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COMMONWEALTH OF PENNSYLVANIA
GOVERNOR'S OFFICE
HARRISBURG

MICHEAEL J. MASCH
SECRETARY
OFFICE OF THE BUDGET

June 27, 2008

To the United States Department of Health and Human Services:

We are pleased to submit the Commonwealth of Pennsylvania's Single Audit Report for the fiscal year
ended June 30, 2007. This audit has been performed in accordance with Government Auditing Standards
issued by the Comptroller General of the United States, and satisfies the requirements of the Single Audit
Amendments of 1996 and the provisions of U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations.

The Commonwealth's Comprehensive Annual Financial Report for the year ended June 30, 2007 has been
issued under separate cover. The auditor’s report on the supplementary schedule of expenditures of
federal awards, and the reports on compliance and internal control over financial reporting and
compliance with requirements related to federal programs are contained in this document.

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
The accompanying Schedule of Expenditures of Federal Awards reflects $19.4 billion of federal

expenditures by the Commonwealth during the fiscal year ended June 30, 2007. Most of the $19.4 billion
in federal expenditures occurred in nine state agencies, as follows:

FEDERAL

AGENCY NAME EXPENDITURES

(in thousands)
Public Welfare 11,714,424
Labor & Industry 2,994,725
Education 1,753,496
Transportation 1,447,818
Health 348,299
Insurance 172,398
Community & Economic Development 168,698
Pennsylvania Emergency Management Agency 132,410
Aging 117,919
Subtotal $18,850,187
Other Agencies (18) 565,924
Grand Total $19,416,111

For purposes of the Commonwealth's single audit, a Type A federal program is any program with federal
expenditures of at least $30 million. Of the $19.4 billion expended, 93.8 percent, or $18.2 billion,
represents expenditures under federal programs audited as major programs. The Summary of Auditors’
Results lists the Commonwealth's 39 major federal programs for the fiscal year ended June 30, 2007.



FINDINGS AND RECOMMENDATIONS - CURRENT YEAR

The accompanying report for the fiscal year ended June 30, 2007 contains various findings, as disclosed
in the Schedule of Findings and Questioned Costs. Findings pertaining to the audit of the
Commonwealth’s basic financial statements are detailed in the Basic Financial Statement Findings.
Findings pertaining to the audit of the Commonwealth’s federal programs are detailed in the Federal
Award Findings and Questioned Costs. The findings contain detailed explanations of the compliance
issues, questioned costs, the auditors’ recommendations, and the agency responses. This report also
includes the Commonwealth's corrective action plan for each finding.

SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

The Summary Schedule of Prior Audit Findings reflects the current status of prior, unresolved findings
and recommendations. A total of 101 findings remain unresolved from single audits for the years ended
June 30, 2001 through June 30, 2006.

INDEPENDENT AUDIT

The Commonwealth's June 30, 2007 single audit and basic financial statement audit were performed
jointly by the Department of the Auditor General and the independent public accounting firm of Ernst &
Young LLP. The audits were performed pursuant to the authority vested in the Auditor General and the
Governor under Section 402 of the Fiscal Code of 1929, and in the Governor under Section 701 of the
Administrative Code of 1929.

REPORTS OF OTHER INDEPENDENT AUDITORS

Other auditors performed the single audits of the Pennsylvania Higher Education Assistance Agency, the
Pennsylvania Housing Finance Agency, the State System of Higher Education, and the Philadelphia
Shipyard Development Corporation (component units of the Commonwealth). Federal programs
administered by these agencies are not included in the Commonwealth's Schedule of Expenditures of
Federal Awards. These agencies have sent their single audit reports directly to the Federal Audit
Clearinghouse for distribution to the appropriate federal agencies.

ACKNOWLEDGMENTS

We wish to express our appreciation to the staff of the various Commonwealth agencies whose time and
dedicated effort made this audit possible and, at the same time, to affirm our commitment to maintaining
the highest standards of accountability in the Commonwealth's management of federal awards.

Sincerely,

Wbl § Meaasdy

Michael J. Masch
Secretary
Office of the Budget
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Independent Auditors’ Report on the Basic Financial Statements and Supplementary Schedule of
Expenditures of Federal Awards

The Honorable Edward G. Rendell, Governor
Commonwealth of Pennsylvania
Harrisburg, Pennsylvania

We have jointly audited the financial statements, issued under separate cover, of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the Commonwealth of Pennsylvania, as of and for
the year ended June 30, 2007, which collectively comprise the Commonwealth’s basic financial
statements as listed in the table of contents of the Comprehensive Annual Financial Report. These
financial statements are the responsibility of the Commonwealth’s management. Our responsibility is to
express opinions on these financial statements based on our audit.

We did not jointly audit the financial statements of the Tobacco Settlement Fund, a major Special
Revenue Fund, the Tuition Payment Fund, a major Enterprise Fund, and certain component units, which
represent 99 percent of total assets, 99 percent of total net assets and 99 percent of total revenues of the
aggregate discretely presented component units, and certain agencies, which represent 2 percent of
expenditures of the General Fund and 1 percent of expenses of Governmental Activities. We also did not
jointly audit 100 percent of the total assets, 100 percent of total net assets and 100 percent of the total
revenues of the Pension (and Other Employee Benefit) and Private Purpose Trust Funds. This comprises
91 percent of total assets, 96 percent of total net assets and 87 percent of total revenues of the aggregate
remaining fund information. The financial statements of the Tobacco Settlement Fund, Tuition Payment
Fund, and these component units, agencies, and Pension (and Other Employee Benefit) and Private
Purpose Trust Funds were audited by other auditors, including Ernst & Young LLP acting separately,
whose reports thereon have been furnished to us, and our opinions, insofar as they relate to the amounts
included for the Tobacco Settlement Fund, Tuition Payment Fund, and those component units, agencies,
and the Pension (and Other Employee Benefit) and Private Purpose Trust Funds, are based solely on the
reports of the other auditors. Ernst & Young LLP has audited, separately, 100 percent of the Tuition
Payment Fund, 16 percent of total assets, 28 percent of total net assets and 16 percent of total operating
revenues of the discretely presented component units, as well as 2 percent of expenditures of the General
Fund and 1 percent of expenses of Governmental Activities.

The transactions of the Department of the Auditor General are included in the basic financial statements
and are immaterial to the overall presentation of the basic financial statements. The expenses of the
Department of the Auditor General equal less than 1 percent of the expenses reported for Governmental
Activities on the Statement of Activities and less than 1 percent of the expenditures reported for the
General Fund on the Statement of Revenues, Expenditures and Changes in Fund Balance. Agency Fund
assets and liabilities of the Department of the Auditor General equal less than 1 percent and less than 2
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percent, respectively, of the total assets and liabilities reported for the aggregate remaining fund
information. The Auditor General is the Commonwealth’s independently-elected auditing officer. Article
VIII, 8§ 7, of the Pennsylvania Constitution mandates the Auditor General to act jointly with the Governor
and State Treasurer to vote on the incurrence of debt. Title 72 of the Pennsylvania Statutes, 8 1102,
mandates the Department of the Auditor General to approve the disposition of petitions for corporation
tax resettlements filed with the Pennsylvania Department of Revenue’s Board of Appeals, which may be
appealed to the Board of Finance and Revenue. Title 71 of the Pennsylvania Statutes, § 115, mandates
the Auditor General to be one of the six members of the Board of Finance and Revenue, which is an
independent board whose decisions may be appealed to Commonwealth Court. The above-mandated
responsibilities are performed by personnel separate from those involved in the performance of the audit
of the Commonwealth’s basic financial statements, and are being disclosed as required by and in
accordance with auditing standards generally accepted in the United States and Government Auditing
Standards.

We conducted our audit in accordance with auditing standards generally accepted in the United States and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free of material misstatement. We
were not engaged to perform an audit of the Commonwealth’s internal control over financial reporting.
Our audit included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the Commonwealth's internal control over financial reporting. Accordingly we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial statement presentation.
We believe that our audit and the reports of other auditors provide a reasonable basis for our opinion. The
financial statements of the State Employees Retirement System, the Public School Employees Retirement
System, the Deferred Compensation Fund, the PA Life and Health Insurance Guaranty Association, the
PA Property and Casualty Insurance Guaranty Association, the Tuition Account Investment Program, the
PA Industrial Development Authority, the PA Turnpike Commission, the State Public School Building
Authority, the PA Higher Educational Facilities Authority, the Insurance Fraud Prevention Authority, the
Port of Pittsburgh Commission, the Ben Franklin Technology Development Fund, and the Patient Safety
Trust Authority were not audited in accordance with Government Auditing Standards.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the Commonwealth of Pennsylvania as of June 30,
2007, and the respective changes in financial position and cash flows, where applicable, thereof for the
year then ended in conformity with accounting principles generally accepted in the United States.

In accordance with Government Auditing Standards, we have also issued our report as of and for the year
ended June 30, 2007, dated December 11, 2007 on our consideration of the Commonwealth of
Pennsylvania’s internal control over financial reporting and our tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and compliance
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and the results of that testing, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our audit.

Management’s discussion and analysis and budgetary comparison information included in the
Comprehensive Annual Financial Report, are not a required part of the basic financial statements but are
supplementary information required by the Governmental Accounting Standards Board. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the methods
of measurement and presentation of the required supplementary information. However, we did not audit
the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Commonwealth of Pennsylvania’s basic financial statements. The introductory section,
combining non-major fund and component unit financial statements, budgetary comparison schedules for
budgeted non-major funds, and statistical section included in the Comprehensive Annual Financial Report
are presented for purposes of additional analysis and are not a required part of the basic financial
statements. The combining non-major fund and component unit financial statements and budgetary
comparison schedules for budgeted non-major funds have been subjected to the auditing procedures
applied by us and the other auditors in the audit of the basic financial statements and, in our opinion,
based on our audit and the reports of other auditors, are fairly stated in all material respects in relation to
the basic financial statements taken as a whole. The introductory and statistical sections have not been
subjected to the auditing procedures applied by us and the other auditors in the audit of the basic financial
statements and, accordingly, we express no opinion on them.

The accompanying schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments and Non-Profit Organizations, and is not a required part of the basic financial statements.
The schedule of expenditures of federal awards excludes the expenditures associated with federal award
programs for the State System of Higher Education, the Pennsylvania Higher Education Assistance
Agency, the Philadelphia Shipyard Development Corporation, and the Pennsylvania Housing Finance
Agency, component units that were audited in separate OMB Circular A-133 reports required to be
submitted to the Federal Audit Clearinghouse. 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.

%x@ Ganet + mu_?

December 11, 2007
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Report on Internal Control Over Financial Reporting and on Compliance and Other Matters Based
on an Audit of Financial Statements Performed in Accordance With
Government Auditing Standards

The Honorable Edward G. Rendell, Governor
Commonwealth of Pennsylvania
Harrisburg, Pennsylvania

We have jointly audited the financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the Commonwealth of Pennsylvania, as of and for the year ended June 30,
2007, which collectively comprise the Commonwealth’s basic financial statements, and have issued our
report thereon dated December 11, 2007.

We did not jointly audit the financial statements of the Tobacco Settlement Fund, a major Special
Revenue Fund, the Tuition Payment Fund, a major Enterprise Fund, and certain component units, which
represent 99 percent of total assets, 99 percent of total net assets and 99 percent of total revenues of the
aggregate discretely presented component units, and certain agencies, which represent 2 percent of
expenditures of the General Fund and 1 percent of expenses of Governmental Activities. We also did not
jointly audit 100 percent of the total assets, 100 percent of total net assets and 100 percent of the total
revenues of the Pension (and Other Employee Benefit) and Private Purpose Trust Funds. This comprises
91 percent of total assets, 96 percent of total net assets and 87 percent of total revenues of the aggregate
remaining fund information. The financial statements of the Tobacco Settlement Fund, Tuition Payment
Fund, and these component units, agencies, and Pension (and Other Employee Benefit) and Private
Purpose Trust Funds were audited by other auditors, including Ernst & Young LLP acting separately,
whose reports thereon have been furnished to us, and our opinions, insofar as they relate to the amounts
included for the Tobacco Settlement Fund, Tuition Payment Fund, and those component units, agencies,
and the Pension (and Other Employee Benefit) and Private Purpose Trust Funds, are based solely on the
reports of the other auditors. Ernst & Young LLP has audited, separately, 100 percent of the Tuition
Payment Fund, 16 percent of total assets, 28 percent of total net assets and 16 percent of total operating
revenues of the discretely presented component units, as well as 2 percent of expenditures of the General
Fund and 1 percent of expenses of Governmental Activities.

The transactions of the Department of the Auditor General are included in the basic financial statements
and are immaterial to the overall presentation of the basic financial statements. The expenses of the
Department of the Auditor General equal less than 1 percent of the expenses reported for Governmental
Activities on the Statement of Activities and less than 1 percent of the expenditures reported for the
General Fund on the Statement of Revenues, Expenditures and Changes in Fund Balance. Agency Fund
assets and liabilities of the Department of the Auditor General equal less than 1 percent and less than 2
percent, respectively, of the total assets and liabilities reported for the aggregate remaining fund

11
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information. The Auditor General is the Commonwealth’s independently-elected auditing officer.
Article VIII, § 7, of the Pennsylvania Constitution mandates the Auditor General to act jointly with the
Governor and State Treasurer to vote on the incurrence of debt. Title 72 of the Pennsylvania Statutes,
8 1102, mandates the Department of the Auditor General to approve the disposition of petitions for
corporation tax resettlements filed with the Pennsylvania Department of Revenue’s Board of Appeals,
which may be appealed to the Board of Finance and Revenue. Title 71 of the Pennsylvania Statutes,
§ 115, mandates the Auditor General to be one of the six members of the Board of Finance and Revenue,
which is an independent board whose decisions may be appealed to Commonwealth Court. The above-
mandated responsibilities are performed by personnel separate from those involved in the performance of
the audit of the Commonwealth’s basic financial statements, and are being disclosed as required by and in
accordance with auditing standards generally accepted in the United States and Government Auditing
Standards.

We conducted our audit in accordance with auditing standards generally accepted in the United States and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. This report does not include the results of the other auditors’
testing of internal control over financial reporting or compliance and other matters that are reported on
separately by those auditors. The financial statements of the State Employees Retirement System, the
Public School Employees Retirement System, the Deferred Compensation Fund, the PA Life and Health
Insurance Guaranty Association, the PA Property and Casualty Insurance Guaranty Association, the
Tuition Account Investment Program, the PA Industrial Development Authority, the PA Turnpike
Commission, the State Public School Building Authority, the PA Higher Educational Facilities Authority,
the Insurance Fraud Prevention Authority, the Port of Pittsburgh Commission, the Ben Franklin
Technology Development Fund, and the Patient Safety Trust Authority were not audited in accordance
with Government Auditing Standards.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the Commonwealth of Pennsylvania'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 the Commonwealth’s internal control over financial reporting. Accordingly, we do
not express an opinion on the effectiveness of the Commonwealth’s internal control over financial
reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in internal control over financial reporting that we consider to be significant
deficiencies.

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
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inconsequential will not be prevented or detected by the entity’s internal control. We consider the
deficiencies described in the accompanying schedule of findings and questioned costs to be significant
deficiencies in internal control over financial reporting. Significant deficiencies are described in Findings
07-1 through 07-21.

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 entity’s internal control. 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 and,
accordingly, would not necessarily disclose all significant deficiencies that are also considered to be
material weaknesses. However, of the significant deficiencies described above, we consider Findings 07-
1 through 07-3, 07-5, 07-7, 07-8, 07-10 through 07-12, 07-14, 07-16, 07-17, and 07-19 through 07-21 to
be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Commonwealth of Pennsylvania’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 instances of noncompliance or other matters that are
required to be reported under Government Auditing Standards and which are described in the
accompanying schedule of findings and questioned costs as Finding 07-1.

The Commonwealth’s responses to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. We did not audit the Commonwealth’s responses and
accordingly, we express no opinion on them.

We noted certain matters that we reported to the management of the Commonwealth of Pennsylvania in a
separate letter dated December 11, 2007.

This report is intended solely for the information and use of management, others within the entity, the

Office of Inspector General - U.S. Department of Health and Human Services, and federal awarding
agencies and is not intended to be and should not be used by anyone other than these specified parties.

%Z&’) w Sarmit mu_?

December 11, 2007
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Report on Compliance With Requirements Applicable to Each Major Program and
on Internal Control Over Compliance in Accordance With OMB Circular A-133

The Honorable Edward G. Rendell, Governor
Commonwealth of Pennsylvania
Harrisburg, Pennsylvania

Compliance

We have jointly audited the compliance of the Commonwealth of Pennsylvania with the types of
compliance requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year ended
June 30, 2007. The Commonwealth’s major federal programs are identified in the summary of auditors’
results section of the accompanying schedule of findings 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 the Commonwealth’s management. Our responsibility is to express an opinion on
the Commonwealth’s compliance based on our audit.

The Commonwealth’s basic financial statements included the operations of the State System of Higher
Education, the Pennsylvania Higher Education Assistance Agency, the Philadelphia Shipyard
Development Corporation, and the Pennsylvania Housing Finance Agency, component units which
received federal awards, and which are not included in the schedule of expenditures of federal awards for
the year ended June 30, 2007. Our audit, described below, did not include the operations of these four
component units because the Commonwealth engaged other auditors to perform an audit in accordance
with OMB Circular A-133.

The transactions of the Department of the Auditor General are included in the basic financial statements
and are immaterial to the overall presentation of the basic financial statements. The expenses of the
Department of the Auditor General equal less than 1 percent of the expenses reported for Governmental
Activities on the Statement of Activities and less than 1 percent of the expenditures reported for the
General Fund on the Statement of Revenues, Expenditures and Changes in Fund Balance. Agency Fund
assets and liabilities of the Department of the Auditor General equal less than 1 percent and less than 2
percent, respectively, of the total assets and liabilities reported for the aggregate remaining fund
information. The Auditor General is the Commonwealth’s independently-elected auditing officer. Article
VIII, § 7, of the Pennsylvania Constitution mandates the Auditor General to act jointly with the Governor
and State Treasurer to vote on the incurrence of debt. Title 72 of the Pennsylvania Statutes, § 1102,
mandates the Department of the Auditor General to approve the disposition of petitions for corporation
tax resettlements filed with the Pennsylvania Department of Revenue’s Board of Appeals, which may be
appealed to the Board of Finance and Revenue. Title 71 of the Pennsylvania Statutes, § 115, mandates
the Auditor General to be one of the six members of the Board of Finance and Revenue, which is an
independent board whose decisions may be appealed to Commonwealth Court. The above-mandated
responsibilities are performed by personnel separate from those involved in the performance of

14
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the audit of the Commonwealth’s basic financial statements, and are being disclosed as required by and in
accordance with auditing standards generally accepted in the United States and Government Auditing
Standards.

Except as discussed in the following paragraph, we conducted our audit of compliance in accordance with
auditing standards generally accepted in the United States, the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations. Those
standards and OMB Circular A-133 require that we plan and perform the audit to obtain reasonable
assurance about whether noncompliance with the types of compliance requirements referred to above that
could have a direct and material effect on a major federal program occurred. An audit includes
examining, on a test basis, evidence about the Commonwealth’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 the
Commonwealth’s compliance with those requirements.

As explained in Basic Financial Statements Finding 07-11 in the accompanying schedule of findings and
questioned costs, we were unable to obtain sufficient audit evidence supporting compliance of the
Commonwealth with requirements governing the procurement of goods and services for
competitively-bid Commonwealth contracts. This is as a result of the Commonwealth’s overall policy to
not release certain procurement documentation that management considers to be proprietary and
confidential, and which management will not allow us to review as part of our audit. As explained in
Finding 07-11, we do not agree with the Commonwealth’s policy in this regard. As a result of this overall
Commonwealth policy, we are prevented from reviewing documentation that would enable us to
determine whether procurements in certain major federal award programs were made in compliance with
the Commonwealth’s requirements governing the procurement of goods and services, nor were we able to
satisfy ourselves as to the Commonwealth’s compliance with those requirements by other auditing
procedures. The major federal award programs and clusters affected include CFDA #10.551 and #10.561,
CFDA #10.557, CFDA #12.401, CFDA #15.252, CFDA #84.287, CFDA #90.401, CFDA #93.558,
CFDA #93.563, CFDA #93.575 and #93.596, CFDA #93.659, CFDA #93.667, CFDA #93.767, and
CFDA #93.775, #93.777, and #93.778.

As described in the accompanying schedule of findings and questioned costs, the Commonwealth did not
comply with requirements as noted below that are applicable to its major programs as follows:

e The Food Donation Program (CFDA #10.550) did not comply with subrecipient monitoring
requirements as reported in Finding 07-72.

e The Food Stamp Cluster (CFDA #10.551 and #10.561) did not comply with eligibility and allowable
costs requirements as reported in Finding 07-22 and did not comply with CMIA-90 cash management
regulations as reported in Finding 07-75.

e The Child Nutrition Cluster (CFDA #10.553, #10.555, #10.556, and #10.559) did not comply with
subrecipient monitoring requirements as reported in Finding 07-72 and did not comply with CMIA-90
cash management requirements as reported in Finding 07-75.

e The Special Supplemental Nutrition Program for WIC (CFDA #10.557) did not comply with allowable
costs requirements and special tests and provisions related to compliance investigations of WIC
vendors as reported in Finding 07-24, and did not comply with subrecipient monitoring requirements
as reported in Finding 07-72.
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e The Child and Adult Care Food Program (CFDA #10.558) did not comply with subrecipient
monitoring requirements as reported in Finding 07-72.

o The National Guard Military Operations and Maintenance Projects Program (CFDA #12.401) did not
comply with allowable costs/cost principles requirements as reported in Finding 07-25.

The Community Development Block Grants/State’s Program (CFDA #14.228) did not comply with
federal reporting requirements as reported in Finding 07-26, and did not comply with subrecipient
monitoring requirements as reported in Finding 07-27 and Finding 07-72.

The Abandoned Mine Land Reclamation Program (CFDA #15.252) did not comply with subrecipient
monitoring requirements as reported in Finding 07-72.

The Homeland Security Cluster (CFDA #16.007, #97.004, and #97.067) did not comply with
allowable costs requirements, equipment management requirements, and subrecipient monitoring
requirements as reported in Finding 07-28, and did not comply with subrecipient monitoring
requirements as reported in Finding 07-72 and Finding 07-73.

The Trade Adjustment Assistance Program (CFDA #17.245) did not comply with federal reporting
requirements as reported in Finding 07-30.

o The WIA Cluster (CFDA #17.258, #17.259, and #17.260) did not comply with subrecipient
monitoring requirements as reported in Finding 07-72.

e The Highway Planning and Construction Cluster (CFDA #20.205 and #23.003) did not comply with
subrecipient monitoring requirements as reported in Finding 07-72 and did not comply with CMIA-90
cash management regulations as reported in Finding 07-75.

e The Capitalization Grants for Clean Water State Revolving Funds Program (CFDA #66.458) did not
comply with subrecipient monitoring requirements as reported in Finding 07-72 and did not comply
with CMIA-90 cash management regulations as reported in Finding 07-75.

e The Capitalization Grants for Drinking Water State Revolving Funds Program (CFDA #66.468) did
not comply with subrecipient monitoring requirements as reported in Finding 07-72.

The Title | Grants to Local Educational Agencies Program (CFDA #84.010) did not comply with
special tests and provisions related to identifying schools and LEAs needing improvement as reported
in Finding 07-34, did not comply with subrecipient monitoring requirements as reported in Finding 07-
72, and did not comply with CMIA-90 cash management regulations as reported in Finding 07-75.

The Vocational Education — Basic Grants to States Program (CFDA #84.048) did not comply with
federal reporting requirements as reported in Finding 07-35, and did not comply with subrecipient
monitoring requirements as reported in Finding 07-72.

e The Rehabilitation Services — VVocational Rehabilitation Grants to States Program (CFDA #84.126) did
not comply with allowable costs/cost principles requirements as reported in Finding 07-39 and did not
comply with CMIA-90 cash management regulations as reported in Finding 07-75.

e The Twenty-First Century Community Learning Centers Program (CFDA #84.287) did not comply
with subrecipient monitoring requirements as reported in Finding 07-72.
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e The Reading First State Grants Program (CFDA #84.357) did not comply with cash management and
subrecipient monitoring requirements as reported in Finding 07-41, did not comply with earmarking
and allowable costs requirements as reported in Finding 07-42, did not comply with subrecipient
eligibility requirements as reported in Finding 07-43, and did not comply with subrecipient monitoring
requirements as reported in Finding 07-72.

e The Improving Teacher Quality State Grants Program (CFDA #84.367) did not comply with
subrecipient monitoring requirements as reported in Finding 07-72 and did not comply with CMIA-90
cash management regulations as reported in Finding 07-75.

e The Help America Vote Act (CFDA #90.401) did not comply with equipment management
requirements and subrecipient monitoring requirements as reported in Finding 07-44, and did not
comply with subrecipient monitoring requirements as reported in Finding 07-72.

e The Aging Cluster (CFDA #93.044, #93.045, and #93.053) did not comply with subrecipient
monitoring requirements as reported in Finding 07-72.

The Centers for Disease Control and Prevention Investigations Program (CFDA #93.283) did not
comply with allowable costs/cost principles requirements as reported in Finding 07-45, did not comply
with cash management requirements and subrecipient monitoring requirements as reported in Finding
07-46, and did not comply with subrecipient monitoring requirements as reported in Finding 07-72.

The Temporary Assistance for Needy Families Program (CFDA #93.558) did not comply with
eligibility and allowable costs requirements as reported in Finding 07-22, did not comply with federal
reporting requirements as reported in Finding 07-48, did not comply with allowable costs/cost
principles requirements as reported in Finding 07-49, did not comply with subrecipient monitoring
requirements as reported in Finding 07-71 and Finding 07-72, and did not comply with CMIA-90 cash
management regulations as reported in Finding 07-75.

e The Child Support Enforcement Program (CFDA #93.563) did not comply with subrecipient
monitoring requirements as reported in Finding 07-71, Finding 07-72, and Finding 07-73, and did not
comply with CMIA-90 cash management regulations as reported in Finding 07-75.

e The Low-Income Home Energy Assistance Program (CFDA #93.568) did not comply with eligibility,
allowable costs, and subrecipient monitoring requirements as reported in Finding 07-50, did not
comply with eligibility and allowable costs requirements as reported in Finding 07-53, did not comply
with subrecipient monitoring requirements as reported in Finding 07-71 and Finding 07-72, and did
not comply with CMIA-90 cash management regulations as reported in Finding 07-75.

e The CCDF Cluster (CFDA #93.575 and #93.596) did not comply with eligibility and allowable costs
requirements as reported in Finding 07-22, did not comply with allowable costs/cost principles
requirements as reported in Finding 07-49, did not comply with subrecipient monitoring requirements
as reported in Findings 07-47, 07-55, 07-71, and 07-72, and did not comply with CMIA-90 cash
management regulations as reported in Finding 07-75.

e The Foster Care Program (CFDA #93.658) did not comply with subrecipient monitoring requirements
as reported in Findings 07-47, 07-71, and 07-72, and did not comply with CMIA-90 cash management
regulations as reported in Finding 07-75.

e The Adoption Assistance Program (CFDA #93.659) did not comply with subrecipient monitoring

requirements as reported in Findings 07-47, 07-71, and 07-72, and did not comply with CMIA-90 cash
management regulations as reported in Finding 07-75.
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e The Social Services Block Grant Program (CFDA #93.667) did not comply with subrecipient
monitoring and cash management requirements as reported in Finding 07-60, did not comply with
subrecipient monitoring requirements as reported in Finding 07-71 and Finding 07-72, and did not
comply with CMIA-90 cash management regulations as reported in Finding 07-75.

e The State Children’s Insurance Program (CFDA #93.767) did not comply with procurement
requirements as reported in Finding 07-61, did not comply with subrecipient monitoring requirements
as reported in Finding 07-62 and Finding 07-72, and did not comply with CMIA-90 cash management
regulations as reported in Finding 07-75.

o The Medicaid Cluster (CFDA #93.775, #93.777, and #93.778) did not comply with eligibility and
allowable costs requirements as reported in Finding 07-22, did not comply with subrecipient
monitoring requirements as reported in Findings 07-71 and Finding 07-72, and did not comply with
CMIA-90 cash management regulations as reported in Finding 07-75.

e The Block Grants for the Prevention and Treatment of Substance Abuse Program (CFDA #93.959) did
not comply with subrecipient monitoring requirements as reported in Finding 07-72 and Finding 07-
73, and did not comply with CMIA-90 cash management requirements as reported in Finding 07-75.

e The Maternal and Child Health Services Block Grant to the States Program (CFDA #93.994) did not
comply with allowable costs and subrecipient monitoring requirements as reported in Finding 07-64,
did not comply with allowable costs/cost principles requirements as reported in Finding 07-66 and
Finding 07-68, did not comply with federal reporting requirements as reported in Finding 07-67, and
did not comply with subrecipient monitoring requirements as reported in Finding 07-65 and Finding
07-72.

e The Social Security - Disability Insurance Program (CFDA #96.001) did not comply with CMIA-90
cash management regulations as reported in Finding 07-75.

e The Disaster Grants — Public Assistance Program (CFDA #97.036) did not comply with cash
management, federal reporting, and subrecipient monitoring requirements as reported in Finding 07-69
and did not comply with subrecipient monitoring requirements as reported in Finding 07-72.

Compliance with such requirements is necessary, in our opinion, for the Commonwealth to comply with
the requirements applicable to those programs.

In our opinion, except for the effects of such noncompliance, if any, as might have been determined had
we been able to examine sufficient evidence regarding the Commonwealth’s compliance with
procurement requirements in the major federal programs listed above, and except for the noncompliance
described in the preceding paragraph, the Commonwealth 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, 2007. The results of our auditing procedures also disclosed other instances of noncompliance
with those requirements which are required to be reported in accordance with OMB Circular A-133, and
which are described in the accompanying schedule of findings and questioned costs as finding numbers
07-29, 07-37, 07-54, 07-56, 07-63, and 07-74.
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Internal Control Over Compliance

The management of the Commonwealth is responsible for establishing and maintaining effective internal
control over compliance with the requirements of laws, regulations, contracts, and grants applicable to
federal programs. In planning and performing our audit, we considered the Commonwealth’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 Commonwealth’s
internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in the entity’s internal control that
might be significant deficiencies or material weaknesses as defined below. However, as discussed below,
we identified certain deficiencies in internal control over compliance that we consider to be significant
deficiencies and others that we consider to be material weaknesses.

A control deficiency in an entity’s internal control over compliance 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 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 the entity’s ability to administer a federal program such that there is more than a
remote likelihood that noncompliance with a type of compliance requirement of a federal program that is
more than inconsequential will not be prevented or detected by the entity’s internal control. We consider
the deficiencies in internal control over compliance described in the accompanying schedule of findings
and questioned costs as Findings 07-22 through 07-36, 07-38 through 07-60, and 07-62 through 07-75 to
be significant deficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of a
federal program will not be prevented or detected by the entity’s internal control. Of the significant
deficiencies in internal control over compliance described in the accompanying schedule of findings and
questioned costs, we consider Findings 07-22, 07-24 through 07-31, 07-34, 07-35, 07-39, 07-41 through
07-55, 07-57 through 07-60, and 07-62 through 07-75 to be material weaknesses.

The Commonwealth’s responses to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. We did not audit the Commonwealth’s responses and,
accordingly, we express no opinion on them.

This report is intended solely for the information and use of management, others within the entity, the
Office of Inspector General—U.S. Department of Health and Human Services, and federal awarding
agencies and is not intended to be and should not be used by anyone other than these specified parties.

“’?/72@@ Bty mu_?

June 24, 2008
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COMMONWEALTH OF PENNSYLVANIA

Schedule of Expenditures of Federal Awards - June 30, 2007

Federal
Expenditures
CFDA # CFDA Program Name (000’s)
10.551 Food Stamps 1,236,216
10.561 State Admin Matching Grants for Food Stamp Program 142,764
Total Food Stamp Cluster 1,378,980
10.553 School Breakfast Program 52,999
10.555 National School Lunch Program 232,280
10.556 Special Milk Program for Children 628
10.559 Summer Food Service Program for Children 11,693
Total Child Nutrition Cluster 297,600
10.568 Emergency Food Assistance Program (Admin Costs) 2,231
10.569 Emergency Food Assistance Program (Food Commaodities) 6,154
Total Emergency Food Assistance Cluster 8,385
10.025 Plant and Animal Disease, Pest Control, and Animal Care 2,709
10.069 Conservation Reserve Program 44
10.156 Federal-State Marketing Improvement Program 17
10.162 Inspection Grading and Standardization 121
10.304 Homeland Security - Agricultural 73
10.353 National Rural Development Partnership 23
10.450 Crop Insurance 384
10.458 Crop Insurance Education in Targeted States 393
10.550 Food Donation 34,869
10.557 Special Supplemental Nutrition Program for WIC 142,082
10.558 Child and Adult Care Food Program 62,153
10.560 State Administrative Expenses for Child Nutrition 3,542
10.565 Commodity Supplemental Food Program 868
10.572 WIC Farmers' Market Nutrition Program (FMNP) 3,251
10.574 Team Nutrition Grants 250
10.579 Child Nutrition Discretionary Grants Limited Availability 1
10.582 Fresh Fruit and Vegetable Program 1,095
10.664 Cooperative Forestry Assistance 2,124
10.665 Schools and Roads - Grants To States 6,492
10.675 Urban and Community Forestry Program 20
10.678 Forest Stewardship Program 125
10.680 Forest Health Protection 116
10.902 Soil And Water Conservation 651
Total - U.S. Department of Agriculture $1,946,368
11.307 Economic Adjustment Assistance 1,605
11.407 Interjurisdictional Fisheries Act of 1986 64
11.419 Coastal Zone Management Administration Awards 2,058
11.457 Chesapeake Bay Studies 31
11.474 Atlantic Coastal Fisheries Cooperative Management Act 108
Total - U.S. Department of Commerce $3,866
12.112 Payments to States in Lieu of Real Estate Taxes 227
12.400 Military Construction - National Guard 46
12.401 National Guard Military Operations & Maintenance Projects 44,366
Total - U.S. Department of Defense $44,639

- See Notes to Schedule of Expenditures of Federal Awards -
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Federal
Expenditures
CFDA # CFDA Program Name (000’s)
14.228 Community Development Block Grants/State's Program 58,940
14.231 Emergency Shelter Grants Program 3,327
14.235 Supportive Housing Program 93
14.239 HOME Investment Partnerships Program 17,983
14.241 Housing Opportunities for Persons with AIDS 1,510
14.401 Fair Housing Assistance Program - State & Local 1,014
14.900 Lead-Based Paint Hazard Control in Privately-Owned Housing 1,170
Total - U.S. Department of Housing and Urban Development $84,037
15.605 Sport Fish Restoration 8,379
15.611 Wildlife Restoration 9,367
Total Fish and Wildlife Cluster 17,746
15.250 Regulation of Surface Coal Mining 11,832
15.252 Abandoned Mine Land Reclamation (AMLR) Program 37,041
15.612 Endangered Species Conservation 57
15.622 Sportfishing and Boating Safety Act 96
15.625 Wildlife Conservation and Restoration 55
15.633 Landowner Incentive 10
15.634 State Wildlife Grants 1,762
15.808 U.S. Geological Survey -Research and Data Collection 22
15.810 National Cooperative Geologic Mapping Program 26
15.904 Historic Preservation Fund Grants-In-Aid 961
15.916 Outdoor Recreation - Acquisition, Development & Planning 1,418
15.929 Save America's Treasures 72
Total - U.S. Department of the Interior $71,098
16.004 Law Enforcement Asst - Narcotics & Dangerous Drugs Training 1,179
16.011 Urban Areas Security Initiative 3,404
16.202 Prisoner Reentry Initiative Demonstration (Offender Reentry) 374
16.523 Juvenile Accountability Incentive Block Grants 3,079
16.540 Juvenile Justice & Delinquency Prevention - Alloc to States 2,248
16.548 Title V - Delinquency Prevention Program 478
16.550 State Justice Statistics Prgm for Statistic Analysis Centers 82
16.554 National Criminal History Improvement Program (NCHIP) 837
16.560 Natl Inst of Justice Research, Eval & Devel Project Grants 1,759
16.572 State Criminal Alien Assistance Program 211
16.574 Byrne Evaluation Partnership Program 9,773
16.575 Crime Victim Assistance 15,278
16.576 Crime Victim Compensation 2,073
16.579 Edward Byrne Memorial Formula Grant Program 12,577
16.582 Crime Victim Assistance/Discretionary Grants 28
16.586 Violent Offender Incarceration & Truth in Sent Incent Grants 44,779
16.588 Violence Against Women Formula Grants 4,203
16.590 Grants for Arrest Policies and Protection Order Enforcement 80
16.592 Local Law Enforcement Block Grant Program ?3)
16.593 Residential Substance Abuse Treatment for State Prisoners 561
16.607 Bulletproof Vest Partnership Program 204
16.609 Community Prosecution and Project Safe Neighborhoods 691
16.727 Enforcing Underage Drinking Laws Program 680

- See Notes to Schedule of Expenditures of Federal Awards -
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Federal

Expenditures

CFDA # CFDA Program Name (000’s)
16.735 Protecting Inmates & Safeguarding Communities Grant Prgm 91
16.738 Edward Byrne Memorial Justice Assistance Program 838
16.740 Statewide Automated Victim Info Notification (SAVIN) Prgm 496
16.999 Miscellaneous 4,033
Total - U.S. Department of Justice $110,033
17.207 Employment Service/Wagner-Peyser Funded Activities 57,970
17.801 Disabled Veterans' Outreach Program (DVOP) 2,884
17.804 Local Veterans' Employment Representative Program 3,278
Total Employment Service Cluster 64,132
17.258 WIA Adult Program 36,291
17.259 WIA Youth Activities 36,017
17.260 WIA Dislocated Workers 52,263
Total WIA Cluster 124,571
17.002 Labor Force Statistics 3,038
17.005 Compensation and Working Conditions 47
17.203 Labor Certification for Alien Workers 431
17.225 Unemployment Insurance 2,426,796
17.235 Senior Community Service Employment Program 4,568
17.245 Trade Adjustment Assistance 48,650
17.261 WIA Pilots, Demonstrations, and Research Projects 1,528
17.267 Incentive Grants - WIA Section 503 612
17.268 H-1 B High Growth Job Training Grants 932
17.600 Mine Health and Safety Grants 418
17.601 Mine Health and Safety Counseling & Technical Assistance 121
17.802 Veterans' Employment Program 63
Total - U.S. Department of Labor $2,675,907
20.205 Highway Planning and Construction 1,301,390
23.003 Appalachian Development Highway System 101,236
Total Highway Planning and Construction Cluster 1,402,626
20.500 Federal Transit - Capital Investment Grants 3,335
20.507 Federal Transit - Formula Grants 5,298
Total Federal Transit Cluster 8,633
20.600 State and Community Highway Safety 8,633
20.601 Alcohol Traffic Safety & Drunk Driving Prevention Grants 2,042
20.602 Occupant Protection 1,545
20.603 Federal Highway Safety Data Improvements Incentive Grants 18
20.604 Safety Incentive Grants for Use of Seatbelts 801
20.605 Incentives to Prevent Operation by Intoxicated Persons 1,148
20.610 State Traffic Safety Information System Improvement Grants 15
Total Highway Safety Cluster 14,202
20.005 Boating Safety Financial Assistance 2,291
20.106 Airport Improvement Program 16,182
20.217 Motor Carrier Safety 85
20.218 National Motor Carrier Safety 6,987
20.219 Recreational Trails Program 872
20.505 Federal Transit - Metropolitan Planning Grants 3,490
20.509 Formula Grants for Other Than Urbanized Areas 18,052

- See Notes to Schedule of Expenditures of Federal Awards -
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CFDA # CFDA Program Name (000’s)
20.513 Capital Assistance Program for Elderly & Disabled Persons 5,739
20.514 Public Transportation Research 82
20.700 Pipeline Safety 384
20.703 Interagency Hazardous Materials Training & Planning Grants 399
Total - U.S. Department of Transportation $1,480,024
23.002 Appalachian Area Development 211
23.008 Appalachian Local Access Roads 200
23.009 Appalachian Local Development District Assistance 250
23.011 Appalachian Research, Technical Assistance & Demo Projects 159
Total - Appalachian Regional Commission $820
30.002 Employment Discrimination - State & Local Agency Contracts 1,920
Total - Equal Employment Opportunity Commission $1,920
39.003 Donation of Federal Surplus Personal Property 6,864
39.011 Election Reform Payments 11,120
Total - General Services Administration $17,984
45.024 Promation of the Arts - Grants to Organizations & Individuals 25
45.025 Promotion of the Arts - Partnership Agreements 702
45.310 Grants to States 5,793
Total - National Foundation on the Arts and Humanities $6,520
64.005 Grants to States for Construction of State Home Facilities 3,328
64.010 Veterans Nursing Home Care 441
64.014 Veterans State Domiciliary Care 3,640
64.015 Veterans State Nursing Home Care 23,370
64.111 Veterans Education Assistance 1,030
Total - U.S. Department of Veterans Affairs $31,809
66.032 State Indoor Radon Grants 508
66.432 State Public Water System Supervision 4,645
66.436 Clean Water Act Surveys, Studies, Investigations & Demos 150
66.438 Construction Management Assistance 378
66.454 Water Quality Management Planning 656
66.458 Capitalization Grants for Clean Water State Revolving Funds 67,575
66.460 Nonpoint Source Implementation Grants 6,332
66.461 Regional Wetland Program Development Costs 52
66.463 Water Quality Cooperative Agreements 299
66.466 Chesapeake Bay Program 2,021
66.467 Wastewater Operator Training Grant Program (Technical Asst) 34
66.468 Capitalization Grants for Drinking Water State Revolving Funds 30,315
66.469 Great Lakes Program 1
66.471 State Grants to Reimburse Operators of Small Water Systems 156

- See Notes to Schedule of Expenditures of Federal Awards -
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CFDA # CFDA Program Name (000’s)
66.474 Water Protection Grants to the States 120
66.479 Wetland Program Grants - Environmental Outcome Demo Prgm 2
66.500 Environmental Protection - Consolidated Research 63
66.511 Office of Research and Development Consolidated Research 149
66.605 Performance Partnership Grants 10,766
66.606 Surveys, Studies, Investigations and Special Purpose Grants 804
66.608 Environmental Information Exchange Network Grant Program 490
66.609 Protection of Children from Environmental Health Risks 15
66.700 Consolidated Pesticide Enforcement Cooperative Agreements 741
66.707 TSCA Title IV State Lead Grants Certification 182
66.708 Pollution Prevention Grants Program 44
66.714 Pesticide Environmental Stewardship Regional Grants 7
66.716 Surveys, Studies, Investigations, Demos & Educ Outreach 25
66.801 Hazardous Waste Management State Program Support 5,017
66.802 Superfund State Site - Specific Cooperative Agreements 44
66.804 State and Tribal Underground Storage Tanks Program 292
66.805 Leaking Underground Storage Tank Trust Fund Program 2,105
66.808 Solid Waste Management Assistance Grants 20
Total - Environmental Protection Agency $134,008
81.039 National Energy Information Center 14
81.041 State Energy Program 661
81.042 Weatherization Assistance for Low-Income Persons 14,856
81.117 Energy Efficiency and Renewable Energy Info Dissemination 39
81.119 State Energy Program Special Projects 461
81.999 Miscellaneous 202
Total - U.S. Department of Energy $16,233
83.105 Community Assistance Prgm - State Support Services Element 131
83.544 Public Assistance Grants 140
83.550 National Dam Safety Program 18
Total - Federal Emergency Management Agency $289
84.027 Special Education - Grants to States 404,629
84.173 Special Education - Preschool Grants 14,300
Total Special Education Cluster (IDEA) 418,929
84.002 Adult Education - State Grant Program 23,244
84.010 Title | Grants to Local Educational Agencies 473,969
84.011 Migrant Education - State Grant Program 6,416
84.013 Title | Program for Neglected and Delinquent Children 985
84.048 Vocational Education - Basic Grants to States 46,232
84.126 Rehabilitation Services - Vocational Rehab Grants to States 115,166
84.144 Migrant Education - Coordination Program 38
84.169 Independent Living - State Grants 586
84.177 Rehab Serv - Indep Living Services for Older Blind Individuals 921
84.181 Special Educ - Grants for Infants & Families with Disabilities 14,829
84.184 Safe & Drug-Free Schools & Communities - National Programs 568
84.185 Byrd Honors Scholarships 1,586

- See Notes to Schedule of Expenditures of Federal Awards -
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84.186 Safe and Drug-Free Schools and Communities - State Grants 14,384
84.187 Supported Employment Serv for Indiv with Severe Disabilities 1,008
84.196 Education for Homeless Children and Youth 2,033
84.213 Even Start - State Educational Agencies 4,387
84.215 Fund for the Improvement of Education 16,565
84.243 Tech-Prep Education 4,146
84.255 Literacy Programs for Prisoners 78
84.265 Rehab Training - State Voc Rehab Unit In-Service Training 206
84.282 Charter Schools 2,283
84.287 Twenty-First Century Community Learning Centers 30,353
84.293 Foreign Language Assistance 68
84.298 State Grants for Innovative Programs 4,710
84.318 Education Technology State Grants 6,443
84.323 Special Education - State Personnel Development 2,089
84.330 Advanced Placement Program 150
84.331 Grants to States for Incarcerated Youth Offenders 711
84.332 Comprehensive School Reform Demonstration 6,731
84.336 Teacher Quality Enhancement Grants 2,486
84.346 Voc Ed - Occupational & Employment Info State Grants (18)
84.348 Title | Accountability Grants 3)
84.357 Reading First State Grants 34,080
84.358 Rural Education 450
84.365 English Language Acquisition Grants 9,935
84.366 Mathematics and Science Partnerships 4,351
84.367 Improving Teacher Quality State Grants 116,416
84.369 Grants for State Assessments and Related Activities 23,626
84.372 Statewide Data Systems 95
84.373 Special Educ - Technical Asst on State Data Collection 112
84.938 Hurricane Education Recovery 1,865
Total - U.S. Department of Education $1,393,209
89.003 National Historical Publications and Records Grants 13
Total - National Archives and Records Administration $13
90.401 Help America Vote Act Requirements Payments 27,189
Total - Elections Assistance Commission $27,189
93.044 Special Programs for the Aging - Title 111, Part B 23,372
93.045 Special Programs for the Aging - Title 11, Part C 24,626
93.053 Nutrition Services Incentive Program 5,852
Total Aging Cluster 53,850
93.575 Child Care and Development Block Grant 220,645
93.596 Child Care Mandatory and Matching Funds of the CCDF 120,288
Total CCDF Cluster 340,933
93.775 State Medicaid Fraud Control Units 3,590
93.777 State Survey & Cert of Health Care Providers & Suppliers 14,741
93.778 Medical Assistance Program 9,038,288
Total Medicaid Cluster 9,056,619

- See Notes to Schedule of Expenditures of Federal Awards -
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CFDA # CFDA Program Name (000’s)

93.041 Special Programs for the Aging - Title VII, Chapter 3 197
93.042 Special Programs for the Aging - Title VII, Chapter 2 1,200
93.043 Special Programs for the Aging - Title IIl, Part D 1,130
93.048 Special Programs for the Aging - Title IV and Title |1 205
93.052 National Family Caregiver Support 8,842
93.103 Food and Drug Administration - Research 43
93.110 Maternal and Child Health Federal Consolidated Programs 75
93.116 Project Grants & Coop Agreements for Tuberculosis Control 891
93.127 Emergency Medical Services for Children 228
93.130 Primary Care Services Resource Coordination & Development 221
93.136 Injury Prevention and Control Research 713
93.150 Projects for Asst in Transition from Homelessness (PATH) 2,051
93.162 National Health Service Corps Loan Repayment Program 82
93.165 Grants to States for Loan Repayment Program 104
93.197 Childhood Lead Poisoning Prevention Projects 887
93.230 Consolidated Knowledge Development & Application Program 1,506
93.234 Traumatic Brain Injury State Demonstration Grant Program 169
93.235 Abstinence Education Program 15
93.240 State Capacity Building 455
93.241 State Rural Hospital Flexibility Program 305
93.243 Substance Abuse and Mental Health Services - Projects 3,662
93.251 Universal Newborn Hearing Screening 140
93.256 State Planning Grants Health Care Access for the Uninsured 320
93.259 Rural Access to Emergency Devices Grant 39
93.268 Immunization Grants 8,291
93.283 Centers for Disease Control & Prevention - Investigations 44,014
93.556 Promoting Safe and Stable Families 15,202
93.558 Temporary Assistance for Needy Families 442,327
93.563 Child Support Enforcement 120,564
93.566 Refugee & Entrant Assistance - State Administered Programs 8,241
93.568 Low-Income Home Energy Assistance 172,131
93.569 Community Services Block Grant 28,555
93.571 Community Services Block Grant Discretionary Awards - Food 40
93.576 Refugee and Entrant Assistance - Discretionary Grants 560
93.584 Refugee and Entrant Assistance - Targeted Assistance 682
93.585 Empowerment Zones Program 9,846
93.590 Community-Based Child Abuse Prevention Grants 1,160
93.597 Grants to States for Access and Visitation Programs 356
93.599 Chafee Education and Training Vouchers Program (ETV) (266)
93.600 Head Start 235
93.602 Assets for Independence Demonstration Program 224
93.603 Adoption Incentive Payments 344
93.617 Voting Access for Individuals with Disabilities - Gov Grants 106
93.630 Developmental Disabilities Basic Support & Advocacy Grants 2,881
93.645 Child Welfare Services - State Grants 12,950
93.658 Foster Care - Title IV-E 273,087
93.659 Adoption Assistance 66,733
93.667 Social Services Block Grant 102,571
93.670 Child Abuse and Neglect Discretionary Activities 269
93.671 Family Violence Prevention and Services 3,000
93.674 Chafee Foster Care Independence Program 5,627

- See Notes to Schedule of Expenditures of Federal Awards -
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CFDA # CFDA Program Name (000’s)
93.767 State Children's Insurance Program 172,398
93.768 Medicaid Infrastructure Grants to Support Competitive Employ 217
93.779 CMS Research, Demonstrations and Evaluations 2,983
93.786 State Pharmaceutical Assistance Programs 2,698
93.889 National Bioterrorism Hospital Preparedness Program 18,960
93.917 HIV Care Formula Grants 22,587
93.919 Coop Agreements for State-Based Cancer Early Detection Prgms 3
93.938 Coop Agreements to Support School Health Programs 155
93.943 Epidemiologic Research Studies of AIDS and HIV 4,764
93.944 HIV/AIDS Surveillance 845
93.946 Coop Agreements to Support Safe Motherhood & Infant Health 56
93.952 Trauma Care Systems Planning and Development 49
93.958 Block Grants for Community Mental Health Services 15,324
93.959 Block Grants for Prevention & Treatment of Substance Abuse 64,210
93.977 Preventive Health Serv - Sexually Trans Diseases Control Grant 2,049
93.982 Mental Health Disaster Asst and Emergency Mental Health 714
93.988 Coop Agreements for State-Based Diabetes Control Programs 604
93.991 Preventive Health and Health Services Block Grant 4,685
93.994 Maternal and Child Health Services Block Grant to the States 30,789
93.999 Miscellaneous 1,654
Total - U.S. Department of Health & Human Services $11,140,356
94.003 State Commissions 257
94.004 Learn & Serve America - School & Community Based Programs 695
94.006 AmeriCorps 6,978
94.007 Planning and Program Development Grants 43
94.009 Training and Technical Assistance 101
Total - Corporation for National and Community Service $8,074
96.001 Social Security - Disability Insurance 78,644
Total - Social Security Administration $78,644
16.007 State Domestic Preparedness Equipment Support Program 7,499
97.004 State Domestic Preparedness Equipment Support Program 20,651
97.067 Homeland Security Grant Program 27,114
Total Homeland Security Cluster 55,264
97.008 Urban Areas Security Initiative 17,549
97.013 State Access to the Oil Spill Liability Trust Fund 69
97.017 Pre-Disaster Mitigation (PDM) Competitive Grants (53)
97.029 Flood Mitigation Assistance 453
97.032 Crisis Counseling 70
97.034 Disaster Unemployment Assistance 210
97.036 Disaster Grants - Public Assistance (Presidentially Declared) 46,773
97.039 Hazard Mitigation Grant 10,975
97.041 National Dam Safety Program 2
97.042 Emergency Management Performance Grants 5,994
97.050 Presidential Declared Dis Assist to Households - Other Needs 2,271
97.070 Map Modernization Management Support 31

- See Notes to Schedule of Expenditures of Federal Awards -
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COMMONWEALTH OF PENNSYLVANIA

Schedule of Expenditures of Federal Awards - June 30, 2007

Federal
Expenditures

CFDA # CFDA Program Name (000’s)
97.075 Rail and Transit Security Grant Program 656
97.078 Buffer Zone Protection Plan (BZPP) 1,854
97.091 Homeland Security Biowatch Program 187

Total U.S. Department of Homeland Security $142,305
99.999 Miscellaneous 766

Total Miscellaneous $766

GRAND TOTAL $19,416,111

- See Notes to Schedule of Expenditures of Federal Awards -
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Notes to the Schedule of Expenditures of Federal Awards - June 30, 2007

Note A: Single Audit Reporting Entity

The Commonwealth of Pennsylvania (the Commonwealth) includes expenditures in its schedule of expenditures of federal
awards for all federal programs administered by the same funds, agencies, boards, commissions, and component units
included in the Commonwealth’s financial reporting entity used for its basic financial statements. However, the State
System of Higher Education (SSHE), the Pennsylvania Higher Education Assistance Agency (PHEAA), the Pennsylvania
Housing Finance Agency (PHFA), and the Philadelphia Shipyard Development Corporation (PSDC), which are discretely
presented component units, elect to have their own single audits and their expenditures of federal awards are therefore
excluded from the Commonwealth’s schedule of expenditures of federal awards. These four component units are required
to submit their own single audit reports to the Federal Audit Clearinghouse.

Note B: Basis of Accounting

All expenditures for each program included in the schedule of expenditures of federal awards are net of applicable program
income and refunds.

Expenditures reported under CFDA #10.550, Food Donation, and CFDA #10.569, Emergency Food Assistance Program,
represent the value of food commaodity distributions calculated using the U.S. Department of Agriculture, Food and
Nutrition Service commaodity price list in effect as of November 15, 2005.

Expenditures reported under CFDA #10.551, Food Stamps, represent amounts the Electronic Benefits Transfer (EBT)
contractor paid to retail outlets for participants’ food stamp purchases during the fiscal year ended June 30, 2007.

Subrecipient expenditures reported under CFDA #14.228, Community Development Block Grants, CFDA #14.239, HOME
Investment Partnerships Program, and CFDA #14.231, Emergency Shelter Grants Program, represent funds drawn directly
from the Housing and Urban Development (HUD) Integrated Disbursement and Information System (IDIS) by
subrecipients of the Commonwealth.

Expenditures for CFDA #16.586, Violent Offender Incarceration and Truth in Sentencing Incentive Grants, are presented
on the basis that expenditures are reported to the U.S. Department of Justice. Accordingly, certain expenditures are
recorded when paid directly by the Pennsylvania Department of Corrections to vendors, contractors, etc., and certain other
expenditures are recorded when the Pennsylvania Department of General Services is reimbursed for contracted costs related
to the grant.

Expenditures for CFDA #20.205, Highway Planning and Construction Program, are presented on the basis that
expenditures are reported to the U.S. Department of Transportation. Accordingly, certain expenditures are recorded when
paid and certain other expenditures are recorded when the federal obligation is determined.

Amounts reported as expenditures for CFDA #39.003, Donation of Federal Surplus Personal Property, represent the
General Services Administration’s average fair market value percentage of 23.3 percent of the federal government’s
original acquisition cost (OAC) of the federal property transferred to recipients by the Commonwealth.

On March 13, 2007, the Commonwealth and the U.S. Department of Health and Human Services (HHS) entered into an
agreement to settle all claims, disallowances, and appeals related to service periods prior to January 1, 2007 under CFDA
#93.658, Foster Care Title IV-E. The total amount of HHS reimbursement to DPW from the settlement was $97.1 million.
For the years ended June 30, 2005, 2006, and 2007, expenditures included on the Schedule of Expenditures of Federal
Awards under CFDA #93.658, which were disallowed and later settled as part of this agreement, were $109.4 million,
$64.6 million, and $3.2 million, respectively.

Expenditures reported under CFDA #93.778, Medical Assistance Program, include $50.9 million of costs that were
disallowed by the U.S. Department of Health and Human Services’ Centers for Medicare & Medicaid Services (CMS).
This disallowance is currently being disputed by the Commonwealth and is pending resolution.

Expenditures reported by the Pennsylvania Department of Transportation (PADOT) for CFDA #97.036, Public Assistance
Grants, are recorded when the estimated federal obligation is determined and reimbursed.
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COMMONWEALTH OF PENNSYLVANIA
Notes to the Schedule of Expenditures of Federal Awards - June 30, 2007

Note B: Basis of Accounting (continued)

The remaining expenditures included in the schedule of expenditures of federal awards are presented on the cash plus
invoices payable basis. Invoices payable represent Commonwealth expenditures recorded on the general ledger for which
the Commonwealth Treasury Department has not made cash disbursements.

Note C: Categorization of Expenditures

The schedule of expenditures of federal awards reflects federal expenditures for all individual grants that were active during
the fiscal year ended June 30, 2007. The categorization of expenditures by program included in the schedule of
expenditures of federal awards is based on the Catalog of Federal Domestic Assistance (CFDA). Changes in the
categorization of expenditures occur based on revisions to the CFDA, which are issued on a real-time basis on the CFDA
website.

Note D: Oil Overcharge Funds

The Commonwealth has received restitutionary funds from certain oil companies, either directly or through the federal
government, as a result of settlement agreements for overcharging customers. All oil overcharge funds expended by the
Commonwealth have been included within the scope of its single audit in accordance with the settlement agreements and
federal guidance.

Expenditures of such funds reflected in the schedule of expenditures of federal awards include $707,000 under CFDA
#93.568, Low-Income Home Energy Assistance, and $201,567 under CFDA #81.999, Miscellaneous.

Oil overcharge funds received by the Commonwealth that remain unexpended earn interest which is credited on a monthly
basis to the oil overcharge fund for future expenditure as approved in the Commonwealth’s energy plan. At June 30, 2007,
the Commonwealth had unexpended oil overcharge funds including interest of approximately $676,000.

Note E: Pennsylvania Infrastructure Investment Authority

The Pennsylvania Infrastructure Investment Authority (the Authority) is an instrumentality of the Commonwealth created
by Act 16 of the General Assembly in March 1988 (the PENNVEST Act). The purpose of the Authority is to provide long-
term, low-interest loans for corporations, partnerships, sole proprietorships, nonprofit organizations, authorities, and
municipalities for repair, construction, reconstruction, rehabilitation, extension, and improvement of drinking water (CFDA
#66.468) and wastewater (CFDA #66.458) systems. The Authority is funded through revenue bonds, federal grants, and
Commonwealth general obligation bonds. The Authority is a component unit of the Commonwealth. The Authority
accounts for the drinking water and wastewater programs in separate funds.

At June 30, 2007, the Authority had gross outstanding federal loans of $617.0 million for CFDA #66.458 and $123.4
million for CFDA #66.468. No losses were incurred by the Authority on these loans during the fiscal year ended June 30,
2007.

Note F: Unemployment Insurance
In accordance with Department of Labor, Office of Inspector General instructions, the Commonwealth recorded State

Regular Unemployment Compensation (UC) benefits under CFDA #17.225 on the schedule of expenditures of federal
awards. The individual state and federal portions are as follows (amounts in thousands):

State Regular UC Benefits $2,181,821
Federal UC Benefits 56,152
Federal Admin. 188,823
Total Expenditures $2,426,796
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COMMONWEALTH OF PENNSYLVANIA

Summary of Auditors’ Results - June 30, 2007

Financial Statements

Type of auditors' report issued: Unqualified
Internal control over financial reporting:
Material weakness(es) identified? X _yes no

Significant deficiencies identified not
considered to be material weaknesses? X _yes no

Noncompliance material to financial
statements noted? X _yes no

Federal Awards

Internal control over major programs:
Material weakness(es) identified? X_yes no

Significant deficiencies identified not
considered to be material weaknesses? X _yes no

Type of auditors' report issued on compliance
for major programs:

Qualified for noncompliance in the following major programs:

Food Donation (CFDA #10.550)

Food Stamp Cluster (CFDA #10.551 and #10.561)

Child Nutrition Cluster (CFDA #10.553, #10.555, #10.556, and #10.559)
Special Supplemental Nutrition Program for WIC (CFDA #10.557)

Child and Adult Care Food Program (CFDA #10.558)

National Guard Military Operations and Maintenance Projects (CFDA #12.401)
Community Development Block Grants/State’s Program (CFDA #14.228)
Abandoned Mine Land Reclamation Program (CFDA #15.252)

Homeland Security Cluster (CFDA #16.007, #97.004, and #97.067)

Trade Adjustment Assistance (CFDA #17.245)

WIA Cluster (CFDA #17.258, #17.259, and #17.260)

Highway Planning and Construction Cluster (CFDA #20.205 and #23.003)
Capitalization Grants for Clean Water State Revolving Funds (CFDA #66.458)
Capitalization Grants for Drinking Water State Revolving Funds (CFDA #66.468)
Title | Grants to Local Educational Agencies (CFDA #84.010)

Vocational Education — Basic Grants to States (CFDA #84.048)

Rehabilitation Services — VVocational Rehabilitation Grants to States (CFDA #84.126)
Twenty-First Century Community Learning Centers (CFDA #84.287)

Reading First State Grants (CFDA #84.357)

Improving Teacher Quality State Grants (CFDA #84.367)

Help America Vote Act Requirements Payments (CFDA #90.401)

Aging Cluster (CFDA #93.044, #93.045, and #93.053)
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COMMONWEALTH OF PENNSYLVANIA

Summary of Auditors’ Results - June 30, 2007

Centers for Disease Control and Prevention Investigations (CFDA #93.283)
Temporary Assistance for Needy Families (CFDA #93.558)

Child Support Enforcement (CFDA #93.563)

Low-Income Home Energy Assistance (CFDA #93.568)

CCDF Cluster (CFDA #93.575 and #93.596)

Foster Care — Title IV-E (CFDA #93.658)

Adoption Assistance (CFDA #93.659)

Social Services Block Grant (CFDA #93.667)

State Children’s Insurance Program (CFDA #93.767)

Medicaid Cluster (CFDA #93.775, #93.777, and #93.778)

Block Grants for the Prevention and Treatment of Substance Abuse (CFDA #93.959)
Maternal and Child Health Services Block Grant to the States (CFDA #93.994)
Social Security — Disability Insurance (CFDA #96.001)

Disaster Grants — Public Assistance (Presidentially Declared) (CFDA #97.036)

Any audit findings disclosed that are required
to be reported in accordance with Circular

A-133, Section .510(a)?

X _yes no

Identification of Major Programs:

Federal
Expenditures
CFDA Number(s) Name of Federal Program or Cluster (000s)
10.550 Food Donation $ 34,869
10.551 and 10.561 Food Stamp Cluster 1,378,980
10.553, 10.555, 10.556 Child Nutrition Cluster 297,600
and 10.559
10.557 Special Supplemental Nutrition Program for WIC 142,082
10.558 Child and Adult Care Food Program 62,153
12.401 National Guard Military Operations and Maintenance 44,366
Projects
14.228 Community Development Block Grants/State’s Program 58,940
15.252 Abandoned Mine Land Reclamation Program 37,041
16.007, 97.004 and 97.067 Homeland Security Cluster 55,264
16.586 Violent Offender Incarceration & Truth in Sentencing 44,779
Incentive Grants
17.207, 17.801, and Employment Service Cluster 64,132
17.804
17.225 Unemployment Insurance 2,426,796
17.245 Trade Adjustment Assistance 48,650
17.258, 17.259 and 17.260 WIA Cluster 124,571
20.205 and 23.003 Highway Planning and Construction Cluster 1,402,626
66.458 Capitalization Grants for Clean Water State Revolving 67,575
Funds
66.468 Capitalization Grants for Drinking Water State Revolving 30,315
Funds
84.010 Title | Grants to Local Educational Agencies 473,969
84.048 Vocational Education — Basic Grants to States 46,232
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Summary of Auditors’ Results - June 30, 2007

84.126

84.287
84.357
84.367
90.401
93.044, 93.045 and 93.053
93.283

93.558
93.563
93.568
93.575 and 93.596
93.658
93.659
93.667
93.767
93.775, 93.777 and 93.778
93.959

93.994

96.001
97.036

Rehabilitation Services — VVocational Rehabilitation
Grants to States

Twenty-First Century Community Learning Centers

Reading First State Grants

Improving Teacher Quality State Grants

Help America Vote Act Requirements Payments

Aging Cluster

Centers for Disease Control and Prevention —

Investigations

Temporary Assistance for Needy Families

Child Support Enforcement

Low-Income Home Energy Assistance

CCDF Cluster

Foster Care — Title IV-E

Adoption Assistance

Social Services Block Grant

State Children’s Insurance Program

Medicaid Cluster

Block Grants for Prevention and Treatment of Substance

Abuse

Maternal and Child Health Services Block Grant to the

States

Social Security — Disability Insurance

Disaster Grants — Public Assistance (Presidentially
Declared)

Total Federal Expenditures — Major Programs

Dollar threshold used to distinguish between

Type A and Type B programs:

$30,000,000

Auditee qualified as low-risk auditee? yes X _no
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115,166

30,353
34,080
116,416
27,189
53,850
44,014

442,327
120,564
172,131
340,933
273,087
66,733
102,571
172,398
9,056,619
64,210

30,789

78,644
46,773

$18,229,787




COMMONWEALTH OF PENNSYLVANIA

Index to Basic Financial Statement Findings - June 30, 2007

Impacted
Finding State Finding CAP
No. Finding Title Agency Page Page
07-1**  Noncompliance With Statutory Limits for Equity L&I/SWIF 39 266
Investments
07-2**  Internal Control Weakness Over Financial Reporting in LECS 41 266
the Unemployment Compensation Fund (Prior Year
Finding #06-3)
07-3**  Inaccurate Financial Reporting of DPW Other Reserves PHHS 42 266
in the Fund Financial Statements
07-4* Lack of Procedures to Monitor, Assess, and Report the OB/BFM 44 266
Impact of Highway and Bridge Infrastructure TRANS
Replacement Activity in the BFS PADOT
07-5**  Internal Control Deficiency Over Lottery Fund PADOT 46 266
Transportation Programs
07-6* Internal Control Weaknesses Over Financial Reporting TRANS 48 266
for the Lottery Fund (Prior Year Finding #06-1) CS
07-7**  Internal Control Weakness Over GAAP Entries to OB/BFM 49 267
Account for Payroll Benefit Transfers
07-8**  Weakness in Internal Controls in COPA Fund OB/BFM 50 267
Reconciliations of SAP Balances to Treasury
07-9* Taxes Payable and Receivable Adjustments Are Not CSs 51 267
Properly Reviewed
07-10** Internal Control Weaknesses Identified in Processing DOR 52 267
Gaming Tax Revenue
07-11**  Lack of Documentation to Support Contracting and OB 54 268
Procurement (Prior Year Finding #06-5) OA
07-12** Internal Control Weakness in the Financial Accounting OB/BFM 56 268
Records (Prior Year Finding #06-13)
07-13*  Weakness in BFS Reporting of DCED Encumbrances by LECS 58 268
LECS Comptroller Office
07-14**  Material Weakness Over Escheat Liability Estimation TREAS 59 268
Methodology (Prior Year Finding #06-7)
07-15*  For the Third Year, Internal Control Weaknesses Exist EO 61 269
Over Accounting for Assets Under Construction (Prior DGS

Year Finding #06-6)

* - Significant Deficiency
wx - Material Weakness
CAP - Corrective Action Plan
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Impacted
Finding State Finding CAP
No. Finding Title Agency Page Page
07-16**  Errors and Internal Control Weakness in Reporting TREAS 63 269
Securities Lending Amounts (Prior Year Finding #06-
12)
07-17** Internal Control Weaknesses Over Financial Reporting in PHHS 65 269
the Department of Public Welfare GAAP Template
07-18*  Internal Control Weaknesses Over Financial Reporting in LECS 66 269
the Labor and Industry GAAP Template
07-19** Internal Control Weaknesses Over Financial Reporting in PPR 67 269
DCNR’s General Fund GAAP Template
07-20**  Internal Control Weakness in Reporting Self-Insurance DGS/ 68 269
Liability in the BFS (Prior Year Finding #06-15) BRIM
07-21**  Statewide Weaknesses Within the SAP Accounting OAJ/IES 71 269
System Related to Segregation of Duties Conflicts (Prior OB/BFM
Year Finding #06-16)
* - Significant Deficiency
*x - Material Weakness

CAP - Corrective Action Plan
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COMMONWEALTH OF PENNSYLVANIA
Basic Financial Statement Findings - June 30, 2007

Finding 07 —1:

Department of Labor and Industry
State Workers' Insurance Fund

Noncompliance With Statutory Limitsfor Equity Investments

Condition: In accordance with State Law (Subarticle D of Act 41 of 2005), SWIF is limited in the amount of equity
securities it may own. As indicated in the criteria section below, SWIF's investment in equity securities is limited by
law to the lesser of twenty percent of the book value of its assets or one hundred percent of its statutory surplus.

During the current year audit we noted that SWIF's equity investments exceeded the legal limit by $57,693,000 as of
December 31, 2006. As of December 31, 2006, SWIF's book value of its assets was $1,914,797,000 and the statutory
surplus totaled $175,798,000. Using the lesser of these limitations noted, SWIF was statutorily limited to $175,798,000
in equity securities at year end. However, as of December 31, 2006, SWIF held a total of $233,491,000 in equity
securities (actual cost of long-term investments of $227,350,000 in SWIF's separate long-term investment pool plus
$6,141,000 in Treasury’s short term investment pool). Therefore, SWIF's equity investments exceeded the legal limit
by approximately $57,693,000 at December 31, 2006.

In addition, during the audit period ended December 31, 2006, SWIF had no formal process in place to document their
compliance with these investment limitations.

Criteria: Pennsylvania Act 41 of 2005, Subarticle D, Section 1731-A, provides the following regarding SWIF's
investments:

...the power of the State Workers' Insurance Board to invest money shall include the power to hold, purchase, sell,
assign, transfer and dispose of securities, including common stock with the following restrictions:

(1) Investmentsin equities may not exceed the lesser of:
(i) 20% of the State Workers' Insurance Fund' s assets; or
(ii) The State Workers' Insurance Fund' s statutory surplus after discount.

(2) The Sate Workers' Insurance Board shall establish a policy for investments and shall meet at least annually to
develop a schedule for rebalancing its investments in securities to meet the restriction of paragraph (1).

Strong internal controls should ensure that statutory requirements are monitored throughout the year and any non-
compliance with these requirements is corrected in atimely manner.

Cause: SWIF personnel indicated that they were aware of the limitation on equity investments. However, SWIF
personnel have not provided any explanation for the apparent lack of monitoring and the noncompliance with these
investment limitations. In addition, SWIF increased the limitations on equity investments by ensuring the passage of
Act 41 of 2005, but SWIF still was not able to comply with these higher limitations on equity investments.

Effect: SWIF isin violation of PA Act 41 of 2005, which may create a greater risk to investment principal since it
over-invested more in equity securities than the law alows at December 31, 2006 and throughout the year under audit.
In addition, since SWIF did not provide evidence of adequate procedures in place to monitor compliance with these
requirements, there is limited assurance that SWIF will be in compliance with the investment limitations in Act 41 of
2005 in future periods.
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Basic Financial Statement Findings - June 30, 2007

Finding 07 — 1. (continued)

Recommendation: We recommend that internal controls be strengthened in SWIF's monitoring of investments to
ensure compliance with the equity limits in applicable State laws. In addition, SWIF should take the appropriate action
to rectify the non-compliance as of December 31, 2006 noted above.

Agency Response: Management intends to use SWIF's investment manager to monitor and control investments in
equities for compliance with the restrictions of Act 41 of 2005. SWIF's Board of Directors recognizes the need to be in
compliance with Act 41 of 2005. After consultation with the investment consultant, the Board will realign the
investment portfolio in amanner that ensures that SWIF does not incur a material loss of investment income.

Auditors Conclusion: Based on the agency response, the finding and recommendation remain as previously stated.
We will review any corrective action in the subsequent audit.

The corrective action plan for thisfinding, if any, has not been reviewed by the auditors. See Corrective Action
Planslocated elsewherein this Report.
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Finding 07 — 2:
Office of the Budget — L abor, Education and Community Services Comptroller Office

Internal Control Weakness Over Financial Reporting in the Unemployment Compensation Fund (A Similar
Condition Was Noted in Prior Year Finding #06-3)

Condition: For the third year in a row, the Commonwealth’s Basic Financial Statements (BFS) contained significant
misstatements in the Unemployment Compensation (UC) Fund that required adjusting entries by the auditors. One audit
adjustment was necessary to offset the effect of a misclassification that caused both the Due from Other Governments,
and the Due from Political Subdivisions accounts to be misreported by $7 million. Another proposed audit adjustment
in the amount of $5.1 million related to an accrual for a statutory transfer from the Special Administration Fund (021) in
accordance with State Law (Act 5 of 2005).

In addition, during the current year under audit, we noted that interest and penalties due on accounts receivable balances
at fiscal year-end were not being properly estimated and included in the receivable. These were the accrued interest and
penalties affecting the unemployment assessments receivable calculation (i.e. past due employer assessment accounts
under Fund 063), which were estimated to be about $5.9 million.

Criteria: Strong internal controls should ensure that account balances and adjustments are reported accurately in the
BFS and are appropriately reviewed and approved by management.

Cause: LECS Comptroller internal review proceduresin its UC GAAP template preparation process were not thorough
enough to detect and correct the errors noted above by the auditors. Regarding the interest and penalty amounts on the
past due employer assessment accounts, L& and LECS personnel indicated that these amounts could not be calculated
due to limitations within the current accounting system.

Effect: UC Fund account balances in the government-wide and fund financial statements were misstated and required
auditor adjustment. In addition, the noted weakness in internal review procedures and accounting systems could
continue to result in additional misstatements in the future.

Recommendation: L& and LECS Comptroller should evaluate the methodologies and internal review procedures for
preparing the UC Fund GAAP template and ensure accruals are accurate. With respect to the interest and penalty
amounts on past due employer assessment accounts, L& personnel should consider this in conjunction with their on-
going computer upgrade known as the Unemployment Compensation Modernization System (UCMS) and make any
computer system upgrades as necessary.

Agency Response: The LECS Comptroller Office has reviewed its internal procedures for template preparation and
made notes for the misclassification and statutory transfer adjustments to facilitate correct reporting in the future.

With regard to the interest and penalty amounts, LECS agrees and is in contact with the Unemployment Compensation
Modernization System (UCMS) team to ensure that the new system will have the capability to calculate. Until the new
systemisin production, we will estimate the amount.

Auditors’ Conclusion: Based on the agency response, the finding and recommendation remain as previously stated.
Wewill review any corrective action in the subsequent audit.

The corrective action plan for this finding, if any, has not been reviewed by the auditors. See Corrective Action
Plans located elsewherein this Report.
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Finding 07— 3:
Office of the Budget — Public Health and Human Services Comptroller Office

Inaccur ate Financial Reporting of DPW Other Reservesin the Fund Financial Statements

Condition: The auditors found that the PHHS Comptroller Office failed to appropriately report $217 million of
Medical Assistance reserves in the General Fund balance sheet. Based on fiscal activity of the Intergovernmental
Transfer (IGT) Agreement between DPW and the County Commissioners Association of Pennsylvania, DPW receives
federal matching Medical Assistance funds. These state and federal funds are required to be used by the Commonwealth
solely for Medical Assistance purposes. We found that these funds were inaccurately reported on the balance sheet as
unreserved/undesignated, which asserts that the funds are available for general appropriation in the subsequent fiscal
year. An auditor adjustment was necessary to correct the balance sheet.

Criteria: Funds that are legaly restricted by parties outside of the Commonwealth are required by GAAP to be
reported as a reservation of fund balance.

Cause: This error was caused in part by the Commonwealth using a current state appropriation, rather than arestricted
revenue ledger account, to account for the fiscal activity. The Commonwealth’s accounting system is configured to
report the available balance in a restricted revenue account as a reservation on the balance sheet. The improper balance
sheet reporting occurred because the funds were accounted for in a current state appropriation, and the financial
statement preparers in PHHS did not consider the need to post a GAAP adjustment to reserve the funds. We consider
thisto be an internal control weakness over financial reporting.

Effect: The General Fund equity section of the balance sheet was misstated. Unreserved/Undesignated was overstated
by $217 million and Other Reserves was understated by $217 million. As a result, the auditors proposed a correcting
entry to ensure the funding is properly reported on the balance sheet. Errors will continue to occur in the future if the
internal control weakness is not corrected.

Recommendation: We recommend that the Commonwealth consider using a restricted revenue ledger to account for
the IGT funding. We also recommend that the Commonwealth detail review fund balance accounts more thoroughly to
ensure reserves in the accounts are properly reported on the balance sheet.

Agency Response: We agree with the change in accounting treatment of IGT funds from reporting as
unreserved/undesignated to reporting the June 30, 2007 balance of $217 million as a funds reservation on the
Commonwealth’s year end financial statement balance sheet. We will continue application of this accounting treatment
through the final year of IGT activity. The IGT funding stream expires after the Commonwealth’s 2008-09 fiscal year.

It should be noted that the “Condition” section of this finding inappropriately implies that IGT funds are available for
appropriation in the subsequent fiscal year under the accounting treatment we have applied. The PHHS accounting staff
made a year end state-basis adjustment to transfer the fiscal year 2006-07 IGT balance out of the state long term care
appropriation and record the funds in a special revenue code within the revenue-collected-in-advance balance sheet
account. This ledger account is not associated with a current state appropriation. The $217 million IGT balance
residing in the revenue-collected-in-advance account represents the cumulative remaining IGT fund balance. The effect
of this adjustment removes the possibility of IGT funds being available for genera appropriation in the subsequent fiscal
year. The adjustment described above has been done consistently in this manner since execution of the initial IGT
agreement in 1992,

Finally, we evaluated the feasibility of using a restricted revenue ledger to account for IGT funding as recommended in
this finding. Because IGT funding is expiring after fiscal year 2008-09, we believe afiscal year end GAAP accounting
adjustment designating the IGT reserve is the most efficient methodology of implementing the recommendation for the
remaining IGT years. PHHS will incorporate this adjustment as a step in their GAAP preparation process.
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Finding 07 — 3: (continued)

Auditors' Conclusion: The auditor adjustment to re-post these funds from unreserved/undesignated to other reserves
was proposed because we agree that IGT funds are not available for appropriation in the subsequent year, so the
condition does not assert or imply that the funds are available for such appropriation. Based on the agency response, the
finding and recommendation remain as previoudy stated. We will review any corrective action in the subsequent audit.

The corrective action plan for this finding, if any, has not been reviewed by the auditors. See Corrective Action
Planslocated elsewherein this Report.
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Finding 07 — 4:

Office of the Budget — Bureau of Financial M anagement
Department of Transportation Comptroller Office
Pennsylvania Department of Transportation

Lack of Procedures to Monitor, Assess, and Report the Impact of Highway and Bridge Infrastructure
Replacement Activity in the BFS

Condition: The GASB Statement No. 34 Implementation Guide, “ Guide to Implementation of GASB Statement 34 on
Basic Financia Statements — and Management’s Discussion and Analysis — for State and Local Governments’ requires
removed and replaced highway and bridge infrastructure assets to be subtracted from infrastructure balances in the BFS.
We noted during our audit period that there were no established agency-wide procedures at PADOT to properly monitor
highway and bridge replacement activity and its impact on infrastructure amountsin the BFS.

Criteria: The GASB Statement No. 34 Implementation Guide, “Guide to Implementation of GASB Statement 34 on
Basic Financial Statements —and Management’ s Discussion and Analysis—for State and Local Governments” (Question
41) requires capitalization of projects that extend the useful life and serviceability of a capital asset such as
infrastructure. In these cases, the cost of a replaced highway or bridge asset and its associated depreciation should be
removed from the infrastructure balancesin the BFS.

Cause: GASB Statement No. 34 required the retroactive capitalization of infrastructure assets back to 1980. In year
one of the Commonwealth’'s GASB 34 implementation (SFY E June 30, 2002), PADOT Comptroller Office and BFM
made the determination that given the replacement cycle of highways and bridges in Pennsylvania, the impact of
replacements would be insignificant to the BFS and decided not to implement procedures to review infrastructure assets
that were removed and replaced. We consider this lack of procedures an internal control weakness over financial

reporting.

Effect: Highway and bridge infrastructure balances and accumulated depreciation will be misstated in the future if
monitoring procedures to assess and report the impact of replacements are not implemented.

Recommendation: We recommend that a system to monitor and assess the impact of highway and bridge replacement
activity be developed and implemented by BFM and PADOT to ensure the proper reporting of infrastructure assets in
the BFS.

Agency Response: We dispute what GASB Statement No. 34 itself requires. In the established GAAP hierarchy, the
GASB 34 Implementation Guide (along with all other such Guides) is Level 4, which is three levels lower than Level 1,
where GASB Statement No. 34 itself resides. We urge that the finding be eliminated based on the low level of the
Implementation Guide within the established GAAP hierarchy.

Further, Question 41, within this Implementation Guide, asks a capitalization question, not a retirement question. In its
answer, GASB staff gives guidance about which costs ought to be capitalized and depreciated. Only the last sentence of
the answer mentions ‘removed.” In the context of both the question and the answer, PADOT has stated that, beginning
in 2000, the incidence of removing or replacing reported (post-June 30, 1980) highway or bridge infrastructure, asin the
originating question, is rare. And, the Commonwealth’s longstanding methodology used for capitalization purposes
provides that capitalization of additions to existing assets occurs only when the ‘service utility’ of an asset is increased.
Under that convention resurfacing of highways is not capitalizable. ‘Removal’ of original construction costs should
only occur when reported assets are destroyed to make way for a replacement. Again, PADOT indicates that such
occurrences are very rare. So, the risk of overstating reported highway or bridge infrastructure balances in the basic
financial statementsisvery low.
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Finding 07 —4: (continued)

Auditors’ Conclusion: We do not agree with management on this issue because PADOT has no established procedures
and has provided no documentation to reasonably support the claim that removal or replacement activity cannot become
significant to BFS reporting in the future. We also conclude that the Implementation Guide is very clear on this
reporting issue and is applicable to the BFS under audit regardless of its level in the established GAAP hierarchy.
Therefore, our finding and recommendation remain as previously stated.

The corrective action plan for this finding, if any, has not been reviewed by the auditors. See Corrective Action
Plans located elsewherein this Report.
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Finding 07 —5:

Department of Transportation
Internal Control Deficiency Over Lottery Fund Transportation Programs

Condition: The Department of Transportation is not performing on-site monitoring of ridership data and supporting
records at the two largest transit authority participants of the Lottery Fund's Free Transit and Shared Ride programs.

The two largest transit authorities are the Southeastern Pennsylvania Transit Authority (SEPTA) and Port Authority of
Allegheny County (PAAC). SEPTA and PAAC were awarded $50.4 million and 10.2 million, respectively, out of total
Free Transit program awards of $69.2 million for FYE June 30, 2007. SEPTA and PAAC were awarded $15.7 million
and $12.0 million, respectively, out of total Shared Ride program awards of $66.9 million for FY E June 30, 2007. On a
monthly basis, transit authorities are required to submit detailed ridership data for each program to the Department of
Transportation. Ridership data is used to determine the amounts of funding due from the Lottery Fund to the transit
authorities.

Criteria: Effective internal controls are necessary to ensure the Department of Transportation is correctly calculating
the amount of eligible funding to each transit authority. These controls should include a proper verification process of
ridership data submitted by the authorities.

Cause: According to Department management, ridership data at SEPTA and PAAC was not reviewed because the
manager of the Free Transit program was new and he focused his efforts on the smaller transit authorities. Also, the
manager of the Shared Ride program had no staff and that manager's focus was on another Department of
Transportation program.

Additionally, there were staff vacancies which were not filled until after our audit period in July, 2007. Most of the
existing staff’s focus was to support the Transportation Funding and Reform Commission and to review and re-engineer
existing Department of Transportation grant management.

Effect: Without proper verification of ridership data at the largest transit authorities, Lottery Transportation funding to
these authorities could be materially incorrect.

Recommendation: The auditors recommend that the Department of Transportation review and enhance their internal
control procedures to confirm ridership data submitted by the transit authorities via proper on-site monitoring.

Agency Response: PADOT agrees that periodic on-site monitoring is critical to ensuring fiscal reliability and program
compliance and will enhance its effortsin thisarea. PADOT has initiated activities to re-engineer Public Transportation
grant administration processes and organizational structure to enhance both technical assistance to grantees and the
number of field reviews of grantee operations and administrative procedures. However, there are existing procedures
both for the Shared-Ride Program and the Free Transit Program to verify the information used to calculate grants.

For the Shared-Ride Program, recordkeeping and reporting requirements with regard to individua trips are the
responsihility of the transit systems and those detailed records are maintained at the transit system offices. The annual
application process requires participating transit systems to describe, document and provide examples of their audit trails
which must trace trips from reservation, to scheduling, to provision of the trip and to billing. Review of each system’s
audit trail and consistency with the application are standard elements of Shared-Ride Program field reviews. In addition,
when Comptroller’s Office auditors conduct an audit of a transit system participating in the Shared-Ride Program, we
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Finding 07 —5: (continued)

understand that they review and reconcile shared-ride trips with billings. There have been few cases of inaccurate
billings of any consequence. When inaccuracies have been identified through field reviews, the Bureau of Public
Transportation requests that the Comptroller Office conduct an audit. The Bureau then uses that documentation to
reconcile payments.

With regard to the Free Transit Program, again detailed records are maintained at the offices of participating transit
systems. The annual application requires each transit system to document the methods they use to collect and tabulate
the number of senior citizen free trips reported monthly for the grant calculation. The field review of a Free Transit
participating provider includes the review of their records on the number of free trips recorded for senior citizens to
ensure consistency with the methods described in the application and consistency with information reported to the Free
Transit Program.

Last year, the auditors recommended that PADOT take stronger measures, including on-site monitoring visits, to ensure
that the number of riders reported by vendors and the amount of the fares being invoiced to the Commonwealth by the
transportation vendors were accurate. Since that time, the Bureau increased the level of activities associated with
oversight of the Free Transit and Shared-Ride Programs. Free Transit field reviews were conducted at Mt. Carmel,
Chester County TMA, Monroe County Transportation Authority, Schuylkill County Transportation, and Hilltop Bus in
Monessen, PA. Shared-Ride field reviews included Cumberland County, Adams County, Schuylkill County
Transportation, and Berks Area Reading Transportation Authority. In addition, we have hired three Mass Transit
Trainees who will participate in field review activities at the appropriate phase in their training schedule, enabling us to
conduct additional on-site reviews.

This year’'s finding points out that we have not conducted on-site monitoring of our two largest agencies, Southeastern
Pennsylvania Transit Authority (SEPTA) and Port Authority of Allegheny County (PAAC). The Bureau recognizes the
critical need to monitor ridership and reimbursement requests from grantees in the Shared-Ride and Free Transit
Programs, particularly SEPTA and PAAC. We appreciate the finding as it supports our initiatives. To this end, the
PADOT isin the process of seeking outside, independent assistance to conduct site visits which include procedures to
confirm the accuracy of submitted ridership data. Our goal is to conduct site visits at SEPTA and PAAC by the end of
calendar year 2008.

Auditors Conclusion: Based on the agency response, the finding and recommendation remain as previously stated.
We will review any corrective action in the subsequent audit.

The corrective action plan for this finding, if any, has not been reviewed by the auditors. See Corrective Action
Planslocated elsewherein this Report.
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Finding 07 —6:

Office of the Budget — Transportation Comptroller Office
— Central Services Comptroller Office

Internal Control Weaknesses Over Financial Reporting for the Lottery Fund (A Similar Condition Was Noted in
Prior Year Finding #06-1)

Condition: For the tenth year in a row, the Central Services Comptroller Office prepared the Lottery Fund’'s GAAP
template with misstatements as a result of accounting errors made during the GAAP template preparation process.
Collectively, the errors had the following impact on financial statement accounts:

Liabilities— understated by $12.6 million
Revenue — overstated by $12.6 million

Accounts Receivable — understated by $4.8 million
Expenditures — overstated by $4.8 million

Criteria:  Strong internal controls should ensure that accounting transactions are reported accurately and are
appropriately reviewed and approved by management.

Cause: The above-noted Lottery Fund misstatements were caused by oversights and errors in the preparation and
review of the GAAP template for the Lottery Fund by the Central Services and PADOT Comptroller Offices.

Effect: Accountsin the government-wide and fund financial statements were misstated and required auditor adjustment.
The noted weaknesses in internal review procedures could result in additional misstatements in the future.

Recommendation: The Central Service Comptroller Office, in conjunction with PADOT’s Comptroller Office, should
review and evaluate procedures for the Lottery Fund GAAP template preparation to ensure amounts in the financial
statements are correct.

Agency Response: We agree that Central Services Comptroller Office should work directly with PADOT’s
Comptroller Office to obtain information relative to PADOT’s activity within the Lottery Fund. Although Central
Services did contact agency staff directly for information, accurate information was not provided. We believe that
working directly with PADOT Comptroller staff will strengthen procedures for the Lottery Fund GAAP template
preparation and ensure that the proper data will be provided for financial reporting purposes.

Auditors Conclusion: Based on the agency response, the finding and recommendation remain as previously stated.
Wewill review any corrective action in the subsequent audit.

The corrective action plan for this finding, if any, has not been reviewed by the auditors. See Corrective Action
Plans located elsewherein this Report.
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Finding 07 —-7:
Office of the Budget — Bureau of Financial M anagement

Internal Control Weakness Over GAAP Entriesto Account for Payroll Benefit Transfers

Condition: We found that BFM had a weakness in internal controls to ensure GAAP entries for state paid payroll
benefit transfers for Group Life Insurance, SWIF, Annuitant Medical Hospitalization, Regular Employees Medical
Hospitalization, State Police Medical Hospitalization and Retired State Police Medical Hospitalization were reported
accurately in the BFS. BFM failed to properly account for $148.7 million of these payroll benefits posted as internal
activity within the SAP Accounting System. As a result, General Fund revenues were overstated by $148.7 million,
expenditures were overstated by $113.2 million and accounts payable were understated by $35.5 million.

Criteria:  Strong internal controls should ensure that accounting transactions are reported accurately and are
appropriately reviewed and approved by management.

Cause: BFM made GAAP adjusting entries to account for the state paid payroll benefit expenses, but failed to include
the amounts identified above in the adjustments.

Effect: The BFS contained accounts that were misstated in the General Fund and an auditor adjustment was needed to
correct the accounts.

Recommendation: We recommend BFM review and implement stronger internal controls to ensure all payroll
accounts in the BFS are correctly stated.

Agency Response: This was the result of a BFM and Auditor agreed-upon change to the reporting of the revenue and
expenditures in the payroll benefit transfer (restricted receipt) f