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AUDITOR’S TRANSMITTAL 

The Honorable Roy Cooper, Governor 
Members of the North Carolina General Assembly 
James H. Trogdon, III, Secretary 
Department of Transportation 

As part of our audit of the State of North Carolina’s compliance with requirements applicable 
to its major federal programs, we have completed certain audit procedures at the Department 
of Transportation for the year ended June 30, 2017. We conducted our audit in accordance 
with the 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 the audit requirements of Title 2 U.S. 
Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost 
Principles, and Audit Requirements for Federal Awards (Uniform Guidance). Our audit was 
performed by authority of Article 5A of Chapter 147 of the North Carolina General Statutes. 

Our audit objective was to render an opinion on the State of North Carolina’s major federal 
programs and not the Department’s administration of major federal programs. However, the 
report included herein is in relation to our audit scope at the Department and not to the State 
of North Carolina as a whole. The State Auditor expresses an opinion on the State’s 
compliance with requirements applicable to its major federal programs in the State’s Single 
Audit Report. 

The audit finding in this report is also evaluated to determine its impact on the State’s internal 
control and the State’s compliance with rules, regulations, contracts and grants. If 
determined necessary in accordance with Government Auditing Standards, the finding is 
reported in the State’s Single Audit Report. 

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

 
Beth A. Wood, CPA 
State Auditor 
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Article V, Chapter 147 of the North Carolina General Statutes, gives the Auditor broad powers to examine all books, 
records, files, papers, documents, and financial affairs of every state agency and any organization that receives public 
funding. The Auditor also has the power to summon people to produce records and to answer questions under oath. 
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INDEPENDENT AUDITOR’S REPORT 
ON COMPLIANCE WITH REQUIREMENTS THAT COULD 

HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND 
ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY THE UNIFORM GUIDANCE 

James H. Trogdon, III, Secretary 
and Management of the Department of Transportation 

Report on Compliance for Each Major Federal Program 

As part of our audit of the State of North Carolina’s compliance with the types of 
requirements described in the OMB Compliance Supplement that could have a direct and 
material effect on each of its major programs for the year ended June 30, 2017, we have 
performed audit procedures at the Department of Transportation. Our report on the State of 
North Carolina’s compliance with requirements that could have a direct and material effect on 
each major program and on internal control over compliance in accordance with Title 2 U.S. 
Code of Federal Regulations Part 200, Uniform Administrative Requirements, Cost 
Principles, and Audit Requirements for Federal Awards (Uniform Guidance) is included in the 
State’s Single Audit Report. Our federal compliance audit scope at the Department of 
Transportation included the following: 

• CFDA 20.205, 20.219, 20.224, and 23.003 Highway Planning and Construction 
Cluster 

The audit results described below are in relation to our audit scope at the Department and 
not to the State of North Carolina as a whole. 

Management’s Responsibility 
Management is responsible for compliance with federal statutes, regulation, and the terms 
and conditions of its federal awards 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, which we issue in the State’s Single Audit Report. 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 
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the audit requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform 
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards 
(Uniform Guidance). Those standards and the Uniform Guidance 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 compliance with those requirements and performing such other procedures 
as we considered necessary in the circumstances. 

We believe that our audit provides a reasonable basis for our opinion. However, our audit 
does not provide a legal determination of the Department’s compliance with those 
requirements. 

Opinion on Each Major Federal Program 

As stated above, our opinion on compliance for each of the State of North Carolina’s major 
federal programs is included in the State’s Single Audit Report. 

Other Matters 

The results of our audit procedures at the Department of Transportation disclosed an 
instance of noncompliance that is required to be reported in accordance with the Uniform 
Guidance and which is described in the finding in the accompanying schedule of Findings, 
Recommendations, and Responses section of this report. 

Report on Internal Control Over Compliance 

Management 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 internal control over compliance with the 
types of requirements that could have a direct and material effect on a 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 the Uniform Guidance, 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 internal 
control over compliance. 

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. A significant deficiency in internal 
control over compliance is a deficiency, or 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. 

Our consideration of the internal control over compliance was for the limited purpose 
described in the first paragraph of this section and was not designed to identify all 
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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, we consider the deficiency described in the finding in 
the Findings, Recommendations, and Responses section of this report to be a material 
weakness in internal control over compliance. 

Department of Transportation’s Response to Findings 
The Department’s response to the finding identified in our audit is included in the Findings, 
Recommendations, and Responses section of this report. The Department’s response was 
not subjected to the auditing procedures applied in the audit of compliance, and accordingly, 
we express no opinion on the response. 

Purpose of Report on Internal Control Over Compliance 

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

 
Beth A. Wood, CPA  
State Auditor 

Raleigh, North Carolina  

March 19, 2018 
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FINDINGS, RECOMMENDATIONS, AND RESPONSES 

Matters Related to Federal Compliance Audit Objectives 

HIGHWAY QUALITY POTENTIALLY AT RISK DUE TO INSUFFICIENT TESTING 

The Department did not ensure the required minimum tests were performed for aggregate 
materials1 and asphalt materials used in highways and other construction projects funded by 
Highway Planning and Construction grants. 

For aggregate materials compliance, auditors sampled 17 of 82 contracts that required 
density acceptance testing. The following errors were identified: 

• 6 of 17 (35%) contracts that required density acceptance tests did not receive 
sufficient testing. 

For asphalt materials compliance, auditors sampled 60 of 825 asphalt mix formulas and 60 of 
826 contracts that required asphalt density testing. The following errors were identified: 

• 3 of 60 (5%) asphalt mix formulas did not receive sufficient quality assurance and/or 
verification testing.  

• 3 of 60 (5%) contracts requiring asphalt density testing did not receive sufficient 
quality control testing. 

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

The aggregate materials errors and the asphalt materials errors occurred for different 
reasons. 

The six aggregate materials errors occurred because of insufficient training, according to 
Department management. Although staff was aware of the required sampling procedures for 
aggregate materials, the procedures were inconsistently applied. 

The three asphalt mix errors occurred because of inadequate monitoring and the production 
of small quantities of mix. 

• For two of the three asphalt mix errors, staff failed to take corrective action when the 
spreadsheets used to monitor testing indicated that an insufficient number of quality 
assurance tests had been performed. 

• For one of the three asphalt mix errors, samples could not be taken before 
production was completed because of the small quantities of the mix produced, 
according to Department management. However, the Department did not have a 
policy for testing small quantities of asphalt mix formulas.   

                                                      
1 Hard, durable particles or fragments of crushed stone, crushed slag, or crushed gravel. 
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The three asphalt density errors occurred as a result of unfamiliarity with the procedures by 
new employees and inadequate monitoring, according to Department management. Although 
staff received training on the required sampling procedures for asphalt materials, the 
procedures were inconsistently applied. 

For all the errors, Department management stated that additional training was needed to 
reinforce Department policies. 

Per 23 CFR 637.207(a)(1)(i)(A), each state transportation department’s quality assurance 
program shall include frequency schedules for verification sampling and testing. The 
Department’s federally approved Minimum Sampling Guide details the minimum testing and 
interval at which samples must be taken for asphalt and aggregate materials to ensure the 
quality of materials used in North Carolina highway construction projects. 

Significant aspects of this finding were reported in the fiscal year 2016 Statewide Single 
Audit as finding # 2016-005. 

Federal Award Information: CFDA 20.205 Highway Planning and Construction Cluster 2017 

Recommendation: Due to the varity of factors involved in testing materials, Department 
management should perform analysis to specifically identify why required testing was not 
completed and take appropriate action to resolve and prevent in the future. 

Department management should implement an approved policy for testing small quantity 
asphalt mix productions. 

Agency Response: See pages 6-8 for the Department of Transportation’s response to this 
finding. 
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This audit was conducted in 1,909 hours at an approximate cost of $196,627 
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ORDERING INFORMATION 

COPIES OF THIS REPORT MAY BE OBTAINED BY CONTACTING:  

Office of the State Auditor 
State of North Carolina 

2 South Salisbury Street 
20601 Mail Service Center 

Raleigh, North Carolina 27699-0600 

Telephone: 919-807-7500 
Facsimile: 919-807-7647 

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

To report alleged incidents of fraud, waste or abuse in state government contact the 
Office of the State Auditor Fraud Hotline: 1-800-730-8477 

or download our free app. 

 
https://play.google.com/store/apps/details?id=net.ncauditor.ncauditor 

 

 
https://itunes.apple.com/us/app/nc-state-auditor-hotline/id567315745 

 
For additional information contact: 

Brad Young 
Director of External Affairs 

919-807-7513 

 

 

http://www.ncauditor.net/
https://play.google.com/store/apps/details?id=net.ncauditor.ncauditor
https://itunes.apple.com/us/app/nc-state-auditor-hotline/id567315745
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