed. My-Phuong signs the
reconciliation and routes it to Tai Ralston, Treasury Manager, and Shelly Peterson, Assistant Treasurer. Either Tai or Shelly then electronically
reviews the reconciliation and indicates reconciling items were accurate with tickmarks to ensure reported cash existed at year end (Key Control
1 - Existence). Tai or Shelly then signs or initials the reconciliation to document the review.

US Treasury Trust Account

The Department remits all excess cash to their US Treasury account. Excess limits are determined internally and based on cash needs. Due to
NGTS implementation, the Department determined $6-10 million was the Department’s minimum balance needed to maintain Department
operations. Minimums aren't expected to change.

The US Treasury account held the state and federal trust accounts. The US Treasury did not prepare traditional statements. In lieu of a monthly
bank statement, Shelly Peterson, Assistant Treasury Manager, obtains three reports from TreasuryDirect.gov to verify the accuracy and existence
of cash general ledger transactions. The three reports are:

1. Transaction Report: This report detailed all transactions by program.

2. Account Summary: This report detailed all transactions without classification of program.

3. Federal Report: The report detailed only federal program transactions.

Here is a link to the website that the ESD obtains reports from: https://www.treasurydirect.gov/govt/reports/tbp/account-statement/report.html

Transactions (date, amount, classification) from the above reports are vouched to the Excel file "Monthly AFRS JV” workbook. Typically there were
a few reconciling items (cash transfers between accounts occurred before the bank’s deadline). Shelly prepares the reconciliation from a

template. Reconciliations are saved in Excel workbook “GL 1150 to Trust Fund”. Reconciling items are typically for the last day of the trust fund
draw and benefit returns for special programs like Federal Additional Compensation (FAC), Extended Benefit (EB), and Emergency Employment
Compensation (EEC). Tai Ralston, Treasury Manager, reviews the GL 1150 to Trust Fund reconciliation and supporting documentation, which
includes Account Settlement Reports from ASAP.gov, reports from Treasury Direct, reports that show amounts sent to AFRS from their benefits
payment system, and the Trust Fund Journal (Key Control 1 - Existence).

Key and US Bank Benefit Account
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In general, the Benefit Account receives transfers from the Trust Fund account. The Benefit account expends benefits to eligible participants.
Trust Fund draws are based on UTAB report data of benefits paid to eligible participants for almost all grant types.

The master benefit account consists of the following accounts:
1. Benefit Master

2. Benefit Warrant Disbursement

3. Benefit ACH & Debit Card Disbursement

4. Benefit EFT

5. Benefit Deposit

UTAB Reports Used to Verify Daily Activity (Rolled Forward for Context Purposes Only - Confirmed wy Tai on 6/1/2022)

The cash draw desk prepares the daily cash draw report. Gary Cox, Fiscal Analyst 4, performs the daily operations of the cash draw desk. He
reviews the General Ledger Posting (UTAB summary report) page which contains a section called “Daily Draw Worksheet”. This General Ledger
Posting section is sometimes referred to as, "The Cube" by ESD staff. He vouches all amounts to supporting pages with program totals. Gary is
the primary person who processes UI draws and the draw amounts are completely reliant on UTAB. Gary also recalculates program totals to
ensure the accuracy and classification of the state and federal split of the daily draw.

The daily draw was calculated as the following:

1. State Benefits = State Unemployment Insurance (UI) benefits + Training (TRN) Benefits

2. Federal Benefits = Unemployment Compensation for Ex-Service Members (UCX) + Unemployment for Federal Employees (UCFE)
3. Total US Treasury Trust Draw = State Benefits (see 1 above) + Federal Benefits (see 2 above)

After Gary prepares the daily cash draw, Tai Ralston, Treasury Manager, or Shelly Peterson, Assistant Treasury Manager, also electronically
reviews the draw to ensure amounts are calculated correctly and supported by UTAB reports. She signs/initials the draw to indicate her review.
Once signed as approved, Gary logs onto ASAP.gov (Automated Standard Application for Payments) and requests the funds electronically. Tai or
Shelly reviews the trust fund draw documentation prior to the draw being processed to ensure the proper amounts are correct per the supporting
documents. All account numbers and titles are saved in the system and Gary only needs to enter the proper amounts for each draw. Immediately
after requesting the funds, Gary logs onto the US Bank website and verifies the funds were deposited in ESD's account.

Transactions Recorded in AFRS (Rolled Forward for Context Purposes Only - Confirmed wy Tai on 6/1/2022)

Each day, Son Pham, Fiscal Analyst 4, enters the daily total into the Excel spreadsheet “Monthly AFRS JV”. Monthly, UTAB data is automatically
imported into AFRS on the 6% business day of the following month at a summary level. UTAB imports are reconciled each month by comparing the
monthly activity WEBI report to the “Monthly AFRS JV” (daily entry). If needed, she also uses additional UTAB reports to support reconciling

items.
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Monthly, Son prepares the JV from the “Monthly AFRS JV” Excel workbook. While Son prepares the ]V, Tai Ralston, Treasury Manager,
simultaneously reviews and posts the JV. For non-UTAB programs, additional manual JVs are required to capture monthly activity and record into
AFRS.

Monthly Reconciliations (Existence)

Before state close and after UTAB send the file (5™ or 6% business day of the following month), Son Pham, Fiscal Analyst 4, pulls general ledger
activity from AFRS (WEBI report) by fund (state benefits Fund 620 and federal benefits Fund 622). AFRS activity is entered into the “Monthly
AFRS JV” Excel file. Activity from AFRS is reconciled to the “"Monthly AFRS JV” Excel file. If any errors are found, JVs are used to correct the
activity in the following month’s activity. The accounting desk uses reports from UTAB and reconciles that to the AFRS JV spreadsheet monthly.
After the monthly AFRS ]V spreadsheet is reconciled then it gets reconciled to bank.

When the AFRS activity is reconciled to the “Monthly AFRS JV” Excel file, My-Phuong Tran, Fiscal Analyst 3, reconciles the ten benefit account
statements (five from US Bank and five from Key Bank) using a Department template. She also generates daily and monthly reports from UTAB
(see list below) to aid in her reconciliation. Tai Ralston, Treasury Manager, or Shelly Peterson, Assistant Treasury Manager, reviews the
reconciliation and indicates reconciling items were accurate with tickmarks to ensure reported cash existed at year end (Key Control 1 -
Existence). She signs/initials the reconciliation.

Lastly, after state close (10t business day of the following month), Son pulls the same general ledger activity from AFRS by fund to ensure there
were no changes.

Monthly UTAB Reports used in the Benefit Account Reconciliation:

1. Intercepted Money filtered for the month (benefits issued to claimant paid to another source for back taxes or child support)

2. UTAB Repayments (Details) filtered by source (Key Bank Electronic Bill) and reason (returned payment)

3. UTAB Repayments (Details) filtered by source (lock box) and reason (returned payment)

4. General Ledger Posting filtered for cash draws related the end of the month and posted in the following month (dates depended on the month
and business days)

5. General Ledger Posting filtered for book transfers related to the end of the month and posted in the following month (dates depended on the
month and business days)

Daily UTAB Reports used in the Benefit Account Reconciliation:
6. Issued Funds (Benefit Payments & Refunds) filtered by payment channel (standard paper checks)
7. Issued Funds (Benefit Payments & Refunds) filtered by date (dates depended on the month and business days)

My-Phuong uses a snip it of UTAB to support outstanding checks. The image is saved in the cash reconciliation workbook.
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Temporary Key and US Bank Accounts
There are 2 temporary Key Bank accounts that the ESD maintains during FY23. At the beginning of FY23, they switched from using Key Bank to
US Bank, and opened two new temporary accounts. Please see below:
e State Pandemic Relief Program (PRP) Account
e This account was opened during December 2020 due to the extension of pandemic unemployment assistance (PUA) benefits not
being signed in time by the federal legislation. Due to the extension not being signed, on December 27, 2020, Governor Jay
Inslee authorized the use of federal CARES Act funds (approximately $50 million) to help Washington claimants whose PUA
benefits expired on December 26, 2020 and were waiting for federal legislation to extend those benefits. Federal legislation ended
up getting signed into law on December 27, 2020, which extended, expanded, and changed the CARES Act provisions.
Regardless, claimants eligible for the one-time PRP payment ($550) still received it.
e Tai stated that currently there a small amount left in this account and it will be closing soon.
e Monthly Reconciliation: This is similar to the reconciliation for the Key and US Bank Benefit Account (see above), however there
are no sub-accounts. Before state close and after UTAB sends the entry to AFRS (5% or 6™ business day of the following month),
My-Phuong Tran, Fiscal Analyst 3, prepares the bank to AFRS reconciliation, Tai Ralston, Treasury Manager, reviews the
reconciliation and indicates reconciling items were accurate with tickmarks to ensure reported cash existed at year end (Key
Control 1 - Existence). Tai signs/initials the reconciliation.

e Lost Wages Assistance (LWA) Account

e This account was opened by the ESD during August 2020 due to the ESD being approved for the LWA program through the
Federal Emergency Management Agency (FEMA). LWA is a federal program that adds $300 for each week the program remains
federally funded. The ESD started processing LWA payments on September 21, 2020. Approved weeks for the program:

e August 1 -29, 2020
e September 5, 2020

e Department of Labor deposited the funds (approximately 708 million) from FEMA to their LWA account and the ESD was only able
to draw down the funds based on what their actual draws were for the program.

e They are currently receiving repayments in this account. This account might change from a temporary to permanent account.

e Monthly Reconciliation: This is similar to the reconciliation for the Key and US Bank Benefit Account (see above), however there
are no sub-accounts. Before state close and after UTAB sends the entry to AFRS (5% or 6™ business day of the following month),
My-Phuong Tran, Fiscal Analyst 3, prepares the bank to AFRS reconciliation, Tai Ralston, Treasury Manager, reviews the
reconciliation and indicates reconciling items were accurate with tickmarks to ensure reported cash existed at year end (Key
Control 1 - Existence). Tai signs/initials the reconciliation.

How Transactions are Recorded in AFRS:
e Journal Entries: Journal entries were used to record cash received and transfers (i.e. from the Clearing Account to the Trust Fund and
from the Trust Fund to the Benefit Account). Journal vouchers were also used to enter adjustments or corrections (Employer Side).
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e System Interface: UTAB data posted to AFRS monthly in an automatic journal voucher.
Key Controls are as Follows:
e Key Control 1: Tai Ralston, Treasury Manager, reviews reconciliations and indicates reconciling items were accurate with tickmarks to
ensure reported cash existed at period end (Existence).

Noted Weaknesses are as Follows:
None.

E.1.PRG - Cash & Cash Equivalents

Procedure Step: Key Control 1 (Existence, Manual)
Prepared By: EZM, 8/17/2023

Reviewed By: SLB, 11/7/2023

Record of Work Done.’

Cash and Cash Equivalents - Existence
Key Control 1: Tai Ralston, Treasury Manager, reviewed reconciliations and indicated reconciling items were accurate with tickmarks to ensure
reported cash existed at period end (Existence).

The understanding for this system is documented above in the "Controls - Cash Reconciliations" step.

1. Confirmation of Key Manual Control:
We confirmed the control for all three main cash accounts (clearance, trust, and benefit) and the two temporary cash accounts (PRP and LWA).

We reviewed the following February 2023 reconciliations:

February 2023 Reconciliations:
1. Clearance Master Account (account numbers ending in 9589 and 1184)

US Bank Balance (9589): $34,631,147.14
Key Bank Balance (1184): $2,608.01
Adjusted GL Balance: $34,633,755.17
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Variance: $0.02

Preparation: We noted My-Phuong Tran, Fiscal Analyst 3, prepared this reconciliation.

Review: We noted Tai Ralston, Treasury Manager, made tickmarks and signed off on the reconciliation to document her review. Both US Bank and
Key Bank accounts are being included in the reconciliations. No issues noted.

2. Trust Fund Account

Trust Balance: $3,160,344,502.18

Adjusted GL Balance: $3,149,836,301.29 (reconciling item of $10,508,200.89 due to Last Day State Draw)

Variance: $0.00

Preparation: We noted Shelly Peterson, Assistant Treasury Manager, prepared this reconciliation.

Review: We noted Tai Ralston, Treasury Manager, made tickmarks and signed off on the reconciliation to document her review. No issues
noted.

3. Benefit Master Account (account number ending 9530 & 3855) (Each account has a separate reconciliation)

US Bank Balance: $47,210,031.95

Key Bank Balance (3855) (per account statement): $127,169.76

US Bank Adjusted GL Balance: $47,216,526.76 (reconciling item of $6,494.81 due to Customer Initiated Outgoing Fedwire(s))
Key Bank Adjust GL Balance: $127,169.76

Variance: $0.00

Preparation: We noted My-Phuong Tran, Fiscal Analyst 3, prepared both reconciliations.

Review: We noted Tai Ralston, Treasury Manager, made tickmarks and signed off on both reconciliations to document her review.

See UTAB reconciliation at: [Key Control 7 (Reconciliations - Manual)].

4. State Pandemic Relief Program (PRP) Account (account number ending 9639)

US Bank Balance: $1,360.00

Key Bank Balance (per account statement) (0229): $0.00

Adjusted GL Balance: $1,371.00 (reconciling items of $11.00).

Variance: $0.00

Preparation: We noted My-Phuong Tran, Fiscal Analyst 3, prepared this reconciliation.

Review: We noted Tai Ralston, Treasury Manager, made tickmarks and signed off on the reconciliation to document her review. No issues
noted.

5. Lost Wages Assistance (LWA) Account (account humber ending 9621)
US Bank Balance: $2,662,674.93



State of Washington

Key Bank Balance (8181) (per account statement): $0.00

Adjusted GL Balance: $2,597,312.01 (reconciling items of $65,362.92 due to transfers from 9530)

Variance: $0.00

Preparation: We noted My-Phuong Tran, Fiscal Analyst 3, prepared this reconciliation.

Review: We noted Tai Ralston, Treasury Manager, made tickmarks and signed off on the reconciliation to document her review. No issues
noted.

Noted Weaknesses are as follows:
e None.

2. Preliminary Control Risk Assessment

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test Key Manual Control:
Not applicable - we are not planning on relying on controls and therefore do not need to test controls; control risk will be assessed at maximum.

E.1.PRG - Cash & Cash Equivalents

Procedure Step: Risk Assessment
Prepared By: EZM, 6/8/2023
Reviewed By: SLB, 11/7/2023
Record of Work Done.’

(1) Inherent Risk (IR):
Based on our understanding of the line item, we assessed inherent risk as follows for each relevant assertion and significant class of transactions:

e Existence - MAX

(2) Control Risk (CR):
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We assessed control risk as follows for each system and relevant assertion:
e Cash Reconciliations — Existence

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant
deficiencies or material weaknesses. However, we have assessed control risk at max because we have determined that substantive
procedures alone will be effective to reduce detection risk to an acceptable level.

(3) Risk of Material Misstatement (RMM):
We considered both inherent and control risk and assessed the risk of material misstatement as follows for each relevant assertion and significant
class of transactions:

e Existence — MAX

(4) Testing Strategy:
We designed our substantive testing strategy based on our assessment of the risk of material misstatement. We plan to perform the following
tests:

e We do not plan to send cash confirmations to third parties. As an alternative, we plan to obtain month-end reports from
TreasuryDirect.gov for the trust account. We expect the trust account to hold the majority of the Department's cash.

e We also plan to test cash reconciliations for other bank accounts (i.e. clearance, trust benefit, PRP, and LWA) depending on if the
amounts are significant. We will test all reconciling items above the floor.

We anticipate that these tests will provide sufficient appropriate audit evidence to address the assessed risk of material misstatement for relevant
assertions in significant classes of transactions.

E.1.PRG - Cash & Cash Equivalents

Procedure Step: Substantive Test
Prepared By: EZM, 11/13/2023
Reviewed By: SLB, 11/15/2023



State of Washington

Record of Work Done.’

Finding Follow-Up

We inquired with Tai Ralston, Treasury Manager, and Shelley Peterson, Assistant Treasurer, on 6/7/2023 regarding the $87.9 million
overstatement in Cash & Cash Equivalents. This overstatement was due to three variances we found during our review of the Trust Fund, Benefit
Master, and Clearance Master Account reconciliations, which we've listed below:

1. There was a $93.2M overstatement in the Benefit Master Account, due to amounts that were excluded from the final reconciliation - one was a
“Transfer from Key Bank to U.S Benefit Bank for Go-Live” of $33.2M, the other was a “Prior Borrow from Trust Fund not recorded” of $60M.

2. There was a $5.9M understatement in the Trust Fund Account, due to November and December 2020 adjustment items of $5.1M and $800K,
respectively, which were excluded from the reconciliations because ESD was unsure where the amounts were from.

3. There was a $539K overstatement between the amount of Cash & Cash Equivalents in the financial statements, and what we were able to
substantiate through documentation we received from ESD.

Tai informed us that the Department posted JVs into AFRS to correct this overstatement. We requested copies of the JVs in order to determine
whether ESD had corrected the overstatement.

We reviewed the spreadsheet sent to us by Tai [Trust Fund and Benefit Master Account Adjustments], and determined that adjustments were made
to cash to correct the $87.9 million variance, which was brought down to $3,714. Since this variance is below the floor we will not take exception
with it. We will compare ESD's GL balance to ESD's bank reconciliations during our testing and we will take exception with any variances identified
during testing. See existence testing below.

Substantive tests performed to meet the Existence assertion
We obtained the year-end reconciliations for the following accounts:
1. Trust Account held with the US Department of Treasury

2. Benefit Master Account held at US Bank and Key Bank

3. Clearance Master Account held at US Bank and Key Bank

4. Pandemic Relief Account held at US Bank

5. Lost Wages Assistance Account held at US Bank

See: [Cash & Cash Equivalents Testing]. We performed the following required and additional procedures:

Required Procedure:
1. Confirm cash and investment account balances with bank and/or brokerage.
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e We did not perform formal cash confirmations. We performed additional procedures noted below and documented at: [Cash & Cash
Equivalents Testing]. During those procedures, we reviewed documentation for alterations or modifications. We did not note any
alterations or modifications to any documentation. In addition to the procedures performed below, we obtained the Employment Security
Department's (ESD) June 30, 2023 trust fund account statement from the U.S. Treasury's website, TreasuryDirect.

Additional Procedures:
1. Trace (or compare summed) bank balances per statements to reconciliations.
e We vouched bank balances presented on each reconciliation to the respective bank statement. No /ssues noted.

2. Trace (or compare summed) book balances per reconciliations to the general ledger or financial statements.

e We compared the bank reconciliation balances to the general ledger balances as reported in the ACFR database. See: [Cash & Cash
Equivalents Testing], tabs, "Existence" and "Testing", for tying the general ledger balances as reported in the ACFR database to the
financial statements. Through testing we determined the following:

o We noted that there was a reconciling item of $(78,358,840) that was not initially included in the June 2023 Trust Fund Account
reconciliation, but ESD determined it should have been. We ultimately determined that this amount shouldn't have been included
in the reconciliation.

o We noted that other reconciling items, totaling $44,298,608, also should not have been included in their respective
reconciliations.

o We determined that the Cash & Cash Equivalents balance was understated by $16,573,418. See issue and AOM link in the
conclusion.

3. Scan the reconciliation for reasonableness. Look for unusual, unexpected or vaguely described reconciling items, lack of
support or detail, very large reconciling items, very old reconciling items, and missing or extra elements that would indicate that
the reconciliation was being performed incorrectly.
¢ We re-performed the ESD's cash reconciliations. We reconciled bank balances to the general ledger. We listed all reconciling items and
descriptions at: [Cash & Cash Equivalents Testing], see tab, "Existence". We vouched all items greater than the floor to the source
documentation. See tab "Testing". Through testing we determined the following:

o We noted that there was a reconciling item of $(78,358,840) that was not initially included in the June 2023 Trust Fund Account
reconciliation, but ESD determined it should have been. We ultimately determined that this amount shouldn't have been included
in the reconciliation.

o We noted that other reconciling items, totaling $44,298,608, also should not have been included in their respective
reconciliations.

o We determined that the Cash & Cash Equivalents balance was understated by $16,573,418. See issue and AOM link in the
conclusion.
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4. Foot the reconciliation for accuracy.
e We footed the reconciliations. We noted ESD's reconciliations of the Trust Fund, Benefit Master, and Clearance Account footed without
exception. See: [Cash & Cash Equivalents Testing], tab "Existence". No issues noted.

5. Trace deposits in transit to the subsequent month's bank statements, considering reasonableness of the in-transit period.
e See procedure 3 above.

6. Trace outstanding checks to cash disbursement journal.
e Outstanding checks were below the floor. We passed further testing.

7. Check that any other reconciling items are valid and have been properly accounted for (ex: large debit or credit memos).
e See procedure 3 above.

8. Check reconciliation against prior and/or subsequent reconciliations for reasonableness of amounts and items included and to
trace reconciling items from the previous and/or subsequent period.
e We reviewed cash testing from the prior year (FY22) to determine reasonableness. We determined the reconciliation was reasonable
compared to prior year.

E.2.PRG - Receivables (Net of Allowance)

Procedure Step: Summary & Conclusion
Prepared By: MEC, 10/31/2023
Reviewed By: SLB, 11/13/2023
Record of Work Done.’

Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?

Our results of substantive test did not indicate we needed to modify our risk assessment.
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(2) Was the quality and quantity of evidence obtained sufficient and appropriate?
We noted the quality and quantity of evidence obtained was sufficient and appropriate.

E.2.PRG - Receivables (Net of Allowance)

Procedure Step: Understanding of Line Item
Prepared By: MEC, 6/23/2023
Reviewed By: SLB, 11/7/2023

Record of Work Done.’

(1) Prior Audit Exceptions:

Management Letter: See FY2022 Management Letter here [ACFR 2022 Management Letter HCA-ESD-OFM]

Receivables

The Employment Security Department (ESD) calculates the amount of unpaid unemployment insurance premiums due from employers. Occasionally,
ESD overpays claimants. Overpayments are assessed when benefits are retroactively determined to be incorrectly paid. This can happen due to a
claimant receiving conditional payment while the claim is being reviewed, the claimant not providing additional information, errors, and various
other reasons. In these instances, receivables (net of the amounts estimated to be uncollectible) should be reported in the general ledger at fiscal
year-end.

ESD did not reconcile receivables from overpaid claimants back to amounts due to the other (federal) governments. This caused ESD to overstate
the balance due to other governments by approximately $4.3 million.

ESD calculated estimated uncollectible receivables from employers to be a negative number. From 2018 to 2021, the estimated amounts have been
positive and significantly higher. ESD was unable to quantify the error or determine how it occurred.
We recommended ESD:

e Reconcile receivables with amounts due to other governments and make adjustments to the state’s accounting system as necessary
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e Modify its methodology to ensure estimated uncollectible amounts are reasonable

Finding: See FY2022 Finding here: [ACFR 2022 Finding Internal Controls Over Financial Reporting]
e ESD inaccurately calculated the allowance for doubtful receivables related to claimant over payments.

We recommended ESD:
e Review the calculation of the allowance for doubtful receivables to ensure the correct data has been used

We will be following up on these issues during testing.

(2) Composition & Change Analysis:
Line Item Leadsheet: [Line Item Lead Sheet].

We noted the balance included activity from the following funds:
e 620: Unemployment Compensation Account
o OFM Account description: The first priority is to provide services to eligible participants within the state; second priority is to

provide substitute services or program support; and last priority is the direct payment of funds to the federal government.
= Authority: RCW 50.16.010

e 622: Unemployment Compensation Federal Employees' Benefit Payment Account
o OFM Account description: Local fund outside the state treasury used to account for funds received from the federal government

to cover benefits paid by the state for eligible unemployed federal workers. Per the Federal Employment Security Act (Title V).
= Authority: RCW 43.88.195

e 22E: Family and Medical Leave Enforcement Account

o OFM Account description: Account is used to administer and enforce family and medical leave policies.
= Authority: RCW 50A.05.080

e 22F: Family and Medical Leave Insurance Account

o OFM Account description: Account is used for the family and medical leave insurance program.
o Authority: RCW 50A.05.070

We evaluated the funds and determined transactions from fund 620 and 622 make up 80% of the account balance. The Receivables (Net of
Allowance) line item is mostly composed of the receivables from employers (NGTS - taxes) and claimants (UTAB - overpayments).



State of Washington

We also identified that the funds did see some significant changes year over year (FY2021 to FY2022):
e 620: Unemployment Compensation Account:
o GL1312 (Accounts receivable) increased 21% or $75M.
o GL1319 (Other receivables) increased 39% or $127.5M.
e 622: Unemployment Compensation Federal Employees' Benefit Payment Account:
o GL1319 (Other receivables) increased 201%.
o GL1349 (Allowance for Uncollectible Other Receivables) increased 99%.
e 22E: Family and Medical Leave Enforcement Account:
o The amount in GL1381 (Premium Estimated Receivables) increased by 171%, however it was a very small amount at $2,090.
e 22F: Family and Medical Leave Insurance Account:
o The amount in GL1381 (Premium Estimated Receivables) increased by 69%, or $127 Million.

We would expect to see increases in accounts receivable due to increases in overpayment assessments sent to individuals and pandemic related
unemployment assistance fraud at the Department. The agency currently has a backlog of fraud claims they are working through.

We inquired with Tai Ralston, Treasury Manager, on May 23, 2023 and she stated that there were no significant changes from FY22 to FY23 in
regards to the receivables (net of allowance) line item processes or procedures in the Treasury department, however we identified that the
agency is currently applying federal waivers to some assessed over payments that occurred during the pandemic between February 2, 2020 and
September 4, 2021. The first round of these waivers were applied at the end of March 2023, with automatic waivers and write-offs to specific
types of overpayments. Tai was unable to provide us with more information about these waivers as she said the Department does not decide
which overpayments get waivers.

There is an overpayment waiver request form on the ESD website that can be submitted by those assessed with overpayment notices, and these
are being manually reviewed by ESD staff for consideration which will take time. Due to the implications of this waiver to write-offs and accounts
receivable, it is likely that we will see some significant changes to this line item for FY2023.

(3) Updates to Material Account Matrix:

The account description reflects the significant transaction streams or account balances relevant to the risk. We removed the following risk from
the matrix "There is a risk that insurance premium receivables and over payments are incorrectly calculated". This is because the valuation risk is
more related to the allowance calculation.

E.2.PRG - Receivables (Net of Allowance)
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Procedure Step: Controls - UTAB
Prepared By: MEC, 6/21/2023
Reviewed By: SLB, 11/7/2023
Record of Work Done.’

Material Balance(s) and Assertions

Internal controls in the UTAB address the following balances:
e Statement of Net Position - Proprietary Funds
o Receivables (net of allowance)
e Statement of Net Position - Government Wide
o Other Receivables (net of allowance for uncollectible)

For the following assertions:
o Existence: There is a risk that reported insurance premium receivables do not represent valid uncollected amounts due from
employers and claimant over payments and/or fraudulent payments at year end.
e Valuation: There is a risk that a reasonable allowance for uncollectible accounts has not been established.

Gain an Understanding of Internal Controls
We met with the following people on May 23, 2023 to update our understanding over UTAB receivables:

e Tai Ralston, Treasury Manager

e Shelley Peterson, Assistant Treasury Manager
e Son Pham Fiscal Analyst

e Jay Summers, Audit Liaison

General Information:
Claimant over-payments are tracked in GL 1319 and tracked by fund (620 — federal or 622 — state).

Over payments were governed by the following:

RCW 50.20.190 - Recovery of benefit payments (http://app.leg.wa.gov/rcw/default.aspx?cite=50.20.190)

e  WAC 192-220-045 - How is the fraud penalty calculated? (http://apps.leg.wa.gov/wac/default.aspx?cite=192-220-045)
e RCW 50.24.200 - Charge-off of uncollectible accounts (https://app.leg.wa.gov/rcw/default.aspx?cite=50.24.200)

e RCW 50.32.020 - Filing of benefit appeals (https://app.leg.wa.gov/rcw/default.aspx?cite=50.32.020)
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e SAAM 85.54.55 — Receivables (https://www.ofm.wa.gov/sites/default/files/public/legacy/policy/85.54.htm)

Overpayment Penalties and Interest (UTAB Receivable - Valuation)
See understanding of UTAB benefits at: [Understanding of Line Item]

Over payments of unemployment benefits occur when someone received benefits that they are later found to have been ineligible to receive. This
can happen if someone receives more benefits than they were entitled to. For example:
e A claimant was paid on a conditional basis while their case was under review and the review subsequently finds that they were not
entitled to receive benefits.
e A claimant does not respond to requests for more information during a 10 day window. Benefits will stop and the amount already paid out
will become due back to ESD.

Claimants are able to appeal and provide the requested information which, if approved, will negate the overpayment assessment letter.

When over payments are identified, the Department mails the claimant an overpayment assessment letter which details the amount of the
overpayment and states that the claimant has 30 days to appeal the overpayment determination or provide additional information to the
Department. Over payments were also classified as fraudulent and non-fraudulent.

The ESD website indicates that ESD sent overpayment assessments out in error to people that recently reported fraud on the ESD online reporting
tool or the Office of Special Investigations and to individuals that have not applied for or received unemployment recently. The website explains
that the ESD unemployment benefits computer system sends overpayment letters automatically when claimants need to repay benefits.

Repayment of Over payments
When over payments are identified, benefit recipients are not expected to repay the full amount due immediately. UTAB calculates the minimum
monthly payment depending on the type of overpayment (fraud or non-fraud). The calculation is:

Fraud:
e The weekly benefit amount client was receiving at the time the overpayment occurred, or 3% of the overpayment balance, whichever is
greater.
e Interest is assessed at 1% per month on the balance, the interest begins the day the overpayment is established.

Non-Fraud
e One third of the weekly benefit amount, 3% of the overpayment balance, or $25.00, whichever is greater.
e Interest is assessed at 1% per month on the balance, on accounts at least a portion of two payments past due.
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If the account is delinquent, UTAB calculates the minimum monthly payment by totaling the minimum monthly payment, accrued interest and past
due amount.

When a client has an existing overpayment and begins claiming benefits, offsetting the principal balance will occur when:
1. The account is at least a portion of two payments past due; or

2. The overpayment is due to a UI Claim cancellation; or

3. The overpayment balance equals the New Balance Available (NBA) left on the UI Claim

Benefits will be offset at 50% of the weekly benefits payable for each week claimed for Non-Fraud over payments.

Offsetting occurs at 100% of the weekly benefits payable for each week claimed for the following:
1. Fraud Over payments; or

2. The overpayment is due to a UI Claim cancellation; or

3. The overpayment balance equals the NBA left on the UI Claim

If the client sends in the full overdue amount, current monthly payment, and total interest owed to bring the account current, offsetting will stop
as long as the client continues to keep the account current.

Monthly Review of UTAB Receivable Data (Existence/Valuation)

UTAB automatically posts receivable activity (accounts receivable) to AFRS monthly (6™ business day after the end of the month). Activity is
posted in summary. To review the automatic post, Son Pham, Fiscal Analyst 4, runs a general ledger query from Web Intelligence (WebI)

system. The report is exported into an Excel workbook titled “New AFRS File,” tab “Receivable Activity.” Son takes a screen shot of UTAB report
“Aging Receivables” as of the last day of the month. She pastes the UTAB screen shot in the New AFRS File Excel workbook, tab "Receivable
Activity". Son ties totals from the UTAB aging report to the general ledger. If exceptions are noted, the Fiscal Analyst 4 prepares an adjusting
journal voucher. When complete, Son notifies Tai Ralston, Treasury Manager. Tai reviews the Excel workbook “New AFRS File” to ensure the
receivables post from UTAB is accurately calculated, and receivables exist. Everyone uses an individual checklist for their respective responsibilities
(Key Control 1 — Manual - Existence/Valuation).

The process described above is the same process for fraud receivables.

Calculation of Allowance for Doubtful Accounts (Valuation, Manual)

The allowance for doubtful accounts estimate is prepared from historical receipt trends tracked in UTAB. Monthly, Tai Ralston, Treasury Manager,
reviews repayments by revenue source and aging. The UTAB report is called “Age of Account Payments,” and documented in the Excel workbook
“AgeOfAccountPayments_YrEnd.” The aging report is broken out by 90 day increments (i.e. 0-90 days, 91-180 days, 181-365 days, 366-730 days,
731-1,095 days, and 1,096 and more days). Collection percentages are calculated by dividing the total receipts for each aging bucket by the total
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receipts collected. Monthly percentages for each aging bucket are averaged to determine the collection percentages for the fiscal year. This is
calculated on tabs “age of accounts 2021-22" and “Historical Percentage” in the AgeOfAccountPayments_YrEnd workbook. The percent
calculations are later used to estimate how much would be collected and how much would likely be written off.

Balances that were past due are tracked in the UTAB report “Uncollectible Balances.” The Uncollectible Balances report tracks all repayment plans
that are delinquent for 180 days or more. This report does not track the age of the initial repayment plan, but status of the repayment

plan. Shelly Peterson, Assistant Treasury Manager, multiplies the total uncollectible balances by the annual average collection percentages for
each respective aging bucket. This is calculated on tab “Quick Glance” in the AgeOfAccountPayments_YrEnd workbook. The difference between
the total uncollectible balances from the UTAB report and the expected repayment by aging category was the expected and likely write-off
amount.

The uncollectible multiplying factor is determined by dividing the expected write off amount by total receivables (Age of Account Payments UTAB
report). The multiplying factor is updated annually to reflect current collection practices and historical trends as calculated by the expected write-
offs.

Shelly prepares a journal voucher based on the Excel workbook. Tai Ralston, Treasury Manager, reviews and approves the journal voucher. She
reviews the Excel formulas to ensure amounts were accurately calculated (Key Control 2 — Valuation, Manual). See below for GL coding
(reversing JV):

e State (Fund 620) GL 1349/6505

o Federal (Fund 622) GL 1349/5151

Tai also reviews the total allowance for doubtful accounts and the allowance as a percentage to total accounts receivable to determine
consistency and reasonableness.

For fraud receivables they take the total UTAB receivables and determine what portion is related to fraud. They reduce the fraud receivable
amount by any items still in process as of June 30, 2023. This amount is divided by the receivables amount to determine the percentage that will
be determined uncollectible. The journal voucher preparation and review process is the same as described above.

Charge Off Criteria
UTAB automatically writes off balances (daily and yearly write-offs). Daily, UTAB reviews receivables and charged off balances that met the
following criteria:

e Amounts less than $25.00;

e No payment has been received within the past six months;

e The claimant did file or opened a claim within the last three months;

e If a lien was attached to the determination, the system automatically released the lien and sent notification to the county.
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UTAB also reviews receivables annually and writes off balances that met the following criteria:
e Over payments were ten years or older or the overpayment was less than $100 (total includes principal, penalty, interest, court cost, and
surcharge);
¢ No repayments were made within the last 15 months;
e If a lien was attached to the determination, the system automatically released the lien and sent notification to the county.

The annual review excludes over payments that were in suspense (by ESD, the business, stay of collection, prosecution, or request from the
attorney general), out of state over payments, and balances greater than $0 for current ESD employees.

How transactions are recorded in AFRS:
e Accounts receivable data (monthly) is automatically posted to AFRS on the sixth business day after month-end.
e Year-end accounts receivable balances and related allowance for uncollectible accounts are posted to AFRS via journal voucher.

Key controls are as follows:

e Key Control 1 (Manual): The Treasury Manager and Fiscal Analyst 4 review the Excel workbook “New AFRS File” (GL query run
through Webl), tab “Aging Receivables” to ensure accounts receivable (including fraud) recorded in UTAB were accurately calculated
and imported into AFRS from UTAB. To document the above control, the Fiscal Analyst 4 and the Treasury Manager use a month-end
checklist that noted their respective initials that indicated preparation or review as a part of the reconciliation process
(Existence/Valuation).

e Key Control 2 (Manual): The Treasury Manager reviews and approves the JVs and related support to ensure the allowance for
doubtful accounts (including fraud) was accurately calculated based on historical collection data and the correct percentage
(Valuation).

Noted Weaknesses are as follows:
e None.

E.2.PRG - Receivables (Net of Allowance)

Procedure Step: Key Control 1 UTAB (Manual)
Prepared By: MEC, 7/6/2023
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Reviewed By: SLB, 11/13/2023
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Key Control 1 (Manual): The Treasury Manager and Fiscal Analyst 4 review the Excel workbook “New AFRS File” (GL query run through Webl),
tab “Aging Receivables” to ensure accounts receivable (including fraud) recorded in UTAB were accurately calculated and imported into AFRS from
UTAB. To document the above control, the Fiscal Analyst 4 and the Treasury Manager use a month-end checklist that noted their respective
initials that indicated AFRS/ UTAB reconciliation preparation or review (Existence/Valuation).

The understanding for this system is documented above in the "Controls - UTAB" step.

1. Confirmation of Key Manual Control:

UTAB receivables were automatically posted via journal voucher from UTAB to AFRS. We requested the March 2023 month end Excel workbook
“New AFRS File” (GL query run through Webl), to ensure accounts receivable, including fraud amounts were recorded in UTAB, and were
accurately calculated and imported into AFRS from UTAB. To document the above control, the Fiscal Analyst 4 and the Treasury Manager use a
month-end checklist that note their respective initials that indicated reconciliation preparation or review. We obtained the Treasury checklist
(monthly duties schedule) for 2023 and identified that it had been filled out for the year up to May of 2023 with journal voucher preparation,
review, and approval information for each GL account and each bank account reconciliation done in FY23 so far.

We obtained the "New AFRS File March 2023" excel spreadsheet from Tai Ralson, Treasury Manager. There was a tab in the spreadsheet titled,
"Receivable Activity". This tab included the March 2023 Webi "Agency Wide Management Report by Date" (process date 4/17/2023). On this
report GL 1319 "other receivables" totaled $2,197,149.72 in funds 620 and 622. GL 1349 "Allowance for uncollectible other receivables" was
$1,646,561.12 for funds 620 and 622. There was detail below that which indicated the GL1319 and 1342 February ending balances, and the
March ending balance after the adjustments noted above from the WEBI report.

Below that, there was a reconciliation of these balances to the adjustments from the UTAB report. There was a variance of $1,345,416 in GL 1319
and the variance in GL 1342 was zero:

GL1319 GL1349
Feb Ending TB 1,548,400,131.86 (1,483,029,015.52)
March (2,197,149.72) 1,646,561.12
1,546,202,982.14 (1,481,382,454.40)

Utab (1,561,964,939.01) 1,481,382,454.40




State of Washington

Excess Repayment 17,107,372.84
Variance $ 1,345,415.97 -

We inquired with Tai Ralston, Treasury Manager, about the UTAB/AFRS receivables variance and it was attributed to timing differences that can
cause a monthly out of balance. Any variances are reviewed but not adjusted monthly. The main adjustment process is done at year end to
calculate the allowance adjustment, which will be reviewed and confirmed for key control 2.

Below that, there were screen shots of UTAB reports provided comparison between the WEBI report and UTAB.

e The screen shot of the UTAB "Aging Receivables-details" report ending 3/31/2023 totaled $1,561,964,939.01. This was composed of 7
years of receivables beginning in 2017. The revenue types were broken out and listed as "Receivable Fraud Open Balance (Uncollectible
debt)", Receivable Interest Open Balance, Receivable Interest Open Balance (Uncollectible Debt), Receivable Penalty Open
balance, Receivable Penalty Open Balance (Uncollectible Debt) ,Receivable Principal Open Balance, and Receivable Principal Open
Balance (Uncollectible debt).

e The screenshot of "Aging Receivables-details" report for the Revenue Type= Excess Repayment (Repayment Balance) was composed of 7
years of receivables beginning in 2017 and totaled $17,107,372.84.

e Another screen shot was included that broke down the Uncollectible Balance of $1,481,382,454.40 by activity and revenue type: Fraud,
Interest, Penalty, or Principal.

No issues noted.
Noted Weaknesses are as follows:

. None

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.
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E.2.PRG - Receivables (Net of Allowance)

Procedure Step: Key Control 2 UTAB (Manual)
Prepared By: MEC, 10/3/2023

Reviewed By: SLB, 11/13/2023

Record of Work Done.’

Key Control 2 (Manual): The Treasury Manager reviews and approves the JVs and related support to ensure the allowance for doubtful
accounts (including fraud) was accurately calculated based on historical collection data and the correct percentage (Valuation).

The understanding for this system is documented above in the "Controls - UTAB" step.

1. Confirmation of Key Manual Control:
We obtained journal vouchers and related support for the year end UTAB allowance for doubtful accounts adjustment. Tai Ralston, Treasury

Manager, prepared the JVs on 8/3/2023. Kim Green, Deputy CFO, reviewed and approved the JVs on 8/29/2023. We received an email between
Kim and Tai, dated 8/29/23, that detailed the review and approval. The JVs were uploaded by Son Pham, Fiscal Analyst, on 8/29/2023 and
released by Tai Ralson on the same date.

We received a 38 page pdf packet of the journal entries and calculations performed to book the allowance adjustment to GLs 1319 and 1349,
which distinguished between fraud and non fraud receivables in funds 620 (state) and 622 (federal). There were numerous screen shots from the
UTAB system of cube reports run on 7/1/2023 at 5:07 am included as support for the numbers used in the calculation. Additionally, there were
screen shots of ER General Ledger Trial Balance reports included as support for amounts used in the calculations.

We also received an Agency Wide Management Report by Date for June that detailed UT receivable activity batches in fund 620 & 622 for the
month of June 2023 for GLs 1319 & 1349. There was a calculation performed under these reports in the pdf we received that identified a variance
of (6.1 million) between the UTAB system and AFRS, which was attributed to 6.2 Million in "Fraud in suspense- not resolved at 6/30/2023". The
final variance was $101,158.99, which is below the floor for the opinion unit. No further control work is necessary.

Note: The percentage used to book the non-fraud allowance was identified as 32% and the percentage used to book the fraud allowance was
identified on the support as 98%.
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e We were also provided with historical data from UTAB used to obtain the percentage used in the calculation, and we requested this
information in excel to use for our testing.

We determined that the agency is using historical data and system reports to calculate the amounts for the journal entries to record allowance
adjustments, and that these journal entries are reviewed and approved by ESD management prior to upload and release by ESD staff.

Noted Weaknesses are as follows:

e None

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or

material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

E.2.PRG - Receivables (Net of Allowance)

Procedure Step: Controls - NGTS
Prepared By: MEC, 7/10/2023
Reviewed By: SHW, 1/22/2024
Record of Work Done.’

Material Balance(s) and Assertions [Interim Planning Material Account Matrix]
Internal controls in the NGTS address the following balances:
o Statement of Net Position - Proprietary Funds
o Receivables (net of allowance)
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e Statement of Net Position - Government Wide
o Other Receivables (net of allowance for uncollectible)

For the following assertions:
Existence:
e There is a risk that reported insurance premium receivables do not represent valid uncollected amounts due from employers and claimant
over payments and/or fraudulent payments at year end.
Valuation:
e There is a risk that reasonable allowance for uncollectible accounts has not been established.

Gain an Understanding of Internal Controls
We met with the following people on 5/23/2023 to update our understanding over NGTS receivables:

e Tai Ralston, Treasury Manager

e Shelley Peterson, Assistant Treasury Manager

e Son Pham Fiscal Analyst

e Jay Summers, External Audit Manager/Audit Liaison

Source of Guidance
e Penalties for Late Reports and Contributions: RCW 50.12.220

General Accounts Receivable Information - NGTS
Employers file quarterly hour and wage information for their respective employees. Reports are due one month after the end of the calendar
quarter (i.e. April, July, October, and January). Accounts receivable statements are mailed monthly for balances greater than $5.00.

Basic Tax Calculation (Valuation)

Receivable balances are based on payroll data provided by employers and the employers respective unemployment tax rates as reported on
quarterly tax reports. Reports are typically prepared online through the Next Generation Tax System (NGTS) and Employment Account
Management Services (EAMS). The calculation is automatically calculated through the online reporting system. Tax rates are determined annually
in the fall and notices are mailed to employers in December.

Rates are based on industry rates for new employers and historical information for established employers. Calculations for established employers
comprised of the following:

¢ Unemployment Insurance Tax (Includes Social Cost)

e Employment Administrative Fund Tax
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For a full understanding of premiums & assessments and related control confirmation see: [Premiums & Assessments].

Accounts Receivable Monthly and Year-End JVs (Existence, Manual)

Accounts receivable balances, employer account activity, and payments are managed in NGTS. NGTS receivable information is dynamic and does
not produce historical information on reports. As such, the Treasury Department use and review a monthly SQL query to post and report accounts
receivable. Query results are saved in an Excel workbook called, “Monthly NGTS Receivables". Query results are summarized by employer class in
a pivot table. Query totals are reduced by amounts reported in future periods (all employer classes who reported amounts not due yet) and select
employer class codes.

NGTS has an AR report that they compare to a SQL query. They do this monthly.

See below for the employer class codes that are excluded:
e 150 - State Agencies
e 153 -ESD
e 154 - Not-for-Profits and Local Governments

Journal vouchers book the incremental change to the AFRS receivable balance. Adjustments are made to increase or decrease accounts receivable
GL 1312 with an off-set to accrued revenue. The transaction code used to increase receivables and increase accrued revenue is 012 (GL
1312/3205). The transaction code used to decrease receivables and decrease accrued revenue is 020 (GL 3205/1312). The monthly journal
vouchers are typically prepared by Son Pham, Fiscal Analyst 4, and reviewed by Shelly Peterson, Assistant Treasury Manager (Key Control 1 -
Manual - Existence/Valuation).

The Employment Security Department (ESD) also uses additional queries to record period-end or year-end receivables. These receivables are for
Q2 assessments (April - June) that are determined or estimated after June. See below for the queries used and a brief description:

1. Added: Second Quarter Assessments:

e This query is ran to capture assessments due for the second quarter (April-June) and due July 31st on the employer's quarterly report.
This query is ran at the end of August (day before phase 2 close) to allow for as many employers as possible to complete their reporting
and reduce ESD calculated assessments. This report is re-ran in late September or early October to ensure no significant changes of
assessments as reported by employers reporting wages and hours.

2. Subtracted: Second Quarter Assessments Paid in June:
e This query lists all employers that filled and paid their second quarter assessments before 6/30/2021. Since payment is made prior to year
end, ESD removed this from their receivable balance.
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3. Added: Estimated Assessment for Second Quarter Based on First Quarter Return Data (wages and hours):
e This query is ran at the end of August (day before phase 2 close) to reduce the amount of estimated assessments. NGTS automatically
calculates assessments for employers who reported wages in the first quarter of the year (January - March), but did not report wages for
the second quarter (April - June).

4. Added: Estimated Assessments for Second Quarter not Previously Liable:

e This query estimates the number of new employers who did not establish an employer account or file any quarterly returns. These
estimates are based on the employer’s industry average unemployment insurance tax. The number of estimated new employers is based
on the previous year's actual new employers. Estimated new employers are charged the average filling amount. The average filling
amount is determined by the Labor Market and Performance Analysis (LMPA) department.

Query results are summarized by employer class in a pivot table. Query totals are reduced by amounts reported in future periods (all employer
classes who reported amounts not due yet) and select employer class codes. See below for the employer class codes that are excluded:

e 152 - State Agencies

e 153 -ESD

e 154 - Not-for-Profits and Local Governments

Adjustments are made to increase or decrease accounts receivable with an off-set to accrued revenue. The transaction code used to increase
receivables and increase accrued revenue is 012 (GL 1312/3205). The transaction code used to decrease receivables and decrease accrued
revenue is 020 (GL 3205/1312). Year-end journal journal vouchers are prepared by Shelly Peterson, Assistant Treasury Manager, and reviewed by
Tai Ralston, Treasury Manager (Key Control 1 - Manual - Existence/Valuation).

Allowance for Doubtful Accounts Year-End Adjustments (Valuation, Manual)

The Department reviews allowance for doubtful accounts by reviewing revenues, collections, and write-offs. They expect the allowance for
doubtful accounts to reflect the Department’s actual write-offs. ESD calculates the allowance using the foloowing queries: by: determines they
would review the allowance for doubtful accounts using two methods. See below for details over each method.

e Query 1: Write-Offs Totals (CUA) — Annual with Average
e The first query produces the amounts determined (certified) uncollectible by fiscal year. The report also aggregates annual
uncollectible balances and produces the average yearly uncollectible amount. ESD uses a five year average. The five year average
is considered as the basis for the allowance for doubtful accounts.
e Query 2: Detailed Write-Offs
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e The second query provides all the detailed write offs to ensure the accuracy of the annual query amounts. Amounts and
assessment types are reviewed to ensure the average write-off amounts included NGTS related transactions. The query details
the following information:

e ESD Number

Legal Business Name

Transaction Date

Payment Method

Assessment Type

Write-Off Applied To (Account Where Write-Off Was Applied)

ASM Amount

CUA (Certified Uncollectible Amount)

Qtr/Year (When the Tax Assessment Was Earned)

Class (ESD Employer Class)

Ownership Structure

Transaction Type

If there is anything questionable in these queries Shelly or Tai reach out to the NGTS team.

ESD does not use sub-object *‘WC’ with GL code 6515 ‘Bad Debt Expense’ as prescribed by SAAM Manual 75.70.10 for proprietary accounts. SAAM
prescribes use of WC when the uncollectible revenue is in an unbudgeted proprietary type account that does not have an allowance account set
up. RCW 50.16.010 limits any expenditures in fund 620, and the fund balance is classified as restricted in the ACFR Proprietary/Government wide
SNP in GL 9545. SAAM 85.54.55.f states: When the write off involves the receivable of federal or private/local revenues, agencies should contact
their assigned OFM Accounting Consultant for guidance on the accounting entries.

Son Pham, Fiscal Analyst 4, aggregates the results from option 1 and 2 in an Excel workbook called “"NGTS Allowance Calculation Template.xIsx".
Son and Tai Ralston, Treasury Manager, work with the Office of Financial Management (OFM) to determine which option is the best support for
determining the allowance for doubtful accounts. This is determined after year-end.

Adjustments are made to increase or decrease allowance for doubtful accounts with an off-set to accrued revenue. The transaction code used to
increase the allowance for doubtful accounts and decrease accrued revenue is 122 (GL 3205/1342). The transaction code used to decrease
allowance for doubtful accounts and increase accrued revenue is 122R (GL 1342/3205). The journal voucher is prepared by Son and reviewed by
Shelly Peterson, Assistant Treasury Manager, or Tai (Key Control 2 - Manual - Existence/Valuation). Tai recalculates the allowance as part
of her review.

Collections (Roll Forward of Historical Information For Single Audit and Context)
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Collections activities are executed within ESD by the collections division. Monthly statements are automatically mailed for all account balances. All
collections efforts are tracked in NGTS in the Collection Plan module by tax agents. When employers did not or could not pay, the collections team
had the following goals: get payment in full, establish a payment plan, execute a warrant or lien (property lien), bank garnishment, or legal
judgement.

The summary of collections processed were as follows:

1. First Collection Attempt:

Tax collectors emailed or called the employer to remit a full or partial payment. If the Department could not obtain an active phone number or
email, the tax collector ran a skip trace. The tax collector provided 3 working days for response on account that did not reach a live person either
by phone or through email response. If there is no response then they would issue a Notice and Order of Assessment (NOA) if not previously
done so.

2. Second Collection Attempt (30 Days after First Collection Attempt):

Once 30 days has passed the NOA has expired and the tax collector will review the account. If the balance is still due and there has been no
response from the employer for payment or a Deferred Payment Contract (DCP) then the tax collector will issue a Notice to Withhold and Deliver
(NWD). After 25 days if there is no response or payment then they will send a no response letter.

3. Third (56 Days after First Collection Attempt) and Subsequent Collection Attempts (66 Days after First Collection Attempt):

Once 56 days has passed the tax collector will review the account for a NWD response/payment. If there is no payment then the tax collector will
do a quick review to verify there is no new information that may have been added both internally and externally from new reports, work requests,
or contract from other units. If there is nothing found during the review then the tax collector issues a lean or warrant over identified employer
assets (i.e. business or personal bank accounts). If there are attachable wages the tax collector will check in 5 days for warrant filing. Once the
warrant is coded then the tax collector initiates the wage garnishment. If contractor bonds were identified, the tax collector issued a warrant with
a NOA to make a claim against the bond.

4. Fourth (66 Days after First Collection Attempt):
Once 66 days have passed that tax collector will finalize wage garnishment. They will also review for any other advanced collection action (submit
for audit, notice to Furnish Board, injunction, or new bank for garnishment).

If all collection efforts resulted in no communication with the employer and no assets existed, the tax collector reviewed the employer’s account to
be classified as uncollectible. If collection attempts failed, accounts were reviewed for classification as ‘uncollectible.” Collections were considered
possible until the employer’s business ceased operations. Accounts classified as uncollectible required the employer account closed in NGTS.

In NGTS, the tax collector completed the digital certification of uncollectible accounts. This form summarized and documented all procedures
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performed to determine the account could not be collected on. Summarized collection information included the following: business information,
collection actions taken, and reason for status determination. When completed, the tax collector submitted the digital certification electronically in

NGTS.
[ ]
[ ]

Approvals were based on the amount written off. See below for the approval thresholds:
Collections Supervisor: $1 - $2,500

Collections Supervisor and Program Manager: $2,501 - $10,000

Collections Supervisor, Program Manager, and the Deputy Director: Greater than $10,000

How transactions are recorded in AFRS:

e Transactions are recorded in NGTS. NGTS data is queried and recorded in AFRS monthly and at year end by general journal
vouchers prepared by Son Pham, Fiscal Analyst 4, and reviewed by Shelly Peterson, Assistant Treasury Manager.

Key controls are as follows:

Key Control 1 (Manual): The Treasury Manager reviews journal vouchers to record the incremental change to the NGTS accounts
receivable balance. The Assistant Treasury Manager reviews the monthly schedule of accounts receivable prepared by the Fiscal Analyst
and supporting query results to ensure receivables were calculated correctly and existed as of month and year-end
(Existence/Valuation).

Key Control 2 (Manual): The Treasury Manager or Assistant Treasury Manager reviews journal vouchers to record the incremental
change to the allowance for doubtful accounts. The Treasury Manger reviews the quarterly Allowance for uncollectible accounts receivable
schedule prepared by the Fiscal Analyst and the supporting query results for option number 1 and 2 to ensure the estimate reflected
operations and historical trends (Existence/Valuation).

Noted Weaknesses are as follows:

None.

E.2.PRG - Receivables (Net of Allowance)

Procedure Step: Key Control 1 NGTS (Manual)
Prepared By: MEC, 7/10/2023
Reviewed By: SLB, 11/13/2023
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Record of Work Done.’

Key Control 1 (Manual): The Treasury Manager reviews journal vouchers to record the incremental change to the NGTS accounts receivable
balance. The Assistant Treasury Manager reviews the monthly schedule of accounts receivable prepared by the Fiscal Analyst and supporting
query results to ensure receivables were calculated correctly and existed as of month and year-end (Existence/Valuation).

The understanding for this system is documented above in the "Controls - NGTS" step.

1. Confirmation of Key Manual Control:
We requested and obtained journal voucher to record the incremental change to the NGTS accounts receivable balance for March of 2023. We

reviewed AFRS journal voucher 54021803 prepared and uploaded on 4/5/2023 by Son Pham, Fiscal Analyst, and reviewed and released by Shelly
Peterson on the same date.

The explanation of the journal entry was listed as "To record fund 620 financial transaction for the month of March 2023". The total for the JV
was $49,507,819.38 and contained various entries to GLs 1110, 3210, 5191, and receivables. All entries were in fund 620, revenue source 0471
(Unemployment Compensation Contributions). The amount booked to 1312/3205 accounts receivable/accrued revenue was a decrease in
employer A/R in the amount of $4,935,786.57 using trans code 020, and the amount booked to decrease allowance for uncollectible accounts
1342/3205 was $3,675,183.23 using trans code 122 R.

We were provided with the support (also prepared by Son Pham) for these adjustments on the Journal voucher:

e A clearance Journal detailing a line for each day of the month of March with columns for amounts from specific NGTS Tax Accounting
reports and another report detailing bank deposits received. and ACH debits. These sheets were both totaled at the bottom, and the The
difference to AFRS was noted as $0 on each sheet. There were check marks for each totaled column indicating review.

e Another sheet with detail of daily payments and disbursements was included that showed the prior month ending balance and the daily
totals and the ending balance for the month of March was also included. At the bottom of this sheet was a section titled " Clearance
Monthly AFRS to Webi GL 1110 Reconciliation which was tied to the US Bank ending balances with a difference of $0.02.

e A schedule of Accounts Receivable for the month ending March 2023, which showed the change in A/R GL 1312 from the previous
month. It contained screen shots of reports and pivot tables identifying the March 2023 receivable balance of $87,310,744.71 after the
JV#54021803 that booked the decrease of 4,935,786.57 was uploaded. There was also a check mark indicating review. This amount tied
to the Journal entry.

e A schedule of Allowance for uncollectible accounts receivable for the quarter ending 3/31/23 - Fund 620 GL1342. It identified the general
ledger balance at 12/31/22 and at 3/31/23 after the adjustment to the GL (which was the difference between the two amounts). It
contained screen shots of reports and pivot tables identifying the makeup of the balance by quarter. To arrive at the adjusted amount,
the the current quarter (Q1) and previous two quarters plus any future quarter amounts were subtracted from the balance. The difference
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between the previous months balance and the new balance was $3,675,183.23, which we tied to the journal. There was also a check
mark indicating review.

No issues noted.

Noted Weaknesses are as follows:
° None

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

E.2.PRG - Receivables (Net of Allowance)

Procedure Step: Key Control 2 NGTS (Manual)
Prepared By: MEC, 9/20/2023

Reviewed By: SHW, 1/22/2024

Record of Work Done.”

Key Control 2 (Manual): The Treasury Manager or Assistant Treasury Manager reviews journal vouchers to record the incremental change to
the allowance for doubtful accounts. The Treasury Manger reviews the quarterly Allowance for uncollectible accounts receivable schedule
prepared by the Fiscal Analyst and the supporting query results to ensure the estimate reflected operations and historical trends
(Existence/Valuation).
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The understanding for this system is documented above in the "Controls - NGTS" step.

1. Confirmation of Key Manual Control:

We obtained journal vouchers 54025819 (to record NGTS Allowance as of 6/30/2023) and 54002806 which adjusted the NGTS allowance for
doubtful accounts to calculated five-year average of uncollectible (written-off) receivables. We noted the journal vouchers were prepared by Son
Pham, Fiscal Analyst, on 8/30/2023 and physically signed as reviewed and approved by by Tai Ralston, Treasury Manager, on 8/30/2023. The
Treasury Manager made tickmarks on the journal vouchers indicating her view of the calculation, review of the journal to AFRS and NGTS, and
adjustment calculations.

We reviewed the journal voucher support and noted the Assistant Treasury Manager averaged write-offs or amounts certified as uncollectible from
2019 through 2022. The average as of 06/30/2023 was $3,829,742.46. We also noted the workpapers, which included the 2023 NGTS Allowance
Calculation spreadsheet with tabs the included both journal entries, the "option 2 write off average" tab, a detail write off report from 2019
through 2023 from NGTS, and a tab showing the effect of the Journal to AFRS on GL1342. This tab included the June 2023 beginning balance in
GL1342, the amount recorded to increase the allowance for Uncollectible A/R, and the Allowance year end adjustment to bring the balance to the
amount calculated on the option 2 write off average" tab. No /ssues noted.

Noted Weaknesses are as follows:
° None

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

E.2.PRG - Receivables (Net of Allowance)

Procedure Step: Risk Assessment
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Prepared By: MEC, 8/16/2023
Reviewed By: SLB, 11/13/2023
Record of Work Done.’

(1) Inherent Risk (IR):

Based on our understanding of the line item, we assessed inherent risk as follows for each relevant assertion and significant class of transactions:
e Existence (UTAB & NGTS) - MAX
e Valuation (UTAB & NGTS) - MAX

(2) Control Risk (CR):
As documented in other steps, we assessed control risk as follows for each system and relevant assertion:

e UTAB - Existence & Valuation:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant
deficiencies or material weaknesses. However, we have assessed control risk at max because we have determined that substantive
procedures alone will be effective to reduce detection risk to an acceptable level.

e NGTS - Existence & Valuation:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant
deficiencies or material weaknesses. However, we have assessed control risk at max because we have determined that substantive
procedures alone will be effective to reduce detection risk to an acceptable level.

(3) Risk of Material Misstatement (RMM):

We considered both inherent and control risk and assessed the risk of material misstatement as follows for each relevant assertion and significant
class of transactions:

e Existence (UTAB & NGTS) - MAX
e Valuation (UTAB & NGTS) - MAX

(4) Testing Strategy:
We designed our substantive testing strategy based on our assessment of the risk of material misstatement. We plan to perform the following
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tests:
e UTAB Accounts Receivable - Including Fraud

o We will select a sample of accounts receivable reported as of 6/30/2023 and review existence through subsequent payments
made on repayment plans or pursuit of legal action (liens, garnishments, etc.) (Existence).

e UTAB Allowance for Doubtful Accounts - Including Fraud
o We will recalculate the allowance for doubtful accounts to ensure the ESD followed the correct process (Valuation).
e NGTS Accounts Receivables

o We will select a sample of accounts receivable from one or more of the 6/30/2023 queries that make up the accounts receivable
balance. We will review existence through subsequent payments (Existence).

e NGTS Allowance for Doubtful Accounts

o We will recalculate the allowance for doubtful accounts to ensure the ESD followed the correct process (Valuation).

We anticipate that these tests will provide sufficient appropriate audit evidence to address the assessed risk of material misstatement for relevant
assertions in significant classes of transactions.

E.2.PRG - Receivables (Net of Allowance)

Procedure Step: Substantive Test
Prepared By: RKM, 12/1/2023
Reviewed By: SHW, 1/24/2024
Record of Work Done.’

UTAB and NGTS (funds 620 & 622) receivables made up 74% of the total net receivables line item, with the remaining 26% composed of fund
22F - Family Medical Leave and Insurance Account. We determined testing funds 620 and 622 provided us with sufficient audit coverage.
o Receivables [Line Item Lead Sheet]
o We will select a sample of accounts receivable that existed as of 6/30/2023 and review existence through subsequent
payments made on repayment plans or pursuit of legal action (liens, garnishments, etc.) (Existence).
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o We will recalculate the allowance for doubtful accounts to ensure the ESD followed the correct process (Valuation).

Substantive tests performed to meet the Existence assertion:
UTAB Accounts Receivable Testing: [FS Sampling - UTAB AR Testing]

We tested the UTAB report "Aging Receivables - Detail" for completeness against the screen shot of the UTAB report "Aging Receivables - Detail"
through 6/30/2023 ran on 7/1/2022 by ESD. To ensure we could rely on UTAB's accounts receivable aging report for sample testing, we
compared the "Aging Receivables - Detail" (created on 7/1/2023) with AFRS GL balances 1319 Other Receivables for fund 620 and 622 through
6/30/2023 run from Enterprise reporting.
¢ We removed revenue types that included pending descriptions, added fraud receivables that were not applied to claims yet, and excluded

fraud receivables in process. After these adjustments we noted the UTAB AR total was different than the GL total. The difference we

noted was $548,531. The difference noted on the was attributed to report timing. See issue at: [V: ESD UTAB Receivables to AFRS

Reconciliation]. See AOM link in the conclusion above.

o We determined we could rely on the UTAB report data for testing purposes. See tab, "Completeness UTAB Data" at:
[ES Sampling - UTAB AR Testing]. No issues noted.

Regular Receivables:
Our regular receivables population consisted of over payments (by claimant) and revenue source. Due to the size of the population and the high
level of detail provided by UTAB, we determined random sampling would be the most effective and efficient test. We used the TeamStore
sampling spreadsheet to determine our sample size. Our sample was based on an expected misstatement rate of 0%, a tolerable misstatement
rate of 7.5% and a high assurance level. Our planned sample included 39 items. We exported the UTAB report "Aging Receivables - Detail"
through 6/30/2023 and noted that we were not able to export the full population due to the size limitation of the UTAB detail reports. We
downloaded a report with the "maximum number of detailed rows that could be displayed” by the system and selected from the transactions
contained in it. We determined that the following revenue types made up the majority of the balance:

e 5% Receivable Interest Open Balance

e 14% Receivable Interest Open Balance (Uncollectible Debt)

e 81% Receivable Principal Open Balance (Uncollectible Debt)

Our random sample pulled only the Receivable Principal and Interest Open Balance (Uncollectible Debt) types of revenue transactions from the
UTAB detail report.

We reviewed the following documentation in the UTAB system to determine existence of receivables as of 06/30/2023:
e Monthly Overpayment Letters/Determination Letters sent to claimants to record the receivable amount for the month of June, July, or
August 2023.
e Repayment plans created for the claimant
e Liens filed against the claimant
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e Garnishments from claimant's bank or employer
e Repayments in subsequent periods

We determined that all 39 receivables existed based on documentation in the UTAB system. See tab, "FS Substantive Sample - Regular" at:
[FS Sampling - UTAB AR Testing]. No issues noted.

Fraud Receivables:
To obtain our fraud receivables population, we used the cube version of the UTAB Aging Receivables report, dated 7/1/2023, to export a detail
report of the fraud receivables at 6/30/2023. Due to the size of the population and the high level of detail provided by UTAB, we determined
random sampling would be the most effective and efficient test. We used the TeamStore sampling spreadsheet to determine our sample size. Our
sample was based on an expected misstatement rate of 0%, a tolerable misstatement rate of 7.5% and a high assurance level. Our planned
sample included 39 items. We exported the UTAB report "Aging Receivables - Detail" through 6/30/2023 and noted that we were not able to
export the full population due to the size limitation of the UTAB detail reports. We downloaded a report with the "maximum number of detailed
rows that could be displayed" by the system and selected from the transactions contained in it. We determined that the following revenue types
made up the majority of the balance:

e 4% Receivable Interest Open Balance

e 9% Receivable Interest Open Balance (Uncollectible Debt)

e 87% Receivable Principal Open Balance (Uncollectible Debt)

Our random sample pulled all of these revenue types for testing. We identified that our sample pulled 38 instances of "ID theft" and one other
fraud which was related to an incarcerated individual in another state. We also identified that some fraud was recovered through banks on
7/1/2020 for 14 samples, leaving only penalty and interest balances on the account.

We reviewed the accounts for the following documentation in the UTAB system to determine existence of reported receivables as of 06/30/2023:
e Monthly Overpayment Letters/Determination Letters sent to claimants to record the receivable amount

Repayment plans created for the claimant

Liens filed against the claimant

Garnishments from claimant's bank or employer- N/A

Repayments in subsequent periods/fraud recovery

We determined that all 39 fraud receivables existed based on documentation in the UTAB system. See tab, "FS Substantive Sample - Fraud"
at: [FS Sampling - UTAB AR Testing]. No issues noted.

NGTS Accounts Receivable Testing
We reviewed the composition of NGTS receivables in our reconciliation at: [FS Sampling NGTS AR Testing]. Tab, "Completeness NGTS Recon". We
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noted SQL Query #1 - Liable Q2 Amounts Assessed for Q2 totaled approximately $371.4M or about 78% of the total accounts receivable balance
(fund 620 GL 1312). We obtained the SQL query results from Tai Ralston, Treasury Manager, and tied the report total to our reconciliation.
Amounts tied without exception.

We noted our population included 325,647 assessments or employer accounts. We determined random sampling would be the most effective and
efficient test. We used the Financial Audit Substantive Sample testing spreadsheet to determine our population based on an expected
misstatement rate of 0%, 7.5% tolerable misstatement rate, and a high assurance level. Our sample population totaled 39 assessments or
employer accounts. We randomly selected the 39 samples.

We reviewed Q2 assessments in NGTS and ensured the amount tied to the query results. We determined the existence of the receivable as of
June 30, 2023 by tying the amount of the assessment to the subsequent payment, collections documentation, or application of credits on
account. See testing at: [FS Sampling NGTS AR Testing]. We noted several payments resulted in a +/- $.01 difference which resulted to a total
misstatement (known plus likely) of $41 as calculated by the substantive or dual purpose statistical sample spreadsheet. This misstatement is
below the Unemployment Insurance opinion unit floor. No issues noted.

Substantive tests performed to meet the Valuation assertion:
UTAB Accounts Receivable Testing

We recalculated payments in UTAB at: [Premiums & Claims]. We determined this work was sufficient to ensure UTAB was calculating
overpayments correctly.

NGTS Accounts Receivable Testing
We recalculated premiums in NGTS at: [Premiums & Assessments]. We determined this work was sufficient to ensure NGTS was calculating
premiums correctly.

UTAB Allowance for Doubtful Accounts

See testing here: [Allowance for Doubtful Accounts Testing - UTAB]

Non Fraud Allowance:

The UTAB non-fraud allowance for doubtful accounts is based on monthly collection data by aging category and the year-end amounts. We based
our recalculation steps on the Department's desk manual. We performed the following steps:

1. Determine the annual average collection history by aging category.

e First, we obtained the "Age of Account Payments" report from UTAB for each month in the fiscal year. This report totaled collections by
revenue source and aging category of the repayment plan. We recorded the total amounts receipted for each aging category for every
month of fiscal year ended June 2023. We averaged the totals and determined the average amount receipted as a percent for each aging
category.

2. Determine how many past-due repayment plans will likely be collected.
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e UTAB also tracked repayment plans that were not being repaid (no payments for 180 days or more). This data was reported on UTAB
report "Uncollectible Balances". We multiplied the total Uncollectible Balances (less any previous aging category balances) by the
respective annual average aging category percent. This determined the amount expected to be eventually collected.

3. Determine the amount of repayment plans that are likely to be written off in a dollar value and percent

e The amount expected to collected less the total uncollectible balance was the amount expected to written off. The amount expected to be
written off was divided by the total uncollectible balances to determine the expected write-offs or multiplying factor (percent). The
multiplying factor was rounded down to the nearest percent to reflect the long collection cycle for some repayment plans; however, the
Department eventually received some or all of the balance outstanding.

4. Multiply the amount expected to be written off by total regular accounts receivable (for each fund).

e Last, we multiplied the regular accounts receivable balance by fund by the multiplying factor to determine the allowance for doubtful

accounts for each fund. We calculated the same multiplying factor as the Department without exception.

See tab, "Non-Fraud Allowance" at: [Allowance for Doubtful Accounts Testing - UTAB].

Fraud Allowance:

During FY23 the ESD also calculated an expected fraud uncollectible estimate. This was due to the fraud that occurred during FY20 in regards to
the unemployment benefits. ESD worked with OFM to determine the percentage that would be the allowance for fraud receivables. They took the
total UTAB receivables and determined the portion related to fraud. Once they determined that they took the fraud receivables amount and
reduced it by any items still in process as of June 30, 2023. Once they had this amount they divided it by the receivables amount to determine the
percentage that was determined uncollectible. We calculated 98% to be the allowance for fraud. This tied to ESD's percentage without exception.
We reviewed the UTAB allowance calculation document and supporting documentation provided by Tai Ralston, Treasury Manager, to verify that
the percentage seemed reasonable for the fraud allowance for doubtful accounts. We determined that 98% is a reasonable estimate.

See tab, "Fraud Allowance" at" [Allowance for Doubtful Accounts Testing - UTAB].

We determined the ESD inaccurately calculated the entire UTAB allowance for doubtful accounts. There was an error in calculating the year-end
adjustment. This caused Allowance for Uncollectible Other Receivables (GL 1349) to be overstated by approximately $330.5M. This also caused
Other Receivables (GL 1319) to be understated by the same amount. See issue at: [V: ESD UTAB Allowance for Doubtful Accounts (Part of Finding
2023-01) See 1SS.26]. See AOM link in the conclusion above.

Blanket Waiver Applications:

During our testing we were informed that the ESD submitted blanket waiver applications to the USDOL on April 4, 2023 and October 9, 2023
based on the following guidance: UIPL No. 20-21, Change 1. See tab, "Waivers" at [Allowance for Doubtful Accounts Testing - UTAB]. There will be
a subsequent events note disclosure related to the blanket waiver applications submitted. We will review the disclosure during RP&D and
determine if a matter of emphasis is necessary in our report.
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NGTS Allowance for Doubtful Accounts

ESD used option #2 for their NGTS allowance for doubtful accounts as of 06/30/2023. This method was based on bad debt write-offs or balances
determined certified uncollectible amounts (CUA). ESD used a five year average (fiscal year end June 2019 through 2023) to determine what the
allowance for doubtful accounts should be for fiscal year 2023. This method was consistent with the NGTS allowance calculation used in prior

years.

We obtained the detailed (transaction level) CUA data for fiscal year 2023. See tab "Option 2-Write Off Details" in our testing at [Allowance for
Doubtful Accounts Testing - NGTS]. We noted the data was isolated to NGTS revenue streams (i.e. assessment types). We used the data to create
a pivot table that summarized the amounts determined certified uncollectible and the date when written off. After we manually added the correct
fiscal year the Excel pivot table automatically summarized the dates by fiscal year.

See tab "SAO NGTS CUA Summary" in our testing at [ Allowance for Doubtful Accounts Testing - NGTS]. We used the summary level data to
recalculate the amount of CUA's for each fiscal years ended 2019 through 2023. See tab "NGTS Allowance Testing" in our testing at [Allowance for
Doubtful Accounts Testing - NGTS]. We recalculated the average CUA for fiscal year ended 2023 and used a five year average. The average tied
to GL 1342 without exception.

However, it was determined that the certified uncollectible amount (CUA) used in the calculation in FY22 should not be negative. We were unable

to quantify the FY22 error due to ESD not being able to determine how this error occurred, which resulted in an exception and a recommendation

to ESD:

o The certified uncollectible amount used to calculate the NGTS allowance was negative. From 2018 to 2021 the amount has been positive

and significantly higher. We were unable to quantify the error due to the Department not being able to determine how this error occurred.
We don't expect this error to have a significant financial impact since the Department uses a five year average for their allowance
estimate. We recommended that the Department to modify their methodology to ensure the certified uncollectible amount
/s not negative.

We identified that ESD used the same negative calculation from FY22 as the CUA amount in the FY23 allowance calculation. This appears to be
due to using the same detailed (transaction level) CUA data for fiscal year, which is historical data from the NGTS system that also contained the
updated FY23 quarterly information. Using the report documented on the "Option 2-Write Off Details" tab that ESD used in their calculation, we
ran pivot tables for FY21 through FY23 to compare the last three years by transaction type. We identified that there were four types of
transactions represented in the data and that there were very large changes in Write off transactions and Reverse Write off transactions:

Transaction Type 2021 2022 2023
Allocation 259.38 (152.95) 510.51
Assessment Transaction (13,340.71) (270.50) (14,677.37)
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Reverse Write Off (300,852.63) (187,204.22) (3,338,714.37)
Write-off Transaction 4,373,355.09 59,877.10 3,545,083.91
Grand Total (CUA Amount) $ 4,059,421.13 $ (127,750.57) $ 192,202.68

The methodology for the NGTS Allowance for Doubtful Accounts is dependent on the collections division following the regular collection process
and completing CUA forms timely on every later account. Since this did not happen during FY22 and FY23 the methodology would result in an
understatement of the allowance, understatement of bad debt expense, and a corresponding overstatement of the receivable.

We reached out to ESD for an explanation. We met with Jay Summers, Audit Liaison and Denise Craig, Ul Tax & Wage Employer Services
Manager, on 9/29/2023 for an explanation. Denise let us know that the year over year changes were due to several causes related to the
Pandemic, staffing levels, and timing. She informed us that the collections team was not actively pursuing collections during FY22, and that they
were reassigned duties in the claims center working on other accounts. She let us know that there were still write offs occurring due to the
automatic NGTS system write offs that occur for collectible balances under $50. Collections resumed their work in December of FY23 resulting in
the increase in write off transactions. Reverse write offs also increased due to the collections department assessing penalties on previously written
off accounts such as liens and other collections charges and then writing them off again.

Our inquiry matches our understanding of the situation during the pandemic and explains the change in numbers. Based on this explanation and
our work we determined the allowance is low and contrary to our expectations. In particular, the amount of write-offs during FY22 and FY23 are
unreasonable low compared to historical levels.

We determined ESD has taken corrective action regarding our management letter from FY22, We verified that data and
calculations used in the calculation of the allowance were accurate and agreed to accounting records. However, there is a
control weakness since they are still in the process of ensuring the data they use for the methodology is complete. See issue at:
[V:ESD Certified Uncollectible Amount]. See AOM link in the conclusion above.

Basis for LOR: Since collections data would only be affected by pandemic workload during FY21-23, the resulting misstatement is somewhat
mitigated by the calculation being a 5-year average. Based on consideration of a reasonable upper limit for the potential misstatement using
historical (pre-pandemic) levels of write-offs, we determined the amount of the likely misstatement is not significant. Therefore, no further work is
necessary to estimate a precise range for the misstatement.

E.3.PRG - Premiums & Assessments

Procedure Step: Summary & Conclusion
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Prepared By: SBG, 10/11/2023
Reviewed By: SLB, 11/7/2023
Record of Work Done.’

Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?

The results of substantive tests do not indicate a need to modify our risk assessment.

(2) Was the quality and quantity of evidence obtained sufficient and appropriate?
The quality and quantity of evidence obtained was sufficient and appropriate.

E.3.PRG - Premiums & Assessments

Procedure Step: Understanding of Line Item
Prepared By: SBG, 4/18/2023
Reviewed By: SLB, 11/7/2023
Record of Work Done.’
(1) Prior Audit Exceptions:
. None

(2) Composition & Change Analysis:

Line Item Leadsheet: [Line Item Lead Sheet].

We noted the balance included activity from the following fund:
e 620: Unemployment Compensation Account
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Fund 620 makes up the entire account balance. We do not expect to see any major changes to this line item. The transactions that are included in
this line item are the premiums received from the employers. We will rely on work performed at the fund level to substantiate at the government-
wide level.

Insurance Premiums at the Employment Security Department (ESD) are revenues from Unemployment Insurance (UI) taxes. Employers in the
state of Washington pay for unemployment insurance through unemployment taxes; workers do not pay unemployment taxes. Unemployment tax
rates are recalculated each year using a formula specified in RCW 50.29.025. See permanent document at [FW ESD Contacts (re SAO inquiry re
RCW 50.29.025)] for additional information related to RCW 50.29.025 and the information provided by the Assistant Attorney General (AAG) over
there being two RCWs within this section [(as amended by 2011 ¢ 3) and (as amended by 2011 c 4)]. The tax rates are based on the employer
payment and reporting data from the state’s fiscal year even though the tax rates are in effect from January through December. The state
unemployment insurance tax consists of two components, the experience-rated tax and the social-cost tax.

The employer's experience-rated tax is based on the amount of unemployment benefits paid to former employees over the past four years and
the payroll size. It's determined by taking the benefit charges associated with the employer and dividing that by the total wages paid by the
employer. Each employer is then assigned to one of 40 rate classes based on this number. They move up or down these classes based on their
past experience.

The social-cost tax recovers costs from the previous year that can't be attributed to a specific employer. In prior years, ESD determined the flat
social-cost tax by dividing the total social cost by the total taxable payroll. Based on the assigned rate class, the employer was assigned to one of
twenty one social rate multipliers as specified in RCW 50.29.025. However, during FY22 Senate Bill 5873 made changes to the flat social tax rates
assigned by Senate Bill 5061 (during FY21). For rate year 2011 and thereafter, the calculation may not result in a flat social cost factor that is
more than one and twenty-two one-hundredths percent except for:

e Rate year 2021 the calculation may not result in a flat social cost factor that is more than five-tenths percent (.5%)
Rate year 2022 the calculation may not result in a flat social cost factor that is more than five-tenths percent (.5%)
Rate year 2023 the calculation may not result in a flat social cost factor that is more than seven-tenths percent (.7%)
Rate year 2024 the calculation may not result in a flat social cost factor that is more than eighty-five one-hundredths percent (.85%)
Rate year 2025 the calculation may not result in a flat social cost factor that is more than nine-tenths percent (.9%)

The flat social cost is then multiplied by the assigned multiplier to determine the total social-cost tax for each employer. This social-cost tax is
added to the experience-rate tax to determine the employer’s total UI tax rate. There are also delinquent tax rates that are added on to the
experience-rated tax and social-cost tax for employers who did not pay their total taxes the prior year.

According to ESD's Website - Determining Your Tax Rates. The 2023 average total tax rate is 1.43%, an increase from 2022's 1.30%. According
to ESD's Website - Taxable Wage Base. During FY23, employers will pay taxes on the first $67,600 of each employee’s wages. This increased from
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$62,500 in 2022.

On a quarterly basis, employers file and pay their UI Taxes through one of the following methods:
e Original paper forms that are sent to a Retail Lockbox
e A special request must be made for these paper forms
e Electronic filing through the Employer Account Management Services (EAMS)
o ePay
e Automatic Clearing House (ACH) electronic payment

Tax Calendar
Quarter One (Q1) January February March
Q4 taxes due 1/31 Q1 ends 3/31
Quarter Two (Q2) April May June
Q1 taxes due 4/30 Q2 end 6/30
Quarter Three (Q3) July August September
Q2 taxes due 7/31 Q3 end 9/30
Quarter Four (Q4) October November [December
Q3 taxes due 10/31 Q4 end 12/31

The transactions that are included in this line item are the premiums received from the employers. Insurance premiums are under fund 620 -
Unemployment Compensation Account with Source 71 - Unemployment Compensation Contribution. ESD uses the Next Generation Tax System
(NGTS) for calculating and collecting all premiums.

On 4/18/23, we inquired with Jeff Robinson, Labor Market Analysis/UI Research & Forecasting Manager, about significant changes. Jeff stated

that the only significant change was in FY22, related to the social-cost rate changing due to Senate Bill 5873. There were no new legislative
changes that affected rates for FY23.

(3) Updates to Material Account Matrix:

. None

E.3.PRG - Premiums & Assessments
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Procedure Step: Controls - NGTS
Prepared By: SBG, 5/3/2023
Reviewed By: SLB, 11/7/2023
Record of Work Done.”’

Material Balance(s) and Assertions
Internal controls in the NGTS address the following balance(s):
o Statement of Revenues, Expenses, and Changes in Net Position - Proprietary Funds
e Premiums and Assessments
e Statement of Activities - Government Wide
e Unemployment Compensation - Charges for Services
For the following assertions:
e Completeness: There is a risk that all reported revenues occurring in the fiscal period were not reported.
e Valuation: There is also a risk that insurance premium revenues and penalties and interest are not reported and calculated at the correct
amounts. As a result revenues may be incorrectly valued and/or incomplete.

Gain an Understanding of Internal Controls
Assigning Tax Rates

On 4/18/23, we met with Jeff Robinson, Labor Market Analysis/UI Research & Forecasting Manager, to update our understanding over premiums
and assessments (assigning tax rates).

Initially new employers are assigned a North American Industry Classification system (NAICS) rate by the Labor Market and Performance Analysis
(LMPA) based on the industry average for the business activity of the applicant. After two years of providing timely wage reports and payments
the employer will qualify for a lower experience rate. LMPA calculates the taxable wage base used by every employer and the social flat cost rate
for the year applicable to each employer’s tax rate based on state law within RCWs. During FY21 Senate Bill 5061 assigned the flat social tax rate
of .5%. During FY22 Senate Bill 5873 made changes to the flat social tax rates assigned by Senate Bill 5061. For rate year 2011 and thereafter,
the calculation may not result in a flat social cost factor that is more than one and twenty-two one-hundredths percent except for:

e Rate year 2021 the calculation may not result in a flat social cost factor that is more than five-tenths percent (.5%)

e Rate year 2022 the calculation may not result in a flat social cost factor that is more than five-tenths percent (.5%)

e Rate year 2023 the calculation may not result in a flat social cost factor that is more than seven-tenths percent (.7%)

e Rate year 2024 the calculation may not result in a flat social cost factor that is more than eighty-five one-hundredths percent (.85%)
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e Rate year 2025 the calculation may not result in a flat social cost factor that is more than nine-tenths percent (.9%)

Senate Bill 5873 also gave many small employers with 10 or fewer employees in fourth quarter 2021 more relief on their social tax rate in 2023.
e Employers in rate classes 8 to 40 will get the social tax rate for rate class 7.
e Employers in rate classes 1 to 7 will stay at their social tax rate.

LMPA relies on a computer generated report (Jeff called this report the LMPA_AAW) to completely and accurately identify financial activity pulled
to calculate the Taxable Wage Base and Social Cost tax rate. The financial activity report used in calculating the rates is produced by the Quarterly
Census of Employment and Wage (QCEW) unit of the Employment Security Department (ESD). The QCEW unit collects the quarterly
Unemployment Insurance tax reports from employers and then processes/verifies and edits the wage and employment records. Wage and
employment information is used as the basis for calculating the average annual wage and contribution amount. To ensure accurate insurance
premium revenues, the taxable wage base and the Flat Social Cost factor for the year is determined using the computer generated financial
activity report or calculated in accordance with RCWs (Key Control 1 - Valuation).

Tax rates are calculated by NGTS as specified in RCW 50.29.025. NGTS calculates the Employer's experience-rated tax (component of total
employer tax rate) based on the amount of unemployment benefits paid to former employees over the past four years and the payroll size. It's
determined by taking the benefit charges associated with the employer and dividing that by the total wages paid by the employer. Each employer
is then assigned to one of 40 rate classes based on this number. Employers are notified of their UI tax rate in December of each year. The data
used for calculating UI annual tax rates are based on employers' account information as of September 30th. The UI tax rate for an employer is
dependent on several factors; the employer's benefit ratio, delinquent balance, social cost rate, legislative limit, and Employer Assistant

Fund. Once the rate has been calculated, the system determines the amount which should have been billed (received in payment), as the
employer would have calculated the taxes owed the same as the system. Tax rates are calculated by NGTS as specified in RCW 50.29.025 (Key
Control 2 - Valuation).

Payments
After the employer is registered and has paid employees, the employer reports employee wages and hours to ESD electronically through Employer

Account Management Services (EAMS). EAMS is a program that collects the wage data that is then uploaded into NGTS for payment (not
considered significant accounting systems). Paper tax & wage reports are mailed to the ESD mail room or to the retail lock box. Payments for
Insurance Premiums due are submitted through e-pay or mailed to the retail Lockbox or ESD mailroom. State agencies make up the rest of the
collections.

On a quarterly basis, employers file and pay their UI Taxes through one of the following methods:
e Original paper forms that are sent to a Retail Lockbox
e A special request must be made for these paper forms
e Electronic filing through the Employer Account Management Services (EAMS)
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e ePay
e Automatic Clearing House (ACH) electronic payment
Tax Calendar
Quarter One (Q1) January February March
Q4 taxes due 1/31 Q1 ends 3/31
Quarter Two (Q2) April May June
Q1 taxes due 4/30 Q2 end 6/30
Quarter Three (Q3) uly August September
Q2 taxes due 7/31 Q3 end 9/30
Quarter Four (Q4) October November |December
Q3 taxes due 10/31 Q4 end 12/31

The transactions that are included in this line item are the premiums received from the employers. Insurance premiums are under fund 620 -
Unemployment Compensation Account with Source 71 - Unemployment Compensation Contribution. ESD uses the Next Generation Tax System
(NGTS) for calculating and collecting all premiums.

How Transactions are Recorded in AFRS:
Treasury's Reconciliation
On 4/19/23, we met with the following people to update our understanding over premiums and assessments (treasury's reconciliation):
e Shelly Peterson, Assistant UI Treasury Supervisor
e My-Phoung Tran, Fiscal Analyst
e Tai Ralston, Treasury Manager
e Son Pham, Financial Analyst 4

ESD's current process is to perform NGTS reconciliations daily except on Tuesday when no bank statement is available. The daily NGTS
reconciliation is performed by Tina Drew, Tax Specialist 4. The reconciliation starts with the NGTS report, Daily Bank Deposit Worksheet. This
report itemizes the different deposit sources, payments, the amount posted by the bank, and the receipts posted in NGTS. Tina reconciles the
Daily Bank Deposit Worksheet to Key Bank activity (BAI2 report). Differences between bank deposits and NGTS are calculated and shown in a
column. These differences, are due to timing differences between the bank and NGTS (i.e. payment didn't post so they have to make an
adjustment to a different day). To reconcile these differences the dates of the NGTS reports are revised to reflect the bank’s deposits.

Son posts the NGTS activity (from the BAI2 report) in the “"Monthly AFRS JV” spreadsheet to ensure Key Bank, AFRS, and NGTS activity are
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accurate. A bank reconciliation is then performed by My-Phuong Tran, Fiscal Analyst 3, to ensure the deposits posted by the bank agrees to the
NGTS receipts and all items expected are received by the ESD (Key Control 3 - Completeness/Valuation).

The current process is to review the BAI2 report on a daily basis and post to the UC Clearance Journal. At the end of the month, the Treasury
Department, then uploads the total in the JV to AFRS fund 620 using the AFRS toolbox. Tai or Shelly Peterson, Assistant Treasurer, reviews the
reconciliation by comparing the supporting documentation, daily deposits, to the total recorded in AFRS. A review is performed between the bank
deposits recorded to AFRS. The ESD determines the amount of accrued revenue to recognize during their accounts receivable process and books
the entry to the AR and accrued revenue as part of the monthly journal voucher, based on a SQL run by Treasury. Tai reviews this entry as well
before it is entered into AFRS (Key Control 4 - Completeness/Valuation).

In 2018/2019 ESD decided to not have an interface between NGTS and AFRS for receipts. UI Treasury developed a process prior to this decision
to be able to reconcile NGTS to AFRS. They use a series of SQLs and pre-defined reports out of the NGTS Reporting Service.

Note: Key Control 3 addresses NGTS to bank and Control #4 addresses the work arounds being used by Treasury to post to AFRS.

Key Controls are as Follows:
e Key Control 1 (Automated) - The taxable wage base and the Flat Social Cost factor for the year is determined using the
computer generated financial activity report or calculated in accordance with RCWs, to ensure that insurance premiums and
assessments are calculated correctly using these factors (Valuation).

¢ Key Control 2 (Automated) - Tax rates are calculated by NGTS as specified in RCW 50.29.025 (Valuation).

¢ Key Control 3 (Manual) - A reconciliation is performed to ensure the deposits posted by the bank agrees to the NGTS receipts
and all items expected are received by the ESD (Completeness/Valuation).

¢ Key Control 4 (Manual) - Tai Ralston reviews the reconciliation by comparing the supporting documentation, daily deposits, to
the total recorded in AFRS. A review is performed between the bank deposit recorded to AFRS. The ESD determines the amount of
accrued revenue to recognize during their accounts receivable process and books the entry to the AR and Accrued revenue as part of
the quarterly journal voucher (Completeness/Valuation).

Noted Weaknesses are as Follows:
e None

E.3.PRG - Premiums & Assessments
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Procedure Step: Key Control 1 (Automated)
Prepared By: SBG, 5/9/2023

Reviewed By: SLB, 11/7/2023

Record of Work Done.”’

Key Control 1 (Automated): The taxable wage base and the Flat Social Cost factor for the year is determined using the computer generated
financial activity report or calculated in accordance with RCWs, to ensure that insurance premiums and assessments are calculated correctly using
these factors (Valuation).

The understanding for this system is documented above in the "Controls - NGTS" step.

1. Confirmation and Testing of Key Automated Control:
On 4/18/23, we spoke to Jeff Robinson, Labor Market Analysis/UI Research & Forecasting Manager, to discuss the identified key control.

We identified a computer generated report (Jeff called this report the LMPA_AAW) used by the Employment Security Department (ESD) which it
relies on to completely and accurately identify the financial activity. The financial activity report is pulled by the Quarterly Census of Employment
and Wages (QCEW) Unit of ESD (Jeff obtained us this report from Molly Webster, Management Analyst 5). The QCEW collects the quarterly
unemployment insurance tax reports from employers and then processes/verifies the wage and employment records. This information is then
used as the basis for calculating the average annual wage.

We confirmed that the data total by quarter sums in total to that used for the year within the calculations related to Key Control 1.

We verified that the query pulled the appropriate data from the database by examining the field of the source data totaled that on the report by
the specific sources listed within the query. We determined this to be reasonable, because no sources outside of the query were pulled into the
totals used.

Taxable Wage Base:

The taxable wage base is the maximum amount of an employee total wages that is taxable under the unemployment insurance program. The
maximum amount is set each year based on the average annual wage for contribution purposes (AAWCP) for the previous year. By state law, the
amount of wages subject to tax for each individual shall be 115 percent of the wages subject to tax for the previous year rounded to the next
lower $100, except that the amount shall not exceed 80 percent of the "average annual wage for contributions purposes" for the second
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preceding calendar year rounded to the next lower $100.

Beginning January 1, 2023, employers will pay unemployment taxes on the first $67,600 paid to each employee. The calculation is as follows
based on an Average Annual Wage in 2021 of $84,578:

. round down (115% times $62,500) = $71,800
o This exceeds the 80% maximum
. round down (80% times $84,578) = $67,600

See details of our recalculation on tab, "AAWCP" at: [Yearly Rates Recalculation]. No issues noted.

Total Taxable Wage Base for the Year:
2023 - $67,600
2022 - $62,500
2021 - $56,500
2020 - $52,700
2019 - $49,800
2018 - $47,300
2017 - $45,000
2016 - $44,000
2015 - $42,100
2014 - $41,300
2013 - $39,800
2012 - $38,200
2011 - $37,300
2010 - $36,800
2009 - $35,700
2008 - $34,000
2007 - $31,400
2006 - $30,900
2005 - $30,500

Social Flat Cost Factor:
The flat social tax rate is set using RCW 50.29.025.

The flat social cost factor is run for a rate year by dividing the total social cost by the total taxable payroll. The division shall be carried to the
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second decimal place with the remaining fraction disregarded unless it amounts to five hundredths or more, in which case the second decimal
place shall be rounded to the next higher digit. The flat social cost factor shall be expressed as a percentage.

If, on the cut-off date, the balance in the unemployment compensation fund is determined by the commissioner to be an amount that will provide
more than ten months of unemployment benefits, the commissioner shall calculate the flat social cost factor for the rate year immediately
following the cut-off date by reducing the total social cost by the dollar amount that represents the number of months for which the balance in
the unemployment compensation fund on the cut-off date will provide benefits above ten months and dividing the result by the total taxable
payroll. Prior to June 30, 2021, for rate year 2011 and thereafter, the calculation may not result in a flat social cost factor that is more than one
and twenty-two one-hundredths percent.

During FY22, Senate Bill 5873 became law and stated that for rate year 2011 and thereafter, the calculation may not result in a flat social cost
factor that is more than one and twenty-two one-hundredths percent except for rate years:
e 2021 the calculation may not result in a flat social cost factor that is more than five-tenths percent (.5%)
2022 the calculation may not result in a flat social cost factor that is more than five-tenths percent (.5%)
2023 the calculation may not result in a flat social cost factor that is more than seven-tenth percent (.7%)
2024 the calculation may not result in a flat social cost factor that is more than eighty-five one-hundreths percent (.85%)
2025 the calculation may not result in a flat social cost factor that is more than nine-tenths percent (.9%)

Note: When the trust fund has at least 15 months of benefits but less than 17 months, the minimum shall be .25%.

We confirmed that the Flat Social Cost factor for the year is determined in accordance with the RCW guidelines and Senate Bill. See calculation of
the Social Cost Factor on tab, "Flat Social Cost" at: [Yearly Rates Recalculation]. Vo issues noted.

Noted Weaknesses are as follows:
° None.

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW — Test General Controls:
Not applicable - we are not planning to rely on automated controls and therefore do not need to test general controls; control risk will be assessed




State of Washington

at maximum.

E.3.PRG - Premiums & Assessments

Procedure Step: Key Control 2 (Automated)
Prepared By: SBG, 6/8/2023

Reviewed By: SLB, 11/7/2023

Record of Work Done.”

Key Control 2 (Automated): Tax rates are calculated by NGTS as specified in RCW 50.29.025 (Valuation).

The understanding for this system is documented above in the "Controls - NGTS" step.

1. Confirmation and Testing of Key Automated Control:
We reviewed the NGTS screens and re-performed the calculations for the employer below:

Association of Independent School Admission Professionals, ESD Number 000-789175-00-7.

First, we reviewed the Experience Rating & Benefit Charging - Tax Rates tab. The screen showed the 2023 tax rate was established in December
2022. The Total Employer Tax Rate was set at .27, based on various factors (social cost and EAF). See below for the various factors:
e Total UI Tax Rate: .27
o Social Cost: .24
o EAF (Employment Administrative Fund): .03
e Rate Method: RATE-CLASS-01

Note: Tax rates are based on the calendar year.

We then reviewed the Employer Tax Account Quarter History - Q1/2023 Tax and Wages Quarter Summary/Details - Taxable Screen, which
provided the following information:

e Total Employer Tax Rate: .27

e Processed Date: 4/21/23
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Report Received Date: 4/21/23

Report Type: Tax/Wage

Report Source: EAMS Single

Gross Wages: $9,005.85

Excess Wages (Over Taxable Wages Base of Out-of-State): $0
Taxable Wages: $9,005.85

UI Tax Amount: $21.61

EAF Amount: $2.70

Total Amount: $24.31

Note: The employer paid the total amount on 4/28/23.

Our Recalculation:
$9,005.85 x .0027 tax rate = $24.31

There were no exceptions in the recalculation. We have determined that NGTS calculated the employer's total tax due accurately. No issues
noted.

Noted Weaknesses are as follows:
. None

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW — Test General Controls:

Not applicable - we are not planning to rely on automated controls and therefore do not need to test general controls; control risk will be assessed
at maximum.

E.3.PRG - Premiums & Assessments
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Procedure Step: Key Control 3 (Manual)
Prepared By: SBG, 5/3/2023
Reviewed By: SLB, 11/7/2023

Record of Work Done.’

Key Control 3 (Manual): A reconciliation is performed to ensure the deposits posted by the bank agrees to the NGTS receipts and all items
expected are received by the ESD (Completeness/Valuation).

The understanding for this system is documented above in the "Controls - NGTS" step.

1. Confirmation of Key Manual Control:
On 4/26/23, we obtained the reconciliation information from Tina Drew, Tax Specialist 4.

To perform the reconciliation between NGTS and the bank, Tina pulls the Daily Bank Deposit Worksheet into her work queue. After she has
reconciled all the items, she clicks the <approve> button which will complete her process and remove the item from her queue.

During our review, we noticed that she verifies that the total bank deposit amount agrees between the Daily Bank Deposit Worksheet and the
bank statement. This verification is important as it will confirm that the bank's total deposit for the day is complete and accurate in NGTS.

We selected the date of 3/14/2023 to: (1) determine whether the reconciliation was completed (that is no variance between NGTS and the bank)
and (2) verify total deposit on Daily Bank Deposit Worksheet agrees to bank statement and agrees to NGTS. The amount reported on the Daily
Bank Deposit Worksheet was $774,137.55. The amount on the Key Bank statement was reported as $766,907.37. The amount of ACH dishonored
(returned ACH transaction) was $7,230.18. The variance between the Daily Deposit Worksheet and the Key Bank statement was due to Key Bank
returning checks and not having the ACH dishonored amount in it's statement, but having that amount reported in the Daily Bank Deposit
Worksheet. The ACH dishonored amount equals the variance between the Daily Bank Deposit Worksheet and the Key Bank statement. No issues
noted.

Noted Weaknesses are as follows:
e None

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:
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MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

E.3.PRG - Premiums & Assessments

Procedure Step: Key Control 4 (Manual)
Prepared By: SBG, 5/3/2023
Reviewed By: SLB, 11/7/2023

Record of Work Done.’

Key Control 4 (Manual): Tai Ralston, Treasury Manager, reviews the reconciliation by comparing the supporting documentation, daily deposits,
to the total recorded in AFRS. A review is performed between the bank deposit recorded to AFRS. The ESD determines the amount of accrued
revenue to recognize during their accounts receivable process and books the entry to the AR and Accrued revenue as part of the quarterly journal
voucher (Completeness/Valuation).

The understanding for this system is documented above in the "Controls - NGTS" step.

1. Confirmation of Key Manual Control:
On 4/23/23, we obtained the information on how journal vouchers are prepared and reviewed before being uploaded into AFRS, from Tai Ralston,

Treasury Manager.

Accrued Revenue
Tai showed us the “Monthly AFRS JV” spreadsheet that they use as support for recording the monthly journal entry for the month ending
February 2023. There are two tabs showing the following:

e Schedule of Accounts Receivable which calculates the amount of receivables accrued for the month.
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e The Allowance for Uncollectible Accounts for the quarter, which shows how much allowance for uncollectible accounts should be
accumulated as of the quarter ending 3/31/2023. This will be recorded on the March JV.

e The amounts determined for the Accounts Receivable and Allowance for Uncollectible Accounts entry ultimately result in a change in the
Accrued revenues for the period.

We verified that the amount listed on the February 2023 UC Clearance Journal matched the amounts reported on the JV. Son Pham, Fiscal
Analyst, reconciles the total month's cash receipts to the Clearance Account. The ]V totals were traced to the UC Clearance Journal. No exceptions
were noted.

We agreed the amount of $168,976.47 in the journal voucher to the spreadsheet and bank statement provided. No issues noted.

Noted Weaknesses are as follows:
° None

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or

material weaknesses. However, we have assessed control risk at max because we have determined that substantive procedures alone will be
effective to reduce detection risk to an acceptable level.

3. Control Risk at LOW - Test of Key Manual Control:
Not applicable - we are not planning to rely on controls and therefore do not need to test controls; control risk will be assessed at maximum.

E.3.PRG - Premiums & Assessments

Procedure Step: Risk Assessment
Prepared By: SBG, 6/8/2023
Reviewed By: SLB, 11/7/2023

Record of Work Done.’




State of Washington

(1) Inherent Risk (IR):
Based on our understanding of the line item, we assessed inherent risk as follows for each relevant assertion and significant class of transactions:

. Valuation - MAX
o Completeness - MAX

(2) Control Risk (CR):
We assessed control risk as follows for each system and relevant assertion:

e NGTS - Valuation

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant
deficiencies or material weaknesses. However, we have assessed control risk at max because we have determined that substantive
procedures alone will be effective to reduce detection risk to an acceptable level.

¢ NGTS - Completeness

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant
deficiencies or material weaknesses. However, we have assessed control risk at max because we have determined that substantive
procedures alone will be effective to reduce detection risk to an acceptable level.

(3) Risk of Material Misstatement (RMM):
We considered both inherent and control risk and assessed the risk of material misstatement as follows for each relevant assertion and significant
class of transactions:

e Valuation - MAX
e Completeness - MAX

(4) Testing Strategy:

We designed our substantive testing strategy based on our assessment of the risk of material misstatement. We plan to preform the following
tests:

e Completeness:
o We will select a sample of bank reconciliations and ensure that bank deposits are complete and tie to NGTS.
o We will review the year-end bank statement reconciliation through our testing of the cash and cash equivalents balance.



State of Washington

e Valuation: We will review the employer wage reports (in NGTS) for a select sample of employers and recalculate the tax rate and
premiums due for those employers. Additionally, we will review the amount estimated for accrued revenues through our testing of our
account receivable balance.

We anticipate that these tests will provide sufficient appropriate audit evidence to address the assessed risk of material misstatement for relevant
assertions in significant classes of transactions.

E.3.PRG - Premiums & Assessments

Procedure Step: Substantive Test
Prepared By: SBG, 10/11/2023
Reviewed By: SLB, 11/7/2023
Record of Work Done.”’

Substantive tests performed to meet the Completeness assertion:

We used the Nonstatistical Sample of Population 365 or less spreadsheet with a tolerable misstatement and assurance levels dictated by the
material balance workpaper for a planned sample size of 24. We haphazardly selected a sample of 24 business days throughout FY23, excluding
days that fell on a weekend or a state/federal holiday.

We obtained Daily Bank Deposit Worksheet Reconciliations (from NGTS) and Key Bank Statement screenshots to ensure that bank deposits
(revenue) are complete. We ensured that the bank deposits coming through Key Bank agreed to amounts reported within NGTS.

See substantive testing at: [FS Sampling - NGTS Deposits Testing]. One issue noted was below the floor.

We also reviewed the year-end bank reconciliation through our testing of the cash and cash equivalents balance. See record of work done at:
[Substantive Test].

Substantive tests performed to meet the Valuation assertion:
We performed the following procedures to determine whether revenues were reported at properly valued or calculated amounts:
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Delinguent Employers Testing:

We used the Financial Audit Substantive Statistical Sample spreadsheet with a tolerable misstatement and assurance levels dictated by the
material balance workpaper for a planned sample size of 57. We haphazardly selected a sample of 57 delinquent employers. We reviewed the
employer tax rate transaction to determine whether revenue transaction were correctly calculated. We recalculated the employers UI tax rate in
effect for the 2023 Fiscal Year. The employer had two UI tax rates in effect for the year. One for the period of July 1, 2022 through December 31,
2022 and a second for the period of January 1, 2023 to June 30, 2023. This is due to tax rates being assigned based on calender year.

The Employer's UI Tax rates are automatically calculated by NGTS and employers are notified of their rates in December of each year. The UI tax
rate for an employer is dependent on several factors:

Employer's Benefit Ratio

Delinquent Balance

Social Cost Rate

Legislative Limit

Employment Administration Fund (EAF) Tax Rate

During testing, we determined the following factors of the Employers UI rate through verification or recalculation based on NGTS:
¢ Employer's Benefit Ratio (Experience Rating)

o Amount of unemployment benefits paid to former employees over the past 4 years and payroll size. It's determined by taking the
benefit charges associated with the employer and dividing that by the total wages paid by the employer. Each employer is then
assigned to one of 40 rate classes based on this number.

o Social Cost Rate

o Delinquent Balance

o EAF Tax Rate

Using the data obtained at [Population Methodology], we were able to recalculate the recorded amount of charges. For delinquent employers we
used the formula of Taxable Wages * Total Tax Rate to recalculate premiums. We compared this recalculation to another recalculation of
premiums from within NGTS where we verified that tax rates and the amounts of payments were correct. See substantive testing performed at:
[FS Sampling - Premiums & Assessments Testing]. Tabs, "Delinquent NGTS Testing" and "Delinquent Testing Detail". No issues noted.

Non-Delinguent Employers Testing:

We used the Financial Audit Substantive Statistical Sample spreadsheet with a tolerable misstatement and assurance levels dictated by the
material balance workpaper for a planned sample size of 57. We haphazardly selected a sample of 57 non-delinquent employers. We reviewed the
employer tax rate transaction to determine whether revenue transaction were correctly calculated. We recalculated the employers UI tax rate in
effect for the 2023 Fiscal Year. The employer had 2 UI tax rates in effect for the year. One for the period of July 1, 2022 through December 31,
2022 and a second for the period of January 1, 2023 to June 30, 2023. This is due to the tax rates being assigned based on the calender year.
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Tax rates are calculated every calendar year. The Employers UI Tax rates are automatically calculated by NGTS and employers are notified of their
rates in December of each year. The Ul tax rate for an employer is dependent on several factors:
e Employer's Benefit Ratio
Delinquent Balance
Social Cost Rate
Legislative Limit
EAF Tax Rate

During testing, we determined the following factors of the Employers UI rate through verification or recalculation based on NGTS:
e Employer's Benefit Ratio (Experience Rating)

o Amount of unemployment benefits paid to former employees over the past 4 years and payroll size. It's determined by taking the
benefit charges associated with the employer and dividing that by the total wages paid by the employer. Each employer is then
assigned to one of 40 rate classes based on this number.

e Social Cost Rate
e Delinquent Balance
e EAF Tax Rate

Using the data obtained at [Population Methodology], we were able to recalculate the recorded amount of charges. For delinquent employers we
used the formula of Taxable Wages * Total Tax Rate to recalculate premiums. We compared this to a recalculation of premiums from within NGTS
where we verified that tax rates and the amounts of payments were correct. See substantive testing performed at: [FS Sampling - Premiums &
Assessments Testing]. Tabs, "Non-Delinquent NGTS Testing" and "Non-Delinquent Testing Detail". No issues noted.

Accrued Revenue:
We reviewed the amount estimated for accrued revenues through our testing of the accounts receivable (net of allowance) balance. See record of
work done at: [Substantive Test].

Note: Penalties and Interest are reported under Miscellaneous Revenue and are not part of this line item.

E.3.PRG - Premiums & Assessments

Procedure Step: Population Methodology
Prepared By: PS, 9/18/2023
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Reviewed By: JMT, 9/19/2023

Record of Work Done.’

Import NGTS Data
IT Audit emailed Jay Summers, ESD External Audit Manager, to request for NGTS data. This included the NGTS wage data, tax rate data, and
employer data.

An email was sent on 4/5/2023 to request fiscal year 2023 data. ESD provided the NGTS data for quarters 1, 2, and 3 in text format to us on
5/25/2023. The files were sent to SAO via the WaTech secure file transfer site (mft.wa.gov). Files were saved to the SAO network drive and
imported into SQL database. We have confirmed the record count of each file received to the record count provided by ESD staff. No exception.
We performed procedures at Reasonableness NGTS 2023 9months and determined that the data are reasonable.

ESD provided the NGTS data for the entire fiscal year, in text format, to us on 8/15/2023. The files were sent to SAO via the WaTech secure file
transfer site (MFT.wa.gov). Files were saved to the SAO network drive and imported into SQL database. We have confirmed the record count of
each file received to the record count provided by ESD staff. No exception. We performed procedures at Reasonableness NGTS 2023 EntireYear

and determined that the data are reasonable.

Document Test Objective and Methodology
Team FA submitted helpdesk 62254 to request for a population of delinquent employers and a population of non-delinquent employers.

The following describes the steps taken to meet the test objective:

Create a table of delinquent employers from the Tax Rate file, those with DelinquentTaxRate field of greater than zero.
Create a table of non-delinquent employers from the Tax Rate file, those with DelinquentTaxRate field equal to zero.
Add details to delinquent and non-delinquent employers by joining to the NGTS wage table or tax rate table.

Create a summary table of delinquent employers from the detail table.

Create a summary table of non-delinquent employers from the detail table.

As we perform our testing, we will make adjustments to this plan as necessary.

Queries

The queries written to complete the testing can be seen at Testings NGTS 2023.
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Reasonableness
The reasonableness of test results has been performed and documented in the above queries. Based upon our checks, we consider our test
results to be complete and reasonable.

Results
Test results were provided to Team FA, through an Excel spreadsheet titled, /2023_Tax_Rates_Populations.x/sx. The results provided
contain CONFIDENTIAL DATA.

A population of FY2023 delinquent employers, with details. 38254 records
A population of FY2023 delinquent employers, summary. 19183 records
A population of FY2023 non-delinquent employers, with details. 374900 records
A population of FY2023 non-delinquent employers, summary. 191960 records

A population of Q4-FY2023 delinquent employers, with details. 1872 records

A population of Q4-FY2023 delinquent employers, summary. 955 records

A population of Q4-Y2023 non-delinquent employers, with details. 10902 records
A population of Q4-FY2023 non-delinquent employers, summary. 8100 records

A population of FY2023 delinquent employers, with details (updated for the FY). 38254 records
A population of FY2023 delinquent employers, summary (updated for the FY). 19182 records
A population of FY2023 non-delinquent employers, with details (updated for the FY). 374916 records
A population of FY2023 non-delinquent employers, summary (updated for the FY). 191948 records

E.3.PRG - Premiums & Assessments

Procedure Step: Permanent File
Prepared By: SBG, 4/19/2023
Reviewed By: SLB, 11/7/2023

Record of Work Done.’
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Perpetual Note

As it relates to the contribution rates determined by ESD, we noted that RCW 50.29.025, prescribes the procedures of the department in
calculating their Contribution Rates. We noted there were two separate sections of the same RCW as legislature had enacted two acts amending
the same section during the same year. As such, we inquired of our Assistant Attorney General (AAG) to determine the appropriate RCW which
the Department should be following.

Per our inquiry, we are documenting the conclusion which the Department should be following RCW 50.29.025 (as amended by 2011 c 4).

We have included the correspondence as support within the attached email at: [FW ESD Contacts (re SAO inquiry re RCW 50.29.025)], documenting
this conclusion and our understanding.

E.4.PRG - Premiums & Claims

Procedure Step: Summary & Conclusion
Prepared By: EZM, 10/9/2023
Reviewed By: RKM, 12/15/2023
Record of Work Done.’

Based on test results, we re-evaluated risk assessments, procedures, evidence obtained and conclusions as follows:

(1) Do the results of substantive tests indicate a need to modify our risk assessment (IR, CR and RMM)?
The results of substantive tests do not indicate a need to modify our risk assessment.

(2) Was the quality and quantity of evidence obtained sufficient and appropriate?
The quality and quantity of evidence obtained was sufficient and appropriate.

E.4.PRG - Premiums & Claims

Procedure Step: Understanding of Line Item
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Prepared By: EZM, 5/24/2023
Reviewed By: SLB, 11/14/2023
Record of Work Done.’

(1) Prior Audit Exceptions:

Exit Item — We found that the Department does not perform a full reconciliation between NGTS and UTAB to verify wages and hours agree. The
automated process only identifies records that are in NGTS and not in UTAB but does not confirm that all the records in UTAB are also in NGTS. In
addition, since the query used to identify missing records in UTAB only pulls records for the past 30 days, there is the possibility that missing
records will not update UTAB and after 30 days will not be identified by the process as missing.

e We continue to recommend the Department implement a formal process to fully reconcile NGTS and UTAB for wages and hours.

We inquired with Deb Calcote and Amanda Rouse on 5/8/2023 about this exit item and we were told that there has been no significant change in
their process, and there are no current plans to change it.

From Finding 2022-001:
We found the following errors in the financial statements:

e Because we used a statistical sampling method to randomly select the payments we examined in the audit, we estimate the
unassessed overpayments to be $7.7 million, which was not recorded as an accounts receivable in the financial statements. This
error was not corrected in the financial statements.

e We also estimate that ESD should have reported $382 million in claims expense in prior periods. This error was corrected in the
financial statements.

e We estimate appealed claims totaling $150 million and claims flagged for further review totaling $55 million were not accrued and
reported in fiscal year 2022. The error, totaling $150 million, was corrected and the error totaling $55 million was not corrected in
the financial statements.

We recommended that ESD:
e Establish an effective, consistent process for verifying wages and attempt to collect unallowable PUA benefit payments.

e Report claims on an accrual accounting basis to ensure they are reported in the proper period.
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We will follow-up on this finding during testing at: [Substantive Test].

(2) Composition & Change Analysis:

Line Item Leadsheet: [Line Item Lead Sheet].

We noted the balance included activity from the following funds:
e 620: Unemployment Compensation Account
e 622: Unemployment Compensation Federal Employees' Benefit Payment Account

We evaluated the funds and determined transactions from fund 622 make up most of the account balance. We do not expect to see any major
changes to this line item. The Premiums & Claims line item is composed of the payments made by warrant and direct deposit to recipients of
unemployment insurance benefits. We expect this balance to agree with the Unemployment Compensation benefit expenditures issued by the

Unemployment Tax and Benefits (UTAB) platform, and recorded in AFRS. Unemployment payments include unemployment for all eligible
recipients.

The primary control systems covering the relevant assertions is UTAB. Activities performed by UTAB include:
e Interfacing with NGTS
e Making an initial determination of eligibility
e Calculating benefit amounts
e Issuing payments to claimants

UI benefit payments are made out of the trust fund. See below for the benefit types:
e Regular Unemployment Compensation (State and Federal: UCFE, and UCX)
e Weekly Benefit Amount (WBA): Dependent on state law.
e Duration: 26 weeks maximum, or until the claimant reaches the end of the benefit year.
e This program is for claimants that are out of work due to not fault of their own.
e Pandemic Emergency Unemployment Compensation (PEUC)
e WBA: Based on regular unemployment compensation.
e Duration: 13 weeks.
e PEUC was a federal program created in response to the COVID-19 pandemic. It provided additional benefits
through Sept. 4, 2021, to workers who:
e Exhausted their regular UI claim with a benefit year that ended on or after the week ending July 6, 2019.
e Have left work through no fault of their own.
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e Are able to work, available for work, and actively seeking work as directed.
Extended Benefits (EB)
e WBA: Based on regular unemployment compensation.
e Duration: On December 13, 2021, federal law reduced the number of EB benefits from 20 to 13 weeks.
e This program was triggered by a high unemployment rate in Washington. Claimants can get Extended Benefits
only after their regular unemployment benefits and other extensions, like PEUC, have run out.
e Due to the lower unemployment rate in Washington state, the U.S. Department of Labor has notified ESD that
Washington's Extended Benefits program was ended on March 13, 2021.
Pandemic Unemployment Assistance (PUA)
e WBA: Calculated by state accordance in Unemployment Insurance Program Letter (UIPL) No. 16-20
e Duration: February 2, 2020 to September 4, 2021 (up to 39 weeks)
e PUA is a benefit program that provides a financial safety net to many people who do no qualify for regular
unemployment, including:
e Self-employed people
e Independent contractors
e Part-time workers (with fewer than 680 hours)
e To be eligible for this program the claimant must have a COVID-19 related reason.
Federal Pandemic Unemployment Compensation (FPUC)
e WBA:
e $600 (until July 25, 2020)
e $300 (until September 4, 2021)
e Duration:
e $600: March 29, 2020 to July 25, 2020
e $300: January 2, 2021 to September 4, 2021
e FPUC was an additional amount that was added to the claimant's weekly benefit.
Lost Wages Assistance (LWA)
e WBA: $300
Duration: Weeks ending August 1, 2020 to September 5, 2020
ESD was approved for the LWA program through the Federal Emergency Management Agency (FEMA). LWA was
a federal program that added $300 for each week the program was federally funded. If the claimant received
unemployment benefits for the approved weeks and they were unemployed or working fewer hours due to
disruption by COVID-19, then they were eligible for the benefits.
Pandemic Relief Payments (PRP)
e Amount: $550
e Duration: One-time payment for week ending November 21, 2020
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e On December 27, 2020, Governor Jay Inslee authorized the use of federal CARES Act funds to help Washington
claimants whose PUA benefits expired on December 26, 2020 and were waiting for federal legislation to extend
those benefits. Federal legislation was signed into law on December 27, 2020 which extended, expanded, and
changed the CARES Act provisions. Regardless, claimants eligible for the one-time Pandemic Relief Payment still
received it.

Shared Work

e WBA: $201 - $844

e Duration: 1 year

e Shared Work allows the employer to reduce a claimant's hours by as much as 50 percent, while the claimant
collects benefits to replace a portion of their lost wages.

Trade Readjustment Allowances (TRA)

e WBA:
e Dependent on petition number.
e Duration:

e Dependent on petition number.

e This program assists workers who have become unemployed as a result of increased imports from, or shifts in
production to, foreign countries. The goal of the Trade Act programs is to help trade-affected workers return to
suitable employment as quickly as possible.

Reemployment Trade Adjustment Assistance (RTAA)

e WBA:
e Dependent on petition number.
e Duration:

e Dependent on petition number.

e This program assists workers who have become unemployed as a result of increased imports from, or shifts in
production to, foreign countries. The goal of the Trade Act programs is to help trade-affected workers return to
suitable employment as quickly as possible.

Disaster Unemployment Assistance (DUA)

e WBA: Dependent on gross wages. It is calculated using the same formula as regular UL

e Duration: January 5, 2022 - July 9, 2022

e DUA provides temporary benefits to people who lost or experienced interruptions in employment or self-
employment as a direct result of a major disaster and don't qualify for regular UI. There was a declaration of a
major disaster on January 5, 2022.

Mixed Earners Unemployment Compensation (MEUC)
e WBA: Extra $100 a week for eligible programs
e  Duration: December 27, 2020 - September 4, 2021



State of Washington

e ESD is implementing MEUC retroactively. Claimants are considered a mixed earner if they are using both self-
employment and employment to apply for unemployment benefits.

Note: Several programs have ended, however we left information for the programs due to the Department still paying out benefits retroactively.

(3) Updates to Material Account Matrix:

We made the following updates to the Material Account Matrix:

We updated the Rights & Obligations risk to state, "There is a risk that the claimant's employment information and identification
verification was not performed to ensure the claimant was eligible for benefits".

o We updated this risk because the previous risk mentioned the fraud that occurred in FY20, and since this fraud happened a few
years ago, we've decided to no longer include it in the risk. We're also updating this risk to reflect that we'll be performing ID
verification testing for both our PUA and non-PUA samples.

We updated the Completeness risk to state, "There is a risk that all benefit payments that occurred in the fiscal period were not reported".

o We updated this risk because the previous risk mentioned the fraud that occurred in FY20, and since this fraud happened a few
years ago, we've decided to no longer include it in the risk.

We updated the Valuation risk at state, "There is a risk that regular and federal benefit payments may not be calculated correctly".

o We updated this risk to include regular and federal benefit payments.

E.4.PRG - Premiums & Claims

Procedure Step: Controls - UTAB
Prepared By: EZM, 6/21/2023
Reviewed By: SLB, 11/14/2023
Record of Work Done.’

Material Balance(s) and Assertions
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Internal controls in the Unemployment Tax and Benefit (UTAB) system address the following balance:
o Statement of Revenues, Expenses, and Changes in Net Position - Proprietary Funds
e Premiums and Claims
e Statement of Activities - Government Wide
e Unemployment Compensation - Expenses

For the following assertions:

e Completeness:
o There is a risk that all benefit payments that occurred in the fiscal period were not reported.

¢ Rights & Obligations:
o There is a risk that the claimant's employment information and identification verification was not performed to ensure the

claimant was eligible for benefits.

e Valuation:

o There is a risk that regular and federal benefit payments may not be calculated correctly.

Gain an Understanding of Internal Controls

Benefit Calculations and Recordings

We met with the following people on 5/8/2023 to update our understanding over premiums and claims (benefit calculations and recordings):
e Deb Calcote, IT Systems Manager
¢ Amanda Rouse, System Business Analyst
e Jay Summers, External Audit Liaison

Employers file quarterly wage reports that identify the employee name, social security number, the number of hours worked, and the amount
paid. This information is entered into the Next Generation Tax System (NGTS). Employer wage data is automatically populated into UTAB from
NGTS which is used as a component within UTAB to calculate the amount of premiums and claims to be paid to those claiming unemployment
benefits. Once a day an automated process runs that compares wage records in NGTS to UTAB. Any records that were not received in UTAB are
sent back through the regular update process until it is accepted (Key Control 1 - Automated - Valuation). Individuals can file for
unemployment benefits either through an agent, online, or by using an automated phone system. The claim, including name and social security
number, is automatically populated into UTAB. If there is a problem with the information received, or if information is missing, the application will
be completed by phone between the claimant and a TeleCenter employee. UTAB automatically uses the data from NGTS to determine if the
claimant meets the eligibility requirements before calculating benefit amounts. The UTAB system determines if claimants meet the hourly eligibility
requirements (at least 680 hours) to receive UI benefits (Key Control 2 — Automated - Valuation - Rights & Obligations). After an
individual files for unemployment benefits, the claimant must file a weekly claim at the beginning of the next week in order to begin receiving
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benefits.

There is a 2-day hold on all benefit payments (excluding claims filed through the Interactive Voice Response phone system) before payment goes
out. Through UTAB and their Fraud Unit, the ESD run initial and weekly claims through the discovery process before payment goes out. The
discovery process is when claims are run through a variety of cross matches and queries, both internal and with other agencies and partners to
identify and flag suspicious claims for identity verification (Key Control 3 - Automated - Rights & Obligations). Payments are paused on
flagged claims until the identity case is resolved. Payment is paused on flagged claims until the identity case is resolved. Claims with no responses
or insufficient information to verify a claimant's identity will be denied, preventing payment.

UTAB sends a Request for Separation Information (RSI) form when a claim is filed to the last employer (only covered employment), and any
employer that has a separation issue and does not meet purge requirements (Key Control 4 - Automated - Rights & Obligations). The ESD
did not send a RSI form for PUA claims. This is because there was no federal requirement for verifying wages until December 2020. As of
December 2020 ESD has been retroactively verifying self or partial employment wages through documentation provided by the claimant. Also, per
the Unemployment Worker Handbook the ESD verifies the information that the claimant provides with the employer. Claimants do not receive
benefits if they have been disqualified due to a job separation, a job refusal, unavailability for work, or other issues.

Also, UTAB maintains the eligibility determination (the Unemployment Worker Handbook describes eligibility requirements). Then, the claimant
must file a claim each week until they want the benefit to stop. The UTAB system properly assesses claimant's eligibility based on claimant's
responses to the questions asked during weekly filing (Key Control 5 - Automated - Rights & Obligations). If an answer requires follow up a
questionnaire is sent to the claimant, a code is recorded in UTAB, and benefit is paid. If no reply is received, ESD assumes claimant is not eligible
and claimant will be asked to repay benefit.

When a claimant is being approved they are classified under the one (or many) of the following unemployment programs:
e Regular Unemployment Compensation (UC - State Trust Fund Funded)

Unemployment Compensation for Federal Employees (UCFE - Federally Funded)

Unemployment Compensation for Ex-Service Members (UCX - Federally Funded)

Pandemic Emergency Unemployment Compensation (PEUC)

Extended Benefits (EB)

Pandemic Unemployment Assistance (PUA)

Federal Pandemic Unemployment Compensation (FPUC)

Lost Wages Assistance (LWA)

Pandemic Relief Payments (PRP)

Disaster Unemployment Assistance (DUA)

Mixed Earners Unemployment Compensation (MEUC)

Shared Work
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e Trade Readjustment Allowances (TRA)
e Reemployment Trade Adjustment Assistance (RTAA)

Note: Several programs have ended, however we left information for the programs due to the Department still paying out benefits retroactively.

ESD's COVID-19 Information web page provides details about eligibility requirements and changes in regards to federal UI programs. See more
details about federal aid for unemployment insurance benefits at: [Controls - UTAB/Treasury's Reconciliation].

The employee information for unemployment compensation for UCFE and UCX is manually input into UTAB based on the information provided to
ESD from the Federal Claims Control Center. The Federal Claims Control Center is responsible for receiving the wage reports from other states
and the Military. The calculation for the unemployment benefits is determined by the same process as described below.

The weekly benefit amounts are determined by the Labor Market and Performance Analysis (LMPA) division of ESD for the fiscal year based on
the prior calendar year wage information then provided to UTAB programmers to input into the system. The total amount of maximum benefits
payable on the claim is found by taking the lesser of 1/3 of the total gross wages in all four quarters of the base year or 26 times the weekly
benefit amount (WBA) determined, per RCW 50.20.120 and Unemployment Worker Handbook. Claims that have an effective date after April 22,
2005 have a WBA equal to three and eighty-five one-hundredths percent of the average quarterly wages of the individual's total wages during the
two quarters of the individual's base year in which such total wages were highest. From which information the UTAB system automatically and
accurately calculates the unemployment benefit payment amounts (Key Control 6 — Automated - Valuation). ESD employees cannot modify
the benefit payment amount but can affect the benefit amount by modifying the wage data in NGTS. This can only be done by staff who work
with employer tax data and employers are informed of any changes made to past data.

The UTAB system makes systematic decisions regarding claimant eligibility based on claimant inputs or inputs by staff on behalf of claimants.
UTAB follows rules defined by ESD to ensure all eligible claimants receive benefits. Denied claims are eligible for a redetermination decision and a
formal appeal process is in place to ensure claimants are not incorrectly denied benefits. A redetermination is preformed by an adjudicator to
determine if the denial needs to be changed. If an adjudicator decides to still deny the claim then the claimant has the option to go through a
formal appeal. A non-monetary decision has to go through a manual process, however a monetary decision is automatic since it's an automatic
system calculation in UTAB. If it's a non-monetary reasoning (able/available and separation) for the denial then the claimant can go straight to the
appeal. If the reasoning is monetary then the claim has to go through a re-determination before an appeal may be filed.

Trust Fund Draw Process
We met with the following people on 5/25/2023 to update our understanding over premiums and claims (trust fund draw process):
e Tai Ralston, Treasury Manager

The trust fund draw process is the basis for how benefit payments are input into the accounting system (AFRS). The trust fund draw
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documentation is what is relied on to upload the different benefit types in AFRS.

The cash draw desk prepares the daily cash draw report. Gary Cox, Fiscal Analyst 4, performs the daily operations of the cash draw desk. He
reviews the General Ledger Posting (UTAB summary report) page which contains a section called “Daily Draw Worksheet”. The General Ledger
Posting section is sometimes referred to as, "The Cube" by ESD staff. He vouches all amounts to supporting pages with program totals. Gary is
the primary person who processes UI draws and the draw amounts are completely reliant on UTAB. Gary also recalculates program totals to
ensure the accuracy and classification of the state and federal split of the daily draw.

The daily draw was calculated as the following:

1. State Benefits = State Unemployment Insurance (UI) benefits + Training (TRN) Benefits

2. Federal Benefits = Unemployment Compensation for Ex-Service Members (UCX) + Unemployment for Federal Employees (UCFE)
3. Total US Treasury Trust Draw = State Benefits (see 1 above) + Federal Benefits (see 2 above)

After Gary prepares the daily cash draw, Tai Ralston, Treasury Manager, or Shelly Peterson, Assistant Treasury Manager, also electronically
reviews the draw to ensure amounts are calculated correctly and supported by UTAB reports. She signs/initials the draw to indicate her review.
Once signed as approved, Gary logs onto ASAP.gov (Automated Standard Application for Payments) and requests the funds electronically. All
account numbers and titles are saved in the system and Gary only needs to enter the proper amounts for each draw. Immediately after
requesting the funds, Gary logs onto the Key Bank website and verifies the funds were deposited in ESD's account.

Year-End Accrual

Last year, we identified an issue related to Premiums & Claims accruals that ultimately became a part of larger finding. Tai stated that ESD will be
performing a yearly estimate for claim accruals for FY23. She said that the estimate will be determined by getting claim data from UTAB (either a
report or query) and applying estimated weekly benefit amount and average length of claims.

How Transactions are Recorded in AFRS:
We met with the following people on 5/25/2023 to update our understanding over premiums and claims (how transactions are recorded in AFRS):
e Tai Ralston, Treasury Manager

Each day, Son Pham, Fiscal Analyst 4, enters the daily total into the Excel spreadsheet “Monthly AFRS JV”. Monthly, UTAB data is automatically
imported into AFRS on the 6 business day of the following month at a summary level. UTAB imports are reconciled each month by comparing the
monthly activity WEBI report to the “Monthly AFRS JV” (daily entry). If needed, she also uses additional UTAB reports to support reconciling

items. Manual JVs are done to make any adjustments to AFRS.

Monthly, Son prepares the JV from the “"Monthly AFRS JV” Excel workbook. While Son prepares the ]V, Tai Ralston, Treasury Manager,
simultaneously reviews and posts the JV. For non-UTAB programs, additional manual JVs are required to capture monthly activity and record into
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AFRS.

Monthly, the Treasury Department preforms a reconciliation of UTAB to WEBI reports and the trial balance from AFRS. This is when adjustments
will be posted to ensure AFRS data is accurate and complete. After this is complete, the banking desk performs a reconciliation of AFRS to Key
Bank and US Bank. While these reconciliations are performed for every month it is often not completed until 30-60 days after month end. This is
because any discrepancies are investigated and corrected until the differences for the month are within a "tolerable" level of variance. Once the
reconciliation is complete Tai or Shelly Peterson, Assistant Treasury Manager, reviews the reconciliation to ensure the AFRS data is accurate and
complete (Key Control 7 - Manual - Completeness).

Monthly UTAB Reports used in the Benefit Account Reconciliation:

1. Intercepted Money filtered for the month (benefits issued to claimant paid to another source for back taxes or child support)

2. UTAB Repayments (Details) filtered by source (Key Bank and US Bank Electronic Bill) and reason (returned payment)

3. UTAB Repayments (Details) filtered by source (lock box) and reason (returned payment)

4. General Ledger Posting filtered for cash draws related the end of the month and posted in the following month (dates depended on the month
and business days)

5. General Ledger Posting filtered for book transfers related to the end of the month and posted in the following month (dates depended on the
month and business days)

Daily UTAB Reports used in the Benefit Account Reconciliation:
6. Issued Funds (Benefit Payments & Refunds) filtered by payment channel (standard paper checks)
7. Issued Funds (Benefit Payments & Refunds) filtered by date (dates depended on the month and business days)

Key Controls are as Follows:
e Key Control 1 (Automated): UTAB wage and hour data, which is used to calculate the benefits paid to claimants is automatically
populated by NGTS. Once a day an automated process runs that compares wage records in NGTS to UTAB. Any records that were not
received in UTAB are sent back through the regular update process until it is accepted (Valuation).

e Key Control 2 (Automated): The UTAB system determines if claimants meet the hourly eligibility requirements (at least 680 hours) to
receive UI benefit (Rights & Obligations).

e Key Control 3 (Automated): Through UTAB and their Fraud Unit, the ESD run initial and weekly claims through the discovery process
before payment goes out. The discovery process is when claims are run through a variety of cross matches and queries, both internal and
with other agencies and partners to identify and flag suspicious claims for identity verification (Rights & Obligations).

¢ Key Control 4 (Automated): When a claim is filed, UTAB sends a Request for Separation Information form to the last employer (only
covered employment), and any employer that has a separation issue and does not meet purge requirements (Rights & Obligations).
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e Key Control 5 (Automated): The UTAB system properly assesses claimant's eligibility based on claimant's responses to the questions
asked during weekly filing (Rights & Obligations).

e Key Control 6 (Automated): The UTAB system automatically and accurately calculates the unemployment benefit payment amounts
(Valuation).

e Key Control 7 (Manual): The Treasury Manager or Assistant Treasury Manager reviews reconciliations and indicates reconciling items
were accurate with tickmarks to ensure AFRS data is accurate and complete (Completeness).

Noted Weaknesses are as Follows:
e None.

E.4.PRG - Premiums & Claims

Procedure Step: Key Control 1 (Electronic Interface - Automated)
Prepared By: DLE, 10/3/2023

Reviewed By: SLB, 11/14/2023

Record of Work Done.’

Premiums and Claims - Valuation

Source:

Satyanarayana Marrapu, ESD Contractor (NGTS Developer)
Goutham Chodapuneedi, ESD Contractor (NGTS Database Specialist)
Craig Brewer, ESD UTAB Architect

Robert Parris, ESD NGTS Business Analyst

Jay Summers, ESD External Audit Liaison

Key Control 1 (Automated): UTAB wage and hour data, which is used to calculate the benefits paid to claimants is automatically populated by
NGTS. Once a day an automated process runs that compares wage records in NGTS to UTAB. Any records that were not received in UTAB are
sent back through the regular update process until it is accepted. (Valuation)
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The understanding for this system is documented above in the "Controls - UTAB" step at Controls - UTAB. The following provides additional
background and details for the daily process:

Confirmation and Testing of Key Automated Control:

Background:

Wage data is used as a component within the Unemployment Tax and Benefit (UTAB) system to calculate the amount of claims to be paid to
those claiming unemployment benefits. To correctly calculate the benefits to be paid to a claimant (Assertion. Valuation), UTAB must have
complete and accurate wage data. The wage data is imported into UTAB from an interface with the ESD's Next Generation Tax System (NGTS).
To gain assurance that the wage records in UTAB is complete, ESD created an SSIS (SQL Server Integration Services) package that runs daily and
compares the previous 30 days' wage records in NGTS with UTAB using the wage record's primary key. (Note: The primary key is a field in the
database table that contains a unique value identifying each wage record.) The primary key cannot be NULL, so if there is a wage record in NGTS
there will be a primary key assigned. If there is a primary key in NGTS that is not in UTAB, the automated process will identify this record and
route the NGTS wage data for this record, including hours worked, to a queue table and through the regular update process until it is accepted
into UTAB. In addition, if there are missing records identified, an email will be sent to ESD contractors to notify them. The SSIS package that runs
the automated process was implemented in April 2018.

On 9/13/2023, we met with the following ESD staff/contractors via Teams:

Satyanarayana Marrapu, ESD Contractor (NGTS Developer)
Goutham Chodapuneedi, ESD Contractor (NGTS Database Specialist)
Robert Parris, ESD NGTS Business Analyst

Craig Brewer, ESD UTAB Architect

Luisa Wilderman, ESD UTAB Tech Lead

Jay Summers, ESD External Audit Liaison

We discussed the process described in the background section above and ESD staff and contractors stated that the process as described above is
accurate. They stated it had not changed from the previous year.

We asked if this process would identify wage records that are in UTAB that are not in NGTS. Craig said no it would not. He further stated that
NGTS is the system of record so the official wage records are what is in NGTS not UTAB. If there was a question regarding the accuracy of the
benefit calculation, NGTS would be the source of wages.

We followed up on the FY2022 Exit Item:

The Employment Security Department does not perform a full reconciliation between NGTS and UTAB to verify wages and hours agree. The
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automated process only identifies records that are in NGTS, but not in UTAB and does not confirm that all the records in UTAB are also in
NGTS. In addition, since the query used to identify missing records in UTAB only pulls records for the past 30 days, there is the possibility
that missing records will still not update UTAB after 30 days and at that point will not be identified by the process as missing.

We continue to recommend the Department implement a formal process to fully reconcile NGTS and UTAB for wages and hours.

ESD staff responded that the Department decided not to implement a formal process because they feel what they have is sufficient.

Testing of automated control:
To determine whether the SSIS package identifies records in NGTS that are not in UTAB we performed the following:

1. We observed Goutham run a SQL query to generate a list of all the NGTS wage records that have uploaded into the UTAB test
data warehouse over the last 30 days See screen print #1 for query at NGTS-UTAB Testing confidential client.
2. We haphazardly selected two records (fstrTransactionKey 286302102 and 286319807) from the list to delete from the UTAB

production data warehouse. We observed as Goutham deleted two records out of the UTAB test data warehouse. See screen print #2 for
query to delete records at NGTS-UTAB Testing confidential client

3. Goutham ran a 'select' query to search for these records in the table to verify the records were deleted. There were no results.
See screen print #3 at NGTS-UTAB Testing confidential client.

4. We observed Goutham run the SSIS packet to compare the NGTS records to UTAB to identify records that are missing from the
UTAB database. See screen prints #4 at NGTS-UTAB Testing confidential client.

5. We verified the SSIS process identified the two missing records and added related NGTS details to be updated in UTAB (See
screen print #5 at NGTS-UTAB Testing confidential client).

6. Satyanarayana provided us with an email that demonstrates that notifications are sent to Satyanarayana and Goutham when the

process identifies missing records. (See screen print #6 at NGTS-UTAB Testing confidential client)

Based on our testing, we conclude the automated process to identify missing records in UTAB is working as expected. As explained in the
attachment, we did not verify the file was processed by the UTAB job to update UTAB as these records already exist in the UTAB system and will
update the data warehouse via the daily refresh process. To avoid the unnecessary burden on ESD, we will not perform further testing. We have
assurance that this part of the process works as intended because if it did not the same missing records would show up each day for 30 days and
would be detected by the NGTS team.

To test that the process was in place for the entire audit period (7/1/2021 - 6/30/2022) we performed the following:

1. On 9/13/2023, we requested a log file showing the SSIS package processed daily from 07/01/22 through
9/13/2023. Satyanarayana provided us with a log report which was generated on 9/14/2023 with a specified range of 7/1/2022 -
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9/14/2023. See report at NGTS-UTAB Wage Confidential Client (Purpose/Conclusion: To document the daily log for NGTS to UTAB
wage compare job) We reviewed the report to determine whether the SSIS package runs daily. We noted the following:

. The earliest date on the Excel report is 9/14/2022. Satyanarayana explained that the system report only holds one year of data
from the date the report is generated. We do not consider this to be high risk that we were unable to verify the job ran 7/1/2022-
9/13/2022 because the job pulls 30 days of records to compare. Therefore, we are able to see that the job on 9/14/2022 compared
records going back to 8/15/2022. Therefore, only 46 days were unable to be verified. It is unlikely the job did not run at any time within
the 30 day window that included each of those particular days. No exception.

o The job consistently ran at 8:45 am daily.

o The report shows that 22 jobs failed. On six of these days where the failed, the job was rerun successfully. Satyanaraynana
explained that usually ESD does not take action when the job fails since it will sync up all transactions on the following day. This
response is reasonable given that the job pulls the past 30 days of wage records from NGTS to compare with UTAB. No exception.

. There was no log for 60 days in the test period as follows: 12/17/2022 and 12/18/2022, and every weekend from 2/25/2023 -
9/10/2023. Goutham explained that the process did not run 12/17/2022 and 12/18/2022 because ESD needed to modify the batch
configuration to resolve Azure Service Bus Technical issues. The change to resolve the Azure issues was performed 12/19/2022. In
addition, the UTAB group confirmed they only process the NGTS files on weekdays, so ESD changed the schedule to stop running on
weekends starting 2/25/2023. No exception.

2. Goutham displayed the properties for the code that runs the SSIS package. See screen print at NGTS-UTAB JobProperties Client. The
properties show the create date is 07/22/2021, that the job was modified 12/19/2022, and that it was last executed on 09/13/2023. The last run
date (9/13/2023) was the day we met with ESD, which was expected since the job runs at 8:45 am and would have ran that morning. We asked
what changes were made on 12/19/2022. Goutham responded they modified the batch configuration due to message size limitation with Azure
Service Bus. This issue is discussed above. This was not a change that impacts the comparison between NGTS and UTAB process. No further
work necessary.

Based on our testing documented above, the SSIS package was identifying and processing missing wage records for FY2023. We provided ESD a
recommendation regarding the lack of a full reconciliation between NGTS and UTAB to verify wage and hours agree. Since the SSIS package used
to identify missing records in UTAB only pulled records for the past 30 days, there is the possibility that missing records would still not update
UTAB after 30 days. In addition, this process does not identify records in UTAB that are not in NGTS.

Noted Weakness is as follows:
The Department does not perform a full reconciliation between NGTS and UTAB to verify wages and hours agree. The automated process

identifies records that are in NGTS and not in UTAB but does not confirm that all the records in UTAB are also in NGTS. In addition, since the
query used to identify missing records in UTAB only pulls records for the past 30 days, there is the possibility that missing records will not update
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in UTAB and after 30 days will not be identified by the process as missing. Without a full reconciliation between NGTS and UTAB performed on a
periodic basis, there is a risk that UTAB data could be incomplete or inaccurate resulting in incorrect eligibility determinations or benefit
calculations. We continue to recommend the Department implement a formal process to fully reconcile NGTS and UTAB for wages and hours on a
periodic basis. V: ESD Lack of Reconciliation for UTAB to NGTS

We determined the risk of a material misstatement as a results of this weakness is low due to the process ESD has in place to identify and
populate UTAB with missing records. NGTS is the system of record and if records were missing in UTAB, ESD would look to NGTS to determine
actual wages and hours work.

Communication of weakness

On 9/13/2023, we spoke with Raj Maynock, Team FA, via Teams regarding the results of our testing and the repeated weakness. Raj stated that
level of reporting will be determined by Team FA and communicated to ESD at the end of the audit work. We also determined at this meeting to
create a FAWF memo for consideration of further follow up regarding this weakness during an accountability audit. We created a FAWF memo at
NGTS-UTABInterface FAWF. We communicated the repeat weakness to Jay Summers, External Audit Liaison, on 10/3/2023 via email, and let
him know that Level of Reporting will be determined at a later date and communicated at the end of the audit at ESD.

2. Preliminary Control Risk Assessment
Based on our understanding and anticipated audit strategy, we assessed preliminary control risk as follows:

MAX - We noted no matters involving internal control over financial reporting and its operation that we consider to be significant deficiencies or
m