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INTRODUCTION 

1 

The Office of the State Auditor received a number of allegations concerning the financial 
management and oversight of North Carolina’s Eastern Region (Eastern Region), an 
economic development partnership created pursuant to North Carolina General Statute §158-
33.  The allegations primarily concerned the Executive Director.  Allegedly, the Executive 
Director received excessive and undocumented expense reimbursements, and engaged in 
unnecessary activities often involving extensive travel.  We also received allegations related 
to the reporting of interest income to the North Carolina General Assembly. 
 
To conduct a special review of these allegations, we performed the following procedures: 
 

• Interviews with current and former staff and Commission members; 
 
• Examination of relevant documents and records of the Eastern Region 

including invoices, travel reimbursement forms, check registers, bank 
statements, loan agreements, minutes from Commission meetings; 

 
• Review of audited financial statements; 
 
• Interviews  with individuals external to the Eastern Region; 
 
• Consultation with the North Carolina General Assembly Fiscal Research 

Division and the North Carolina Department of Commerce. 
 
This report presents the results of our special review.  The review was conducted pursuant to 
North Carolina General Statute § 147-64.6(c)(16) rather than as a financial or performance 
audit.  An independent public accounting firm conducts an annual financial audit of the 
Eastern Region.  
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North Carolina’s Eastern Region is a multi-county partnership originally created pursuant to 
Article 4 of Chapter 158 of the North Carolina General Statutes, as enacted by Senate Bill 
853, 1993 General Assembly and includes the 13 county geographic region identified below.  
North Carolina’s Eastern Region Development Commission is the governing body of North 
Carolina’s Eastern Region (Eastern Region).  
 
The purpose of the Eastern Region is to promote and encourage economic development 
within its territorial jurisdiction by fostering or sponsoring development projects to provide 
land, buildings, facilities, programs, information and data systems and infrastructure 
requirements for business and industry.  It is one of seven economic development partnerships 
in North Carolina that operate in cooperation with the North Carolina Department of 
Commerce to attract new business development and stimulate economic growth. 
 
 

 
 
 
The Eastern Region was initially known as the Global TransPark Development Zone. 
However, the Eastern Region is a separate and distinct entity from both the Global 
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TransPark Authority which operates the Global TransPark, and the Global TransPark 
Foundation which is a 501(c) (3) tax exempt organization that supports the recruitment efforts 
of the Global TransPark through private funding.  

Until recently, the Eastern Region was administered by a development commission comprised 
of three representatives from each of its 13 counties.  Effective September 30, 2005, the terms 
of office of the existing members were terminated and a new commission was seated to 
include one representative from each member county and six additional members appointed 
by the General Assembly on the recommendation of the Speaker of the House of 
Representatives (2), President Pro Tempore of the Senate (2), and the Governor (2). 

The new Eastern Region Commission held its first official meeting on February 9, 2006.  
During this initial meeting, the Board of Directors received and accepted the resignation of 
the Executive Director.  

Funding 
The Eastern Region receives an annual appropriation from the North Carolina General 
Assembly.  The appropriation covers administrative and operating expenses such as 
marketing, advertising, promotion, and other economic development activities. 

When the Eastern Region was initially established, it was authorized by statute to levy a 
temporary annual vehicle registration tax of five dollars per vehicle for a period not to exceed 
five years.  The Eastern Region was required to place eighty-five percent (85%) of those 
proceeds into an interest bearing trust account.  The remaining fifteen percent (15%) was 
placed into a general fund account and was available for general operating expenses. 

The portion of the vehicle registration tax placed in the trust account is restricted by statute 
and can only be used for economic development projects and infrastructure construction 
projects that are within the territorial jurisdiction of the region but are not within the Global 
Transpark.  

In addition to the vehicle registration tax, the North Carolina General Assembly granted the 
Eastern Region a one time appropriation of $7,500,000 to be placed in the same trust account. 
The Eastern Region receives interest revenue on these funds which are used for operating 
expenses and to fund various grants to member counties.  The Eastern Region  receives no 
funding from private sources. For the 2005-2006 fiscal year, the Eastern Region received an 
appropriation of $766,830.   

Organizational Structure 

The Eastern Region has a full-time staff of six professionals to create and execute economic 
development programs and policies. 
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The Eastern Region staff works in coordination with the North Carolina Department of 
Commerce to market the region and develop clients.  The Department of Commerce also 
invites the Eastern Region and the other regional economic development partnerships to 
participate in various economic development activities throughout the state, nation and 
abroad. 

Facilities 
The Eastern Region maintains administrative offices in Kinston, North Carolina in a building 
adjacent to the Global Transpark Education and Training Center. 
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1. THE COMMISSION DID NOT EXERCISE ADEQUATE OVERSIGHT AND 
MONITORING OF THE EASTERN REGION’S MARKETING AND CLIENT 
DEVELOPMENT ACTIVITIES. 

The process of encouraging prospective businesses to consider locating or relocating into 
the region involves building relationships with key decision makers within an 
organization.  This process can sometimes take months or even years to produce results.  
An essential element in the process requires detailed and accurate records of meetings 
with prospects in order to better respond to any need that the client may have in the future 
related to a potential relocation.  When a major marketing event is held, detailed records 
related to the event are needed to identify potential clients and assess the success or failure 
of the activity for future planning. 

The Eastern Region organizes and participates in various events to fulfill its mission of 
attracting business to the region.  Some events are designed as “networking” opportunities 
with potential clients or established clients interested in relocating to the region. Other 
events include trade shows or conferences where Eastern Region staff interact with other 
economic developers from around the country. 

Concerns about three specific events were brought to our attention prior to our review.  
One was a hospitality house rented for the US Open golf tournament, another was a trip to 
Ireland taken by the Executive Director and the other was a trip to New Orleans taken by 
the Executive Director and the Business Development Consultant. 

US Open Golf Tournament 
 

The Eastern Region conducted a marketing event in conjunction with the US Open Golf 
Tournament held in Pinehurst in June of 2005.  A review of relevant records and 
interviews with Eastern Region staff raised a number of questions regarding the purpose 
and actual attendance at the event. 
 
The Eastern Region staff member responsible for mailing invitations to the event said she 
sent out a number of invitations but there was very little response. This staff member 
along with other staff informed us that they had no knowledge of who actually attended 
the event.  When questioned about the matter one staff member replied “I wish I knew 
who attended.”  

When we questioned the Executive Director about the event, he was unable to provide us 
with an accurate list of attendees.  We determined that the attendees included one lead 
generating contact, a local business owner, individuals who assist with the Eastern 
Region’s marketing efforts, and the Executive Director’s spouse and son.
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After our interview with the Executive Director he provided what was purported to be a 
complete and accurate list of event participants.  However, based on interviews with some 
of the individuals on the list, discrepancies remain. 1 

 
One associate of a marketing contractor for the Eastern Region said they were at the house 
for only two days and one night and the Executive Director and Business Development 
Consultant left in the morning and they did not see them again.  This individual said that 
they took it upon themselves to purchase breakfast and lunch for the one prospective 
business client that was staying at the house.  
 

Costs Associated with US Open Golf Tournament 
 
  House Rental   $12,000.00 
  Seven Additional Tickets     2,435.00 
  Food, Refreshments, Misc.     1,131.46 
      $15,566.46 
 

Travel to Ireland 
The Executive Director traveled to Ireland from June 29 to July 11, 2003.  According to 
the Executive Director the purpose of the trip was to visit other economic development 
organizations in order to look at how Ireland “turned their education around.” The 
Executive Director said that Ireland was chosen as a destination because the Eastern 
Region is similar to Ireland and they were successful in turning themselves around.  We 
asked the Executive Director if there was any other reason for the trip and he said that he 
had a golf trip planned a year in advance for the first week of the trip.  He said that he 
took the opportunity to set up meetings for the second week. 
 
We interviewed an Eastern Region staff member who coordinated the meetings for the 
Executive Director.  He stated that the Executive Director asked him to see if he could set 
up meetings with companies while he was in Ireland for his golf trip.  The staff member 
stated that he had a difficult time researching and calling around with other developers as 
there were not any current projects associated with Ireland.  The staff member said that he 
was finally able to line up meetings with various government and economic development 
officials for the Executive Director. 
 
We were able to confirm that the meetings did in fact take place and only costs associated 
with the second week of the trip were charged to the Eastern Region.  Still, any benefit to 
the Eastern Region from this trip to Ireland appears minimal at best.  The Executive 
Director stated that he did not discuss this trip in advance with the Commission and that 
after he returned he mentioned it to them but did not give a formal report of the trip. 
____________________________ 
1 Appendix A shows a brief report prepared by the Executive Director and Business Development 
Consultant to summarize the US Open event. This report infers that numerous clients were in attendance. 
However, we verified only one prospective business client attended the event for one or two days. 
Therefore, the benefit derived from the event for the Eastern is questionable. 
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The Eastern Region Commission meeting minutes did not reflect any discussion of a trip 
to Ireland. 

Costs Associated with Ireland Trip 
 
  Out of Pocket (meals, taxi, etc.) $  325.26 
  Lodging        919.76 
  Car Rental        937.81 
  Airport Parking         32.50 
  Meal in Raleigh night before travel     141.96 
       $2,357.27 

Travel to New Orleans 
The Executive Director and Business Development Consultant traveled to New Orleans 
from February 16-18, 2005.  The Executive Director said that the purpose of the trip was 
to find out about a program called I CAN Learn®2.  He stated that it is a way to teach math 
in the classroom.  He stated that as a result of the trip, individuals from the organization 
came to the region and gave a presentation to some school superintendents and 
community colleges.   
 
We confirmed that a representative for the I CAN Learn® program did give a presentation 
at the Eastern Region office but according to Eastern Region staff that was all that resulted 
from the trip. 

There may have been some benefit derived from having an organization which markets 
educational software present its product to local educational leaders.  However, we 
question the need for the Executive Director and the Business Development Consultant to 
travel to the company’s headquarters to learn about the product in advance considering the 
timing of the trip was during Mardi Gras celebrations in New Orleans.   

Costs Associated with New Orleans Trip3 
 
  Out of Pocket (meals, taxi, etc.) $  296.45 
  Car Rental        204.76 
  Parking          30.00 
       $  531.20 

                                                 
2I CANLearn® is an educational system owned and marketed by JBL Enterprises that is a complete software and 
hardware computer package for delivering standards based Algebra and Pre-Algebra courses to the K-12, 
College and adult education markets. 
3 Airfare and lodging were paid by I CANLearn®.  Therefore, there was no cost  for the Eastern Region for  
those items. 
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The Eastern Region uses a software program called A.C.T. which is used to record 
detailed information about prospect development.  However, the Eastern Region staff 
member responsible for updating the A.C.T. system said it was a constant source of 
frustration trying to obtain information regarding client interaction from the Executive 
Director and Business Development Consultant. 

We found no indication of a policy requiring discussion or prior approval by the 
Commission for travel or other events.  In addition, neither Commission meeting minutes 
nor discussions with Commission members reflect any detailed reports were provided 
addressing the benefits derived from the above activities. 

RECOMMENDATION 

The Eastern Region should develop and implement policies and procedures to requires the 
Commission to more effectively fulfill its fiduciary oversight responsibilities.  These 
policies should include a requirement that the Commission be updated by management or 
appropriate staff about proposed marketing events, seminar attendance or other “mission” 
trips planned by the Eastern Region staff in advance.   

Policies should require detailed reports to Commission members subsequent to an event or 
trip. By implementing these procedures, the organization will create a system of “checks 
and balances” to allow the Eastern Region to evaluate its activities to ensure that they are 
consistent with the mission of the organization.  Also, this information will provide data 
that can be used to effectively plan future activities for the Eastern Region.  

2. THE EXECUTIVE DIRECTOR WAS REIMBURSED FOR EXPENSES 
WITHOUT ADEQUATE SUPPORTING DOCUMENTATION. 

We reviewed documentation for expense reimbursements made directly to Eastern Region 
staff for out of pocket expenses as well as payments for credit card charges made by staff 
on Eastern Region business.  Particularly in the case of meals and entertainment related 
expenses by the Executive Director, a significant amount of the documentation did not 
adequately indicate a business purpose of the expense or the name and business 
relationship of any other individuals whose expenses were paid by the Eastern Region. 

According to the Chief Financial Officer (CFO), the Eastern Region has never had any 
written policies and procedures related to reimbursement of staff expenditures.  The CFO 
said her own practice is to reimburse an expense only if there is a receipt. However, there 
is no written policy stating what constitutes an adequate receipt or other items such as 
prior/post authorization, expenditure limits, timeliness of submission, or documentation 
review requirements. 

Because of the nature of the Executive Director’s activities, there were many instances 
when he incurred out-of-pocket expenses for activities that could be construed as personal 
even though there may have been a legitimate business purpose for the expense.  
However, based on the documentation that was presented for reimbursement, it was 
difficult to determine if there was an actual business purpose associated with certain 
expenses. 
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The Executive Director often created receipts to document meals associated with Eastern 
Region business. The activities purported to be associated with these expenses included 
trips to various trade shows, conventions, meetings and visits with prospective business 
leaders interested in moving to the region as well as meetings with local and state 
officials. 

We also noted that the Executive Director used an American Express Platinum Card 
issued in his name for both personal expenses and Eastern Region expenses.  He also had 
a credit card issued in the name of the Eastern Region. Payments for these expenses were 
made directly to American Express.  

To identify business expenses, the Executive Director either indicated his personal 
charges on the statement or the CFO made a determination and gave the information to the 
Executive Director to verify.  Therefore, there are questions as to how accurately personal 
expenses were separated from business expenses.  Identified personal charges placed on 
the credit card were paid by the Executive Director either as reimbursement to the Eastern 
Region or were paid directly to American Express. In addition to meals, expenses 
included travel, conference fees, and mileage reimbursement for travel outside of the 
region.4  Also, internet service at the Executive Director’s home and membership dues at 
The Kinston Country Club in the Executive Director’s and spouse’s name were 
reimbursed by the Eastern Region.5   

Some receipts for meals were noted to be similar and in numerical sequence even though 
they related to meals from different time periods.  For example, a “guest check” numbered 
293145 with only a hand written amount for $10.25 was submitted for a lunch on July 10, 
2003 while on October 11, 2003, a stub from the same “guest check” numbered 293145 
for $11.83 was submitted as a lunch receipt.  Other guest checks were submitted in a 
similar manner with numbers ranging from 293139 through 293149 as well as other 
sequential receipts.   

Another example of a questionable receipt involved a request for reimbursement of a 
lunch on April 6, 2003, while at a meeting in Southern Pines, North Carolina.  The receipt 
for $40.78 was from a restaurant located in Atlanta, Georgia.  In another instance, the 
Executive Director submitted a receipt in the amount of $21.99 for a dinner in Richmond, 
Virginia on November 5, 2004, but the receipt was dated October 26, 2004, and did not 
include the name of the establishment. 

When we questioned the Executive Director about these receipts he said that sometimes 
he forgot to get a receipt so he just made one up.  These types of receipts appeared to be

                                                 
4  The Executive Director received a vehicle allowance of $900 per month for travel within the thirteen county 
area of the Eastern Region which was increased in 2005 to $1,000 by the Commission. 
5 We were told by Eastern Region staff that the country club membership was needed for entertainment of 
prospects.  However, we did not see evidence of significant business related use of the membership other than an 
occasional meal with Eastern Region staff and/or Commission member.  We confirmed the country club requires 
memberships to be in an individual’s name rather than a corporate name.  



FINDINGS AND RECOMMENDATIONS (CONTINUED) 

12 

submitted on a regular basis.  The Executive Director said that the amounts entered on the 
receipts were representative of what he had spent and he did not have time to keep up with 
his receipts. 

We reviewed a significant number of receipts that were either altered by having detailed 
information cut off and new information handwritten in or simply included the bottom 
portion of the receipt with only an amount.  We questioned the reason for submitting 
receipts like this when it appeared submitting the original receipt would have taken less 
time.  The Executive Director said that “it’s nobody’s business where I eat or what I have 
to eat.”6 

We also noted reimbursement for meals that were at the Kinston Country Club or 
restaurants located in Kinston where the Eastern Region office is located.  The receipts for 
those meals either lacked a business purpose or indicated “meeting” with a staff or 
Commission member.  In our opinion, if there is a compelling reason to conduct a meeting 
outside the Eastern Region office, then the business purpose should be documented. 

We questioned the CFO about the documentation submitted by the Executive Director and 
she stated that she did not feel comfortable questioning the Executive Director about these 
issues. She stated that the Executive Director on more than one occasion had informed her 
and other staff that any communication with the Commission without his approval could 
lead to dismissal.  She thought that the issues related to the Executive Director’s expenses 
would be addressed by the Commission treasurer who also reviewed the summaries. 

Total reimbursements for expenses paid to the Executive Director directly or to American 
Express in his name during the three year period 2003-2005 were as follows: 

   Expenses      Eastern Region 
Initially Paid by Personal Expenses  Expense (includes 

 Year  Eastern Region Paid by Executive Director car allowance) 
 2003  $  46,650.56  $  (8,762.58)   $  37,887.98 
 2004      75,273.76    (11,009.93)       64,263.83 
 2005      38,101.35    (10,351.44)       27,749.91 

  $160,025.67     $(30,123.95)   $129,901.72

                                                 
6 Appendix B provides examples of the types of receipts that were submitted by the Executive Director to 
support his reimbursement requests. 
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RECOMMENDATION 

We recommend that the Eastern Region develop policies and procedures to require 
adequate support for payments made to staff for out-of-pocket or credit card purchases 
while conducting Eastern Region business.  The Eastern Region should not authorize 
payment for travel, meals, or entertainment of clients without an actual receipt that 
documents: 

1) The amount of each expense; 
2) The time and place of the travel, meal or entertainment expense; 
3) The business purpose of the expense; 
4) The business relationship to the Eastern Region of the persons being 

entertained or who are having expenses paid by the Eastern Region. 

Eastern Region employees who travel or entertain clients should be issued an Eastern 
Region credit card to be used for Eastern Region business only.  This will eliminate the 
need to separate personal expenses from business expenses on credit card statements. 

In addition to proper documentation, the Eastern Region should develop sufficient internal 
controls that address the authorization and independent verification of transactions as well 
as proper segregation of duties related to the expense payment function. 

3. THE BUSINESS DEVELOPMENT CONSULTANT WAS PAID TWICE FOR THE 
SAME EXPENSE. 
During our review of documentation related to travel expenses, we discovered that the 
Business Development Consultant received two reimbursements for the same expenses.   
On May 11, 2005, the Business Development Consultant received a check for $1,087.30 
for out of pocket travel expenses incurred between January 16, 2005 and April 23, 2005. 
On May 27, 2005, the Business Development Consultant received a check for $1,128.15 
for out of pocket travel expenses that included the same items that were previously paid 
and an additional $40.85 for items added to the original reimbursement request. 
 
The Eastern Region has no policies or procedures in place to require employees to submit 
reimbursement requests in a timely manner. Often, reimbursement requests are submitted 
for items/events that occur over a 2-4 month period. This makes it difficult to verify that 
the documentation matches the dates of the event and if the request was previously paid.  
In addition, there are no polices that ensure independent authorization or review of 
payments to ensure that reimbursement requests have not previously been submitted. 
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RECOMMENDATION 

We recommend that Eastern Region management request repayment of $1,087.30 from 
the Business Development Consultant for the duplicate payment.7  In addition, the Eastern 
Region should develop policies and procedures to ensure that staff is required to submit 
reimbursement requests in a timely manner and that a pre-payment review is conducted to 
ensure that a reimbursement request was not previously submitted. 

4. NORTH CAROLINA’S EASTERN REGION HAS UNDER REPORTED 
INTEREST EARNED ON ITS ORIGINAL STATE APPROPRIATION. 

In 1993, the NC General Assembly through Senate Bill 26, appropriated $7,500,000 in 
state funds to North Carolina’s Eastern Region. Sec.72 “The funds appropriated in this act 
from the General Fund to the Global Transpark Development Zone created pursuant to 
Article 4 of Chapter 158 of the General Statutes, as enacted by Senate Bill 853, 1993 
General Assembly, shall be used for economic development projects and infrastructure 
construction projects as provided in Article 4 of Chapter 158 of the General Statutes.”  
The funds shall be credited “to the interest-bearing trust account created pursuant to G.S. 
158-42, as enacted by Senate Bill 853, 1993 General Assembly, and shall be subject to the 
restrictions on funds in that account provided in G.S. 158-42.” 

The enabling legislation of the Eastern Region outlines the method of allocation and 
required usage of the funds. In addition to the initial state appropriation, the fund includes 
85% of the proceeds of a $5 motor vehicle registration fee collected by the North Carolina 
Department of Transportation from each member county.  The motor vehicle tax was 
adopted by the legislature and the participating counties and was collected for a period of 
five years ended June 30, 1999.  The principal balance of the combined funds is non-
expendable in accordance with state law. 

On February 9, 1995, the Eastern Region’s Commission adopted policies and procedures 
to govern the disbursement of these funds in accordance with G.S. 158-42(f) which states 
that; “The Region may not disburse the principal of the trust account except pursuant to a 
contract that provides that, within a reasonable time not to exceed 20 years, the Region 
will recover or be repaid the amount disbursed.  The Region may, in its discretion, set 
reasonable terms and conditions for repayment of the principal disbursed, including 
provisions for securing the debt and the payment of interest.”  The Eastern Region 
allocated the $7,500,000 state appropriation equally among each member county 
($576,923.08 each).  In addition to that amount, each county is able to borrow up to the 
balance of the vehicle registration fees collected from its county.  Below is a summary of 
the amount of trust funds available to each county. 
 

________________________________ 
7On February 8, 2006, the Eastern Region received a personal check from the business development  
consultant for $1,087.30. 
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The Eastern Region Commission also approved policies that govern the terms of any loans 
from the trust fund.  The Commission’s policy is to charge member counties an interest 
rate that is no less than 50% of the Prime Rate or 3.5% whichever is greater in addition to 
any costs associated with processing the loan. 

When loan payments are received by the Eastern Region, the principal portion of each 
payment is deposited into the State Treasurer’s Short Term Investment Fund (STIF) 
account in accordance with fund requirements and the interest portion is deposited into the 
Eastern Region’s general operating account to be used at its discretion.  According to an 
opinion letter from the North Carolina Attorney General’s office dated April 13, 1995, any 
interest earned on the trust funds, may be used by the Eastern Region for operating and 
marketing purposes.   

In conjunction with the preparation of the bi-annual budget, the Department of Commerce 
Finance Center contacts the Eastern Region and requests an estimate of interest earnings 
on the state appropriated funds.  The reported figure is then used in an allocation formula 
to redistribute the interest earned on the $7,500,000 state appropriation.  The process for 
allocating these funds involves three steps.  For the 2005-06 fiscal year budget, the 

1) The Department established each Commission’s allocation by determining the sum of 
allocations to each county that was a member of that Commission.  Each county’s 
allocation was determined by dividing the county’s enterprise factor (calculated in 
accordance to G.S.105-129.3) by the sum of the enterprise factors for eligible counties 
and multiplying the resulting percentage by the amount of the appropriation. As used 
in this subdivision, the term “enterprise factor” means a county’s enterprise factor as 
calculated under G.S. 105-129.3. 

COUNTY DMV FUNDS STATE FUNDS TOTAL AVAILABLE
CARTERET $1,128,496.92 $576,923.08                         $1,705,419.55 
CRAVEN 1,516,281.09 576,923.08 2,093,239.85
DUPLIN 834,631.49 576,923.08 1,411,557.21
EDGECOMBE 946,776.28 576,923.08 1,523,721.64
GREENE 286,835.52 576,923.08 863,765.35
JONES 174,307.86 576,923.08 751,235.04
LENOIR 1,044,578.88 576,923.08 1,621,526.54
NASH 1,570,756.35 576,923.08 2,147,716.39
ONSLOW 2,040,650.21 576,923.08 2,617,621.30
PAMLICO 211,139.28 576,923.08 788,067.33
PITT 1,965,673.94 576,923.08 2,692,643.27
WAYNE 1,877,820.57 576,923.08 2,454,787.83
WILSON       1,245,653.35             576,923.08                           1,822,605.74 

TOTALS $14,843,601.74 $7,500,000.04 $22,493,907.04



FINDINGS AND RECOMMENDATIONS (CONTINUED) 

 

16 

 % of Total Allocation 
Advantage West 23.44% $1,587,988 
Carolina’s Partnership 11.39% $   771,411 
Piedmont Triad  11.87% $   804,056 
Research Triangle 9.95% $   674,370 
Southeast 12.42% $   841,620 
Eastern Region 12.84% $   869,794 
Northeastern Region 18.09% $1,225,761 
 100% $6,775,000 

 
2) Next, the Department subtracted from funds allocated to the Eastern Region, the sum 

of one hundred eighteen thousand one hundred twenty-nine dollars ($118,129) in the 
2005-2006 fiscal year and one hundred eighteen thousand four hundred seventy-seven 
dollars ($118,477) in the 2006-2007 fiscal year, which represented the  interest 
earnings in each fiscal year on the estimated balance of seven million five hundred 
thousand dollars ($7,500,000) appropriated to the Eastern Region in Section 6 of 
Chapter 561 of the 1993 Session Laws. 

 
% of Total 

Adjusted 
Allocation 

Interest to 
Redistribute 

Advantage West 23.44% $1,587,988  
Carolina’s Partnership 11.39% $771,411  
Piedmont Triad  11.87% $804,056  
Research Triangle 9.95% $674,370  
Southeast 12.42% $841,620  
Eastern Region 12.84% $751,665 $118,129 
Northeastern Region 18.09% $1,225,761  
 100% $6,656,871  

3) Next, the Department redistributed the sum of one hundred eighteen thousand one 
hundred twenty-nine dollars ($118,129) in the 2005-2006 fiscal year and one hundred 
eighteen thousand four hundred seventy-seven dollars ($118,477) in the 2006-2007 
fiscal year to the seven regional economic development commissions.  Each 
commission’s share of this redistribution was determined according to the enterprise 
factor formula noted above. This redistribution was in addition to each commission’s 
allocation determined above. 

 
% of Total 

Adjusted 
Allocation 

Allocation 
Interest Total 

Advantage West 23.44% $1,587,988 $  27,688 $1,615,677 
Carolina’s Partnership 11.39% $   771,411 $  13,450 $   784,861 
Piedmont Triad  11.87% $   804,056 $  14,020 $   818,076 
Research Triangle 9.95% $   674,370 $  11,758 $   686,128 
Southeast 12.42% $   841,620 $  14,675 $   856,295 
Eastern Region 12.84% $   751,665 $  15,166 $   766,830 
Northeastern Region 18.09% $1,225,761 $  21,372 $1,247,133 
 100% $6,656,871 $118,129 $6,775,000 
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We determined that the Eastern Region reported an estimate of interest earnings only on 
the unloaned portion of the $7,500,000 remaining on deposit in the STIF account and 
none of the interest generated on funds loaned to member counties.  The reporting of 
estimated interest on the unloaned portion of the $7,500,000 appears to have resulted from 
the Eastern Region’s interpretation of legislative intent.  The Eastern Region was the only 
Commission to receive the original $7,500,000 appropriation.  We believe the intent of the 
state appropriation allocation formula is to include all interest earnings derived from the 
entire amount of the $7,500,000 appropriation to the Eastern Region and not just the 
unloaned amount on deposit with the State Treasurer.  

In addition, the Eastern Region’s Revolving Loan Policy states that with respect to any 
loan of the state appropriated funds or any loan consisting in part of the appropriated 
funds, repayments of principal shall be deemed to be, first repayments of that portion of 
the loan attributable to the appropriated funds and second to that portion attributable to the 
net tax proceeds. 

While reviewing trust fund records and after discussing the loan procedures with Eastern 
Region staff, we determined that the principal portion of loan repayments are being 
credited based on the same percentage that the funds were originally loaned and not to the 
state appropriation first in accordance with Commission policy. 
 
The following table represents a recalculation of the total interest earned on the original 
$7,500,000 state appropriation and what we believe should have been reported and 
redistributed among the seven partnerships: 

          Interest Reported  
           Total Interest     to Fiscal Research  

Fiscal Year Ended Earned on Funds and used in Formula Difference 
6/30/96 439,200 315,000 (124,200)
6/30/97 422,397 315,000 (107,397)
6/30/98 389,522 276,923 (112,599)
6/30/99 366,866 280,502 (86,364)
6/30/00 362,976 240,350 (122,626)
6/30/01 395,311 206,088 (189,223)
6/30/02 358,045 204,433 (153,612)
6/30/03 371,770 171,979 (199,791)
6/30/04 249,746 171,979 (77,767)
6/30/05 222,232 125,681 (96,551)
6/30/06         233,062   118,129 (114,933)
Totals $3,811,127 $2,426,064 $(1,385,063)

Because of the underreporting of interest associated with the initial state appropriation, the 
Eastern Region was allowed to use funds generated by the initial state appropriation that 
were intended to be redistributed among the other six economic development partnerships.
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RECOMMENDATION 

In the absence of clear legislative intent, the Eastern Region should work with the North 
Carolina Department of Commerce Finance Center as well as the North Carolina General 
Assembly to clarify the reporting of interest earnings.  We recommend the Eastern Region 
report all interest earnings, (including interest from loans) related to the original 
$7,500,000 state appropriation or simply an estimate of interest earnings on the total of 
$7,500,000 using the average interest rate that was paid on the State Treasurer’s STIF 
account for the preceding fiscal year.   

5. THE BUSINESS DEVELOPMENT CONSULTANT WAS MISCLASSIFIED AS 
AN INDEPENDENT CONTRACTOR. 

From November 15, 2004 to early 2006, the Eastern Region employed a Business 
Development Consultant (Consultant) as an independent contractor.  We discussed the 
duties and payment arrangements for this individual with Eastern Region personnel and 
reviewed records related to his activities.  Our review indicated that this individual should 
have been classified as an employee rather than an independent contractor.  

According to the Internal Revenue Service, there are three main areas to consider when 
determining the status of an employee; Behavioral Control, Financial Control and 
Relationship of the Parties. 

Behavioral Control:  A worker is an employee when the business has the right to direct 
and control the worker.  The business does not have to actually direct or control the way 
the work is done as long as the employer has the right to direct and control the work. 

During our interviews with the Executive Director and the Consultant, we were told the 
Executive Director directs all of the actions of the Consultant and he is aware of where he 
is and what he is doing at all times. Also, the function of the Consultant is included on an 
organizational chart along with other employees with a direct reporting line to the 
Executive Director. 

Financial Control:  If an individual is reimbursed for some or all business expenses, does 
not have a significant financial investment in his work, and can not realize a profit or incur 
a loss from his activities, this suggests an employee relationship. 

We reviewed the contract signed by both parties as well as other documentation related to 
the Consultant and determined that the Consultant was paid $3,500 bi-weekly in 
conjunction with the normal Eastern Region payroll.  The Eastern Region reimburses the 
Consultant for all business expenses in the same manner as expenses incurred by other 
staff including the purchase of a laptop computer and monthly internet access at the 
Consultant‘s personal residence. 
 
In addition, the Eastern Region furnishes office space, furniture, and equipment as well as 
access to support personnel for the Consultant to use in the course of his work. The 
Consultant is also provided a credit card to use while conducting Eastern Region business.
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Relationship of the Parties:  If the business provides benefits to the individual such as 
insurance, pension, or vacation, an employee relationship may exist. 
 
Based on a review of the Consultant contract and review of Eastern Region records, we 
determined that the Eastern Region is furnishing health insurance to the Consultant as part 
of his contractual arrangement.   

We verified that the Eastern Region issued an IRS form 1099 to the Consultant for the 
time that he provided services, however, we believe the Consultant should have been 
classified as an employee rather than as an independent contractor.  The incorrect 
classification of an employee as an independent contractor subjects the Eastern Region to 
potential liabilities for federal and state employment taxes for that employee, plus 
penalties and interest.  

RECOMMENDATION 

The Eastern Region should follow the Internal Revenue Service guidelines for 
determining the correct classification of employees and contractors.  The Eastern Region 
should also consider filing a Form SS-8 Determination of Worker Status with the Internal 
Revenue Service. 
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Our review of North Carolina’s Eastern Region (Eastern Region) indicated that its 
Executive Director operated without sufficient oversight from the Eastern Region 
Development Commission (Commission).  The Executive Director had wide authority to 
engage in activities and authorize expenditures from the annual state appropriation at his 
discretion.   

The Commission overseeing the Eastern Region has a fiduciary responsibility to ensure 
that taxpayer funds are spent in an appropriate manner.  When payments are made to 
vendors or staff for Eastern Region business, proper documentation should be available 
for review and evaluation by Commission members.  Formal policies should be developed 
that address expense limits, purpose of expenditures, and adequate documentation to 
support all expenditures. 

The absence of policies regarding expense reimbursements may have allowed the 
Executive Director to receive reimbursements for personal expenses.  Also, the lack of 
oversight from the Commission relative to development activities resulted in certain 
expenditures that were inconsistent with the Eastern Region mission which is: 
 
…to promote and encourage economic development by fostering or sponsoring 
development projects to provide land, buildings, and infrastructure requirements for 
business and industry within the thirteen-county development zone. 
 
 
When economic development activities or events are proposed by the Eastern Region 
Executive Director, there should be an evaluation process in place to assess the anticipated 
benefit of the activity or event.  Subsequent to the event, a mechanism should exist to 
allow the Commission to evaluate the outcome in order to plan for future activities. 
 
Through our discussions with individuals responsible for encouraging the expansion of 
existing business and attraction of new business, we learned that the results of economic 
development efforts often cannot be measured immediately or directly.  This fact makes it 
essential that the activities related to the operation of the Eastern Region be well 
documented to ensure that state funds are expended in a prudent manner.  
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ORDERING INFORMATION 

Audit reports issued by the Office of the State Auditor can be obtained from the web site at 
www.ncauditor.net.  Also, parties may register on the web site to receive automatic email 
notification whenever reports of interest are issued.  Otherwise, copies of audit reports 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 
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