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AUDITOR’S TRANSMITTAL 

The Honorable Michael F. Easley, Governor 
The General Assembly of North Carolina  
The Honorable Roy A. Cooper, III, Attorney General 

This report presents the results of our fiscal control audit of the Department of Justice.  Our 
work was performed by authority of Article 5A of Chapter 147 of the North Carolina General 
Statutes and was conducted in accordance with the standards contained in Government 
Auditing Standards issued by the Comptroller General of the United States.  The objective of 
a fiscal control audit is to gather and evaluate evidence about internal control over selected 
fiscal matters, such as financial accounting and reporting; compliance with finance-related 
laws, regulations, and provisions of contracts or grant agreements; and/or management of 
financial resources.   

The results of our audit disclosed deficiencies in internal control and/or instances of 
noncompliance or other matters that are considered reportable under Government Auditing 
Standards.  These items are described in the Audit Findings and Recommendations section of 
this report.   

North Carolina General Statutes require the State Auditor to make audit reports available to 
the public.  Copies of audit reports issued by the Office of the State Auditor may be obtained 
through one of the options listed in the back of this report. 

 
Leslie W. Merritt, Jr., CPA, CFP 
State Auditor 
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BACKGROUND INFORMATION 

State law established the Department of Justice under the supervision and direction of the 
Attorney General.  The duties of the Attorney General include representing state agencies in 
legal matters, providing legal opinions to public officials, instituting court proceedings in 
matters of public interest and handling criminal appeals from state trial courts.  The 
Department of Justice also provides services to citizens through education about consumer 
fraud and the criminal justice system. 

In addition to providing legal services, the Department of Justice also provides support to law 
enforcement agencies in North Carolina.  The Department’s State Bureau of Investigation 
assists local law enforcement in the identification of criminals, the scientific analysis of 
evidence, and the investigation and preparation of evidence to be used in court.  The 
Department also provides training and oversees standards for certain local law enforcement 
officers. 

In the fiscal year ended June 30, 2004, the Department spent approximately $81 million in the 
general fund and $16 million in its special revenue funds.  The majority of these expenditures 
were for personnel costs.  Other significant expenditures included state grants and tort claims.  
The primary sources of funds for the Department were general fund appropriations of nearly 
$72 million and fees, licenses and fines of approximately $22 million. 
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OBJECTIVES, SCOPE, METHODOLOGY, AND RESULTS 

OBJECTIVES 

As authorized by Article 5A of Chapter 147 of the North Carolina General Statutes and in 
accordance with the standards contained in Government Auditing Standards issued by the 
Comptroller General of the United States, we have conducted a fiscal control audit at the 
Department of Justice. 

The objective of a fiscal control audit is to gather and evaluate evidence about internal control 
over selected fiscal matters, such as financial accounting and reporting; compliance with 
finance-related laws, regulations, and provisions of contracts or grant agreements; and/or 
management of financial resources.  Our audit does not provide a basis for issuing an opinion 
on internal control, and consequently, we have not issued such an opinion. 

Management is responsible for establishing and maintaining effective internal control.  
Internal control is a process designed to provide reasonable assurance that relevant objectives 
are achieved.  Because of inherent limitations in internal control, errors or fraud may 
nevertheless occur and not be detected.  Also, projections of any evaluation of internal control 
to future periods are subject to the risk that conditions may change or compliance with 
policies and procedures may deteriorate. 

SCOPE 

Our audit scope included selected internal controls in the following organizational units: 

Financial Services – This organizational unit is responsible for the general accounting 
functions of the Department.  The unit accounts for transactions and issues financial 
reports covering all Department operations. 

Consumer Protection Division – This Division acts to protect the public from unlawful 
business practices.  The Consumer Protection Division most often takes action pursuant to 
State and federal laws against businesses that repeatedly deceive consumers and 
intervenes in instances in which the rights of many consumers are at stake.  The Consumer 
Protection Division collects payments for consumer litigation settlements and administers 
the distribution of the settlements. 

During our audit, we considered internal control related to the following accounts and control 
objectives: 

Vendor Fees – These are the fees the Department charges local law enforcement agencies 
for access to the Division of Criminal Intelligence - Police Information Network.  Our 
audit covered vendor fees collected during the period July 1, 2004, through  
March 31, 2005, which amounted to approximately $2 million.  We examined internal 
control designed to ensure that the Department properly accounts for and reports these 
revenues.   



OBJECTIVES, SCOPE, METHODOLOGY, AND RESULTS (CONCLUDED) 

Grants, State Aid and Subsidies – The expenditures considered in our audit were 
distributions of consumer litigation settlements paid to not-for-profit organizations during 
the fiscal year ended June 30, 2004, which totaled approximately $8 million.  We 
examined the internal control designed to ensure that the Department properly accounted 
for and reported the transactions and complied with State law governing grants to not-for-
profit organizations.  Among other things, the law requires state agencies to report grants 
made in the previous year to the Office of the State Auditor and to monitor grants to 
ensure that moneys are used by recipients for the intended purpose. 

METHODOLOGY 

To accomplish our audit objectives, we gained an understanding of internal control, 
performed tests of control effectiveness, and/or performed direct tests of the accounts and 
transactions as we considered necessary in the circumstances.  Specifically, we performed 
procedures such as interviewing personnel, observing operations, reviewing policies, 
analyzing accounting records and examining documentation supporting recorded transactions 
and balances. 

RESULTS 

The results of our audit disclosed deficiencies in internal control and/or instances of 
noncompliance or other matters that are considered reportable under Government Auditing 
Standards.  These items are described in the Audit Findings and Recommendations section of 
this report.   
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AUDIT FINDINGS AND RECOMMENDATIONS 

1. GRANT EXPENDITURES NOT PROPERLY CLASSIFIED  

The Department did not properly classify grant expenditures in its financial records.  As a 
result, grant expenditure amounts cannot be readily determined by users of the financial 
statements or general ledger. 

North Carolina General Statute 143-6.1 requires state agencies to report to the State 
Auditor the amount of grants paid to nongovernmental organizations each year.  The 
Department reported its grant expenditures to the Office of the State Auditor, but the 
report was not supported by the underlying accounting records. 

For the fiscal year ended June 30, 2004, the Department recorded approximately  
$8 million of grant payments as “other expenses.”  These payments were made from 
litigation settlements that were required to be distributed by the Attorney General.  After 
initially deciding to record the payments as other expenses, the Department later 
determined that the payments should be classified as grants.  However, the accounting 
records were not adjusted to reflect the correct classification. 

Recommendation:  The Department should ensure that its accounting records properly 
reflect the nature of its expenditures. 

Department’s Response:  The Department concurs that it should use more specific and 
less generic classifications of expenditures.  The more specific grant related expenditure 
classifications recommended by the State Auditor will be utilized by the Department. 

2. INADEQUATE PROCEDURES TO ENSURE EMPLOYEE PERFORMANCE APPRAISALS PREPARED  

The Department does not ensure that all employees receive annual performance 
appraisals in accordance with Office of State Personnel policy.  Periodic communication 
to employees about job responsibilities and work performance demonstrates 
management’s commitment to excellence and helps ensure that organizational goals are 
met.  

We reviewed 13 personnel files and found 10 that did not contain a current performance 
appraisal.  Although performance appraisals are required annually, the Department does 
not follow up to ensure that appraisal documents are completed and turned in to the 
personnel office.  Department personnel indicated that even if formal performance 
appraisals were not prepared, informal performance discussions were held with 
employees. 

State agency responsibilities regarding employee performance appraisals are described in 
Section 10 of the State Personnel Manual.  These responsibilities include completing 
written performance appraisals annually that are kept on file for three years. 
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AUDIT FINDINGS AND RECOMMENDATIONS (CONCLUDED) 
 

Recommendation:  The Department should implement procedures to ensure that 
performance appraisals are performed and documented in accordance with Office of State 
Personnel policy. 

Department’s Response:  The Department will improve upon its procedures to ensure 
that the performance appraisal process follows a more consistent format and approach 
that better complies with Office of State Personnel Policy.  The personnel files noted in 
the Audit Findings did contain overall rating grades and varying types of performance 
review documentation, which demonstrate the Department’s intent to comply with the 
spirit and intent of the performance review process.  However, future documentation will 
be improved to ensure a more uniform and consistent format and approach. 
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DISTRIBUTION OF AUDIT REPORT 

In accordance with General Statutes 147-64.5 and 147-64.6(c)(14), copies of this report have 
been distributed to the public officials listed below.  Additional copies are provided to other 
legislators, state officials, the press and the general public upon request. 

EXECUTIVE BRANCH 
The Honorable Michael F. Easley 
The Honorable Beverly M. Perdue 
The Honorable Richard H. Moore 
The Honorable Roy A. Cooper, III 
Mr. David T. McCoy 
Mr. Robert L. Powell 
 

Governor of North Carolina 
Lieutenant Governor of North Carolina 
State Treasurer 
Attorney General 
State Budget Officer 
State Controller 
 

LEGISLATIVE BRANCH 
Appointees to the Joint Legislative Commission on Governmental Operations 

President Pro Tempore 
  Senator Marc Basnight, Co-Chair 
Senator Charles W. Albertson 
Senator Thomas M. Apodaca 
Senator Daniel G. Clodfelter 
Senator Walter H. Dalton 
Senator Charlie S. Dannelly 
Senator James Forrester 
Senator Linda Garrou 
Senator Kay R. Hagan 
Senator Fletcher L. Hartsell, Jr. 
Senator David W. Hoyle 
Senator John H. Kerr, III 
Senator Ellie Kinnaird 
Senator Jeanne H. Lucas 
Senator Anthony E. Rand 
Senator R. C. Soles, Jr. 
Senator Richard Y. Stevens 
Senator A. B. Swindell, IV 
Senator Scott Thomas 

Speaker of the House 
  Representative James B. Black, Co-Chair 
Representative Alma S. Adams 
Representative Martha B. Alexander 
Representative Harold J. Brubaker 
Representative Lorene T. Coates 
Representative E. Nelson Cole 
Representative James W. Crawford, Jr. 
Representative William T. Culpepper, III 
Representative W. Pete Cunningham 
Representative Beverly M. Earle 
Representative Pryor A. Gibson, III 
Representative Joe Hackney 
Representative R. Phillip Haire 
Representative Dewey L. Hill 
Representative Lindsey H. Holliman 
Representative Julia C. Howard 
Representative Howard J. Hunter, Jr. 
Representative Margaret M. Jeffus 
Representative Daniel F. McComas 
Representative Charles L. McLawhorn 
Representative Henry M. Michaux, Jr. 
Representative Richard T. Morgan  
Representative Edd Nye 
Representative William C. Owens, Jr. 
Representative Deborah K. Ross 
Representative Drew P. Saunders 
Representative Wilma M. Sherrill 
Representative Joe P. Tolson 
Representative Edith D. Warren 
Representative Thomas E. Wright 
Representative Douglas Y. Yongue 

Other Legislative Officials 
Mr. James D. Johnson Director, Fiscal Research Division 

June 29, 2005 



 

ORDERING INFORMATION 

Copies of this report may be obtained by contacting the: 
 

Office of the State Auditor 
State of North Carolina 
2 South Salisbury Street 
20601 Mail Service Center 
Raleigh, North Carolina 27699-0601 

Internet: http://www.ncauditor.net

Telephone: 919/807-7500 

Facsimile: 919/807-7647 

 
 

 

http://www.ncauditor.net/
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