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Attachment

As of FFY 2010, Guardianship Services are reported under Protective Services categories.

As of FFY 2010, Individual and Family Adjustment Services are reported under Counseling Services.
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Certification Regarding Debarment, Suspension, Ineligibility an
Voluntary Exclusion--Lower Tier Covered Transactions

(1) The prospective lower tier participant certifies, by submission of
this proposal, that neither it nor its principals is presently debarred,
suspended, proposed for debarment, declared ineligible, or voluntarily
excluded from participation in this transaction by any Federal
department or agency.

(2) Where the prospective lower tier participant is unable to certify
to any of the statements in this certification, such prospective
participant shall attach an explanation to this proposal.

C/VMW- A. (Zmlw
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Secretary
Title
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STATE OF NORTH CAROLINA

Office of the State Auditor

2 S. Salisbury Street
20601 Mail Service Center
Raleigh, NC 27699-0601
Telephone: (919) 807-7500

' - Fax: (919) 807-7647
Beth A. Wood, CPA )

Internet
State Auditor http://www.ncauditor.net

March 28, 2011

The Honorable Beverly E. Perdue, Governor
The General Assembly of North Carolina

We are pleased to submit the Single Audit Report for the State of North Carolina for the fiscal
year ended June 30, 2010. The audit was conducted in accordance with standards contained in
Government Auditing Standards issued by the Comptroller General of the United States, the
requirements of the Single Audit Act Amendments of 1996, and the provisions of the Office of

Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations.

This Single Audit Report reflects federal awards of $24.3 billion. This report includes significant
deficiencies and material weaknesses in internal control relating to major federal programs and
instances of noncompliance, including several that we believe constitute material
noncompliance, that meet the criteria of OMB Circular A-133.

The North Carolina Comprehensive Annual Financial Report for the fiscal year ended
June 30, 2010 has been issued in a separate report by the Office of the State Controller. In
accordance with Government Auditing Standards, we are issuing our report on our consideration
of the State of North Carolina’s internal control over financial reporting and our tests of its

compliance with certain provisions of laws, regulations, contracts, and grant agreements that
have an effect on the financial statements.

The deficiencies in internal control and instances of noncompliance arising from our audit that
are required to be reported by Governmental Auditing Standards or the Single Audit Act and
OMB Circular A-133 are described in the Schedule of Findings and Questioned Costs.

We wish to acknowledge the assistance of the North Carolina Office of the State Controller and

the cooperation of other state agencies, community colleges, and universities in the preparation
of this report.

Respectfully submitted,

oost A vt

Beth A. Wood, CPA
State Auditor



[ This Page Left Blank Intentionally ]



STATE OF NORTH CAROLINA

AUDITOR’S SECTION






STATE OF NORTH CAROLINA

Office of the State Auditor

2 S. Salisbury Street
20601 Mail Service Center
Raleigh, NC 27699-0601
Telephone: (919) 807-7500

Fax: (919) 807-7647

Beth A. Wood, CPA Internet
State Auditor http://iwww .ncauditor.net

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

The Honorable Beverly E. Perdue, Governor
The General Assembly of North Carolina

We have audited the financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the State of North Carolina as of and for the year
ended June 30, 2010 (not presented herein), which collectively comprise the State’s basic
financial statements, and have issued our report thereon dated December 8, 2010. Our report
includes a reference to other auditors.

As discussed in Note 23 to the financial statements, the State of North Carolina implemented
Governmental Accounting Standards Board Statement No. 51, Accounting and Financial
Reporting for Intangible Assets, and Statement No. 53, Accounting and Financial Reporting
for Derivative Instruments, during the year ended June 30, 2010.

We conducted our audit 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.
Other auditors audited the financial statements of the North Carolina State Lottery Fund, the
North Carolina Turnpike Authority, the North Carolina Housing Finance Agency, the State
Education Assistance Authority, the University of North Carolina System - University of
North Carolina Health Care System - Rex Healthcare, the Supplemental Retirement Income
Plan of North Carolina, and the cash basis claims and benefits of the North Carolina State
Health Plan, as described in our report on the State of North Carolina’s financial statements.
This report does not include the results of the other auditors’ testing of internal control over
financial reporting or compliance and other matters that are reported on separately by those
auditors. The financial statements of the University of North Carolina System - University of
North Carolina Health Care System - Rex Healthcare and the Supplemental Retirement
Income Plan of North Carolina were not audited in accordance with Government Auditing
Standards. As of the date of our report on the financial statements of the State of North
Carolina, the financial statements of the State Education Assistance Authority were not
audited in accordance with Government Auditing Standards; however, subsequent to that
date, an audit in accordance with Government Auditing Standards was completed.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the State of North Carolina’s internal
control over financial reporting as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the State’s internal control over financial
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reporting. Accordingly, we do not express an opinion on the effectiveness of the State’s
internal control over financial reporting.

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 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 over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all
deficiencies in internal control over financial reporting that might be deficiencies, significant
deficiencies or material weaknesses and therefore, there can be no assurance that all
deficiencies, significant deficiencies, or material weaknesses have been identified. However,
we consider the deficiencies described in findings 10-FS-1 and 10-FS-11 in Section II,
Financial Statement Findings, of the accompanying Schedule of Findings and Questioned
Costs, to be material weaknesses in internal control over financial reporting, as defined above.
Furthermore, we consider the remaining deficiencies described in Section II, Financial
Statement Findings, of the accompanying Schedule of Findings and Questioned Costs, to be
significant deficiencies in internal control over financial reporting, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the State of North Carolina’s
financial statements are free of material misstatement, we performed tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance
with which could have a direct and material effect on the determination of financial statement
amounts. 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 instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards and which are described in findings 10-FS-3, 10-FS-4,
10-FS-11, and 10-FS-12 in Section I, Financial Statement Findings, of the accompanying
Schedule of Findings and Questioned Costs.

The State of North Carolina’s responses to the findings identified in our audit are described in
Section 1I, Financial Statement Findings, of the accompanying Schedule of Findings and
Questioned Costs. We did not audit the State’s responses and, accordingly, we express no
opinion on them.

This report is intended solely for the information and use of the Governor, the General
Assembly, the State Controller, management and staff of organizations within the State of
North Carolina reporting entity, and federal awarding agencies and pass-through entities and
is not intended to be and should not be used by anyone other than these specified parties.

oAoal # vad

Beth A. Wood, CPA
State Auditor

December 8, 2010
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REPORT ON COMPLIANCE WITH REQUIREMENTS THAT COULD HAVE A
DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM
AND ON INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

The Honorable Beverly E. Perdue, Governor
The General Assembly of North Carolina

Compliance

We have audited the State of North Carolina’s compliance with the types of compliance
requirements described in the OMB Circular A-133 Compliance Supplement that could have a
direct and material effect on each of the State of North Carolina’s major federal programs for
the year ended June 30, 2010. The State of North Carolina’s major federal programs are
identified in the summary of auditor’s results section of the accompanying schedule of
findings and questioned costs. Compliance with the requirements of laws, regulations,
contracts, and grants applicable to each of its major federal programs is the responsibility of
the State of North Carolina’s management. Our responsibility is to express an opinion on the
State of North Carolina’s compliance based on our audit.

The State of North Carolina arranges with local government social services agencies to
perform the “intake function” to determine eligibility for the following major programs:
Medicaid Cluster, Temporary Assistance for Needy Families Cluster, Foster Care-Title IV-E,
Special Supplemental Nutrition Program for Women, Infants and Children, Low-Income
Home Energy Assistance, Adoption Assistance, and the Children’s Health Insurance
Program. We designated these programs to be audited as major programs at certain local
governments by their local government auditors. The results of these audits were furnished to
us, and our opinion, insofar as it relates to the intake function for these programs, is based on
the other auditors’ results. We did not audit the claims paid by the Children’s Health
Insurance Program. Other auditors tested these claims. The results of these audits were
furnished to us, and our opinion, insofar as it relates to the claims paid, is based on the other
auditor’s results.

The State of North Carolina’s financial reporting entity includes the operations of the State
Education Assistance Authority and the North Carolina Housing Finance Agency. These
agencies reported $4.34 billion and $236 million, respectively, in federal awards which are
not included in the Schedule of Expenditures of Federal Awards during the year ended
June 30, 2010. Our audit, described below, did not include the operations of the State
Education Assistance Authority and the North Carolina Housing Finance Agency because

these agencies engaged other auditors to perform an audit in accordance with OMB
Circular A-133.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States; and OMB Circular A-133, Audits of States, Local Governments, and Non-
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Profit Organizations. Those standards and OMB Circular A-133 require that we plan and
perform the audit to obtain reasonable assurance about whether noncompliance with the types
of compliance requirements referred to above that could have a direct and material effect on a
major federal program occurred. An audit includes examining, on a test basis, evidence about
the State of North Carolina’s compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit and
the reports of the other auditors provide a reasonable basis for our opinion. Our audit does
not provide a legal determination of the State of North Carolina’s compliance with those
requirements.

As described in Section IlI, Federal Award Findings and Questioned Costs, in the
accompanying Schedule of Findings and Questioned Costs, the State of North Carolina did
not comply with several compliance requirements that are applicable to several of its major
federal programs, as follows:

Finding Type of Compliance

Number Requirement CFDA Major Federal Program
10-SA-1 Subrecipient Monitoring 10.553  School Breakfast Program
10-SA-2 Subrecipient Monitoring 10.555  National School Lunch Program
10-SA-4 Subrecipient Monitoring 10.556  Special Milk Program for Children

10-SA-6 Special Tests and Provisions  10.557  Special Supplemental Nutrition Program for
Women, Infants, and Children

10-SA-32 Reporting 17.258 WIA Adult Program

10-SA-34 Special Tests and Provisions  17.258  WIA Adult Program

10-SA-39 Reporting 17.259  WIA Youth Activities

10-SA-41 Special Tests and Provisions  17.259  WIA Youth Activities

10-SA-45 Reporting 17.260  WIA Dislocated Workers

10-SA-47 Special Tests and Provisions  17.260 ~ WIA Dislocated Workers

10-SA-63 Reporting 81.042  Weatherization Assistance for Low-Income
Persons

10-SA-64 Subrecipient Monitoring 81.042 Weatherization Assistance for Low-Income
Persons

10-SA-67 Subrecipient Monitoring 84.010  Title I Grants to Local Educational Agencies

10-SA-68 Subrecipient Monitoring 84.010  Title I Grants to Local Educational Agencies

10-SA-70 Subrecipient Monitoring 84.027  Special Education - Grants to States

10-SA-71 Subrecipient Monitoring 84.027  Special Education - Grants to States

10-SA-72 Subrecipient Monitoring 84.048 Career and Technical Education - Basic
Grants to States

10-SA-73 Subrecipient Monitoring 84.048  Career and Technical Education - Basic
Grants to States

10-SA-78 Subrecipient Monitoring 84.173  Special Education - Preschool Grants

10-SA-79 Subrecipient Monitoring 84.173  Special Education - Preschool Grants

10-SA-81 Subrecipient Monitoring 84.367 Improving Teacher Quality State Grants
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Finding Type of Compliance
Number Requirement CFDA Major Federal Program

10-SA-82 Subrecipient Monitoring 84.367 Improving Teacher Quality State Grants

10-SA-83 Subrecipient Monitoring 84.389 ARRA - Title I Grants to Local Educational
Agencies, Recovery Act

10-SA-84 Subrecipient Monitoring 84.389  ARRA -Title I Grants to Local Educational
Agencies, Recovery Act

10-SA-85 Special Tests and Provisions  84.389  ARRA - Title I Grants to Local Educational
Agencies, Recovery Act

10-SA-89 Subrecipient Monitoring 84391 ARRA - Special Education Grants to States,
Recovery Act

10-SA-90 Subrecipient Monitoring 84.391 ARRA -Special Education Grants to States,
Recovery Act

10-SA-91 Special Tests and Provisions  84.391  ARRA - Special Education Grants to States,
Recovery Act

10-SA-93 Subrecipient Monitoring 84.392 ARRA - Special Education - Preschool
Grants, Recovery Act

10-SA-94 Subrecipient Monitoring 84.392 ARRA - Special Education - Preschool
Grants, Recovery Act

10-SA-95 Special Tests and Provisions 84.392  ARRA - Special Education - Preschool
Grants, Recovery Act

10-SA-96 Subrecipient Monitoring 84.394 ARRA - State Fiscal Stabilization Fund
(SFSF) - Education State Grants, Recovery
Act

10-SA-97 Special Tests and Provisions 84.394  ARRA - State Fiscal Stabilization Fund
(SFSF) - Education State Grants, Recovery
Act

10-SA-98 Reporting 93.069 Public Health Emergency Preparedness

10-SA-99 Subrecipient Monitoring 93.069  Public Health Emergency Preparedness

10-SA-101  Special Tests and Provisions  93.268  Immunization Grants

10-SA-102  Special Tests and Provisions 93268 Immunization Grants

10-SA-104  Special Tests and Provisions  93.563  Child Support Enforcement

10-SA-114  Special Tests and Provisions 93.712  ARRA - Immunization

10-SA-115  Special Tests and Provisions 93.712  ARRA - Immunization

10-SA-117  Special Tests and Provisions 93.714  ARRA - Emergency Contingency Fund for
Temporary Assistance for Needy Families
(TANF) State Program

10-SA-133  Subrecipient Monitoring 93.959  Block Grants for Prevention and Treatment of

Substance Abuse

Compliance with such requirements is necessary, in our opinion, for the State of North
Carolina to comply with the requirements applicable to those programs.



STATE OF NORTH CAROLINA

In our opinion, based on our audit and the work of other auditors described above, except for
the noncompliance described in the preceding paragraphs, the State of North Carolina
complied, in all material respects, with the compliance requirements referred to above that
could have a direct and material effect on each of its major federal programs for the year
ended June 30, 2010. The results of our auditing procedures also disclosed other instances of
noncompliance with those requirements, which are required to be reported in accordance with
OMB Circular A-133 and which are described in the accompanying schedule of findings and
questioned costs in audit findings 10-SA-5, 10-SA-9, 10-SA-13, 10-SA-21, 10-SA-26,
10-SA-28, 10-SA-29, 10-SA-36, 10-SA-37, 10-SA-43, 10-SA-49, 10-SA-53, 10-SA-74,
10-SA-75, 10-SA-80, 10-SA-103, 10-SA-110, 10-SA-112, 10-SA-118, 10-SA-120,
10-SA-121, and 10-SA-124.

Internal Control Over Compliance

Management of the State of North Carolina is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations,
contracts, and grants applicable to federal programs. In planning and performing our audit,
we considered the State of North Carolina’s internal control over compliance with the
requirements that could have a direct and material effect on a major federal program to
determine the auditing procedures for the purpose of expressing our opinion on compliance
and to test and report on internal control over compliance in accordance with OMB
Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of
internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of the State of North Carolina’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described
in the preceding paragraph and was not designed to identify all deficiencies in the internal
control over compliance that might be significant deficiencies or material weaknesses and
therefore, there can be no assurance that all deficiencies, significant deficiencies, or material
weaknesses have been identified. However, as discussed below, we identified certain
deficiencies in internal control over compliance that we consider to be material weaknesses
and other deficiencies that we consider to be significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a
control over compliance does not allow management or employees, in the normal course of
performing their assigned functions, to prevent, or detect and correct, noncompliance with a
type of compliance requirement of a federal program on a timely basis. A material weakness
in internal control over compliance is a deficiency, or combination of deficiencies, in internal
control over compliance, such that there is a reasonable possibility that material
noncompliance with a type of compliance requirement of a federal program will not be
prevented, or detected and corrected, on a timely basis. We consider the deficiencies in
internal control over compliance described in Section III, Federal Award Findings and
Questioned Costs, of the accompanying Schedule of Findings and Questioned Costs as items
10-SA-1, 10-SA-2, 10-SA-4, 10-SA-6, 10-SA-8, 10-SA-25, 10-SA-32, 10-SA-34, 10-SA-39,
10-SA-41, 10-SA-45, 10-SA-47, 10-SA-62, 10-SA-63, 10-SA-64, 10-SA-67, 10-SA-68,
10-SA-70, 10-SA-71, 10-SA-72, 10-SA-73, 10-SA-76, 10-SA-78, 10-SA-79, 10-SA-81,
10-SA-82, 10-SA-83, 10-SA-84, 10-SA-85, 10-SA-87, 10-SA-89, 10-SA-90, 10-SA-91,
10-SA-93, 10-SA-94, 10-SA-95, 10-SA-96, 10-SA-97, 10-SA-98, 10-SA-99, 10-SA-100,
10-SA-101, 10-SA-102, 10-SA-104, 10-SA-107, 10-SA-108, 10-SA-113, 10-SA-114,
10-SA-115, 10-SA-116, 10-SA-117, 10-SA-119, 10-SA-129, 10-SA-130, and 10-SA-133, to
be material weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a combination
of deficiencies, in internal control over compliance with a type of compliance requirement of
a federal program that is less severe than a material weakness in internal control over
compliance, yet important enough to merit attention by those charged with governance. We
consider the deficiencies in internal control over compliance described in Section 111, Federal

10
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Award Findings and Questioned Costs, of the accompanying Schedule of Findings and
Questioned Costs as items 10-SA-3, 10-SA-7, 10-SA-10, 10-SA-11, 10-SA-12, 10-SA-13,
10-SA-14, 10-SA-15, 10-SA-16, 10-SA-17, 10-SA-18, 10-SA-19, 10-SA-20, 10-SA-22,
10-SA-23, 10-SA-24, 10-SA-26, 10-SA-27, 10-SA-29, 10-SA-30, 10-SA-31, 10-SA-33,
10-SA-35, 10-SA-36, 10-SA-37, 10-SA-38, 10-SA-40, 10-SA-42, 10-SA-43, 10-SA-44,
10-SA-46, 10-SA-48, 10-SA-49, 10-SA-50, 10-SA-51, 10-SA-52, 10-SA-54, 10-SA-55,
10-SA-56, 10-SA-57, 10-SA-58, 10-SA-59, 10-SA-60, 10-SA-61, 10-SA-65, 10-SA-66,
10-SA-69, 10-SA-75, 10-SA-77, 10-SA-86, 10-SA-88, 10-SA-92, 10-SA-105, 10-SA-106,
10-SA-109, 10-SA-110, 10-SA-111, 10-SA-120, 10-SA-121, 10-SA-122, 10-SA-123,
10-SA-125, 10-SA-126, 10-SA-127, 10-SA-128, 10-SA-131, and 10-SA-132 to be significant
deficiencies.

Schedule of Expenditures of Federal Awards

We have audited the financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the State of North Carolina, as of and for the year
ended June 30, 2010, which collectively comprise the State’s basic financial statements (not
presented herein) and have issued our report thereon dated December 8, 2010. Our report
includes a reference to other auditors.

As discussed in Note 23 to the financial statements, the State of North Carolina implemented
Governmental Accounting Standards Board Statement No. 51, Accounting and Financial
Reporting for Intangible Assets, and Statement No. 53, Accounting and Financial Reporting
for Derivative Instruments, during the year ended June 30, 2010.

We conducted our audit 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.
Other auditors audited the financial statements of the North Carolina State Lottery Fund, the
North Carolina Turnpike Authority, the North Carolina Housing Finance Agency, the State
Education Assistance Authority, the University of North Carolina System - University of
North Carolina Health Care System - Rex Healthcare, the Supplemental Retirement Income
Plan of North Carolina, and the cash basis claims and benefits of North Carolina State Health
Plan, as described in our report on the State of North Carolina’s financial statements. The
financial statements of the University of North Carolina System - University of North
Carolina Health Care System - Rex Healthcare and the Supplemental Retirement Income Plan
of North Carolina were not audited in accordance with Government Auditing Standards. As
of the date of our report on the financial statements of the State of North Carolina, the
financial statements of the State Education Assistance Authority were not audited in
accordance with Government Auditing Standards; however, subsequent to that date, an audit
in accordance with Government Auditing Standards was completed.

Our audit was performed for the purpose of forming our opinions on the financial statements
that collectively comprise the State of North Carolina’s basic financial statements. The
accompanying Schedule of Expenditures of Federal Awards is presented for purposes of
additional analysis as required by OMB Circular A-133 and is not a required part of the basic
financial statements. Such information has been subjected to the auditing procedures applied
by us and the other auditors in the audit of the basic financial statements and, in our opinion,
based on our audit and the report of other auditors, is fairly stated in all material respects in
relation to the basic financial statements taken as a whole.

The State of North Carolina’s responses to the findings identified in our audit are described in

the accompanying Schedule of Findings and Questioned Costs. We did not audit the State of
North Carolina’s responses and, accordingly, we express no opinion on the responses.

11
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This report is intended solely for the information and use of the Governor, the General
Assembly, the State Controller, management and staff of organizations within the State of
North Carolina reporting entity, federal awarding agencies and pass-through entities and is
not intended to be and should not be used by anyone other than these specified parties.

Ao A wad

Beth A. Wood, CPA
State Auditor

March 11, 2011 (except as related to the

Report on the Schedule of Expenditures of Federal Awards,
as to which the date is December 8, 2010)
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STATE OF NORTH CAROLINA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

I. Summary of Auditor’s Results

For the Fiscal Year Ended June 30, 2010

Financial Statements

— Type of auditor’s report issued?

-~ Internal control over financial reporting:

o Material weaknesses identified?

+ Significant deficiencies identified
that are not considered to be
material weaknesses?

- Noncompliance material to financial
statements noted?

Federal Awards
- Internal control over major programs:
» Material weaknesses identified?
« Significant deficiencies identified
that are not considered to be

material weaknesses?

s Type of auditor’s report issued on
compliance for major programs?

15

Unqualified

Yes

Yes

No

Yes

Yes

Unqualified for all major programs except
for School Breakfast Program, National
School Lunch Program, Special Milk
Program for Children, Special Supplemental
Nutrition Program for Women, Infants, and
Children, WIA Adult Program, WIA Youth
Activities, WIA  Dislocated  Workers,
Weatherization Assistance for Low-Income
Persons, Title | Grants to Local Educational
Agencies, Special Education — Grants to
States, Career and Technical Education —
Basic Grants to States, Special Education —
Preschool Grants, Improving Teacher
Quality State Grants, ARRA — Title | Grants
to Local Educational Agencies, Recovery
Act, ARRA - Special Education Grants to
States, Recovery Act, ARRA - Special
Education - Preschool Grants, Recovery
Act, ARRA - State Fiscal Stabilization Fund
(SFSF) — Education State Grants, Recovery
Act, Public Health Emergency



STATE OF NORTH CAROLINA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

I. Summary of Auditor’s Results

For the Fiscal Year Ended June 30, 2010

Emergency Preparedness, Immunization
Grants, Child Support Enforcement, ARRA
— Immunization, ARRA -~ Emergency
Contingency Fund for  Temporary
Assistance for Needy Families (TANF)
State Program, and Block Grants for
Prevention and Treatment of Substance

Abuse which is qualified.

— Any audit findings disclosed that are
required to be reported in accordance
with section 510(a) of Circular A-133? Yes

- ldentification of major programs:

CFDA
Number Name of Federal Program or Cluster
CCDF CCDF Cluster

CHNC Child Nutrition Cluster

EMPS Employment Service Cluster

HPCC Highway Planning and Construction Cluster

IMMC Immunization Cluster

MEDC Medicaid Cluster

RD Research and Development Cluster

SCPC CDBG - State-Administered Small Cities Program Cluster
SPED Special Education Cluster (IDEA)

SFSF State Fiscal Stabilization Fund Cluster

SFAC Student Financial Assistance Cluster

SNAP Supplemental Nutrition Assistance Program (SNAP) Cluster
TANF TANF Cluster

TIPA Title |, Part A Cluster

VRHC Vocational Rehabilitation Cluster

WIAC WIA Cluster

10.557 Special Supplemental Nutrition Program for Women, Infants, and Children
10.558 Child and Aduit Care Food Program

16.738 Edward Byrne Memorial Justice Assistance Grant Program
16.803 ARRA - Recovery Act - Edward Byrne Memorial Justice Assistance Grant

(JAG) Program / Grants to States and Territories
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STATE OF NORTH CAROLINA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
. Summary of Auditor’s Results

For the Fiscal Year Ended June 30, 2010

CFDA
Number Name of Federal Program or Cluster (continued)
17.225 Unemployment Insurance

66.458 Capitalization Grants for Clean Water State Revolving Funds
66.468 Capitalization Grants for Drinking Water State Revolving Funds
81.042 Weatherization Assistance for Low-Income Persons

84.048 Career and Technical Education — Basic Grants to States
84.367 Improving Teacher Quality State Grants

93.069 Public Health Emergency Preparedness

93.563 Child Support Enforcement

93.568 Low-Income Home Energy Assistance

93.658 Foster Care — Title IV-E

93.659 Adoption Assistance

93.667 Social Services Block Grant

93.767 Children's Health Insurance Program

93.917 HIV Care Formula Grants

93.959 Block Grants for Prevention and Treatment of Substance Abuse

— Dollar threshold used to distinguish
between type A and type B programs? $ 36,404,646

— Auditee qualified as low-risk auditee? No
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STATE OF NORTH CAROLINA

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (SUMMARY)

For the Fiscal Year Ended June 30, 2010

Federal

CFDA Program

Number Expenditures CFDA Program Title or Cluster Title

93.396 301,542 Cancer Biology Research

93.398 10,446 Cancer Research Manpower

93.407 874,153 ARRA - Scholarships for Disadvantaged Students

93.449 265,405 Ruminant Feed Ban Support Project

93.556 8,682,082 Promoting Safe and Stable Families

93.560 -152,113 Family Support Payments to States-Assistance Payments

93.563 78,519,215 Child Support Enforcement

93.563 13,971,763 ARRA - Child Support Enforcement

93.566 5,041,462 Refugee and Entrant Assistance-State Administered Programs

93.568 100,249,622 tow-Income Home Energy Assistance

93.576 541,871 Refugee and Entrant Assistance-Discretionary Grants

93.584 774,235 Refugee and Entrant Assistance-Targeted Assistance Grants

93.586 827,039 State Court Improvement Program

93.590 1,091,750 Community-Based Child Abuse Prevention Grants

93.597 259,750 Grants to States for Access and Visitation Programs

93.599 957,731 Chafee Education and Training Vouchers Program (ETV)

93.603 1,109,228 Adoption Incentive Payments

93.617 464,688 Voting Access for individuals with Disabilities-Grants to States

93.630 2,265,075 Developmental Disabilities Basic Support and Advocacy Grants

93.643 331,528 Children's Justice Grants to States

93.645 7,470,905 Child Welfare Services-State Grants

93.647 1,743 Social Services Research and Demonstration

93.648 6,316 Child Welfare Research Training or Demonstration

93.652 6,226 Adoption Opportunities

93.658 74,983,153 Foster Care-Title {V-E

93.658 1,946,855 ARRA - Foster Care-Title IV-E

93.659 45,569,676 Adoption Assistance

93.659 4,147,155 ARRA - Adoption Assistance

93.667 61,159,056 Social Services Block Grant

93.669 676,887 Child Abuse and Neglect State Grants

93.670 99,565 Child Abuse and Neglect Discretionary Activities

93.671 1,827,243 Family Violence Prevention and Services/Grants for Battered Women's Shelters-Grants to States and
tndian Tribes

93.674 2,981,337 Chafee Foster Care Independence Program

93.701 1,687,786 ARRA - Trans-NIH Recovery Act Research Support

93.703 357,325 ARRA - Grants to Health Center Programs

93.717 223,584 ARRA - Preventing Healthcare-Associated {nfections

93.719 70,737 ARRA - State Grants to Promote Health Information Technology

93.720 22,475 ARRA - Survey and Certification Ambulatory Surgical Center Healthcare-Associated Infection (ASC-HAL)
Prevention [nitiative

93.723 267,937 ARRA - Prevention and Wellness-State, Territories and Pacific Islands

93.725 5,759 ARRA - Communities Putting Prevention to Work: Chronic Disease Self-Management Program

93.767 252,949,855 Children's Health Insurance Program

93.768 375,871 Medicaid Infrastructure Grants To Support the Competitive Employment of People with Disabilities

93.769 116,561 ARRA - Demonstration to Maintain Independence and Employment

93.773 7,355,765 Medicare-Hospital Insurance

93779 2,169,039 Centers for Medicare and Medicaid Services (CMS) Research, Demonstrations and Evaluations

93.780 662,463 Grants to States for Operation of Qualified High-Risk Pools

93.790 630,776 Alternate Non-Emergency Service Providers or Networks

93.791 1,095,727 Money Foliows the Person Rebalancing Demonstration

93.793 136,544 Medicaid Transformation Grants

93.822 9,051 Health Careers Opportunity Program

93.837 130,486 Cardiovascular Diseases Research

93.838 6,107 Lung Diseases Research

93.839 58,915 Blood Diseases and Resources Research

93.846 479,835 Arthritis, Musculoskeletal and Skin Diseases Research

93.847 114,136 Diabetes, Digestive, and Kidney Diseases Extramural Research

93.848 597,895 Digestive Diseases and Nutrition Research

93.849 25,408 Kidney Diseases, Urology and Hematology Research

93.853 473,398 Extramura! Research Programs in the Neurosciences and Neurological Disorders

93.855 248,402 Allergy, Immunology and Transplantation Research
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STATE OF NORTH CAROLINA

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (DETAIL)

For the Fiscal Year Ended June 30, 2010

Pass-Through Number

Pass-Through Ent

Federal

CFDA Direct/ Program

Number Indirect ARRA Expenditures CFDA Program Title

93.383 l N 19,100 Cancer Cause and Prevention Research

93.394 D N 95,999 Cancer Detection and Diagnosis Research

93.385 D N 124,700 Cancer Treatment Research

93.395 I N 62,485 Cancer Treatment Research

93.395 | N 297,412 Cancer Treatment Research

93.395 I N 58 Cancer Treatment Research

93.395 | N 58,522 Cancer Treatment Research

93.395 | N 368 Cancer Treatment Research

93.395 | N 39,112 Cancer Treatment Research

93.396 D N 301,542 Cancer Biology Research

93.398 I N 10,446 Cancer Research Manpower

93.407 D Y 874,153 ARRA - Scholarships for Disadvantaged Students

93.449 D N 265405 Ruminant Feed Ban Support Project

93.556 D N 8,682,082 Promoting Safe and Stable Families

93.560 D N -152,113 Family Support Payments to States-Assistance Payments

93.563 D N 78,519,215 Child Support Enforcement

93.563 D Y 13,971,763 ARRA - Child Support Enforcement

93.566 D N 5,041,462 Refugee and Entrant Assistance-State Administered Programs

93.568 D N 100,249,622 Low-Income Home Energy Assistance

93.576 »] N 503,334 Refugee and Entrant Assistance-Discretionary Grants

93.576 ] N 38,537 Refugee and Entrant Assistance-Discretionary Grants

93.584 D N 774,235 Refugee and Entrant Assistance-Targeted Assistance Grants

93.586 D N 827,039 State Court Improvement Program

93.590 D N 1,091,750 Community-Based Child Abuse Prevention Grants

93.597 D N 259,750 Grants to States for Access and Visitation Programs

93.599 D N 957,731 Chafee Education and Training Vouchers Program (ETV)

93.603 D N 1,109,228 Adoption Incentive Payments

93.617 D N 464,688 Voting Access for Individuals with Disabilities-Grants to States

93.630 D N 2,123,579 Developmental Disabilities Basic Support and Advocacy Grants

93.630 t N 113,563 Developmental Disabilities Basic Support and Advocacy Grants

93.630 | N 27,933 Developmental Disabilities Basic Support and Advocacy Grants

93.643 D N 331,528 Children's Justice Grants to States

93.645 D N 7.470,905 Child Welfare Services-State Grants

93.647 D N 1,743 Social Services Research and Demonstration

93.648 I N 6,316 Child Welfare Research Training or Demonstration

93.652 1 N 6,559 Adoption Opportunities

93.652 | N -333  Adoption Opportunities

93.658 D N 74,983,153 Foster Care-Title IV-E

93.658 D Y 1,946,855 ARRA - Foster Care-Title IV-E

93.659 D N 45,569,676 Adoption Assistance

93.659 D Y 4,147,155 ARRA - Adoption Assistance

93.667 D N 61,159,056 Social Services Block Grant

93.669 D N 676,887 Child Abuse and Neglect State Grants

93.670 D N 99,565 Child Abuse and Neglect Discretionary Activities

93.671 D N 1,827,243 Family Violence Prevention and Services/Grants for Battered Women's
Shelters-Grants to States and Indian Tribes

93.674 D N 2,981,337 Chafee Foster Care Independence Program
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STATE OF NORTH CAROLINA

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (BY STATE AGENCY)

For the Fiscal Year Ended June 30, 2010

Federal

CFDA Direct/ Program

Number Indirect ARRA Disbursements CFDA Program Title Pass-Through Number Pass-Through Entit

93.584 D N 774.235 Refugee and Entrant Assistance-Targeted Assistance Grants

93.590 D N 1,081,750 Community-Based Child Abuse Prevention Grants

93.596 D N 120,164,030 Child Care Mandatory and Matching Funds of the Child Care
and Development Fund

93.597 D N 259,750 Grants to States for Access and Visitation Programs

93.599 D N 957,731 Chafee Education and Training Vouchers Program (ETV)

93.603 D N 1,109,228 Adoption Incentive Payments

93.630 D N 2,123,579 Developmental Disabilities Basic Support and Advocacy Grants

93.645 D N 7,470,905 Child Welfare Services-State Grants

93.658 o] N 74,983,153 Foster Care-Title IV-E

93.658 D Y 1,946,855 ARRA - Foster Care-Title IV-E

93.659 D N 45,568,676 Adoption Assistance

93.659 D Y 4,147,155 ARRA - Adoption Assistance

93.667 D N 61,159,056 Social Services Block Grant

93.669 D N 676,887 Child Abuse and Neglect State Grants

93.670 D N 98,565 Child Abuse and Neglect Discretionary Activities

93.671 D N 1,827,243 Family Violence Prevention and Services/Grants for Battered Women's
Shelters-Grants to States and Indian Tribes

93674 D N 2,981,337 Chafee Foster Care Independence Program

93.703 D Y 357,325 ARRA - Grants to Health Center Programs

93.705 D Y 836,422 ARRA - Aging Home-Delivered Nutrition Services for States

93.707 D Y 1,444,353 ARRA - Aging Congregate Nutrition Services for States

93.710 D Y 17,198,857 ARRA - Community Services Block Grant

93.712 D Y 5,697,572 ARRA - Immunization

93.713 D Y 56,072,744 ARRA - Child Care and Development Block Grant

93.714 »] Y 28,274,006 ARRA - Emergency Contingency Fund for Temporary Assistance for
Needy Families (TANF) State Program

93.717 D Y 223,584 ARRA - Preventing Healthcare-Associated Infections

93.720 Y 22,475 ARRA - Survey and Certification Ambulatory Surgical Center
Healthcare-Associated Infection (ASC-HAI) Prevention Initiative

93.723 D Y 267,937 ARRA - Prevention and Wellness-State, Territories and Pacific Islands

93.725 D Y 5,759 ARRA - Communities Putting Prevention to Work: Chronic Disease
Self-Management Program

93.767 D N 252,949,855 Children's Health Insurance Program

93.768 D N 375,871 Medicaid Infrastructure Grants To Support the Competitive Employment of
People with Disabilities

93.773 D N 7,355,765 Medicare-Hospital Insurance

93.777 D N 5,496,529 State Survey and Certification of Health Care Providers and Suppliers

93.778 D N 7,362,699,103 Medical Assistance Program

93.778 D Y 1.014,430,633 ARRA - Medical Assistance Program

93.779 D N 712,647 Centers for Medicare and Medicaid Services (CMS) Research, Demonstrations
and Evaiuations

93.790 D N 630,776 Alternate Non-Emergency Service Providers or Networks

93.791 D N 1,095,727 Money Follows the Person Rebalancing Demonstration

93.793 D N 136,544 Medicaid Transformation Grants

93.889 D N 1,123,846 Natjonal Bioterrorism Hospital Preparedness Program

93.913 D N 149,705 Grants to States for Operation of Offices of Rural Health
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STATE OF NORTH CAROLINA

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
For the Fiscal Year Ended June 30, 2010

Original
Finding State
Number ** Department Current Status of Prior Audit Finding
07-SA-105  Health and Human Monitoring Procedures Not Performed for the Adoption Assistance Program
Services
The audit finding does not warrant further action because:
1. As of today, November 24, 2010, two years have passed since the
audit report in which the finding occurred was submitted on
March 28, 2008 to the Federal clearinghouse;
2. The U.S. Department of Health and Human Services is not currently
following up with the Department on the audit finding; and
3. A management decision has not been issued.
07-SA-106  Health and Human Deficiencies in the Social Services Block Grant Monitoring Procedures
Services
The audit finding does not warrant further action because:
1. As of today, November 24, 2010, two years have passed since the
audit report in which the finding occurred was submitted on
March 28, 2008 to the Federal clearinghouse;
2. The U.S. Department of Health and Human Services is not currently
following up with the Department on the audit finding; and
3. A management decision has not been issued.
07-SA-107  Health and Human Deficiencies in Calculation of Key Eligibility Information
Services
The audit finding does not warrant further action because:
1. As of today, December 9, 2010, two years have passed since the
audit report in which the finding occurred was submitted on
March 28, 2008 to the Federal clearinghouse;
2. The U.S. Department of Health and Human Services is not currently
following up with the Department on the audit finding; and
3. A management decision has not been issued.
07-SA-108  Health and Human

Services

Lack of Segregation of Duties for Processes Within the Eligibility Information

System

The audit finding does not warrant further action because:

1.

As of today, December 9, 2010, two years have passed since the
audit report in which the finding occurred was submitted on
March 28, 2008 to the Federal clearinghouse;
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STATE OF NORTH CAROLINA

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
For the Fiscal Year Ended June 30, 2010

Original
Finding State
Number ** Department Current Status of Prior Audit Finding
08-SA-110  Health and Human Deficiencies in the Social Services Block Grant Monitoring Procedures
Services
Full corrective action has been taken, however awaiting management
decision from the U.S. Department of Health and Human Services.
08-SA-111  Health and Human Deficiencies in County Eligibility Determination Process - State Children’s
Services Insurance Program
Full corrective action has been taken, however awaiting management
decision from the U.S. Department of Health and Human Services.
08-SA-112  Health and Human inadequate Control Over User Access to the Eligibility Computer System

Services

Partial corrective action has been taken. Policies and procedures have
been implemented to ensure that the Departiment of Health and Human
Services (DHHS) controls access to its system applications and conduct
periodic, documented reviews of its users’ access rights. An Information
Resource Access Authorization Form (IRAAF) must be generated and
maintained on file for every individual with access to State Information
Systems. Per these requirements, security officers must complete security
reviews twice a year to ensure required authorizations are on file and
appropriate action is taken immediately to correct any discrepancies noted.
For employees granted access to any State Information System after
July 1, 2007, it is required that an IRAAF be on file with DHHS Customer
Support for every employee by August 31, 2010. Due to this backlog, the
Department created an automated solution (the next generation of the
IRAAF) known as electronic Information Resource Access Authorization
Form (e-IRAAF) which was implemented for us use by counties and
department in January 2011.

DHHS also implemented a new access control requirement for all
division/office employees with access to Resource Access Control Facility
(RACF) and Online Verification (OLV) via the generation of two new reports.
The first report is now available through NCXPTR listing all employees with
access to systems through RACF. A second report is now available through
Web Identify Role Management (WIRM) listing all employees with access to
OLV and their respective roles. Per management directive, attention must
be given to ensuring that access is granted and/or removed appropriately
based on employees’ current empioyment and work responsibilities. The
reports have been modified for usability by the counties which are expected
to adhere to the monthly review and reporting procedures by April 2010.

All DHHS division/office Information Security Officials (1ISO) are required to
review and verify the accuracy of these reports on a monthly basis. The
“Division/Office System Access Control” form will be used to report monthly
to the DHHS Privacy and Security Office (PSO) with the results of the
review via email.
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