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Dr. A. Dennis McBride, State Health Director

N.C. Department of Health and Human Services
Mr. George T. Walston, Chairman
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Members of the North Carolina General Assembly

Ladies and Gentlemen:

Pursuant to General Statute §147-64.6(c)(16), we have completed our special review into
allegations concerning the Drug and Aids Prevention Among African-Americans, Inc.  The
results of our review, along with recommendations for corrective actions, are contained in
this report.

General Statute §147-64.6(c)(12) requires the State Auditor to provide the Governor, the
Attorney General, and other appropriate officials with written notice of apparent instances
of violations of penal statutes or apparent instances of malfeasance, misfeasance, or
nonfeasance by an officer or employee.  In accordance with that mandate, and our standard
operating practice, we are providing copies of this special review to the Governor, the
Attorney General, and other appropriate officials, including the North Carolina State Board
of Certified Public Accountant Examiners.

Respectfully submitted,

Ralph Campbell, Jr., CFE
State Auditor
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OVERVIEW

Drug and Aids Prevention Among African-Americans, Inc. (DAPAA), founded in

May 1992, is a grassroots, community-based, HIV/AIDS risk-reduction education and

service organization located in Johnston County, N.C.

The agency’s mission is to promote the health and well being of Johnston County citizens

by educating and empowering ethnic minorities, especially the injecting drug users, their

sex and needle sharing partners, and minority women of childbearing years.  DAPAA

works in collaboration with other entities in attempts to prevent the spread of HIV, other

sexually transmitted disease infections, drug addiction, and Tuberculosis (TB).  To

accomplish its mission, DAPAA encompasses both risk reduction education and prevention

programs in the following areas:

• Community street outreach and prevention education and awareness

• Case management to injecting drug users by addressing both risk behaviors and
practices

• Adult Day Care services

• Supervised supportive housing and case management for persons infected with HIV
or who have AIDS

• Substance abuse treatment and referral

• Pre- and post-test counseling, screening, testing, and follow-up for HIV, other
sexually transmitted diseases, and TB.
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OVERVIEW (CONTINUED)

DAPAA’s programs were funded primarily by state grants from federal money awarded to

the State.  The Department of Environment and Natural Resources, through two of its

divisions, (Health Promotion and Epidemiology) managed the awarding of grants to

DAPAA.  The AIDS Care Branch of the Division of Health Promotion supervised the

award process for the following grants:

Amount
Awarded Project Time Period

$ 70,000 HIV/AIDS Adult Daycare 01/01/94-06/30/95

70,000 PREV/African-American/HOPWA III 04/01/95-03/31/96

75,000 HIV/AIDS Adult Daycare 01/01/96-12/31/96

10,000 Ryan White HIV Care 11/01/95-03/31/96

92,556 HIV/STD Counseling 07/01/96-06/30/97

75,000 HIV/AIDS Adult Daycare 01/01/97-12/31/97

$ 392,556

The HIV/STD Control Branch of the Division of Epidemiology supervised the award

process for the remaining grants:

Amount
Awarded Project Time Period

$ 52,550 AIDS Community-Based Project-Risk
Reduction

07/01/93-06/30/94

110,829 AIDS community Based Project-Risk
Reduction

07/01/94-06/30/95

186,300 HIV Testing/Counseling 12/01/95-12/31/97

112,056 HIV/STD Counseling 07/01/95-06/30/96

135,000 Alternate Test Site 07/01/97-12/31/98

87,556 HIV/STD Education Risk Reduction 07/01/97-06/30/98

$ 684,291
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OVERVIEW (CONTINUED)

The State contracted with and awarded DAPAA $1,076,847 in federal funds.  However,

DAPAA actually received only $977,143 of the awarded amount.

Additionally, the HIV/STD Control Branch awarded the following grant to the North

Carolina Minority Aids and Health Advisory Coalition (Coalition):

Amount
Awarded Project Time Period

$ 109,804 HIV Community Planning 01/01/96-12/31/96

The Coalition is an organization comprised of minority operated HIV/AIDS/STD

community-based prevention/risk reduction organizations.  DAPAA, as the lead agency of

the Coalition, received and distributed the Coalition’s grant funds.  Although the State

awarded the Coalition one grant of $109,804, the Coalition actually received $109,000.

DAPAA also received funding from the Eastern North Carolina HIV/AIDS Consortium

(ENCHAC).  ENCHAC, a health care consortium, receives funding through the Ryan

White Comprehensive AIDS Resources Emergency Act (Ryan White) and Housing

Opportunities for Persons with AIDS (HOPWA).  Both of these are federally funded

programs; Ryan White funds originate from the US Department of Health and Human

Services, while HOPWA funds originate from Housing and Urban Development.

ENCHAC coordinates medical and support services to people with HIV/AIDS and their

families for the nine county areas of Beaufort, Craven, Greene, Johnston, Lenoir, Pamlico,
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OVERVIEW (CONCLUDED)

Pitt, Wake, and Wayne.  Each of the nine counties has a task force, which coordinates the

amount of funds that flow into the county for the support of HIV positive persons and

their family members.  Each task force selects a coordinating agency for the county.

According to ENCHAC, Johnston County’s task force chose DAPAA during 1993-94 as

its coordinating agency.

Auditor’s Note:  In October 1997, the AIDS Care Branch and the HIV/STD Control Branch
merged to form the HIV/STD Prevention and Care.  Effective January 1, 1998, the Division
of Health Promotion and the Division of Epidemiology were transferred to the Department of
Health and Human Services as part of the reorganization of the Department of Environment,
Health and Natural Resources (renamed the Department of Health and Human Services).
Effective February 28, 1998, the Department of Health and Human Services (DHHS)
canceled its contracts with DAPAA.  In its official notification of cancellation, DHHS cited
the following two situations:  DAPAA’s failure to provide supporting documentation for its
expenditures, thereby preventing DHHS from verifying that funds were spent in accordance
with funding guidelines; and DAPAA’s inadequate accounting system.

Additionally, in a letter dated March 11, 1998, ENCHAC notified DAPAA that its contract
had also been suspended.  ENCHAC suspended the contract following notification of
DHHS’s cancellation.
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INTRODUCTION

We received the following anonymous allegations through the State Auditor’s Hotline

concerning the Drug and Aids Prevention Among African-Americans, Inc. (DAPAA):

A conflict of interest exists between DAPAA and an employee of the

Department of Environment and Natural Resources (DENR), Division of

Epidemiology.  Subsequent to beginning our investigation, we received an

additional anonymous complaint concerning the possible misuse of state funds

by DAPAA.  Specifically, we were told that there were questionable

expenditures by the Executive Director of DAPAA.

We used the following procedures to conduct our special review:

1. Examination of DAPAA records.

2. Examination of the HIV/STD Control records.

3. Examination of AIDS Care Branch records.

4. Interviews with employees of DAPAA.

5. Interviews with employees of the Department of Environment and Natural
Resources.

6. Interviews with employees of the Department of Health and Human
Services.

7. Interviews with other individuals external to any of the above organizations.
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INTRODUCTION (CONCLUDED)

This report presents the results of our Special Review.  This review was conducted

pursuant to G.S. §147-64.b(c)(16), rather than as a financial audit.  DAPAA is required to

contract with a private accounting firm to perform an annual financial audit.
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FINDINGS AND RECOMMENDATIONS

1. DAPAA’S FINANCIAL RECORDS WERE VERY UNORGANIZED AND
INCOMPLETE.

At the initial stages of our investigation, we requested access to all financial documents of

the organization.  The Executive Director told us that some documents were in the

possession of a local bookkeeper, other documents were with a Certified Public

Accountant based in Fayetteville, and the remaining documents were on-site at the

DAPAA office.  To further compound the situation, the Executive Director did not appear

to know which documents were with whom.

We requested that the Executive Director consolidate all documents into one location for

our review.  We began reviewing these documents and found weak internal controls and a

general lack of fiscal accountability within DAPAA.   The Executive Director was the sole

individual responsible for opening the mail, making deposits, and signing checks.  There

were no timesheets available to account for the employees’ workdays.  Though many travel

advances were issued, there were not any supporting records of travel expenses.  On the

advice of his bookkeeper, the Executive Director merged several bank accounts into one

account.  The use of one account created a situation where money from different funding

sources was deposited into one account.

Though these areas presented questionable practices to us, the multiple missing canceled

checks, bank statements, and invoices quickly drew our attention.  The missing canceled

checks and bank statements were spread over a three-year period, from 1995
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through 1997.  When asked about the missing documents, the Executive Director replied

that he had given us all he had.  In order to complete our review, we contacted the bank

where DAPAA has its accounts and requested copies of the missing canceled checks and

bank statements.  Three months after our request, the bank provided us 1,000 items for our

review.  The cost to the state to obtain copies of bank statements and checks that should

have been available from DAPAA was $3,143.

The missing documents and sloppy record keeping revealed an organization with many

internal control weaknesses.  However, DENR awarded $1,076,847 in grants to this same

organization.  We question whether this organization should have received all of this

funding since DENR was aware for at least a three-year period that DAPAA had not

adequately managed its expenditures.  The Executive Director stated that he did not have

anyone on staff with the expertise to handle DAPAA’s fiscal system.

RECOMMENDATION

DAPAA should employ qualified individuals.  DAPAA should perform

monthly reconciliations on all of its bank accounts and develop an

organized bookkeeping system.  DAPAA should maintain documentation

of all transactions - canceled checks, bank statements and invoices.

DAPAA should establish internal controls, including the Executive

Director periodically reviewing canceled checks and bank reconciliations.

Supporting documentation should be available prior to signing checks.  In

the future, DENR should carefully monitor grantees’ expenditures and
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ensure proper accounting procedures are in place.  Funding should be

withheld when grantees fail to properly manage funds entrusted to them.

2. THE EXECUTIVE DIRECTOR FAILED TO PROVIDE US COMPLETE
DOCUMENTATION TO JUSTIFY ALL EXPENDITURES.

As previously stated, we obtained copies of the missing canceled checks and bank

statements from the bank.  However, we were unable to obtain invoices, billing statements,

and receipts to support all expenditures for which checks were written.  Our review

revealed little documentation to account for DAPAA’s expenditures.  Of the canceled

checks provided by the Executive Director, most were attached to an in-house purchase

request form, not an invoice.  According to the Executive Director, DAPAA did not keep

invoices or receipts.  Due to this lack of documentation, we were unable to verify that all

funds were deposited or spent appropriately.  Additionally, the lack of record retention

exposed this organization to potential theft and embezzlement.  According to the Executive

Director, DAPAA routinely disbursed funds without reviewing bills for legitimacy and

accuracy.

RECOMMENDATION

DAPAA should verify that invoices and bills are legitimate expenses for

the operation of its organization.  DAPAA should retain all billing

documents along with other financial records.
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3. DAPAA LACKED OVERSIGHT FROM ITS BOARD OF DIRECTORS.

Although DAPAA had a Board of Directors, there was little evidence of the Board’s

participation in the operations of the organization.  The Board had very little contact with

the daily operations of DAPAA.  We asked for, but did not receive, board meeting

minutes.  We later determined that board minutes were not taken.  Thus, we do not know

when the Board met, how often, or if it met at all.  Also, during the course of our review,

the Board of Directors’ membership changed.  A new Chairman was elected to the Board.

However, our review revealed that, in the past, this newly elected chairman received an

$850 payment from DAPAA for rental of a house he owned.  During the writing of this

report, the Chairman and two other members resigned from the Board.

We found the Board did not exercise much, if any, control over the Executive Director and

his decisions concerning DAPAA.  In his letter of resignation to the Executive Director,

the Board Chairman stated, “I feel as though you do not take any advice and direction

seriously…All my efforts to assist were basically ignored.”  In light of this statement by the

former Board Chairman, we question if the Board had any authority over the organization.

The Executive Director signed all checks and approved most expenditures.  Although the

Executive Director stated that the Board authorized him to take certain actions, we did not

see any written documentation regarding these authorizations.
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RECOMMENDATION

Before providing any additional funding, DHHS should obtain assurances

that DAPAA has a Board of Directors which is exercising control over the

operation of the agency.

4. THE DIVISION OF EPIDEMIOLOGY DID NOT ADEQUATELY SUPERVISE
DAPAA.

We discovered that DAPAA lacked proper oversight from the Division of Epidemiology

(Division) in the use of state funds.  We did not see evidence of the Division monitoring

DAPAA’s expenditures.  Though the Division received expenditure reports from DAPAA,

there were weaknesses in the review process of these expenditure reports.

Our examination of DAPAA’s expenditure reports revealed three instances in which the

receipt of funds exceeded the reimbursement amounts requested on DAPAA’s expenditure

reports (See Table 1).  DAPAA received a total of $51,688 in excess of the amounts

requested on the expenditure reports.  We did not find evidence of attempts on the part of

the Division to collect this overdrawn amount.  Nor did we find that DAPAA attempted to

return the funds that were overdrawn.

Table 1

Grant Year
Expenditure

Reports
Amount
Awarded

HIV/AIDS Daycare 1993-94 $ 44,412 $ 70,000

HIV/AIDS Daycare 1996-97 51,490 59,290

HOPWA* 1995-96 51,700 70,000

$ 147,602 $ 199,290

*Housing Opportunities for People with AIDS.
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RECOMMENDATION

The Department should accurately monitor all contracts awarded to

ensure that funds disbursed match expenditure reports.  The Department

should obtain reports that support the previously mentioned drawn funds.

No agency should be allowed to receive funds for which they can not

support with accurate and complete expenditure reports.

5. ALTHOUGH DAPAA FAILED TO COMPLY WITH ITS CONTRACTUAL
AGREEMENT, THE DIVISION OF EPIDEMIOLOGY CONTINUED
AWARDING GRANTS TO DAPAA.

From July 1, 1993 through July 1, 1997, the North Carolina Department of Environment

and Natural Resources, Epidemiology Division (Division) awarded thirteen grants to

DAPAA.   According to the contractual agreements between DAPAA and the Division,

DAPAA was required to have its financial statements audited and to submit an audit report

to DENR’s Office of the Controller (Controller) within six months following the fiscal

year-end in which funds were received.  The audits were to be conducted in conformity

with Government Auditing Standards issued by the Comptroller General of the United

States.

During 1995 and 1996, DAPAA submitted audit reports on six occasions to DENR’s

Controller.  These reports were not prepared in accordance with the Government Auditing

Standards.  Each time the Controller wrote DAPAA, informing the Executive Director of

the non-compliance.  In a letter dated January 18, 1996, the Controller instructed DAPAA

to send its single audit report or future payments would be withheld, and in another letter
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dated March 7, 1996, the Controller wrote that “we must now withhold future payments”

since the audit reports were not submitted.  However, the Controller continued funding

DAPAA and the Epidemiology Division continued awarding grants to DAPAA.

According to the Epidemiology Division, grants continued to be awarded because the

Controller did not inform Epidemiology that satisfactory audit reports had not been

submitted by DAPAA.  According to Epidemiology personnel, it was either February or

March 1997 when the Division became aware that DAPAA had not submitted audit reports

for prior years.  The Controller continued corresponding with DAPAA during 1997,

requesting the audit reports.  Finally, in May 1997, DAPAA submitted audit reports for the

fiscal years 1993-94, 1994-95, and 1995-96.  However, since there were numerous

financial documents missing at the time of the audit, we question the accuracy of these

financial statements.  The records appeared to us to be unauditable.  In fact, one previously

hired Certified Public Accountant pulled out of the audit engagement with DAPAA due to

concerns over the lack of documentation.  Also, documentation obtained from the

Controller indicated that these reports contained irregularities, which had not been resolved

to DENR’s satisfaction at the writing of this report.

As stated before, the Division continued funding and awarding grants to DAPAA although

satisfactory audit reports had not been submitted for the prior years.  In total, since

July 1993, DENR paid grants totaling $977,143 to DAPAA.
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RECOMMENDATION

Prior to disbursing funds, the Epidemiology Division should ensure that

grantees have submitted all documentation, such as audit reports,

required from prior contractual agreements with the Division.  DHHS

should enforce contractual agreements with grantees, and the agency’s

Controller should cease funding to grantees who default on those

agreements.  In addition, this matter is being referred to the North

Carolina State Board of Certified Public Accountant Examiners for

review.

6. DAPAA RECEIVED AND RETAINED $21,889 IN EXCESS OF AN AMOUNT
AWARDED FOR A CONTRACT.

During the fiscal year 1996-97, the Division of Epidemiology (Division) contracted with

DAPAA to provide programs aimed at reducing the spread of HIV/AIDS among the

minority population.  Originally, the Division agreed to pay DAPAA an amount not to

exceed $87,556.  However, the Division amended the contract on January 2, 1997, by

increasing the amount to $92,556.  The contract stipulated that the Division, upon

execution of the contract, would pay DAPAA an advance equal to one-fourth of the

contracted amount ($21,889).  Subsequent payments would be issued following the receipt

of DAPAA’s expenditure reports.  According to Division personnel, DENR’s policy is to

reduce the amount of the last check issued by any advances previously paid to the grantee.

Based on information obtained from DENR, DAPAA received the following payments for

this contract:
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July 18, 1996 $ 21,889

August 27, 1996 23,495

December 31, 1996 22,539

February 5, 1997 5,000

February 26, 1997 10,387

April 15, 1997 31,135

$ 114,445

Although DAPAA received an advance of $21,889 on July 18, 1996, DENR failed to

reduce DAPAA’s final payment on April 15, 1997 by this amount.  No one at DAPAA

notified the Division of the overpayment.  According to Division personnel, the

overpayment was identified in August 1997.  Although the Division requested a refund of

the $21,889 overpayment from DAPAA’s Executive Director and Board of Directors,

DAPAA has not reimbursed the Division the money at the writing of this report.

RECOMMENDATION

In the future, the Division should ensure that all advances be subtracted

from the last check issued for a grant.  The Division should pursue further

action to obtain payments from DAPAA of the overdrawn amount.

7. THE DIVISION OF EPIDEMIOLOGY CAN NOT ACCOUNT FOR DAPAA’S
USE OF A FEDERAL GRANT AWARDED TO DAPAA.

In March 1996, the Division of Epidemiology (Division) received money from the Centers

for Disease Control to fund a social marketing campaign.  The money was a one time

funding initiative and the Division did not use a competitive system to disburse the funds.

The Division awarded the North Carolina Minority Aids and Health Advisory Coalition,

Inc. (Coalition) $109,804 of these funds to support a statewide community level
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intervention and social marketing strategy.  The Coalition actually received $109,000 of

this amount.  The Coalition is an organization comprised of minority operated

HIV/AIDS/STD community based prevention/risk reduction organizations.  DAPAA is the

lead agency for the organization.  Since the Coalition did not possess a 501(c)3 non-profit

status, DAPAA was designated by the Division to receive, administer, and distribute the

funds awarded to the Coalition.  Specifically, the contract stated DAPAA and the Coalition

would be responsible for identifying sole source, as well as individual agencies, to award

grants.  Also, according to the contract, the Division would provide close monitoring and

supervision.  However, no one from DAPAA nor the Division monitored the recipients’

expenditures of these funds.  Initially, the Division awarded $86,000 for project costs.  In

June of 1996, the contract was extended by an additional $23,804.  The Executive Director

told us that once he disbursed the funds, he did not verify that the funds were spent

appropriately.  Though the Division stated the funds would be monitored closely, in reality

the Division provided very little supervision.

We were able to account for the deposit of all but $4,100 of the $109,000 into an account

established for the Coalition.  Additionally, we reviewed checks and other documentation,

which accounted for the disbursement by the Coalition of only $63,326 to other

organizations.  According to the Executive Director, all of the funds were awarded but

there was no documentation to support his statement.
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RECOMMENDATION

The Division should verify that remaining funds were spent by the

Coalition in accordance with the grant.  The Division should monitor

future grants closely and verify funds are spent appropriately.

8. THE EXECUTIVE DIRECTOR WAS UNABLE TO PROVIDE SUPPORTING
DOCUMENTATION FOR TRAVEL PAYMENTS TO HIMSELF.

As stated previously, DAPAA lacked supporting documentation for most of its

expenditures.  During the course of our review, we obtained several checks written to the

Executive Director.  The checks only required his signature, so no one else approved these

checks.  The total amount of the checks was $6,244.  We did not see any supporting

documentation that would explain the checks.  When we questioned the Executive

Director, he told us that he did not keep any records of his travel.  He told us that he

traveled frequently to conferences and drove every time.  He did not have airline tickets

nor hotel receipts.  Thus, we were unable to verify if these were valid travel expenses.

RECOMMENDATION

DHHS should verify that these travel expenses were legitimate.  DHHS

should insist its grantees maintain accurate and detailed records outlining

expenses related to grants.  The Executive Director should be required to

pay back all travel expenses that he can not provide documentation to

support.
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9. THE EXECUTIVE DIRECTOR PAID HIMSELF ADDITIONAL
COMPENSATION FROM MEDICAID RECEIPTS.

Johnston County Social Services contracted with DAPAA to perform case management

services.  DAPAA received payments for these services from Medicaid.  The payments

from Medicaid were based on preset rates applicable to the type of service performed, such

as counseling.  Beginning in September 1995 and continuing through January 1996, the

Executive Director took ten percent of all Medicaid payments as additional personal

compensation.  He wrote checks to himself totaling $13,300 during this period.  We were

not provided documentation in which the Board of Directors authorized these payments to

the Executive Director.

RECOMMENDATION

The Board should seek reimbursement of $13,300 from the Executive

Director.  This matter is being referred to the State Bureau of

Investigation for further review.

10. THE EXECUTIVE DIRECTOR OF DAPAA REPEATEDLY GAVE PERSONAL
LOANS AND SALARY ADVANCES TO AN EMPLOYEE EVEN THOUGH THE
EMPLOYEE WAS NOT PAYING THEM BACK.

We found several checks, signed by the Executive Director, totaling $3,435, written to one

employee.  DAPAA issued two checks, one dated April 27, 1995 and the other

April 4, 1996 for $1,000 each to this particular employee.  The Executive Director told us

the employee asked for and received those two checks as “loans” to purchase personal

vehicles on two separate occasions.  We saw neither full nor partial repayment of these

“loans.”  We question why the Executive Director would “loan” state funds to an
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employee.  To further exacerbate the problem, even though the employee had not made

one payment towards the “loan,” the Executive Director again “loaned” state funds to this

employee.

DAPAA issued another check on February 16, 1996 for $750 to this same employee.  The

Executive Director stated this was a “personal loan” for the employee.  Again, we did not

see any evidence of attempts to repay this “loan.”  We question why the Executive Director

would “loan” state funds to this employee, particularly since there had been no repayment

of the two previous loans.

We found a check for $247 written to the same employee.  Written on the memo line on

the check was “weeks vacation.”  According to DAPAA’s payroll records, the employee

also received a paycheck for the same week that she received this check.  The Executive

Director could not recall the circumstances surrounding this particular check and why the

employee was paid twice for the same week.

We also found a check dated April 27, 1995, for $368, made payable to the employee and

endorsed by the employee, but not signed by anyone.  The check had cleared the bank.

The Executive Director could not recall the circumstances surrounding this check.

This employee also received two checks for $30 and $39.  These checks were dated June

23, 1995 and July 21, 1995, respectively.  Writing on the memo line indicated that these

were payroll advances.  We did not see any documentation that these advances were

deducted from the employee’s payroll checks.
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We asked the Executive Director about this particular employee.  He told us this employee

took advantage of him.  He also told us that she had put her personal home heating oil and

telephone bills in DAPAA’s name.  These bills were paid along with other DAPAA bills.

As previously stated, the Executive Director told us that no one reviewed DAPAA’s bills

to ensure their accuracy.  The Executive Director did not attempt to collect any repayment

from the employee for these loans, salary advances, and personal bills paid by DAPAA.

RECOMMENDATION

The Executive Director should be held personally liable for the

disbursement of these funds, and the Department should seek

reimbursement of these funds from the Executive Director.  This matter is

being referred to the State Bureau of Investigation for further review.

11. DAPAA APPEARED TO HAVE RECEIVED FAVORITISM IN THE AWARDING
OF GRANTS BY THE DIVISION OF EPIDEMIOLOGY.

According to information obtained from DHHS, the Epidemiology Division (Division)

within DENR was responsible for organizing the distribution of federal discretionary funds

received from the Center for Disease Control (CDC).  The Division sent requests for

proposals to various community-based organizations, such as DAPAA.  Upon receiving the

proposals, a committee made up of Division employees reviewed them and provided

recommendations as to award amounts for each organization.  The State Health Director

made the final decisions on amounts awarded, after reviewing the recommendations from

the committee.
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Although the committee recommended the amounts to be awarded to the various

organizations, the Division employee responsible for coordinating the review committee

meetings reported directly to the wife of DAPAA’s Executive Director. Until

August 1, 1997, the Division’s organization charts reflected this reporting structure.

Additionally, this same employee was DAPAA’s Project Monitor, the individual assigned

to visit the organization’s site and monitor its budget.  According to DHHS personnel, they

were aware that DAPAA’s Executive Director is married to a Division employee. In spite

of these facts, Division personnel proceeded as though a conflict of interest did not exist.

Nonetheless, since the wife of DAPAA’s Executive Director supervised the employee who

organized and participated in the committee meetings that recommended award amounts,

at the least, an appearance of a conflict of interest did exist.  The wife of DAPAA’s

Executive Director could have influenced the decisions of the committee members who are

made up of Division employees.  In fact, Division personnel told us that she did have

influence in the grant awards process for DAPAA.

This influence reached not only the Division, but also another agency that partially funds

DAPAA.  We were informed of an incident that occurred in November 1996.  The Eastern

North Carolina HIV/AIDS Consortium (ENCHAC) became aware of concerns about the

quality of case management services provided by DAPAA.  These concerns arose as a

result of quality assurance audits conducted by the Branch.  We were told that the

Executive Director’s wife called ENCHAC’s Contracts Administrator to discuss the issue

and relay her husband’s concerns.  Once again, we question the involvement of the wife of
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DAPAA’s Executive Director in the decisions by the State that affected DAPAA.  We

were told by ENCHAC personnel that they felt pressured by individuals within the Division

(other than the Executive Director’s wife) to continue funding DAPAA.  The treatment of

DAPAA can be seen in examples of awarding funds to the agency.  As stated in Finding 7,

the Division awarded a social marketing grant to a Coalition lead by DAPAA.  We were

told by the Division personnel that these were discretionary funds and no other agency was

given an opportunity to receive any portion of this money.  Also, we were told that

originally DAPAA was scheduled to receive $60,000 for an Alternate Test Sites grant for

fiscal year 1997.  However, this amount was increased to $156,300.  Again, the additional

money came from discretionary funds.  Therefore, we question if grants were awarded

fairly by the Division.

According to the Division, in April 1997, after we first inquired about a potential conflict,

the Executive Director’s wife was reassigned duties, eliminating her involvement with

DAPAA.  However, in a May 1997 memorandum, a Division employee reported on the

social marketing grant to the Executive Director’s wife, indicating that she was still

involved.  The memorandum contained the final evaluation of grants given through the NC

Minority Aids and Health Advisory Coalition, Inc.  The Branch Chief and others were sent

copies of the memorandum.  We question why the Executive Director’s wife received this

report since she was no longer to be involved in decisions regarding DAPAA.

RECOMMENDATION
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The Epidemiology Division should develop a clear, concise, and

definitive conflict of interest policy.  This conflict of interest policy

should be communicated to all employees.  In the future, the Division

should award grants fairly and give all organizations an equal

opportunity to obtain funding.

12. THE EXECUTIVE DIRECTOR’S WIFE, EMPLOYED BY THE STATE AGENCY
AWARDING GRANTS TO DAPAA, RECEIVED CHECKS FROM DAPAA
TOTALING $2,065.

The Executive Director’s wife is an employee of the Department of Health and Human

Services.  During the time DAPAA received grants from the State, she was assigned to the

Division of Epidemiology, which administered the grants awarded to DAPAA.  During the

course of our review, we examined checks totaling $2,065 written to the Executive

Director’s wife.  We did not find any supporting documentation or invoices justifying the

expenditures.  We did not see evidence of a written contract between DAPAA and the

Executive Director’s wife.

We questioned the Executive Director about the checks written to his wife.  The Executive

Director told us that Eastern North Carolina HIV/AIDS Consortium (ENCHAC) required

that a case manager with the necessary certification or credentials sign off on reports from

DAPAA.  Thus, the Executive Director contracted with his wife who has a Master’s of

Social Work Degree to perform case management for DAPAA.  He could not, however,

remember the rate he paid his wife for the services that she provided.
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We questioned the Executive Director’s wife about her arrangement with DAPAA.  The

Executive Director’s wife said she received approval from the Division’s former Branch

Head.  However, we were not provided with any written documentation verifying that this

situation was approved by anyone within the Division.  We did not find a secondary

employment form for the Executive Director’s wife on file with the Division of

Epidemiology.

We did obtain internal Departmental memos that addressed the questions of conflict of

interest for the Executive Director’s wife.  One of these memos stated that the Executive

Director’s wife would not be “involved in the funding recommendation, technical

assistance, and monitoring of DAPAA.”  In this same memo, others within the Department

appeared to have granted their approval of this arrangement.

We question these payments made to the Executive Director’s wife.  First, because she

works for the Division, an apparent conflict of interest exists.  Through their lack of action

on the issue, the Division appeared to have condoned this conflict of interest.  Second, the

lack of documentation surrounding the payments further clouds the situation.  The situation

could have been avoided if DAPAA had sought the Division’s assistance in finding a

qualified individual with a Master’s of Social Work Degree to perform case management

for the organization.  Additionally, the Executive Director’s wife should have filed a

secondary employment form so that her supervisor would have been aware of her

employment with DAPAA, requiring him to determine if a conflict of interest existed.
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RECOMMENDATION

The Division should avoid even the appearance of a conflict of interest.

DAPAA should also develop a written conflict of interest policy.  The

Division should insist that secondary employment forms are on file for all

employees who have secondary employment.

13. DAPAA REQUESTED QUESTIONABLE PAYMENTS FROM THE EASTERN
NORTH CAROLINA HIV/AIDS CONSORTIUM.

 From June 26, 1996 through October 8, 1997, the Eastern North Carolina HIV/AIDS

Consortium (ENCHAC)  wrote thirty-seven checks for rental assistance totaling $15,380,

to an individual we identified as the mother of DAPAA’s Executive Director.  Our review

of ENCHAC’s canceled checks indicated that thirty-six of the checks were endorsed and

cashed by the mother; one check was endorsed by the mother and stamped “For Deposit

Only DAPPA, Inc.”  According to DAPAA’s Executive Director, his mother cashed these

checks and gave him the cash.  The Executive Director told us that he then deposited the

funds into DAPAA’s account.  DAPAA could not provide us with supporting

documentation to confirm the deposits of these funds.

 ENCHAC wrote these checks after receiving a request from DAPAA for client rental

assistance.  On each request form, DAPAA’s Executive Director requested rental

assistance to be paid to his mother.  According to the Executive Director, DAPAA had

previously paid from its own account several rental payments due on houses rented for

DAPAA clients.  DAPAA requested rental assistance from ENCHAC in order to reimburse
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itself for those payments.  The Executive Director stated that he requested ENCHAC to

write those checks to his mother rather than himself to prevent others from believing he

was personally benefiting from ENCHAC’s payments.  However, the Executive Director

did not disclose to ENCHAC that the individual to whom the check were written was his

mother.

 According to ENCHAC’s Executive Director, she assumed that these checks were being

written to a homeowner who had leased rooms to DAPAA’s clients.  However, according

to the mother, she had not leased any rooms nor houses to DAPAA or DAPAA’s clients.

Our investigation revealed that the mother did not own any of the properties in which

ENCHAC assisted with rental, nor was the mother a client of DAPAA.

 RECOMMENDATION

 DAPAA should not seek reimbursement for amounts exceeding actual

expenses.  DAPAA should only include factual information on the requests

for reimbursement forms.  This matter is being referred to the State

Bureau of Investigation for further review.

14. DAPAA APPEARS TO HAVE SPENT FEDERAL FUNDS ON CLIENTS WHO
WERE NOT ELIGIBLE TO RECEIVE THOSE FUNDS.

During the course of our investigation, we questioned some of ENCHAC’s rental

assistance payments for DAPAA’s clients and the eligibility of those clients who benefited

from ENCHAC’s assistance.  Based on our review, it appears that the amounts on the

majority of the checks written by ENCHAC to the mother of DAPAA’s Executive Director
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exceeded the actual monthly lease payments due on the rental houses.  On at least seven

occasions, DAPAA requested that ENCHAC write two checks during the same month for

rent on the same house.  On another occasion, ENCHAC wrote three checks during the

same month for rent on the same house.  According to ENCHAC, these checks were

written for single rooms in the houses.  DAPAA requested rental assistance for separate

clients renting individual rooms in each house during the same month.  However, the totals

of these multiple checks for rooms in the same house exceeded the actual monthly lease

amounts due.  In some cases, it appeared to be triple the amount DAPAA paid the

homeowner to rent the house. Although we identified the actual property owners, we were

unable to verify actual monthly lease payments agreed upon between DAPAA and each of

the homeowners.  The Executive Director could only provide us with three written lease

agreements.

According to ENCHAC’s Executive Director, ENCHAC had questioned DAPAA’s

Executive Director on what appeared to be excessively large rental payments.  DAPAA’s
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Executive Director responded that the payments were for clean houses located in safe

areas, and included utility expenses.

DAPAA’s Executive Director further stated that DAPAA deposited all of ENCHAC’s

rental assistance payments to his mother into DAPAA’s checking account and used the

funds to cover the expenses of DAPAA’s clients.  The Executive Director further stated

that any excess funds were used to pay rent, utilities, and other miscellaneous expenses

incurred by other DAPAA clients who were unemployed and not eligible to receive

Medicaid or funding from ENCHAC.

RECOMMENDATION

Again, DAPAA should not seek reimbursement for amounts exceeding

actual expenses.  This matter is being referred to the State Bureau of

Investigation for further review.
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Statement of Financial Impact

The following schedule represents a quantification of the items examined during our special

review.  We cannot completely quantify the tangible benefits or detriment, if any, to the

taxpayer resulting from the findings of our review.  For example, some of the amounts

represent expenditures for which value was not received; others represent expenditures for

which some value was received.  We are simply noting these areas where the system of internal

controls were either circumvented or should be enhanced, or where, in our judgment,

questionable activities or practices occurred.

1. Cost to obtain copies of bank statements and checks. $ 3,143

2. Excess grant funds without corresponding expenditure reports. 51,688

3. Excess grant funds sent to DAPAA and not returned to the Division. 21,889

4. Total grant amount awarded to the Coalition to fund a social
marketing campaign.  DAPAA provided and distributed these funds to
the Coalition. 109,000

5. Funds paid to Executive Director for travel reimbursement - no
supporting documentation. 6,244

6. Payments made by the Executive Director to himself from Medicaid
funds without approval of the Board of Directors. 13,300

7. Loans, salary advances, and personal bills paid by DAPAA for an
employee.  Funds do not appear to have been recovered from the
employee. 3,435

8. Payments from DAPAA to the Executive Director’s wife who is
employed by the Division. 2,065

9. Questionable rental assistance paid to the mother of DAPAA’s
Executive Director. 15,380

$ 226,144

Auditor’s Note:  The true financial impact is much higher than the amount shown above.  The
majority of the $977,143 in expenditures since 1993 were not supported by documentation.
Therefore, the entire amount of grant funds expended may be questionable costs.
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Auditor’s Notes to the Response from the Chairman of the
Board of Directors of DAPAA, Inc.

Response to Finding 8 As previously stated, we requested all supporting documents for
expenditures of grant funds.  These receipts included with
DAPAA’s response were not provided to us during our Special
Review.  However, of the $2,529.83 itemized in DAPAA’s
response, $1,922.78 represents documentation for the Executive
Director’s expenditures which is the emphasis of this finding.  Of
this amount, it appears that only $835 could support portions of
the $6,244 that we questioned in this finding.

Response to Finding 12 The Executive Director’s wife was assigned to the Division of
Epidemiology during the awarding and the administration of
grants given to DAPAA.  This arrangement was further
complicated by her role as supervisor over the Project Monitor for
DAPAA.
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DISTRIBUTION OF AUDIT REPORT

In accordance with G.S. §147-64.5 and G.S. §147-64.6(c)(14), copies of this report have

been distributed to the public officials listed below.  Additional copies are provided to

other legislators, state officials, the press, and the general public upon request.

EXECUTIVE BRANCH

The Honorable James B. Hunt, Jr.
The Honorable Dennis A. Wicker
The Honorable Harlan E. Boyles
The Honorable Michael F. Easley
Mr. James J. Coman
Mr. Marvin K. Dorman, Jr.
Mr. Edward Renfrow
Dr. A. Dennis McBride

Governor of North Carolina
Lieutenant Governor of North Carolina
State Treasurer
Attorney General
Director, State Bureau of Investigation
State Budget Officer
State Controller
State Health Director, N.C. Department of Health
    and Human Services

LEGISLATIVE BRANCH

Appointees of the Joint Legislative Commission on Governmental Operations

Senator Marc Basnight, Co-Chairman
Senator Austin Allran
Senator Frank W. Ballance, Jr.
Senator Betsy L. Cochrane
Senator Roy A. Cooper, III
Senator Wilbur P. Gulley
Senator David Hoyle
Senator Howard N. Lee
Senator Fountain Odom
Senator Beverly M. Perdue
Senator Aaron W. Plyler
Senator Anthony E. Rand
Senator Robert G. Shaw
Senator Ed N. Warren
Senator Allen H. Wellons

Representative Harold J. Brubaker, Co-Chairman
Representative James W. Crawford, Jr.
Representative Billy Creech
Representative N. Leo Daughtry
Representative Theresa H. Esposito
Representative Robert Grady
Representative Lyons Gray
Representative George M. Holmes
Representative Larry T. Justus
Representative Richard T. Morgan
Representative Liston B. Ramsey
Representative Carolyn B. Russell
Representative Timothy N. Tallent
Representative Stephen W. Wood

Other Legislative Officials

Representative James B. Black
Mr. Thomas L. Covington

Minority Leader of the N.C. House of Representatives
Director, Fiscal Research Division
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Other Parties

Ms. Kimberly Scott
Ms. Glenna Wilcom

Mr. James E. Blackmon

Executive Director, Eastern NC HIV/AIDS Consortium
Grants Manager Officer, Bureau of Health Resources
Development, DHHS
Senior Community Builder/Coordinator, U.S. Department of
Housing and Urban Development

May 28, 1998
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Office of the State Auditor
State of North Carolina
300 North Salisbury Street
Raleigh, North Carolina   27603-5903

Telephone:  919/733-3217

Facsimile: 919/733-8443
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our information simply enter our URL into the appropriate field in your browser:
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