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LETTER OF TRANSMITTAL

April 25, 2001

The Honorable Michad F. Eadey, Governor
Ms. Peaches Gunter Simpkins, Chairman
North Carolina State University Board of Trustees
Dr. Marye Anne Fox, Chancellor
North Carolina State University
Members of the North Carolina Generd Assembly

Ladies and Gentlemen:;

Pursuant to General Statute 8§147-64.6(c)(16), we have completed our specid review into
alegations concerning North Carolina State University’s Mountain Research Station.  The results of
our review, along with recommendations for corrective actions, are contained in this report.

Genera Statute 8§147-64.6(c)(12) requires the State Auditor to provide the Governor, the
Attorney Generd, and other gppropriate officias with written notice of apparent instances of
violations of pend datutes or gpparent instances of mafeasance, 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 Generd and other
appropriate officias.

Respectfully submitted,

G, Complett J.

Raph Campbdl, J., CFE
State Auditor
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INTRODUCTION

We received an dlegation through the State Auditor’s Hotline concerning possible abuse of time
and State property by the North Carolina State University Extenson Area Livestock Specidist at
the Mountain Research Station in Waynesville, North Carolina. According to the complainant,
the livestock specidist was conducting his private rea estate business at the research dation
during the workday on aregular basis. In addition, the complaint said that the livestock specidist
directed the Research Station Program Assigtant to perform work for his persond business

during the workday.

We have completed a specia review of this dlegation. Our review conssted of:

" Interviews of relevant employees |located within the research stetion,
" Review of red estate related documentation,
" Examination of relevant research station computer equipment and files; and

" Review of Livestock Educationd Fund bank statements.

This report presents the results of our Specid Review. The review was conducted pursuant to
G.S. 147-64.6 (c) (16) rather than afinancia audit. The Office of the State Auditor performs an

annud financid audit of North Carolina State University.

The livestock specidig referred to in the dlegation manages the Beef Cattle Program at the
Mountain Research Station in Waynesville. He and his program assgtant are employees of the

College of Agriculture and Life Sciences a North Carolina State Universty.



INTRODUCTION (CONCLUDED)

The two NCSU employees share office space with employees of the Department of Agriculture
a the Mountain Research Station. The god of the research dation is to provide agricultura
information to the citizens of the Sate and to expand the local economy. Research activities
include work with field crops, horticultura crops, Christmas trees, tobacco, and livestock, which

includes beef cattle, sheep and goats.

The Beef Cattle Program is designed to help area cattle producers with various feeding and
management systems.  Specific functions of the research station include cattle conditioning, hedth
screening, and bull performance trids and sales. The Beef Cattle Program maintains an 8,000

square foot barn, three upright silos and one trench silo.



FINDINGS AND RECOMMENDATIONS

1. THE LIVESTOCK SPECIALIST STATED THAT HE CONDUCTED HIS
PRIVATE REAL ESTATE BUSINESS AT THE RESEARCH STATION
DURING REGULAR WORKING HOURS.

Severd employees with the North Carolina Department of Agriculture and the research
dation program assstant said they witnessed the livestock specidist receiving visitors at the
research station during the workday. They said they were able to identify the vistors asred
edtate professonds because the visitors wore red estate company nametags. The livestock
gpecidist admitted he might have received real estate related cals or visitors, unexpectedly,
a the research dation from time to time. He said the number of red edtate vistors was

limited to three or four per yeer.

During our review, we obtained severa real edtate related fax documents addressed to the
livestock specidist sent to the research station fax machine. We aso acquired severd
pieces of the livestock specidist’s red estate company documents, including contact lists
and red edate listings with the NCSU Extenson Research Station’s telephone number as

the contact number for redltors and prospective buyers.

The program assdant stated that she witnessed her supervisor regularly engage in red
edtate activities during the workday. In fact, she sated that as much as one hour of her day
and seven hours of the livestock specidist’s regular workday were consumed by the redl

edate activities while on duty a the NCSU Extenson Research Station.



FINDINGS AND RECOMMENDATIONS (CONTINUED)

During our initid interview with the livestock specidigt, he denied conducting persona
business in the research station or during work hours. However, once we conducted dl of
our interviews and collected documentation, we met with the livestock specidist again.
During subsequent meetings, the livestock specidist confirmed the alegation, sating that he
had conducted his red edtate business a his extenson office and sometimes during his
workday. However, he said he only spent an average of one hour a day during working
hours on red estate business, in contragt to the seven hours as stated by the program
assgtant. In addition, he said he had requested his program assistant to perform red estate

activities during her workday and that she performed the redl estate duties while a work.

Based on the program assgtant’s estimate of time spent conducting red estate business,
these activities cost the State an estimated $57,960.50 for the 2000 calendar year. This
figure is based on the livestock specidist’s hourly pay rate times 7 hours aday for 260 days
a year added to one hour a day for 260 days at the program assstant’s hourly pay rate.
Based on the livestock specidist’s time estimates, read edtate activities cost the State an
estimated $7,857.20. This tota is based on the livestock speciaist’s hourly pay rate times
one hour per day for a 260-day year. Due to inconsstencies in the amount of time reported
that the two spent on red estate business, we have no means of defining the actua cost to

the Stete.



FINDINGS AND RECOMMENDATIONS (CONTINUED)

RECOMMENDATION
North Carolina State University Adminigtration should reinforce the concept
that any interference in an employee’ s primary work by secondary employment

will not be tolerated.

2. THE LIVESTOCK SPECIALIST HAD HIS PROGRAM ASSISTANT
PERFORM REAL ESTATE RELATED ACTIVITIES DURING HER
REGULAR WORKING HOURS.

The program assistant said the livestock specidist asked her to type red estate contracts
and contract addendum, create and maintain contact mailing lists on her office computer,
address and stamp red estate brochures and answer telephone calls and take messages for
red estate related business. In addition, the program assistant stated that her supervisor had
her make telephone calls regarding red estate business, such as zoning issues. She said her

supervisor was aware she performed al of these duties during her regular working hours.

RECOMMENDATION
We recommend that North Carolina State University management advise dl
extension office supervisors to refrain from asking subordinates to perform any

non-extenson-related duties during the workday .

3. THE LIVESTOCK SPECIALIST DID NOT SUBMIT A SECONDARY
EMPLOYMENT FORM TO HIS SUPERVISOR.

Section 3 of the Office of State Personnd (OSP) Manud specificaly explains the need for

supervisory gpprova of dl secondary employment. The policy explains the need for



FINDINGS AND RECOMMENDATIONS (CONTINUED)

supervisory approva and monitoring to ensure that the secondary employment does not
have an adverse effect on the employee's primary employment. In addition, the North
Carolina State University Staff Employee Handbook states that, “Pogitions with NC State
Universty are considered primary employment. ' You must report any outside job to your
supervisor.  The outsde job must not conflict with satisfactory performance of your regular
duties. Prior gpprovd is needed for working a second job and is granted in intervas of up
to 12 months” According to the livestock specidist’s supervisor, the livestock specidist
informed him that he had secondary employment in 1996. However, his supervisor said
there is no record of the secondary employment on file. The supervisor said that he asked
the livestock specidigt if he used state property in any way in conducting his business and if
the busness in any way crested a conflict of interest as defined by UNC-Generd
Adminigration. The supervisor stated that the livestock specidist answered no to both of

those questions.

RECOMMENDATION
We recommend the Universty Adminidration communicate expectaions
regarding al employees secondary employment. Universty Adminigtration
should require al employees to annudly submit a secondary employment form
that accurately details the time required and hours worked in secondary

employment.



FINDINGS AND RECOMMENDATIONS (CONTINUED)

4. THE LIVESTOCK SPECIALIST VIOLATED UNIVERSITY POLICY BY
MAINTAINING A CHECKING ACCOUNT NAMED THE LIVESTOCK
EDUCATIONAL FUND AT A LOCAL BANK.

Upon initid quedtioning, the livestock specidist denied maintaining any loca checking
accounts in the name of the research station. However, after being questioned about the
Livestock Educationd Fund, the livestock specidist stated that the fund did exist and was
maintained by him at aloca bank. He aso stated that he and the program assigtant were
the only individuas aware of the fund. He said the fund was supported by contributions
from local companies and was used mainly to pay for meds for participants a cattle

conferences.

The livestock specidist stated he was not aware of any requirement to notify his supervisor
about the fund or that management of such a fund should be at the department level. The
livestock specidist’s supervisor said that he had not been aware of the account until the
gpecia review. The depatment head dtated that he had assumed that al extension
employees would adhere to the policy and notify him about any accounts. On December 5,
2000, the checking account had a balance of $10,706.17. We examined the cancelled
checks written on the account since 1997 and found most of them payable to a locd
restaurant. The livestock speciaist said the payments were for medls for cattle conference

attendees, as stated on the memo portion of the checks.

We reviewed NCSU policies and procedures found in the University Accounting Office

Procedures Manua and the North Carolina Cooperative Extenson Service (NCCES)



FINDINGS AND RECOMMENDATIONS (CONTINUED)

Adminigrative Handbook pertaining to financid controls a the county level. Each of the
policies requires the approva of the appropriate department head and dean/vice-chancellor
to establish a checking account. The Imprest Checking Account Policy located in the
Univerdty Accounting Office Manud dso requires monthly bank reconciliations be
prepared for each checking account and forwarded to the Manager of General Accounting
in the University Accounting Office. In addition, the Effective Financid Controls at the
County Leve Policy found in the NCCES Handbook states that for funds maintained at the
county level, “There must be periodic reviews of dl financid transactions as well as an
independent review or audit annualy.” Extenson sarvice adminigration did not authorize

the Livestock Educationd Fund nor wasiit audited or reviewed at the University leve.

RECOMMENDATION
We have recommended in the past and recommend again that extenson
employees adhere to dl gpplicable University and extenson service palicies
requiring authorization and annua examination of accounts not maintained &t the
department level. In addition, we recommend the baance of the checking
account maintained by the livestock specidigt is transferred to the NCSU

Cashier’s Office for deposit in a University maintained account.



FINDINGS AND RECOMMENDATIONS (CONTINUED)

5. THE LIVESTOCK SPECIALIST MAY HAVE VIOLATED NORTH
CAROLINA GENERAL STATUTE 147-64.7A BY INITIALLY DENYING
INVOLVEMENT IN THE REAL ESTATE BUSINESS AND HAVING HIS
ASSISTANT DELETE RELEVANT COMPUTER RECORDS.

As dated in prior findings, the livestock specidist did not admit to conducting red edtate
activities during the workday until provided with documentation gethered during the review.
The livestock specidigt confirmed that upon our arivd in Waynesville, he caled the
program assstant at home after working hours and asked her to come into the office to
remove red edtate documents and deete red edate files from the office computers.
According to the program assstant, the livestock specidist caled her a 8:30 PM on
January 10, 2001 and told her they needed to meet that night to clean dl real etate materid
out of the research station. Upon meeting him at the research gtation at about 9:15 PM, the
program assstant said the livestock specidist told her to transfer the red estate mailing lists
from her computer to a diskette and then deete the files from her computer. Two days
later, we examined the files on the livestock specidist’s and program assstant’s computers
and found no evidence of red edtate activities. However, a more thorough review found the

real edtate files that had been deleted.

The livestock specidist then told us he had told the program assistant to back up and delete
the red edtate files two nights before. We asked the livestock specidist for the diskettes
containing the backed-up files. He left the building and returned one hour later with a

diskette containing the deleted red estatefiles.



FINDINGS AND RECOMMENDATIONS (CONCLUDED)

North Carolina Generad Statute 8 147-64.7A provides that “Any person who shdl willfully
make or cause to be made to the State Auditor, or his designated representatives any fase,
mideading, or unfounded report for the purpose of interfering with the performance of any
audit, specid review, or investigation, or to hinder of obstruct the State Auditor or the State
Auditor’s designated representatives in the performance of their duties, shal be guilty of a

Class 2 misdemeanor.”

RECOMMENDATION
In lieu of a recommendation, we have referred this informetion to the Attorney Generd’s
Office based on the nature of this finding. In addition, we have referred this information to

the Digtrict Attorney’ s Office for the 30" Judicid Digtrict.
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Statement of Questioned Costs

The following schedule represents a quantification of the items examined during our specia review.
We cannot completely quantify the tangible detriment to the taxpayers resulting from the findings of
our review. We are smply noting these areas where the system of internd controls were ether
circumvented or should be enhanced, or where, in our judgment, questionable activities or practices

occurred.

1. Estimated cost questioned due to the fact the two employees conducted real
estate business during regular work hours. (Note 1) $ 57,960.50

Note 1:  The only method we have for quantifying the questioned cost is the testimony of the livestock
specialist and the program assistant. The testimony of both is their personal estimates of
time spent for one year. We do not know the exact duration as well as the intensity of these
activities, so we are including in the Statement of Questioned Costs the program assistant’s
estimate of time spent by each employee at their pay rate for one year.

1
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North Carolina State University is a land- Office of the Chancellor
grant university and a constituent institution Box 7001 / A Holladay Hall
of The University of North Carolina Raleigh, North Carolina 27695-7001

NC STATE UNIVERSITY 919.5515.2191 {phone)

919.831.3545 (fax)

April 18, 2001
P Response from the Chancellor of

North Carolina State University

Mr. Ralph Campbell, Jr.

State Auditor

State of North Carolina

Office of the State Auditor

2 South Salisbury Street

Raleigh, North Carolina 27699-0601

Dear Mr. Campbell:

Thank you for your work in connection with the Special Review of the North Carolina
State University Mountain Research Station. We concur with your findings and have
initiated corrective actions. Enclosed please find our response to the issues identified in
your report dated March 2001.

Please contact me if you have any questions. We appreciate your assistance.

Sincerely,

Chancellor

cc: Dr. Charles G. Moreland, Interim Provost and Vice Chancellor for Research and
Graduate Studies
Mr. George Worsley, Vice Chancellor for Finance and Business
Ms. Mary Elizabeth Kurz, Vice Chancellor and General Counsel
Dr. James L. Oblinger, Dean, College of Agriculture and Life Sciences
Ms. Charlene M. Hayes, Associate Vice Chancellor for Human Resources
Ms. Ericka F. Kranitz, Director of Internal Audit
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4/18/01
STATE AUDITOR’S RESPONSE
NC STATEUNIVERSITY MOUNTAIN RESEARCH STATION
March 2001

1. THE LIVESTOCK SPECIALIST STATED THAT HE CONDUCTED HIS
PRIVATE REAL ESTATE BUSINESSAT THE RESEARCH STATION DURING
REGULAR WORKING HOURS.

North Carolina State University should reinforce the concept that any
interference in any employee’s primary work by secondary employment will
not betolerated.

The Depatment Head of Anima Science, the Supervisor (Supervisor) of the Livestock
Specidigt (Specidist) met with the Specidist on Wednesday, April 11, 2001 to discuss
separation from employment. A |etter was provided to the Specidigt, by the Supervisor, stating
that conducting his private red estate business during working hours congtituted misconduct, a
misuse of University resources and a violation of University policy. The Supervisor received a
letter on March 29, 2001 from the Specidist accepting the offer of Discontinued Service
Retirement effective May 1, 2001. In addition, the Specidist was required to take unused
vacation leave from Wednesday, April 11, 2001 through
April 30, 2001.

The Specidist has been asked to repay the amount of $11,032.84 for time spent by him and the
Program Assstant during his working hours on his private red estate business. This is based
upon one hour per day for the last year for both the Specidist and the Program Assgtant. This
amount is due by certified check no later than noon on Monday, April 30, 2001. If the amount
is not received by the deadline, the University will refer this metter to the Attorney Generd for
collection.

The State Audit report noted that $57,960.50 would be required to fully repay the State for
misdlocated time. This figure is based on saven hours per day of the Specididt’s time and one
hour per day of the Program Assgtant’s time for a year. The Supervisor concluded that one
hour per day of the Specidist’s time and one hour per day of the Program Assgtant’s time was
a better description of the inappropriate workload, given the extent of work performed based
on the Specidid’s recent performance evauation. The Supervisor discussed the ingppropriate
use of State resources with the Program Assistant.

The Universty will recommunicate the policies governing externd employment to dl

employees, both Subject to the State Personnd Act (SPA) and Exempt from the State
Personnel Act (EPA). (Refer to issue 3 below)

14



2. THE LIVESTOCK SPECIALIST HAD HIS PROGRAM ASSISTANT
PERFORM REAL ESTATE RELATED ACTIVITIES DURING HER
REGULAR WORKING HOURS.

We recommend that North Carolina State University Management advise all
extension office supervisors to refrain from asking subordinates to perform
any non-extension-related dutiesduring the workday.

The Universty has and will continue to re-communicate the SPA Personnd Policies regarding
Leave and Fair Labor Standards Act to remind al employees that supervisors may not ask
subordinates to perform any non-related work during or after the workday. (NC State
University Policies and Procedures, Policy #701 and #616, respectively.) The Dean of the
College of Agriculture and Life Science will emphasize to dl employees of the College that
upervisors may not request any employee under thelr supervison to perform non-business
functions at any time during or after busness hours.

We will continue to remind al University personne tha the State Auditor’s hotline and the
Internad Audit department are available to report any misuse of state funds and property. The
haotline number is on the Internal Audit home page.

3. THE LIVESTOCK SPECIALIST DID NOT SUBMIT A SECONDARY
EMPLOYMENT FORM TO HIS SUPERVISOR.

We recommend the University Administration communicate expectations
regarding all employees’ secondary employment. University Administration
should require all employees to annually submit a secondary employment
form that accurately detailsthe time required and hoursworked in secondary
employment.

The Associate Vice-Chancellor of Human Resources will re-communicate the requirements for
reporting of secondary employment to all SPA employees. Per NC State University Policies
and Procedures, Policy #603, for SPA employees, “The Univerdty is consdered the primary
employer for its employees who are subject to the State Personnd Act. Any work that
produces income is consdered secondary employment. An employee must obtain approva
from a supervisor prior to engaging in secondary employment. An gpprova request may be
vaid for up to one year and renewd is required.”

The Vice-Chancdlor for Research and Graduate Studies will re-communicate the requirements
for externd employment to al faculty or professona saff (EPA) employees. The “Externd
Professonad Activities for Pay (Consulting)” policy requires a “Notice of Intent to Engage in
Externd Professond Activity for Pay” to be filed with the head of the department in which the
individud is employed not less than 10 cdendar days before the date the activity isto occur. Per
the policy, “Externd professona activities for pay are based on the professond knowledge,

15



experience and abilities of the faculty or other professond dtaff. Activities for pay not involving
such professiond knowledge, experience and abilities are not subject to the advance disclosure
and approva requirements of this policy, dthough they are subject to the basic requirements
that outsde activities of any type not result in neglect of primary University duties, conflicts of
interest, ingppropriate use of the University name or clams of University responsbility for the
activity.”

4. THE LIVESTOCK SPECIALIST VIOLATED UNIVERSITY POLICY BY
MAINTAINING A CHECKING ACCOUNT NAMED THE LIVESTOCK
EDUCATIONAL FUND AT A LOCAL BANK.

We have recommended in the past and recommend again that extension
employees adhere to all applicable University and extension service policies
requiring authorization and annual examination of accounts not maintained at
the department level. In addition, we recommend the balance of the checking
account maintained by the livestock specialist is transferred to the NCSU
Cashier’s Officefor deposit in a University maintained account.

The Dean of the College of Agriculture and Life Science will emphasze the Universty
requirements related to Imprest Checking and Trust Fund accounts to al College employees.
(Adminigrative Procedures Manud, Volume I, Section A, Section 6.2 Imprest Checking
Accounts and Section 9, Trust Funds) The funds from the checking account have been
received and deposdted by the Coallege into the Extenson Livestock Education Fund. The
amount deposited was $12,533.99. These funds will be managed by the Department of Animal
Science in accordance with the University policy for trust funds.

5. THE LIVESTOCK SPECIALIST MAY HAVE VIOLATED NORTH
CAROLINA GENERAL STATUTE 147-64.7A BY INITIALLY DENYING
INVOLVEMENT IN THE REAL ESTATE BUSINESS AND HAVING HIS
ASSISTANT DELETE RELEVANT COMPUTER RECORDS.

In Lieu of a recommendation, we have referred this information to the
Attorney General’ s Office based on the nature of thisfinding.

No further action isrequired at thistime on behdf of the Universty.
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DISTRIBUTION OF AUDIT REPORT

In accordance with G.S. 8147-64.5 and G.S. 8147-64.6(c)(14), copies of this report have been
digtributed to the public officids listed below. Additiond copies are provided to other legidators,
date officids, the press, and the genera public upon request.

EXECUTIVE BRANCH

The Honorable Michael F. Easley Governor of North Carolina

The Honorable Beverly M. Perdue Lieutenant Governor of North Carolina
The Honorable Richard H. Moore State Treasurer

The Honorable Roy A. Cooper, 111 Attorney General

Mr. David T. McCoy State Budget Officer

Mr. Edward Renfrow State Controller

Dr. Marye Anne Fox Chancellor, North Carolina State University
Ms. Peaches Gunter Simpkins Chairman, North Carolina State University

Board of Trustees

LEGISLATIVE BRANCH

Appointees to the Joint L egislative Commission on Governmental Operations

Senator Marc Basnight, Co-Chairman Representative James B. Black, Co-Chairman
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Senator Charlie Albertson Representative Martha B. Alexander

Senator Frank W. Ballance, Jr. Representative Flossie Boyd-Mclintyre
Senator Charles Carter Representative E. Nelson Cole

Senator Daniel G. Clodfelter Representative James W. Crawford, Jr.
Senator Walter H. Dalton Representative William T. Cul pepper, 1
Senator James Forrester Representative W. Pete Cunningham
Senator Linda Garrou Representative Beverly M. Earle
Senator Wilbur P. Gulley Representative Ruth M. Easterling
Senator Kay R. Hagan Representative Stanley H. Fox
Senator David W. Hoyle Representative R. Phillip Haire
Senator Luther H. Jordan, Jr. Representative Dewey L. Hill

Senator EllieKinnaird Representative Mary L. Jarrell

Senator Howard N. Lee Representative Maggie Jeffus

Senator Jeanne H. Lucas Representative Larry T. Justus
Senator R. L. Martin Representative Edd Nye

Senator William N. Martin Representative Warren C. Oldham
Senator Stephen M. Metcalf Representative William C. Owens, Jr.
Senator Fountain Odom Representative E. David Redwine
Senator Aaron W. Plyler Representative R. Eugene Rogers
Senator Eric M. Reeves Representative Drew P. Saunders
Senator Dan Robinson Representative WilmaM. Sherrill
Senator Larry Shaw Representative Ronald L. Smith
Senator Robert G. Shaw Representative Gregg Thompson
Senator R. C. Soles, Jr. Representative Joe P. Tolson

Senator Ed N. Warren Representative Russell E. Tucker
Senator David F. Weinstein Representative Thomas E. Wright
Senator Allen H. Wellons Representative Douglas Y. Y ongue
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DISTRIBUTION OF AUDIT REPORT (CONCLUDED)

Other Legislative Officials

Representative Phillip A. Baddour, Jr.

Senator Anthony E. Rand
Senator Patrick J. Ballantine
Representative N. Leo Daughtry
Representative Joe Hackney
Mr. James D. Johnson

Mr. CharlesW. Hipps

April 25, 2001

Majority Leader of the N.C. House of Representatives
Majority Leader of the N.C. Senate

Minority Leader of the N.C. Senate

Minority Leader of the N.C. House of Representatives
N. C. House Speaker Pro-Tem

Director, Fiscal Research Division

Other Officials
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District Attorney for the 30" Judicial District



ORDERING INFORMATION

Copies of this report may be obtained by contacting the:

Office of the State Auditor

State of North Carolina

2 South Sdlishury Street

20601 Mail Service Center

Raeigh, North Carolina 27699-0601

Telephone:  919/807-7500
Facamile  919/807-7647
E-Mail: reports@ncauditor.net

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 Smply enter our URL into the gppropriate field in your browser:
http://www.osa.gtate.nc.us.

As required for disclosure by G. S. 8143-170.1, 250 copies of this public document
were printed at a cost of $167.50, or .67¢ per copy.
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