Internal Control and Compliance Assessment

Legislative Joint Auditing Committee
State Agencies Financial and Compliance Audit Section

Arkansas State Highway and
Transportation Department

June 30, 2010 and 2009

SCOPE AND METHODOLOGY

We have performed an internal control and compliance assessment of the Arkansas State Highway and
Transportation Department (AHTD or the “Agency”), a Department of Arkansas State government, as of and
for the two-year period ended June 30, 2010, and have issued our report herein dated June 8, 2011.
Management of the Agency is responsible for establishing and maintaining internal controls and for complying
with applicable laws and regulations.

Our assessment included cash on deposit, cash receipts, expenditures, purchasing, capital assets, and
compliance with State fiscal laws and regulations for transactions and balances recorded in the Arkansas
Administrative Statewide Information System (AASIS). Our assessment consisted principally of inquiries,
observations, analytical procedures, and selected tests of internal control policies and procedures, accounting
records, and related documents. We relied on financial data provided by the Agency in AASIS and audit work
conducted for the Comprehensive Annual Financial (CAFR) and Single Audits of the State for the fiscal years
2010 and 2009. The methodology used in conducting this assessment was developed uniquely for the
engagement and was more limited in scope than would be necessary to give an opinion on internal controls
or compliance in accordance with auditing standards generally accepted in the United States of America.
Accordingly, we do not express an opinion on internal controls or compliance, nor provide assurance that
deficiencies in internal controls would have been detected during our assessment.

RESULTS OF ASSESSMENT

As the result of the assessment, our tests disclosed the following internal control and/or compliance matter(s)
that were discussed with Agency officials during the course of the assessment and at the exit conference.

The Chief Legal Counsel of the Agency, Robert L. Wilson, allowed staff of the Agency’s Legal Division
to have inappropriate paid absences from work. Employees were improperly allowed to take 4 hours
(one-half day) of paid time off every three weeks on a rotating basis. Schedules assigning the one-
half day for the period July 1, 2007 through December 31, 2009, and analysis of corresponding leave
records and other support, indicated that employees of the Division may have been paid for 2,520
hours for which they did not perform job duties. Based on the employees’ average hourly rates for the
period, the estimated cost of this time totals $73,891.
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Additionally, employees were allowed up to 2 hours of paid time off as needed for doctor appointments
and other personal errands. Adequate supporting documentation was not available to calculate an
estimated cost for the 2 hours of personal time.

Employees required to submit timesheets coded this time to administration as hours worked, and the
following certification statement was removed from the signed timesheets:

“I hereby certify that the total time worked for the day is true and correct, and acknowledge that
providing false information may be grounds for immediate dismissal.”

The following minimum time requirements are established in the Agency’s personnel manual for all
Agency employees, unless authorized leave is taken in accordance with Agency policy:

“Hours of Work: ... The workweek is normally five days, and the workday is normally eight hours
(40 hours); however, employees may be asked to work more. Certain Divisions and/or Districts
vary their schedules. For example, during the summer months, the workweek may be four days
and the workday 10 hours (40 hours). For information concerning the work schedule, contact a
supervisor.”

Once this matter was brought to the attention of Agency management, Legal Division employees were
directed to discontinue the practice. The Agency’s Internal Audit Division also performed a review of
paid absences from work for the period June 14, 2007 through June 30, 2010, and findings and
recommendations were provided to Agency management in a report dated November 10, 2010. During
interviews conducted by the Internal Audit staff, the Chief Legal Counsel stated that the time off was for
compensatory time. However, no documentation was presented to support employees of the Division,
officially or unofficially, earned compensatory time to which the one-half day or personal time could be
charged. Additionally, Internal Audit interviews of Division employees indicated this “off the books”
leave practice had been allowed since November 1989. However, changes in the Division’s staff and
pay rates, as well as lack of schedules and other support, made it impractical to estimate the total cost
and hours beyond the period of the review.

We recommend Agency employees receive periodic notification and/or training regarding Agency
policies for work and leave time. In addition, Agency management should hold supervisors accountable
for adequately monitoring employee attendance in accordance with the policies, and employees
accountable for adequately following the policies. This matter will be referred to the Sixth Judicial
District Prosecuting Attorney.

MISSION AND ENABLING LEGISLATION

AHTD’s mission is to provide a safe, efficient, and environmentally sound transportation system for the State.
This mission includes the planning, construction, maintenance, and policing of State roads and highways (the
“State highway system”); providing aid to individual county road systems; providing funding for the construction
and maintenance of recreational trails for both motorized and non-motorized transport; and overseeing a
number of programs related to Arkansas roads, including the Scenic Byways, Historic Bridges, and Wildflower
Programs.

Amendment no. 42 to the Arkansas Constitution was adopted by voters in November 1952 and created the
current State Highway Commission (the “Commission”). Amendment no. 42 and Ark. Code Ann. Title 27
provide specific laws related to transportation and the powers and duties of the Commission and AHTD in the
coordination of public and private transportation activities, and the effective implementation of the Agency’s
mission.



http://www.encyclopediaofarkansas.net/encyclopedia/entry-detail.aspx?entryID=4209
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ORGANIZATIONAL STRUCTURE

The Commission is composed of five members appointed by the Governor, with the advice and consent of the
Arkansas Senate, to serve ten year terms, and consists of one member from each of the four congressional
districts and one member from the State at large. The Commission is assigned all powers necessary to fully
and effectively administer state laws and regulations relating to agency operations. The AHTD Director is
appointed by the Commission and is responsible for developing and managing a professional staff to oversee
daily operations.

The Agency’s central offices are located at 10324 Interstate 30, Little Rock, Arkansas 72209, and the
organization chart in EXHIBIT | below represents the intended flow of authority, responsibility, and information
within the Agency.

EXHIBIT |
AHTD Organization Chart
‘ CITIZENS OF ARKANSAS‘
I
GOVERNOR AND
LEGISLATURE ———  HIGHWAY POLICE |
I
| LEGALH CHIEF COUNSEL HIGHWAY COMMISSION | EQUAL OPPORTUNITY
EMPLOYMENT (EEO)
| INTERNAL AUDIT DIRECTOR — AND DISADVANTAGED
I BUSINESS
[ | ENTERPRISE (DBE)
DEPUTY DIRECTORAND| _ _ _ | ASSISTANT TO THE SECTION
CHIEF ENGINEER DIRECTOR
|
ASSISTANT CHIEF ASSISTANT CHIEF COMPUTER
ENGINEER B EER Denlan ENGINEER SERVICES
OPERATIONS PLANNING
EQUIPMENT AND
| CONSTRUCTION = BRIDGE L ENVIRONMENTAL PROCUREMENT
— MAINTENANCE — RIGHT OF WAY — PLANNING AND FISCAL SERVICES -
RESEARCH
- | ROADWAY | PROGRAMS AND HUMAN -
MATERIALS DESIGN CONTRACTS RESOURCES
—| TEN DISTRICTS | STATEAID ] SURVEYS PUBLIC AFFAIRS |_

AHTD has divided the State into ten districts, as shown in Exhibit Il on page 4, and established offices to
supervise operations in these districts. The districts include 85 county area maintenance headquarters and 31
resident engineer offices located across the State.
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Exhibit Il
District Boundaries and Headquarter Locations

@ District Headguarters

FISCAL ANALYSIS

A trend line of AHTD revenues, expenditures, and other sources and uses for fiscal years 2006 through 2010
is provided in Exhibit Ill on page 5. Fiscal year 2010 and 2009 revenues, expenditures, other sources and
uses, and assets and liabilities are discussed separately below.

Revenues

AHTD reported $955 million and $910 million in total revenue for the fiscal years ended June 30, 2010 and
2009, respectively. The primary sources of these funds are federal grants and reimbursements (50%), motor
fuel taxes (34%), and motor vehicle license fees (10%). The $45 million net increase in revenue in fiscal year
2010 is attributed to the following:

e $52 million net increase in federal grants and reimbursement revenue due to an $87 million increase in
American Recovery and Reinvestment Act (ARRA) funding and a $35 million decrease in other federal
funding. AHTD received ARRA funding for the last two months of fiscal year 2009, and all of fiscal
year 2010 resulting in the increase. The reduction in other federal funding is due to the timing and
availability of funds authorized through continuing resolutions.

e $27 million net increase in motor fuel tax, natural gas severance tax, and other revenue. Fiscal year
2010 was the first full year the natural gas severance tax was collected, and represents $20 million of
the increase. Acts 4 and 5 of the First Extraordinary Session of 2008 increased the natural gas
severance tax effective January 1, 2009, and 95% of the tax collected at the rates enacted by Ark.
Code Ann. § 26-58-111(5) is subject to the Highway Revenue Distribution Law as outlined in Ark. Code
Ann. 88 27-70-201 — 2009.
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e $34 million decrease in motor vehicle license fees. Prior to fiscal year 2010 motor vehicle license fees
collected by the Department of Finance and Administration (DFA) were recorded as AHTD revenue in
AASIS, and transfers were recorded for distributions to the Constitutional Officers, State Central
Services, Gasoline Tax Refund, County Aid, and Municipal Aid Funds in accordance with the Highway
Revenue Distribution Law. Beginning in fiscal year 2010 only the Agency’s portion of the revenue was
recorded in AHTD’s funds in AASIS.

Expenditures
Expenditures at AHTD totaled $884 million and $862 million for fiscal years ended June 30, 2010 and 2009,

respectively, as illustrated in Exhibit IV below. Capital outlay and salary expenditures comprised 50% and
21% of AHTD expenditures for both fiscal years, respectively. Construction of state highway system
infrastructure comprised 94% and 95% of capital outlay, and the ten largest construction contracts totaled
$165.6 million and $202.7 million as illustrated in Schedules 1 and 2 on pages 7 and 8, for fiscal years 2010
and 2009, respectively.

Cash expenditures of federal, state, county, and city funds for state highway and county road construction and
routine maintenance for fiscal year 2010 and 2009 are illustrated in Schedule 3 on pages 9 through 12. This
information was compiled by AHTD, but the distribution of the funds used is controlled by the Highway
Revenue Distribution Law. AHTD did not directly receive and expend all of the funds.

Other Sources and Uses

The net increase in other sources and uses illustrated in Exhibit Ill below is primarily due to a change in
accounting for motor vehicle license fees and motor fuel taxes in fiscal year 2010 and 2009, respectively. In
prior years, DFA collected and recorded these fees and taxes as AHTD revenue in AASIS, and transfers were
recorded for distributions to the Constitutional Officers, State Central Services, Gasoline Tax Refund, County
Aid, and Municipal Aid Funds in accordance with the Highway Revenue Distribution Law. Beginning in fiscal
year 2010 and 2009, DFA recorded each fund’s share of motor vehicle license fees and motor fuel taxes,
respectively, as revenue in the receiving fund.

Exhibit 1 Exhibit IV
Revenues, Expenditures, & Other Sources(Uses) Expenditures
For the Fiscal Years Ended June 30, 2006 — 2010 For the Fiscal Years Ended June 30, 2009 — 2010
(Expressed in Millions) (Expressed in Millions)

$1,200 -
$1,000 -

$800 -
$600 ] Assistance/Grants/Aid

Salary

Materials/Supplies

$400 Debt Service

$200 - Capital Outlay

$0 t t t y { Other
$(200)
$(400) .

Total

2006 2007 2008 2009 2010 $0 $200 $400 $600 $800 $1,000

e Revenues == Expenditures == Other Sources(Uses) ® 2010

Source: Arkansas Administrative Statewide Information System. Source: Arkansas Administrative Statewide Information System.
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Assets and Liabilities

A listing of asset and liability balances as of June 30, 2006 through 2010 is presented in Exhibit V below.
During fiscal year 2010, AHTD issued $253.2 million of advance refunding general obligation bonds to redeem
their 2000A, 2001A, and 2002 bond series. The bonds bear interest rates ranging from 2.5% to 5.0% and
mature in 2015. A portion of the proceeds of the new bonds were placed in an irrevocable trust to provide for
all future debt service payments on the 2002 bond series. The remainder of the proceeds was placed in a trust
account to be used in early fiscal year 2011 to redeem the 2000A and 2001A bond series. As of June 30,
2010, $161.2 million of outstanding bonds are considered defeased resulting in an economic present value
savings of $5.8 million and a reduction of $25.9 million in future debt service. The refunding resulted in a loss
on early retirement of $10.2 million for fiscal year 2010.

Exhibit V
Assets and Liabilities
June 30, 2006 through 2010
(Expressed in Thousands)

2006 2007 2008 2009 2010
Assets:
Cash in State Treasury’ $ 170073 (% 221083 | % 2068038 | ¢ 227195 | ¢ 312,008
Cash in Bank 4 176 2815 1,966 1,132 82,297
Investments 19 265 21,336 71,384 72 962 80 645
Feceivables 47 223 34 245 21,138 BB, 5496 g68,270
Fixed Assets ¥, 766 063 7,886 102 . HEH 28R g,.080 272 d,15959 025
Other Assets 12173 12 254 12 827 12 277 12 651
Total Assets $8,018,973 | $8,187,535 | $8,302,637 | $8.,460,434 | $8,712,896
Lighilities:
Bonds and Interest Payahle | $ 549808 | § 499282 | $ 446257 | $ 390,588 | § 429,080
Salary and Accrued Leave 17,883 17,530 19 344 20,874 20,814
Other Liabilities 472 034 31,5874 31,809 J6, 282 41,321
Total Liabilities $ 609825 | $ 548386 | $ 497410 | $ 447744 | $ 491,215

' Fund balances were reconciled to the State Treasury without exception.

Source: Arkansas Administrative Statewide Information System.

REPORT DISTRIBUTION

This report is intended solely for the information and use of the Legislative Joint Auditing Committee, state
executive and oversight management, agency management, State Highway Commission, and other parties as
required by Arkansas Code and is not intended to be and should not be used by anyone other than these
specified parties. However, pursuant to Ark. Code Ann. 8§ 10-4-417, all reports presented to the Legislative
Joint Auditing Committee are matters of public record and distribution is not limited.
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SCHEDULE 3

AHTD
CONSTRUCTION AND MAINTENANCE CASH EXPENDITURES
FISCAL YEARS ENDING JUNE 30, 2009 AND 2010
(EXPRESSED IN THOUSANDS)

State Highway County Road Routine
Construction Construction Maintenance ;
District / County

DISTRICT 1:
Crittenden $ 20571 $ 23480 $ 852 $ 2,148 $ 1,439
Cross 123 1,024 204 % 544 1,159 1,187
Lee 5,904 3,838 3,061 456 681 767
Monroe 4,992 6,842 997 269 722 787
Phillips 71 400 (2) 379 849 954
St. Francis 71 14,290 336 1,069 1,440
W oodruff 1,348 216 330 716 826
Multi-County 2 28,973 12,620 1,191 23 25
TOTAL - DISTRICT 1 60,705 63,842 6,855 1,978 7,367 7,425

DISTRICT 2:
Arkansas 1,740 6,501 1,541 726 1,021 1,299
Ashley 3,211 4,385 2) 511 778 839
Chicot 5,058 4,257 301 238 1,007 854
Desha 528 2,122 698 863 809
Drew 417 1,762 642 351 802 907
Grant 5,307 12,159 1,769 358 697 710
Jefferson 9,840 22,592 320 234 1,553 1,671
Lincoln 22,486 2,337 154 700 736 697
Multi-County 2 18 19 106 30
TOTAL - DISTRICT 2 48,605 56,134 4,725 3,816 7,563 7,816

DISTRICT 3:
Hempstead 5,534 7,035 605 981 1,305 1,738
Howard 1,025 313 848 398 525 543
Lafayette 167 4 187 664 657 522
Little River 64 920 548 281 868 935
Miller 26,923 31,146 982 599 1,170 1,131
Nevada 4,956 4,600 97 1,156 1,020
Pike 1,034 386 1,230 476 671 869
Sevier 275 1,971 489 127 765 607
Multi-County 2 193 122 39 42
TOTAL - DISTRICT 3 40,171 46,497 4,986 4,126 7,156 7,407
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SCHEDULE 3

AHTD
CONSTRUCTION AND MAINTENANCE CASH EXPENDITURES
FOR FISCAL YEARS ENDING JUNE 30, 2009 AND 2010
(EXPRESSED IN THOUSANDS)

State Highway County Road Routine
Construction Construction Maintenance ;
District / County

DISTRICT 4:
Crawford $ 18872 $ 2414 $ 795 $ 570 $ 891 $ 1,052
Franklin 339 6,732 710 4 709 695
Logan 868 1,745 36 212 526 612
Polk 559 1,977 1,942 565 632 593
Scott 118 1,028 1,378 693 580 595
Sebastian 10,398 23,542 2,460 15 1,158 1,344
Washington 15,696 15,307 160 330 1,205 1,294
Multi-County 2 148 74 22 34
TOTAL - DISTRICT 4 46,998 52,819 7,481 2,389 5,723 6,219

DISTRICT 5:
Cleburne 1,062 1,957 1,002 897 930 421
Fulton 126 1,810 919 188 772 623
Independence 13,655 9,719 518 566 512 782
lzard 715 3,106 538 730 517 618
Jackson 92 271 448 765 800 1,175
Sharp 79 388 271 755 499 523
Stone 541 272 180 465 570 493
White 2,503 3,593 1,557 654 1,409 1,110
Multi-County 2 80 31 16 19
TOTAL - DISTRICT 5 18,853 21,147 5,433 5,020 6,025 5,764

DISTRICT 6:
Garland 8,754 8,879 62 1,982 671 790
Hot Spring 1,352 152 333 171 743 976
Lonoke 3,887 12,995 1,384 268 1,377 1,263
Prairie 992 221 193 199 1,028 1,275
Pulaski 40,868 59,513 4,950 4,095 3,097 3,218
Saline 20,587 12,232 679 294 683 896
Multi-County 31 11 51 49
TOTAL - DISTRICT 6 76,471 94,003 7,601 7,009 7,650 8,467
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SCHEDULE 3

AHTD
CONSTRUCTION AND MAINTENANCE CASH EXPENDITURES
FISCAL YEARS ENDING JUNE 30, 2009 AND 2010
(EXPRESSED IN THOUSANDS)

State Highway County Road Routine
Construction Construction Maintenance ;
District / County

DISTRICT 7:
Bradley $ 18 $ 807 $ 442 $ 523 $ 559 $ 529
Calhoun 11,888 7,138 341 172 510 532
Clark 2,398 1,053 674 1 1,176 854
Cleveland 183 1,340 191 277 533 402
Columbia 151 1,408 1,701 292 794 1,005
Dallas 2,948 2,368 173 635 768
Ouachita 228 1,513 729 1,937 1,092
Union 21,937 19,231 64 556 876 1,266
Multi-County 2 5 3 35 31
TOTAL - DISTRICT 7 39,756 34,861 3,413 2,723 7,055 6,479

DISTRICT 8:
Conway 49 194 391 151 1,840 768
Faulkner 11,249 10,870 1,987 992 1,072 1,222
Johnson 104 212 41 353 707 731
Montgomery 4,882 3,715 153 161 659 623
Perry 31 165 415 692 711
Pope 9,622 12,830 401 187 1,124 1,258
Van Buren 1,928 7,412 1,257 153 796 693
Yell 2,237 4,134 1,253 779 915 948
Multi-County 2 220 281 28 31
TOTAL - DISTRICT 8 30,291 39,679 5,648 3,191 7,833 6,985

DISTRICT 9:
Baxter 5,841 4,014 644 571 484 908
Benton 18,920 14,624 1,375 548 1,138 1,338
Boone 9,400 3,549 1,334 91 513 726
Carroll 3,368 3,887 444 473 665
Madison 5,666 5,280 638 214 700 791
Marion 224 462 663 80 500 638
Newton 351 539 595 286 525 585
Searcy 1,200 31 458 475 547 642
Multi-County 2 22 121 25 42
TOTAL - DISTRICT 9 44,992 32,507 6,151 2,265 4,905 6,335
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SCHEDULE 3

AHTD
CONSTRUCTION AND MAINTENANCE CASH EXPENDITURES
FISCAL YEARS ENDING JUNE 30, 2009 AND 2010
(EXPRESSED IN THOUSANDS)

State Highway County Road Routine
Construction Construction Maintenance ;
District / County
DISTRICT 10:
Clay $ 8 $ 1211 $ 154 $ 864 $ 587 $ 627
Craighead 6,855 10,512 3 353 1,026 1,091
Greene 6,744 5,518 608 374 786 709
Lawrence 4,589 5,859 1,900 227 574 756
Mississippi 10,008 2,706 1,021 4 1,763 2,138
Poinsett 1,947 2,745 233 524 1,040 1,146
Randolph 1,326 2,770 749 1,316 538 824
Multi-County 2 3,276 8,944 2,386 23 30
TOTAL - DISTRICT 10 34,753 40,265 7,054 3,662 6,337 7,321
MULTI-DISTRICT 37,435 44,310 115 402 - -
TOTAL $ 479,030 $ 526,064 $ 59,462 $ 36,581 $ 67,614 $ 70,218

! Includes federal, state, county, and city funds.

2 Expenditures allocated to two or more counties within a district, in addition to funds shown.

Note:  Special project jobs are not included, and any negative balances represent accounting
adjustments.

Source: 49th Biennial Report of the Arkansas State Highway Commission available at:
http://www.arkansashighways.com/annual_biennial_report.aspx.
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