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AUDITOR’S TRANSMITTAL

The Honorable Michael F. Easley, Governor
The General Assembly of North Carolina
Board of Directors, Chatham County Partnership for Children

This report presents the results of the financial statement audit of the Chatham County
Partnership for Children for the year ended June 30, 2001. Crisp Hughes Evans LLP
performed the audit under contract with the Office of the State Auditor, and their report is
submitted herewith.

The audit of the Chatham County Partnership for Children was made in conjunction with the
Early Childhood Initiatives (Smart Start) program authorized by G.S. 143B-168.10-.16. This
statute created the North Carolina Partnership for Children, Inc. and required the
implementation of local partnerships. The Chatham County Partnership for Children is one of
these local partnerships. As such, the Chatham County Partnership for Children is a private
nonprofit 501(c)(3) organization and is required by G.S. 143B-168.14 to have an annual
financial and compliance audit conducted by the State Auditor. The State Auditor’s authority
to perform or coordinate all audit functions for state government is set forth in Article 5 of
Chapter 147 of the North Carolina General Statutes.

The significant Smart Start expansion authorized in the 1998 fiscal year almost doubled the
related audit burden placed on the Office of the State Auditor. Therefore, the General
Assembly, in its 1998-99 Expansion Budget, gave recognition to the resources needed to
provide the audit oversight required by statute. Those resources incorporated a combination of
permanent positions and contract funding to make the Smart Start audit effort self-sustaining.

North Carolina General Statutes require the State Auditor to make audit reports available to
the public. Copies of all 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.

Tabh Calstt J.

Ralph Campbell, Jr.
State Auditor
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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

INDEPENDENT AUDITORS’ REPORT

Board of Directors
Chatham County Partnership for Children
Pittsboro, North Carolina

We have audited the accompanying Statement of Receipts, Expenditures, and Net Assets -
Regulatory Basis of the Chatham County Partnership for Children (Chatham Partnership) as of
June 30, 2001, and the related Statement of Functional Expenditures - Regulatory Basis for the
year then ended. These financial statements are the responsibility of the Chatham Partnership’s
management. Our responsibility is to express an opinion on these financial statements based on
our audit.

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. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statement is free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

As described in Note 1, the accompanying financial statements were prepared on the regulatory
basis of accounting as prescribed by the North Carolina Partnership for Children, Inc., which is a
comprehensive basis of accounting other than accounting principles generally accepted in the
United States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the net assets of the Chatham County Partnership for Children as of June 30, 2001, and the
results of its operations for the year then ended, on the basis of accounting described in Note 1.

500 Ridgefield Court 828.254.2254
PO Box 3049 828.254.6859 fax
Asheville, NC 28802 www.che-llp.com

AFFILIATED WORLDWIDE
THROUGH AGN INTERNATIONAL



INDEPENDENT AUDITORS’ REPORT (CONCLUDED)

In accordance with Government Auditing Standards, we have also issued our report dated
June 20, 2002 on our consideration of the Chatham Partnership’s internal control over financial
reporting and our tests of its compliance with certain provisions of laws, regulations, contracts
and grants. This report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be read in conjunction with the independent auditors’ report in
considering the results of our audit.

Our audit was made for the purpose of forming an opinion on the basic financial statements of
the Chatham County Partnership for Children taken as a whole. The accompanying
supplementary schedules are presented for purposes of additional analysis and are not a required
part of the basic financial statements. The information in these schedules has been subjected to
the auditing procedures applied in the audit of the basic financial statements and, in our opinion,
is fairly stated in all material respects in relation to the basic financial statements taken as a
whole.

This report is intended solely for the information and use of the management of the partnership,

the North Carolina Partnership for Children, Inc., the Governor, and the General Assembly and
is not intended to be, and should not be, used by anyone other than these specified parties.

June 20, 2002 Criap Hughes foarns LLlP



Chatlhiam County Partnership for Children
Statement of Receipts, Expenditures, and Net Assets - Regulatory Basis

For the Year Ended June 30, 2001 Exhibit A
Unrestricted Funds Temporarily
Smart Start Other Restricted Total
Fund Funds Funds Funds
Receipts:
State Awards (less refunds of $31,164)  § 1235104 ¢ 12673 % - % 1247777
Federal Awards - 184 982 14 185,000
Frivate Contributions - 73,826 24 805 48,331
Interest and Investment Earmings - 4 436 3,048 7485
Sales Tax Refunds - 3419 1 3420
Cther Receipts - 27 261 841 28,402
Total Receipts 1,235,104 256,897 28514 1520515
Met Aszets Released from Restrictions:
Satisfaction of Program Restrictions - 1,062 (1.062) -
Expiration of Time Restrictions - 6354 (5.354) -
1,235,104 263,313 22,098 1520515
Expenditures:;
FPrograms:
Child Care and Education Quality 301,649 7515 - 308,164
Child Care and Education Accessihility
and Availability 40,962 - - 40,962
Child Care and Education Affordabiliby 174 807 3,227 - 178,134
Health and Safety 134 83849 8,330 - 143,224
Family Support 288 476 2,795 - 291,271
Suppart:
Management and General 130,728 a1.401 - 182,129
Program Evaluation b6 ,965 47 844 - 114,810
Program Coordination 121,767 6641 - 127,408
Strategic Planning - 1563 6848 - 1563 6848
Oither:
Sales Tax Paid - 2183 - 2183
Refund of Priar Year Grant - 5354 - 5354
Total Expenditures 1,260,353 2878939 - 1,548,282
Excess of Receipts Over (Under)
Expenditures (25,249) (24 B28) 22,088 (27,777)
MNet Assets at Beginning of Year 21,014 38,071 7,330 76,415
MNet Assets at End of Year $ 5765 % 13445 % 29428 % 48 638

Met Assets Consisted of:
Cash on Deposit 3 - % 13445 & 289428 % 42873
Fefunds Due From Contractars 5,765 - - 5,765

$ 5765 % 13445 & 20428 % 48,638

The accompanying notes are an integral part of these statements.



Chatham County Partnership for Children
Statement of Functional Expenditures - Regulatory Basis

For the Year Ended June 30, 2001 Exhibit B
Property
Supplies Fixed and Services!
Contracted and Other Charges Equipment Contracts/
Total Personnel Services Materials Operating and Other Outlay Grants
Smart Start Fund:
Programs:
Child Care and Education Quality $ 301,649 -1 % -1 3 -1 3 -1 ¥ -1 % - | $301.645
Child Care and Education Accessibility and Availahility 40,962 - - - - - - 40 562
Child Care and Education Affardahility 174,907 - - - - - - 174,907
Health and Safety 134,899 - - - - - - 134,894
Family Support 288,476 - 5,000 - - - - | 283476
Support:
Management and General 130,728 892718 9,093 3,214 124518 9,785 3400 -
Program Evaluation 66965 48 807 2815 1678 8073 2 8R4 2818 -
Program Coordination 121,767 81,886 G389 3372 21,5948 4,753 3419 -
Total Smart Start Fund Expenditures [$1260353 | $ 223111 $ 23397 | ¢ 8264 (% 42544 % 17507 |$ 9,637 | $935,893 |
COther Funds:
Programs:
Child Care and Education Quality $ 7.515 -1 % 5000 (% -1 % 475 | ¢ 2040 | % -1 % -
Child Care and Education Affardahility 3,227 - 2870 7 24 - - 2246
Health and Safety 5.330 - - - - gan - 7,500
Family Support 2,795 - 1,394 T2 120 1,208 - -
Support:
Management and General 51.401 36435 7171 1,064 4 974 1,564 188 -
FProgram Evaluation 47 845 14 806 28 496 140 4083 2an - -
Program Coordination 5,641 - 2,285 32 4,224 - - -
Strategic Flanning 153,648 75,501 31,611 7640 23120 Flilats 7832 109
Other:
Sales Tax Paid 2183 - - 2,183 - - - _
Refund of Priar Year Grant 5,354 - - - 5,354 - - -
Total Other Funds Expenditures [6 267939 ] % 126932 & 78907 | % 11128 | % 41479[ % 135385 8120] $ 7,835 |

The accompanying notes are an integral part of these statements.



CHATHAM COUNTY PARTNERSHIP FOR CHILDREN

NOTES TO THE FINANCIAL STATEMENTS
JUNE 30, 2001

NOTE 1

SIGNIFICANT ACCOUNTING POLICIES

A.

Organization and Purpose - The Chatham County Partnership for Children
(Chatham Partnership) is a legally separate nonprofit organization
incorporated on June 30, 1994. The Chatham Partnership was established to
develop and provide, through public and private means, early childhood
education and developmental services for children and families. The
Chatham Partnership is tax-exempt as an organization described in Section
501(c)(3) of the Internal Revenue Code.

Basis of Presentation - The accompanying financial statements present all
funds for which the Chatham Partnership’s Board of Directors is responsible.
In accordance with Statement of Financial Accounting Standards (SFAS)
No. 117, “Financial Statements of Not-For-Profit Organizations,” the
accompanying financial statements present information according to three
classes of net assets: unrestricted net assets, temporarily restricted net assets,
and permanently restricted net assets. As permitted by this Statement,
temporarily restricted contributions received and expended in the same year
are reported as unrestricted receipts rather than as temporarily restricted
receipts.

Contributions that are temporarily restricted and not expended within the
year received are reported as an increase in temporarily restricted net assets.
When the restriction expires (that is, when a stipulated time restriction ends
or purpose restriction is accomplished), temporarily restricted net assets are
reclassified to unrestricted net assets and reported in the statement of
receipts, expenditures, and net assets as net assets released from restrictions.

The Chatham Partnership did not have any permanently restricted net assets
at June 30, 2001.

Basis of Accounting - The accompanying financial statements were
prepared on the regulatory basis of accounting as prescribed by the North
Carolina Partnership for Children, Inc. This basis differs from accounting
principles generally accepted in the United States of America, primarily
because it recognizes long lived assets and other costs which benefit more
than one period as expended in the year purchased; it recognizes revenue
when received rather than when earned; and it recognizes expenditures when
paid rather than when incurred.



NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

NOTE 2

NOTE 3

However, unexpended advances to contractors that revert back to the State
are recognized as a reduction to expenditures and an increase to net assets.

D. Refunds Due From Contractors - Refunds due from contractors represent
the unexpended amount of advances to contractors at year end which are to
be refunded back to the State. As recoveries are collected, the receivable
balance is reduced. Payments to the State for the recovered advances are
recorded as a reduction to the state awards balance.

E. Use of Estimates - The financial statements include estimates and
assumptions made by management for the allocation of joint costs. It is
management’s belief that these estimates are reasonable and fair.

DEPOSITS

All funds of the Chatham Partnership are deposited with two commercial banks
and insured by the Federal Deposit Insurance Corporation (FDIC) up to $100,000
per bank. Deposits over this amount subject the Chatham Partnership to a
concentration of credit risk.

FUNDING FROM GRANT AWARDS

Smart Start Program - The Chatham Partnership’s major source of revenue and
support is from the State of North Carolina based on cost-reimbursement
contracts with the North Carolina Partnership for Children, Inc. (NCPC) for the
Smart Start Program. A significant reduction in the level of funding from the
State could have an adverse effect on the operations of the Chatham Partnership
and represents a concentration of credit risk as to the generation of revenue.

Associated with these contracts, the Chatham Partnership is responsible for
developing a comprehensive, collaborative, long-range plan of services to
children and families for the service-delivery area. During the year, the
Department of Health and Human Services (DHHS) entered into contracts with
and made payments to service providers selected by the Chatham Partnership.
These service provider contracts are not reflected on the accompanying financial
statement. However, a summary of the service provider contracts entered into by
DHHS is presented on Schedule 2 accompanying the financial statements.



NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

NOTE 4

NOTE 5

The Chatham Partnership was awarded and has received $1,266,268 under a
current year Smart Start contract with NCPC. The unexpended balance of this
contract is subject to reversion to the State. The Partnership has returned $5,765
of this contract to the State based on financial status reports submitted to NCPC
subsequent to June 30, 2001.

The Partnership expects to receive continued funding through new Smart Start
contracts with the State.

Safe Start Program - The Chatham Partnership’s other major source of revenue
and support is from the U.S. Department of Justice for the Safe Start Initiative. To
date, the Partnership has received and expended $241,000 of the $3,350,000 five-
year grant. Funding is based on completion of specified phases of the project.

The Partnership expects to receive continued funding through the grant from the
U.S. Department of Justice.

RELATED PARTY TRANSACTIONS

Service Provider Contracts with Board Member Organizations - The board
members of the Chatham Partnership are representative of various organizations
that benefit from actions taken by the Board. It is the policy of the Chatham
Partnership that board members not be involved with decisions regarding
organizations they represent. During the year, the Partnership entered into
contracts with board member organizations for program activities as identified on
Schedule 1 accompanying the financial statements. In addition, Schedule 2
identifies contracts entered into by DHHS with board member organizations for
activities funded by the Partnership’s Smart Start Allocation.

FUNCTIONAL EXPENDITURES

The costs of providing the various programs and activities have been summarized
on a functional basis in the Statement of Receipts, Expenditures, and Net Assets -
Regulatory Basis. Also, the Statement of Functional Expenditures - Regulatory
Basis provides detail of the functional costs by their natural classification.
Following are the services associated with the functional categories presented in
the accompanying financial statements and the methods utilized to allocate joint
cost:



NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

A.

Program Functions

Child Care and Education Quality - Used to account for service activities
including quality enhancement grants, comprehensive child care resource
and referral, professional development, resources and materials, health and
safety intervention in child care, and information and resource.

Child Care and Education Accessibility and Availability - Used to
account for service activities associated with increased child care spaces.

Child Care and Education Affordability - Used to account for service
activities including kindergarten orientation program, eliminate waiting list,
and transportation to child care.

Health and Safety - Used to account for service activities including health
resource van, comprehensive dental services, special needs - early
intervention services, and special needs - specialized therapy.

Family Support - Used to account for service activities including family
resource center, parenting education, parenting skills training, general family
support, family crisis intervention, family literacy, outreach materials, and
community playgrounds.

Support Functions

Management and General - Expenditures that are not identifiable with a
single program or fund-raising activity but are indispensable to the conduct
of those activities and to an organization’s existence, including expenditures
for the overall direction of the organization, its general board activities,
business management, general recordkeeping, budgeting, and related
purposes. Also, expenditures related to initial start-up of the Safe Start
Initiative.

Program Evaluation - Expenditures that are incurred to monitor the
performance of service providers as to the delivery of services and adherence
to the specific terms and conditions of the contracts.

Program Coordination - Expenditures that are incurred to coordinate the
policies, procedures, and daily practices of service delivery. Also, costs
associated with monitoring in-house and direct service provider activities, as
well as costs related to the initial start-up of the Safe Start Initiative.



NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

Strategic Planning - Expenditures that are incurred in planning of service
activities related to reducing the impact of violence in the lives of children
ages 0-8 years as part of the Safe Start Initiative.

C. Allocation of Joint Costs

Expenditures benefiting more than one purpose were allocated as follows:

Salaries and Benefits - Allocated based on estimated time spent by
employees for each function.

Other Costs - Other costs including occupancy cost (rent, utilities and
maintenance), supplies and materials, communication costs (telephone and
printing), and postage were allocated based on utilization data.

NOTE6 - COMMITMENTS AND CONTINGENCIES

Leases - The following is a schedule by years of future minimum rental payments
required under leases that have noncancelable lease terms as of June 30, 2001:

Operating Capital
Fiscal Year Leases Leases
2002 $ 18,996 $ 6,867
2003 18,996 6,867
2004 18,996 6,867
2005 11,081 2,241
Total Minimum Lease Payments $ 68,069 3 22,842

Total rental expenditure for all leases was $25,863 for the year ended June 30,
2001.

NOTE7 - PENSION PLAN

The Chatham Partnership offers a 403(b) retirement plan to all full-time
employees. The amount of the monthly retirement payment for each employee
varies according to how much of their monthly benefit allowance they spend for
other benefits (health/dental, etc.). The amount of employee benefit allowance is
determined by the Board of Directors. During the year ended June 30, 2001, the
Partnership contributed $13,804 to the retirement plan and $28,710 for other
benefits.



NOTES TO THE FINANCIAL STATEMENTS (CONCLUDED)

NOTE8 - RESTRICTIONS ON NET ASSETS

A. Temporarily Restricted Net Assets - Temporarily restricted net assets at
June 30, 2001 are available for the following purposes:

Purpose Amount
Kids Outdoors - Pilot/Model Outdoor Learning $ 18,326
Environment
Success by Six - Triangle United Way 4,163
Smart Start Programs 3,049
Surrogate Father Project 1,107
Transportation Costs 941
Kids Outdoors or Lee/Chatham Dental Clinic 500
Safe Start Meetings 395
Family Resource Center Incorporation Costs 375
Literary Magazines 268
Liberty Chapel Project 200
Aprendiendo Program 86
Safe Start Program 18
$ 29,428

B. Net Assets Released From Donor Restrictions - Net assets were released
from donor restrictions during the fiscal year ended June 30, 2001, by
incurring expenditures satisfying the restricted purposes as follows:

Purpose Amount
Success by Six - Triangle United Way $ 5354
Regionalization Grant 906
Aprendiendo Program 226
Heads Up! Program (70)
$ 6,416

10



Chatham County Partnership for Children
Schedule of Contract and Grant Expenditures - Regulatory Basis

For the Year Ended June 36, 2001 Schedule 1
Smart Start Fund Other Funds
Amount Refund Amount Refund
Qrganization Name Advanced Due Advanced Due
Before The Bell Rings 1% 207§ - 3 226 | % -
Chatham Family Resource Center 57,300 - - -
Child Care Metworks-Health & Safety = a0,800 - - -
Child Care Metworks-Increase CC Supply * 40 9652 - - -
Child Care Netwarks-Prof. Deve. & ED. = 121 ARG - - -
Child Care Metworks-Guality Improvement = a7 /00 - - -
Child Care Metworks-Reaching Cut To Latino Families * 71,783 - - -
Child Care Metworks-Subsidy = 153,800 - - -
Children's Resource Wan = 74,712 (1,621 - -
Family violence and Rape Crises a7,399 - - -
He Cares = 28,360 - - -
Heads Up! 16,8445 - - -
Lee County Dental Clinic - - 7500 -
Little Kids = 15,800 (3,088) - -
Madres/aCM = 46,130 (35 - -
OPC Mental Health = 44 963 - - -
Parent Education * 29,780 - - -
We Care = 22 781 (1,041) - -
Individuals:
Stipends | - | -1 109 | - |

|6 941653]% (5765)] [|$ 7835 ] % - |

* These arganizations are represented on the Partnership's Board as described in MNote 4 -
Service Provider Contracts with Board Member Organizations.

See Independent Auditors’ Report.
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Chatham County Partnership for Children
Schedule of State Level Service Provider Contracts

For the Year Ended June 30, 2001 Scheduie 2
DHHS
QOrganization Name Contracts
Chatham County Department of Social Services =% 584 BE1
Child Care Services Association - WAGES Program 49,538
[ $ 634,000 |

These arganizations are represented on the Partnership's Board as described in Mote 4 - Service
FProvider Contracts with Board Member Crganizations.

The information on this schedule provides a listing of service provider contracts entered into by the
Department of Health and Human Services (DHHS) as described in Mote 3 - Funding Fram Grant
Awvards,

See Independent Auditors’ Report.
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Chatham County Partnership for Children
Schedule of Federal and State Awards - Reguiatory Basis

For the Year Ended June 30, 2001 Schedule 3
Federal
CFDA

Federal/State GrantorfPass-through Grantaor/Program MNumber Contract # FHeceipts Expenditures

Federal Awards:
U5, Department of Justice
Safe Start Initiative 16.540 Z000-0W-v-KO02 $ 0 185000 ¢ 218725

Tetal Federal Awards 185,000 215,725

State Awards:

Maorth Carolina Department of Health and Human

Services - Division of Child Development
Fass-thraugh from the Morth Carolina Parthership
for Children, Inc.

Early Childhood Initiatives Frogram (Other Prior Years)  MNA& (572 -
Early Childhood Initiatives Program (Prior Year) MA = 1-80-2-04-001 (30,582) (150)
Early Childhood Initiatives Program {(Current Year) Mg = 1-01-2-04-001 1,266,268 1,260,503
Multi-County Accounting and Contracting Grant [NEA - 12,000 12,000
Mentoring Project MAE, - 673 a7a
Total State Awards 1,247 777 1,272 726
Total Federal and State Awards $ 1432777 § 1488451

* Programs with compliance requirements that have a direct and material effect on the financial statements.

See Independent Auditors’ Report.
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Chatham County Partnership for Children
Schedule of Property and Equipment

For the Year Ended June 30, 2001 Schedile 4
Furniture and Non-Computer Equipment £ 11,367
Computer Equipment/Printers 37,780
hotor Wehicles 2823
Total Property and Equipment § 81940

Mote:  The information on this schedule provides a summary of propery and eguiprment with
acquisition or donated cost of $500 or more which were held by the Partnership at year
end. On the regulatory basis of accounting, these items are expensed in the year
purchased.

See Independent Auditor’s Report.
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Chatham County Partnership for Children
Schedule of Qualifying Match (Non-GAAP)
For the Year Ended June 36, 2001 Scheditle 5

Maich Provided at the Partnership Level:

Cash $ 233,331
In-Kind Goods and Services 21,088
$ 254 419

Match Provided at the Contractor Level:

Cash S 208173
In-Kind Goods and Services 127 841
$ 336,014

Mote: This schedule is presented in accordance with the program match requirement as
provided for by Morth Carolina Session Lawe 19893-237, Section 11.48(1). The law allows
for volunteer services to he valued for match purposes, a concept that deviates from
accounting principles generally accepted in the United States of America.

See Independent Auditors’ Report.
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INDEPENDENT AUDITORS’ REPORT
ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF
THE FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Directors
Chatham County Partnership for Children
Pittsboro, North Carolina

We have audited the financial statements of the Chatham County Partnership for Children
(Chatham Partnership) as of and for the year ended June 30, 2001, and have issued our report
thereon dated June 20, 2002. 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.

Compliance
As part of obtaining reasonable assurance about whether the Chatham Partnership’s financial

statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grants, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance that are required to be reported under Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Chatham Partnership’s internal control
over financial reporting in order to determine our auditing procedures for the purposes of
expressing our opinion on the financial statements and not to provide assurance on the internal
control over financial reporting. Our consideration of the internal control over financial reporting
would not necessarily disclose all matters in the internal control over financial reporting that

16
500 Ridgefield Court 828.254.2254
PO Box 3049 828.254.6859 fax
Asheville, NC 28802 www.che-llp.com
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INDEPENDENT AUDITORS’ REPORT
ON COMPLIANCE AND ON INTERNAL CONTROL
OVER FINANCIAL REPORTING BASED ON AN AUDIT OF
THE FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS (CONCLUDED)

might be material weaknesses. A material weakness is a condition in which the design or
operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions. We noted no matters involving the
internal control over financial reporting and its operation that we consider to be material
weaknesses.

We noted other matters involving issues of a management control nature that are described in the
Audit Findings and Recommendations section of this report.

This report is intended solely for the information and use of the management of the partnership,
the North Carolina Partnership for Children, the Governor, and the General Assembly and is not
intended to be, and should not be, used by anyone other than these specified parties.

June 20, 2002 Criap Hughes foarns LlP
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AUDIT FINDINGS AND RECOMMENDATIONS

Other Observations and Recommendations from the Current Audit - The following presents
management control issues related to the efficiency and effectiveness of operations.

1. SEGREGATION OF DUTIES

The Board has placed appropriate emphasis on establishing policies and procedures as guidance
for the Partnership staff to ensure fiscal accountability. However, we noted the following areas
where controls could be strengthened:

e The administrative assistant receives the mail, logs the deposits, and makes the deposits.
e The executive director can request a purchase, approve the purchase, make the purchase,
receive purchase, and sign the check for the same purchase.

Due to the size of the Partnership, segregation of duties is difficult, but Partnership management
should be aware that these functions need to be segregated as much as possible.

Management Response: Nominal amounts of cash are received by the Partnership; therefore, the
level of risk is minimal. Nevertheless, we intend to implement a policy whereby two people will
be present when the mail is opened whenever practical. There may be an occasional time when
only one person is available.

Regarding the limited control on the executive director when she has the authority to perform all
functions, we will implement a policy that a board member will sign any checks for purchases
which have been requested, approved, purchased and received by the executive director.

2. CREDIT CARD CONTROLS

During our audit we noted the Partnership has two credit cards. Although we did not become
aware of any problems with the credit cards, we would like to remind management of the
potential for abuse. To help minimize the risk, we recommend Chatham Partnership maintain
written policies and procedures establishing controls over the access and use of credit cards.
Such policies should address the following areas:

e Credit limits—we recommend the Partnership evaluate the use of each credit card
individually and consider lowering the credit limit to an amount that will cover the ordinary
expenses charged to each card. This will help reduce the Partnership’s liability if the cards
were ever abused.
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AUDIT FINDINGS AND RECOMMENDATIONS (CONCLUDED)

e Restrictions on use of the card should be outlined—it should be used only for purchases for
which standard checks are inconvenient, and current requisition procedures should apply to
all credit card purchases.

e Review of monthly statements—a senior official, preferably a non-user, should review and
approve the monthly statements and sign the checks.

Management Response: We agree that a policy regarding the use of credit cards is desirable and

plan to develop one, considering the comments above and sample policies which the auditors
have agreed to provide us.
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DISTRIBUTION OF AUDIT REPORT
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Representative Stanley H. Fox

Other Legislative Officials

Representative R. Phillip Haire
Representative Dewey L. Hill
Representative Mary L. Jarrell
Representative Maggie Jeffus
Representative Larry T. Justus
Representative Edd Nye
Representative Warren C. Oldham
Representative William C. Owens, Jr.
Representative E. David Redwine
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ORDERING INFORMATION

Copies of this report may be obtained by contacting the:

Office of the State Auditor

State of North Carolina

2 South Salisbury Street

20601 Mail Service Center

Raleigh, North Carolina 27699-0601

Internet: http://www.ncauditor.net

Telephone:  919/807-7500

Facsimile: 919/807-7647
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