STATE OF NORTH CAROLINA

OFFICE OF THE STATE AUDITOR
BETH A. WooD, CPA

STATE OF NORTH CAROLINA

SINGLE AUDIT REPORT

FOR THE YEAR ENDED JUNE 30, 2015

NCHOSA

The Taxpayers’ Watchdog




STATE OF
NORTH CAROLINA

SINGLE
AUDIT
REPORT

2015

OFFICE OF THE STATE AUDITOR

BETH A. WOOD, CPA
STATE AUDITOR



STATE OF NORTH CAROLINA

TABLE OF CONTENTS

LILRY 2NN 1YL I I I TP 1

AUDITOR’S SECTION

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 ................. 5
Independent Auditor’'s Report on Compliance for Each Major Federal Program;
Report on Internal Control Over Compliance; and Report on Schedule of
Expenditures of Federal Awards Required by OMB Circular A-133........cccoeeiiiieiiiieiinnnnnn. 7

Schedule of Findings and QUESLIONEd COSES.........uiiiiiiiiiiiiiiea e e e e eeeees 13

AUDITEE’S SECTION

Schedule of Expenditures of Federal AWards...........ccooov oo 171
0T L 1] = /S 172
3= = 1 183
YRS r= L= 0 = T3 Y 249
Notes to the Schedule of Expenditures of Federal Awards..............cccoovvviiiiinieeieiennnn, 329

Summary Schedule of Prior Audit FINAINGS .......oooviiiiiiiiiceee e 333

Corrective ACION Plan .........ooo oo 367

Ordering INfOIMALION ......cooiiiiiii e e e e e e e e e e e e rb e e e e eeeas 401



North Carolina
Office of the State Auditor

Our Mission and Our Commitment

The Office of the State Auditor protects the interests of taxpayers and others who
provide financial resources to the State of North Carolina. Specifically, we provide
objective information to interested parties about whether economic resources are
properly accounted for, reported and managed; as well as whether publically-funded
programs are achieving desired results.

The Office of the State Auditor's mission is accomplished by conducting thorough
audits and investigations. These audits and investigations are performed by highly
competent and professional staff and result in useful and practical recommendations
to improve services provided by North Carolina state government.

This office will always strive for the highest standards in professional conduct,
independence and integrity as we pursue our mission. If we find financial
management deficiencies, we will report them without apology because our ultimate
responsibility is to the citizens and taxpayers of North Carolina.

oo A vt

Beth A. Wood, CPA
State Auditor
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March 29, 2016

The Honorable Pat McCrory, 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, 2015. 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 $20.66 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, 2015, 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,

oo A vad

Beth A. Wood, CPA
State Auditor
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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

The Honorable Pat McCrory, Governor
The General Assembly of North Carolina

We have audited, in accordance with the 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 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, 2015, and the related notes
to the financial statements, which collectively comprise the State’s basic financial statements
(not presented herein), and have issued our report thereon dated December 3, 2015.

Our report includes a reference to other auditors who 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, the North Carolina Public Employee
Deferred Compensation Plan, and the cash basis claims and benefits of the North Carolina
State Health Plan, as described in our report on the State’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 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 of the financial statements, we considered the State of
North Carolina’s internal control over financial reporting (internal control) to determine the 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 State’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the State’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
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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 and therefore, material weaknesses or
significant deficiencies may exist that were not identified. We identified certain deficiencies in
internal control, described in Section Il, Financial Statement Findings, of the accompanying
Schedule of Findings and Questioned Costs Findings section, as finding 2015-001 that we
consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the State of North Carolina’s financial
statements are free from material misstatement, we performed tests of its compliance with
certain provisions of laws, regulations, contracts, and grant agreements, nhoncompliance 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 no instances of noncompliance or other matters that are required to be reported
under Government Auditing Standards.

State of North Carolina’'s Response to Findings

The State of North Carolina’s response to the finding identified in our audit is described in
Section II, Financial Statement Findings, of the accompanying Schedule of Findings and
Questioned Costs Findings section, as finding 2015-001. The State of North Carolina’s
response was not subjected to the auditing procedures applied in the audit of the financial
statements and, accordingly, we express no opinion on it.

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 State of North
Carolina’s internal control and compliance. Accordingly, this communication is not suitable for
any other purpose.

oo A vad

Beth A. Wood, CPA
State Auditor

Raleigh, North Carolina
December 3, 2015
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE FOR EACH MAJOR
FEDERAL PROGRAM; REPORT ON INTERNAL CONTROL OVER
COMPLIANCE; AND REPORT ON SCHEDULE OF EXPENDITURES OF
FEDERAL AWARDS REQUIRED BY OMB CIRCULAR A-133

The Honorable Pat McCrory, Governor
The General Assembly of North Carolina

Report on Compliance for Each Major Federal Program

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, 2015. The State of North Carolina’s major federal programs are
identified in Section I, Summary of Auditor's Results, in the accompanying Schedule of
Findings and Questioned Costs.

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 $1.9 billion and $248 million, respectively, in federal awards which are not
included in the Schedule of Expenditures of Federal Awards during the year ended
June 30, 2015. 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.

Management’s Responsibility

Management is responsible for compliance with the requirements of laws, regulations,
contracts, and grants applicable to its federal programs.

Auditor’'s Responsibility

Our responsibility is to express an opinion on compliance for each of the State of North
Carolina’s major federal programs based on our audit of the types of compliance requirements
referred to above. 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, Special
Supplemental Nutrition Program for Women, Infants and Children, Children’s Health Insurance
Program, and Adoption Assistance. Local government auditors audited the eligibility
determination “intake function” for these major programs at the local government level. 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.
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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-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 work of the other auditors provide a reasonable basis for our
opinion on compliance for each major federal program. However, our audit does not provide a
legal determination of the State of North Carolina’s compliance with those requirements.

Basis for Qualified Opinion on Certain Major Federal Programs

As described in Section Ill, 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

2015-012 Allowable Costs/Cost Principles  12.401 National Guard Military Operations and
Maintenance (O&M) Projects

2015-013 Procurement and Suspension 15.605 Sport Fish Restoration Program
and Debarment
2015-015 Procurement and Suspension 15.611 Wildlife Restoration and Basic Hunter
and Debarment Education
2015-017 Special Tests and Provisions 20.205 Highway Planning and Construction
2015-018 Special Tests and Provisions 20.205 Highway Planning and Construction
2015-019 Special Tests and Provisions 20.205 Highway Planning and Construction
2015-025 Special Tests and Provisions 84.007 Federal Supplemental Educational
Opportunity Grants
2015-030 Special Tests and Provisions 84.033 Federal Work-Study Program
2015-031 Special Tests and Provisions 84.038 Federal Perkins Loan Program — Federal
Capital Contributions
2015-034 Special Tests and Provisions 84.048 Career and Technical Education — Basic
Grants to States
2015-035 Special Tests and Provisions 84.063 Federal Pell Grant Program
2015-036 Special Tests and Provisions 84.063 Federal Pell Grant Program
2015-037 Special Tests and Provisions 84.063 Federal Pell Grant Program
2015-039 Reporting / Special Tests and 84.063 Federal Pell Grant Program
Provisions
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Finding Type of Compliance
Number Requirement CFDA Major Federal Program
2015-040 Special Tests and Provisions 84.063 Federal Pell Grant Program
2015-041 Special Tests and Provisions 84.063 Federal Pell Grant Program
2015-042 Special Tests and Provisions 84.063 Federal Pell Grant Program
2015-043 Activities Allowed or Unallowed /  84.126 Rehabilitation Services — Vocational
Allowable Costs/Cost Principles Rehabilitation Grants to States
2015-051 Reporting / Special Tests and 84.268 Federal Direct Student Loans
Provisions
2015-052 Special Tests and Provisions 84.268 Federal Direct Student Loans
2015-053 Special Tests and Provisions 84.268 Federal Direct Student Loans
2015-054 Special Tests and Provisions 84.268 Federal Direct Student Loans
2015-055 Special Tests and Provisions 84.268 Federal Direct Student Loans
2015-056 Special Tests and Provisions 84.268 Federal Direct Student Loans
2015-065 Special Tests and Provisions 93.268 Immunization Cooperative Agreements
2015-068 Reporting 93.558 Temporary Assistance for Needy Families

2015-075 Activities Allowed or Unallowed /  93.767 Children's Health Insurance Program
Allowable Costs/Cost Principles /

Eligibility

2015-076 Allowable Costs/Cost Principles / 93.767 Children's Health Insurance Program
Eligibility

2015-078 Eligibility 93.767 Children's Health Insurance Program

2015-081 Activities Allowed or Unallowed / 93.778 Medical Assistance Program
Allowable Costs/Cost Principles /

Eligibility
2015-083 Eligibility 93.778 Medical Assistance Program
2015-086 Special Tests and Provisions 93.778 Medical Assistance Program
2015-088 Eligibility 93.917 HIV Care Formula Grants

2015-089 Allowable Costs/Cost Principles  93.959 Block Grants for Prevention and
Treatment of Substance Abuse

2015-090 Allowable Costs/Cost Principles  93.959 Block Grants for Prevention and
Treatment of Substance Abuse

2015-097 Allowable Costs/Cost Principles  Various  Research and Development Cluster

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

Qualified Opinion on Certain Major Programs

In our opinion, based on our audit and the work of other auditors, except for the
noncompliance described in the Basis for Qualified Opinion paragraph above, the State of
North Carolina complied, in all material respects, with the types of 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, 2015.
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Unmodified Opinion on Each of the Other Major Federal Programs

In our opinion, based on our audit and the work of other auditors, the State of North Carolina
complied, in all material respects, with the types of compliance requirements referred to above
that could have a direct and material effect on each of its other major federal programs
identified in Section |, Summary of Auditor's Results, in the accompanying Schedule of
Findings and Questioned Costs for the year ended June 30, 2015.

Other Matters

The results of our auditing procedures disclosed other instances of noncompliance, 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 as items 2015-005, 2015-006,
2015-024, 2015-029, 2015-36, 2015-038, 2015-043, 2015-050, 2015-067, 2015-072,
2015-075, 2015-078, 2015-081, 2015-083, 2015-088, and 2015-091. Our opinion on each
major federal program is not modified with respect to these matters.

The State of North Carolina’s responses to the noncompliance findings identified in our audit
are described in Section Ill, Federal Award Findings and Questioned Costs, of the
accompanying Schedule of Findings and Questioned Costs. The State of North Carolina’s
responses were not subjected to the auditing procedures applied in the audit of compliance
and, accordingly, we express no opinion on the responses.

Report on Internal Control Over Compliance

Management of the State of North Carolina is responsible for establishing and maintaining
effective internal control over compliance with the types of compliance requirements referred
to above. In planning and performing our audit of compliance, we considered the State of
North Carolina’s internal control over compliance with the types of requirements that could
have a direct and material effect on each major federal program to determine the auditing
procedures that are appropriate in the circumstances for the purpose of expressing an opinion
on compliance for each major federal program 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 internal control
over compliance that might be material weaknesses or significant deficiencies and therefore,
material weaknesses or significant deficiencies may exist that were not identified. However, as
discussed below, we identified certain deficiencies in internal control over compliance that we
consider to be material weaknesses and 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

10



STATE OF NORTH CAROLINA

internal control over compliance described in Section lll, Federal Award Findings and
Questioned Costs, of the accompanying Schedule of Findings and Questioned Costs as items
2015-012, 2015-013, 2015-015, 2015-017, 2015-018, 2015-019, 2015-025, 2015-026,
2015-028, 2015-030, 2015-031, 2015-032, 2015-034, 2015-035, 2015-036, 2015-037,
2015-039, 2015-040, 2015-041, 2015-042, 2015-043, 2015-044, 2015-046, 2015-049,
2015-051, 2015-052, 2015-053, 2015-054, 2015-055, 2015-056, 2015-058, 2015-060,
2015-065, 2015-068, 2015-075, 2015-076, 2015-078, 2015-081, 2015-083, 2015-086,
2015-087, 2015-088, 2015-089, 2015-090, 2015-093, and 2015-097 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 Ill, Federal
Award Findings and Questioned Costs, of the accompanying Schedule of Findings and
Questioned Costs as items 2015-002, 2015-003, 2015-004, 2015-005, 2015-006, 2015-007,
2015-008, 2015-009, 2015-010, 2015-011, 2015-014, 2015-016, 2015-020, 2015-021,
2015-022, 2015-023, 2015-024, 2015-027, 2015-029, 2015-033, 2015-038, 2015-045,
2015-047, 2015-048, 2015-050, 2015-057, 2015-059, 2015-061, 2015-062, 2015-063,
2015-064, 2015-066, 2015-067, 2015-069, 2015-070, 2015-071, 2015-072, 2015-073,
2015-074, 2015-077, 2015-079, 2015-080, 2015-082, 2015-084, 2015-085, 2015-091,
2015-092, 2015-094, 2015-095, and 2015-096 to be significant deficiencies.

The State of North Carolina’s responses to the internal control over compliance findings
identified in our audit are described in Section Ill, Federal Award Findings and Questioned
Costs, of the accompanying Schedule of Findings and Questioned Costs. The State of North
Carolina’s responses were not subjected to the auditing procedures applied in the audit of
compliance and, accordingly, we express no opinion on the responses.

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 OMB Circular A-133. Accordingly, this report is not suitable for any other
purpose.

Report on Schedule of Expenditures of Federal Awards Required by OMB
Circular A-133

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, 2015, and the related notes to the financial statements, which collectively
comprise the State of North Carolina’s basic financial statements (not presented herein). We
issued our report thereon dated December 3, 2015, which contained unmodified opinions on
those financial statements. Our report includes a reference to other auditors.

As discussed in Note 22 to the financial statements, during the year ended June 30, 2015, the
State implemented Governmental Accounting Standards Board Statement No. 68, Accounting
and Financial Reporting for Pensions — an Amendment of GASB Statement No. 27, and
No. 71, Pension Transition for Contributions Made Subsequent to the Measurement Date — an
Amendment of GASB Statement No. 68. Our opinion was not modified with respect to this
matter.

11
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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, the North Carolina Public Employee Deferred Compensation Plan, and the
cash basis claims and benefits of the North Carolina State Health Plan, as described in our
report on the State’s financial statements. The financial statements of the University of North
Carolina System — University of North Carolina Health Care System — Rex Healthcare were
not audited in accordance with Government Auditing Standards. As of the date of our report on
the State of North Carolina’s financial statements, 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 conducted for the purpose of forming opinions on the financial statements that
collectively comprise the 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 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
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 Expenditure of Federal Awards is fairly stated in all
material respects in relation to the basic financial statements as a whole.

oo A vad

Beth A. Wood, CPA
State Auditor

Raleigh, North Carolina
March 28, 2016 (except as related to the Report on

The Schedule of Expenditures of Federal Awards,
As to which the date is December 3, 2015)
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I. Summary of Auditor’s Results
Il. Financial Statement Findings
[ ]

lll. Federal Award Findings and Questioned Costs

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

For the Fiscal Year Ended June 30, 2015

University of North Carolina at Chapel Hill ...

10.551 Supplemental Nutrition ASSIStANCE Program ..........coooiiiiiiiiiaoiiiiiieee e

10.557 Special Supplemental Nutrition Program for Women, Infants, and Children...................
10.558 Child and Adult Care FOOT Program..........oicuiiiieiieaaiiiieieee e ettt e e e e e e e e e e s aenes
10.561 State Administrative Matching Grants for the Supplemental Nutrition

ASSISEANCE PrOGIaM .....eviiiiiiieiee ettt e e et e e e sbeeeeeanes
12.401 National Guard Military Operations and Maintenance (O&M) Projects .........cccccccvveeenee.
15.605 Sport Fish ReStOration PrOgram ........c..cooiiuiiiiiiiiiie et
15.611 Wildlife Restoration and Basic Hunter EQUCALION ............cccvveiiiiiieiiiiie e
20.205 Highway Planning and CONSIIUCION ..........oocuuiiiiiiiiie et
20.319 High-Speed Rail Corridors and Intercity Passenger Rail Service — Capital

ASSISTANCE GIANTS ...eciiviiiei ittt e e s e e s e e anes
66.458 Capitalization Grant for Clean Water State Revolving Funds............cccccceeiiiiiiiiiiiieenne
66.468 Capitalization Grants for Drinking Water State Revolving Funds ..........ccccccooiiiiieiiinnnn.
84.007 Federal Supplemental Educational Opportunity Grants ..........cccoccveeeeviieeeiniieeesniiee e
84.010 Title | Grants to Local Educational AgENCIES .......c.ueveiiiiiiie it
84.027 Special Education — Grants t0 StAteS ............uuuuuuuuiiriiiiiiiriiiniriiieinieieinrernrrre—————.
84.033 Federal WOork-Study Program ..........oooiiioiiiiee ettt
84.038 Federal Perkins Loan Program — Federal Capital Contributions ..............cccccceevinennnn
84.048 Career and Technical Education — Basic Grants to States ...........ccccocvveeviieininene e,
84.063 Federal Pell Grant PrOQram ............uuuuueuuiiiiieieieieeesereeereerrerrrsrsrsessersserere—————————————.
84.126 Rehabilitation Services — Vocational Rehabilitation Grants to States ...........cccccevvveeeenne
84.173 Special Education — PresCho0l Grants ..........c.ccooiiireiiiiiee e
84.268 Federal DireCt STUAENT LOANS ......ccvvvieiiiiiee ittt
84.287 Twenty-First Century Community Learning Centers.........ccoocvveeiiiieeeiiiiee e
84.367 Improving Teacher Quality Stat€ Grants .........cccceeveeeiiiiiiiiiree e ccreee e e e e e

84.395 ARRA - State Fiscal Stabilization Fund (SFSF) — Race-to-the-Top Incentive Grants,

RECOVEIY ACT .. s

93.044 Special Programs for the Aging — Title Ill, Part B — Grants for Supportive Services

o[ IS YT (o] G O =Y 0 (=] ¢



e 93.045 Special Programs for the Aging — Title Ill, Part C — Nutrition Services............cccccvveeeennnns 109
e 93.053 Nutrition Services INCENtIVE PrOGraM .........oiiiiiiiiiiiiie et ee e e e e ee e e e e nees 110
e 93.268 Immunization Cooperative AgreBMENTS. ......coiiiuuuiiieieeeiaiitieeee e e e e e ee e e e e e e siebereeeaaeeaaanes 111
e 93.558 Temporary Assistance for Needy FamilieS..........cccccveeiiiiiiiiiiiie e 113
e 93.563 Child SUPPOIt ENfOrCEMENT......ciiii it e e e e e s e e e e e e e e s ennnnes 117
o 03.659 AJOPLION ASSISTANCE ..coiiiiiiiiiiiiiii ettt e ettt et e e e e e et et e e e e e e s s e anbe e e e e e e e e e e annbaeeaaaeeeaan 119
e 03.714 ARRA - Emergency Contingency Fund for Temporary Assistance for Needy
Families State Program.........ccuveeiieeiiiiiiiieie e e ssiee e e e e s s srreee e e e e e s e s er e e e e e snnnnnes 121
e 93.767 Children’s Health INSUrANCe Program...........cooiiuiiiiiiiiieeiiiiiee st 122
o 93.778 Medical ASSIStANCE PrOGIAIM .....c.cciiiiiiiiiiiiaa ettt e e e e ettt e e e e e s e sabbeeea e e e e e s e snbnbaeeeaaeeeaans 131
e 93917 HIV Care FOrMUIA GraNnTS .........ccuveieiiiiiieeiiiiee ettt e et e s e e e e e s sinee e e s nnneee e 141
e 093959 Block Grants for Prevention and Treatment of Substance Abuse ..........c.cccccevviiieiiinenen. 143
e 97.036 Disaster Grants — Public Assistance (Presidentially Declared Disasters) ..........cccccovcuveeen. 151
e RD Research and Development CIUSTEN .........ooiiiiiiiiee e 153
Summary of Findings and QUESTIONEA COSES ....iiiiuiiiiiiiiiie it 159
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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, 2015

Financial Statements

— Type of auditor’s report issued? Unmodified
— Internal control over financial reporting:
e Material weaknesses identified? Yes

e Significant deficiencies identified
that are not considered to be
material weaknesses? No

— Noncompliance material to financial
statements noted? No

Federal Awards
— Internal control over major programs:
¢ Material weaknesses identified? Yes

e Significant deficiencies identified
that are not considered to be

material weaknesses? Yes
e Type of auditor’s report issued on Ungualified for all major programs except
compliance for major programs? for the National Guard Military Operations

and Maintenance (O&M) Projects; Sport
Fish  Restoration  Program;  Wildlife
Restoration and Basic Hunter Education;
Highway Planning and Construction;
Federal Supplemental Educational
Opportunity Grants; Federal Work-Study
Program; Federal Perkins Loan Program —
Federal Capital Contributions; Career and
Technical Education — Basic Grants to
States; Federal Pell Grant Program;
Rehabilitation  Services, - Vocational
Rehabilitation Grant to States; Federal
Direct Student Loans; Immunization
Cooperative Agreements; Temporary
Assistance for Needy Families; Children's
Health Insurance  Program; Medical
Assistance Program; HIV Care Formula
Grants; Block Grants for Prevention and
Treatment of Substance Abuse; Research
and Development Cluster which is qualified.
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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, 2015

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

— Identification of major programs:

CFDA
Number Name of Federal Program or Cluster

AGEC Aging Cluster
CHNC Child Nutrition Cluster
CWSR Clean Water State Revolving Fund Cluster

DWSR Drinking Water State Revolving Fund Cluster
F&WC Fish and Wildlife Cluster
HPCC Highway Planning and Construction Cluster
MEDC Medicaid Cluster
RD Research and Development Cluster
SFAC Student Financial Assistance Cluster
SNAP Supplemental Nutrition Assistance Program (SNAP) Cluster
SPED Special Education Cluster (IDEA)
TANF Temporary Assistance for Needy Families (TANF) Cluster
WIAC Workforce Investment Act (WIA) Cluster
10.557 Special Supplemental Nutrition Program for Women, Infants, and Children
10.558 Child and Adult Care Food Program (CACFP)
12.401 National Guard Military Operations and Maintenance (O&M) Projects
14.228 Community Development Block Grants/State’s Program and Non-

Entitlement Grants in Hawaii
17.225 Unemployment Insurance

20.319 High-Speed Rail Corridors & Intercity Passenger Rail Service — Capital
Assistance Grants

20.509 Formula Grants for Rural Areas

84.010 Title | Grants to Local Education Agencies

84.031 Higher Education — Institutional Aid

84.048 Career and Technical Education — Basic Grants to States

84.126 Rehabilitation Services — Vocational Rehabilitation Grants to States
84.287 Twenty-First Century Community Learning Centers

84.367 Improving Teacher Quality State Grants
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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, 2015

CFDA

Number Name of Federal Program or Cluster (continued)

84.395 ARRA - State Fiscal Stabilization Fund (SFSF) — Race-to-the-Top
Incentive Grants, Recovery Act

93.074 Hospital Preparedness Program (HPP) and Public Health Emergency
Preparedness (PHEP) Aligned Cooperative Agreements

93.268 Immunization Cooperative Agreements

93.563 Child Support Enforcement

93.659 Adoption Assistance

93.767 Children's Health Insurance Program

93.917 HIV Care Formula Grants

93.959 Block Grants for Prevention and Treatment of Substance Abuse

97.036 Disaster Grants — Public Assistance (Presidentially Declared Disasters)

— Dollar threshold used to distinguish
between type A and type B programs? $30,986,670

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

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
Il. Financial Statement Findings

For the Fiscal Year Ended June 30, 2015

The following findings, recommendations resulted from our audit of the basic financial statements of the State of
North Carolina. The finding is referenced with a four-digit number representing the fiscal year and a sequential
number. Each finding is also categorized by type as described below:

Cateqory of Internal Control Weakness

If the finding represents a weakness in internal control over compliance, one of the following designations
will appear:

e Significant Deficiency — A deficiency, or a combination of deficiencies, in internal that is less severe

than a material weakness, yet important enough to merit attention by those charged with
governance.

¢ Material Weakness — A deficiency, or combination of deficiencies, in internal control, such that there
is a reasonable possibility that a material misstatement of the State’s financial statements will not be
prevented, or detected and corrected, on a timely basis.
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STATE OF NORTH CAROLINA

UNIVERSITY OF NORTH CAROLINA AT CHAPEL HILL
Il. Financial Statement Findings
For the Fiscal Year Ended June 30, 2015

Type of Finding/

Questioned
Costs Findings and Recommendations
2015-001 Material Financial Statements Contained Significant Misstatements and Omissions
Weakness

manner. The University:

 Did not have the ability to produce queries* and reports necessary

for financial reporting until after year-end.

e Failed to complete the data conversion in the new system within
the Office of Sponsored Research resulting in incomplete and

Financial statements and notes prepared by the University and submitted for
audit, as well as submitted to Office of State Controller for inclusion in the
State’s Comprehensive Annual Financial Report, contained significant
misstatements and omissions that were corrected as a result of our audit as

A. The University did not ensure that the implementation of the new
financial system would not affect their ability to produce fairly stated
financial statements and required disclosures in a timely and accurate

inaccurate information used in preparing the financial statements.

The following misstatements resulted from the implementation errors
noted above and were identified and corrected as a result of the audit:

Overstated/
Account (Understated)
Current Restricted Cash $ 242,638,749
Noncurrent Restricted Cash (242,734,494)
Services Expense 117,268,922
Intergovernmental Receivables (83,547,761)
Federal Grants and Contracts Revenue 60,064,884

Nongovernmental Grants and Contracts Revenue  (23,173,566)
Noncapital Grants - Student Financial Aid Revenue 16,228,140
State and Local Grants and Contracts Revenue 15,503,030

* Percentage of the overstatement or understatement to the final audited

account balance.

Percentage *

133%
99%
13%
45%
8%
22%
45%
90%

! Queries are used as a reporting tool to retrieve a visual representation of the information from the system database.
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STATE OF NORTH CAROLINA

UNIVERSITY OF NORTH CAROLINA AT CHAPEL HILL (continued)
Il. Financial Statement Findings
For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned

Costs Findings and Recommendations

B. The University made errors in the process to “blend” certain
component units? required to be reported as part of the University
reporting entity when preparing the financial statements.

The following misstatements resulted from the blending errors noted
above and were identified and corrected as a result of the audit:

Account

Investment Income, Net

Overstated/

(Understated)  Percentage*

Funds Held in Trust for Pool Participants

Accounts Payable
Accounts Receivable
Other Nonoperating Revenue

(88,926,829)

(36,801,663)

* Percentage of the overstatement or understatement to the final audited

account balance

C. The Statement of Cash Flows,
Analysis, and the required blended component unit note disclosure
(Note 19) were not included as part of the financial statement package
submitted for audit. These items were submitted significantly later.
Further, in addition to the misstatements listed above, the University
made other significant errors and omissions requiring correction in the

financial statements as follows:

Management’'s Discussion and

% Blended Component Units - Although legally separate, The University of North Carolina at Chapel Hill Foundation
Investment Fund, Inc. (Chapel Hill Investment Fund), UNC Investment Fund, LLC (UNC Investment Fund), UNC
Intermediate Pool, LLC (UNC Intermediate Fund), UNC Management Company, Inc. (Management Company), The
University of North Carolina at Chapel Hill Foundation, Inc. (UNC-Chapel Hill Foundation), The Kenan-Flagler Business
School Foundation (Business School Foundation), U.N.C. Law Foundation, Inc. (Law Foundation), and The University of
North Carolina at Chapel Hill School of Education Foundation, Inc. (School of Education Foundation), component units of the
University, are reported as if they were part of the University. See further details in Note 1 Significant Accounting Policies in

the Notes to the Financial Statements in the University’s separately issued report.
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STATE OF NORTH CAROLINA

UNIVERSITY OF NORTH CAROLINA AT CHAPEL HILL (continued)

Il. Financial Statement Findings
For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

Account

Total Net Position

Restricted Nonexpendable Departmental Uses
Restricted Expendable Departmental Uses

Unrestricted Net Position

Restricted Nonexpendable Scholarships and Fellowships
Restricted Expendable Scholarships and Fellowships
Restricted Expendable Research

Accounts Payable
Beginning Net Position

Restricted Short-Term Investments
Restricted Investments
Short-Term Investments

Patient Receivables
Accounts Receivables
Patient Services Revenue
Professional Income

Scholarships and Fellowships Expense
Student Tuition and Fees Revenue

Overstated/
(Understated)

$ 56,214,127
154,853,472
(68,023,139)
(24,501,879)

24,102,149
(21,647,738)
(12,133,390)

(73,762,555)
73,762,555

(20,049,489)
12,805,556
6,919,824

(17,187,091)
17,187,091
10,411,861

(10,411,861)

14,140,910
12,624,037

Percentage*

1%
106%
15%
3%
15%
11%
75%

34%
2%

%
1%
1%

36%
44%
3%
%

12%
3%

* Percentage of the overstatement or understatement to the final

audited account balance

Without these error corrections and inclusion of all required statements and
disclosures, users of the financial statements could be misinformed about the
University’s financial condition, including sufficiency and flexibility of resources,
asset performance, debt management and operating results.

The omissions and errors in financial reporting occurred and were not detected
and corrected by the University, in part because:

The University did not adequately assess the

impact of the

implementation of a new financial accounting system on the financial
reporting process. Further, the University did not provide sufficient and
appropriate resources necessary for timely, accurate, and complete

year-end reporting.

The University did not fully understand the blending process in the new
accounting system related to the component units that are reported as

part of the University.
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STATE OF NORTH CAROLINA

UNIVERSITY OF NORTH CAROLINA AT CHAPEL HILL (continued)

Il. Financial Statement Findings
For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

e The University did not perform a complete and thorough review of the
financial statements prior to submission for audit.

The University’s management is responsible for the fair presentation of the
financial statements and related notes to the financial statements in conformity
with accounting principles generally accepted in the United States of America.
Additionally, the Committee of Sponsoring Organizations (COSO) Internal
Control — Integrated Framework® states that organizations develop information
systems to source, capture, and process large volumes of data into meaningful
and actionable information. Management establishes information management
policies with clear responsibility and accountability for the quality of
information. COSO further states that maintaining quality of information is
necessary to an effective internal control system.

Further, best practices require management to periodically review and analyze
financial information. The Government Accountability Office (GAO)
recommends that senior management should regularly review actual
performance against prior period results. The GAO also recommends that
“financial and program managers review and compare financial, budgetary,
and operational performance to planned or expected results.”

Recommendation: The University should ensure that appropriate and
adequate resources are provided to ensure the impact of implementation
and/or modifications of systems on financial reporting are adequately
considered.

University Response: The University has:

e Fully transitioned to a new financial, accounting, human resources and
grant management system, so conversion issues will not continue to
be a factor.

e Engaged Huron Consulting Group, a nationally recognized firm, to
conduct an organizational review of our structure and staffing levels
and develop a proactive action plan to maximize efficiency and
effectiveness under the new system.

e Significantly increased the staffing in the Finance Business Analysis
unit, a group that serves as the dedicated liaison between the central
accounting functions and Information Technology Services for the
financial, accounting, human resources and grant management
system.

e Hired a new Director of Campus Financial Reporting, Analytics, and

3 Committee of Sponsoring Organizations, Internal Control Integrated Framework, May 2013
4 Government Accountability Office, Internal Control Management and Evaluation Tool, 2001
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STATE OF NORTH CAROLINA

UNIVERSITY OF NORTH CAROLINA AT CHAPEL HILL (continued)
Il. Financial Statement Findings
For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs Findings and Recommendations

Business Intelligence to support data-driven review and analyses of
financial operations and activities. This person has expertise in
designing financial reporting tools and analyzing financial data.

e Launched a national search for a new University Controller. This
person will have expertise in generally accepted accounting principles,
GASB standards, external financial reporting, audit procedures,
providing support to an audit staff, and managing an accounting team
in a complex business environment.

e Appointed an interim controller to provide leadership during the
transition period.

e Established a cross-functional governance structure from the areas of
finance and accounting, the Finance Business Analysis unit and
Information Technology Services. Representatives from each group
meet weekly to assess the needs associated with the financial,
accounting, human resources and grant management system and the
impact on financial reporting.

Recommendation: The University should ensure that appropriate and
adequate resources are provided to ensure employees are provided with a
sufficient understanding of the new or modified systems and their impact on
the financial reporting process.

University Response: The University has and will continue to:

e Improve and expand classroom and computer-based training to all
users of the financial system.

e Offer advanced training on specialized tools, such as data integrity
and reconciliations.

e Hold weekly meetings within finance and accounting and with the
Office of Sponsored Research to discuss accounting and reporting
issues and how to address them.

Recommendation: The University should ensure that appropriate and
adequate resources are provided to ensure a knowledgeable individual, or
group of individuals, perform a complete and thorough review of the financial
statements and related information to ensure timely, accurate, and complete
year-end reporting.

University Response: Under the direct oversight of Vice Chancellor of Finance
and Administration, the University will:
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STATE OF NORTH CAROLINA

UNIVERSITY OF NORTH CAROLINA AT CHAPEL HILL (continued)

Il. Financial Statement Findings
For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

Review accounting entries and year-end processes and reconciliations
to ensure the general ledger is closed and accounts are analyzed in a
timely manner.

Examine the accounts for all component units included in the blending
process to ensure the blended financial statements are accurately
presented.

Plan the year-end close and preparation of the financial statements
within a timetable that will allow effective review and preparation of all
required statements and disclosures prior to them being submitted to
the State Auditor's office.
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STATE OF NORTH CAROLINA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Federal Award Findings and Questioned Costs

For the Fiscal Year Ended June 30, 2015

The following findings, recommendations, and questioned costs are the results of the single audit of the State
of North Carolina for the fiscal year ended June 30, 2015. Each finding is referenced with a four-digit number
representing the fiscal year audited and a sequential number. The findings are presented by federal program
and are classified according to federal and state department, type of compliance requirement, category of
internal control weakness, and category of noncompliance. Findings included in this section are related to
major programs.

Category of Internal Control Weakness

If the finding represents a weakness in internal control over compliance, one of the following designations
will appear:

Significant Deficiency — 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.

Material Weakness — 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.

Category of Noncompliance Findings

If the finding represents an instance of noncompliance, one of the following designations will appear:

Material Noncompliance — A finding related to a major federal program which discusses conditions
representing noncompliance with federal laws, regulations, contracts, or grants, the effects of which
have a material effect in relation to a type of compliance requirement or an audit objective identified in
OMB Circular A-133 Compliance Supplement.

Questioned Cost Finding — A finding which discusses known or likely questioned costs that are

greater than $10,000 for a type of compliance requirement, unless the conditions giving rise to the
guestioned costs are otherwise reported as a material noncompliance finding.
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STATE OF NORTH CAROLINA

10.551 SUPPLEMENTAL NUTRITION ASSISTANCE PROGRAM
lll. Federal Award Findings and Questioned Costs

U.S. Department of Agriculture
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs Findings and Recommendations

2015-002 Allowable Costs/ Deficiencies in System Access Controls
Cost Principles:

Significant The results of our audit disclosed deficiencies considered reportable under
Deficiency generally accepted Government Auditing Standards. These deficiencies regard
security, which due to their sensitivity, are reported to the Department by

Eligibility: separate sensitive letter. Pursuant to North Carolina General Statute
Significant 132-6.1(c), the sensitive letter including your responses will not be publicly

Deficiency released.
Similar aspects of this finding were reported in the prior year.

Federal Award Information: This finding affects Supplemental Nutrition
Assistance Program for federal fiscal years ended September 30, 2014, and
September 30, 2015.

Agency Response: The Department is committed to maintaining adequate
information security and system access controls. The Department has
designed and/or implemented corrective actions to address the risks identified
in this audit. These corrective actions have been detailed in a response
separately submitted to the State Auditor. Security risks are given the highest
priority by the Department and corrective actions will be monitored by senior
leadership.

2015-003 Allowable Costs/ Deficiencies in NC FAST Program Change Controls
Cost Principles:
Significant There were NC FAST change requests for the Supplemental Nutrition
Deficiency Assistance Program (SNAP) that did not have approvals before
implementation. All NC FAST changes affecting compliance for the SNAP
program were tested for evidence of approvals before implementation. Of the

Eligibility: . N .

II_”__ 31 changes, there were five (16%) that did not have evidence of
Significant the designated program expert’s approval.

Deficiency

Failure to approve changes before implementation could result in
noncompliance with eligibility rules for the SNAP program. This could
potentially adversely affect the outcomes to SNAP participants and/or payment
of erroneous benefits.

The Department did not ensure that the program change approvals were being
performed and documented.

The Statewide Information Security Manual, dated January 2015, standard

040405 states “adequate management of system change control processes
shall require...proper authorization and approvals at all levels”. The standard’s
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STATE OF NORTH CAROLINA

10.551 SUPPLEMENTAL NUTRITION ASSISTANCE PROGRAM (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Agriculture

N. C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-004  Subrecipient
Monitoring:
Significant
Deficiency

guidelines include a best practice requiring formal agreements and approvals
for any changes. Under standard 040203 software upgrades shall not be
installed until the following conditions are met:

e “Qualified personnel certify that the upgrade has passed acceptance
testing.

e Management has agreed that the desired acceptance criteria have
been met.”

Federal Award Information: This finding affects Supplemental Nutrition
Assistance Program for federal fiscal years ended September 30, 2014, and
September 30, 2015.

Recommendation: The Department should ensure that all NC FAST program
changes have written documentation of business approval before
implementation.

Agency Response: The Department is committed to maintaining compliance
with program change control requirements as noted in the Statewide
Information Security Manual. Adequate program change control procedures
have been in place in the division. While division personnel consistently
performed the required acceptance testing, the Department agrees that
documentation of the approval was not always maintained. The Department
will reemphasize the need and requirement to maintain adequate approval
documentation.

Management Decisions Were Not Communicated Timely

The Department did not communicate management decisions® to
subrecipients (in response to audit results) in a timely manner.

Auditors reviewed a sample of 28 annual subrecipient audit reports for the
138 governmental entities to which the Department passes through
federal funds. The auditors found the following:

e For nine of the 28 (32%) subrecipient audit reports reviewed,
management decisions were issued between 29 and 121 days late.

° Management decisions clearly communicate to subrecipients whether or not the results of the audit are sustained,
the reasons for the decision, and the expected subrecipient action (i.e. repay disallowed costs, make financial

adjustments, or other actions).
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STATE OF NORTH CAROLINA

10.551 SUPPLEMENTAL NUTRITION ASSISTANCE PROGRAM (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Agriculture

N. C. Department of Health and Human Services
For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

e For two of the 28 (7%) subrecipient audit reports reviewed,
management decisions had not been issued at the time of audit.

The failure to issue a management decision on the results of the audit in a
timely manner increases the risk that corrective actions will not be
initiated timely by the subrecipient, including requirements to repay
disallowed costs, make financial adjustments or meet other grant
requirements. Delaying the implementation of the management decision
increases the risk of further instances in noncompliance and allows the
possible misuse of funds to continue.

According to the Department, at the end of fiscal year 2015, they
underwent a significant reorganization. In preparation for and during the
transition, resources were shifted and priority was not given to communicating
management decisions.

Federal regulations6 require pass-through entities to issue a management
decision on the results of the subrecipient’s audit within 6 months of receipt of
the audit report.

Federal Award Information: This finding affects the following federal programs:

e 10.551 — Supplemental Nutrition Assistance Program

e 10.561 — State Administrative Matching Grants for the Supplemental
Nutrition Assistance Program

e 10.557 — Special Supplemental Nutrition Program for Women, Infants,
and Children

e 93.044 — Special Programs for the Aging Title Ill, Part B Grants for
Supportive Services and Senior Centers

e 93.045 — Special Programs for the Aging Title Ill, Part C Nutrition
Services

e 93.053 — Nutrition Services Incentive Program

e 93.268 — Immunization Cooperative Agreements

e 93.558 — Temporary Assistance for Needy Families
e 93.563 — Child Support Enforcement

e 93.659 — Adoption Assistance

® OMB Circular A-133 Subpart D section 405(d)
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STATE OF NORTH CAROLINA

10.551 SUPPLEMENTAL NUTRITION ASSISTANCE PROGRAM (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Agriculture

N. C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-005 Special Tests and
Provisions:

Significant
Deficiency

Questioned
Cost Finding

$352,613

e 93.714 — ARRA - Emergency Contingency Fund for Temporary
Assistance for Needy Families (TANF) State Program

e 93.767 — Children’s Health Insurance Program
e 93.778 — Medical Assistance Program

e 93,959 — Block Grants for Prevention and Treatment of Substance
Abuse

Recommendation: The Department should assure that priority is given to
communicating management decisions timely to subrecipients.

Agency Response: The Department agrees with the finding and will ensure
management decision letters are issued in a timely manner.

Duplicate Payments Made to SNAP Participants

The Department made duplicate payments to participants enrolled in the
Supplemental Nutrition Assistance Program (SNAP) program. During the state
fiscal year 2015, the SNAP eligibility system (NC FAST) processed $2.4 billion
in SNAP benefit payments for 1.2 million households. The identified
overpayments and questioned costs totaled $352,613.

In a week in April 2015, the Department encountered a system error resulting
in a large volume of duplicate payments to recipients. Total questioned costs
from these duplicate payments were $272,127.

In addition, auditors also identified the following:

e During the audit period, we identified 359 benefit payments where the
participant received duplicate benefit payments for the same month on
the same case’. Specifically, two of these cases received 12
authorizations for the same month. Total identified questioned costs
were $80,331.

e In a sample of 74 out of 60,771 participants receiving benefits on two
or more cases, auditors identified three errors where the cases
overlapped from two days to one month. Total identified questioned
costs were $155. Even though the sample results identified only $155
in questioned costs, if tests were extended to the entire population,
questioned costs would likely exceed $10,000. Federal regulations®

" Cases represent individual households. The household could have multiple cases throughout the year.

8 OMB A-133 Section .510(a)(3)
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STATE OF NORTH CAROLINA

10.551 SUPPLEMENTAL NUTRITION ASSISTANCE PROGRAM (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Agriculture

N. C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned

Costs

Findings and Recommendations

97 CFR 272.4 (e)(1)

require auditors to report known questioned costs when likely
guestioned costs are greater than $10,000.

As a result, the Department made at least $352,613 of benefit overpayments
to households, increasing the overall costs to the program.

According to the Department, it installed a software update in April 2015. After
installation, the Department detected a system problem that resulted in a large
number of duplicate payments. The Department immediately put in a system
correction. Subsequent to the fiscal year end, the Department communicated
the occurrence to the United States Department of Agriculture and has begun
the process to recoup the overpayments. The process of identifying how many
and who received overpayments plus the recoupment effort will cost the
Department additional agency resources and administrative costs.

Additionally, the system did not have a process with preventive edit checks in
place to detect duplicate payments before being issued to participants.

Federal regulations®, state “Each State agency shall establish a system to
assure that no individual participates more than once in a month, in more than
one jurisdiction, or in more than one household within the State in the Food
Stamp Program. To identify such individuals, the system shall use names and
social security numbers at a minimum, and other identifiers such as birth dates
or addresses as appropriate. If the State agency detects a large number of
duplicates, it shall implement other measures, such as more frequent checks
or increased emphasis on prevention.”

Federal Award Information: This finding affects the Supplemental Nutrition
Assistance Program for the federal fiscal years ended September 30, 2014,
and September 30, 2015.

Recommendations: The Department should implement system validations or
edits to ensure that duplicate benefits are not provided for the same participant
and/or the same period before issuing monthly benefits.

The Department should continue its efforts to recoup benefit overpayments.
Agency Reponse: The Department agrees with the finding and will implement

an appropriate corrective action plan to meet the intent of the
recommendations.
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STATE OF NORTH CAROLINA

10.551 SUPPLEMENTAL NUTRITION ASSISTANCE PROGRAM (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Agriculture

N. C. Department of Health and Human Services
For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-006 Special Tests and
Provisions:

Significant
Deficiency

Questioned
Cost Finding

$1,323

Changes Made to Cases Result in Payments Made Outside of Certification
Period

The Department did not discontinue Supplemental Nutrition Assistance
Program (SNAP) benefit payments to participants after the end of their
certification period. During state fiscal year 2015, the SNAP eligibility system
(NC FAST) processed $2.4 billion in SNAP benefit payments for 1.2 million
households.

Auditors identified the following errors:

Auditors reviewed a sample of 117 out of 2,076 cases'® where participants
received a payment subsequent to their certification period. Six (5%) of the
cases received benefits after the case was closed. Total questioned costs
were $1,102.

In addition, auditors reviewed a sample of 72 out of 44,911 cases that changed
from a closed status to another status™’. Three (4%) closed cases were
reopened by case workers. Two cases resulted in payments for ineligible
periods and one case resulted in an underpayment. Total questioned costs
were $221.

As a result, the Department made at least $1,323 of benefit overpayments to
households, increasing the overall costs to the program. If tests were extended
to the entire population, questioned costs could be significant to the program.

Case workers are allowed to manually close and reopen closed cases, but no
review is performed to ensure that the changes are appropriate.

Federal regulations*? require the eligibility system to “Provide for an automatic
cutoff of participation for households which have not been recertified at the end
of their certification period.”

In addition, federal regulations®® also state that “If a household submits an
application after the household’'s -certification period has expired, that
application shall be considered an initial application and benefits for that month
shall be prorated.” Cases should not be reopened in these instances.

Similar aspects of this finding were reported in previous years.

1% cases represent individual households. The household could have multiple cases throughout the year.
" cases status types include, but are not limited to Active, Approved, Open, etc.

127 CER 272.10(b)(iii)
137 CFR 273.10(a)(2)
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STATE OF NORTH CAROLINA

10.551

U.S. Department of Agriculture

SUPPLEMENTAL NUTRITION ASSISTANCE PROGRAM (continued)
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Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-007

Special Tests and

Provisions:
Significant
Deficiency

Federal Award Information: This finding affects the Supplemental Nutrition
Assistance Program for the federal fiscal years ended September 30, 2014,
and September 30, 2015.

Recommendation: The Department should develop a review process to ensure
cases that change from a closed status are reopened appropriately.

Agency Response: The Department is committed to administering the SNAP
program in accordance with Federal requirements and State policy and very
pleased to report significant progress in this area. Accordingly, the Department
is pleased to note that while similar aspects of this finding were reported in the
prior year, the error rate for inappropriately re-opened cases dropped from
10% for SFY 2014 to 4% for this SFY 2015 audit. Likewise, the error rate for
payments made after a certification period declined significantly from 71% in
SFY 2014 to 5% for this SFY 2015 audit.

The NC FAST system experienced a system processing error which caused
the 6 pending payments to be held in transition. In an effort to deliver the
benefits to the recipients in a timely manner, several workers closed the cases
and generated new cases which processed payments properly and recipients
received their benefits. Unfortunately, when the system processing error was
resolved, the payments which were held in transition on the closed cases
unexpectedly processed resulting in duplicate payments being issued. This
error was identified prior to the audit review and efforts have been put in place
to recoup the overpayments by reducing future benefit payment amounts. The
payments appeared to be made subsequent to the certification period because
the closed date on the previous case had to be set for the month prior to the
certification period in order to rekey the case and issue the benefits timely.

The Department reviewed the 3 cases that were deemed to be reopened
inappropriately and agrees that one of the cases was in fact reopened when it
should not have been. A detailed review of the other 2 cases revealed that
they were reopened in accordance with the Department's SNAP Policy
Manual, however, workers did not clearly document the reason for reopening
the cases.

SNAP _Eligibility Determinations and Benefit Calculations Not Performed
Accurately

The Department had numerous deficiencies in the Supplemental Nutrition
Assistance Program (SNAP) eligibility determination and benefit calculation
processes. During state fiscal year 2015, the SNAP eligibility system
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Findings and Recommendations

(NC FAST) processed $2.4 billion for 1.2 million households. The net
underpayments identified were $4,672.

During the audit, auditors identified the following errors in the eligibility
determination and benefit calculation process:

In 21 out of 294 (7%) cases™ the eligibility system did not calculate
income or deductions correctly. These errors resulted in net
underpayments of $4,672.

The 21 cases contained the following types of errors in the
components used to calculate benefit amounts, with some cases
having multiple types of errors:

o In 10 cases, the shelter deduction™ was not calculated correctly.

o0 In three cases, the household composition was incorrect. Two
cases did not include all eligible participants. One case included
an ineligible participant.

o0 In three cases, the participant benefits were not updated to
include the new federal rates effective October 1, 2014.

o0 In three cases, the incorrect household income was used in the
benefit calculation. Two cases did not use the updated income
as shown in the system. In one case, the system counted the
income twice.

0 In two cases, the system did not correctly calculate the prorated
amount for participants in their first month of benefits.

o In addition, auditors also noted that in four cases, the system
showed documentation had been deleted from the case. Without
the documentation, the auditors were unable to verify the
accuracy of eligibility and benefit system calculations.

In 12 out of 227 (5%) households, notices were not sent to participants
communicating major changes in their case status such as eligibility or
benefit calculations.

The auditors performed a system validation test and determined that
the eligibility system does not deny benefits to secondary education
students when they do not meet the federal work requirements.

4 cases represent individual households. The household could have multiple cases throughout the year.
!5 Shelter deduction is the calculation of expense related to your home used to offset income. Expenses include rent,
mortgage, utilities, telephone, and taxes.
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Type of Finding/
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Findings and Recommendations

Specifically, the auditors entered hours less than the federal
requirement into a test environment and validated that the system did
not deny eligibility.

As a result, the Department made improper payments to households which
could result in eligible participants not receiving the necessary amount of
nutrition assistance. Additionally, the Department could incur additional
administrative costs to reprocess the benefit underpayments and in
determining improper payments made to secondary education students.

According to the Department, the issues were caused by processing errors in
the eligibility system that were not detected. Also, case workers deleted
information from the eligibility system that prevented auditors from determining
the accuracy of the eligibility and benefit system calculations.

Federal regulations'® require state agencies to maintain an efficient and
effective food stamp system. State agencies are also required to determine
household eligibility and benefit levels accurately. This determination should
include all federally required criteria including, but not limited to specific
household income and deductions, household composition, and new federal
rates.

Federal regulations for the SNAP program also include the following:

e Federal regulations require’” the eligibility system to “notify the
certification unit (or generate notices to households) of cases requiring
Notices of (A) Case Disposition, (B) Adverse Action and Mass
Change, and (C) Expiration”.

e Federal regulations18 require students to “be employed for a minimum
of 20 hours per week and be paid for such employment or, if self-
employed, be employed for a minimum of 20 hours per week and
receiving weekly earnings at least equal to the Federal minimum wage
multiplied by 20 hours” or meet qualified exemptions to be eligible for
the SNAP program.

Similar aspects of this finding were reported in the prior year.
Federal Award Information: This finding affects the Supplemental Nutrition

Assistance Program for the federal fiscal years ended September 30, 2014,
and September 30, 2015.

167 CFR 273.9, 7 CFR 273.10, 7 CFR 272.10, and 7 CFR 273.12

77 CER 272.10(b)(1)(iv)
187 CFR 273.5(b)(5)
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Recommendations: The Department should implement system enhancements
to ensure the eligibility system is accurately processing and calculating
household eligibility and participant benefits.

The Department should prohibit case workers from deleting information that
was used in system calculations.

The Department should also ensure notices are properly sent to participants.

Agency Response: The Department is committed to administering the SNAP
program in accordance with Federal requirements and State. The Department
reviewed all 21 cases noted and agrees that 16 of the cases contained errors,
though not all errors were caused by the system as indicated. The Department
agrees that errors in shelter deduction amounts were noted for 10 cases,
participant benefits were not calculated on new rates for 3 cases, prorated
amounts were incorrect for 2 cases and 1 case contained an error in the
household composition. Additional documentation was available in the system
to determine the Department’s disagreement with the 2 household composition
and 3 household income errors noted.

Additionally, the Department agrees that evidence was mistakenly deleted for
4 cases, notices were not sent to 12 households and benefits were not denied
for secondary education students who did not meet Federal work
requirements.

The Department will take appropriate action to reduce the opportunity for the
errors to reoccur.
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2015-008

2015-009

Allowable Costs/
Cost Principles:

Significant
Deficiency
Eligibility:
Significant
Deficiency

Subrecipient

Monitoring:
Significant
Deficiency

Deficiencies in System Access Controls

The results of our audit disclosed deficiencies considered reportable under
generally accepted Government Auditing Standards. These deficiencies regard
security, which due to their sensitivity, are reported to the Department by
separate sensitive letter. Pursuant to North Carolina General Statute
132-6.1(c), the sensitive letter including your responses will not be publicly
released.

Federal Award Information: This finding affects the Special Supplemental
Nutrition Program for Women, Infants, and Children federal grant award
5NC705W for the federal fiscal years ended September 30, 2014 and 2015.

Agency Response: The Department is committed to maintaining adequate
information security and system access controls. The Department has
designed and/or implemented corrective actions to address the risks identified
in this audit. These corrective actions have been detailed in a response
separately submitted to the State Auditor. Security risks are given the highest
priority by the Department and corrective actions will be monitored by senior
leadership.

Management Decisions Were Not Communicated Timely

The Department did not communicate management decisions to subrecipients
(in response to audit results) in a timely manner. See finding 2015-004 for a
description.
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2015-010 Subrecipient Monitoring of Child and Adult Care Facilities Had Weaknesses
Monitoring:
Significant The Department did not properly perform compliance reviews/monitoring over
Deficiency child and adult care facilities related to recordkeeping, meal counts,

administrative costs, facility licensing, etc.'®. During state fiscal year 2015, the
Department paid $93.7 million to reimburse 729 facilities for providing healthy
meals and snacks to children and adults receiving day care as a part of the
Child and Adult Care Food Program (CACFP).

Auditors identified the following weaknesses in the monitoring of child and
adult care facilities:

e 53 out of 79 (67%) review reports of seriously deficient® facilities were
not reviewed by the Department. Facilities that are found to be
seriously deficient require a quality review of the monitoring results to
ensure that the monitoring was completed accurately.

e 12 out of 50 (24%) reviews that resulted in adjustments in the amount
paid to the facility were not adjusted. The total amount of
overpayments that were not adjusted was $1,620.

e 4 out of 729 (0.5%) facilities were not monitored by the Department on
a three year rotation as required. One of these facilities has had no
review since joining the program in fiscal year 2011.

Undetected or uncorrected noncompliance with federal guidelines could result
in excess spending and increase the overall cost of the program.

According to the Department, all monitoring reviews were not performed
because the annual monitoring schedule was not complete. The database
used to generate annual monitoring schedules was not compared to the
payments made to facilities to ensure all paid facilities were on the schedule.

Further, according to the Department, they had significant turnover. This
resulted in the Department having limited ability to perform quality reviews of
monitoring results or review documentation on which underpayments or
overpayments would have been reported.

Federal regulations®* state, “Independent centers and sponsoring organization
of 1 to 100 facilities must be reviewed at least once every three years” and

9 See 7 CFR 226(m)(3) for a complete list of review content.

0 Seriously deficient means the status of an institution or a day care home that has been determined to be non-compliant in
one or more aspects of its operation of the Program (7 CFR 226(a)).

*1 7 CFR 226
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“new institutions that are sponsoring organizations of five or more facilities
must be reviewed within the first 90 days of Program operations.”

The Department’'s program policy22 requires a quality review be conducted on
all monitoring reviews submitted as seriously deficient. In addition, the
Department’s contracting policy23 requires some form of monitoring schedule
in place for each contract to determine whether the contractor will meet the
terms and goals noted in the contract.

Federal regulations24 require the disallowance of any portion of claims that are
incorrect and recover any payment to an institution this is not properly payable.

Similar aspects of this finding were reported in the prior year.

Federal Award Information: This finding affects the Child and Adult Care Food
Program federal grant awards 5NC300N1099 and 5NC300N2020 for the
federal fiscal years ended September 30, 2014, and 2015, respectively.

Recommendations: The Department should ensure the database used to
generate annual monitoring review schedules is compared to the payments
made to facilities to ensure all paid facilities are on the schedule.

The Department should ensure that priority is given to reviewing the results of
monitoring reviews and documentation of under/overpayments.

Agency Response: The Department agrees with the findings identified in the
area of subrecipient monitoring of the Child and Adult Care Food Program
(CFDA # 10.558). The Nutrition Services Branch (NSB) is committed to
providing quality nutrition services to the citizens of North Carolina. We will
implement corrective actions to help minimize the risks identified in this audit.

22 pjvision of Public Health’s Administrative Reviews Policy date June 2015

= Chapter 1 — General Contracting Requirements within the Division’s Procurement and Contract Services Policies and
Procedures dated October 2005

7 CFR 226.14(a)
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2015-011 Subrecipient Management Decisions Were Not Communicated Timely
Monitoring:
Significant The Department did not communicate management decisions to subrecipients
Deficiency (in response to audit results) in a timely manner. See finding 2015-004 for a

description.
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2015-012

Allowable Costs/
Cost Principles:

Material
Weakness

Material
Noncompliance

Lack of Salary and Wage Certifications Increases Risk of Inaccurate Charges
to Federal Grants

The Department did not ensure that the time reported by the employees on
employee timesheets was correctly entered into the time and effort reporting
system (BEACON). The Department uses BEACON to generate both salary
payments and salary postings to the accounting system, which allocates
charges to the federal grant. The Department paid approximately $4.9 million
in federal National Guard Operations and Maintenance (O&M) grant funds for
payroll expenditures during the fiscal year ended June 30, 2015.

In a sample of 60 randomly selected employee time records with charges to
the O&M program, 17 errors (28%) were identified:

e In eight of 60 time records (13%) tested, the time record showed hours
worked and/or leave taken, but the hours were not recorded in
BEACON. Because BEACON is the system that generates pay, one of
these errors resulted in the Department under-reporting grant
expenditures by $577.44.

e In five of 60 time records (8%) tested, there were 54 total hours
recorded in BEACON to a different time code than what was recorded
and approved on the time record.

e In four of 60 time records (7%) tested, the employee’s supervisor did
not certify the time record.

Further, the Department failed to perform reconciliations to ensure amounts
recorded in BEACON were the same as amounts reported by employees and
approved by supervisors.

As a result, there is increased risk that salary and wage charges could be
inappropriately billed to federal grants and not detected.

Department procedures do not ensure that time and effort reporting is accurate
due to a lack of direct supervision in the National Guard payroll division.

Federal regulations, as well as the National Guard Regulation (NGR) 5-1,
Chapter 5, state that the distribution of salaries and wages for individuals paid
in connection with federal grants must be accurately confirmed
(i.e. documented) or approved after the work is performed, to ensure that the
costs were incurred by the grantee in connection with the O&M grant.”®> To

= Appendix A of 2 CFR Part 220 — J.10.b.(2).c
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comply with federal requirements, the Department established a policy by
which supervisors are responsible for reviewing time records to verify accuracy
and completeness of employee time records. After review, the supervisor is
required to sign and date the employee time record and submit the time record
to the time administrator staff.

Federal Award Information: This finding affects CFDA 12.401 National Guard
Military Operations and Maintenance (O&M) Projects.

Recommendation: The Department should ensure that time charged to federal
grants is certified and that reconciliations are performed between certified
timesheets and the time and effort reporting system (BEACON).

Agency Response: The National Guard Payroll Division is fully committed to
working with the Payroll office within the Department of Public Safety (DPS) to
ensure that time actually reported on employee timesheets is correctly entered
and recorded into BEACON.

1. All Beacon time entry errors have been identified and corrected.

2. NC National Guard State Appropriations and Personnel Manager has
become actively involved in the BEACON process in order to ensure
time records are submitted, entered and reconciled for accuracy on
weekly basis.

3. The NC National Guard State Appropriations and Personnel Manager
are working with the Department of Public Safety to transition to
employee self-service time entry in BEACON for
NC National Guard State employees. Training should occur early
2016 with self-service entry to begin shortly thereafter.
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2015-013

Procurement and
Suspension and
Debarment:

Material
Weakness

Material
Noncompliance

The Commission Did Not Ensure Vendors Were Not Suspended or Debarred

Prior to awarding contracts or issuing purchase orders, North Carolina Wildlife
Resources Commission (WRC) management did not ensure that vendors had
not been suspended or debarred from doing business with the State or federal
government. During the state fiscal year-ended June 30, 2015, the
Commission paid $7,522,007 (federal share $5,641,505) to 22 out of 32
(68.7%) vendors subject to this requirement.

Management'’s failure to ensure vendors were not suspended or debarred
could result in transactions with vendors who may not provide quality goods
and services. Based on our review, none of the vendors that received
payments during the audit period were suspended or debarred from doing
business with the State or federal government.

According to Commission management, they were aware of the requirement to
ensure that vendors were not suspended or debarred. A suspension and
debarment clause was included in contracts that were processed through the
Commission’s purchasing section. However, for contracts not processed
through the purchasing section of the Commission, management did not
include a clause in the contract, collect a certification from the vendor or verify
in the federal exclusions system that the vendor was not suspended or
debarred.

Federal regulation 2 CFR 180.300 requires the non-federal entity to ensure
that the intended contractor is not suspended or debarred or otherwise
excluded from participating in Federal assistance programs by checking the
Government-wide System for Award Management (SAM) Exclusions,
collecting a certification from the contractor or adding a clause or condition to
the contract.

Federal Award Information: This finding impacts CFDA 15.605: Grant F105 for
the award period of April 1, 2012 — June 30, 2016; Grant F111 for the award
period of December 12, 2012 — November 30, 2015; Grant F112 for the award
period of December 12, 2012 — November 30, 2016; Grant MBA1 for the
award period of January 1, 2014 — September 30, 2014 and Grant F26 for the
award period of July 1, 2014 — June 30, 2015.

This finding also impacts CFDA 15.611: Grant W67 for the award period of

July 1, 2011 — June 30, 2016 and Grant W68 for the award period of
July 1, 2014 — June 30, 2015.
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Recommendation: Commission management should make sure that
procedures are consistently followed to ensure that vendors are not
suspended or debarred by one, or a combination, of the means described
above.

Agency Response: NCWRC has revised contract formation documentation,
including the NCWRC Purchasing Manual, to include a required review of the
State and Federal debarred vendor lists prior to initiating a vendor contract.
This revision has been communicated to the appropriate NCWRC staff.
NCWRC also requires vendors to certify that they are not debarred by the
state or federal government. These vendor certifications serve as an additional
preventive measure to ensure NCWRC is conducting business with authorized
vendors. NCWRC will send periodic communications to appropriate NCWRC
staff relating to the debarred vendor list review requirement. NCWRC will
retain documentation to evidence performance of debarred vendor list review.

2015-014 Procurementand  The Commission Did Not Follow State Procurement Policies
Suspension and
Debarment: The Wildlife Resources Commission did not follow statewide procurement
Significant policies when making purchases from state term contracts and executing
Deficiency construction contracts using Fish and Wildlife Cluster grant funds.

Specifically the following issues were noted:

e State Term Contract 515B for Grounds Maintenance Equipment
requires users of the contract to contact multiple vendors for the “Best
Value”®®. The Commission used this contract to purchase goods for
$71,328 (federal share of $54,497). There was no documentation to
support that multiple vendors were contacted.

e During the audit period the Commission paid $835,416 (federal share
of $626,562) to vendors on construction contracts that were executed
without obtaining approval or exemption from the Department of
Administration’s State Construction Office (SCO).

Failure to follow statewide procurements policies could result in the
Commission paying too much for goods and services or getting poor quality.

% Best Value as it relates to the use of State term contracts means contacting the approved term contract vendors to
determine the best vendor to use based on pricing, delivery, warranty, service locations, available
options/features/attachments and other issues important to the user organization.
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Findings and Recommendations

Per Commission management, the employee responsible for the equipment
purchase against State term contract 515B did not contact multiple vendors as
required in the term contract.

Also, per Commission management, previous guidance from the SCO was
misinterpreted to mean that Commission management could determine if a
construction contract met the criteria for exemption and did not submit all
construction contracts to SCO for review and approval.

Federal regulations require states to follow the same policies and procedures it
uses for procurements with non-federal funds to procure goods and services
using federal funds. The State Construction Manual, Chapter 300, requires
that all plans and specifications for the construction or renovation of state
building or buildings located on state lands be reviewed and approved by the
State Construction Office. Additionally, the State Construction Manual states
that informal projects, under $300,000, may be exempt from the SCO plan
review process at the discretion of the SCO.

Federal Award Information: This finding impacts CFDA 15.605: Grant F26 for
the award period of July 1, 2014 — June 30, 2015.

This finding also impacts CFDA 15.611: Grant W67 for the award period of
July 1, 2011 - June 30, 2016; and Grant W68 for the award period of
July 1, 2014 — June 30, 2015.

Recommendation: Commission management should ensure statewide
procurement policies and procedures are followed when executing
construction contracts and purchasing good and services on state term
contracts.

Agency Response: (State Term Contract 515B)

NCWRC has communicated, to the appropriate NCWRC staff, the requirement
to obtain and document multiple vendor bids when purchasing equipment
under State Term Contract 515B. NCWRC has revised the NCWRC
Purchasing Manual to include guidance relating to State Term Contracts.
NCWRC will send periodic communications to appropriate NCWRC staff
relating to the State Term Contract requirements. NCWRC will retain
documentation to evidence performance of multiple vendor quote requests.

(State Construction Office contract review)

NCWRC complied with all of the construction requirements contained in the
State Construction Manual, however, due to a misinterpretation of State
Construction Office contract review guidance, NCWRC did not submit all
eligible contracts to the State Construction Office for review as required.
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NCWRC has obtained clarification from the State Construction Office and has
notified all appropriate NCWRC staff of the clarification. NCWRC has revised
the State Construction Procurement Process section of the NCWRC
Purchasing Manual to include the clarification of the State Construction Office
contract review requirements. Periodic communication will be sent to NCWRC
staff relating to State Construction Office requirements. NCWRC will retain
documentation to evidence performance of contract submission to the State
Construction Office.
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2015-015

2015-016

Procurement and
Suspension and

Debarment:

Material
Weakness

Material
Noncompliance

Procurement and
Suspension and
Debarment:

Significant
Deficiency

The Commission Did Not Ensure Vendors Were Not Suspended or Debarred

Prior to awarding contracts or issuing purchase orders, North Carolina Wildlife
Resources Commission (WRC) management did not ensure that vendors had
not been suspended or debarred from doing business with the State or federal
government. See finding 2015-013 for a description.

The Commission Did Not Follow State Procurement Policies

The Wildlife Resources Commission did not follow statewide procurement
policies when making purchases from state term contracts and executing
construction contracts using Fish and Wildlife Cluster grant funds. See finding
2015-014 for a description
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2015-017 Special Tests and  Highway Quality Potentially At Risk Due to Insufficient Testing

Provisions:
Material The Department did not ensure the minimum tests were performed, as
Weakness required by the Minimum Sampling Guide®’, for asphalt used in highway and
Material other construction projects funded by Highway Planning and Construction
grants.

Noncompliance

Auditors tested quality assurance compliance for 60 out of 880 asphalt mix
formulas and tested asphalt roadway density on 60 out of 1,055 unique asphalt
pavingszs. The following errors were identified:

e 14 out of 60 (23%) asphalt mix formulas did not receive sufficient
asphalt mix testing. The vendor producing the asphalt mix and the
Department perform separate tests on the mix to verify the quality of
the product. The vendor performed sufficient tests, but the Department
did not perform the minimum tests required per the Minimum Sampling
Guide.

e 10 out of 60 (17%) unique asphalt pavings did not receive sufficient
asphalt density testing. The contractor laying the asphalt pavement
and the Department perform separate density tests on the asphalt.
Neither the paving contractor nor the Department performed the
minimum testing required by the Minimum Sampling Guide.

The Department’s failure to ensure minimum testing is performed could result
in the use of lower quality materials. Materials that do not meet quality
standards could result in roads with shorter useful lifespans and increased
highway maintenance cost. Quality assurance testing programs are the
principal means by which the State verifies construction, material and product
quality is within the minimum safety and durability standards set for highway
projects.

According to the Department, it is reviewing reports to determine the number
of quality assurance tests performed for asphalt; however, corrective
measures were not taken when testing levels were insufficient.

Per 23 CFR 637.207(a)(1)(i)(A), each state transportation department’s quality
assurance program shall provide for an acceptance program that consists of
frequency guide schedules for verification sampling and testing. The
Department’s federally approved Minimum Sampling Guide details the

" The federally approved Minimum Sampling Guide specifies the minimum standards and tests to be performed to ensure
the quality of materials used in North Carolina highway construction projects.
A unique asphalt paving is an individual combination of contract, asphalt type, and calendar year.
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Type of Finding/
Questioned
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Findings and Recommendations

minimum testing and the intervals at which samples must be taken, for asphalt
formulas and asphalt pavings.

Significant aspects of this finding for asphalt formulas and density were
reported in the prior year.

Federal Award Information: CFDA 20.205 Highway Planning and Construction
Cluster 2015

Recommendation: The Department should ensure that corrective actions are
taken when deficiencies in required minimum tests for asphalt are identified to
ensure quality assurance testing is in accordance with the federally approved
Minimum Sampling Guide.

Agency Response: The Department agrees with the findings under this section
while noting the following. To put the finding in perspective, the 14 hot mix
asphalt mix designs identified as insufficient testing was 30,200 tons. The
Department tested 622,492 tons of the same hot mix asphalt mixes. Nine of
the fourteen findings occurred before March 1, 2015 which was when the
Department began to implement corrective actions from last year’s findings.
The total tonnage represented by the five occurrences post March 2015 was
3,765 tons. The Department feels the corrective action plan was a positive
step towards future compliance and will continue with similar efforts.

For the hot mix asphalt density deficiencies, only one of these instances
occurred after the implementation of our corrective actions from the previous
audit cycle.

The corrective actions are as follows:
Asphalt Mix QA and V Testing:

In addition to the corrective actions that were implemented last year, the QA
Supervisors responsible for QA and V asphalt mix testing have been instructed
to pull their samples as early as possible in the production of a given mix
design. The finding appears to show a problem with small quantities of mix
being produced for short periods of time. Best practices surrounding
notification to QA Supervisors when particular mix designs are used will be
discussed between the Department and asphalt contractors.

50



STATE OF NORTH CAROLINA

20.205

HIGHWAY PLANNING AND CONSTRUCTION (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Transportation
N.C. Department of Transportation

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-018

Special Tests and

Provisions:

Material
Weakness

Material
Noncompliance

Asphalt Roadway Density QC, QA and V Testing:

All corrective actions developed as a result of last year's audit findings have
been implemented. Since only one of the instances found during this audit
cycle occurred after the initiation of those corrective actions (March 2015), the
Department feels that the corrective actions are working. Additionally, the
findings from this year are being discussed at Division Asphalt Summits
occurring in each Division from February through March 2016.

Estimated $1.4 Million in Cost-Saving Recommendations Left Out of Final
Project Plans

The Department did not ensure that approved cost-saving recommendations
from value engineering analyses were included in the final design of projects
funded with Highway Planning and Construction Cluster funds.

During fiscal year 2015, three Highway Planning and Construction Cluster
construction projects were initiated that required a value engineering analysis.
The three projects had a total estimated cost of $341.9 million. Although the
Department performed the required studies for of these projects, it did not
ensure that the accepted recommendations from the studies were included in
the final plans for the projects. The estimated cost savings for the approved
recommendations were valued at $1.4 million.

Failure to ensure that accepted recommendations get included in the final
project design could result in the Department losing measureable benefits to
the quality and overall cost of projects on the National Highway System. The
purpose of a value engineering analysis is to have projects reviewed and
analyzed by a multi-disciplined team not directly involved in project planning or
development to provide recommendations for improvements related to safety,
reliability, efficiency, overall life-cycle cost, project quality and value, and time
to complete the project.

According to Department personnel, the cost-saving recommendations were
omitted because there was no independent review of final plans. The Value
Management Unit relied upon the persons responsible for developing the
plans, specifications, and estimates to ensure that approved recommendations
were included rather than performing an independent review.

Federal regulation 23 CFR 8627.5(a) requires state transportation agencies to

perform value engineering analysis and ensure approved recommendations
are included in the project plans. Specifically, federal regulations state:
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“A VE analysis shall be conducted prior to the completion of final
design on each applicable project that utilizes Federal-aid highway
funding, and all approved recommendations shall be included in
the project’'s plans, specifications and estimates...” (Emphasis
added)

Federal Award Information: CFDA 20.205 Highway Planning and Construction
Cluster 2015

Recommendation: The Department of Transportation should implement
independent review procedures to ensure that approved value engineering
recommendations are included in the final plans, specifications, and estimates
for all Highway Planning and Construction Cluster funded projects.

Agency Response: We have reviewed the results of the audit report and agree
that the Department did not review the accepted recommendations to verify if
they were implemented into the design prior to letting. This audit finding
presented an area in the Department’s internal processes which needed to be
clarified to better address this situation.

The Transportation Program Management Unit's Value Management Office
will revise the guidelines and implement these changes by April 29, 2016.

2015-019 Speqia}l Testsand Review Procedures Not Consistently Followed to Ensure Contractor
Provisions: Compliance with Federal Pay Rates

Material

The Department did not consistently follow its procedures to identify and obtain
Weakness

the contractor payrolls for construction projects funded by the Highway
Material Planning and Construction Cluster. A test of 63 out of 2,816 construction
Noncompliance  €xpenditures and the related project files revealed 16 items with one or more
errors. This resulted in 26 errors as follows:

e For 12 out of 63 (19%) items tested, the required certified payrolls
were not obtained.

e For 6 out of 63 (10%) items tested, the FAP-1°° did not properly list all
contractors documented as having performed work on the project
during the invoice period.

% The FAP-1 is the internal report used to indicate the payrolls that should be received. The Department requires the
Resident Engineer, or their designee, to sign the FAP-1 to document the receipt and review of the certified payrolls.
Department personnel review the wages for compliance.
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e For 4 out of 63 (7%) items tested, the FAP-1 report was missing.

e For 2 out of 63 (4%) items tested, the FAP-1 was not signed by the
Resident Engineer, or their designee.

e For 2 out of 63 (4%) items tested, the FAP-1 was reviewed by the
same person who prepared the FAP-1.

Because the procedures used to identify and obtain contractor payrolls were
not consistently followed, there was an increased risk that the Department
would fail to identify instances of contractor noncompliance and take any
necessary corrective action. Corrective action could include suspension of
payments, termination of the contract, and/or debarment from future
contracting opportunities.

According to the Department, staff was aware of the required procedures and
the instances of inconsistent application were simply oversights and errors.

Federal regulation 29 CFR section 5.5 requires that contractors and
subcontractors that work on construction contracts in excess of $2,000 submit
to the awarding agency a copy of their weekly payroll and statement of
compliance (certified payroll) for any week where contract work is performed.
Per the Federal Highway Administration Davis-Bacon and Related Acts
Questions and Answers, the Department is responsible for properly applying
and enforcing wage rate requirements in construction contracts, which
includes reviewing certified payrolls in a timely manner to ensure all laborers
and mechanics are paid wages not less than those established by the U.S.
Department of Labor for the locality of the project.

Aspects of this finding were reported in the prior year.

Federal Award Information: CFDA 20.205 Highway Planning and Construction
Cluster 2015

Recommendation: The Department should ensure that staff properly
completes the required weekly reports and executes the Department’s
designed procedures to ensure the payment of the required wages.

Agency Response: The Department agrees with the findings in the audit. It
should be noted that the implementation of the corrective action plan for the
FY 2014 audit began immediately upon receipt of the audit findings
(March 2015). Thirteen items were audited with dates occurring after
implementation of the prior year’'s corrective action plan, only two had a
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2015-020

Special Tests and

Provisions:

Significant
Deficiency

finding. The Department feels that the corrective action plan was a positive
step towards future compliance and will continue with similar efforts.

Corrective Action Plan FY 2015:

The audit finding was addressed with both NCDOT contract administration
staff and contractors at 3 regional workshops in February and March 2016. For
the offices where audit findings occurred, the specific findings will be reviewed
with the Contract Administrator and the office staff responsible for reviewing
payroll data.

Procedures that were modified in July 2015 will again be reviewed with all
offices administering Federal Aid projects to ensure they understand the
procedures and have processes and sufficient staff assigned to perform the
reviews. One example to be reviewed is appropriate use of electronic payrolls
and acceptable signatures. This will be completed by April 30, 2016.

Management Oversight of Highway Materials Acceptance Testing Not
Performed

The Department did not perform quarterly project reviews designed to increase
compliance with required minimum acceptance testing requirements for
materials used in highway construction projects. During the first three quarters
of state fiscal year 2015, three out of 14 highway divisions were not reviewed,
resulting in 37 out of 197 (19%) scheduled reviews not being performed.

The quarterly project reviews were designed to enhance the quality assurance
program by educating and assisting resident engineers in meeting the
minimum materials acceptance testing requirements during the project. The
reviews help to minimize issues and/or discrepancies in the final end of project
materials certification. Failure to conduct the quarterly project reviews
increases the risk that acceptance testing deficiencies would not be identified
until the end of the project and potentially result in the use of lower quality
materials that may impact highway durability.

Per Department personnel, the quarterly project reviews were not performed
for the three divisions due to staff changes and absences.

The Department’'s procedures require a review of one project from each
resident engineer office, within each highway division, on a quarterly basis to
ensure the required minimum acceptance testing requirements for materials
used in highway construction projects is met.
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Federal Award Information: CFDA 20.205 Highway Planning and Construction
Cluster 2015

Recommendation: The Department should ensure that quarterly project
reviews for minimum acceptance testing are being performed.

Agency Response: The Department agrees with the finding and as noted by
the end of the audit period the function was being performed according to plan.

The corrective actions are as follows and have already been implemented. The
employee responsible for conducting these reviews for the 3 Divisions in
guestion was instructed to perform the reviews and began performing them
upon returning to work after a long absence. To prevent similar instances of
this occurring, the supervisor responsible for conducting these reviews
statewide is now required to submit monthly progress reports to the State
Materials Engineer and ensure adequate staffing for absences. The progress
for this function is monitored by the management at the Materials and Tests
Unit at its monthly staff meetings.
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2015-021 Special Tests and
Provisions:

Significant
Deficiency

%0 see footnote 29.

Review Procedures Not Consistently Followed to Ensure Contractor
Compliance with Federal Pay Rates

The Department did not consistently follow its procedures to identify and obtain
the contractor payrolls for projects funded by High-Speed Rail Corridors and
Intercity Passenger Rail Service — Capital Assistance Grants. A test of 40 out
of 199 construction expenditures and the related project files revealed the
following deficiencies:

e Four out of 40 instances (10%) where the person responsible for
preparing the FAP-1% reports was the same person who signed as the
designee of the Resident Engineer’s review.

e Two out of 40 instances (5%) in which the required statement of
compliance accompanying the payroll was not signed by the
representative for the subcontractor.

e One out of 40 instances (3%) in which there was no evidence that the
FAP-1 was reviewed by the Resident Engineer or their designee.

Because the procedures used to identify and obtain contractor payrolls were
not consistently followed, there is an increased risk that the Department would
fail to identify instances of noncompliance and take necessary corrective
action. Although the process to review the certified payrolls was not
consistently followed, we did not note any compliance errors in our test.

Per the Department, personnel did not initially understand the need for a
different person from the preparer of the FAP-1 report to review the report.
Additionally, staff was aware of the required procedures and the instances of
inconsistent application were simply oversights and errors.

Federal regulation 29 CFR section 5.5 requires that contractors and
subcontractors that work on construction contracts in excess of $2,000 submit
to the awarding agency a copy of their weekly payroll and statement of
compliance (certified payroll) for any week where contract work is performed.
Per the Department’s Construction Manual, a Department representative,
assigned by the Resident Engineer and working under his/her direction, shall
review the contractor’s payroll to determine if there is reasonable compliance
with contract requirements.
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Aspects of this finding were reported in the prior year.

Federal Award Information: CFDA 20.319 High-Speed Rail Corridors and
Intercity Passenger Rail Service — Capital Assistance Grants, Agreement
Number FR-HSR-0006-10-01-05, funding period May 24, 2010 -
September 30, 2017

Recommendation: The Department should ensure that staff properly
completes the required weekly reports and executes the Department’s
designed procedures to ensure the payment of the required wages.

Agency Response: The Department agrees with the findings of the audit. It
should be noted that all required documentation (payrolls and FAP 1 forms)
was in place, but in three instances required signatures were omitted.

Corrective Action Plan FY 2015: The audit finding was addressed with both
NCDOT contract administration staff and contractors at 3 regional workshops
in February and March 2016. In addition, for the offices where audit findings
occurred, the specific findings were reviewed with the Contract Administrator
and the office staff responsible for reviewing payroll data.

Procedures that were modified in July 2015 will again be reviewed with all
offices administering Federal Aid projects to ensure they understand the
procedures and have processes and sufficient staff assigned to perform the
reviews. One example to be reviewed is appropriate use of electronic payrolls
and acceptable signatures. This will be completed by April 30, 2016.
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2015-022

Subrecipient

Monitoring:
Significant
Deficiency

Construction_Project Inspections Were Not Monitored by Management to
Ensure Public Health Is Protected

The Department of Environmental Quality did not monitor the inspection
process to ensure that inspections were performed for drinking water and
clean water construction projects (totaling $78.8 million in federal funds).
Although all necessary inspections were performed during the audit period, the
Department did not have a process in place which would notify management if
an inspection had not occurred.

If projects are not inspected, it may result in final projects that do not comply
with design standards required to protect public drinking water and surface
(clean) waters from harmful contaminants and pollutants.

Monitoring was not performed because, during the year, management relied
on the project engineers to perform on-site inspections when the engineers felt
inspections were necessary. There was no monitoring plan for inspections.

Effective May 2015, the Department issued new standard operating
procedures (SOP) for construction management that established inspection
plans based on project specific criteria. The plan is signed by the supervisor
and included in the project file. However, the new SOP did not ensure that the
supervisor monitored to ensure inspections were executed according to the
project plans. Additionally, the SOP did not ensure that the supervisor
reviewed site inspection documents to ensure quality inspections were
performed.

OMB Circular A-133 requires the state to monitor the activities of subrecipients
as necessary to ensure that Federal awards are used in compliance with
provisions of contracts and that performance goals are achieved.

Significant aspects of this finding were reported in the prior year.

Federal Award Information: CFDA 66.458 Capitalization Grants for Clean
Water State Revolving Funds. Awards: CS-37000111 for the award period of
October 1, 2011 — September 30, 2014; CS-37000112 for the award period
August 1, 2012 — December 31, 2014; and CS-37000114 for the award period
of July 1, 2014 — September 30, 2016.

CFDA 66.468 Capitalization Grants for Drinking Water State Revolving Funds.
Awards: FS-98433808 for the award period of July 1, 2009 -
September 13, 2014; FS-98433809 for the award period of July 1, 2010 —
September 13, 2015; FS-98433810 for the award period of July 1, 2011 —
September 30, 2016; FS-98433811 for the award period July 1, 2012 —
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September 30, 2017; FS-98433812 for the award period of July 1, 2013 —
September 30, 2018; FS-98433813 for the award period of July 1, 2013 —
September 30, 2018 and FS-98433814 for the award period of
October 1, 2014 — September 30, 2019.

Recommendation: Management should revise its standard operating
procedures to include monitoring procedures that ensure site inspections are
completed in accordance with the prescribed plan and perform supervisory
review of site inspection documentation.

Agency Response: Department agrees with the finding. As of January 2016,
management is tracking all inspections and inspection plan deadlines in a
combination of existing databases and spreadsheets. Supervisors receive
copies of all completed inspection checklist and reports to document
inspection completion. The construction management SOP will be updated to
reflect these management oversight activities.

The Department expects to have all of the corrective action in place by
February 29, 2016.
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2015-023

Subrecipient

Monitoring:
Significant
Deficiency

Construction_Project Inspections Were Not Monitored by Management to
Ensure Public Health Is Protected

The Department of Environmental Quality did not monitor the inspection
process to ensure that inspections were performed for drinking water and
clean water construction projects (totaling $78.8 million in federal funds). See
finding 2015-022 for a description.
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2015-024 Eligibility: College Disbursed Funds to Ineligible Students
Significant
Deficiency The College disbursed federal student assistance funds to students who did
. not meet all eligibility requirements. During the audit period, the College
Questioned . . - . .
Cost Finding disbursed approximately $16.9 million in federal student assistance funds to
. 3,388 students.
0

Out of a sample of 60 students who received federal financial assistance, three
students (5%) did not meet all eligibility requirements. The students were
found to be ineligible for the following reasons:

e Two students were not registered with the selective service.

e One student received loan funds but was not enrolled at least half
time.

As a result, the College disbursed at least $5,915 in financial assistance
funds to ineligible students. [CFDA 84.007 - $0; 84.033 - $0; 84.063 - $1,215;
84.268 - $4,700]

According to the College, they rely on the information system (Colleague) to
identify ineligible students. During the audit period, the rules/parameters that
were set up in Colleague did not properly identify all students that did not meet
all of the eligibility requirements.

Federal regulations32 require that the College disburse funds only to students
who meet all eligibility requirements. The eligibility requirements with errors
identified were:

e Male students must have been registered for the selective service, or
waived in accordance with the allowable circumstances, to receive any
federal funds.

e Students must be enrolled at least half time at the time federal loan
funds are disbursed.

Federal Award Information: Award Year July 1, 2014 — June 30, 2015.
CFDA 84.268 Federal Direct Student Loans; CFDA 84.063 Federal Pell Grant;
CFDA 84.033 Federal Work Study; CFDA 84.007 Federal Supplemental
Educational Opportunity Grant.

3 OMB A-133 Section .510(a)(3) requires auditors to report known questioned costs when likely questioned costs are
greater than $10,000. Even though sample results identified only $5,915 in questioned costs, if tests were extended to the
entire population, questioned costs would likely exceed $10,000 and could be material to the program.

%2 34CFR 668.32
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Recommendation: The College should establish procedures to ensure
changes to the rules/parameters in Colleague are appropriate and made timely
to ensure that students meet all applicable eligibility requirements before being
awarded federal assistance.

Agency Response: Durham Tech concurs with the finding that funds were
disbursed to students not meeting all eligibility requirements. Colleague, the
College’s information system, has been set up with several rules checking
student eligibility. The Financial Aid Review Team completed much of the work
(creating rules, correspondence request, etc.) to make sure students in an
eligible status are awarded/disbursed federal and state financial aid funds.
These rules and internal controls were created in Colleague to ensure that the
College would be compliant with federal regulations. The College’s financial
aid staff was not aware that some of the rules had either been deleted or
overridden, so the eligibility controls did not always work during the
14-15 fiscal year. The following rules and controls have now been
implemented:

e Loans with less than six hours: To prevent Federal Direct Loans
from disbursing to students enrolled in less than 6 hours, Durham
Tech will use the Award Eligibility Criteria in Colleague (AEC) to
establish criteria a student must pass before aid, in this case Federal
Direct Loan, can be transmitted to Accounts Receivable. The rule
FAAEGCR is used on all Federal Loans to ensure only loan recipients
are enrolled in at least 6 credit hours prior to transmittal.

e Selective Service: To prevent students who have not registered for
selective service, Durham Tech now uses tracking methods (set up in
Colleague) to request required documents from student. Each track
contains rules that are regulatory as well as containing requirements
for the NC Community Colleges. Colleague uses the communication
code FA15CSEL for Selective Services and checks for the associated
rule FARSSEL (which looks for SAR Comment Code 030, which
includes the following text: The Selective Service reported that you
have not registered with them. If you are female or were born before
1960, registration is not required. Otherwise, if you are not yet
registered, are male, and are 18 through 25 years of age, to receive
aid you must do one of the following: (1) answer “Male” to Item 21 and
“Register Me” to Item 22 on this SAR, (2) complete a Selective Service
registration form at your local post office, or (3) register online at
www.sss.gov.). When a student’s ISIR is received, and if they have
SAR Comment Code 030, they receive correspondence from the
Financial Aid Office requesting proof of registration, and the student’s
record is stamped with communication code, FA15SEL. This
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2015-025

Special Tests and
Provisions:

Material
Weakness

Material
Noncompliance

communication creates an open document request that must be
satisfied/fulfilled before any awards can be made. Awards for FSA
funds can only be created when all regulatory requirements have been
satisfied.

Limit access to rules/parameter screen: Access to the
rules/parameters screen is now limited to only two financial aid staff
members and the Director who is responsible for approving any
changes to the rules as set-up in Colleague. Documentation for any
exceptions is now maintained by the Director. Staff is also responsible
for verifying each term that the rules are in place and are working

properly.

Errors in Calculation for Return of Title IV Funds

The College incorrectly calculated how much money to return to the Title IV
(financial aid) program after students supported by the program withdrew from
the school. The calculations/returns were also untimely.

As a result, the College had incorrect or late payments back to the Title IV
program.

The College incorrectly calculated the return amounts for both official and
unofficial withdrawals* during the audit period.

For official withdrawals, we found the following errors:

o There were seven students for which the calculation to determine
the amount of aid earned was incorrect, resulting in $971 that was
not returned to Title IV and $124 that was not disbursed to
students.

o There were five students for which the calculation of aid earned
was not done, resulting in $1,713 that was not returned.

For unofficial withdrawals, out of a sample of 100 students who
received financial assistance and non-passing grades, 17 students
were unofficially withdrawn. These students received $17,840 in
federal aid, $5,530 of which should have been calculated in amounts
to be returned.

3 A student is considered unofficially withdrawn if they stop attending all classes and do not withdraw themselves from the
College by going through the formal withdrawal process.
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Further, the College did not return funds to Title IV timely. Specifically,

e There was $19,347 in aid to be returned for 34 students that was
between nine and 212 days late.

e There was $1,946 in aid for two students that was not returned.

According to the College, they had significant turnover in the financial aid
department, resulting in no calculations of Title IV returns being completed
until near the end of fiscal year 2015. At that time, the new staff was
overwhelmed by the amount of students who had withdrawn and calculations
of earned aid not complete. As a result, some calculations and returns were
inaccurate or not completed.

Federal regulations® state that if the total amount of assistance earned by the
student is less than the amount that was disbursed to the student or on his or
her behalf as of the institution’s determination that the student withdrew, the
difference must be returned to the Title IV programs.

Federal regulations® also state that if the student ceases attendance without
providing official notification to the institution of his or her withdrawal, the
midpoint of the payment period, or, if applicable, the period of enrollment is the
withdrawal date.

Further, regulations® require that returns of Title IV funds be deposited or
transferred into the Student Financial Aid account or that electronic fund
transfers be initiated to the Department of Education as soon as possible, but
no later than 45 days after the date the institution determined that the student
withdrew.

Federal Award Information: Award Year July 1, 2014 — June 30, 2015.
CFDA 84.268 Federal Direct Student Loans; CFDA 84.063 Federal Pell Grant;
CFDA 84.033 Federal Work Study; CFDA 84.007 Federal Supplemental
Educational Opportunity Grant.

Recommendation: The College should continue to identify and process return
of Title IV funds, ensuring accurate calculations of unearned aid and timely
return of funds.

34 34 CFR 668.22(a)(1) through (a)(5)

% 34 CFS 668.22(c) and (d)
% 34 CFR 668.173(b)
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Agency Response: Durham Tech concurs with the finding that the college
incorrectly calculated how much money to return for some students
withdrawing from the college and that calculations/returns were not completed
timely. As stated in the finding, the College had significant turnover in our
financial aid staff and the new Director found that that Return of Title IV
calculations were not being done and had not been done for the last year.
Once the Director became aware of this, the new staff used the Colleague
system to perform the R2T4 calculations. However, some of the calculations
were not done properly because the previous staff did not always keep the
student records in Colleague up to date and correct. Once they became aware
of this problem the following procedures were put into place:

o A weekly student withdrawals report has been created and beginning
in the Fall Term of 2015, this report is automatically delivered every
Thursday, via Informer, to the financial aid director and select financial
aid advisors who have been assigned the responsibility of processing
R2T4 calculations. Return of Funds calculation will be performed using
the ROFC mnemonic. This mnemonic captures the withdrawal
determined date, last date of attendance, and enrollment status, and
charges. These reports are used to determine which students have
withdrawn from all classes. R2T4 calculations are completed on
students that dropped all their classes since the last report was run. To
mitigate errors, all R2T4 calculations are now being reviewed by at
least two financial aid advisors to make sure there have been no
keying errors.

e Reports have also been created that will identify students who have
completely withdrawn from the college due to not receiving any
passing grades (ALL F's, zero GPA) and due to receiving W’s in all
classes. The zero GPA report will be ran at the end of each semester
to identify those students, and the appropriate calculations will be
processed.
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2015-026 Subrecipient
Monitoring:

Material
Weakness

Fiscal Monitoring Results Were Not Communicated Timely

The Department did not report the results of its fiscal monitoring® to
subrecipients in a timely manner, preventing subrecipients from taking timely
corrective action.

Auditor’s identified 13 out of 37 (35%) fiscal monitoring reports which were
communicated between 46 and 125 business days after the date of the visit.
The Procedures for Fiscal Monitoring section of the Department’s Division of
School Business Services policy and procedures manual requires fiscal
monitoring results to be communicated within 45 business days.

As a result, corrective actions taken by subrecipients to monitoring findings
were delayed allowing noncompliance with federal program regulations and
possible misuse of funds to continue.

Examples of findings noted in monitoring reports:

. Procedures not in place to ensure contract service agreements are on
file to support all expenditures for contracted services.

. Inaccurate or incomplete equipment inventory logs.

. Procedures not properly designed to ensure employee time and effort
records are accurate and complete.

According to the Department, the results of fiscal monitoring visits were not
communicated timely due to ongoing personnel issues.

Significant aspects of this finding were reported in the two prior years.
Federal Award Information: This finding impacts these federal programs:

a) CFDA 84.027: Special Education — Grants to States: Federal funding
periods:
1) July 1, 2013 — September 30, 2014 (H027A120092A) and

2) July 1, 2014 — September 30, 2015 (H027A130092A).

37 Fiscal monitoring includes reviewing subrecipients’ expenditures to ensure federal funds are used for allowable costs in
accordance with approved budgets and program guidelines.
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b)

c)

d)

e)

f)

)

CFDA 84.173: Special Education — Preschool Grants: Federal funding
periods:

1) July 1, 2013 — September 30, 2014 (H173A120096) and
2) July 1, 2014 — September 30, 2015 (H173A130096).

CFDA 84.173: Special Education — Preschool Grants: Federal funding
periods:

3) July 1, 2013 — September 30, 2014 (H173A120096) and
4) July 1, 2014 — September 30, 2015 (H173A130096).

CFDA 84.010: Title | — Grants to Local Education Agencies: Federal
funding periods:

1) July 12013 — September 30, 2014 (S010A120033A) and
2) July 1 2014 — September 30, 2015 (S010A130033A).

CFDA 84.367: Improving Teacher Quality State Grants: Federal
funding periods:

1) July 1, 2013 — September 30, 2014 (S367A120032A) and
2) July 1, 2014 — September 30, 2015 (S367A130032A).

CFDA 84.395: Race to the Top Incentive Grants, Recovery Act:
Federal funding period September 24, 2010 - September 23, 2015
(S395A100069).

CFDA 84.048: Career and Technical Education: Federal funding
period: July 1, 2014 — September 30, 2015 (V048A130033-12A).

Recommendation: The Department should ensure compliance with its policy
for completing and communicating fiscal monitoring results timely.

Agency Response: The Department concurs with the Auditor’s finding and
recommendation related to fiscal monitoring results not being communicated
timely in some instances. Fiscal monitoring efforts continue to be tracked in a
comprehensive tracking log that captures all internal steps occurring between
the site visit and closure of the monitoring report. Management utilizes the
tracking log to identify overdue or delayed monitoring reports and/or responses
and address each process/personnel issue accordingly. The hiring of a new
Monitoring and Compliance Section Chief (April 2015) and three new Fiscal
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2015-027

Special Tests and

Provisions:
Significant
Deficiency

Monitors (May 2015 and February 2016) enable the Department to continue to
improve the timeliness of fiscal monitoring activities.

Training provided for new fiscal monitoring staff included fiscal monitoring
policies and procedures with emphasis on the need for timely issuance of
monitoring reports for compliance with federal regulations and increased
effectiveness of technical assistance provided to subrecipients. The Monitoring
and Compliance Section Chief will provide ongoing review of fiscal monitoring
policies, procedures, tools and employee performance to identify areas for
improvement. The Section Chief implemented monthly staff meetings and will
schedule individual one-on-one sessions with each monitor as needed to
ensure policies are adhered to and results are reported to subrecipients in a
timely manner.

Required Verification of Adjustments to Graduation Rates Was Not Performed

The Department did not monitor Local Education Agencies (LEAs) and charter
high schools receiving Title | funds to verify that the adjustments to the
regulatory adjusted cohort® and the resulting adjustments to graduation rates
were appropriate. The graduation rate is a measure of a school's success that
if computed incorrectly could mislead users of the graduation rate information.

As a result, the lack of verification may have allowed inaccurate graduation
rates®® to have gone undetected by the Department. Although there is a risk of
inaccuracy, a large number of students would have to be improperly removed
from the student count to significantly change the graduation rate. For
example, approximately 1300 students would have to be improperly removed
from the total student count to increase the graduation rate by 1% based on
statewide calculations.

The Department had the student data to compute the graduation rates but did
not have a procedure to verify that written documentation was maintained by
the schools to support the removal of a student from the graduation rate
calculation.

3 A cohort is made up of a group of first-time 9th graders which form a future graduating class in a specific school, district or

state.

% The graduation rate is calculated based on the number of students who graduate in 4 years or less with a regular high
school diploma divided by the number of students who form the adjusted cohort.
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Federal regulations (34 CFR 200.19(b)) require the Department to verify that
LEAs and charter high schools maintain appropriate written documentation®
supporting the removal of a student from the calculation to ensure that the
graduation rate is accurate and consistently calculated. The process for
calculating the graduation rate was established by the U.S. Department of
Education to provide parents, educators and community members with a more
accurate standardized calculation that would allow for meaningful comparisons
across states and school districts.

This audit finding was reported in the prior year.

Federal Award Information: CFDA 84.010 Title | Grants to Local Education
Agencies: Award Number: S010A140033A for federal funding period
July 1, 2014 — September 30, 2015

Recommendation: The Department should develop and implement a
procedure to verify that LEAs and charter high schools maintain appropriate
written documentation to support the removal of students from the graduation
rate calculation. The Department could consider a systematic or risk based
sampling approach to verification of the written documentation.

Agency Response: The Department concurs with the Auditor’s finding and
recommendation regarding the verification of graduation rates. The
Department will require that LEAs and charter schools maintain
evidence/documentation for each withdrawal that includes, but is not limited to,
certifications of death, transfers to private schools, transfers to homeschools,
certifications of the student(s) leaving the state or country, and certifications of
the student(s) being in a detention center. The LEA or school accountability
director/test coordinator and the respective superintendent will verify the
evidence/documentation and sign and date the required End-of-Year Data
Collection Sign Off, which is provided to the Department’s Division of
Accountability Services. The Department will inform LEAs and charter schools
of the evidence/documentation requirements effective with the 2015-16 school
year.

40 Appropriate written documentation to support adjustments to a cohort may include an obituary or written statement from
the parent when a student dies or a request for student records from the public or private high school when a student
transfers to another state or immigrates to another country.
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2015-028 Subrecipient Fiscal Monitoring Results Were Not Communicated Timely
Monitoring:
Material The Department did not report the results of its fiscal monitoring to
Weakness subrecipients in a timely manner, preventing subrecipients from taking timely

corrective action. See finding 2015-026 for a description.
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Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-029 Eligibility:

Significant
Deficiency

Questioned
Cost Finding

$0

2015-030 Special Tests and
Provisions:

Material
Weakness

Material
Noncompliance

College Disbursed Funds to Ineligible Students

The College disbursed federal student assistance funds to students who did
not meet all eligibility requirements. During the audit period, the College
disbursed approximately $16.9 million in federal student assistance funds to
3,388 students. As a result, the College disbursed at least $5,915 in financial
assistance funds to ineligible students. [CFDA 84.007 - $0; 84.033 - $0;
84.063 - $1,215; 84.268 - $4,700] See finding 2015-024 for a description.

Errors in Calculation for Return of Title IV Funds

The College incorrectly calculated how much money to return to the Title IV
(financial aid) program after students supported by the program withdrew from
the school. The calculations/returns were also untimely. See finding 2015-025
for a description.
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2015-031 Special Tests and
Provisions:

Material
Weakness

Material
Noncompliance

*1 34 CFR 668.165

Students May Not Be Notified About Loan Cancellation Rights

The University did not maintain adequate supporting documentation to show
that students received the required notification about their right to cancel their
federal loan (Direct Loan or Perkins Loan). Approximately $82.3 million in
federal student aid loans that required notification of the right to cancel were
paid to students during the audit period.

Out of a sample of 55 students who received federal student loans during the
fiscal year

e there were 46 students (84%) with no documentation that they had
been notified of their right to cancel for loan disbursements made
during the spring or summer semester, and

o there were four students (7%) that were not notified within 30 days of
the disbursement of their right to cancel for loan disbursements made
during the fall semester.

If students are not made aware of information related to their loans, including
the right to cancel, there is increased risk of incorrect decisions and potential
default on the loans.

The University did not adequately monitor the automated process to make
sure that right to cancel notices were sent to students. The University relies on
an automated process which creates the notice once a loan disbursement is
posted to the student's account. Once the notification process is completed,
the system populates a “date sent” field on the student’'s record. For the
instances noted above, the “date sent” field was not populated, which is
indicative of one of two scenarios. Either the notifications were never sent or
the automated process had flaws for the spring and summer semesters.

Federal regulations™ require the University to notify students of their right to
cancel student loans in writing no earlier than 30 days before and no later than
30 days after each time loan funds are credited to a student’s account.

Federal Award Information: Award Year July 1, 2014 — June 30, 2015. CFDA

84.038 Federal Perkins Loan Program; CFDA 84.268 Federal Direct Student
Loans (Direct Loan)
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Recommendation: The University should monitor the automated job designed
to send and document the required right to cancel notice to students to ensure
that it completes and designates the completion in the “date sent” field on the
student’s record.

Agency Response: The University agrees with the auditor's findings and
recommendations for monitoring the automated job designed to notify and
document the Right to Cancel notification. While the Right to Cancel job did
not abort at the time it was run, it did not populate the “date sent” file. The
Office of Scholarships and Student Aid modified the Right to Cancel script to
ensure that all components of the program is properly executing. The changes
to the script were implemented for Fall, 2015.
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2015-032

2015-033

Subrecipient
Monitoring:

Material
Weakness

Subrecipient

Monitoring:
Significant
Deficiency

Fiscal Monitoring Results Were Not Communicated Timely

The Department did not report the results of its fiscal monitoring to
subrecipients in a timely manner, preventing subrecipients from taking timely
corrective action. See finding 2015-026 for a description.

Career _and_Technical Education Grant Submonitoring Vists Were Not
Documented

The Department did not maintain documentation to evidence the completion,
review and communication of subrecipient monitoring results for the Career
and Technical Education (CTE) grant program. During the audit period, the
Department disbursed $18.2 million in CTE funds to subrecipients to provide
individuals with the academic and technical skills needed to succeed in a
knowledge and skills-based economy.

The Department has a six year plan to monitor the 115 subrecipients. All 19
Local Education Agencies (LEA) subrecipient monitoring reviews performed in
fiscal year 2015 were tested. The Department did not retain documentation for
the procedures performed or evidence of communication of the results for
three of 19 (16%) monitoring efforts. The three subrecipients, with
documentation in question, received $254,004 in funding.

The Department’s failure to maintain documentation to evidence that
monitoring procedures were adequately performed and results communicated
timely could result in subrecipient noncompliance not being identified,
corrective action not being timely implemented, and federal funds being
misused.

Examples of issues noted in monitoring reviews:
e Time and Effort documentation was not approved by the supervisor.

. Purchase orders were recorded to the incorrect chart of accounts
code.

e A functioning CTE advisory council was not in place to provide a
formal system of evaluation and determine the effectiveness of the
CTE program.

The Department indicated that the documentation was not maintained due to

the retirement of a CTE monitor. The monitor failed to upload monitoring
documentation to the Department’s central document repository and no one at
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2015-034

Special Tests and
Provisions:

Material
Weakness

Material
Noncompliance

the Department was aware of this error until documentation was requested by
the auditors. The Department did not have a system in place to ensure each
monitor completed and filed all supporting documentation in the central
document repository.

OMB Circular A-133 requires pass-through entities to monitor the activities of
subrecipients as necessary to ensure that federal awards are used for
authorized purposes in compliance with laws, regulations, and the provisions
of contracts or grant agreements and performance goals are achieved.

Federal Award Information: CFDA #84.048: Career and Technical Education,
Award Number: V048A140033, Federal Funding Period: 07/01/2014 -
09/30/2015

Recommendation: The Department should develop and implement a system
that ensures all scheduled monitoring visits are completed, supporting
documentation is filed in the Departments’ central document repository, and
results are communicated to the subrecipients in a timely manner.

Agency Response: The Department concurs with the Auditor’s finding and
recommendation related to documentation of Career and Technical Education
(CTE) subrecipient monitoring. The CTE subrecipient monitoring process was
updated subsequent to being notified of the audit finding. Adjustments to the
process include utilization of a tracking sheet in the drop box file repository
along with the requirement that all documents related to the monitoring activity
be included in the drop box files in a timely manner. CTE regional coordinators
will add files to the drop box for peer and supervisor review prior to final
submission to the LEA to help ensure consistency. The revised procedures
and utilization of this tool should prevent this finding from recurring in the
future. The revised practices will be implemented February 2016.

Performance Indicators Were Not Verified

The Department did not verify all Career and Technical Education secondary
(high school) level core performance indicators reported in the Consolidated
Annual report (CAR) prior to submission to the U.S. Department of Education.

The Perkins IV (Career and Technical Education) grant requires each State to
report the progress of the State in achieving the State-adjusted level of
performance in the following eight secondary level core performance indicators
each December:
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e Attainment of academic skills-reading/language arts (verified)
e Attainment of academic skills-mathematics (verified)

e Technical skill attainment

e School completion

e Student graduation rates (verified)

e Placement

e Nontraditional participation

¢ Nontraditional completion

The Department provided supporting data files and documentation to support
verification of three (as noted above) out of eight secondary level core
performance indicators, however no evidence was provided for the verification
of the data for the remaining five (62.5%) secondary level core performance
indicators.

As a result, the State’s level of performance was reported as meeting
performance indicators, which could impact users of the performance level
indicators when evaluating the need for program improvement plans.

The Department indicated the transition to a new student data system
(PowerSchool) during the audit year and the lack of the necessary automated
interface between PowerSchool and the reporting system made data
verification difficult. The Department indicated a manual review of the
performance level indicator data file and reports from PowerSchool was
completed before it was uploaded into the federal reporting system, however,
evidence of the data verification was not maintained.

Perkins 1V (20 USC 2323(c)(1)) requires each State to report annually their
progress in achieving the state-adjusted levels of performance on the core
indicators of performance, including the levels of performance achieved by the
special population categories.

Federal Award Information: CFDA #84.048: Career and Technical Education:
Federal funding period: 07/01/2014 - 09/30/2015 (V048A140033).

Recommendation: The Department should ensure that the statewide
performance data is verified for all indicators before the aggregated data is
reported to the U.S. Department of Education and that verification
documentation is maintained.
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Agency Response: The Department concurs with the Auditor’s finding and
recommendation related to performance indicators. During the transition phase
to PowerSchool, many of the tools that previously used to verify performance
data were not operational. Existing policy and procedures for verification of
CTE performance measures are currently being revised. Revisions include
development of various outputs for analysis to ensure verification of all
performance data indicators prior to reporting to the U.S. Department of
Education. Examples include an LEA-level report that subrecipients can use to
verify at the LEA level, reports for state staff to verify the data and the existing
EDEN input files. Updated tools should be available for processing/review of
data in fall 2016.
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2015-035 Special Tests and
Provisions:

Material
Weakness

Material
Noncompliance

4234 CFR SECTION 690.83

Enrollment Reporting Errors

The College did not timely report changes to the enrollment status of students
that received federal student financial aid to the National Student Loan Data
System (NLSDS). The College had 2,006 students who received $6,689,572.20
in federal student financial assistance subject to this reporting requirement.

Out of a sample of 60 students who received federal student financial
assistance and whose enrollment status changed, nine (15%) did not meet the
federal compliance requirements:42

e In seven of the sample items not in compliance, the changes in
enrollment statuses were never reported.

e In two of the sample items not in compliance, the changes in
enrollment statuses were 122 to 151 days late.

Information in NSLDS that is not reported timely by the College may interfere
with a student’s evaluation and funding of Title IV programs by the Department
of Education.

According to the College, enroliment status changes of students that received
federal student aid were not reported timely because employees relied upon
the National Student Clearinghouse (NSC), a third party service provider, to
ensure the reporting was timely.

Federal regulations require the College to notify the NSLDS within 30 days of a
change in student status for those students that received Pell Grant funds. In
addition, the NSLDS Enrollment Reporting Guide states the College is
ultimately responsible for timely and accurate reporting.

Federal Award Information: Award Year July 1, 2014 - June 30, 2015.
CFDA 84.063 Federal Pell Grant Program (Pell)

Recommendation: The College should work with the National Student
Clearinghouse and revise its procedures as necessary to ensure required
student enrollment changes are reported timely and accurately to the
Department of Education.

Agency Response: The College is currently working with the National Student

Clearinghouse to develop procedures to ensure that enroliment changes
reported by the College to the Clearinghouse are then reported to the
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Department of Education. The College is also soliciting input from other
colleges in the system who have experienced similar problems. Final
procedures will be developed and implemented by the Director of Enroliment
Management and the Director of Financial Aid. The college plans to implement
a solution prior to the end of March.
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2015-036

Special Tests and
Provisions:

Material
Weakness

Material
Noncompliance

Questioned
Cost Finding

$1,957

Error in Calculation for Return to Title IV Funds

The College did not include students that unofficially withdrew from school in
their calculation of funds required to be returned to the Title IV program.

As a result, the College had $1,957.28 that was not returned.

The College’s calculations for the amount required for return to the Title IV
program failed to include amounts for unofficial student withdrawals. For the
fiscal year ended June 30, 2015, 3 students received all grades of F, and had a
last day of attendance prior to the mid-point of the semester. These students
received $4,289.00 in Title 1V funds and $1,957.28 of this amount should have
been calculated into the amounts to be returned.

According to the College, the report they used to identify unofficial withdrawals,
did not include students that enrolled in late start or term B classes during a
semester.

Federal regulations435tate that if the total amount of assistance earned by the
student is less than the amount that was disbursed to the student or on his or
her behalf as of the institution’s determination that the student withdrew, the
difference must be returned to the Title IV programs.

Regulations43 also state that if the student ceases attendance without providing
official notification to the institution of his or her withdrawal, the midpoint of the
payment period, or if applicable, the period of enroliment is the withdrawal date.

Additionally, regulations® require that returns of Title IV funds be deposited or
transferred into the Student Financial Aid account or that electronic fund
transfers be initiated to ED or the appropriate FFEL lender as soon as possible,
but no later than 45 days after the date the institution determines that the
student withdrew.

Federal Award Information: Award Year July 1, 2014 - June 30, 2015,
CFDA 84.063 Federal Pell Grant Program (PELL)

Recommendation: The College should design and implement effective
procedures to ensure that unofficial student withdrawals are included in the
calculations for returns of Title IV program funds. Further, improvements in
procedures should be made to ensure the returns are complete and accurate
and returned on a timely basis in accordance with federal compliance
requirements.

3 34 CFR 668.22(a)(1) — (a)(5), 668.22(c) and 668.22(d), and 668.173(b)
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Agency Response: The Director of Financial Aid has revised a report which
shows final grades of "F" or "U" to include all classes throughout the terms, not
just the beginning and ending dates. A column has been added in the informer
report to show the class start date to ensure accuracy of classes. A second
report is run to look at students who received a "O" GPA. This is a secondary
measure to ensure the accuracy of the report and to make sure we are in
compliance with the federal regulation regarding the Return of Title IV aid for
students who do not complete at least 60% of the semester. This report was
rerun to identify any additional students for the 2014-201 5 year. Unearned aid
was returned to the Department of Education.

2015-037 Special Tests and  Enrollment Reporting Errors

Provisions:
Material The College did not report enroliment status changes for students who received
Weakness federal student aid to the National Student Loan Data System (NSLDS) as
Material required. The College had 448 students who received $1,034,639.95 in federal

Noncompliance student financial assistance subject to this reporting requirement.
Out of a sample of 60 students who received federal student financial
assistance and whose enrollment status changed, 40 were not reported in
accordance with federal compliance requirements:44

Of the 40 errors, 1 enroliment status change was reported 31 days late, and the
remaining 39 enroliment status changes were never reported to the NSLDS.

Incorrect information in NSLDS may interfere with a student’s loan privileges,
deferment privileges, grace periods, and other considerations.

According to the College, they relied upon the National Student Clearinghouse
(NSC), a third party service provider, to ensure the accurate and timely
reporting of enroliment status changes. College employees did not realize it
was their responsibility to ensure that the information reported to NSLDS by the
service provider was in agreement with the College records.

Federal regulations44 require the College to notify NSLDS within 30 days of a
change in student status for those students that received PELL Grant funds. In
addition, the NSLDS Enrollment Reporting Guide states the College is
ultimately responsible for timely and accurate reporting.

4 34 CFR 682.610, 685.309, and 690.83
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Federal Award Information: Award Year July 1, 2014 - June 30, 2015.
CFDA 84.063 Federal Pell Grant Program (PELL)

Recommendation: The College should implement procedures to ensure
required student enroliment changes are reported timely and accurately to the
Department of Education.

Agency Response: When running the monthly enroliment report, the census
date has been corrected to reflect the current date the report is run, not the
census date which was previously used. As an accuracy check, another report
is run to show withdrawals for students since the last date the Clearinghouse
report was run. This data is used to make sure that the changed enrollments
are included in the report sent to the Clearinghouse. Once the Clearinghouse
processes the information and sends the data to NSLDS, the Director of
Financial Aid will also do periodic checks in NSLDS to make sure the students
are reported correctly. The Registrar's office is currently conducting daily grade
verification updates to ensure that each student's enrollment status is current.
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2015-038 Eligibility:

Significant
Deficiency

Questioned
Cost Finding

$1,215

2015-039 Reporting:

Material
Weakness

Material
Noncompliance

Special Tests and
Provisions:

Material
Weakness

Material
Noncompliance

College Disbursed Funds to Ineligible Students

The College disbursed federal student assistance funds to students who did not
meet all eligibility requirements. During the audit period, the College disbursed
approximately $16.9 million in federal student assistance funds to 3,388
students. As a result, the College disbursed at least $5,915 in financial
assistance funds to ineligible students. [CFDA 84.007 - $0; 84.033 - $0;
84.063 - $1,215; 84.268 - $4,700]. See finding 2015-024 for a description.

Disbursements Not Timely Reported to Federal Government

The College did not report disbursement data for Pell and Direct Loan
recipients to the federal Department of Education (Department); nor did the
College perform necessary reconciliations during the audit period that would
alert them that the disbursement data was not reported.

During the audit period, the College disbursed approximately $16.7 million in
federal student financial assistance funding that was required to be reported to
the Department.

Out of a sample of 60 students who received federal financial assistance
disbursements that should have been reported, 10 students (16.6%) were
reported between nine and 96 days late.

If student information is not reported or not reported timely, the Department
does not have a complete record of the student’s federal assistance to date.
Decisions about the amount of future aid the student should be eligible for
could be impacted. Lifetime or annual limits could be reached or exceeded and
the school or the Department may not be aware.

According to the College, they rely on their information system (Colleague) to
identify the disbursements to be reported. During the audit period, the
rules/parameters in Colleague were not properly established to identify and
report all student disbursements. The College also stated that reconciliations
between the Department and the College’s records were not performed
because the financial aid department experienced substantial turnover during
the audit period, and priority was not given to these reconciliations.

Federal regulations45 require the College to report Pell or Direct Loan
disbursements to the Department within 30 days of the disbursement to a

* 10 Office of Management and Budget (OMB) Circular A-133 2015 Compliance Supplement, Part 5, Section Il
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student’s account. Further, federal regulations*® require the College to
reconcile the college’s records to the Department’s records.

Federal Award Information: Award Year July 1, 2014 — June 30, 2015.
CFDA 84.063 Federal Pell Grant Program; CFDA 84.268 Federal Direct
Student Loans

Recommendation: The College should review the rules/parameters in
Colleague used to identify and report disbursement data to the federal
Department of Education. Additionally, the College should provide adequate
staff and training to perform necessary reconciliations between the College’s
records and the Department of Education’s records.

Agency Response: Durham Tech concurs with the finding that the College did
not report disbursement data for Pell and Direct Loan recipients to the federal
Department of Education nor did the College perform necessary reconciliations
during the audit period. The College was aware of these issues and realized
the critical need for compliance with federal regulations, but it took time to hire
new staff, identify all the different issues that the new staff was facing, catch up
with the daily activities of processing student applications, training the new
staff, and developing new procedures. Once all those things were completed,
the College implemented new procedures to ensure that disbursement data is
reported timely to the Department of Education and that monthly reconciliations
are completed for fiscal year 2015-16. The new procedures consist of the
following:

e Reporting Disbursements Timely — The director or the financial aid
advisors (at the request of the director) runs the batch financial aid
transmittal register (FATR). The Student Accounts Coordinator
completes the FATR and posts the award changes to the student’
accounts. Once that is completed, the Student Accounts Coordinator
notifies the financial aid staff that the posting process is complete.
Then a financial aid staff member will run CODE (CODE export) to
send student records to COD. This process is now run “wide open” to
ensure all records have been sent to COD. In addition, once a week
CODE is run “wide open,” just in case someone was missed. We also
added the step that once CODE is run, that someone is responsible for
checking to see if the CODE file was transmitted to COD. If for some
reason, the file did not get transmitted from Colleague to COD, it can
be pushed through using FA exports (FAEX). Previously, that had been
a problem, and the staff did not know that the file had not been
transmitted.

¢ 34CFR 685.300
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2015-040 Special Tests and
Provisions:

Material
Weakness

Material
Noncompliance

2015-041 Special Tests and
Provisions:

Material
Weakness

Material
Noncompliance

e Reconciliations - The Office of Financial Aid began reconciling with
the federal system including actual drawdowns per the Common
Origination and Disbursement (COD) system in September 2015 when
awards for FY 15-16 were first posted. The offices of Financial Aid and
Student Accounts began performing monthly reconciliations of
calculated student financial aid awards to actual financial aid paid to
students. We completed the reconciliation process by reconciling
financial aid, student accounts and Contracts and Grants drawdowns of
federal funds in G5 with the revenue posted to the general ledger.

Errors in Calculation for Return of Title IV Funds

The College incorrectly calculated how much money to return to the Title IV
(financial aid) program after students supported by the program withdrew from
the school. The calculations/returns were also untimely. See finding 2015-025
for a description.

Errors in Enrollment Status Reporting

The College did not timely report enrollment status changes for students who
received federal student assistance to the National Student Loan Data System
(NSLDS). During the audit period, the College disbursed approximately $16.7
million in federal student financial assistance funding subject to this reporting.

Out of a sample of 60 students who received federal financial assistance and
whose enrollment status changed, 25 students (41.7%) were not reported in
accordance with federal requirements. Specifically,

e There were 16 students’ change in enrollment status reported
between 77 and 206 days after the change occurred.

e There were nine students’ change in enroliment status that was not
reported at the time of audit.

Failure to report student enrollment status changes to NSLDS could interfere
with a student’s loan privileges, deferment privileges, and grace periods.

According to the College, student status changes were not reported in
accordance with federal requirements because they did not monitor to ensure
that the third-party service provider (the National Student Clearinghouse) was
timely reporting student status information to the NSLDS.
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Federal regulations*’ require the College to notify NSLDS within 75* days of a
change in student status for those students that received Pell Grant or Federal
Direct Loan funds. In addition, the NSLDS Enroliment Reporting Guide states
that the College is ultimately responsible for timely and accurate reporting.

Federal Award Information: Award Year July 1, 2014 - June 30, 2015.
CFDA 84.063 Federal Pell Grant Program; CFDA 84.268 Federal Direct
Student Loans

Recommendation: The College should monitor submissions of student
enrollment status changes to the Clearinghouse to ensure they are submitted
timely to the NSLDS.

Agency Response: Durham Tech concurs with the finding that the college did
not timely report enroliment status changes for students who received federal
assistance to the National Student Loan Data System (NSLDS). The College
has determined that these reporting issues occurred for several different
reasons, some of which the college was already aware of, and have already
taken action upon. The College has or will take the following actions to correct
the issues:

e In January, 2016, the College placed a greater emphasis on data
reporting to the National Student Clearinghouse. The duties of the
reporting to the National Student Clearinghouse were reassigned to the
Data Coordinator as one of her primary responsibilities, from the
Student Information Specialist, where this task was just one additional
responsibility. The Data Coordinator is better trained to correct errors
as shown on the preliminary report and the monthly reports should be
cleaner. Cleaner reports should enable the Clearinghouse to get data
to NSDLS quicker.

e The College will add a step to the weekly R2T4 process, whereas once
the R2T4 list of students is generated, any student receiving a loan and
dropping all their courses will be identified and will be individually
entered into the National Student Loan Data system by one of the
Financial Aid counselors.

*" 34CFR 690.83 and 34CFR 685.309

8 The College is required to notify the NSLDS when it discovers that a student who received loans or Pell grants is no longer
enrolled at least half-time. Unless the College expects to complete its enrollment roster with the NSLDS within 60 days of the
student’'s change in enroliment, the College must notify the lender or guarantee agency, via NSLDS within 30 days. The
College has 15 days to turn around the roster file. Therefore, we have determined timeliness to be established as within 75

days.
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e In addition, once the weekly R2T4 list is generated, a listing of the
students that are identified as withdrawing will be sent to the Director of
Student Information and Records who will update each R2T4 student’s
enrollment status in the National Student Clearinghouse.
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2015-042 Special Tests and
Provisions:

Material
Weakness

Material
Noncompliance

Errors in Enroliment Status Reporting

The University did not timely report enrollment status changes for students who
received federal student aid to the National Student Loan Data System
(NSLDS). The University had approximately 7,100 students that received
approximately $99.9 million in federal student financial assistance subject to
this reporting.

The University uses a third party servicer (National Student Clearinghouse) to
report student status information to the NSLDS. Enrollment records were sent
by the University to the National Student Clearinghouse for submission to the
NSLDS.

Out of a sample of 120 students who received federal financial assistance and
whose enrollment status changed, nine student enrollment statuses (7.5%)
were not reported in accordance with federal requirements. Specifically,

e there were six students that had graduated, but their change in
enrollment status was not reported to NSLDS,

e there were two students’ change in enrollment status reported
between 78 and 178 days after the change occurred, and

e there was one student’'s change in enrollment status that was not
reported at the time of audit.

Failure to report student enrollment status changes to NSLDS could interfere
with a student’s loan privileges, deferment privileges, and grace periods.

Student status changes were not reported to the NSLDS in accordance with
federal requirements due to untimely submissions by the National Student
Clearinghouse. The University failed to monitor the National Student
Clearinghouse to ensure the submissions of enroliment data to the NSLDS on
behalf of the University met federal requirements.

Federal regulations” require the University to notify NSLDS within 75°° days of
a change in student status for those students that received Pell Grant and
Federal Direct Loan funds. In addition, the NSLDS Enrollment Reporting Guide

*° 34CFR 690.83 and 34CFR 685.309

* The University is required to notify the NSLDS when it discovers that a student who received loans or Pell grants is no
longer enrolled at least half-time. Unless the University expects to complete its enrollment roster with the NSLDS within 60
days of the student’s change in enrollment, the University must notify the lender or guarantee agency, via NSLDS within 30
days. The University has 15 days to turn around the roster file. Therefore, we have determined timeliness to be established

as within 75 days.
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states that the University is ultimately responsible for timely and accurate
reporting.

Federal Award Information: Award Year July 1, 2014 — June 30, 2015.
CFDA 84.063 Federal Pell Grant Program (Pell); CFDA 84.268 Federal Direct
Student Loans (Direct Loan).

Recommendation: The University should monitor submissions of student
enrollment status changes to the Clearinghouse to ensure they are submitted
timely to the NSLDS.

Agency Response: The University agrees with the auditor's findings and
recommendations for reporting enrolliment status changes. In accordance with
federal requirements, NCCU can elect to use a third party to assist in reporting
to the National Student Loan Data System. NCCU properly and timely reported
enrollment status changes for students who received federal student aid to the
National Student Clearinghouse (NSC). This issue arises as a result of the
failure of the NSC to timely report NCCU's information to National Student Loan
Data System. As an enhanced control and monitoring procedure, NCCU has
already implemented a monthly reconciliation to monitor submissions of student
enrollment status changes on October 9, 2015. This monthly reconciliation is
being conducted to identify and update the enrollment status in NSLDS for
students who are not automatically and timely updated by NSC.
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2015-043

Activities Allowed
or Unallowed:

Material
Weakness

Material
Noncompliance

Allowable Costs/
Cost Principles:

Material
Weakness

Material
Noncompliance

Questioned
Cost Finding

$82,066

Errors in Claims Payment Process

The Department processed more than 103,000 payments for vocational
rehabilitation services totaling more than $55 million during state fiscal year
2015. One hundred seven (107) of 226 (47%) payments tested contained
errors. The total errors identified resulted in net overpayments of $104,277 and
federal questioned costs of $82,066.

Examples of the errors detected included:

e Payment amount was calculated incorrectly and/or paid at the wrong
rate for 104 claims totaling $88,397.

e |nadequate documentation to support the payment for 10 claims
totaling $25,394.

e Payment amount did not apply available third party benefits first for
3 claims totaling $8,214

e Provided service was not on the individual's plan of employment for
1 claim totaling $3,432.

Some claims payments had numerous errors detected.

In accordance with OMB Circular A-133 Section .510(a)(3), auditors must
report known questioned costs when likely questioned costs are greater than
$10,000. Therefore, the overpayments of $104,277 (federal share $82,066)
are being questioned. The estimated errors in the population are
$4.77 million, +/- 4%.

As a result, the Department made improper payments of program funds that
could have been used to provide additional rehabilitation services to other
eligible clients, or reduce program cost.

Implementation of a new claims processing system (BEAM) occurred during
the year under audit. According to the Department, they delayed updating
Medicaid rates in the new system until the completion of the NCTracks/BEAM
interface. This delay in rate updates resulted in payments made based upon
incorrect rates. Correcting these errors will result in additional cost to the
Department.

In addition to the rate calculation errors, the benefit determinations / claims
authorizations made by counselors and the supporting documentation did not
receive adequate supervisory review to detect errors and omissions in a timely
manner.
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2015-044 Activities Allowed
or Unallowed:

Material
Weakness

Allowable Costs/
Cost Principles:

Material
Weakness

®1 OMB Circular A-87

Federal regulations®" require costs to be adequately documented; authorized;
necessary and reasonable; and be consistent with program regulations that
apply to the federal award.

Significant aspects of this finding were reported in previous years.

Federal Award Information: This finding affects the Rehabilitation Services —
Vocational Rehabilitation Grants to States federal grant awards H126A130049,
H126A130050, H126A140049, H126A140050, H126A150049, H126A150050
for the federal fiscal years ended September 30, 2013 to 2015.

Recommendations: The Department should ensure the rates in the claim
processing system are timely and consistently updated with the most current
rates to ensure payments are calculated accurately. Further, the Department
should ensure all third-party benefits are appropriately applied where
applicable.

The Department should ensure payments are made only for authorized
services and are supported by documentation.

Agency Response: The Department agrees with the errors noted for SFY2015.
As of July 1, 2015, the division acquired access to NC Tracks and began
manually pricing claims until the NC Tracks/BEAM interface was complete. On
November 1, 2015, the interface was fully functional and the correct rates are
being paid for medical, pharmaceutical, and institutional goods and services.
Third-party benefits are appropriately applied except when the division, in
accordance with 34CFR 361.53, elects to waive the determination of the
benefits to avoid a delay in achieving an individual's employment outcome.
The Department will reemphasize the need to maintain adequate
documentation to support the payment of claims.

Deficiencies in BEAM Program Change Controls

The Department failed to properly manage system changes for the BEAM
eligibility system.

The Department implemented 96 change requests for enhancements or new
components during state fiscal year 2015 and a random sample of 20 (20%)
change requests was tested. Documentation of user acceptance testing (UAT)
verification was not available for five (25%) of the 20 change requests
sampled.
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2015-045

Eligibility:
Material
Weakness

Activities Allowed
or Unallowed:
Significant
Deficiency
Allowable Costs/
Cost Principles:
Significant
Deficiency

Failure to properly manage program changes increase the risk of
noncompliance with eligibility rules and could result in improper payment
amounts from BEAM.

The Department did not ensure user acceptance testing verification was being
documented before implementation.

The Statewide Information Security Manual, dated January 2015, standard
040405 states “Adequate management of system change control processes
shall require...successful testing of updates and new programs prior to their
being moved into a live environment.”

Additionally, the BEAM Release Management process dated July 24, 2014
states that “UAT will occur...to unit test each individual ticket” and “these
tickets will be verified or rejected as appropriate”.

Federal Award Information: This finding affects the Rehabilitation Services —
Vocational Rehabilitation Grants to States federal grant awards H126A130049,
H126A130050, H126A140049, H126A140050, H126A150049, and
H126A150050 for the federal fiscal years ended September 30, 2013 to 2015.

Recommendation: The Department should ensure documentation of user
acceptance testing verification occurs during their formal program change
management process.

Agency Response: The Department agrees with the recommendation and is
committed to maintaining compliance with program change control
requirements as noted in the Statewide Information Security Manual. The
divisions are in the process of implementing a multi-step solution, some of
which has been partially implemented.

Deficiencies in System Access Controls

The results of our audit disclosed deficiencies considered reportable under
generally accepted Government Auditing Standards. These deficiencies regard
security, which due to their sensitivity, are reported to the Department by
separate sensitive letter. Pursuant to North Carolina General Statute
132-6.1(c), the sensitive letter including your responses will not be publicly
released.

Federal Award Information: This finding affects the Rehabilitation Services —
Vocational Rehabilitation Grants to States federal grant awards H126A130049,

92



STATE OF NORTH CAROLINA

84.126

REHABILITATION SERVICES - VOCATIONAL REHABILITATION GRANTS TO STATES

(continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Education
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-046

Eligibility:
Significant
Deficiency

Allowable Costs/
Cost Principles:

Material
Weakness

Eligibility:
Material
Weakness

H126A130050, H126A140049, H126A140050, H126A150049, and
H126A150050 for the federal fiscal years ended September 30, 2013 to 2015.

Agency Response: The Department is committed to maintaining adequate
information security and system access controls. The Department has
designed and/or implemented corrective actions to address the risks identified
in this audit. These corrective actions have been detailed in a response
separately submitted to the State Auditor. Security risks are given the highest
priority by the Department and corrective actions will be monitored by senior
leadership.

Management Did Not Take Full Corrective Action on Prior Recommendations

The Department of Health and Human Services (Department) management
did not take full corrective action on prior year audit findings for three major
federal programs audited for the current fiscal year ended June 30, 2015.

Because management did not implement full corrective action, the following
are findings in the current year:

Rehabilitation Services - Vocational Rehabilitation Grants to States

Errors in Claims Payment Process — The Department made payments to
providers that did not comply with federal cost requirements for the program.
As described in current year finding #43, audit tests indicated a continuation in
payment errors.

Deficiencies in Participant Eligibility Determinations — The Department did
not maintain documentation to support accurate and timely eligibility
determinations for the program. As described in current year finding #47, audit
tests indicated a continuation in documentation errors.

Medical Assistance Program

Deficiencies in Provider Enrollment and Termination Processes — The
Department continued to inadequately monitor the contracted service provider
to ensure eligible medical providers are enrolled and ineligible providers are
terminated from the program. As described in current year finding #86, audit
tests indicated an increase in enrollment and termination errors.

93



STATE OF NORTH CAROLINA

84.126 REHABILITATION SERVICES - VOCATIONAL REHABILITATION GRANTS TO STATES

(continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Education

N.C. Department of Health and Human Services
For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

Block Grants For Prevention and Treatment of Substance Abuse

Monitoring Procedures Need Improvement — As described in current year
finding #94, the Department did not ensure Local Management Entities and
Managed Care Organizations complied with applicable laws and regulations.

Failure to implement corrective action in a timely way to ensure compliance
allows federal funds to potentially be used for unallowable expenditures.

Although the Department identified corrective action plans to address these
deficiencies in prior years, management did not follow through to ensure
corrective actions were taken.

OMB Circular A-133 section .300 states that auditees are responsible for
following up and taking corrective action on audit findings.

Significant aspects of this finding were reported in the prior year.

Federal Award Information: This finding affects the following programs and
awards:

CFDA #84.126 — Rehabilitation Services - Vocational Rehabilitation
Grants to States

This finding affects federal grant awards H126A130049, H126A130050,
H126A140049, and H126A140050 for the federal fiscal years ended
September 30, 2013, and 2014, respectively.

CFDA #93.778 — Medical Assistance Program

This finding affects federal grant awards 05-1305NC5MAP and
05-1405NC5MAP for the federal fiscal years ended September 30, 2013, and
2014, respectively.

CFDA #93.959 — Block Grants for Prevention and Treatment of Substance
Abuse

This finding affects federal grant awards T1010032-13 and T1010032-14 for the
federal fiscal years ended September 30, 2013, and 2014, respectively.

Recommendation: The Department should ensure corrective action plans are
finalized by planned completion dates.

Agency Response: See the related Department responses for findings 43, 47,
86 & 94.
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2015-047

Eligibility:
Significant
Deficiency

%234 CFR 361

Deficiencies in Participant Eligibility Determinations

The Department did not make eligibility determinations in accordance with
timeframes established by the regulatory guidelines and some determinations
lacked required documentation. Eligibility determinations were made for
approximately 24,800 participants during the audit period.

Out of a sample of 214, 12 (5.6%) files contained the following errors:

e 6 (2.8%) client files did not contain documentation to prove that the
Department verified participant’'s financial need. However, we
determined that these six participants were eligible for the program.

e 6 (2.8%) eligibility decisions were not made within the required 60
days or within the extension period agreed to by the participant and
the Department.

As a result, there is an increased risk that federal funds could be provided to
ineligible individuals, an eligible individual could be denied services, or an
individual's rehabilitative needs are not met in a timely manner to obtain
employment.

According to the Department, the errors occurred and were not detected
because there is limited supervisory review of the counselors’ determinations.

Federal regulations52 require the agency to maintain documentation for each
individual determined to be eligible. Further, regulations also require that the
agency must determine whether an individual is eligible for services within a
reasonable period of time, not to exceed 60 days after the individual has
submitted an application for the services unless the agency and the individual
agree to a specific extension of time.

Significant aspects of this finding were reported in previous years.

Federal Award Information: This finding affects the Rehabilitation Services —
Vocational Rehabilitation Grants to States federal grant awards H126A130049,
H126A130050, H126A140049, H126A140050, H126A150049, H126A150050
for the federal fiscal years ended September 30, 2013 to 2015.

Recommendation: The Department should strengthen the supervisory review
of counselors’ eligibility determinations to ensure determinations are
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appropriately documented and made in accordance with timeframes
established by the regulatory guidelines.

Agency Response: The Department agrees with the errors noted and is
pleased with the improvement made over the last two years. During the Single
Audit for SFY 2013 an error rate of 39% was identified from a sample of 100
cases. For SFY 2015 the error rate has been drastically reduced to 5.6% in a
larger sample of 214 cases. The Department credits the improvement to the
implementation of structured statewide monitoring procedures employed
during SFY 2014. The Department will continue to improve its documentation
to substantiate its verification of participant's financial need to ensure
compliance with the federal regulations.

2015-048 Special Tests and  Deficiences in Participant Plan for Employment Documentation

Provisions:
Significant The Department did not consistently complete program participants’ plans to
Deficiency gain employment or improve their employment status within 90 days as

required by the Rehabilitation Services — Vocational Rehabilitation Grants to
States program.

Individualized Plans of Employment (IPE)53 were not completed on time for 12
(5.6%) out of 214 participant files.

As a result, there is an increased risk that an individual’'s rehabilitative needs
are not met in time to help them obtain employment or improve their job status.

According to the Department, they had not had time to fully comply with the
law since it was enacted in July 2014.

Federal law™ requires an IPE to be completed as soon as possible, but not
later than 90 days after the eligibility determination date, unless the agency
and the individual agree to an extension.

Federal Award Information: This finding affects the Rehabilitation Services —
Vocational Rehabilitation Grants to States federal grant awards H126A130049,

3 A written document developed and implemented in a manner that gives eligible individuals the opportunity to exercise
informed choice consistent with selecting an employment outcome including the employment setting, specific Vocational
Rehabilitation services needed to achieve the employment outcome, including the setting in which services will be provided,
the entity or entities that will provide the services.

> Section 103(a) of the Workforce Innovation and Opportunity Act
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H126A130050, H126A140049, H126A140050, H126A150049, H126A150050
for the federal fiscal years ended September 30, 2013 to 2015.

Recommendation: The Department should set aside time in its schedule to
fully implement the law to ensure timely completion of an Individualized Plan of
Employment for each participant.

Agency Response: The Department agrees with the errors noted. Effective
October 1, 2015 the Division implemented a policy regarding the timely
development of an Individualized Plan for Employment (IPE). The Division is
currently developing procedures and measures to effectively manage and
emphasize timely and compliant IPE development.
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84.173 SPECIAL EDUCATION — PRESCHOOL GRANTS
lll. Federal Award Findings and Questioned Costs

U.S. Department of Education
N.C. Department of Public Instruction

For the Fiscal Year Ended June 30, 2015

Type of Finding/

Questioned
Costs Findings and Recommendations
2015-049 Subrecipient Fiscal Monitoring Results Were Not Communicated Timely
Material The Department did not report the results of its fiscal monitoring to
Weakness subrecipients in a timely manner, preventing subrecipients from taking timely

corrective action. See finding 2015-026 for a description.
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84.268

FEDERAL DIRECT STUDENT LOANS

lll. Federal Award Findings and Questioned Costs

U.S. Department of Education
Durham Technical Community College

For the Fiscal Year Ended June 30, 2015

Type of Finding/

Questioned
Costs Findings and Recommendations
2015-050 Eligibility: College Disbursed Funds to Ineligible Students
Significant . ) .
Deficiency The College disbursed federal student assistance funds to students who did not
_ meet all eligibility requirements. During the audit period, the College disbursed
guetsgpnde_d approximately $16.9 million in federal student assistance funds to 3,388
ostiFnding students. As a result, the College disbursed at least $5,915 in financial
$4,700 assistance funds to ineligible students. [CFDA 84.007 - $0; 84.033 - $0;
84.063 - $1,215; 84.268 - $4,700] See finding 2015-024 for a description.
2015-051 Reporting: Disbursements Not Timely Reported to Federal Government
Material . . .
Weakness The College did not report disbursement data for Pell and Direct Loan
, recipients to the federal Department of Education (Department); nor did the
mg:]ig":‘rl] liance College perform necessary reconciliations during the audit period that would
Pl alert them that the disbursement data was not reported. See finding 2015-039
Special Tests and  for a description.
Provisions:
Material
Weakness
Material
Noncompliance
2015-052 Special Testsand  Errors in Calculation for Return of Title IV Funds
Provisions:
Material The College incorrectly calculated how much money to return to the Title IV
Weakness (financial aid) program after students supported by the program withdrew from
Material the school. The calculations/returns were also untimely. See finding 2015-025
Noncompliance for a description.
2015-053 Special Tests and  Students Were Not Notified About Loan Information

Provisions:

Material
Weakness

Material
Noncompliance

The College did not provide the required notifications to students, including the
loan amount and the right to cancel the loan®. Approximately $7.8 million in
federal direct loan disbursements requiring these natifications were paid to
students during the audit period.

5 The College must notify the students who receive loan funds of the anticipated date and amount of the disbursement, the
right to cancel all or a portion of the loans, and the procedures and time by which the student must notify the institution that

he or she wishes to cancel the loan.
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84.268 FEDERAL DIRECT STUDENT LOANS (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Education
Durham Technical Community College

For the Fiscal Year Ended June 30, 2015

Ty

pe of Finding/

Questioned

Costs

Findings and Recommendations

2015-054 Special Tests and
Provisions:

Material

Weakness

Material
Noncompliance

%8 34CFR 668.165

If students are not made aware of information related to their loans, including
the disbursement amount and the right to cancel the loan, there is increased
risk of incorrect decisions and potential default on the loans.

According to the college, due to substantial turnover and lack of training in the
financial aid division, the staff was not aware of the requirement to send the
written notifications to students.

Federal regulations56 require the College to provide the required information in
writing, no earlier than 30 days before, and no later than 30 days after, each
loan disbursement is made to a student’s account.

Federal Award Information: Award Year July 1, 2014 - June 30, 2015.
CFDA 84.268 Federal Direct Student Loans

Recommendation: The College should provide the financial aid staff with
specific training to ensure they are aware of all requirements for administering
federal programs. Additionally, the College should monitor to ensure that
required notifications are provided to students.

Agency Response: The College concurs with the finding that students receiving
loans were not provided notifications detailing the loan amount and their right to
cancel the loan. Beginning with the 2016 spring term, the College provides
notifications to students receiving loans within the required timeframe, no
earlier than 30 days before, and no later than 30 days after, each loan
disbursement is made to a student's account. The financial aid office has
created a document using the X.CS.LOAN.DET field to merge the loan data
into it, that will be delivered to students electronically(via email) to inform them
of their right to cancel all or a portion of their loan and to request that Durham
Tech return the loan proceeds to the holder of the loan.

Errors in Enrollment Status Reporting

The College did not timely report enrollment status changes for students who
received federal student assistance to the National Student Loan Data System
(NSLDS). During the audit period, the College disbursed approximately $16.7
million in federal student financial assistance funding subject to this reporting.
See finding 2015-041 for a description.
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84.268

FEDERAL DIRECT STUDENT LOANS

lll. Federal Award Findings and Questioned Costs

U.S. Department of Education

North Carolina Central University
For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-055

2015-056

Special Tests and

Provisions:

Material
Weakness

Material
Noncompliance

Special Tests and
Provisions:

Material
Weakness

Material
Noncompliance

Errors in Enrollment Status Reporting

The University did not timely report enrollment status changes for students who
received federal student aid to the National Student Loan Data System
(NSLDS). The University had approximately 7,100 students that received
approximately $99.9 million in federal student financial assistance subject to
this reporting. See finding 2015-042 for a description.

Students May Not Be Notified About Loan Cancellation Rights

The University did not maintain adequate supporting documentation to show
that students received the required notification about their right to cancel their
federal loan (Direct Loan or Perkins Loan). Approximately $82.3 million in
federal student aid loans that required notification of the right to cancel were
paid to students during the audit period. See finding 2015-031 for a description.
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84.287

TWENTY-FIRST CENTURY COMMUNITY LEARNING CENTERS

lll. Federal Award Findings and Questioned Costs

U.S. Department of Education
N.C. Department of Public Instruction

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-057

Subrecipient

Monitoring:
Significant
Deficiency

Department of Failed to Fully Document Subrecipient Monitoring Visits

The Department’'s Twenty-First Century Community Learning Center (Twenty-
First) program monitors failed to provide documentation to support that all
subrecipients were adequately monitored. The Twenty-First grant establishes
and expands community learning centers that provide students with academic
growth opportunities. During the audit period, 110 subrecipients expended
$30.1 million of the $31.5 million (over 95%) in total Twenty-First funds.

The Department's monitoring report contains over 30 specific performance
indicators, covering five compliance categories, which are: Program
Management; Program Implementation; Family Involvement; Federal, State,
and Local Health Safety and Civil Rights Laws; and Fiscal Management.

Examples of performance indicators include:

e Criminal background checks are completed for each program
employee and volunteer prior to employment.

e Program has process for recruiting, hiring, and retaining high-quality
staff including volunteers.

e Program operates in a facility that meets State and Federal safety
guidelines for schools or places where children gather.

e Ongoing student assessments are utilized to determine individual
student growth and accountability.

In a sample of 14 of the 70 on-site programmatic monitoring visits performed
during the audit period, two monitoring reports were not completed adequately
and/or reviewed. Specifically, auditors noted the following issues:

e In one of the 14 (7%), there was no evidence of supervisory review on
the monitoring reports to ensure documentation was complete and
supported that the subrecipients met the required performance
indicators.

e In two of the 14 (14%), the monitoring reports were incomplete with
most indicators having no notation of what documents the monitor
reviewed or who was interviewed to conclude that the indicator was
met. For the most part, only one or two short sentences were written
for performance indicators that were not met and no documentation for
performance indicators identified as met.
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84.287 TWENTY-FIRST CENTURY COMMUNITY LEARNING CENTERS (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Education

N.C. Department of Public Instruction

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

The Department’s failure to document the monitoring procedures performed
could allow inadequate monitoring, resulting in noncompliance going
undetected and possible misuse of federal funds.

Prior to February 2015, the Department's monitoring procedures did not
require its staff to complete and maintain supporting documentation unless a
performance indicator was not met. This procedure leads to insufficient
evidence to support all monitoring conclusions about performance. However,
in February 2015 the Department modified its procedures to require staff to
complete and maintain supporting documentation for both indicators met and
not met. In addition, the Department now maintains a tracking log that captures
the date supervisory review of monitoring reports occurred.

The Department performed 62 of the 70 on-site programmatic monitoring visits
under its modified monitoring procedures. Auditors reviewed 12 of the 62 on-
site programmatic monitoring visits conducted under the modified monitoring
procedures and no errors were found.

OMB Circular A-133 requires pass-through entities to monitor the activities of
subrecipients as necessary to ensure that federal awards are used for
authorized purposes in compliance with laws, regulations, and the provisions
of contracts or grant agreements and performance goals are achieved.

Significant aspects of this finding have been reported previously in years 2011,
2012, and 2014.

Federal Award Information: Twenty-First Century Community Learning
Centers: Federal funding periods: 1) July 1, 2013- September 30, 2014
(S287C130033) and 2) July 1, 2014 — September 30, 2015 (S287C140033).

Recommendation: The Department should continue its efforts to ensure that
monitoring reports are adequately completed and reviewed and adequate
supporting documentation is maintained.

Agency Response: The Department concurs with the Auditor's finding and
recommendation related to documenting subrecipient monitoring Vvisits.
Existing procedures require all documentation be maintained for each of the
thirty-one (31) specific performance indicators covering five compliance
categories in the On-site Monitoring Instrument for the 21st CCLC grants for
both indicators met and not met. However, the policies and procedures did not
address including documentation or reference to the documentation on the
actual report itself. The policies and procedures related to monitoring 21st
CCLC subrecipients were revised to be consistent with those for Title I,
including a revised report format, which will eliminate the potential for
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84.287 TWENTY-FIRST CENTURY COMMUNITY LEARNING CENTERS (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Education

N.C. Department of Public Instruction

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

confusion caused by blank data fields for indicators met. Documentation of the
evidence reviewed is maintained in a central web-based filing system
organized as “Planning,” “Fieldwork,” “Report,” and “Other.” For Programmatic
Reviews, a procedure similar to that described above is followed utilizing a
tracking log designed to ensure the timeliness of corrective actions to any
findings detected during the monitoring review.
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84.367 IMPROVING TEACHER QUALITY STATE GRANTS
lll. Federal Award Findings and Questioned Costs

U.S. Department of Education
N.C. Department of Public Instruction

For the Fiscal Year Ended June 30, 2015

Type of Finding/

Questioned
Costs Findings and Recommendations
2015-058 Subrecipient Fiscal Monitoring Results Were Not Communicated Timely
Monitoring:
Material The Department did not report the results of its fiscal monitoring to
Weakness subrecipients in a timely manner, preventing subrecipients from taking timely

corrective action. See finding 2015-026 for a description.
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84.395 ARRA — STATE FISCAL STABILIZATION FUND (SFSF) — RACE-TO-THE-TOP INCENTIVE
GRANTS, RECOVERY ACT

lll. Federal Award Findings and Questioned Costs

U.S. Department of Education

N.C. Department of Public Instruction
For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-059 Allowable Costs/
Cost Principles:

Significant
Deficiency

Documentation Did Not Support Salary Payments

The Department did not have adequate documentation to show that
employees’ salaries charged to the Race to the Top grant were based on
actual time and effort spent working on the grant. Department records indicate
that 40 temporary and contract employees and 107 regular employees worked
on the grant during the fiscal year.

The Department did not have time and effort certifications for four out of
32 (13%) employees tested. As a result, $98,318 out of a total of $6,037,919
(1.63%) in employees’ salaries could have been improperly charged to the
Race to the Top grant.

The Department did not follow established procedures to obtain time and effort
certifications prior to the four employees separating from the Department.
These errors resulted in part as a result of the Race to the Top program
completion in September 2015.

In accordance with Federal Regulations 2 CFR 225, the Department is
required to maintain adequate documentation that confirms on an after-the-fact
basis that employee compensation charged to federal programs represents a
reasonable distribution of employees’ actual time and effort worked.

This audit finding was reported in the prior year.

Federal Award Information: Race to the Top Incentive Grants, Recovery Act:
Federal funding period September 24, 2010 - September 23, 2014
(S395A100069)

Recommendation: The Department should follow procedures established to
ensure that all required time and effort certifications are prepared and
maintained to support salary charges to the federal program.

Agency Response: The Department concurs with the Auditor’s finding and
recommendation related to documentation to support salary payments. The
Department considered temporary and contract employees to be vendors and
therefore did not require time and effort reports to be submitted. The
Department already has procedures in place to ensure that permanent
employees paid from federal funds submit approved time and effort reports.
The Department will incorporate procedures designed to ensure temporary
and contract employees whose salaries are paid from federal funds submit
approved time and effort reports for work performed. The procedures will
include working with human resources personnel and agency supervisors to
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84.395 ARRA — STATE FISCAL STABILIZATION FUND (SFSF) — RACE-TO-THE-TOP INCENTIVE
GRANTS, RECOVERY ACT (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Education
N.C. Department of Public Instruction

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs Findings and Recommendations

ensure that temporary and contract employees who are paid from federal
funds are made aware of time and effort reporting requirements and are
provided related training upon initial employment. A review of the temporary
and contract employees’ list will be performed on a monthly basis in order to
determine those employees who are being paid with federal funds. Also on a
monthly basis, Personnel Action Request forms for each of these federally
funded temporary and contract employees will be requested from agency
human resources personnel. The Department's Personnel Action Request
form outlines the employment beginning and ending dates and supervisory
information. A tracking system will be developed using names, employment
dates, and supervisory data to ensure that temporary and contract employees
do not end their employment without submitting the required time and effort
reports for review and approval.

2015-060 Subrecipient Fiscal Monitoring Results Were Not Communicated Timely
Monitoring:

The Department did not report the results of its fiscal monitoring to
Material subrecipients in a timely manner, preventing subrecipients from taking timely
Weakness corrective action. See finding 2015-026 for a description.
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93.044 SPECIAL PROGRAMS FOR THE AGING-TITLE Ill, PART B — GRANTS FOR SUPPORTIVE
SERVICES AND SENIOR CENTERS

lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/

Questioned
Costs Findings and Recommendations
2015-061 Subrecipient Management Decisions Were Not Communicated Timely
Monitoring:
Significant The Department did not communicate management decisions to subrecipients
Deficiency (in response to audit results) in a timely manner. See finding 2015-004 for a

description.

108



STATE OF NORTH CAROLINA

93.045 SPECIAL PROGRAMS FOR THE AGING-TITLE Ill, PART C — NUTRITION SERVICES
lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/

Questioned
Costs Findings and Recommendations
2015-062 Subrecipient Management Decisions Were Not Communicated Timely
Monitoring:
Significant The Department did not communicate management decisions to subrecipients
Deficiency (in response to audit results) in a timely manner. See finding 2015-004 for a

description.
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93.053 NUTRITION SERVICES INCENTIVE PROGRAM
lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/

Questioned
Costs Findings and Recommendations
2015-063 Subrecipient Management Decisions Were Not Communicated Timely
Monitoring:
Significant The Department did not communicate management decisions to subrecipients
Deficiency (in response to audit results) in a timely manner. See finding 2015-004 for a

description.
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93.268 IMMUNIZATION COOPERATIVE AGREEMENTS

lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-064 Subrecipient
Monitoring:
Significant
Deficiency

2015-065 Special Tests and
Provisions:

Material
Weakness

Material
Noncompliance

Management Decisions Were Not Communicated Timely

The Department did not communicate management decisions to subrecipients
(in response to audit results) in a timely manner. See finding 2015-004 for a
description.

Department Did Not Ensure Corrective Actions

Department monitors for the Vaccine for Children (VFC) program did not
require follow-up action when they identified provider noncompliance such as
failure to obtain corrective action plans and failure to maintain accurate
vaccine inventory. Under the VFC program, 1,212 providers received
approximately $120 million worth of vaccines and administered approximately
2.5 million doses.

Department monitors performed site visits on 524 providers. Auditors
examined site visit documentation for 120 of the 524 providers and found
errors in 36 of the visits. Some visits had multiple errors. Specifically,

e Sixteen (13%) providers did not submit corrective action plans within
the 30-day deadline. Department monitors did not formally suspend
the providers in the vaccine ordering system.

¢ Nine (8%) reviews were insufficient because Department monitors did
not document their eligibility review of the required minimum number
of cases (10 cases).

e Eight (7%) provider vaccine inventory reviews had errors which
exceeded the 5% error threshold®. Department monitors did not
require providers to submit a corrective action.

e Six (5%) providers’ corrective action plans did not document that the
follow-up actions were completed.

Inventory errors increase the risk of wasted funds. According to the Centers for
Disease Control and Prevention (CDC) price list, VFC program vaccines range
in price from $9.45 to $126.25 per dose. Consequently, the federal “Vaccines
for Children Operations Guide” states “Vaccine loss is both costly and
preventable. There are many reasons for vaccine loss... Vaccine management

*" North Carolina Immunization Program “Vaccines for Children Site Visit and Local Health Department Contact and Visits

Policy and Procedures Manual”
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93.268 IMMUNIZATION COOPERATIVE AGREEMENTS (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

and storage and handling procedures must include proper ordering and
inventory management to prevent vaccine waste.”

According to the Department, procedures were changed during the year to
allow self-review by the monitors who performed the site visits. Allowing
Department monitors to review their own work did not provide reasonable
assurance that problems with the monitors’ work would be identified and
corrected as intended by federal program requirements.

The Department was required to ensure follow-up action for provider
noncompliance identified during site visits. Specifically, North Carolina
Immunization Program Procedures Manual®’ states “At the end of the site visit,
the Regional Nurse checks off the areas on the Provider Follow-Up Plan that
need more attention and/or improvement by the provider in order for them to
be in compliance... A plan for addressing any issues of
noncompliance/opportunities for improvement are agreed upon and
documented in writing... The Regional Nurse instructs the provider that the
Performance Improvement Plan must be returned within 30 calendar days of
the visit.” Otherwise, vaccine orders can be withheld until the Performance
Improvement Plan is received. The Regional Nurse (reviewer) is required to
follow up on all the issues identified during the site visit.

Federal Award Information: This finding affects Immunization Cooperative
Agreements federal grant award 5H23IP000759-02 for the year ended
December 31, 2014.

Recommendation: The Department should establish supervisory review
procedures in accordance with the “Vaccines for Children Operations Guide”
and ensure that follow-up and educational plans are made to address staff
and/or provider needs as necessary.

Agency Response: The Department agrees with the errors noted. The
Division is committed to administering and managing the Vaccines for Children
Program with the highest degree of accuracy, integrity and accountability. The
Division has implemented new procedures and reemphasized existing
processes to ensure follow-up on corrective actions occur in accordance with
The Vaccines for Children (VFC) program'’s policies and guidelines.
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93.558 TEMPORARY ASSISTANCE FOR NEEDY FAMILIES

lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-066 Allowable Costs/
Cost Principles:

Significant
Deficiency

Eligibility:
Significant
Deficiency

2015-067 Eligibility:

Significant
Deficiency

Questioned
Cost Finding

$16,872

Deficiencies in System Access Controls

The results of our audit disclosed deficiencies considered reportable under
generally accepted Government Auditing Standards. These deficiencies regard
security, which due to their sensitivity, are reported to the Department by
separate sensitive letter. Pursuant to North Carolina General Statute
132-6.1(c), the sensitive letter including your responses will not be publicly
released.

Federal Award Information: This finding affects the Temporary Assistance for
Needy Families federal grant awards 1402NCTANF, 1502NCTANF and
1502NCTANS3 for the federal fiscal years ended September 30, 2014, and
2015, respectively.

Agency Response: The Department is committed to maintaining adequate
information security and system access controls. The Department has
designed and/or implemented corrective actions to address the risks identified
in this audit. These corrective actions have been detailed in a response
separately submitted to the State Auditor. Security risks are given the highest
priority by the Department and corrective actions will be monitored by senior
leadership.

Deficiencies in County Eligibility Determination Processes

County departments of social services offices had errors in Temporary
Assistance for Needy Families eligibility determinations.

Certified Public Accountants performing the county audits tested 972 case files
and found eligibility documentation deficiencies in 23 (2%) cases. The auditors
identified questioned costs of $16,872.

The document deficiencies noted by the auditors related to key eligibility
requirements for the program. These files were missing items such as
applications, county-participant agreements, and state residency verification
documentation.

The issues identified result in at least $16,872 of service payments that could
have been used to provide services to other eligible participants. Even though
sample results identified only $16,872 in questioned costs, if tests were
extended to the entire population, questioned costs could be significant to the
program.
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93.558

TEMPORARY ASSISTANCE FOR NEEDY FAMILIES (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-068

Reporting:

Material
Weakness

Material
Noncompliance

In accordance with 42 USC 601, recipients are only eligible if they meet the
requirements of a financially needy family with children.

Similar aspects of this finding were reported in previous years.

Federal Award Information: This finding affects the Temporary Assistance for
Needy Families federal grant awards 1402NCTANF, 1502NCTANF and
1502NCTANS3 for the federal fiscal years ended September 30, 2014, and
2015, respectively.

Recommendation: The Department should monitor to ensure eligibility
determinations are completed accurately and supporting documentation is
maintained in case files.

Agency Response: The Department of Health and Human Services is the
single State agency designated to administer or supervise the administration of
the Temporary Assistance for Needy Families (TANF). North Carolina TANF
is State supervised and county administered. The Department will continue to
provide training, monitoring and guidance to county departments of social
services (DSS) to ensure the adequacy of eligibility determinations. Additional
requirements will be established and shared with county DSS agencies. The
Department will review questioned costs identified and make the appropriate
recoupments/payments.

Inaccurate Performance Reports Could Potentially Result in Penalties of Up To
$75 Million

The Department did not submit complete, accurate and supported quarterly
performance reports for the Temporary Assistance for Needy Families Grant
(TANF) to the Administration of Children and Families (ACF). The TANF grant
provides time-limited assistance to needy families.

The Department is required to submit the ACF199 federal performance report
quarterly. The ACF199 is a federal performance report containing data on the
cases of families receiving assistance, families no longer receiving assistance
and families applying for assistance from TANF funds.

Auditors sampled the reports from quarters ending December 31, 2014 and
June 30, 2015. A test of 120 cases included on these reports identified the
following items that did not either agree to or could not be supported by the
underlying records:

114



STATE OF NORTH CAROLINA

93.558 TEMPORARY ASSISTANCE FOR NEEDY FAMILIES (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

e The total number of TANF grant cases reported for both quarters
tested;

e The type of family structure reported in 60 of the 120 cases (50%);

e The work participation status reported for individuals in 40 of the 120
cases (33%);

e The work hours reported for individuals for all cases tested (100%).

The Department’s failure to submit complete and accurate reports that are
supported by underlying records could lead to substantial penalties reducing
future available funds directly impacting needy families in North Carolina. In
addition, the ACF uses the ACF199 report to determine the State Work
Participation Rate (WPR)>®. Possible penalties include:

e Failure to submit complete and accurate reports could result in a
penalty of 4%>° of the State Family Assistance Grant (SFAG), which is
the underlying block grant that supports the TANF grant for federal
fiscal year 2015. This results in a potential penalty of approximately
$12 million (SFAG/TANF grant was $301,435,018).

e The State’s failure to meet the required work participation rates could
result in a penalty of up to 21%%, approximately $63 million.

According to the Department, in October 2014, North Carolina moved the
TANF program into a new data collection system. After the completion of the
transition and preparation of the ACF199 performance report, the Client
Services Data Warehouse and the Division of Social Services Performance
Reporting discovered errors in the data necessary to prepare the reports.
Specifically, the TANF cases were incomplete, required fields contained
inappropriate values, and certain fields did not contain any data. In an effort to
get the reports submitted by the deadline, the Department knowingly included
incorrect values in the performance reports.

Federal regulations® require the Department to submit quarterly performance
reports that are accurate, complete and supported by underlying
documentation.

* The WPR is a percentage of working families receiving TANF funds that must be met in order to maintain funding and

avoid penalties.

% In accordance with 45 CFR 262.1, there is a penalty of four percent of the adjusted SFAG for each quarter a State fails to
submit an accurate, complete and timely required report.

9 In accordance with 45 CFR 262.3, ACF uses the TANF Data Report to determine if a State failed to meet participation rates.
In addition, 42 USC 609 (a) states that failure to meet the minimum work participation rates could lead to up to 21% in

penalties of the SFAG.
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93.558 TEMPORARY ASSISTANCE FOR NEEDY FAMILIES (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/

Questioned
Costs

Findings and Recommendations

2015-069 Subrecipient
Monitoring:

Significant
Deficiency

Federal Award Information: This finding affects the Temporary Assistance for
Needy Families federal grant awards 1502NCTANF and 1502NCTANS3 for the
federal fiscal year ended September 30, 2015.

Recommendation: The Department should ensure that performance reports
are complete, accurate and are supported by reliable underlying records.

Agency Response: The Department submitted the best available information to
the ACF on the initial due date of the report and notified the ACF of its
challenges with compiling the information. The Department has been and
continues to work with the ACF to submit a final report prior to March 31, 2016.
The ACF has provided immeasurable support to the Department in working
toward the final report submission.

Management Decisions Were Not Communicated Timely

The Department did not communicate management decisions to subrecipients
(in response to audit results) in a timely manner. See finding 2015-004 for a
description.

145 CFR 262.1
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93.563 CHILD SUPPORT ENFORCEMENT
lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/

Questioned
Costs Findings and Recommendations
2015-070 Subrecipient Management Decisions Were Not Communicated Timely
Monitoring:
Significant The Department did not communicate management decisions to subrecipients
Deficiency (in response to audit results) in a timely manner. See finding 2015-004 for a

description.
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93.563

CHILD SUPPORT ENFORCEMENT

lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Information Technology

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-071

Allowable Costs/

Cost Principles
Significant
Deficiency

Vulnerability to Unauthorized Changes Detected in a System

The results of our audit disclosed a deficiency considered reportable under
generally accepted Government Auditing Standards. The deficiency regards
security, which due to its sensitivity, is reported to the Department of
Information Technology by separate sensitive letter. Pursuant to North Carolina
General Statute 132-6.1(c), the sensitive letter including your responses will not
be publicly released.

Federal Award Information: This finding affects costs billed for computing
services provided by the Department of Information Technology. Many of the
State’'s federal programs are impacted, including the Child Support
Enforcement Program.

Agency Response: The Department agrees with the finding. Detailed

remediation activities are included in the response to the sensitive letter
submitted with this audit.
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93.659

ADOPTION ASSISTANCE —-TITLE IV-E

lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/

Questioned
Costs Findings and Recommendations
2015-072 Eligibility: Deficiencies in County Elgibility Determination Processes
Significant
Deficiency County departments of social services offices had errors in eligibility
) determinations for the Adoption Assistance Title IV-E program.
Questioned
Cost Finding " . ) . .
s Certified Public Accountants performing the county audits tested 506 case files
9,614

and found eligibility documentation deficiencies in 28 (6%) cases. The auditors
identified questioned costs of $9,614%.

The document deficiencies noted by the auditors were related to key eligibility
requirements for the program. Specifically:

e 18 (3.6%) client files were missing documentation of child abuse and
neglect registry checks.

e 4 (0.8%) client files were missing some element of eligibility
determination documentation.

e 3 (0.6%) client files did not contain citizenship documentation.

e 2 (0.4%) clients were ineligible to receive funds under the Adoption
Assistance Title IV-E program.

e 1(0.2%) client received $318 more than the amount for which they were
eligible.

As a result of not doing the required background checks, children could be placed
in an unsafe environment. Further, the issues identified result in at least $9,614 of
service payments that could have been used to provide services to other eligible
participants.

In accordance with 42 USC 671, the state shall check any child abuse and
neglect registry maintained by the state for information before the prospective
parent or any other adult living in the home may be finally approved for placement
of a child.

In accordance with 42 USC 675, a signed and dated adoption agreement must be
completed to document the type of services and amount of the subsidy prior to
the receipt of adoption assistance funding.

%20MB A-133 Section .510(a)(3) requires auditors to report known questioned costs when likely questioned costs are greater than
$10,000. Even though sample results identified only $9,614 in questioned costs, if tests were extended to the entire population,
questioned costs would likely exceed $10,000 and could be significant to the program.
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93.659 ADOPTION ASSISTANCE — TITLE IV-E (continued)
lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs Findings and Recommendations

Similar aspects of this finding were reported in previous years, including no
documentation of child abuse and neglect registry checks being performed
reported in the prior year.

Federal Award Information: This finding affects the Adoption Assistance Title IV-E
federal grant awards 1401NC1407 and 1501NC1407 for the federal fiscal years
ended September 30, 2014, and 2015, respectively.

Recommendation: The Department should monitor to ensure eligibility
determinations are completed accurately and supporting documentation is
maintained in case files.

Agency Response: The Department of Health and Human Services is the single
State agency designated to administer or supervise the administration of the
Adoption Assistance Title IV-E program. The North Carolina Adoption Assistance
program is State supervised and county administered. The Department will
continue to provide training, monitoring and guidance to county departments of
social services (DSS) to ensure the adequacy of eligibility determinations.
Additional requirements will be established and shared with county DSS
agencies. The Department will review questioned costs identified and make the
appropriate recoupments/payments.

2015-073 Subrecipient Management Decisions Were Not Communicated Timely
Significant The Department did not communicate management decisions to subrecipients
Deficiency (in response to audit results) in a timely manner. See finding 2015-004 for a
description.
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93.714 ARRA — EMERGENCY CONTINGENCY FUND FOR TEMPORARY ASSISTANCE FOR NEED
FAMILIES (TANF) STATE PROGRAM

lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/

Questioned
Costs Findings and Recommendations
2015-074 Subrecipient Management Decisions Were Not Communicated Timely
Monitoring:
Significant The Department did not communicate management decisions to subrecipients
Deficiency (in response to audit results) in a timely manner. See finding 2015-004 for a

description.
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93.767 CHILDREN’S HEALTH INSURANCE PROGRAM

lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

2015-075 Activities Allowed
or Unallowed:

Material
Weakness

Material
Noncompliance

Allowable Costs/
Cost Principles:

Material
Weakness

Material
Noncompliance

Eligibility:
Material
Weakness

Material
Noncompliance

Questioned
Cost Finding

$3,670

Errors in Children’s Health Insurance Provider Billing and Payment Process

The Department processed more than 11 million payments for services totaling
$437 million during state fiscal year 2015. Twenty-eight of a sample of 240
(12%) payments contained errors. The total errors identified resulted in net
overpayments of $4,825 and federal questioned costs of $3,670.

The 28 items contained one or more errors. This resulted in 32 errors as
follows:

e 13 claims totaling $664 had insufficient or improper documentation to
support the services rendered. For two of the 13 claims, the auditor’s
specialist in  health care compliance questioned whether
documentation supported the service paid. The Department stated that
the documentation provided does not lend itself to a clear and
defendable denial of service paid; and both were billing differences of
less than $150 which the Department does not consider cost effective
to pursue recoupment®.

e 10 claims totaling $132 impacted by retroactive rate changes were not
voided and replaced with claim payments at the new rate prior to the
end of the fiscal year. Per the Department, they have corrected, or are
currently implementing corrective action, on the claim errors resulting
from retroactive rate changes.

e Eight claims totaling $4,045 were payments to providers ineligible to
render the services.

e One claim totaling $96 did not have the required prior approval
attained prior to rendering the service.

In accordance with OMB Circular A-133 Section .510(a)(3), auditors must
report known questioned costs when likely questioned costs are greater than
$10,000. When the known errors ($4,825) found in the sample are projected to
the entire population, the likely total errors are $81 million®. Therefore, the
overpayments of $4,825 (federal share $3,670) are being questioned.

% North Carolina General Statute 108C-8 — Threshold recovery amount — states “The Department shall not pursue recovery of
Medicaid or Health Choice overpayments ... less than on hundred fifty dollars ($150) ... unless such recovery would be cost-

effective...”

% The statistical sampling method used was stratified statistical variable sampling. When evaluated at the 90% confidence
interval, the results are unlikely to be less than $0, or more than $210 million.
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93.767 CHILDREN'S HEALTH INSURANCE PROGRAM (continued)

lll. Federal Award Findings and Questioned Costs

U.S. Department of Health and Human Services
N.C. Department of Health and Human Services

For the Fiscal Year Ended June 30, 2015

Type of Finding/
Questioned
Costs

Findings and Recommendations

% OMB Circular A-87, 2 CFR 225
% 42 CFR 455.410

As a result, the Department made improper payments with program funds that
could have been used to provide additional services to other eligible
beneficiaries, or reduce overall program cost.

Several of the errors noted were due to providers submitting documentation to
the auditors that was inadequate to support the services rendered. Per the
State’s Plan, the Department pays provider claims, as submitted, and
documentation supporting the claim is not required. However, as a part of the
provider agreement with the State, the provider is required to submit the
supporting documentation for the claim paid, upon request. As noted above,
not all documentation provided for the claims tested by the auditors clearly
supported the services for which they were paid. Also, errors resulted from
providers improperly billing services or failure to comply with policy or the state
plan.

According to the Department, other errors were the result of the Department
not implementing payment rate and methodology changes timely or system
edits to verify provider eligibility and prior approval not functioning as originally
planned with the implementation of NCTracks.

Federal regulations65 require costs to be adequately documented; authorized,;
necessary and reasonable; and be consistent with program regulations that
apply to the federal award.

In accordance with the 42 CFR 431.107, providers sign an agreement to
participate in the program that requires them to maintain records disclosing the
extent of services furnished to recipients and, on request, furnish the records
to the Department.

Federal regulations®® dictates “the State Medicaid agency must require all
ordering or referring physicians or other professionals providing services under
the State plan or under a waiver of the plan to be enrolled as participating
providers.”

Similar aspects of this finding were reported in previous years.
Federal Award Information: This finding affects the Children’s Health Insurance

Program federal grant awards 05-1405NC5021 and 05-1505NC5021 for the
federal fiscal years ended September 30, 2014, and 2015, respectively.
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93.767 CHILDREN'S HEALTH INSURANCE PROGRAM (continued