


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

To the Area Board
ABC LME
Somewhere, North Carolina

We have audited the basic financial statements of the governmental activities and each major fund of
ABC LME, as of and for the year ended June 30, 2009, which collectively comprise the ABC LME’s
basic financial statements, and have issued our report thereon dated October 31, 2009. 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.

Internal Control Over Financial Reporting

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

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the entity’s financial statements that is more than
inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the ABC LME’s internal control.
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Our consideration of the internal control over financial reporting was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies or material weaknesses. We did not identify any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether ABC LME’s financial statements are free of
material misstatement, we performed tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The
results of our tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Auditing Standards.

This report is intended solely for the information and use of the audit committee, management, others
within the organization, members of the Area Board, and federal and State awarding agencies and pass-
through entities, and is not intended to be, and should not be, used by anyone other than these specified
parties.

PeiTons Jnas) € ometnZin, CP2S, Pa.

Martin Starnes & Associates, CPAs, P.A.
October 31, 2009
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Report on Compliance with Requirements Applicable to Each Major Federal Program
and Internal Control Over Compliance in Accordance with OMB Circular A-133
and the State Single Audit Implementation Act

To the Area Board
ABC LME
Somewhere, North Carolina

Compliance

We have audited the compliance of ABC LME, with the types of compliance requirements described in
the U. S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement and the Audit
Manual for Governmental Auditors in North Carolina, issued by the Local Government Commission, that
are applicable to each of its major federal programs for the year ended June 30, 2009. ABC LME's major
federal programs are identified in the summary of auditor's results section of the accompanying Schedule
of Findings, Responses and Questioned Costs. Compliance with the requirements of laws, regulations,
contracts and grants applicable to each of its major federal programs is the responsibility of ABC LME's
management. Our responsibility is to express an opinion on ABC LME's compliance based on our audit.

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, and the State Single Audit Implementation
Act. Those standards, OMB Circular A-133 and the State Single Audit Implementation Act, 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 ABC LME's
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. Our audit does
not provide a legal determination of ABC LME's compliance with those requirements.

In our opinion, ABC LME complied, in all material respects, with the requirements referred to above that
are applicable to each of its major federal programs for the year ended June 30, 2009.

730 13th Avenue Drive SE ¢ Hickory, North Carolina 28602 ¢ Phone 828-327-2727 ¢ Fax 828-328-2324
13 South Center Street ¢ Taylorsville, North Carolina 28681 ¢ Phone 828-632-9025 ¢ Fax 828-632-9085
Toll Free Both Locations 1-800-948-0585 ¢ Website: www.martinstarnes.com

3



Internal Control Over Compliance

The management of ABC LME is responsible for establishing and maintaining effective internal control
over compliance with requirements of laws, regulations, contracts and grants applicable to federal
programs. In planning and performing our audit, we considered ABC LME's internal control over
compliance with requirements that could have a direct and material effect on a major federal program in
order to determine our auditing procedures for the purpose of expressing our opinion on compliance, 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 ABC LME’s internal control over
compliance.

A control deficiency exists in an organization’s internal control over compliance when the design or
operation of a control does not allow management or employees, in the normal course of performing their
assigned functions, to prevent or detect noncompliance with a type of compliance requirement of a federal
program on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects ABC LME’s ability to administer a federal program such that there is
more than a remote likelihood that a noncompliance with a type of compliance requirement of a federal
program that is more than inconsequential will not be prevented or detected by ABC LME’s internal
control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by ABC LME’s internal control.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might
be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal control
over financial reporting that we consider to be material weaknesses, as defined above.

Schedule of Expenditures of Federal and State Awards

We have audited the financial statements of the governmental activities and each major fund of ABC
LME as of and for the year ended June 30, 2009, and have issued our report thereon dated October 31,
2009. Our audit was performed for the purpose of forming an opinion on the financial statements that
collectively comprise ABC LME’s basic financial statements. The accompanying Schedule of
Expenditures of Federal and State Awards is presented for purposes of additional analysis as required by
OMB Circular A-133 and the State Single Audit Implementation Act and is not a required part of the
basic financial statements. Such information 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 audit committee, management, others
within the organization, members of the Area Board, federal and State awarding agencies, and pass-
through entities and is not intended to be and should not be used by anyone other than these specified
parties.

PeiTons Jnas) € ometnZin, CP2S, Pa.

Martin Starnes & Associates, CPAs, P.A.
October 31, 2009



MARTIN ¢ STARNES
& ASSOCIATES, CPAs, P.A.

"4 Professional Association of Certified Public Accountants and Management Consultanis"

Report on Compliance with Requirements Applicable to Each Major State Program and Internal
Control Over Compliance in Accordance with Applicable Sections of OMB Circular A-133
and the State Single Audit Implementation Act

To the Area Board
ABC LME
Somewhere, North Carolina

Compliance

We have audited the compliance of ABC LME, with the types of compliance requirements described in
the Audit Manual for Governmental Auditors in North Carolina, issued by the Local Government
Commission that are applicable to each of its major State programs for the year ended June 30, 2009.
ABC LME's major State programs are identified in the summary of auditor's results section of the
accompanying Schedule of Findings, Responses and Questioned Costs. Compliance with the
requirements of laws, regulations, contracts and grants applicable to each of its major State programs is
the responsibility of ABC LME's management. Our responsibility is to express an opinion on ABC
LME's compliance based on our audit.

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 applicable sections of OMB
Circular A-133, as described in the Audit Manual for Governmental Auditors in North Carolina, and the
State Single Audit Implementation Act. Those standards, applicable sections of OMB Circular A-133,
and the State Single Audit Implementation Act 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 State program occurred. An audit includes
examining, on a test basis, evidence about ABC LME's 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. Our audit does not provide a legal determination on
ABC LME's compliance with those requirements.

In our opinion, ABC LME complied, in all material respects, with the requirements referred to above that
are applicable to each of its major State programs for the year ended June 30, 2009.

Internal Control Over Compliance

The management of ABC LME is responsible for establishing and maintaining effective internal control
over compliance with requirements of laws, regulations, contracts and grants applicable to State
programs. In planning and performing our audit, we considered ABC LME's internal control over
compliance with requirements that could have a direct and material effect on a major State program in
order to determine our auditing procedures for the purpose of expressing our opinion on compliance, 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 ABC LME’s internal control over
compliance.
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A control deficiency exists in an organization’s internal control over compliance when the design or
operation of a control does not allow management or employees, in the normal course of performing their
assigned functions, to prevent or detect noncompliance with a type of compliance requirement of a federal
program on a timely basis. A significant deficiency is a control deficiency, or combination of control
deficiencies, that adversely affects ABC LME’s ability to administer a State program such that there is
more than a remote likelihood that a noncompliance with a type of compliance requirement of a State
program that is more than inconsequential will not be prevented or detected by ABC LME’s internal
control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material noncompliance with a type of compliance requirement of a
State program will not be prevented or detected by ABC LME’s internal control.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in internal control that might
be significant deficiencies or material weaknesses. We did not identify any deficiencies in internal control
over financial reporting that we consider to be material weaknesses, as defined above.

Schedule of Expenditures of Federal and State Awards

We have audited the financial statements of the governmental activities and each major fund of ABC
LME as of and for the year ended June 30, 2009, and have issued our report thereon dated October 31,
2009. Our audit was performed for the purpose of forming an opinion on the financial statements that
collectively comprise ABC LME’s basic financial statements. The accompanying Schedule of
Expenditures of Federal and State Awards is presented for purposes of additional analysis as required by
OMB Circular A-133 and the State Single Audit Implementation Act and is not a required part of the
basic financial statements. Such information 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 audit committee, management, others
within the organization, members of the Area Board, federal and State awarding agencies, and pass-
through entities and is not intended to be and should not be used by anyone other than these specified
parties.

PeiTons Jnas) € ometnZin, CP2S, Pa.

Martin Starnes & Associates, CPAs, P.A.
October 31, 2009



ABC LME
SCHEDULE OF FINDINGS, RESPONSES AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2009
Summary of Auditor’s Results

Financial Statements

An unqualified opinion was issued on the financial statements of ABC LME.

Our audit of the basic financial statements disclosed no material weaknesses in internal
control.

Our audit of the basic financial statements disclosed no significant deficiencies in internal
control.

Our audit of the basic financial statements disclosed no instances of noncompliance material
to the financial statements.

Federal Awards

An unqualified opinion was issued on ABC LME's compliance with the types of compliance
requirements applicable to its major federal programs.

Our audit disclosed no significant deficiencies or material weaknesses in internal control over
federal awards.

Our audit disclosed no findings related to compliance over federal awards.

Major federal programs for ABC LME for the year ended June 30, 2009 are:

Program Name CFDA #
Substance Abuse Services Cluster 93.959
Perinatal and Maternal Substance Abuse Initiative 93.959
Treatment Alternatives for Women 93.959
Treatment Alternatives for Street Crimes 93.959
SVCSto IV Drug Users 93.959
Block Grant for Community Mental Health Services 93.958
Developmental Disability Cluster 93.667
Developmental Disability Services - Adult 93.667
Substance Abuse and Mental Health Service Projects 93.243



ABC LME

SCHEDULE OF FINDINGS, RESPONSES AND QUESTIONED COSTS
FOR THE YEAR ENDED JUNE 30, 2009

Summary of Auditor’s Results (continued)

The threshold for determining Type A programs for ABC LME is $300,000.

ABC LME did not qualify as a low risk auditee under Section .530 of Circular A-133.
State Awards

An unqualified opinion was issued on ABC LME's compliance with the types of compliance
requirements applicable to its major State programs.

Our audit disclosed no significant deficiencies or material weaknesses in internal control and
compliance over State awards.

Our audit disclosed no findings related to compliance over State awards.
Major State programs for ABC LME for the year ended June 30, 2009 are:
Program Name

Systems Management Transition
Single Stream Funding

Findings Related to the Audit of the Basic Financial Statements

The audit did not detect any findings related to compliance or internal controls over financial
reporting that are required to be reported in accordance with Government Auditing Standards.

Findings and Questioned Costs Related to the Audit of Federal Awards
None reported.
Findings and Questioned Costs Related to the Audit of State Awards

None reported.



ABC LME

SUMMARY SCHEDULE OF PRIOR YEAR AUDIT FINDINGS
FOR THE YEAR ENDED JUNE 30, 2009

Finding 2008-1: Corrected.



ABC LME

SCHEDULE OF EXPENDITURES OF FEDERAL AND STATE AWARDS
FOR THE YEAR ENDED JUNE 30, 2009

Federal
Expenditures

State
Expenditures

Federal Awards

U.S. Department of Health and Human Services
Substance Abuse and Mental Health Service Administration
Passed-through the N.C. Dept. of Health and Human Services:
Division of Mental Health, Developmental Disabilities
and Substance Abuse Services:

Substance Abuse and Mental Health Service Projects 93.243 $ 401,485 -
MAJORS Substance Abuse/Juvenile Justice Initiative 93.959 222,554 -
Perinatal and Maternal Substance Abuse Initiative 93.959 316,408 -
Treatment Alternatives for Women 93.959 500,000 -
Treatment Alternatives to Street Crimes 93.959 1,549,877 -
SVCS to IV Drug Users 93.959 444,578 -
Mental Health Cluster
Block Grant for Community Mental Health Services 93.958 364,020 -
Social Service Block Grant 93.667 49,561 -
State Appropriations - Child - 371
Total Mental Health Cluster 413,582 371
Developmental Disability Waiting List Cluster
SSBG-Developmental Disabilities Waiting List Funds 93.667 93,879 -
Total Developmental Disability Waiting List Cluster 93,879 -
Developmental Disability Services - Adult 93.667 428,318 -
Developmental Disability Services - Child 93.667 86,355 -
Substance Abuse Services Cluster
Block Grant for Prevention and Treatment
of Substance Abuse 93.959 1,730,212 -
Total Substance Abuse Services Cluster 1,730,212 -
Total U.S. Department of Health and Human Services 6,187,248 371
Total Federal Awards and State Matches 6,187,248 371
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ABC LME

SCHEDULE OF EXPENDITURES OF FEDERAL AND STATE AWARDS
FOR THE YEAR ENDED JUNE 30, 2009

Federal
Expenditures

State
Expenditures

State Awards

N. C. Department of Health and Human Services

Division of Mental Health, Developmental Disabilities
and Substance Abuse Services:
General Program Services -
Systems Management Transition -
Single Stream Line Funding -

Crisis Services -

88,077
5,125,408
18,945,326
225,000

Total Division of Mental Health, Developmental Disabilities
and Substance Abuse Services: -

24,383,811

Total State awards -

24,384,182

Total federal and State awards $ 6,187,248

24,384,182

1. Basis of Presentation

The accompanying schedule of expenditures of federal and State awards includes the federal and State

grant activity of ABC LME and is presented on the modified accrual basis of

accounting. The information in this schedule is presented in accordance with the requirements of OMB

Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, and the State Single

Audit Act. Therefore, some amounts presented in this schedule may differ from amounts presented in,

or used in the preparation of the financial statements.

The following are clustered by the NC Department of Health and Human Services and are treated separately

for state audit requirement purposes: Mental Health Services, Developmental Disability Waiting List

Services, and Substance Abuse Services.
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