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LETTER OF TRANSMITTAL

October 14, 1998

The Honorable James B. Hunt, Jr., Governor
The Honorable Dennis Wicker
Lieutenant Governor
Mrs. Katie G. Dorsett, Secretary
N.C. Department of Administration
Mr. Bob Joyce, Executive Director
State Health Plan Purchasing Alliance Board
Mr. Rick Lee, Chairman
Western Region Caroliance Board
Members of the North Carolina General Assembly

Ladies and Gentlemen:

Pursuant to General Statute 8147-64.6(c)(16), we have completed our specia review into
allegations concerning the Western Region Caroliance. The results of our review, along
with recommendations for corrective actions, are contained in this report.

General Statute 8147-64.6(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 pena 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 specia review to the Governor, the

Attorney General and other appropriate officials.

Respectfully submitted,

Ralph Campbell, Jr., CFE
State Auditor
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OVERVIEW

In 1993, the General Assembly created the State Health Plan Purchasing Alliance Board
(State Board) to promote the development of state chartered, non-profit private purchasing
organizations known as Health Purchasing Alliances (Alliances). The mission of the
Alliances is to provide affordable, quality health care for self-employed individuals, as well
as small employers. To achieve this mission, the Alliances offer participants contracting
expertise and the administrative savings that can result from pooled purchasing. The
Alliances do not provide insurance directly. However, they strive to provide a choice of
accountable hedlth carriers that offer affordable, quality heath care. Membership in the
Alliances is strictly voluntary. However, an aliance member is required to purchase health

care coverage through the Alliance for al of its employees.

The State Board consists of eleven members and is required to establish market areas
across the State. Within the established market areas, the State Board has the authority to
create a single Alliance for the benefit of the Alliances members. The State Board
disburses state funds each year to the established regions. In addition, the State Board is
responsible for anadyzing the effectiveness of each regional Alliance, as well as the

performance of the carriers.

Originally, the State Board established six regions across the state: Western,
Northwestern/Triad, Metrolina, Southeastern, Triangle and Eastern. Each region has an
exclusive service area and the regions do not compete for members. Additionally, each

region establishes an eleven member board of directors, who oversee that region’s



OVERVIEW (CONCLUDED)

operations. The State Board contracted with athird party administrator that handles billing

and other functions supporting the regional Alliance program.

By the end of 1995, all six regiona Alliances were fully operational. Since 1997, the
Southeastern and Eastern regions have been consolidated into the four remaining regions.
The four existing regions are currently operating under the name Caroliance. Each region
employs an Executive Director who is responsible for administering the daily operation of

thelir region and reports to alocal board of directors.

According to the State Board Executive Director, the following disbursements were made

to each of the regions:

Region FY 94-95 FY 95-96 FY 96-97 FY 97-98 Total
Western $ 294,13994 $ 191,613.67 $ 19131433 $ 677,067.94
NW/Triad 164,806.50 174,906.50 189,125.00 528,838.00
Metrolina $ 73,150.14 283,532.98 189,559.67 164,259.33 710,502.12
Southeastern 35,200.00 266,724.98 165,457.02 467,382.00
Triangle 238,955.32 204,231.77 177,901.73 621,088.82
Eastern 24,000.00 361,481.95 218,936.00 78,750.00 683,167.95
Totals $132,350.1 $ 1,609,641.67 $ 1,144,704.63 $ 801,350.39 $ 3,688,046.83
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INTRODUCTION

We received the following alegations through the State Auditor’s Hotline concerning the
former Executive Director of the Western Region Caroliance:

1. The former Executive Director made persona charges on the Caroliance
corporate credit card.

2. The former Executive Director personaly benefited from a vacation
certificate purchased by the Caroliance.

3. The former Executive Director did not record leave while on vacation.

We used the following procedures to conduct our specia review:

Interviews with employees of the Caroliance.
Interviews with members of the Western Region Board.

Interviews with employees of the State Health Plan Purchasing Alliance
Board.

Examination of Caroliance records.

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. The Western Region

Caroliance has an annua financial audit done by a private certified public accounting firm.
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FINDINGS AND RECOMMENDATIONS

1. THE FORMER EXECUTIVE DIRECTOR OF THE WESTERN REGION
CAROLIANCE WAS PERMITTED TO MAKE PERSONAL CHARGES ON THE
CAROLIANCE CORPORATE CREDIT CARD. HOWEVER, HE VIOLATED
THAT AGREEMENT WHEN HE USED CAROLIANCE FUNDS TO PAY FOR
HISPERSONAL CHARGES.

During the time period of November 1995 through May 1998, the former Executive
Director of the Western Region Caroliance (former Director) incurred a total of
$12,493.83 in persona charges on the Caroliance corporate credit card. According to a
Western Region Board member, the Western Region Board had an unwritten policy that
allowed the former Director to make persona charges on the Western Region’s corporate

credit card, aslong as, al persona charges were paid by him within the billing cycle.

In February 1997, the Western Region Board was informed that the former Director had
not paid his personal charges as agreed. A memo dated February 12, 1997, addressed to
the former Director signed by a board member stated; “You will pay al persona charges,
including finance charges, as soon as possble. We will adopt a policy, effective
immediately, that any personal charges will be paid in full within thirty days of receiving the
invoice.” The memo additionally stated two members of the board would oversee the
payments, and reports would be submitted to a board member every two weeks rather than
monthly. On May 6,1997, the former Director paid the credit card company $1,017.11 for

the unpaid persona charges.



FINDINGS AND RECOMMENDATIONS (CONTINUED)

According to the Administrative Assistant for the Western Region Caroliance
(Administrative Assistant), the former Director continued to make personal charges
after the balance was paid. The Administrative Assistant stated the former Director
would identify his persona charges and make a check payable to the credit card
company, or in some instances, to Caroliance. The Administrative Assistant said all

business charges were paid in full each month.

The Administrative Assistant said the former Director paid his persona charges as
agreed until November 1997, when he requested she use Caroliance funds to pay the
entire balance of the corporate credit card. The Administrative Assistant said the
Caroliance paid the credit card company $2,865.87, of which $552.40 was for
business charges incurred during that month and $2,313.47 was for the former
Director’s personal charges. The Administrative Assistant stated she did not inform
the Board that the former Director had not paid his persona charges and the Board
did not monitor the activities of the account. She said the former Director told her he
would reimburse the Caroliance the $2,313.47. The Administrative Assistant said she
kept a record of the amount owed, however, the former Director never paid the

Caroliance until he resigned in May 1998.

According to the former Director, in November 1997, the Administrative Assistant
suggested Caroliance pay the balance of his persona charges and that he could
reimburse the Caroliance when he was financialy capable. It should be noted, the

former Director and not the Administrative Assistant, had check signing authority.



FINDINGS AND RECOMMENDATIONS (CONTINUED)

According to the State Board Executive Director, in May 1998, he received the same
alegations regarding the former Director. The State Board Executive Director said he
notified the Western Region Board of the allegations and an internal investigation was
performed. According to the Administrative Assistant, she and the Western Regions
accountants examined the credit card statements thoroughly and determined the
former Director owed $5,965.97 for unpaid persona charges and an additional $200
for a vacation certificate used (refer to Finding 3). On May 15, 1998, the former
Director resigned from his position and reimbursed the Western Region Caroliance
$6,165.97 ($5,965.97+$200). After the former Director resigned, the Caroliance
received a credit card statement that included an additional $220.85 of the former
Director’'s personal charges. At the time the former Director resigned, he was
unaware of the amount of personal charges incurred and has not paid for these

charges.

We determined that during the time period of November 1995 through May 1998 the
former Director incurred a total of $12,493.83 in personal charges on the Caroliance
credit card. However, the former Director has only paid a total of $11,256.45, of
which $5,965.97 was paid in May 1998. Therefore, the former Director continues to
owe the Caroliance $1,237.38 ($12,493.83 less $11,256.45) for unpaid persona

charges.

RECOMMENDATION
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FINDINGS AND RECOMMENDATIONS (CONTINUED)

We recommend the State Health Plan Purchasing Alliance Board take
whatever action is necessary to recoup the $1,237.38 of unpaid
personal charges made by the former Director. Additionally, we
recommend the Western Region Caroliance Board discontinue the
practice of permitting employees to make personal charges on the

Caroliance credit card.

2. THE FORMER DIRECTOR VIOLATED POLICY WHEN HE DID NOT
SUBMIT RECEIPTS FOR BUSINESS EXPENSES.

One of the few policies established by the Western region, addresses cash
disbursements. The policies states, “When an invoice or expense reimbursement form
isreceived, the following steps will be taken to process:
1. All amounts will be verified. Thiswill include a recalculation of totals,
matching invoice amount to receipts received (in the case of accounts
that bill on a monthly basis for services rendered during the preceding

billing period), and verification that services, supplies or materials were
received for which the invoice has been issued.”

The Administrative Assistant stated the former Director should have submitted
receipts for al business expenses charged on the corporate credit card, but in some
instances he did not. We found atotal of $5,887.51 in business charges that were not
supported by receipts. Therefore, we question whether the Caroliance should have

paid for these expenses.

The former Director said he submitted receipts to the Administrative Assistant for all

business expenses charged on the corporate credit card.



FINDINGS AND RECOMMENDATIONS (CONTINUED)

RECOMMENDATION
We recommend all invoices or expense reimbursements be paid in

accor dance with the established policy.

3. THE FORMER DIRECTOR PERSONALLY BENEFITED FROM A
VACATION CERTIFICATE PURCHASED BY THE CAROLIANCE.

The former Director purchased twenty-six vacation certificates from a Georgia
promotional agency at a cost of $4,164.00. The certificates allowed recipients to stay
at participating hotels free of charge. The certificates were purchased with the intent of
being awarded to insurance agents as sales incentives for achieving certain goals. The
cost of the certificates was divided among the six regions and each region paid the
Western Region its alocated amount. As of August 1, 1998, twenty-one of the
certificates still on hand had expired and could no longer be used. The cost of these

certificates was $3,180.

The promotional agency confirmed that the former Director used one of the vacation
certificates. The agent stated the cost of the certificate redeemed by the former
Director was $200. The former Director admitted he used one of the certificates to
take a vacation to Florida; however, he said the certificate had expired. We were
unable to determine if the certificate had expired, nevertheless, the certificate was
redeemed. The former Director has reimbursed the Caroliance $200, the cost of the

vacation certificate.

RECOMMENDATION



FINDINGS AND RECOMMENDATIONS (CONTINUED)

We recommend employees refrain from using promotional items

purchased by the Caroliance.

4. THE POLICIES FOR THE WESTERN REGION CAROLIANCE ARE
INADEQUATE.

The State Board Executive Director said the local board for each region was
responsible for establishing its own policies and procedures. However, according to a
Western Region Board member, the Administrative Assistant and the former Director
created the only policies established in the Western Region. In fact, a memo dated
February 12, 1997, from the board member addressed to the former Director stated,
“We declined to create a personnel policy manual or establish a personnel committee.
The Board feels that a two person office does not need this as it would be too clumsy

to administer and you need plenty of leeway.”

According to the Administrative Assistant, prior to February 1997, the office did not
have a manual. In February 1997, she and the former Director created a manual as
suggested by the State Health Plan Purchasing Alliance Board. An examination of the
Western Region’'s Policy Manual revealed many of the policies established were vague
and for some situations, policies were non-existent. The policies that do exist were

never officially approved by the Western Region Board.

For example, each employee is provided a cellular phone. However, the cellular phone
policy only addressed the company that would provide the service and that the balance

should be paid in full each month. Proper use of the cellular phones is not mentioned.
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FINDINGS AND RECOMMENDATIONS (CONTINUED)

The Administrative Assistant stated that from March 1995 through April 1997, the
former Director would identify his persona cellular calls and make a check payable to
the cellular phone company for his charges. According to the Administrative
Assistant, however, in May 1997, the Caroliance began paying for al cdlular calls,
including the calls that were personal. The former Director said he stopped paying for
his personal cellular calls because his Administrative Assistant did not require him to
do so. The Administrative Assistant said the Caroliance paid her personal cellular calls

aswdll.

Additionaly, there are no policies addressing persona long distance cals from the
office or while traveling. Therefore, the Caroliance has paid al personal long distance
cals, including persona calls, made from the office or while traveling. Furthermore,
there are no policies regarding sick or vacation leave. According to the Administrative
Assistant, each employee receives two weeks paid vacation, although no time records
are maintained. The Administrative Assistant said an employee absent from work due

to illness would be paid, regardiess of the length of time the employee was absent.

The Western Region had not developed any written policies for entertainment
expenses. During our examination of the corporate credit card statements, we found
numerous restaurant, golf course, and gift shop charges. According to the
Administrative Assistant, the former Director incurred these charges while entertaining
insurance agents. A Western Region Board member said it was normal practice for

the former Director to entertain often.
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FINDINGS AND RECOMMENDATIONS (CONTINUED)

We found that many of the entertainment expenses were incurred from entertaining
Caroliance employees from other regions, as well as employees of the State Board.
When gquestioned, the State Board Executive Director said it was inappropriate for a
Caroliance employee to take another employee to play golf. He said, however, it may
be appropriate for a Caroliance employee to take another employee to dinner as long
as it is a legitimate business meeting.  Agan, there are no policies addressing
entertaining, or appropriate business expenses. In our opinion, it is ingppropriate for
one Caroliance employee to entertain another Caroliance employee at state expense.

The former Director said it was left to his own discretion who and how he entertained.

RECOMMENDATION
We recommend the State Health Plan Purchasing Alliance Board
revise the established policies and procedures for the Western Region
Caroliance to insure the policies are adequate. In addition, the Board
should attempt to collect the personal long distance and cellular calls
paid by the Caroliance from the former Director and the

Administrative Assistant.

5. THE POLICIES AND PROCEDURES FOR THE CAROLIANCE ARE
INCONSISTENT AMONG THE DIFFERENT REGIONS.

While conducting our review we examined all four existing regions policies and

procedures to ensure adequate policies had been established. We found that al
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FINDINGS AND RECOMMENDATIONS (CONTINUED)

regions did have policy manuals, however, many of the policies and procedures were

inconsistent from one region to another.

Unlike the Western region, the remaining three regions. Northwestern/Triad, North
Centrad and Metrolina regions obtained local board approval for their policies.
However, since the State Board did not provide any oversight in the development of

these policies, mgor inconsistencies existed in each of the regions' manuals.

For example, the number of days of vacation and sick leave that could be earned by
employees differed from region to region. Also, the policy regarding cellular phones
was so inconsistent that employees in one region could make unlimited persona calls
and the Caroliance would pay the bill. Another region required employees to pay for

personal calls.

The regions were aso inconsistent in what was allowable entertainment expenses and
particularly in the amount of entertainment expenses incurred. The Western Region’s

entertainment expenses far exceeded those of the other regions.

Our special review confirmed that the inconsistencies among regions were a result of

the lack of oversight and direction from the State Board.
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FINDINGS AND RECOMMENDATIONS (CONCLUDED)

RECOMMENDATION
We recommend the State Health Plan Purchasing Alliance Board
approve each regions policies and procedures to ensure appropriate
and consistent policies are established. Furthermore, we recommend
the State Health Plan Purchasing Alliance Board offer assistance in
developing adequate policies and procedures to the regional boards,

aswell astheregional Executive Directors.
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Statement of Financial | mpact

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. We are Ssimply 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. Amount of state funds used to pay personal charges. (Finding 1) $ 2,313.47
2. Business expenses paid by the Caroliance not supported by receipts.

(Finding 2) 5,887.51
3. Cost of vacation certificate used by the former Director.(Finding 3) 200.00
4. Cost of vacation certificates purchased but not used before they expired.

(Finding 3) 3,180.00

Total Financial Impact $ 11,580.98

Auditor'sNote:  The true financia impact is larger than the amount shown above
since funds were used to pay for personal cellular telephone calls,
personal long-distance telephone calls, and absences from work
not charged to vacation or sick leave. We could not determine
the amount due to the length of time that would have been
involved and the lack of records for |eave taken.

15
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Response from Chairman of the
Western Region Caroliance Board

Member American Institute of Architects

LEE ARCHITECTURAL, P.A.

architecture  planning  programming
283 North Haywood Street; P.O. Box 450, Waynesville, North Carolina 28786
828-456-7364 ext. 13 828-456-1978 fax
E-Mail: leearch@leearchitectural.com

September 30, 1998

The Honorable Ralph Campbell, Jr.
State Auditor

Office of the State Auditor

300 North Salisbury Street
Raleigh, NC 27603-5903

Dear Mr. Campbell,

Enclosed is a resolution which is the official response of the WNC Health Alliance Board
of Directors to the Special Review of our office procedures. We have addressed each of the
findings and recommendations as completely as possible. Please bear in mind that the market area
we represent will be merged with two other areas. This will have an effect on our recommen-
dations for operations of the successor corporation going forward.

Mr. Campbell, we are embarrassed by the actions of our former director. Mr. Moser had
performed well in developing a marketing organization, a sales force, and a network of
community partners all working together toward the common goal of affordable, good quality
health insurance for small employers. It is unfortunate that these circumstances have set back our
efforts. As business people and taxpayers, we regret that the actions of one individual will tarnish
an otherwise successful effort.

Our Board is proud of the results achieved in this region by the Caroliance program. The
non-profit corporation we established has helped over 370 small employers, their employees and
families get quality health insurance at an affordable price. Nearly 1,350 people obtained health
care coverage through our organization, contributing over $ 3,500.00 in premium dollars. In
addition over 150 professional health insurance agents took part in our program, developing a
reliable and more stable marketplace for small businesses to shop for health care coverage in
Western North Carolina. Our region has been the fastest growing, playing a key role in building
an innovative, community based regional health system which is unique in North Carolina.

We strongly support the health alliance purchasing co-op concept. This Board sincerely
believes that a public-private partnership model rather than a government regulatory structure is

the best model for bringing stability to the small employers health insurance marketplace.

The WNC Board of Directors thanks the Office of the State Auditor for their review of
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our office procedures. You have our assurance that as part of the dissolution plan for the
corporation, this Board will diligently pursue a thorough “clean-up” of the matters discussed in
the Special Review.

Sincerely,

—— N

Eric (Rick)Lee
Chairman, WNC Health Alliance Board
of Directors.
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Resolution
of the
WNC Health Alliance Board of Directors

September 30, 1998

Whereas, the WNC Health Alliance, Inc. (d/b/a Caroliance-Western) Board of Directors received
a draft report entitled, Special Review, Caroliance~Western Region on the 23™ day of September,
1998 and;

Whereas, the WNC Health Alliance, Inc. Board of Directors had previously instructed its
auditors to prepare an independent audit of certain operating and expense records as a prudent
business practice to insure that all corporate accounts are correct and;

Whereas, the WNC Health Alliance, Inc. Board of Directors has examined and discussed the
independent auditor’s report and the Special Review by telephone conference in order to prepare
a proper and timely response to the Office of the State Auditor and;

Whereas, the WNC Health Alliance, Inc. Board of Directors has approved by majority vote on
this action;

Now Therefore Be it Resolved, that the following response be sent to the Honorable Ralph
Campbell, Jr., State Auditor;

Response to Item 1. The WNC Health Alliance, Inc. Board of Directors will take whatever
action is necessary to recoup the unpaid charges of $ 1,237.38. By copy of this resolution, we
have notified our attorney to immediately seek recovery of this amount. Since this region has
been merged to form a larger entity, we recommend to the successor corporation that no personal
charges be allowed on any company charge account regardless of amount of justification.

Response to Item 2. The Board has, by copy of this resolution, instructed its attorney and its
accountant to endeavor to ascertain whether any other charges to corporate accounts were
personal charges and seek reimbursement if necessary.

Response to Item 3. The corporation was reimbursed for the misused certificate. Our own
investigation shows that no other incentives were used by employees of the corporation.

Response to Item 4. The Board has by copy of this resolution instructed its attorney and its
accountants to endeavor to ascertain whether any personal telephone charges were paid with
company funds and seek reimbursement if necessary. The board will recommend to the successor
corporation that no personal telephone charges should be paid with company funds.
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Response to Item 5. The Board requests that the State Board take the appropriate steps to
provide each region with guidelines and an outline of a policy and procedures manual. The Board
further recommends that the successor corporation establish an audit committee to review such
policies and office practices on a frequent basis.

Signed by the Chairman this 3 (O day of Se4sT-, 1998

— 7

Eric W. (Rick) Lee, Chairman
WNC Health Alliance, Inc. Board of Directors
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ISTRIBUTION OF AUDIT REPORT

In accordance with G.S. 8147-64.5 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 legidators, state officials, the press, and the genera public upon request.

EXECUTIVE BRANCH

The Honorable James B. Hunt, Jr. Governor of North Carolina

The Honorable Dennis A. Wicker Lieutenant Governor of North Carolina

The Honorable Harlan E. Boyles State Treasurer

The Honorable Michael F. Easley Attorney Genera

Mr. James J. Coman Director, State Bureau of Investigation

Mr. Marvin K. Dorman, Jr. State Budget Officer

Mr. Edward Renfrow State Controller

Mrs. Katie G. Dorsett Secretary, N.C. Department of Administration

Mr. Bob Joyce Executive Director, State Health Plan Purchasing Alliance Board
Mr. Rick Lee Chairman, Western Region Caroliance Board

LEGISLATIVE BRANCH
Appointees of the Joint L egislative Commission on Governmental Operations
Senator Marc Basnight, Co-Chairman Representative Harold J. Brubaker, Co-Chairman

Senator Austin Allran Representative James W. Crawford, Jr.
Senator Frank W. Ballance, Jr. Representative Billy Creech

Senator Betsy L. Cochrane
Senator Roy A. Cooper, 1|
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 James B. Black

Mr. Thomas L. Covington

October 14, 1998

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 Legidative Officials

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



ORDERING INFORMATION

Copies of this report may be obtained by contacting the:

Office of the State Auditor

State of North Carolina

300 North Salisbury Street

Raleigh, North Carolina 27602-5903

Telephone:  919/733-3217

Facsimile: 919/733-8443

E-Mail: reports@aud.osa.state.nc.us
A complete listing of other reports issued by the Office of the North Carolina State Auditor is
available for viewing and ordering on our Internet Home Page. To access our information

simply enter our URL into the appropriate field in your browser:
http://www.osa.state.nc.us.

As required for disclosure by G. S. 8143-170.1, 225 copies of this public document were
printed at a cost of $103.50, or .46¢ per copy.
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