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April 15, 2020 

The Honorable Anthony Kern, Chair 
Joint Legislative Audit Committee 

The Honorable Rick Gray, Vice Chair 
Joint Legislative Audit Committee 

Dear Representative Kern and Senator Gray: 

We have recently completed an initial followup of the Arizona Department of Health Services—
Procurement and Contract Monitoring regarding the implementation status of the 22 audit 
recommendations (including subparts of the recommendations) presented in the performance 
audit report released in August 2019 (Auditor General Report 19-109). As the attached grid 
indicates: 

 19 are in the process of being implemented. 
   1 is in the process of being implemented in a different manner. 
   2 are not yet applicable. 

We will conduct an 18-month followup with the Department on the status of those 
recommendations that have not yet been fully implemented. 

Sincerely, 
Dale Chapman, Director 
Performance Audit Division 

cc: Dr. Cara Christ, Director 
Arizona Department of Health Services 

 



Arizona Department of Health Services—Procurement and 
Contract Monitoring 

Auditor General Report 19-109 
Initial Follow-Up Report 

Recommendation  Status/Additional Explanation 
 

 
 

Finding 1: Department did not follow some State procurement requirements for 22 of 25 
contracts reviewed 

1. The Department should include policies and proce-
dures in its draft procurement manual that address is-
sues identified in this finding to help ensure compli-
ance with the Code and purchasing requirements. 
The Department’s procurement manual should pro-
vide policies and procedures that require the follow-
ing: 

  

a. Appropriately procuring professional services, in-
cluding guidance for how to establish evaluation 
criteria, under what circumstances it will use a 
professional services contract, and how to docu-
ment this procurement including the statement of 
work and offer and acceptance of the award. In 
doing so, the Department should work with its As-
sistant Attorney General to determine how these 
contracts may be used to comply with the Code. 

 Implementation in process  
The Department is developing a procurement policy 
and a procurement procedures manual to help De-
partment staff adhere to State purchasing require-
ments and address issues identified in our finding. 
For example, the draft manual indicates that the De-
partment will not procure professional services con-
tracts, but if occasion arises in which it needs to use 
one, it will then work with its Assistant Attorney Gen-
eral to ensure compliance with Code and SPO’s pro-
cesses. The draft manual also includes requirements 
for appropriately approving contract amendments. In 
addition, the draft manual includes requirements for 
justifying the use of limited competition contracts and 
the Department developed additional guidance docu-
ments for documenting this justification. Further, the 
Department’s draft manual refers staff to procurement 
checklists that Department staff must use to docu-
ment completion dates of each procurement step and 
to obtain supervisory review and approval. The De-
partment reported it plans to finalize and implement 
its procurement policy and procurement procedures 
manual in May 2020. 

b. Approving only contract amendments that include 
requirements considered in the original solicita-
tion and amounts allowed by the Code unless 
otherwise determined in writing by SPO. 

 Implementation in process  
See explanation for Recommendation 1a. 

c. Justifying limited competition contracts and doc-
umenting these efforts and decisions. 

 Implementation in process  
See explanation for Recommendation 1a. 

d. Tracking the completion of each procurement 
step to ensure all required procurement steps 
were performed. 

 Implementation in process  
See explanation for Recommendation 1a. 
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e. Tracking contract spending and contract expira-
tions to prevent Department staff from spending 
more than is allowed per the contract type or us-
ing expired contracts. 

 Implementation in process  
The Department is developing a contract monitoring 
policy that requires each Department program to es-
tablish a contract administration plan for each of their 
contracts and requires these contract administration 
plans to specify roles and responsibilities for contract 
monitoring. According to Department staff, this will in-
clude specifying who is responsible for tracking con-
tract spending. According to the Department, it plans 
to finalize and implement this policy in May 2020. 
 
Additionally, the Department reported that it relies on 
controls within the State’s Procurement Portal to help 
prevent spending more than the amount allowed by 
the contract or using an expired contract. According 
to the Department, the State’s Procurement Portal will 
not process purchases on a contract if the purchase 
exceeds the amount listed for the contract or if the 
contract is past its expiration date. Although these 
controls can help address these issues, the Depart-
ment acknowledged that these controls will only work 
if Department staff enter the contract limit amount and 
the contract expiration date into the State’s Procure-
ment Portal. As of March 2020, the Department had 
yet to develop policies and procedures for doing so. 

f. Conducting a supervisory review to help ensure 
the completion of key procurement steps, such as 
obtaining signed conflict-of-interest statements, 
informing all Department staff that a solicitation is 
beginning, and ensuring that both parties sign the 
contract offer and acceptance of award to finalize 
the contract. 

 Implementation in process  
See explanation for Recommendation 1a.  

g. Training appropriate staff on State procurement 
requirements and Department policies and pro-
cedures once they have been fully developed. 

 Not yet applicable 
The Department has not yet finalized and imple-
mented its newly developed procurement policy and 
its procurement procedures manual (see explanation 
for Recommendation 1a). The Department reported it 
plans to finalize and implement the policy and manual 
in May 2020 and provide training to its staff by June 
2020. 

2. The Department should complete its draft procure-
ment manual and implement it. 

 Implementation in process 
See explanation for Recommendation 1a. 
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3. The Department should modify the procurement 
checklist it began using during the audit to include 
guidance for missing procurement requirements, 
such as procuring professional services and ensuring 
contract amendments are approved only if they align 
with requirements in the Code, and implement the 
use of the checklist, including supervisory review. 

 Implementation in a different manner in process 
The Department has begun to address this recom-
mendation in a different manner. Specifically, the De-
partment modified its draft procurement procedures 
manual to clarify that the Department will not use pro-
fessional services contracts going forward but if the 
need arises, it will work with its Assistant Attorney 
General to ensure such a contract is procured appro-
priately. In addition, the Department added instruc-
tions to its draft procurement procedures manual for 
appropriately approving contract amendments. The 
Department is relying on its manual for this guidance 
rather than its procurement checklist because, ac-
cording to the Department, it has modified its procure-
ment checklist to focus on only the steps for initial pro-
curement and not for post-award steps, such as 
amending the contract. As explained in Recommen-
dation 1a, the Department reported it plans to finalize 
and implement its procurement procedures manual in 
May 2020. 

Finding 2: Department paid for some services without ensuring they were provided and 
contract requirements were met 

4. The Department should develop and implement writ-
ten policies and procedures to direct and guide its 
contract monitoring. Consistent with best practices, 
these policies and procedures should specify and/or 
require: 

  

a. Program requirements and staff roles and re-
sponsibilities for monitoring contracts. 

 Implementation in process 
The Department is developing a contract monitoring 
policy that requires Department programs and staff 
with key subject matter expertise to be involved in de-
veloping specific and measurable contract terms, de-
liverables, and payment schedules. As explained in 
Recommendation 1e, the draft policy also requires 
Department programs to develop a contract admin-
istration plan for each contract that includes elements 
such as assigning specific contract administration 
team members, the monitoring roles and responsibil-
ities of these team members, the specific contract de-
liverables and reporting requirements to be moni-
tored, and the tools or methods for tracking the com-
pletion of contract requirements. Additionally, the De-
partment reported that it is in the process of designing 
a contract administration plan template.  
 
Further, the Department’s draft contract monitoring 
policy and procurement procedures manual address 
contract noncompliance by requiring program staff to 
report noncompliance concerns to the Department’s 
procurement staff who are required to take steps to 
resolve the noncompliance, such as documenting the  
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  concerns, contacting the contractor to provide an op-
portunity to remedy the noncompliance, and/or issu-
ing a formal notice to the contractor that will be used 
in the Department’s evaluation of the contractor on 
future bids. The Department indicated it plans to final-
ize and implement its draft contract monitoring policy, 
procurement procedures manual, and contract ad-
ministration plan template in May 2020. 

b. Developing a written contract administration plan 
outlining monitoring activities for each contract. 

 Implementation in process 
See explanation for Recommendation 4a. 

c. Including specific and measurable contract 
terms, and reporting requirements in the con-
tracts. 

 Implementation in process 
See explanation for Recommendation 4a. 

d. Taking appropriate action to address noncompli-
ance, such as withholding payment. 

 Implementation in process 
See explanation for Recommendation 4a. 

e. Developing and using tools and/or methods to ef-
fectively track completion of contract require-
ments, including spending. 

 Implementation in process 
See explanation for Recommendation 4a. 

5. The Department should develop and implement a 
centralized process, including written policies and 
procedures, for overseeing its programs’ monitoring 
efforts to ensure compliance with the contract policies 
and procedures it developed. 

 Implementation in process 
The Department is developing a contract monitoring 
policy that assigns the Department’s internal audit of-
fice the responsibility of assessing each Department 
program’s risk for noncompliance with the contract 
monitoring policy. Based on this determination, pro-
grams with higher risk may be required to undergo a 
supervisory review to assess compliance with the pol-
icy. However, the policy does not indicate how fre-
quently these reviews will occur or specify responsi-
bility for following up with Department programs to ad-
dress any areas identified for improvement. Accord-
ing to the Department, it plans to finalize and imple-
ment the contract monitoring policy in May 2020.  

6. The Department should develop and implement pol-
icy and procedures for working with contractors that 
will provide guidance on recovering any monies that 
may have been inappropriately paid, including speci-
fying in what circumstances it will work with its Assis-
tant Attorney General to recover these monies. 

 Implementation in process 
The Department’s draft contract monitoring policy di-
rects Department staff to make efforts to recover 
monies when the Department makes an overpayment 
and refers staff to the debt-processing process out-
lined in the State of Arizona Accounting Manual for 
doing so. The draft policy also specifies that Depart-
ment programs must refer all unresolved collections 
greater than 90 days to the Arizona Attorney Gen-
eral’s Office. According to the Department, it plans to 
finalize and implement this policy in May 2020. 
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7. The Department should continue to implement its 
newly developed policy for monitoring contracts that 
receive federal funding to ensure that its programs 
conduct risk assessments to determine the appropri-
ate level of monitoring to perform for contractors or 
subrecipients. 

 Implementation in process 
The Department’s policy for monitoring contracts that 
receive federal funding requires the Department’s 
Controller’s Office, rather than its programs, to con-
duct risk assessments to determine the appropriate 
level of monitoring for contractors or subrecipients. 
The Department indicated that its Controller’s Office 
will perform this assessment through its internal audit 
office, which is in the process of developing a con-
tractor risk-assessment tool to determine the appro-
priate level of monitoring for all of the Department’s 
contracts and subrecipients by May 31, 2020.  

Finding 3: Department’s payment processing does not consistently provide adequate 
oversight to ensure appropriate use of public monies 

8. The Department should continue to develop and im-
plement written payment-processing policies and pro-
cedures to better safeguard public monies and pre-
vent payments for unauthorized services, over-
charges, and paying for services without ensuring 
they were received by: 

  

a. Requiring program staff with the expertise and 
knowledge about the contract requirements to 
obtain and review adequate supporting docu-
mentation prior to approving invoices for pay-
ment. In instances when resources do not permit 
a review of all supporting documentation, the De-
partment should use a risk-based approach to re-
view the supporting documentation. 

 Implementation in process 
The Department is developing a policy for invoice pro-
cessing that requires program staff with knowledge 
and expertise about the contract to obtain and review 
supporting documentation prior to approving invoices 
for payment. The policy also requires the Depart-
ment’s internal audit office to evaluate each pro-
gram’s risk of noncompliance with the policy and then 
based on this risk, may require some programs to 
complete additional review and approval of invoices 
and supporting documentation, such as a supervi-
sory-based review. However, the Department has not 
developed detailed procedures for reviewing support-
ing documentation. For example, although the new 
policy requires program staff to indicate that they 
have reviewed and approved the invoice and support-
ing documentation, it does not specify whether a sig-
nature/initials and a date, an email confirmation, or 
electronic approval in the State’s online system will 
be required or who will determine the method to be 
used. The Department reported it intends to finalize 
and implement the policy by May 2020.  
 
In addition, the Department’s policy for monitoring 
contracts that receive federal funding requires sub-re-
cipients to maintain full supporting documentation so 
that the Department may conduct financial reviews 
upon request based on the Department’s evaluation 
of sub-recipient risk, including a risk-based review of 
invoices. 

b. Conducting a risk-based supervisory review of 
the invoices and supporting documentation that 
program staff approved. 

 Implementation in process 
See explanation for Recommendation 8a. 
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c. Documenting program staff’s invoice review and 
approval with a consistent approval method, such 
as initials, signatures, or another method, to show 
that they reviewed and approved the invoice and 
supporting documentation. 

 Implementation in process 
See explanation for Recommendation 8a. 

9. The Department should train all appropriate staff on 
its payment-processing policies and procedures once 
they are developed. 

 Not yet applicable 
The Department has not yet finalized and imple-
mented its draft invoice processing policy, although 
the policy states that Department staff who approve 
invoices must complete an annual training (see ex-
planation for Recommendation 8a). The Department 
reported that it will finalize and implement this policy 
by May 2020 and that it plans to train appropriate staff 
on the policy by June 1, 2020. 

10. The Department should ensure that its various pro-
grams and program staff adhere to its payment-pro-
cessing policies and procedures as part of overseeing 
its programs for compliance with its contract-monitor-
ing policies and procedures as recommended in Find-
ing 2. 

 Implementation in process 
The Department’s draft invoice processing policy (see 
explanation for Recommendation 8a) establishes a 
centralized process for overseeing Department pay-
ment processing by assigning the Department’s inter-
nal audit office the responsibility of determining the 
risk of a Department program’s noncompliance with 
the new invoice processing policy. Based on this de-
termination, programs with a higher risk of noncom-
pliance may be required to submit invoices for super-
visory review and approval. According to the Depart-
ment, it plans to finalize and implement this policy in 
May 2020.  

  


