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Independent Auditor’s Report

To the Honorable Kristi Noem

Governor of South Dakota

and

The South Dakota Department of Labor and Regulation
Pierre, South Dakota

Report on the Audit of the Financial Statements
Opinion

We have audited the financial statements of the Unemployment Insurance Fund of the South Dakota Department of
Labor and Regulation (the Fund), an enterprise fund of the State of South Dakota, as of and for the year ended June
30, 2023, and the related notes to the financial statements, as listed in the table of contents.

In our opinion, the accompanying financial statements referred to above present fairly, in all material respects, the
financial position of the Fund as of June 30, 2023, and the changes in its financial position and cash flows thereof for
the year then ended in accordance with accounting principles generally accepted in the United States of America.

Basis of Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
(GAAS) and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States (Government Auditing Standards). Our responsibilities under those standards
are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report.
We are required to be independent of the Fund, and to meet our other ethical responsibilities, in accordance with the
relevant ethical requirements relating to our audit. We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our audit opinion.

Emphasis of Matter

As discussed in Note 1, the financial statements of the Unemployment Insurance Fund of the South Dakota Department
of Labor and Regulation are intended to present the financial position, the changes in financial position and cash flows
of only that portion of the South Dakota Department of Labor and Regulation and the State of South Dakota that is
attributable to the transactions of the Unemployment Insurance Fund of the South Dakota Department of Labor and
Regulation. They do not purport to, and do not, present fairly the financial position of the South Dakota Department
of Labor and Regulation or the State of South Dakota as of June 30, 2023, and the changes in their financial position,
or where applicable, their cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America. Our opinion is not modified with respect to this matter.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance with
accounting principles generally accepted in the United States of America, and for the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free
from material misstatement, whether due to fraud or error.

What inspires you, inspires us. | eidebailly.com 1
24 2nd Ave. SW. | PO.Box 430 | Aberdeen, SD 57402-0430 | T605.225.8783 | F 605.225.0508 | EOE



Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance but is not absolute assurance and, therefore, is not a guarantee that
an audit conducted in accordance with GAAS and Government Auditing Standards will always detect a material
misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control. Misstatements are considered material if there is a substantial likelihood that, individually
or in the aggregate, they would influence the judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS and Government Auditing Standards, we:

Exercise professional judgment and maintain professional skepticism throughout the audit.
Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or
error, and design and perform audit procedures responsive to those risks. Such procedures include examining,
on a test basis, evidence regarding the amounts and disclosures in the financial statements.

e  Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Fund’s internal control. Accordingly, no such opinion is expressed.

» Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluate the overall presentation of the financial statements.

We are required to communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit, significant audit findings, and certain internal control-related matters that we identified
during the audit.

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s discussion
and analysis be presented to supplement the basic financial statements. Such information is the responsibility of
management and, although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board, who considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, economic, or historical context. We have applied certain limited procedures
to the required supplementary information in accordance with GAAS, which consisted of inquiries of management
about the methods of preparing the information and comparing the information for consistency with management’s
responses to our inquiries, the basic financial statements, and other knowledge we obtained during our audit of the
basic financial statements. We do not express an opinion or provide any assurance on the information because the
limited procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued a report dated October 3, 2023, on our
consideration of the Fund’s internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, grant agreements, and other matters. The purpose of that report is solely to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the effectiveness of the Fund’s internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing Standards
in considering the Fund’s internal control over financial reporting and compliance.

@M(zjﬁ

Aberdeen, South Dakota
October 3, 2023



SOUTH DAKOTA DEPARTMENT OF LABOR AND REGULATION

MANAGEMENT’S DISCUSSION AND ANALYSIS
UNEMPLOYMENT INSURANCE FUND
JUNE 30, 2023

The following is a discussion and analysis of the South Dakota’s Unemployment Insurance Trust Fund
financial performance and position for the fiscal year ended June 30, 2023.

The South Dakota Reemployment Assistance (RA) division returned to a normal fiscal year spanning July
1, 2022, through June 30, 2023. During this time, applications for benefits increased from 10,525 in
FY2022 to 11,121 in FY2023, while the number of weekly payments decreased from 58,604 to 56,505.

As a result of returning to normal conditions in South Dakota, the Unemployment Insurance Trust Fund
reported a net position of $219.5 million as of June 30, 2023, compared to $199.9 million on June 30, 2022.
The $19.6 million increase in net position was approximately the same growth as the prior year. The
unemployment rate was lower during FY2023 at 2.0% when compared to the FY 2022 of 2.6%.

Contributing to the change in net position, the Trust Fund’s operating income (operating revenues less
operating expenses) decreased by $2.97 million, a 15.6% change from the prior year. This is predominantly
a result of an increase of $5.9 million in reemployment assistance benefits paid compared to the prior fiscal
year.

The decrease in operating income is also attributed to a smaller increase of employer and federal
contributions in FY2023 of $2.97 million when compared to the $3.8 million increase in FY2022.

Nonoperating revenues increased by $755 thousand from FY2022. In addition, of those nonoperating
revenues, investment earnings increased by $710 thousand from the prior fiscal year.



SOUTH DAKOTA DEPARTMENT OF LABOR AND REGULATION
STATEMENT OF NET POSITION

UNEMPLOYMENT INSURANCE FUND

JUNE 30, 2023

Assets

Current Assets

Cash and Cash Equivalents (Note 2) $ 205,033,466
Receivables, Net of Allowance for

Doubtful Accounts of $3,852,795 11,018,076
Receivable from Other Governments 59,948
Receivable from Other State Funds (Note 3) 46,161
Total Current Assets 216,157,651

Non-Current Assets
Receivables, Net of Allowance for

Doubtful Accounts of $13,296,465 3,985,472
Total Non-Current Assets 3,985,472
Total Assets $ 220,143,123

Liabilities and Net Position

Current Liabilities

Due to Other Governments $ 392,707
Benefits Payable to Claimants 47,431
Unearned Funds for Reimbursing Employers 115,214
Payable to Futures Fund (Note 3) 15,250
Payable to Administrative Fund (Note 3) 180
Payable to Employment Security Contingency Fund (Note 3) 101,179
Total Current Liabilities 671,961

Commitments and Contingencies (Note 4)

Net Position
Restricted 219,471,162
Total Liabilities and Net Position $ 220,143,123

The accompanying notes are an integral part of this statement.



SOUTH DAKOTA DEPARTMENT OF LABOR AND REGULATION

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION

UNEMPLOYMENT INSURANCE FUND
FOR THE YEAR ENDED JUNE 39, 2023

Operating Revenues

Employer Contributions $ 43,304,998
Federal Assistance Payments 1,450,127
Total Operating Revenues 44,755,125
Operating Expenses

Unemployment Insurance Benefits 28,630,885
Total Operating Expenses 28,630,885
Operating Income 16,124,240
Non-Operating Revenue

Pooled Investment Income 3,433,913
Interest and Penalties on Contributions and Overpayments 1,002,781
Total Non-Operating Revenue 4,436,694
Income Before Transfers 20,560,934
Transfers

Transfers To Other State Funds (Note 3) (993,733)
Net Transfers (993,733)
Change in Net Position 19,567,201
Total Net Position -- June 30, 2022 199,903,961

Total Net Position -- June 30, 2023

$ 219,471,162

The accompanying notes are an integral part of this statement.



SOUTH DAKOTA DEPARTMENT OF LABOR AND REGULATION
STATEMENT OF CASH FLOWS

UNEMPLOYMENT INSURANCE FUND
FOR THE YEAR ENDED JUNE 30, 2023

Cash Flows from (used for) Operating Activities

Receipts from Employers $ 47,357,859
Receipts from Other Governments 796,086
Payments for Benefits (28,631,845)
Net Cash Flows from Operating Activities 19,522,100
Cash Flows from (used for) Non-Capital Financing Activities

Investment and Administrative Fees Collected not yet Transferred to Other State Funds (18,650)
Transfer to Other State Funds (980,069)
Net Cash Flows used for Non-Capital Financing Activities (998,719)
Cash Flows from Investing Activities

Cash Received for Pooled Investment Income 3,433,913
Cash Received from Interest and Penalties on Contributions and Overpayments 1,002,781
Net Cash Flows from Investing Activities 4,436,694
Net Increase in Cash During the Year 22,960,075
Cash — Beginning of Year 182,073,391

Cash — End of Year

$ 205,033,466

Reconciliation of Operating Income to Net Cash Flows from Operating Activities:

Operating Income $ 16,124,240
Change in Assets and Liabilities:
Receivables Net of Doubtful Accounts 4,058,762
Receivables from/Amounts Due to Other Governments (654,041)
Receivables from Other State Funds (2,322)
Unearned Funds for Reimbursing Employers (3,579
Benefits Payable to Claimants (960)
Net Cash Flows from Operating Activities $ 19,522,100

The accompanying notes are an integral part of this statement.



SOUTH DAKOTA DEPARTMENT OF LABOR AND REGULATION

NOTES TO THE FINANCIAL STATEMENTS
UNEMPLOYMENT INSURANCE FUND
JUNE 30, 2023

1) Summary of Significant Accounting Policies
a. Reporting Entity

The South Dakota Department of Labor and Regulation (the Department) is the state agency responsible for providing
job placement services, job training services, unemployment insurance services, and the enforcement of state labor
laws. The Unemployment Insurance Fund (the Fund) is used to account for tax receipts from employers within the
State of South Dakota and Federal Unemployment Programs and to account for benefits paid to unemployed persons.
The accompanying financial statements present only the financial condition and results of operations of the Fund and
do not represent a complete presentation of the State of South Dakota or the Department’s net position and activities.

b. Fund Accounting

The accounts of the Fund are organized for accounting and reporting purposes on the basis of fund accounting. The
operations of the Fund are accounted for with a separate set of self-balancing accounts that comprise its assets,
liabilities, net position, revenues, and expenses.

Enterprise funds are used to report a governmental activity funded by a charge to external users of services. The Fund
is an enterprise fund of the State of South Dakota established to account for funds that are expended for benefits paid
to unemployed South Dakota workers. Fund revenues are collected from South Dakota employers based upon a
percentage of qualifying wages paid and from direct federal funding. Cash balances of the Fund are to be deposited
with the U.S. Department of Treasury as required by SDCL 61-4-5,

¢. Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the amounts reported in the
financial statements. Actual results could differ from those estimates. Significant estimates not disclosed elsewhere
in the accompanying financial statements include:

An allowance for uncollectible receivables is maintained at a level which management believes is adequate to absorb
probable uncollectible accounts. Management determines the adequacy of the allowance based on historical data,
current economic conditions, and other pertinent factors for the Fund.

It is reasonably possible that this estimate will change significantly in the near term.
d. Measurement Focus and Basis of Accounting

The financial statements of the Fund have been prepared in accordance with generally accepted accounting principles
(GAAP) as prescribed by the Governmental Accounting Standards Board (GASB). The GASB is the standard-setting
body for governmental accounting and financial reporting.

Proprietary funds are presented using the economic resources measurement focus, applied on the accrual basis of
accounting. Revenues from unemployment taxes from employers are recognized in the period to which the taxes
relate and are earned. Revenues from Federal Unemployment Programs are recognized when applicable benefit
payments are made under such programs. Expenditures are generally recognized when the related fund liability is
incurred. Unearned funds for reimbursing employers represent advanced funds held by the Fund from the Federal
government as part of a pandemic program for the benefit of qualifying reimbursing employers that have not yet been
earned.



SOUTH DAKOTA DEPARTMENT OF LABOR AND REGULATION

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
UNEMPLOYMENT INSURANCE FUND
JUNE 30, 2023

(1) Summary of Significant Accounting Policies (Continued)
e. Receivables and Payables

Receivables represent payments due from employers, other governments, and claimants for benefit overpayments.
Appropriate allowances for estimated uncollectible amounts have been established. Receivables are classified in the
statement of net position based on their estimated collection as of the statement of net position date.

Benefits payables represent benefits payable to the claimants either certified as of June 30, 2023, or initially filed as
of June 30, 2023, and subsequently approved and paid, which are considered payable to claimants at year-end.

f. Proprietary Funds Revenue and Expense Classifications

In the proprietary fund’s Statement of Revenues, Expenses, and Changes in Fund Net Position, revenue and expenses
are classified in a manner consistent with how they are classified in the Statement of Cash Flows. That is, transactions
for which related cash flows are reported as capital and related financing activities, noncapital financing activities, or
investing activities are not reported as components of operating revenues or expenses.

g. Equity Classifications and Application of Net Position
Equity is classified as net position and displayed in three components:

1. Net investment in capital assets — consists of capital assets, including restricted capital assets, net of
accumulated depreciation (if applicable) and reduced by the outstanding balances of any bonds, mortgages,
notes, or other borrowings that are attributable to the acquisition, construction, or improvement of those
assets.

2. Restricted net position — consists of net position with constraint placed on their use either by (a) external
groups such as creditors, grantors, contributors, or law and regulations of other governments; or (b) law
through constitutional provisions or enabling legislation.

3. Unrestricted net position — all other net position that does not meet the definition of “restricted” or “net
investment in capital assets.”

It is the Fund’s policy to first use any restricted net position, prior to the use of unrestricted net position, when an
expense is incurred for purposes for which both restricted and unrestricted net position is available. At June 30, 2023,
all Fund net position is considered restricted.

(2) Cash and Cash Equivalents

Cash and cash equivalents include all deposits and investments with an original maturity of three months or less for
the purposes of the Statement of Cash Flows. Various restrictions on deposits and investments are imposed by statutes.
These restrictions are summarized below:

Deposits — The Department’s deposits are made in qualified public depositories as defined by SDCL 4-6A-1,
13-16-15, 13-16-15.1 and 13-16-18.1. Qualified depositories are required by SDCL 4-6A-3 to maintain at all times,
segregated from their other assets, eligible collateral having a value equal to at least 100 percent of the public deposit
accounts that exceed deposit insurance such as the Federal Deposit Insurance Corporation (FDIC) and the National
Credit Union Administration (NCUA). In lieu of pledging eligible securities, a qualified public depository may furnish
irrevocable standby letters of credit issued by federal home loan banks accompanied by written evidence of the bank’s
public debt rating, which may not be less than “AA” or better, or a qualified public depository may furnish a corporate
surety bond of a corporation authorized to do business in South Dakota.



SOUTH DAKOTA DEPARTMENT OF LABOR AND REGULATION

NOTES TO THE FINANCIAL STATEMENTS (CONCLUDED)
UNEMPLOYMENT INSURANCE FUND
JUNE 30, 2023

(2) Cash and Cash Equivalents (Continued)

Investments — In general, SDCL 4-5-6 permits funds to be invested only in (a) securities of the United States and
securities guaranteed by the United States Government either directly or indirectly; or (b) repurchase agreements fully
collateralized by securities described in (a) above; or (c) in shares of an open-end, no-load fund administered by an
investment company whose investments are in securities described in (a) above and repurchase agreements described
in (b) above. Also, SDCL 4-5-9 requires investments to be in the physical custody of the political subdivisions or
may be deposited in a safekeeping account with any bank or trust company designated by the political subdivision as
its fiscal agent.

As of June 30, 2023, the Fund’s cash consisted only of checking and pooled U.S. Treasury Unemployment Insurance
Funds. U.S. Treasury Unemployment Insurance Funds are amounts on deposit with the Unemployment Trust Fund
established by the Social Security Act with the applicable state agency of the Fund as the beneficiary of those funds
on deposit. The checking accounts are insured or collateralized in the Fund’s name. The Fund has no investment
policies to restrict its investments beyond the state requirements noted above.

Custodial Credit Risk — The risk that, in the event of a depository failure, the Fund’s deposits may not be returned to
it. The Fund does not have a deposit policy for custodial credit risk. As of June 30, 2023, none of the Fund’s deposits
were exposed to custodial credit risk.

(3) Activity with Other State Funds (Related Party)

The Receivable from Other State Funds relates to unemployment insurance benefits paid to employees of other state
agencies. The Payable to Futures Fund, the Payable to the Administrative Fund, and the Payable to Employment
Security Contingency Fund represent interest and fees collected from employers that are required to be remitted to
other state funds.

The Transfers to Other State Funds accounts for the interest and fees collected from employers and remitted to other
state funds.

(4) Commitments and Contingencies

Benefit payments to unemployed persons (claimants) are recorded when claimants certify their eligibility for benefits.
Claimants may receive benefit payments for up to the lesser of twenty-six payments at their maximum weekly amounts
(may be extended as part of federal programs) or as long as they continue to be eligible to receive payments. Eligibility
to continue to receive benefit payments is determined on a weekly basis. Accordingly, no liability has been recorded
for future benefit payments of approved claims as of June 30, 2023, through the end of the maximum benefit eligibility
term, other than for amounts certified by the claimants as of June 30, 2023, that have not been paid. The maximum
remaining amount of benefits payable to claimants at June 30, 2023, is not determinable; however, the amount would
be significant to the Fund’s financial statements.

Amounts received or receivable from federal agencies are subject to agency audit and adjustment. Any disallowed
claims, including amounts already collected, may constitute a liability of the applicable funds. The amount, if any, of
funds which may be disallowed by the agencies cannot be determined at this time, although the Fund expects such
amounts, if any, to be immaterial.
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Independent Auditor’s Report on Internal Control over Financial Reporting and on Compliance
and Other Matters Based on an Audit of Financial Statements Performed in Accordance with
Government Auditing Standards

To the Honorable Kristi Noem

Governor of South Dakota

and

The South Dakota Department of Labor and Regulation
Pierre, South Dakota

We have audited, in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States, the financial statements of the Unemployment Insurance Fund
of the South Dakota Department of Labor and Regulation (the Fund), as of and for the year ended June 30,
2023, and the related notes to the financial statements, which collectively comprise the Fund’s basic
financial statements and have issued our report thereon dated October 3, 2023.

Report on Internal Control over Financial Reporting

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

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

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

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

Purpose of this Report

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

&Mur“

Aberdeen, South Dakota
October 3, 2023

11



EideBailly

CPAs & BUSINESS ADVISORS

Independent Auditor’s Report on Compliance for the Unemployment Insurance Program; Report
on Internal Control Over Compliance; and Report on the Schedule of Expenditures of Federal
Awards of the Unemployment Insurance Fund’s Unemployment Insurance Program

To the Honorable Kristi Noem

Governor of South Dakota

and

The South Dakota Department of Labor and Regulation
Pierre, South Dakota

Report on Compliance

Opinion on the Benefits Payment Portion and Unemployment Insurance Reemployment portion of the
Unemployment Insurance Program

We have audited the Unemployment Insurance Fund of the South Dakota Department of Labor and
Regulation’s (the Fund) compliance with the types of compliance requirements identified as subject to audit
in the OMB Compliance Supplement applicable to the Fund’s benefits payment portion and unemployment
insurance reemployment portion of the Unemployment Insurance program for the year ended June 30, 2023.

In our opinion, the Fund complied, in all material respects, with the compliance requirements referred to
above that are applicable to the benefits payment portion and unemployment insurance reemployment
portion of the Unemployment Insurance program for the year ended June 30, 2023.

Basis for Opinion

We conducted our audit of compliance in accordance with auditing standards generally accepted in the
United States of America (GAAS); the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States (Government Auditing
Standards); and the audit requirements of AU-C Section 935: Compliance Audits, and the specified
provisions of the OMB Compliance Supplement for FFAL No. 17.225. Our responsibilities under those
standards and the audit requirements of AU-C Section 935: Compliance Audits are further described in the
Auditor’s Responsibilities for the Audit of Compliance section of our report.

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

Our audit was performed to test compliance of the benefits payment portion and the unemployment
insurance reemployment programs portion of the Unemployment Insurance program in accordance with
the compliance criteria prescribed in the OMB Compliance Supplement that we considered to be direct and
material pertaining to the benefit payments portion and unemployment insurance reemployment programs
portion of the program. Our audit does not purport to, and does not meet, the audit requirements of Title 2
U.S. Code of Federal Regulations Part 200, Uniform and Administrative Requirements, Cost Principles,
and Audit Requirements for Federal Awards (Uniform Guidance).

Other Matter — Federal Expenditures Not Included in the Compliance Audit

As discussed in Note A, the schedule of expenditures of federal awards of the Fund’s Unemployment
Insurance program is intended to present only the expenditures of federal awards of the benefit payments
portion and unemployment insurance reemployment programs portion of the Fund’s Unemployment
Insurance program. The schedule does not purport to, and does not, present fairly the expenditures of federal
awards of the State of South Dakota or the South Dakota Department of Labor and Regulation as of and for
the year ended June 30, 2023, in conformity with the Title 2 U.S. Code of Federal Regulations Part 200,
Uniform and Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards
(Uniform Guidance). Our opinion is not modified with respect to this matter.

Responsibilities of Management for Compliance

Management is responsible for compliance with the requirements referred to above and for the design,
implementation, and maintenance of effective internal control over compliance with the requirements of
laws, statutes, regulations, rules, and provisions of contracts or grant agreements applicable to the Fund‘s
Unemployment Insurance program.

Auditor’s Responsibilities for the Audit of Compliance

Our objectives are to obtain reasonable assurance about whether material noncompliance with the
compliance requirements referred to above occurred, whether due to fraud or error, and express an opinion
on the Fund’s compliance based on our audit. Reasonable assurance is a high level of assurance but is not
absolute assurance and, therefore, is not a guarantee that an audit conducted in accordance with GAAS,
Government Auditing Standards, and the audit requirements of AU-C Section 935: Compliance Audits will
always detect material noncompliance when it exists. The risk of not detecting material noncompliance
resulting from fraud is higher than for that resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control. Noncompliance with the
compliance requirements referred to above is considered material, if there is a substantial likelihood that,
individually or in the aggregate, it would influence the judgment made by a reasonable user of the report
on compliance about the Fund’s compliance with the requirements of the Unemployment Insurance
program as a whole.

In performing an audit in accordance with GAAS, Government Auditing Standards, and the audit
requirements of AU-C Section 935: Compliance Audits, we:
* Exercise professional judgment and maintain professional skepticism throughout the audit.
¢ Identify and assess the risks of material noncompliance, whether due to fraud or error, and design
and perform audit procedures responsive to those risks. Such procedures include examining, on a
test basis, evidence regarding the Fund’s compliance with the compliance requirements referred to
above and performing such other procedures as we considered necessary in the circumstances.
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e Obtain an understanding of the Fund’s internal control over compliance relevant to the audit in
order to design audit procedures that are appropriate in the circumstances and to test and report on
internal control over compliance in accordance with the audit requirements of AU-C Section 9335:
Compliance Audits, but not for the purpose of expressing an opinion on the effectiveness of the
Fund’s internal control over compliance. Accordingly, no such opinion is expressed.

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

Report on Internal Control over Compliance

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

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance on a timely basis. A material weakness in
internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a compliance
requirement will not be prevented, or detected and corrected on a timely basis. A significant deficiency in
internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over
compliance that is less severe than a material weakness in internal control over compliance, yet important
enough to merit attention by those charged with governance. We consider the deficiencies in internal control
over compliance described in the accompanying schedule of findings and questioned costs as items 2023-
001 and 2023-002 to be material weaknesses.

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

Government Auditing Standards requires the auditor to perform limited procedures on the Fund’s response
to the internal control over compliance findings identified in our compliance audit described in the
accompanying schedule of findings and questioned costs. The Fund’s response was not subjected to the
other auditing procedures applied in the audit of compliance and, accordingly, we express no opinion on
the response.

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



Report on Schedule of Expenditures of Federal Awards of the Unemployment Insurance Fund’s
Unemployment Insurance Program

We have audited the financial statements of the Fund as of and for the year ended June 30, 2023, and the
related notes to the financial statements, which collectively comprise the Fund’s basic financial statements.
We issued our report thereon dated October 3, 2023, which contained an unmodified opinion on those
financial statements. Our audit was conducted for the purpose of forming an opinion on the financial
statements that collectively comprise the basic financial statements. The accompanying schedule of
expenditures of federal awards of the Fund’s Unemployment Insurance program is presented for purposes
of additional analysis and is not a required part of the basic financial statements. Such information is the
responsibility of management and was derived from, and relates directly to, the underlying accounting and
other records used to prepare the basic financial statements. The information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the basic financial statements or to the basic financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the United States
of America. In our opinion, the schedule of expenditures of federal awards of the Fund’s Unemployment
Insurance program is fairly stated in all material respects in relation to the basic financial statements as a
whole.

@M L7

Aberdeen, South Dakota
October 3, 2023



SOUTH DAKOTA DEPARTMENT OF LABOR AND REGULATION

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS OF THE UNEMPLOYMENT INSURANCE
FUND'S UNEMPLOYMENT INSURANCE PROGRAM
FOR THE YEAR ENDED JUNE 30, 2023

FEDERAL
FINANCIAL
ASSISTANCE
FEDERAL GRANTOR LISTING
PROGRAM NAME NUMBER EXPENDITURES
U.S. Department of Labor
Direct Programs:

State Unemployment Insurance Benefits (Note A) 17225 $ 27,157,562

COVID-19 Federal Unemployment Insurance Benefits (Notes A and D) 17.225 72,831

Federal Unemployment Insurance Benefits (Notes A and D) 17.225 1,400,492
Total Federal Financial Assistance $ 28,630,885




SOUTH DAKOTA DEPARTMENT OF LABOR AND REGULATION

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS OF THE
UNEMPLOYMENT INSURANCE FUND’S UNEMPLOYMENT INSURANCE PROGRAM
FOR THE YEAR ENDED JUNE 30, 2023

Note A — Basis of Presentation

The Unemployment Insurance Fund of the South Dakota Department of Labor and Regulation (the Fund) is an
enterprise fund of the State of South Dakota. The accompanying schedule of expenditures of federal awards of the
Fund’s Unemployment Insurance program (the schedule) is intended to present only the expenditures of federal awards
of the benefit payments portion and unemployment insurance reemployment programs portion of the Fund’s
Unemployment Insurance program as directed by the South Dakota Department of Legislative Audit. The schedule
does not purport to, and does not, present fairly the expenditures of federal awards of the State of South Dakota or the
South Dakota Department of Labor and Regulation as of and for the year ended June 30, 2023, in conformity with the
Title 2 U.S. Code of Federal Regulations Part 200, Uniform and Administrative Requirements, Cost Principles, and
Audit Requirements for Federal Awards (Uniform Guidance). In addition, the schedule presents only a selected portion
of the operations of the Fund, it is not intended to, and does not, present the financial position, changes in net position
or cash flows of the Fund.

Note B — Summary of Significant Accounting Policies

Expenditures reported in the schedule are reported on the accrual basis of accounting. When applicable, such
expenditures are recognized following the cost principles contained in the Uniform Guidance, wherein certain types
of expenditures are not allowable or are limited as to reimbursement.

Note C — Indirect Cost Rate

The Fund has not elected to use the 10% de minimis cost rate.

Note D — Federal Unemployment Insurance Benefits

Total expenditures are net of $1,627,944 of refunds from overpayments of federal unemployment insurance benefits.



SOUTH DAKOTA DEPARTMENT OF LABOR AND REGULATION

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
UNEMPLOYMENT INSURANCE FUND
FOR THE YEAR ENDED JUNE 30, 2023

Section I — Summary of Auditor’s Results

Financial Statements

Type of auditor's report issued:

Internal control over financial reporting:
Material weakness(es) identified?

Significant deficiency(s) identified that are not
considered to be material weaknesses?
Noncompliance material to financial statements noted?

Federal Awards

Internal control over Unemployment Insurance Program:
Material weakness(es) identified?
Significant deficiency(s) identified that are not

considered to be material weaknesses?

Type of auditor's report issued on compliance for Unemployment
Insurance Program:

Any audit findings disclosed that are required to be reported in
accordance with 2 CFR 200.516 (a):

Identification of programs audited:

Name of Federal Program

Unemployment Insurance (UI) (benefit payments portion and unemployment

insurance reemployment programs portion only)

Unmodified

No
None reported

No

Yes

None reported

Unmodified

Yes

Federal Financial
Assistance Listing

17.225
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SOUTH DAKOTA DEPARTMENT OF LABOR AND REGULATION

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
UNEMPLOYMENT INSURANCE FUND
FOR THE YEAR ENDED JUNE 30, 2023

Section II — Financial Statement Findings

None reported.

Section III — Federal Award Findings and Questioned Costs

2023-001

U.S. Department of Labor
FFAL #17.225
Unemployment Insurance

Reporting
Material Weakness in Internal Control over Compliance

Criteria: ETA and the ET Handbook 401 and ET Handbook 336 provide for the required financial,
performance and special reporting required by the Unemployment Insurance program. Internal
controls should provide for the accurate preparation, review, and timely submission of these required
reports.

Condition: Based on our testing performed, we identified that there was not a control in place for
the review of the required reports by and individual separate from the preparer prior to their

submission.

Cause: An internal control was not designed to ensure that the required financial, performance, and
special reports were being reviewed prior to submission by an individual separate from the preparer.

Effect: Failure to review reports prior to their submission could result in errors in the reported
information being submitted.

Questioned Costs: None reported.

Context/Sampling: A nonstatistical sample of 20 reports out of 56 total required reports were
selected for testing.

Repeat Finding from Prior Year(s): No

Recommendation: We recommend management designate a knowledgeable individual, someone
separate from the preparer of each respective required report, to review the report and its content for
accuracy and reasonableness, and document their review for audit documentation purposes, prior to

the timely submission of the reports within the required deadline.

Views of Responsible Officials: Management agrees with the finding.



SOUTH DAKOTA DEPARTMENT OF LABOR AND REGULATION

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
UNEMPLOYMENT INSURANCE FUND
FOR THE YEAR ENDED JUNE 30, 2023

2023-002

U.S. Department of Labor
FFAL #17.225
Unemployment Insurance

Special Tests and Provisions — Ul Reemployment Programs
Material Weakness in Internal Control over Compliance

Criteria: The Reemployment Services and Eligibility Assessments (RESEA) program serves as one
of the Unemployment Insurance (Ul) program’s primary programs that facilitates the reemployment
needs of UI claimants. RESEA is authorized by Section 306 of the Social Security Act and uses an
evidence-based integrated approach that combines an eligibility assessment for continuing Ul
eligibility and the provision of reemployment services. Operating guidance for the RESEA program
is updated annually through UIPL’s. The RESEA program requires quarterly performance reporting
to which Ul staff are required to review the RESEA performance reports prior to submission.

Condition: Based on our testing performed, we identified that there was not a control in place for
the review of the required performance reports by an individual of UI staff prior to submission.

Cause: An internal control was not designed to ensure that the required performance reports were
being reviewed by UI staff prior to submission.

Effect: Failure to review reports prior to their submission could result in errors in the reported
information being submitted and is required by RESEA program guidance.

Questioned Costs: None reported.

Context/Sampling: A nonstatistical sample of 4 quarterly reports out of 8 total quarterly reports were
selected for testing.

Repeat Finding from Prior Year(s): No
Recommendation: We recommend management designate a knowledgeable individual from Ul staff
to review the performance report and its content for accuracy and reasonableness, and document

their review for audit documentation purposes, prior to the submission of the report.

Views of Responsible Officials: Management agrees with the finding.
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Summary Schedule of Prior Audit Findings

Finding 2020-002

Federal Agency Name: U.S. Department of Labor
Program Name: Unemployment Insurance

FFAL #17.225

Initial Fiscal Year Finding Occurred: 2020

Finding Summary: During FY2020 testing of Reemployment Services and Eligibility Assessments (RESEA)
program cases of the Unemployment Insurance program, instances were identified in which case files were
missing certain documentation to support compliance with program policies and program requirements. These
instances related to case files of selected participants who did not report or attend their scheduled initial intake
meeting and, therefore, were non-compliant, and there was no documentation of a notification made to the
Reemployment Assistance Division reporting the noncompliance and potential eligibility issue to the Division.

Starus: Planned corrective action previously reported partially completed. Those planned corrective actions
previously reported indicated below:

Development has started to extract the data from the RESEA review forms in SDWORKS and
automatically upload it to the RA system. Additionally, the processes will utilize review logic to flag
potential eligibility issues for RA staff to review and make a determination for eligibility/compliance.

o Corrective action completed and taken.

Additional development is underway to create an automated process for sharing of relevant case
note/fact-finding information between SDWORKS and the RA system. This sharing of relevant case
information will reduce the risk of miscommunication between divisions and contribute to timeliness
and accuracy of claimant activity tracking.

o Corrective action completed and taken.

Development is planned to automate processes between SDWORKS and the RA system where the
system will monitor claimant activity and, if scheduled activities are missed, will automatically insert
and/or remove a hold on payment of a claim for non-compliance with DLR RESEA requirements.

o South Dakota has completed testing for compliance issues. Case notes to fact finding was
implemented in August 2023, and is working as it is intended. Automation for non-compliance
issues has been tested and will be implemented once staff are trained on the functionality, which
is scheduled in October 2023.

Labor Program Specialists overseeing the RESEA grant will provide training to staff on program
improvements set to launch in January 2021. This training will emphasize the need for communication
with the RA Division.

o Corrective action completed and taken.



Corrective Action Plan

Finding 2023-001
Federal Agency Name: U.S. Department of Labor

Program Name: Unemployment Insurance

FFAL #17.225

Finding Summary: Required financial, performance and special reports required by the ET Handbook and ETA
guidance that were submitted were not reviewed by an individual separate from the preparer prior to their
submission.

Responsible Individuals: Pauline Heier, Director, Reemployment Assistance

Corrective Action Plan:

1.

W

The DLR RA Management Analyst will prepare and submit all ETA Reports (Preparer).

a. The Management Analyst will initially enter all data into the report and ensure its initial accuracy.

b. The Management Analyst will also be responsible for addressing any warning message(s) or error
message(s) that are generated by the reporting system.

c. Once the data has been entered and all warning and error messages have been addressed, the
Management Analyst will notify the DLR RA Senior Internal Auditor that the ETA Report is
complete and ready for their review.

The DLR RA Senior Internal Auditor will Review and Sign Off on all ETA reports (Reviewer)

a. The Senior Auditor will review the completed report to ensure its accuracy.

b. If an issue is found during the review, it will be researched and corrected.

¢.  Once the Senior Internal Auditor has verified all data elements within the report are correct, they will
email the Management Analyst signing off on the data presented and give approval for the
Management Analyst to submit the final report.

The Management Analyst submits the final report.
Once submitted, the Management Analyst will print the submitted copy of the final report to PDF.
Once in PDF form, the Management Analyst will add the following notes:

a. Prepared By: [Name]

b. Data and Time

¢. Reviewed By: [Name]

d. Date and Time

With the “Prepared/Reviewed Note” added, it is now considered the “Finalized Report.”

The Management Analyst will save an electronic copy of the Finalized Report along with copies of any
supporting documentation and any email communications between the “Preparer” and the “Reviewer” to the
QA records to be retained according to DLR Record Retention policies.

All RA Staff can access all finalized reports through the RA MS SharePoint site.



Corrective Action Plan

Finding 2023-002
Federal Agency Name: U.S. Department of Labor
Program Name: Unemployment Insurance

FFAL #17.225

Finding Summary: Performance reports required to be submitted for the Unemployment Insurance program’s
Reemployment Services and Eligibility Assessments (RESEA) program were not being reviewed by an individual
of Unemployment Insurance program staff prior to their submission.

Responsible Individuals: Pauline Heier, Director, Reemployment Assistance

Corrective Action Plan:

1. The DLR RA Management Analyst will prepare and submit all ETA Reports (Preparer).

a. The Management Analyst will initially enter all data into the report and ensure its initial accuracy.

b. The Management Analyst will also be responsible for addressing any warning message(s) or error
message(s) that are generated by the reporting system.

¢. Once the data has been entered and all warning and error messages have been addressed, the
Management Analyst will notify the DLR RA Senior Internal Auditor that the ETA Report is
complete and ready for their review.

2. The DLR RA Senior Internal Auditor will Review and Sign Off on all ETA reports (Reviewer)

a. The Senior Auditor will review the completed report to ensure its accuracy.

b. Ifan issue is found during the review, it will be researched and corrected.

c. Once the Senior Internal Auditor has verified all data elements within the report are correct, they will
email the Management Analyst signing off on the data presented and give approval for the
Management Analyst to submit the final report.

The Management Analyst submits the final report.

Once submitted, the Management Analyst will print the submitted copy of the final report to PDF.

5. Once in PDF form, the Management Analyst will add the following notes:

a. Prepared By: [Name]
b. Data and Time

¢. Reviewed By: [Name]
d. Date and Time

6. With the “Prepared/Reviewed Note” added, it is now considered the “Finalized Report.”

7. The Management Analyst will save an electronic copy of the Finalized Report along with copies of any
supporting documentation and any email communications between the “Preparer” and the “Reviewer” to the
QA records to be retained according to DLR Record Retention policies.

8. All RA Staff can access all finalized reports through the RA MS SharePoint site.
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