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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and Inspector General of the Corporation for National and Community
Service

We have audited the accompanying consolidated statements of financial position of the
Corporation for National and Community Service (the Corporation) as of September 30, 2011
and 2010, and the related consolidated statements of operations and changes in net position, the
consolidated statements of cash flows, and the combined statements of budgetary resources
(SBR) (hereinafter referred to as the “financial statements”) for the years then ended. These
financial statements are the responsibility of the Corporation’s management. Our responsibility
is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America; standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and Office of Management
and Budget (OMB) Bulletin No. 07-04, Audit Requirements for Federal Financial Statements, as
amended. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

A 2004 Executive Order, entitled “National and Community Service Programs” (E.O. 13331),
requires a statement of assurance in the Corporation’s Management Representation Letter by the
Chief Executive Officer and Chief Financial Officer, that its financial statements, including the
SBR, are accurate and reliable. The Corporation has interpreted this requirement to include
presenting the SBR as a principal financial statement. The Corporation’s SBR is prepared in
accordance with accounting principles generally accepted in the United States of America.

As discussed in the Independent Auditor’s Report on Internal Control and Note 18,
Restatements, to the fiscal year (FY) 2011 financial statements, the Corporation restated its FY
2010 financial statements to correct errors identified during the FY 2011 financial statement
audit related to an overstatement of its accrued grant expense and the effect of the overstatement
on the ending balances reported for advances, grants payable, and other related accounts.
Accordingly, our November 15, 2010 audit report on the FY 2010 consolidated statement of
financial position, the consolidated statement of operations and changes in net position, and the
consolidated statement of cash flows, is replaced by the report on the restated financial
statements, as presented herein.



In our opinion, the financial statements referred to above, including the accompanying notes,
present fairly, in all material respects, the financial position of the Corporation as of September
30, 2011 and 2010, and its net cost of operations, changes in net position, cash flows, and
changes in budgetary resources for the years then ended, in conformity with accounting
principles generally accepted in the United States of America.

Our audits were conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The accompanying “Management’s Discussion and Analysis” and
“Other Accompanying Information™ are not required parts of the basic financial statements.
Rather, they are considered supplementary information required by OMB Circular A-136,
Financial Reporting Requirements. This supplementary information is the responsibility of the
Corporation’s management. We have applied certain limited procedures, which consisted
principally of inquiries of management regarding the methods of measurement and presentation
of the supplementary information and comparing this information for consistency with the
financial statements; however, such information was not subjected to the procedures applied in
our audits of the basic financial statements. Accordingly, we do not express an opinion on this
information.

In accordance with Government Auditing Standards and OMB Bulletin No. 07-04, as amended,
we have also issued reports, dated November 15, 2011, on our consideration of the Corporation’s
internal control over financial reporting and compliance, and on our tests of the Corporation’s
compliance with certain provisions of laws, regulations, and other matters for the year ended
September 30, 2011. The purpose of those reports is to describe the scope of our testing of
internal control over financial reporting and compliance as well as the results of that testing, and
not to provide an opinion on the internal control over financial reporting or on compliance and
other matters. Those reports are an integral part of an audit performed in accordance with
Government Auditing Standards and OMB Bulletin No. 07-04, as amended, and should be
considered in assessing the results of our audits.

Alexandria, Virginia
November 15, 2011
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REPORT ON INTERNAL CONTROL

To the Board of Directors and Inspector General of the Corporation for National and Community
Service

We have audited the consolidated financial statements of the Corporation for National and
Community Service (the Corporation) as of and for the year ended September 30, 2011, and have
issued our report dated November 15, 2011. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America; the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States; and Office of Management and Budget (OMB) Bulletin No. 07-04,
Audit Requirements for Federal Financial Statements, as amended. The management of the
Corporation is responsible for establishing, maintaining, and assessing internal control to provide
reasonable assurance that the broad control objectives of the Federal Managers’ Financial
Integrity Act of 1982 (FMFIA) are met.

In planning and performing our work, we considered the Corporation’s internal control over
financial reporting and compliance by obtaining an understanding of the design effectiveness of
the Corporation’s internal control, determining whether controls had been placed in operation,
assessing control risk, and performing tests of the Corporation’s controls as a basis for designing
our auditing procedures for the purpose of expressing our opinion on the financial statements and
not to provide an opinion on the internal controls. Accordingly, we do not express an opinion on
the effectiveness of the Corporation’s internal control over financial reporting and compliance or
on management’s assertion on internal control included in Management’s Discussion and
Analysis.

We limited our internal control testing to those controls necessary to achieve the OMB Bulletin
No. 07-04, as amended, control objectives that provide reasonable, but not absolute assurance,
that: (1) transactions are properly recorded, processed, and summarized to permit the preparation
of the financial statements in accordance with accounting principles generally accepted in the
United States of America (GAAP), and assets are safeguarded against loss from unauthorized
acquisition, use, or disposition; and (2) transactions are executed in compliance with laws
governing the use of budget authority, Government-wide policies and laws identified in
Appendix E of OMB Bulletin No. 07-04, as amended, and other laws and regulations that could
have a direct and material effect on the financial statements. We did not test all internal controls
relevant to operating objectives, as broadly defined by the FMFIA, such as those controls
relevant to ensuring efficient operations.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraphs and was not designed to identify all deficiencies in internal
control that might be significant deficiencies or material weaknesses; therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been



identified. However, as discussed below, we identified one deficiency in internal control that we
consider to be a material weakness.

A deficiency in internal control 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 and correct misstatements on a timely basis. A material weakness is a
deficiency, or combination of deficiencies, in internal control, such that there is a reasonable
possibility that a material misstatement of the entity’s financial statements will not be prevented
or detected and corrected on a timely basis.

We consider the following deficiency in the Corporation’s internal control to be a material
weakness.

Material Weakness
Grant Accrual Estimate

The Corporation did not have adequate internal controls in place to ensure that the grant accrual
was reasonably estimated. The Corporation uses the Department of Health and Human Services’
(HHS) Payment Management System to provide grant funds to grantees under a contractual
arrangement. The Corporation receives the actual quarter’s advances on the HHS Grant Accrual
Spreadsheet Report and uses this amount to record accrued grant expenses at the end of each
quarter. In fiscal year (FY) 2011, a mathematical error was identified in the HHS Grant Accrual
Spreadsheet Reports that affected the December 2009 through March 2011 balances, which were
used to estimate the grant accrual amount. The error originated at HHS and was subsequently
transmitted to the Corporation in the HHS Grant Accrual Spreadsheet Reports.

The Corporation’s management review procedures did not identify this error prior to the issuance
of the FY 2010 financial statements. As a result of the error, Total Expenses were overstated by
$177.7 million and Net Position was understated by $177.7 million; and Grants Payable and
Advances to Others were overstated and understated by $127.2 million and $50.5 million,
respectively, in the Corporation’s FY 2010 financial statements.

Note 18, Restatements, to the FY 2011 financial statements discloses the full effect of the
restatement on the Corporation’s FY 2010 consolidated statement of financial position,
consolidated statement of operations and changes in net position, and consolidated statement of
cash flows.

During the audit, we noted other matters involving internal control and its operations over
financial reporting, which will be reported to the Corporation’s management in a separate letter.



STATUS OF PRIOR YEAR FINDINGS

We noted issues related to the Corporation’s internal control over financial reporting, which we
included in the Report on Internal Control included in the audit report on the Corporation’s FY
2010 financial statements'. The table below summarizes the current year status of these issues.

Prior Year Significant Internal Control Deficiencies

Information Technology Significant Deficiency Management Letter
Fund Balance with Treasury Significant Deficiency Closed
% % % % % % % % %

This report is intended solely for the information and use of the Corporation’s management,
those charged with governance and others within the Corporation, the Corporation’s Office of
Inspector General, the Government Accountability Office, OMB, the U.S. Department of the
Treasury, and Congress, and is not intended to be and should not be used by anyone other than
these specified parties.

Alexandria, Virginia
November 15, 2011

! Independent Auditor’s Report on Internal Control, November 2010



1701 Duke Street, Suite 500, Alexandria, VA 22314
PH: 703.931.5600, FX: 703.931.3655, www.kearneyco.com

REPORT ON COMPLIANCE AND OTHER MATTERS

To the Board of Directors and Inspector General of the Corporation for National and Community
Service

We have audited the consolidated financial statements of the Corporation for National and
Community Service (the Corporation) as of and for the year ended September 30, 2011, and
have issued our report dated November 15, 2011. We conducted our audit in accordance with
auditing standards generally accepted in the United States of America; the standards applicable
to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States; and Office of Management and Budget (OMB) Bulletin No. 07-
04, Audit Requirements for Federal Financial Statements, as amended. The management of the
Corporation is responsible for compliance with laws and regulations.

As part of obtaining reasonable assurance about whether the Corporation’s financial
statements are free of material misstatement, we performed tests of the Corporation’s
compliance with certain provisions of laws and regulations, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts, and
certain other laws and regulations specified in OMB Bulletin No. 07-04, as amended. We
limited our tests of compliance to these provisions; and we did not test compliance with all
laws and regulations applicable to the Corporation. 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 of compliance described in the preceding paragraph disclosed no
instances of noncompliance or other matters that are required to be reported under
Government Auditing Standards and OMB Bulletin No. 07-04, as amended.

% % % % % % % % %

This report is intended solely for the information and use of the Corporation’s management,
those charged with governance and others within the Corporation, the Corporation’s Office of
Inspector General, the Government Accountability Office, OMB, the U.S. Department of the
Treasury, and Congress, and is not intended to be and should not be used by anyone other than
these specified parties.

Alexandria, Virginia
November 15, 2011
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