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DEPARTMENT OF HEALTH AND HUMAN SERVICES Office of Inspector General

/: Office of Audit Services

*‘h REGION IV
i NOV 2 2005 61 Forsyth Street, S.W., Suite 3T41
Atlanta, Georgia 30303

Report Number: A-04-04-01003

Carmen Hooker Odom, Secretary

North Carolina Department of Health
and Human Services

Adams Building, 101 Blair Drive

Raleigh, North Carolina 27603

Dear Secretary Odom:

Enclosed are two copies of the Department of Health and Human Services (HHS), Office of
Inspector General (OIG) final report entitled ““Audit of Costs and Reporting of Funds Under the
Bioterrorism Hospital Preparedness Program.” A copy of this report will be forwarded to the
HHS action official noted below for review and any action deemed necessary.

The HHS action official will make final determination regarding actions taken on all matters
reported. We request that you respond to the HHS action official within 30 days. Your response
should present any additional information that you believe may have a bearing on the final
determination.

In accordance with the principles of the Freedom of Information Act (5 U.S.C. § 552, as
amended by Public Law 104-231), OIG reports issued to the Department’s grantees and
contractors are made available to members of the press and general public to the extent the
information is not subject to exemptions in the Act that the Department chooses to exercise (see
45 CFR part 5).

If you have any questions or comments about the report, you may contact me at (404) 562-7750
or Jeff Bullock, Audit Manager, at (404) 562-7761. Please refer to report number A-04-04-
01003 in all correspondence.

Sincerely,

/ Lori S. Pilcher
/ Regional Inspector General
for Audit Services, Region IV

Enclosures: as stated
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Direct Reply to HHS Action Official:
Gail Lipton, Director

Division of Grants Policy

Parklawn Building, Room 11A-55
Rockville, Maryland 20857
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The mission of the Office of Inspector General (O1G), as mandated by Public Law 95-452, as amended, is to
protect the integrity of the Department of Health and Human Services (HHS) programs, as well as the
health and welfare of beneficiaries served by those programs. This statutory mission is carried out
through a nationwide network of audits, investigations, and inspections conducted by the following
operating components:

Office of Audit Services

The Office of Audit Services (OAS) provides all auditing services for HHS, either by conducting audits with
its own audit resources or by overseeing audit work done by others. Audits examine the performance of
HHS programs and/or its grantees and contractors in carrying out their respective responsibilities and are
intended to provide independent assessments of HHS programs and operations in order to reduce waste,
abuse, and mismanagement and to promote economy and efficiency throughout HHS.

Office of Evaluation and | nspections

The Office of Evaluation and Inspections (OEI) conducts management and program evaluations (called
inspections) that focus on issues of concern to HHS, Congress, and the public. The findings and
recommendations contained in the inspections generate rapid, accurate, and up-to-date information on the
efficiency, vulnerability, and effectiveness of departmental programs. OEI also oversees State Medicaid
Fraud Control Units which investigate and prosecute fraud and patient abuse in the Medicaid program.

Office of I nvestigations

The Office of Investigations (OI) conducts criminal, civil, and administrative investigations of allegations of
wrongdoing in HHS programs or to HHS beneficiaries and of unjust enrichment by providers. The
investigative efforts of Ol lead to criminal convictions, administrative sanctions, or civil monetary
penalties.

Office of Counsdl to the I nspector General

The Office of Counsel to the Inspector General (OCIG) provides general legal services to OIG, rendering
advice and opinions on HHS programs and operations and providing all legal support in OIG’s internal
operations. OCIG imposes program exclusions and civil monetary penalties on health care providers and
litigates those actions within HHS. OCIG also represents OIG in the global settlement of cases arising
under the Civil False Claims Act, develops and monitors corporate integrity agreements, develops
compliance program guidances, renders advisory opinions on OIG sanctions to the health care
community, and issues fraud alerts and other industry guidance.




Notices

THIS REPORT IS AVAILABLE TO THE PUBLIC
at http://oig.hhs.gov

In accordance with the principles of the Freedom of Information Act (5 U.S.C. 552,
as amended by Public Law 104-231), Office of Inspector General, Office of Audit
Services reports are made available to members of the public to the extent the
information is not subject to exemptions in the act. (See 45 CFR Part 5.)

OAS FINDINGS AND OPINIONS

The designation of financial or management practices as questionable or a
recommendation for the disallowance of costs incurred or claimed, as well as other
conclusions and recommendations in this report, represent the findings and opinions
of the HHS/OIG/OAS. Authorized officials of the HHS divisions will make final

determination on these matters.
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EXECUTIVE SUMMARY
BACKGROUND

States and major local health departments receive Health Resources and Services
Administration (HRSA) funding to upgrade the preparedness of the Nation’s hospitals and
collaborating entities to respond to bioterrorism under the Bioterrorism Hospital
Preparedness Program (the Program). Through August 31, 2004, HRSA awarded
cumulative Program funding of $16.8 million to the North Carolina Department of Health
and Human Services (the State).

OBJECTIVES
The objectives of our audit were to determine whether the State:

e recorded and reported HRSA Program funds awarded, expended, obligated, and
unobligated in accordance with the cooperative agreement;

e ensured that the Program funds were used for necessary, reasonable, allocable, and
allowable costs in accordance with the terms of the cooperative agreement; and

e supplanted current State or local funding with Program funds.
SUMMARY OF RESULTS

The State generally recorded and reported HRSA Program funds awarded, expended,
obligated, and unobligated by priority area, by critical benchmark, and by funds allocated
to hospitals and other health care entities as required by the cooperative agreement.

Costs incurred by the State for administering the Program were necessary, reasonable,
allocable, and allowable. However, the two subrecipients that we reviewed claimed
reimbursement from the State for $227,666 in unallowable costs. As a result, the State
claimed costs that were not used to enhance hospital preparedness as described in Program
guidance. We believe this occurred because the State had not developed a reporting and
monitoring system adequate to ensure that subrecipients charged the Program for only
necessary, reasonable, allocable, and allowable costs and had not developed award
documents that adequately identified the type of award and applicable cost principles.

We found no evidence that the State supplanted State or local expenditures with Program
funds.



RECOMMENDATIONS

We recommend that the State:

e reduce Program expenditures by the $227,666 of unallowable subrecipient costs
and increase unobligated funds by the same amount when preparing the final
Financial Status Report;

e implement adequate reporting and monitoring policies and procedures in a timely
manner; and

e develop award documents that clearly identify the type of award and related cost
principles.

AUDITEE RESPONSE

The State generally disagreed with our findings and recommendations regarding costs
claimed by the two subrecipients reviewed during our audit (see Appendix A). In
summary, the State agrees that $40,812 is unallowable and maintains that the balance of
$186,854 is allowable.

OFFICE OF INSPECTOR GENERAL COMMENTS

Despite the State’s assertions, we continue to believe that the balance of $186,854 is
unallowable in accordance with Office of Management and Budget Circulars A-21 and A-
122.
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INTRODUCTION

BACKGROUND

Bioterrorism Hospital Preparedness Program

States and major local health departments receive Health Resources and Services Administration
(HRSA) funding to upgrade the preparedness of the Nation’s hospitals and collaborating entities
to respond to bioterrorism under the Bioterrorism Hospital Preparedness Program (the Program).
Congress authorized funding to support activities related to countering potential biological
threats to civilian populations under the Department of Defense and Emergency Supplemental
Appropriations for Recovery from and Response to Terrorist Attacks on the United States Act,
2002, Public Law 107-117.

HRSA initiated cooperative agreements with awardees for the period April 1, 2002, through
March 31, 2003, as directed by the Cooperative Agreement Guidance issued February 15, 2002,
This first budget period was extended through March 31, 2004. The second budget period
initially covered the period September 1, 2003, through August 31, 2004, but was extended
through August 31, 2005.

The Cooperative Agreements identified priority planning areas to be addressed with Program
funds. They are:

Medication and Vaccines;

Personal Protection, Quarantine, and Decontamination;
Communications;

Biological Disaster Drills;

Personnel (including emergency increases in staffing);
Training; and

Patient Transfer.

Program funds were meant to augment current State and local funding and focus on bioterrorism
hospital preparedness activities under the HRSA Cooperative Agreement. The Cooperative
Agreement Guidance states that “. . . given the responsibilities of Federal, State, and local
governments to protect the public in the event of bioterrorism, funds from this grant must be
used to supplement and not supplant the non-Federal funds that would otherwise be made
available for this activity . . . .”

State Agency Funding

Through August 31, 2004, HRSA awarded Program funds of $16.8 million to the North Carolina
Department of Health and Human Services (the State). Of the $16.8 million awarded, the State
had expended $7.1 million and obligated an additional $9.1 million as of August 31, 2004. The
remaining $600,000 was unobligated as of that date.



Prior Office of Inspector General Report

In our previous report to the State (report number A-04-03-01010, dated October 2003), we
noted that the State did not track expenditures by phase, within phase, or by priority planning
area. The report also noted that the State represented that they had established subrecipient
monitoring procedures.

OBJECTIVES, SCOPE, AND METHODOLOGY
Objectives
The objectives of our audit were to determine whether the State:

e recorded and reported HRSA Program funds awarded, expended, obligated, and
unobligated in accordance with the cooperative agreement;

e ensured that the Program funds were used for necessary, reasonable, allocable, and
allowable costs in accordance with the terms of the cooperative agreement; and

e supplanted current State or local funding with Program funds.
Scope

Our audit covered State policies and procedures for accounting and financial reporting of
Program funding for the period April 1, 2002, to March 31, 2004. After completion of our on-
site fieldwork, we also obtained balances from the State’s accounting records for awarded,
expended, obligated, and unobligated funds as of August 31, 2004.

Our review of the allowability of Program expenditures was limited to reviews at the State and
two judgmentally selected subrecipients: the University of North Carolina (the University) and
Special Operations Response Team, Inc. (SORT). We selected non-statistical samples at the
State and at the University. We selected 23 sample items at the State, representing expenditures
of $366,179 from a universe of transactions totaling $2,021,041. We also selected 30 sample
items at the University from a universe of expenditure transactions totaling $766,641. At the
University, we also reviewed the $91,429 claimed for the principal investigator’s salary for the
period July 2002 through March 2004. At SORT, we reviewed the all of the $171,440 claimed
from the State for providing services under the Program. Our non-statistical samples and our
review at SORT were intended to determine whether funds were expended for necessary,
reasonable, allocable, and allowable costs at the State and the subrecipients.

Our audit was conducted for the purposes described above and would not necessarily disclose all
material weaknesses. We did not review the overall internal control structure of the State or the
subrecipients. Our internal control review was limited to obtaining an understanding of the
State’s and the subrecipients’ procedures for accounting for Program funds and ensuring these
funds were used for allowable program-related activities.



We conducted fieldwork between March 2004 and March 2005 at the State in Raleigh, NC; at
the University of North Carolina in Chapel Hill, NC; and at SORT in Winston-Salem, NC.

M ethodol ogy

To accomplish the objectives of our audit, we conducted site visits at the State and the two
judgmentally selected subrecipients. We reviewed the accounting and financial reporting
systems at the State and at the subrecipients to determine how funds were recorded and reported
and to verify whether funds were expended for necessary, reasonable, allocable, and allowable
costs. We also reviewed the prior and current levels of State and local funding of hospital
preparedness activities to assess whether these funds were replaced or supplanted by Program
funds provided. Specifically, we:

e reconciled amounts reported on the State’s Financial Status Reports (FSRs) for the period
April 1, 2002, through August 31, 2003, to the accounting records and Notices of
Cooperative Agreements and tested the FSRs for completeness and accuracy;

e identified awarded, expended, obligated, and unobligated fund balances as of August 31,
2004, from the State’s accounting records;

e determined if the State tracked funds budgeted, expended, obligated, and unobligated by
priority area, by critical benchmark, and by funds allocated to hospitals and other health
care entities as required by the cooperative agreement;

o selected and tested non-statistical samples of expenditure transactions at the State and the
subrecipients to ensure that Program funds were used for necessary, reasonable,
allocable, and allowable costs under the terms of the cooperative agreement; and

e addressed supplanting concerns by selectively reviewing cost transfers, State budget
reductions versus Federal bioterrorism funding, and the employment history of State and
subrecipient Program staff.

Our work was performed in accordance with generally accepted government auditing standards.

FINDINGS AND RECOMENDATIONS

The State generally recorded and reported HRSA Program funds awarded, expended, obligated,
and unobligated by priority area, by critical benchmark, and by funds allocated to hospitals and
other health care entities as required by the cooperative agreement.

Costs incurred by the State for administering the Program were necessary, reasonable, allocable,
and allowable. However, the two subrecipients that we reviewed claimed reimbursement from
the State for $227,666 in unallowable costs. As a result, the State claimed costs that were not
used to enhance hospital preparedness as described in program guidance. We believe this
occurred because the State had not developed a monitoring system adequate to ensure that



subrecipients charged the Program for only necessary, reasonable, allocable, and allowable costs
and had not developed award documents that adequately identified the type of award and
applicable cost principles.

We found no evidence that the State supplanted State or local expenditures with Program funds.
RECORDING AND REPORTING OF PROGRAM FUNDS

The State generally recorded and reported HRSA Program funds awarded, expended, obligated,
and unobligated in accordance with the cooperative agreement. Through August 31, 2004, the
State had received $16.8 million of Program funds, of which $7.1 million was reported as
expended and $9.1 was reported as obligated. The remaining $600,000 was unobligated as of
August 31, 2004.

Within the North Carolina Accounting System, the State established unique accounting codes to
separately record and track the funds budgeted, expended, obligated, and unobligated by priority
area, by critical benchmark, and by funds allocated to hospitals and other health care entities.

The State’s official accounting policies and procedures were adequate for proper administration
of Program funds. The State supported balances of Program funds reported on FSRs through
accounting system reports.

UNALLOWABLE HOSPITAL PREPAREDNESS COSTS

Costs incurred by the State for administering the Program were necessary, reasonable, allocable,
and allowable. However, the two subrecipients that we reviewed claimed reimbursement from
the State for $227,666 in unallowable costs. As a result, the State claimed costs that were not
used to enhance hospital preparedness as described in program guidance. We believe this
occurred because the State had not developed a monitoring system adequate to ensure that
subrecipients charged the Program for only necessary, reasonable, allocable, and allowable costs
and had not developed award documents that adequately identified the type of award and
applicable cost principles.

State Must Ensure That Costs Charged to Federally Funded Projects Are Allowable

Attachment A, Section C of the Office of Management and Budget (OMB) Circular A-87, “Cost
Principles for State, Local and Indian Tribal Governments,” provides basic standards governing
the allowability of costs claimed for reimbursement under Federal grants, contracts, and other
agreements with State and local governments and requires that costs must be allocable and
reasonable as follows:

3.a. Acostisallocable to a particular cost objective if the goods or services involved are
chargeable or assignable to such cost objective in accordance with relative benefits
received.



2. ...Acost is reasonable if ... it does not exceed that which would be incurred by a
prudent person under the circumstances prevailing at the time the decision was made to
incur the cost.

OMB Circular A-21, “Cost Principles for Educational Institutions,” Section C, 4.a. and 3
establishes the same requirements regarding the allocability and reasonableness of costs for
educational institutions. With respect to personal services costs; including salaries, wages, and
fringe benefits; Section J.8 of the circular specifies the requirements of effort reporting systems
for colleges and universities. These systems should, in brief: encompass all employee activities
on an integrated basis; confirm effort expended on an after-the-fact basis; require certification by
an individual with knowledge of all an employee’s actual efforts or provide some other adequate
means of verification; and require certifications to be performed on a regular periodic basis. We
used these criteria because one of the subrecipients we reviewed was a university.

Attachment A, Section C,3.a. and 2 of OMB Circular A-122, “Cost Principles for Non-Profit
Organizations,” establishes the same requirements regarding the allocability and reasonableness
of costs for nonprofit organizations. We used these criteria because one of the subrecipients we
reviewed was a non-profit organization.

Standards set forth in Title 45 of the CFR Part 92, Section 40 establish administrative
requirements for grants and other agreements to State and local governments which require that
“[g]rantees must monitor... subgrant supported activities to assure compliance with applicable
Federal requirements....”

Subr ecipients Char ged Unallowable Coststo the Program

Contrary to the guidance provided through OMB Circular A-21 and OMB Circular A-122, the
University of North Carolina and SORT, Inc. claimed unallowable costs of $227,666 from the
State.

University of North Carolina at Chapel Hill

The State entered into a subagreement with the University to operate the Prehospital Medical
Information System (Pre-MIS). This system is a prehospital electronic medical records system
for the State. Paramedics and other first responders use the system to capture the preliminary
medical information before a patient is taken to a hospital. The University also entered into
separate contracts to cover the salary of the principal investigator (P1) of the Pre-MIS project.

During the period July 2002 through March 2004, the University claimed $91,429 for the PI’s
salary. For this same period, we identified $69,534 in salary costs that are unallowable because
the PI certified less effort on the contract than he was paid for.



During the period October 2002 through February 2004, the University also claimed
reimbursement of $749,119" from the State for Pre-MIS. We identified the following
unallowable costs totaling $67,341:

e $29,491 in supplies transferred to the contract in the month after the contract ended;

e $25,337 in salary and fringe benefit costs for the Pl were incorrectly charged to this
agreement;

e $582 in travel costs for the PI’s wife, even though the University could not show that her
duties were related to the Program;

e $4,707 in salary costs, $430 in travel costs, and $47 in other direct costs that were
incurred prior to the inception of the contract (total $5,184);

e $512 in travel costs related to another project;

e $113in other direct costs to reimburse an employee for course materials for a
professional exam (these costs were not approved in the budget and did not appear
directly related to the HRSA Program); and

e $6,122 in indirect costs related to the unallowable direct costs discussed above ($61,219
direct costs multiplied by 10 percent indirect cost rate claimed).

Special Operations Response Team, Inc.

The State entered into an agreement with SORT to develop and teach two courses in support of a
State Medical Response System. To enable the medical assistance team to deploy with
adequately trained personnel, SORT developed and taught a train-the-trainer course so that
graduates could train medical professionals required for the teams. SORT also developed and
taught a decontamination/treatment team course to be taught to community college instructors so
that they could teach the course at their respective colleges.

During the period September 2003 through March 2004, SORT did not maintain cost records
that identified the $171,440 in program costs claimed. We reviewed the costs recorded outside
the accounting records and determined that the costs were overstated in relation to actual costs
that could be supported. We determined that SORT claimed unallowable costs of $90,791 as
described below:

e SORT claimed labor costs of $51,160 for volunteers for which it incurred no costs.

e SORT claimed instruction labor costs at rates higher than it was actually paying staff,
resulting in unallowable costs of $22,958.

! During the period October 2002 through February 2004, the University had recorded $766,641 in its accounting
records; however, the University had only claimed reimbursement for $749,119 at the time of our audit.



e SORT claimed $6,365 for manuals, gas mask fittings, and certifications. It could not
provide any support that they incurred any costs for these items.

e SORT claimed administrative time at an average rate for three employees: the executive
director, the administrative officer, and the receptionist. There were significant
differences in the amounts that the employees were paid but SORT had not accounted for
the time for each individual separately. Thus, we could not determine a reasonable
amount for administrative salaries. Since these types of salary costs are generally
claimed as indirect costs, we allowed SORT an indirect rate of 10 percent of direct costs
allowed in lieu of the administrative salaries claimed. The 10 percent indirect rate was
the rate allowed by Program guidance. The difference in direct administrative salaries
and indirect administrative costs was $6,793.

e SORT claimed $1,519 in unsupported costs for student binders. SORT claimed $5,800
for student binders. However, we calculated that the cost of providing 160 copies of the
500-page binders would be $3,579; therefore, we questioned the remaining $1,519.

e SORT claimed travel costs and supply costs of $1,996 more than it could support.

Program Funds Were Not Always Used to Enhance Protection of North Carolina’s Citizens

Thus, in at least some instances, subrecipients expended Program funds for purposes that did not
enhance hospital preparedness capabilities to protect the citizens of North Carolina in the event
of a bioterrorism attack. At the two subrecipients that we reviewed, we identified $227,666 in
unallowable costs.

State Did Not Adequately Monitor Subrecipients

These conditions occurred because the State did not have controls to ensure that subrecipients
claimed only necessary, reasonable, allocable, and allowable costs. Subrecipients did not submit
financial reports containing sufficient detailed information to permit the State to assess the
allowability of costs charged to the Program or to relate those costs to Program activities actually
performed by the subrecipients.

During our prior review, the State represented that they had established monitoring procedures;
however, our current review showed that written procedures had not been established and that no
monitoring visits had been conducted when we began our site work.

In addition, the award documents developed by the State did not adequately identify the type of
award (i.e., cost reimbursable, fixed price, etc.) and the applicable cost principles.

During our audit, the State began to develop improved controls for monitoring the financial and
programmatic activities of subrecipients. We believe these measures will help ensure that the
use of future Program funds is consistent with the requirements of the cooperative agreement and
applicable Federal regulations.



SUPPLANTING

The Cooperative Agreement Guidance states that “given the responsibilities of Federal, State,
and local governments to protect the public in the event of bioterrorism, funds from this grant
must be used to supplement and not supplant the non-Federal funds that would otherwise be
made available for this activity....” Hospital preparedness program funds were meant to
augment current funding and focus on bioterrorism hospital preparedness activities under the
HRSA Cooperative Agreement. The funds could not supplant existing Federal, State, or local
public health funds available for emergency activities to combat threats to public health.

Based on reviews of cost transfers, the timing of State and local budget reductions versus Federal
bioterrorism funding, and costs reported for fiscal years prior and subsequent to receiving
Program funding, we found no evidence of supplanting by the State or the subrecipients. We did
not find significant decreases in State and other funded disbursements corresponding with
increases in federally funded disbursements. In regard to our assessment of the employment
history for a sample of Program employees, we determined that previous duties of all Program
employees were either absorbed by or reassigned to other staff not funded by the HRSA
bioterrorism preparedness program.

RECOMMENDATIONS

We recommend that the State:

e reduce Program expenditures by the $227,666 of unallowable subrecipient costs and
increase unobligated costs by the same amount when preparing the final FSR,

e implement adequate reporting and monitoring policies and procedures in a timely
manner, and

e develop award documents that clearly identify the type of award and related cost
principles.

AUDITEE RESPONSE

The State generally disagreed with our findings and recommendations regarding costs claimed
by the two subrecipients reviewed during our audit (see Appendix A).

Along with itsresponse to a draft of thisreport, the State submitted additional
documentation that was not provided to usduring our audit. We considered this
documentation adequate to support $21,503 (see Appendix B) of the $249,169 that we had
cited asunallowablein thedraft report. Accordingly, thisreport discusses only $227,666 of
subrecipient costs recommended for financial adjustment.



The State agreed that $6,551 of the $227,666 was unallowable. For the remaining $221,115 of
questionable subrecipient costs, the State indicated that it made a $34,261 adjustment and does
not agree that the remaining $186,854 of questionable subrecipient costs should be returned to
the Program. While acknowledging deficiencies in the documentation for many items claimed
for reimbursement, the State asserts that the funds were used for Program purposes or were
reasonable in light of other circumstances. Further, the State maintained that the lack of
adequate documentation noted during our audit did not prove that the questioned costs had not
actually supported the deliverables under its subrecipient agreements.

The State also disagreed with our conclusions that it had not maintained an adequate subrecipient
monitoring system during much of our audit period, that it had not required subrecipients to
report sufficient detailed financial information to allow effective monitoring, and that it had not
developed award documents that adequately identified the type of award and applicable cost
principles.

OFFICE OF INSPECTOR GENERAL COMMENTS

Despite the State’s assertions, we continue to believe that the balance of $186,854 is unallowable
in accordance with OMB Circulars A-21 and A-122.

In discussing costs claimed by the University of North Carolina, for example, the State asserts
that the $29,491 of supply costs transferred to the program from other accounts during the final
month of the Program period should be considered allowable. The only documentation provided
by the State to support this assertion is a summary detailing the nature and source of the
transferred costs and stating that the supplies were used for Program purposes. Furthermore, the
State provided no evidence showing that the costs were transferred for any purpose other than to
utilize all funds before the Program grant expired.

With respect to SORT, the State maintains that all amounts claimed for reimbursement should be
considered allowable under the circumstances, even if no costs were actually incurred. In
discussing the $51,160 of claimed labor costs, for example, the State concurs that the claimed
salary costs were not actually incurred but asserts that the amounts should be considered
allowable because the subrecipient is now willing to make those payments. The State’s response
also asserts that documentation was available to support other costs incurred; however, we
reviewed this documentation and found it merely to be estimates or price lists with no
relationship to costs incurred. Attachment A, Section A.4.a. of OMB Circular A-122 states, “A
cost is allocable to a Federal award . . . if it is incurred specifically for the award.”

While acknowledging that the State began to make significant improvements to its subrecipient
monitoring during our audit period, we believe the questionable expenditures discussed above
demonstrate that its monitoring capacity was not adequate for much of that period.



We continue to believe that the award documents did not adequately identify the type of award.
There were several clauses in the documents that refer to reimbursing “costs.” If these awards
are in fact “purchase of service contracts,” the award documents should so indicate. Also, even

if they are purchase-of-service contracts, this does not relieve the State from the responsibility of
obtaining a reasonable price.
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APPENDIX A

Page 1 of 46
North Carolina Department of Health and Human Services
2001 Mail Service Center * Raleigh, North Carolina 27699-2001
. Tel 919-733-4534 * Fax 919-715-4645
Michael F Easley, Govetnor Carmen Hooker Odom, Secretary

July 5, 2005

Ms. Lori S. Pilcher

Regional Inspector General for Audit Services, Region IV
U.S. Department of Health and Human Services

61 Forsyth Street, S.W., Suite 3T41

Atlanta, Georgia 30303-8909

Dear Ms. Pilcher:

We have reviewed the draft report entitled “Audit of Costs and Reporting of Funds Under the
Bioterrorism Hospital Preparedness Program — North Carolina Department of Health and
Human Services” [ Audit A-04-04-01003]. Our response to the draft report is indicated in the
following narrative.

NCDHHS Response
The Department agrees with the draft audit report comments that state:

o “The State generally recorded and reported HRSA Program funds awarded, expended,
obligated, and unobligated by priority area, by critical benchmark, and by funds
allocated to hospitals and other health care entities as required by the cooperative
agreement.”

e “Costs incurred by the State for administering the Program were necessary, reasonable,
allocable, and allowable.”

e “We found no evidence that the State supplanted State or local expenditures with
Program funds.”

However, the Department disagrees in general with the findings relative to the two subrecipients.

OIG Finding: “The two subrecipients that we reviewed claimed reimbursement from the State
Sfor $249,169 in unallowable costs. As a result, the State claimed costs that were not used to
enhance hospital preparedness as described in program guidance. We believe this occurred
because the State had not developed a monitoring system adequate to ensure that subrecipients
charged the Program for only necessary, reasonable, allocable, and allowable costs and had not
developed award documents that adequately identified the type of award and applicable cost
principles.”

Location: 101 Blair Drive * Adams Building * Dorothea Dix Hospital Campus * Raleigh, N.C. 27603
@ An Equal Opportunity / Affirmative Action Employer
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DHHS Response. The Department disagrees with the finding. A large number of subrecipient
costs approved by the Division of Facility Services (DFS) (for both the University of North
Carolina at Chapel Hill and the Special Operations Response Team, Inc.) were directly related to
subrecipient contracts with the DFS directed towards meeting the HRSA grant objectives. The
HRSA approved these costs to improve North Carolina’s ability to respond to acts of
bioterrorism, emerging infections, and other public health and emergency medical care
emergencies per grant guidelines. The DFS extended similar approval to hospitals and EMS
systems for similar costs to improve hospital and EMS system preparedness capability and
capacity.

The Department further disagrees that the “The two subrecipients that we reviewed claimed
reimbursement from the State for $249,169 in unallowable costs. As a result, the State claimed
costs that were not used to enhance hospital preparedness as described in program guidance.
We believe this occurred because the State had not developed a monitoring system adequate to
ensure that subrecipients charged the Program for only necessary, reasonable, allocable, and
allowable costs and had not developed award documents that adequately identified the type of
award and applicable cost principles.”

The type of award to both subrecipients was a “purchase of services contract” and all
deliverables identified in the contract were delivered to the Department. Further, the lack of on-
site documentation of costs supporting program activities does not alter the fact that the costs
actually supported program activities, e.g. the deliverables referenced in the contracts.

The following is a summary of the audit findings and responses which document the relationship
of the questioned costs to Program activities for the University of North Carolina at Chapel Hill
and the Special Operations Response Team, Inc.

University of North Carolina at Chapel Hill

OIG Finding. “During the period July 2002 through March 2004, the University claimed
891,429 for the PI's salary. For this same period, we identified $69,534 in salary costs that are
unallowable because the PI certified less effort on the contract than he was paid for.”

DHHS Response. The auditor is correct in that the North Carolina Office of EMS did enter into
a separate contract with University of North Carolina Department of Emergency Medicine. For
reference, please see Appendix A for a copy of the contract executed between North Carolina
Office of EMS and the University of North Carolina at Chapel Hill (UNC CH), Department of
Emergency Medicine. This appendix represents the original contract, #AD03-9074 for July 1,
2002 to June 30, 2003. This contract was amended annually and addresses the time period
through March 2004. The amendments are not included in Appendix A; however they are on file
and can be provided upon request.
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The purpose of this contract was to appoint a qualified physician, Greg Mears, MD to serve as
Medical Director of the Office of North Carolina EMS and provide medical guidance to the
system implementation of the statewide bioterrorism preparedness program. This contract
describes “Responsibilities of the Contractor( UNC CH, Department of Emergency Medicine).”
This contract did not stipulate percentage of effort or a line-item budget allocation for Greg
Mears, MD time. The contract did not include in “Responsibilities of the Contractor” a full time
equivalency (FTE) or percentage of effort. This contract does not include a specific personnel
line-item deliverable. Therefore, it is inappropriate to apply any salary costs associated with the
contract to any level of effort.

All tasks and deliverables described in the contract were executed within the allocated contract
amount and can be verified by expenditures and invoices maintained by North Carolina Office of
Emergency Medical Services. For this reason, all funding associated with the Project
Investigator’s salary is appropriate.

OIG Finding. “During the period October 2002 through February 2004, the University also
claimed reimbursement of $749,119 from the State for PreMIS. We identified the following
unallowable costs totaling $87,077.”

o 329,491 in supplies transferred to the contract in the month after the contract ended:

DHHS Response.

o This finding by the OIG of the amount of $29,491 referenced above was not
outlined in the initial report and therefore no documentation was received
regarding the items in question. In response to this, UNC CH Department of
Emergency Medicine responded with a justification for all $37,967 in supply
costs which were charged on the account during the final month of the contract.

o $37,967 of supply costs were used between July 1, 2003 and May 31, 2004 which
were obtained over a 9 month segment of the contract period. These supplies
were not for the final month of the contract.

o Although there was a significant amount of activity during the final month of the
contract (as there often is), the transactions were appropriate and within the scope
of the contract.

o The $37,967 in supply costs were placed on the account during the final month of
its activity as a result of an internal Department of Emergency Medicine audit
procedures. These audit procedures call for the review of all activity and
transactions within the EMS Performance Improvement Center during the
contract period to ensure that transactions were correctly credited to the
appropriate account prior to its expiration. These transactions were identified
during this final internal contract audit.

o Please find in Appendix B, documentation from the HRSA account outlining each
of these 57 transactions and a justification of their relevance to the HRSA
contract.
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OIG Finding. $25,337 in salary and fringe benefit costs for the PI were incorrectly charged
to this agreement,

o The auditor’s findings are correct in determining that the Project Investigator,
Greg Mears, MD salary was not to be applied to the HRSA hospital preparedness
account. This salary expenditure was to be applied to the account for the EMS
Medical Director. As outlined above, this contract was between the North
Carolina Office of EMS and the UNC CH Department of Emergency Medicine.

o The incorrect PI charges were identified by UNC CH and were removed from the
HRSA account and correctly applied to the EMS Medical Director’s account.

o Please find in Appendix C, a printout from the HRSA account confirming that the
PI salary and fringe benefits were removed.

OIG Finding. $17,942 in salary and fringe benefit costs and 8582 in travel costs for the
PI’s wife, even though the University could not show her duties were related to the Program;

DHHS Response.

o During the HRSA hospital preparedness program contract period, Cindy Mears
served as faculty for the UNC CH Department of Emergency Medicine under the
supervision of Judith Tintinalli, MD. In this time frame Cindy Mears worked on
the HRSA contract independently of the Project Investigator on the North
Carolina Hospital Status System documentation. This included design,
development and implementation of a User Manual and educational course
materials. These items were utilized in the roll-out of the North Carolina Hospital
Status System. The educational course has been implemented, the User Manual is
currently in place, and the North Carolina Hospital Status System has been funded
and implemented as a part of the HRSA contract deliverables.

o The auditor identified $17,942 in salary and fringe benefit costs associated with
Cindy Mears. Records reveal only $13,456.26 in costs associated with Cindy
Mears. This reflects corrections and account adjustments made to the account
after the auditor left and before the contract ended.

o The auditor is correct that the travel associated with Cindy Mears was associated
with another project and was incorrectly applied to the HRSA hospital
preparedness account.

o Please find in Appendix D, a printout from the HRSA account confirming the
salary and fringe benefits for Cindy Mears which were associated with the HRSA
contract.

o Cindy Mears left UNC CH Department of Emergency Medicine in August of
2004. Included in Appendix D is a letter of recommendation from Judith
Tintinalli, MD, affirming Cindy Mears’ association with the North Carolina
Hospital Status System during her period of employment and supervision.

OIG Finding. $4,707 in salary costs, 3430 in travel costs, and $47 in other direct costs that
were incurred prior to the inception of the contract;
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DHHS Response.

o The auditor is correct that the salary, travel, and other direct costs identified were
not to be applied to the HRSA hospital preparedness program account. The
identified charges were removed from the HRSA account prior to the end of the
contract period.

o Please find in Appendix E, a printout from the HRSA account confirming that the
identified costs were removed

OIG Finding. 3512 in travel costs related to another project;

DHHS Response.

o The auditor is correct that the travel costs identified were related to another
project and were not to be applied to the HRSA hospital preparedness program
account.

o These same incorrect travel charges were also identified by UNC CH during the
contract period and were removed from the HRSA account prior to the end of the
contract period.

o Please find in Appendix F, a printout from the HRSA account confirming that the
identified travel costs were removed.

OIG Finding. 3113 in other direct costs to reimburse an employee for course materials for a
professional exam (these costs were not approved in the budget and did not appear directly
related to the HRSA Program);

DHHS Response.

o The auditor is correct that the direct costs identified were not related to the HRSA
contract and therefore should not have been applied to HRSA hospital
preparedness program. These same incorrect charges were also identified by UNC
during the contract period and were removed from the HRSA account prior to the
end of the contract period.

o Please find in Appendix G, a printout from the HRSA account confirming that the
identified costs were removed.

OIG Finding. $7,916 in indirect costs related to the unallowable direct costs discussed above
(879,161 direct costs x 10 percent indirect cost rate claimed).

DHHS Response.

o The auditor is correct that the indirect costs related to the unallowable direct costs
identified in items 1 through 5 above must be corrected.

o Justification of either the appropriateness or the correction of each item identified
above has been provided in the discussion and its associated appendix. The $582
travel cost associated with Cindy Mears is the only remaining item which has
been identified as inappropriate. '
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o The auditor is correct in that $58.20 in indirect costs (10%) associated with the
$582 travel identified in item 3 was incorrectly debited from the HRSA hospital
preparedness contract.

Special Operations Response Team, Inc.

General OIG Finding. “During the period September 2003 through March 2004, SORT did not
maintain cost records that identified the $171,440 in program costs claimed. We reviewed the
costs recorded outside the accounting records and determined that the costs were overstated in

relation to actual costs that could be supported. We determined that SORT claimed unallowable
costs of $92,558 as described below:

OIG Finding. “SORT claimed labor costs of 351,160 for volunteers for which it incurred no
costs.”

DHHS Response. The auditor is correct in stating that SORT claimed labor costs of $51,160 for
volunteers. This arrangement was primarily for professional staff in the development and
delivery of the program. The deliverables provided with SORT had costs associated with both
development and delivery by these individuals. During the audit process SORT has indicated a
willingness to pay these individuals; therefore these costs should be reimbursable. Given
SORT’s willingness to provide reimbursement the above costs should be allowable.

OIG Finding. “SORT claimed instruction labor costs at rates higher than it was actually
paying staff, resulting in unallowable costs of $22,958.”

DHHS Response. SORT relies on both salaried employees and volunteers in performing tasks
on its behalf. The records submitted for reimbursement did not include costs for some volunteers
or fringe benefits. SORT has submitted documentation of volunteer hours and fringe benefits
and has agreed to reimburse the volunteers and to include fringe benefit costs; therefore these
costs should be allowable.

OIG Finding. “SORT claimed 37,115 for manuals, gas mask fittings, and certifications. It
could not provide any support that they incurred any costs for these items.”

DHHS Response. This response also includes a following finding regarding student binders,
e.g. $2,221 in unsupported costs. SORT has submitted documentation of 34 gas mask fittings to
include labor costs and equipment for a total of $1,020. Sort has also included documentation of
binders/manuals (160 total) for a total of $4528.03. In addition, invoices were received for 80
attaché cases to carry the instructor manuals at a cost of $701.92. Documentation has been
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submitted for the certifications from Northwest AHEC Continuing Medical Education in the
amount of $750. Furthermore SORT provided 80 Compact Discs, 1 for each of the 80 instructor
manuals for a total of $2,400. The amount of actual expenditures for these items is $9,399.95
versus the amount filed for reimbursement of $13,315. The amount of unallowable cost for this
finding is $3,915.05.

OIG Finding. “SORT claimed administrative time at an average rate for three employees: the
executive director, the administrative officer, and the receptionist. There were significant
differences in the amounts that the employees were paid but SORT had not accounted for the
time for each individual separately. Thus, we could not determine a reasonable amount for
administrative salaries. Since these types of salary costs are generally claimed as indirect costs,
we allowed SORT and indirect rate of 10 percent of direct costs allowed in lieu of the
administrative salaries claimed. The 10 percent indirect rate was the rate allowed by Program

guidance. The difference in direct administrative salaries and indirect administrative costs was
87,072.”

DHHS Response. The Department agrees with the audit finding that SORT did not have
individual records for the three administrative personnel. The Department also agrees that 10%
indirect cost for the claimed amount is reasonable. Given a total claim submission of $171,440
minus $5911.05 for unallowable costs for binders, manuals, travel, supplies etc., the 10%
indirect should be based on $165,528.95; therefore there should not be a negative balance for
administrative salaries.

OIG Finding. “SORT claimed $2,221 in unsupported costs for student binders. SORT claimed
85,800 for student binders. However, we calculated that the cost of providing 160 copies of the
500 — page binders would be $3,579; therefore, we question the 32,221.”

DHHS Response. The response for this item has been combined with the response regarding
gas mask fittings, manuals and certifications since the manuals and binders are included as one
cost.

OIG Finding. “SORT claimed travel costs and supply costs of 82,032 more than it could
support.”

DHHS Response. The auditor is correct in that SORT claimed $1,840 more in travel costs than
it could support. SORT did account for a total of $244 in supplies, e.g. survival cards in instead
of $208 reported by the auditor, therefore SORT claimed $156 more than it could support. The
amount of unallowable cost for travel and supplies for this finding is $1,996.
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Subrecipient Monitoring Finding

The Department disagrees with the following audit finding:

OIG Finding. “These conditions occurred because the State did not have controls to ensure
that subrecipients claimed only necessary, reasonable, allocable, and allowable costs.
Subrecipients did not submit financial reports containing sufficient detailed information to
permit the State to assess the allowability of costs charged to the Program or to relate those
costs to Program activities actually performed by the subrecipients.”

DHHS Response. The contracts with the subrecipients indicated that financial and progress
reports were due for reimbursement purposes. The contracts further described the deliverables
that were expected to be completed for reimbursement purposes. Departmental staff attended the
training sessions offered by SORT and were able to conduct on-site monitoring on activities such
as gas mask fittings and certifications. Departmental staff also was on-site to review draft
documents of the instructor training materials and to evaluate the courses conducted by SORT.
The Department does recognize that individual financial reports will need to be supported by
more precise documentation.

Conclusion

The North Carolina Department of Health and Human Services agrees with the audit findings
regarding the recording and reporting of HRSA Program funds awarded, expended, obligated,
and unobligated by priority area, by critical benchmark, and by funds allocated to hospitals and
other health care entities as required by the cooperative agreement. The Department further
agrees with the audit findings regarding costs incurred by the State for administering the
Program were necessary, reasonable, allocable, and allowable and that no evidence was found
that the State supplanted State or local expenditures with Program funds.

The Department further agrees with the audit findings regarding the unallowable costs for the
University of North Carolina at Chapel Hill totaling $640.20 ($582 for travel costs and $58.20
for indirect costs associated with the travel). However, the Department disagrees with the
remaining audit findings regarding unallowable costs, totaling $155,970.80 ($69,534 in salary
costs and $86,436.80 in other costs) for the University of North Carolina at Chapel Hill.

In regards to SORT, the Department agrees that SORT has unallowable costs totaling $5,911.05
for travel, supplies, binders, manuals, and certifications. The Department is willing to work with
SORT to facilitate repayment of these funds. However; the Department disagrees with the
remaining audit findings regarding unallowable costs totaling $86,646.95 for SORT.

We trust that the foregoing response addresses the various report recommendations. If additional
information is needed, please contact Dan Stewart, Assistant DHHS Secretary (Acting) at (919)
733-4534 or Dan.Stewart@ncmail.net. Lastly, we would like to express our appreciation to the
audit staff that worked on this project. Although there are some points on which we disagree, the
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audit staff was professional in working with the State and subrecipients. We are also
appreciative of the opportunity to provide the above comments and hope that the State and
HRSA can reach an amicable agreement as to the settlement of these questioned costs.

Sincerely,

Carmen Hooker Odom =
Cc:  Dr. Leah Devlin
Dr. Steve Cline
Dan Stewart

Bob Fitzgerald
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Appendix A

Appendix A contains a copy of the original contract executed between North Carolina
Office of EMS and the University of North Carolina, Chapel Hill Department of
Emergency Medicine for July 1, 2002 to June 30, 2003. The purpose of this contract
was to appoint a qualified physician, Greg Mears, MD to serve as Medical Director of
the Office of North Carolina EMS and provide medical guidance to the system
implementation of the statewide bioterrorism preparedness program. This contract was
amended annually and addresses the time period through March 2004. The
amendments were not included in Appendix A, however they are on file and can be
provided upon request.
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CONTRACT #AD03-9074
P.O. #2790000257

Between

The North Carolina Department of Health and Human Services

Division of Facility Services
Office of Emergency Medical Services
and
University of North Carolina at Chapel Hill, School of Medicine,
Department of Emergency Medicine

FEDERAL TAX ID # 56-600-1393
1. Parties to the Contract:
This Contract is entered into by and between the North Carolina Department of Health and Human
Services, Division of Facility Services, Office of Emergency Medical Services, hereinafter referred to as
the "Division", and the University of North Carolina at Chapel Hill, School of Medicine, Department of
Emergency Medicine, hereinafter referred to as the "Contractor”, for the activities specified herein.
2. Contract Documents:
This document is the entire Contract between the parties.
3. Assignment:
No assignment of the Contractor's obligations nor the Contractor's right to receive payment hereunder
shall be permitted. However, upon written request approved by the issuing purchasing authority, the State

may:

A. Forward the contractor's payment check(s) directly to any person or entity designated by the
Contractor, or

B. Include any person or entity designated by Contractor as a joint payee on the Contractor's
payment check(s).

In no event shall such approval and action obligate the State to anyone other than the Contractor and the
Contractor shall remain responsible for fulfillment of all contract obligations.

4. Effective Period:

This Contract is effective upon execution for period July 1, 2002 to June 30, 2003 with the option to
extend, if mutually agreed upon, through a written amendment as provided for below.
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5. Subcontracting:

The Contractor shall not subcontract any of the work contemplated under this Contract without prior
written approval from the Division. Any approved subcontract shall be subject to all conditions of this
contract. Only the subcontractors specified in the Contractor's proposal are to be considered approved
upon award of the contract. The Contractor shall be responsible for the performance of any subcontractor.

6. Independent Contractor:

The Contractor is and shall be deemed to be an independent contractor in the performance of this contract
and as such shall be wholly responsible for the work to be performed and for the supervision of its
employees. The Contractor represents that it has, or shall secure at its own expense, all personnel required
in performing the services under this agreement. Such employees shall not be employees of, or have any
individual contractual relationship with, the Division.

7. Key Personnel:

The Contractor shall not substitute key personnel assigned to the performance of this contract without
prior written approval by the Division. The individuals designated as key personnel for purposes of this
contract are those specified as such in the Contractor's Proposed Budget and such others as the parties
may agree.

8. Beneficiary:

Except as herein specifically provided otherwise, this Contract shall inure to the benefit of and be binding
upon the parties hereto and their respective successors. It is expressly understood and agreed that the
enforcement of the terms and conditions of this Contract and all rights of action relating to such
enforcement, shall be strictly reserved to the State and the named Contractor. Nothing contained in this
document shall give or allow any claim or right of action whatsoever by any other third person. It is the
express intention of the State and Contractor that any such person or entity, other than the State or the
Contractor, receiving services or benefits under this Contract shall be deemed an incidental beneficiary
only.

9. Administrators for the Contract:

The persons named below shall be administrators for the respective parties and shall be the persons to
whom notices provided for in this Contract shall be given and to whom matters relating to administration
or interpretation of this Contract shall be addressed. Either party may change its administrator or his
address or his telephone number by written notice to the other party.

For the Division:

Mike Eddinger, Assistant Chief OEMS

Division of Facility Services

701 Barbour Drive

2707 Mail Service Center

Raleigh, North Carolina 27699-2707

Phone (919) 855-3945 Fax (919) 733-7021
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For the Contractor:

Charlotte Weaver, PreMIS Project Director
UNC Department of Emergency Medicine
10002 Main Street, Southern Village
Chapel Hill, North Carolina 27516

Phone (919) 843-0201  Fax (919)

10. Choice of Law:

The validity of this Contract and any of its terms or provisions, as well as the rights and duties of the
parties of this Contract, are governed by the laws of North Carolina. The Contractor, by signing this
Contract, agrees and submits, solely for matters concerning this Contract, to the jurisdiction of the courts
of North Carolina and agrees, solely for such purpose, that the venue for any legal proceedings shall be
Wake County, North Carolina. The place of all contracts, transactions, agreements, their situs and forum,

shall be Wake County, North Carolina, where all matters, whether sounding in contract or tort, relating to
the validity, construction, interpretation, and enforcement shall be determined.

11. Entire Agreement:

This Contract and any documents incorporated specifically by reference represent the entire agreement
between the parties and supersede all prior oral or written statements or agreements.

12, Survival of Promise

All promises, requirements, terms, conditions, provisions, representations, guarantees, and warranties
contained herein shall survive the contract expiration or termination date unless specifically provided
otherwise herein, or unless superseded by applicable Federal or State statutes of limitation.

13. Availability of Funds:

The parties to this contract agree and understand that the payment of the sums specified in this contract is
dependent and contingent upon and subject to the appropriation, allocation, and availability of funds for
this purpose to the Division.

14. Responsibilities of the Division:

A. Pay to the Contractor a sum not to exceed $93,204 as sole consideration for the Contractor's
performance of all its obligations which are set forth in this contract.

B. Upon receipt of approved invoice, issue payment of the amount specified in Paragraph 14A
above in four (4) quarterly payments of $23,301 each. Final payment is due by June 30, 2003.

B. Monitor the Contractor for compliance with the terms of this Contract; and

C. Specify all reports and other deliverables required from the Contractor.
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15. Responsibilities of the Contractor:
A. Appoint a qualified physician to:
1) Serve as Medical Director of the Office of Emergency Medical Services.

2) Serve as the Department's liaison with the medical community, including
obtaining input from the various medical groups with an interest in EMS and
keeping them abreast of the activities of the program.

3) Provide assistance to the regional medical directors and local medical directors
with the development and implementation of the medical aspects of their EMS
system, particularly in the areas of rules compliance, protocols, and medical
oversight,

4) Consult with the OEMS staff as required on the medical aspects of the various
agency programs.

5) Represent the agency at local, regional, state and national conferences and
seminars and carry out other functions as deemed appropriate by the Chief of the
agency.

6) Provide medical guidance to the system implementation of the statewide

bioterrorism preparedness program to include:

a) development and monitoring of educational programs;

b) development of a communication infrastructure among responding agencies;
c) development of treatment, triage, and operational protocols, policies, and
procedures;

d) development and evaluation of bioterrorism drills;

€) monitoring and surveillance of EMS personnel and equipment;

f) development of a system to monitor biological symptoms of the EMS patient
population for surveillance and notification of public health personnel in the
event an abnormality is detected; and

g) providing assistance to State coordinating bodies for domestic preparedness.

B. It is understood that if the appointed physician is unable to fulfill the duties under this
contract, the Contractor will, with mutual consent of the Office of Emergency Medical
Services, appoint another qualified physician to serve the remaining term of this contract;

C. Perform the services described in Paragraphs 15A and 15B above in accordance with the terms
of this Contract;

D. Make available all records, papers, vouchers, books, correspondence or other documentation
or evidence at reasonable times for review, inspection or audit by duly authorized officials of
the Division, the North Carolina State Auditor, or applicable federal agencies;

C. Submit to the Division all plans, reports, documents or other products that the Division may
require, in the form specified by the Division, including without limitation the following:
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1) a quarterly report of the contracted services and activities of the Contractor as
specified by the Division within thirty days of each quarter;
16. Amount of Reimbursement:
The total reimbursement from the Division to the Contractor for provision of services in this contract shall
not exceed $93,204. This amount consists of $55,000 in state appropriation and $38,204 in federal funds
from the HRSA Bioterrorism Hospital Preparedness Program, CFDA #93.003.

Check a or b as applicable.

[ X'] a. There are no matching requirements from the Contractor.

[ ] b. The Contractor’s matching requirement is $ , which shall consist of:
{ ]In-kind [ ]Cash
[ ] Cash and In-kind [ ] Cash and/or In-kind

The contributions from the Contractor shall be sourced from non-Federal funds.
17. Travel Expenses:

Reimbursement to the Contractor for travel mileage, meals, lodging and other travel expenses incurred in
the performance of this Contract shall not exceed the rates published in applicable State regulations.
International travel shall not be reimbursed under this Contract.

18. Payment for Services:

Upon execution of this Contract, the Contractor shall submit to the Division a quarterly reimbursement
request and, upon approval by the Division, receive payment within 30 days. The Contractor shall have
up to 60 days for close out, completion and submission of the final quarterly expenditure report related to
this contract period. If this contract is terminated, the Contractor shall complete a final accounting report
and return any unearned funds to the Division within 60 days of the contract termination date. All
payments are contingent upon fund availability. The Division shall have no obligation for payments based
on expenditure reports submitted later than 60 days after termination or expiration of the Contract
period."

19. Notice of Certain Reporting and Audit Requirements

Each corporation, organization and institution that receives, uses or expends any state funds shall use or
expend the funds only for the purposes for which they were appropriated by the General Assembly or
collected by the State. State funds include federal funds that flow through the state. If the Contract entity
is a governmental entity, such entity is subject to the requirements of OMB Circular A-133 and the N.C.
Single Audit Implementation Act of 1987. If the Contract entity is a nongovernmental entity, such entity
is subject to the provisions of G.S. 143-6.1. Additionally, any nongovernmental entity except a for-profit
corporation is subject to the provisions of OMB Circular A-133.
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A Contractor who receives, uses, or expends between fifteen thousand dollars ($15,000.00) and three
hundred thousand dollars ($300,000.00) in State funds annually, except when the funds are for the
purchase of goods or services, shall file annually with the State agency that disbursed the funds a sworn
accounting of receipts and expenditures of the State funds. This accounting format shall be in the form
prescribed by the State Auditor and shall be attested to by the treasurer of the Contractor and one other
authorizing officer of the Contractor. The accounting shall be filed within six (6) months after the end of
the Contractor's fiscal year in which the State funds were received. For purposes of the required report,
the Contractor's fiscal year is used in determining the amount received, used or expended.

A Contractor who receives, uses, or expends State funds in the amount of three hundred thousand dollars
($300,000.00) or more annually, except when the funds are for the purchase of goods or services, shall
file annually with the State Auditor and the funding agency a financial statement in the form and on the
schedule prescribed by the State Auditor. The financial statement shall be audited in accordance with
standards prescribed by the State Auditor to assure that State funds are used for the purposes provided by
law. Contractors (except nongovernmental for-profit corporations) that expend three hundred thousand
dollars ($300,000.00) or more in federal funds for the fiscal year shall have an audit conducted in
accordance with the provision of OMB Circular A-133. An audit performed in accordance with OMB
Circular A-133 will satisfy the reporting requirements identified in G.S. 143-6.1. AUDIT REPORTS
SHOULD BE FILED WITH THE STATE AUDITOR AND THE FUNDING STATE AGENCIES
WITHIN 30 DAYS AFTER ISSUANCE BY THE AUDITOR BUT NO LATER THAN NINE
MONTHS AFTER THE CONTRACTOR'S FISCAL YEAR.

The State Auditor has audit oversight of every Contractor who receives, uses or expends State funds.
Such a Contractor shall, upon request, furnish to the State Auditor for audit all books, records, and other
information necessary for the State Auditor to account fully for the use and expenditure of state funds.
The Contractor shall furnish any additional financial or budgetary information requested by the State
Auditor.

If the Contractor disburses or transfers any state funds to other organizations, except for the purchase of
goods or services, the Contractor shall require such organizations to file with it similar reports and
statements as required by G.S. 143-6 and the Office of State Auditor's Audit Advisory #2.

The Division has determined this contract to be a purchase of goods or services not subject to G.S. 143-
6.1.

20. Sales/Use Tax:

If applicable the Contractor shall request the sales/use tax refund from the North Carolina Department of
Revenue as permitted under G.S. 105-164.14 and shall ensure all subcontractors request the sales/use tax
refund from the North Carolina Department of Revenue as permitted under G.S. 105-164.14. The
Contractor shall exclude all refundable sales/use tax from all reportable expenditures before they are
entered on the monthly report of expenditures submitted to the Division and shall ensure all
subcontractors eligible to receive sales/use tax refunds exclude sales/use tax from all reportable
expenditures before they are entered on the monthly report of expenditures submitted to the Contractor.

21. Care of Property:

The Contractor agrees that it shall be responsible for the proper custody and care of any property
furnished it for use in connection with the performance of this Contract or purchased by it for this
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Contract and will reimburse the Division for loss or damage of such property. At the termination of this
contract the contractor shall contact the Division for instructions as to the disposition of such property and
shall comply with these instructions.

22. Access to Persons and Records

The Contractor agrees to provide the North Carolina State Auditor, the Division, the Department of
Health and Human Services, all applicable federal agencies, or their agents, with access to persons and
records for the purpose of monitoring, evaluating, or auditing this Contract and the Contractor’s
performance, and for all other purposes required by law, regulation or policy.

23. Record Retention

The Department of Health and Human Services' basic records retention policy requires all records related
to this Contract to be retained for a minimum of three years following completion or termination of the
contract. Policy further requires records to be retained for a period of three years following submission of
the final Federal Financial Status Report, if applicable, or three years following the submission of a
revised final Federal Financial Status Report. Also, if any litigation, claim, negotiation, audit,
disallowance action, or other action involving this contract has been started before expiration of the three
year retention period, the records must be retained until completion of the action and resolution of all
issues which arise from it, or until the end of the regular three year period, whichever is later. Therefore,
the Contractor shall not destroy, purge or dispose of records related to this Contract or the Contractor’s
performance without the express prior written consent of the Division.

24. Copyrights and Distribution of Material:

Any information, data, instruments, documents, studies or reports given to or prepared or assembled by
the Contractor under this agreement may be published by the Contractor or its employees, or distributed
by the Contractor to any other individual or organization. The Contractor shall acknowledge the
Division’s funding role in all publications. The Contractor at all times agrees to protect confidentiality of
all records and information in accordance with Section 24. Any deliverables resulting from this contract
shall be the property of the DIVISION and the Contractor shall not distribute or reproduce for profit or
allow others to profit from the deliverables of this contract. Any and all copyrights resulting from work
under this agreement, other than deliverables, shall belong to the Contractor. For non-deliverables, the
Contractor hereby grants to the DIVISION a perpetual, royalty-free, non-exclusive, paid-up license to
use, publish and distribute results of work under this agreement for North Carolina State Government
purposes only.

25. Liabilities and Legal Obligations:
Each party hereto agrees to be responsible for its own liabilities and that of its officers, employees, agents

or representatives arising out of this Contract including fiscal responsibility for deviation from this
contract.

26. Confidentiality:
Any medical records, personnel information or other items exempt from the NC Public Records Act or

otherwise protected by law from disclosure given to the Contractor under this contract shall be kept
confidential and not divulged or made available to any individual or organization without the prior written
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approval of the Division. Subject to the foregoing provisions, Contractor reserves the right to use the
results of all services provided under this Contract for its teaching, research and publication purposes.

27. Equal Employment Opportunity
The Contractor shall comply with all federal and State laws relating to equal employment opportunity.
28. Compliance with Laws:

The Contractor shall comply with all laws, ordinances, codes, rules, regulations, and licensing
requirements that are applicable to the conduct of its business, including those of federal, state, and local
agencies having jurisdiction and/or authority.

29. Advertising:

The Contractor shall not use the award of this contract as a part of any news release or commercial
advertising.

30. Amendment:

This Contract may not be amended orally or by performance. Any amendment must be made in written
form and executed by duly authorized representatives of the Division and the Contractor.

31. Performance and Default:

If, through any cause, the Contractor shall fail to fulfill in timely and proper manner the obligations under
this agreement, the Division shall thereupon have the right to terminate this contract by giving written
notice to the Contractor and specifying the effective date thereof. In that event, all finished or unfinished
deliverable items under this contract prepared by the Contractor shall, at the option of the Division,
become its property subject to the provisions of Article 24, and the Contractor shall be entitled to receive
just and equitable compensation for any satisfactory work completed on such materials. Notwithstanding,
the Contractor shall not be relieved of liability to the Division for damages sustained by the Division by
virtue of any breach of this agreement, and the Division may withhold any payment due the Contractor
for the purpose of setoff until such time as the exact amount of damages due the Division from such
breach can be determined.

Neither party shall be deemed to be in default of its obligations hereunder if and so long as it is prevented
from performing such obligations by any act of war, hostile foreign action, nuclear explosion, riot, strikes,
civil insurrection, earthquake, hurricane, tornado, or other catastrophic natural event or act of God.
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32. Termination:

The Division may terminate this agreement at any time by 30 days' notice in writing from the Division to
the Contractor. In that event, all finished or unfinished deliverable items prepared by the Contractor under
this contract shall, at the option of the Division, become its property. If the contract is terminated by the

Division as provided herein, the Contractor shall be paid for services satisfactorily completed, less
payment or compensation previously made.

33. Waiver of Default:

Waiver by the Division of any default or breach in compliance with the terms of this contract by the
Provider shall not be deemed a waiver of any subsequent default or breach and shall not be construed to
be modification of the terms of this contract unless stated to be such in writing, signed by an authorized
representative of the Department and the Contractor and attached to the contract.

34. Federal Certifications:

The Contractor agrees to execute the following federal certifications that are attached to this agreement
(applicable when receiving federal funds).

A. Certification Regarding Lobbying.
B. Certification Regarding Debarment.
In addition, the following federal certifications shall be executed if required:
C. Certification Regarding Drug-Free Workplace Requirements.
D. Certification Regarding Environmental Tobacco Smoke.
35. Time of the Essence

Time is of the essence in the performance of this Contract.

36. Severability

In the event that a court of competent jurisdiction holds that a provision or requirement of this Contract
violates any applicable law, each such provision or requirement shall be enforced only to the extent it is
not in violation of law or is not otherwise unenforceable and all other provisions and requirements of this
Contract shall remain in full force and effect.

37. Federal Intellectual Property Bankruptcy Protection Act:

The Parties agree that the Division shall be entitled to all rights and benefits of the Federal Intellectual
Property Bankruptcy Protection Act, Public Law 100-506, codified at 11 U.S.C. 365(n), and any
amendments thereto.
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38. Originals:

In witness whereof, the Contractor and the Division have executed this Agreement in duplicate originals,
one of which is retained by each of the parties.

39. Signature Warranty

Each individual signing below warrants that he or she is duly authorized by the party to sign this Contract
and to bind the party to the terms and conditions of this Contract.

University of North Carolina at Chapel Hill, Witness
School of Medicine,
Department of Emergency Medicine

BY:

Nancy Suttenfiled
TITLE: Vice Chancellor for Business and Finance

DATE:

Division of Facility Services, North Carolina Department of Health and Human Services

BY:

Robert J. Fitzgerald Director Drexdal Pratt, Chief OEMS

DATE: DATE:
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Appendix B

Appendix B contains a printout of the HRSA account with a detailed justification of the supply costs
which were applied to the account during the last month of the contract. These transactions although
applied in March of 2003 were items which were purchased and put into use between July 1, 2003
and May 31, 2004 within a reasonable timeframe to either complete or become a part of the HRSA
contract deliverables.
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Appendix C

Appendix C contains a print out of all of Dr. Mears salary and benefit transactions from
the HRSA account. This documentation does show transactions from Dr. Mears time
on the account which have all been removed. At this time the account shows a
negative balance of $(154) for Dr. Mears time.
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Appendix D

Appendix D contains a print out of all of Cindy Mears salary and benefit transactions
from the HRSA account. This documentation does show transactions for Cindy Mears
time on the account based on her level of activity associated with the North Carolina
Hospital Status System. The auditor identified $17,942 in salary and fringe benefit
costs associated with Cindy Mears. Our records reveal only $13,456.26 in costs
associated with Cindy Mears. This may reflect corrections which were made to the
account after the auditor left and before the contract ended.

Regardless of the amount, these salary and benefit costs were associated with work on
the North Carolina Hospital Status System which was a component of the HRSA
contract. A letter of recommendation for Cindy Mears by Dr. Tintinalli, MD indicating
Cindy Mears participation with the North Carolina Hospital Status System is included as
documentation.

Appendix D also contains a print out of Cindy Mears travel associated with the HRSA
account. The $582.20 was for another project and should not be associated with this
account, as the auditor noted.
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May 11, 2004

Re: Cindy Mears, MA, BSN

I am pleased to provide this letter of recommendation for Cindy Mears, MA,
BSN.

Ms. Mears received the BSN in nursing frora the University of Maryland,
followed by an MA in 1999 from the College of Notre Dame in Baltimore,
Maryland. She began her professional career as an emergency department and
acromedical nurse, moving quickly into leadership and educational positions.
From 1999-2002 she was Project Director for the Emergency Medical Services
for Children (EMS-C), an important position within the Health Resources
Services Administration. In June, 2003, she relocated from Washington DC to
the Chapel Hill area. She was appointed Visiting Clinical Instructor in the
Department of Emergency Medicine, where her primary responsibilities were
development and management of contracts and grants in the area of Emergency
Medical Services.

While faculty at UNC, her projects included the North Carolina Hospital Status
System; the Rural EMS Survey Project; serving as consultant for the North
Carolina EMS for Children initiative; and the EMS Quality Resource Center.
She managed projects with funding from a variety of sources, including the
American Heart Association, the Office of Rural Health Policy, and the Duke
Endowment.

Ms. Mears has a unique and substantial skill set in the areas of project
management and directorship. The quality and quantity of her work in these
areas are exceptional. I predict continued achievements in these areas and am
pleased to recommend her highly to you.

Sincerely,

Judith E. Tintinalli, MD, MS
Professor and Chair
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Appendix E

Appendix E contains a printout of the HRSA account reflecting the salary, travel, and
other direct costs which were identified by the auditor and UNC as occurring prior to the
inception of the contract. As noted in the printout, all of these transactions were
removed from the account during the contract period.
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Appendix F

Appendix F contains a printout of the HRSA account reflecting the travel costs which
were identified by the auditor and UNC as related to another project. As noted in the

printout, all of these transactions were removed from the account during the contract
period.
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Appendix G

Appendix G contains a printout of the HRSA account reflecting the other direct costs to
reimburse an employee for course materials for a professional exam which were
identified by the auditor and UNC. As noted in the printout, this transaction was
removed from the account during the contract period.
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2nd
Description Code | Reference Date Transaction Description Amount | | Reference
JCATIONAL SUPPLIES 48 | KO65206 | 8/25/2003 | MICHAEL TODD*HATLEY $113.00 | F | E74725
JCATIONAL SUPPLIES 60 2004527 | 6/30/2004 | CORR ACCT # ($113.00) JV 3629 .

FERIALS BALANCE $0.00
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Appendix B

SUMMARY OF UNALLOWABLE SUBRECIPIENT COSTS, OIG ADJUSTMENTS
AND STATE CONCURRENCE OR NONCONCURRENCE

Unallowable Costs - Draft Report

Cost Supported After Audit

PI's Wife's Salary - UNC 3 17,942
Related Indirect Costs - UNC 1,794
Professional Certifications - SORT 750
Administrative Time - SORT 279
Binders - (Attache Cases) - SORT 702
Supplies - SORT 36
Unallowable Costs - Final Report
ADJUSTED UNALLOWABLE COSTS - DETAIL
State Concurred - UNC:
Unrelated Travel $ 582
Related Indirect Costs 58
State Concurred - SORT:
Gas Masks/Binders (1) 3,915
Travel 1,996
Total State Concurred
Subsequent Adjustments - UNC
Incorrectly Charged Salaries & Fringe S 25,337
Costs Incurred Prior to Contract 5,184
Travel Related to Another Project 512
Other Direct Costs 113
Related Indirect Costs 3,115
Total State Adjusted
Balance With Which State Does Not Agree
Uncertified Time of PI - UNC $ 69,534
Supplies Transferred after Contract End - UNC 29,491
Related Indirect Costs - UNC 2,949
Labor of Volunteers - SORT 51,160
Labor Charged at Higher Rates - SORT 22,958
Manuals, Gas Mask Fitting, Certification $ 6,365
Less Gas Masks/Binders - State Agreed (3,915) (1)
Balance - Gas Masks - SORT 2,450
Administrative Time - SORT 6,793
Unsupported Binders - SORT 1,519

Total State Does Not Agree

Balance - Adjustments and State Does Not
Agree

Adjusted Questioned Costs

$ 249,169

$ (21,503)
$ 227,666

$ 640

5,911

§ 6,551

$ 34,261

186,854

221,115

$ 227,666
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