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LETTER OF TRANSMITTAL

October 9, 2002

The Honorable Michael F. Easley, Governor

Mr. H. Martin Lancaster, President of the North Carolina Community College System
Mr. J.W. Disher, Chairman of Central Piedmont Community College Board of Trustees
Dr. P. Anthony Zeiss, President of Central Piedmont Community College

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 Central Piedmont Community College. 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 report to the Governor, the Attorney
General and other appropriate officials.

Respectfully submitted,

Tabh, Couplett J.

Ralph Campbell, Jr., CFE
State Auditor
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INTRODUCTION

During the State Auditor’s annual financial audit of Central Piedmont Community College
(CPCC), the auditors noted that on August 1, 2000, CPCC paid a $93,600 real estate broker’s
commission on the purchase of 1.98 acres from Central Piedmont Community College
Foundation, Inc. (Foundation). However, the payment appeared inappropriate, because CPCC
and the Foundation had entered into an option-to-purchase agreement four years earlier that

was still in effect.

The financial auditors obtained preliminary documentation surrounding this transaction and
referred the issue to the State Auditor’s investigative audit section for further examination.
We used the following procedures to conduct this special review:

eExamination of CPCC documents and records.
eInterviews with CPCC employees.

eInterviews with individuals external to CPCC.

This report presents the results of our special review. The review was conducted pursuant to
G.S. §147-64.6(c)(16) rather than a financial audit. The State Auditor performs an annual

financial audit of CPCC.

Central Piedmont Community College

Central Piedmont Community College (CPCC) is one of the 58 community colleges in the
North Carolina Community College System. The central campus is located in Charlotte with

other campuses in Charlotte and Mecklenburg County.



INTRODUCTION (CONTINUED)

CPCC has a 12-member Board of Trustees. The Governor, the Mecklenburg County Board of
Commissioners, and the Charlotte-Mecklenburg Board of Education appoint four members
each. Each member serves four years. The Board consists of a Chairman, Vice-Chairman
and Secretary and operates through four committees: the Executive Committee, the Finance
Committee, the Facilities Committee, and the Instructional Programs and Institutional
Support Committee. The Board of Trustees provides policy direction to the President of

CPCC.

The President serves as the Chief Executive Officer of CPCC and is assisted by an Executive

Vice President.

In 1999, the voters of Mecklenburg County approved the issuance of general obligation bonds
(land banking bonds) to secure land for public institutions supported by Mecklenburg County,

such as, CPCC.

Central Piedmont Community College Foundation, Inc

Central Piedmont Community College Foundation, Inc. (Foundation), is a nonprofit
organization incorporated in the state of North Carolina. Its primary mission is to support
Central Piedmont Community College and its students. A Board of Directors governs the

Foundation. The Board of Directors consists of not less than 21 members and not more than

' Central Piedmont Community College



INTRODUCTION (CONCLUDED)

29 members. Board members serve three-year terms and are selected by the Board from

individuals proposed by the nominating committee.

The Foundation employs an Executive Director, who reports to the Board, and supervises a
staff of four people. As of June 30, 2001, the Foundation had net assets (assets less liabilities)

of $13,057,906.



FINDINGS AND RECOMMENDATIONS

CPCC MANAGEMENT, IN PURCHASING REAL ESTATE FROM THE
FOUNDATION WITH FUNDS PROVIDED BY THE COUNTY, PAID $260,548
MORE THAN THE PRICE ESTABLISHED BY AN OPTION-TO-PURCHASE,
AND PAID A $93,600 REAL ESTATE COMMISSION WHEN THEY ALREADY
HELD AN OPTION-TO-PURCHASE THE PROPERTY.

In 1994, Central Piedmont Community College (CPCC) acquired an option-to-purchase
approximately 1.98 acres on Independence Boulevard in Charlotte. Two years later, the
Central Piedmont Community College Foundation, Inc., (Foundation) purchased the
property for $1,872,000 and leased it to CPCC for $18,502.05 per month. The term of the
lease was for 10 years and four days commencing on November 27, 1996. Also in
November 1996, the Foundation and CPCC entered into an option-to-purchase agreement
for the property. The option allowed CPCC to purchase the property from the Foundation

for the amount of any outstanding loans secured by the property.

In February 2000, CPCC and Mecklenburg County Parks and Recreation formally
requested a Charlotte Realtor represent both organizations in obtaining properties in the
Elizabeth Avenue area. Included in those properties was the 1.98 acre parcel on
Independence Boulevard that was owned by the Foundation with CPCC already holding an

option-to-purchase.

In August 2000, CPCC purchased the Independence Boulevard property from the
Foundation for $1,872,000 using Mecklenburg County general obligation bond proceeds

(County land banking bonds passed by the voters in November 1999) to fund the



FINDINGS AND RECOMMENDATIONS (CONTINUED)

purchase. The Closing and Disbursement Statement shows that CPCC paid a $93,600
broker’s commission at closing. This was done, even though CPCC had an option to
purchase the property from the Foundation prior to hiring a Realtor. In addition, the purchase

price was $260,548.25 more than the price established by the option-to-purchase documents.

According to the CPCC Executive Vice President who was involved in the transactions, she
prepared a list of properties CPCC would like to acquire in the Elizabeth Street area and gave
the list to the Realtor. She said the property referred to above was included on the list. She
said she had forgotten about the option, so she included the property on the list in error. She
acknowledged that a Realtor was not needed to assist in negotiating the purchase price for the
parcel. When asked why CPCC paid the Foundation $1,872,000 for the property instead of
the option amount of $1,611,451.75 (the amount of the outstanding loan), she said that the

County had agreed to pay the original cost of $1,872,000.

According to the Attorney who represented the County in the transaction (a County Attorney
was used since County bond proceeds were used to fund the purchase), he was not told of the
option-to-purchase agreement. He said that the Foundation originally asked for the purchase
price to be the current appraised value of approximately $2,200,000, but the County refused,
because of the close relationship between the Foundation and CPCC. He said the County
agreed to pay the Foundation’s cost in the property, but he did not know at the time CPCC

had an agreement with the Foundation to obtain the property for less.



FINDINGS AND RECOMMENDATIONS (CONCLUDED)

According to the Attorney who represented CPCC in the transactions, she did not remember

the option existed.

According to the President of the real estate company that received the commission, who is
also a Foundation Board member, he did not have knowledge of the option. He said his
company was given a list of seven properties that CPCC desired to acquire with County bond
proceeds. He said his staff worked diligently to acquire the properties while working with
CPCC and County officials. He said if he had known of the option, he would have excluded

the property from the list.

According to the CPCC President, he did not remember the option existed until we brought it
to his attention. He said that the CPCC Foundation intends on reimbursing the County
$260,548.25 as well as any interest that would have accrued on the funds since August 1,
2000. In addition, the CPCC Foundation intends on reimbursing the County $80,573 for the
commission. The Realtor has agreed to reimburse $13,027 ($260,548.25 x 5%) of the

commission.

RECOMMENDATION
We recommend that (i) CPCC assure that the Foundation reimburse the County $260,548.25
for the excess purchase price and (ii) CPCC assures the County is reimbursed the $93,600 for
the real estate commission. In addition, we recommend CPCC review its procedures and
practices on real estate purchases to assure it is fully aware of the interest it holds in
properties and that real estate brokers are used only when needed.
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STATEMENT OF QUESTIONED COSTS

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
taxpayers resulting from the findings of our review. We simply are noting areas where
managerial oversight should be enhanced, or where, in our judgment, questionable activities

or practices occurred.

1. Overpayment to the Foundation $260,548
2. Unnecessary Payment to the Realtor 93,600
Total $354,148
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Response from Central Piedmont Community College

| CENTRAL PIEDMONT CCMMUNITY COLLEGE

—[(Fé2)320-0rcg BT EpCeioeing; us,

October 3, 2002

Mr, Ralph Campbell, Jr., CFE

State Auditor

Office of the State Auditor

2 5. Salisbury Street

20601 Mail Service Center

Rﬂ!cigh. NC 27699 a0l P{ﬁa{l:ypsmr_-';.-_

Fictitusiian

Dear Mr. Campbell:

As requested, this letter responds to the Special Review, Central Piedmont Community
College, September 2002, forwarded to me by your cc rizspondence of September 5,
2002.

First, let me thank you and your staff for calling this matter to our attention. The College
has responded in a proactive manner to address the sit1ation aud reimburse Mecklenburg
County fully. This reimburserment was accomplished, with the suppert of the CPCC
College Roard of Trustess and the CPCC Foundation 3aard of Directors, on Septembey
4, 2002. Theose actions are outlined in our attached rasponse, wWhich we understand will
be included with your final report.

Again, thank you for drawing this matter 10 the College’s attention. We appreciate the
cooperative and professional manner in which this issuc was handled.

Sincerely,

R
P. Anthopy Z&iss
President

Si;.’_%ﬂsox 35009 = CHARLOTTE, NORTH CAROLINA » 2RB235-500%



Central Piedmont Community College
Response to Special Review
September 2002

Central Piedmont Community College generally agrees with the Findings and
Recommendations of the Draft Special Review. It concurs that the option to purchase
contained in the Lease between the College and the CPCC Foundation, dated November
27, 1996, provided for a purchase agreement under which the purchase price for the
acquisition of the property was to be the amount of the outstanding mortgage balance as
of the date of the closing. All individuals involved in the closing of the acquisition
acknowledge that at the time of the acquisition of the property in August, 2000, they
cither did not remember or were not aware of the existence of the option to purchase. As
set forth below, the College immediately forwarded funds to Mecklenburg County as
reimbursement for the excess amount funded by the land banking bonds. The CPCC
Foundation has responded by promptly reimbursing the College the amount of the excess
purchase price that was paid to the CPCC Foundation at closing, plus accrued interest.

With respect to the payment by the College of the real estate commission, the College
decided very early in the process of acquiring properties with land banking funds to
engage a real estate broker to assist the College in the variety of tasks which had to be
accomplished over an extended period of time related to the acquisition of property,
including the property in question. Section 21 of the purchase agreement specifically
provides: “Nothing contained herein shall alter any agreement between a Realtor or
broker and Seller or Buyer as contained in any listing agreement, buyer agency
agreement, or any other agency agreement between them.” CPCC believes that the
payment of a real estate commission related to the purchase of the property was permitted
and proper and within the scope of its discretion and reasonable judgment. The College,
however, in conjunction with its attorneys and the real estate broker, has reimbursed
Mecklenburg County for the total real estate commission that was paid m conjunction
with the College’s acquisition of the property.

The following significant events or transactions have taken place since the College was
alerted to this matter:

e On August 27, 2002, the CPCC Foundation Board of Directors voted
unanimously to reimburse CPCC the sum of 287,027 to be in turn forwarded to
Mecklenburg County. This represents reimbursement of the following:
Variance between the original purchase price (§1,872,000) of the
land and the outstanding mortgage balance as of August 1, 2000 §260,549
($1,611,451)

Interest acerued from August 1, 2000 to September 4, 2002 526,478

5207663
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e On September 4, 2002, CPCC’s Board of Trustees unanimously agreed to
participate in the reimbursement of Mecklenburg County for the real estate
commission which was paid. This commission totaled $93,600, of which the
College, using non-tax dollars, funded $40,286, counsel to the College funded
$40,286, and the real estate broker funded $13,028.

e On September 4, 2002, the College issued a check made payable to Mecklenburg
County totaling $380,627. The College delivered the check to the county
manager on that day.

The College has provided documentation of these transactions to the state auditor’s
office.

In summary, the reimbursement to the County exceeded the amount recommended by the
Auditor, because interest on the variance in purchase price was included. In addition,
CPCC has acted on the Auditor’s recommendation that it review its policies and
procedures on real estate purchases. Going forward, it will be College policy to record a
memorandum of all options and long-term leases, even if such recordation is not required
by law or local practice. In that way, a title search will minimize the prospect of a similar
oversight.

CPCC appreciates the office of the state auditor calling this matter to the College’s
attention and thus affording us the opportunity to correct the situation. We are satisfied
that there was no misconduct on the part of any individuals or entities involved. When

the oversight was noted, all parties involved responded promptly to assure appropriate
reimbursement using non-tax funds.

September 18, 2002

S29T66.v3
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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.

The Honorable Michael F. Easley

The Honorable Beverly M. Perdue
The Honorable Richard H. Moore

The Honorable Roy A. Cooper, 111
Mr. David T. McCoy

Mr. Robert L. Powell

Mr. H. Martin Lancaster

EXECUTIVE BRANCH

Governor of North Carolina

Lieutenant Governor of North Carolina
State Treasurer

Attorney General

State Budget Officer

State Controller

President of the North Carolina Community
College System

LEGISLATIVE BRANCH

Appointees to the Joint Legislative Commission on Governmental Operations

Senator Marc Basnight, Co-Chairman
Senator Charlie Albertson
Senator Frank W. Ballance, Jr.
Senator Charles Carter
Senator Daniel G. Clodfelter
Senator Walter H. Dalton
Senator James Forrester
Senator Linda Garrou
Senator Wilbur P. Gulley
Senator Kay R. Hagan
Senator David W. Hoyle
Senator Luther H. Jordan, Jr.
Senator Ellie Kinnaird
Senator Howard N. Lee
Senator Jeanne H. Lucas
Senator R. L. Martin
Senator William N. Martin
Senator Stephen M. Metcalf
Senator Fountain Odom
Senator Aaron W. Plyler
Senator Eric M. Reeves
Senator Dan Robinson
Senator Larry Shaw

Senator Robert G. Shaw
Senator R. C. Soles, Jr.
Senator Ed N. Warren
Senator David F. Weinstein
Senator Allen H. Wellons

Representative James B. Black, Co-Chairman
Representative Martha B. Alexander
Representative Flossie Boyd-Mclntyre
Representative E. Nelson Cole
Representative James W. Crawford, Jr.
Representative William T. Culpepper, II1
Representative W. Pete Cunningham
Representative Beverly M. Earle
Representative Ruth M. Easterling
Representative Stanley H. Fox
Representative R. Phillip Haire
Representative Dewey L. Hill
Representative Mary L. Jarrell
Representative Maggie Jeffus
Representative Larry T. Justus
Representative Edd Nye
Representative Warren C. Oldham
Representative William C. Owens, Jr.
Representative E. David Redwine
Representative R. Eugene Rogers
Representative Drew P. Saunders
Representative Wilma M. Sherrill
Representative Ronald L. Smith
Representative Gregg Thompson
Representative Joe P. Tolson
Representative Russell E. Tucker
Representative Thomas E. Wright
Representative Douglas Y. Yongue



DISTRIBUTION OF AUDIT REPORT (CONCLUDED)

Other Legislative Officials

Representative Phillip A. Baddour, Jr.

Senator Anthony E. Rand Majority Leader of the N.C. House of Representatives
Senator Patrick J. Ballantine Majority Leader of the N.C. Senate

Representative N. Leo Daughtry Minority Leader of the N.C. Senate

Representative Joe Hackney Minority Leader of the N.C. House of Representatives
Mr. James D. Johnson N. C. House Speaker Pro-Tem

Director, Fiscal Research Division

Central Piedmont Community College Board of Trustees

J.W. Disher, Chairman John W. Luby

Vincent James, Vice Chairman Georgia J. Lewis

Jane G. Cooper Ralph A. Pitts

Kaye Bernard McGarry David A. Lewis
Roni-Marzetta M. Jones Carrie Winter

Jill S. Flynn Bishop George E. Battle, Jr.
October 9, 2002
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ORDERING INFORMATION

Copies of this report may be obtained by contacting the:

Office of the State Auditor

State of North Carolina

2 South Salisbury Street

20601 Mail Service Center

Raleigh, North Carolina 27699-0601

Telephone: 919/807-7500
Facsimile: 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 simply enter our URL into the appropriate field in
your browser:

http://www.osa.state.nc.us.
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