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The Joint Committee on Government and Finance:

In compiiance with the provisions of the West Virginia Code,
Chapter 4, Article 2, as amended, we have examined the accounts of
the West Virginia Public Employees Insurance Agency.

Our examination covers the period July 1, 1985 through June 30,
1995. The results of this examination are set forth on the
following pages of this report. However, only the financial
statements for the years ended June 30, 1995 and June 30, 1994 are
included in this repert. The financial statements covering the
period July 1, 1985 through June 30, 1993 are included in our audilt
workpapers.

Respectfully submitted,

d L. Shanklin, CPA, Director
Legislative Post Audit Division
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WEST VIRGINIA PUBLIC EMPLOYEES INSURANCE AGENCY

EXIT CONFERENCE

We held an exit conference on April 30, 1997 with the Director and
Chief Financial Officer of the West Virginia Public Employees
Insurance Agency and all findings and recommendations were reviewed
and discussed. The above officials' respcnses are included in
italics in the Summary of Findings, Recommendations and Responses
and after our recommendations in the General Remarks sections of

this report.
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WEST VIRGINIA PUBLIC EMPLOYEES INSURANCE AGENCY

INTRODUCTION

The Public Employees Insurance Board was created by an
Act of the First Extraordinary Session of the 13871 West Virginia
Legislature, by an amendment to Chapter 5 of the West Virginia
Code, 1931, as amended, by adding a new article, designated as
Article 16, Sections 1 through 16 known as the West Virginia Public
Employees Insurance Act.

The Board was established to provide group hospital and
surgical insurance, group major medical insurance and group life
and accidental death insurance for all public employees. When the
insurance program was originally established in 1971, participation
was granted by the Legislature only to employees who worked
regularly full-time in the service of the State. The 1972
lLegislature granted participation privileges in the insurance
program to full-time employees of county boards of education and
the Board of Regents. Again in 1973, the Legislature granted
participation privileges in the insurance program to include the
following full-time employees of:

1. A county, city or town;
2. Any separate corporation or instrumentality established
by one or more countles, cities or towns, as permitted by

law;
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3. Any corporation or instrumentality supported in the most
part by counties, citlies or towns;

4. Any public corporation charged by law with the
performance of a governmental function and whose
jurisdiction is coextensive with one or more counties,
cities or towns:

5. Any agency or organization established by, or approved
by, the former Department of Mental Health for the
provision of community health or mental retardation
services and which is supported in part by State, county
or municipal funds; and .

6. Any person who works regularly full-time in the service
of a combined city-county health department created
pursuant to Chapter 16, Article 2 of the West Virginia
Code.

An Act of the 1988 Regular Session of the West Virginia Legislature
changed the name of the spending unit tec the “West Virginia Public
Employees Insurance Agency” and made substantive changes to the
program. The most dramatic change was cne which allowed retiring
employees to convert two days of accrued annual and sick leave for
one month of paid insurance for single coverage and three days of
accrued annual and sick leave for one month of paid insurance for
family coverage. In the alternate, the employee may elect to apply
the accrued annual and sick leave toward an increase in the
employee’s retirement benefits on the basis of two days of
retirement service credit for each one day of accrued annual and
gick leave.

Through the enactment of Chapter 7, of the 1290 Third

Extraordinary Session of the West Virginia Legislature, the Public

~3.



Employees Insurance Agency Finance Board was created. The Board
was created to foster fiscal stability in the public employees'
insurance program through the development of an annual financial
plan to meet the Public Emplcyees Insurance Agency's estimated
total financial requirements. The Finance Board is required to
submit the annual financial plar. each year by January 1 preceding
the fiscal year after conducting the required public hearings.

In addition, the 1990 Third Extraordinary Session of the
West Virginia Legislature created the Public Employees Insurance
Agency Advisory Board consisting of 15 members who are responsible
for advising and making recommendations in terms of group hospital
and surgical insurance, group majcr medical insurance and group
life and accidental death insurance to the Director of the Public
Employees Insurance Agency in reference to the administration and
management of the spending unit. However, such recommendatlons and

advice are not binding on the Director.
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WEST VIRGINIA PUBLIC EMPLOYEES INSURANCE AGENCY

SUMMARY OF FINDINGS, RECOMMENDATIONS AND RESPONSES

The investment policy of the now-terminated State Board of
Investments acted to divert a total of $5,903,055.37 in
Interest earnings from Public Emplcocyees Insurance Agency
(PEIA} accounts to the State General Revenue Fund between July

1, 1993 and December 31, 1995.

We recommend the PEIA invest their funds in accordance with
Chapter 12, Article 6, Section 8 of the West Virginia Code, as

amended.

Agency’s Response
We will attempt to comply with the audit recommendation. (See

pages 18-21.)

The PEIA did not pursue collection of premiums totaling
$1,122,727.00 due the Agency from various county boards of
education for fiscal year 1995 until the issue arcse during

the audit.
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We recommend the PEIA comply with Chapter 5, Article 16,

Section 18 of the West Virginia Code, as amended.

ency’
We have now collected the entire balance of ilnsurance premiums

due us. {See pages 21-24.)

udite of P tion D

We noted the PEIA does not conduct or have conducted under
contract, regular performance audits regarding the PEIA
Prescription Drug Program; although in recent years the costs
of the Prescription Drug Program have increased at a more

rapid rate than medical claims.

We recommend the PEIA strengthen internal controls in the
Prescription Drug Program by obtaining an operational audit

specific to the Prescription Drug Program.

’s Res e
We will comply with the audit recommendation upon the advent
of the new comtract effective January 1, 1998. (See pages 56

and 97.)}
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The PEIA paid overtime to employees after 37.5 hours per week
at a cost of $9,236.00 during the period July 1, 1993 through
June 30, 1995. Also, we noted one supervisory employee who
was paid overtime at one and one-half times their supervisory
rate of pay while performing the same duties as employees who

they were supervising.

We recommend the PEIA comply with Chapter 21, Article 5C,
Section 3, Subsection {(a), of the West Virginia Code, as
amended, and Title 42, Series 8, Section 9 of the Legislative
Rules of the Department of Labor in determining hours worked.
Also, we recommend the PEIA comply with Chapter 29, Article 6,
Section 10, Subsections (1) and {2} of the West Virginia Code,
as amended, and compensate employees who perform dutiles
outside their vosition classifications at the same rate of pay

as those who normally perform those duties.

adgency’g Regponge

We will comply with the audit recommendation relatimg to the
calculation of overtime starting at forty hours per week. We
will continue to pay overtime to supervisory employees in
those limited instances where we believe 1t to be appropriate.

{See pages 24-29.)
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5. Because PEIA employees were not required to submit time sheets
during the audit period, we could not determine whether PEIA
complied with  State labor laws governing overtime
compensation, nor verify the accuracy of employees’ annual and
sick 1leave balances or determine whether travel expense
reimbursements received by employees were made in the correct
amounts because auditing travel expenses is dependent on
knowing when employees were present to perform duties on
behalf of the spending unit.

We recommend the PEIA comply with Chapter 21, Article 5C,
Section 5 of the West Virginia Code.
’ nse
We belileve our system of leave requast forms and our absence
log are sufficient., (See pages 29 and 30.)
Workers’ Compensation and Sick Leave
6. We noted an employee received temporary total disabllity

benefits totaling $2,642.08; however, the employee reimbursed
only $2,341.84 to buy back sick leave resulting in $300.24

gtill being owed PEIA. Also, the employee was allowed to

-9-



accrue annual and sick leave while receiving temporary total
disability benefits from November 18, 1993 through January 31,

1994.

We recommend the PEIA comply with Chapter 23, Article 4,
Section 1 of the West Virginia Code, as amended. We also
recommend the PEIA receive payment from the employee for the
five days the employee received temporary total disability
benefits and her regular salary. We recommend the sick and
annual leave balances of the employee be adjusted for the
leave time accrued during the period of temporary total

disability benefits.

Agency’s Respouse
We will comply with the audit recommendation. (See pages 30-

33.)

Late Deposits

We noted receipts totaling $908,460.31 were not deposited
within 24 hours of collection resulting I1n approximately

$587.00 in foregone interest.

We recommend the PEIA comply with Chapter 12, Arxticle 2,
Section 2 of the West Virginia Code, as amended.

-10-
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During the period January through March 1995, PEIA held checks
to wverify the amounts palid agalnst account gstatements
resulting in the violation. We will comply with the audit

recommendation. (See pages 33 and 34.)

Purchasing Procedures

8.

9.

We noted instances where PEIA obtained the services of a
vendor to conduct a mass mailing and bought mailing envelopes
where it appears State purchasing procedures were not fully

complied with.

We recommend the PEIA comply with Chapter 5A, Article 3,

Section 11 of the West Virginia Code, as amended, and the

Agency Purchasing Procedures Manual of the West Virginia

Purchasing Division of the Department of Administration.

ney’ R s}

We have complied with the audit recommendation. {See pages
34-37.)
e rgemen, ~Da a

PEIA staff received a total of $58.41 in meal reimbursements
for single-day travel between July 1, 1993 and June 30, 1955

which was not included in their compensation.

-1] -
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We recommend the PEIA comply with Chapter 11, Article 21,

Sections 12 and 72 of the West Virginia Code, as amended.

dgency’s Regponse
We will continue to comply with State travel regulations.

(See pages 37-40.)

Bick Lieave Usage

10. PEIA employees tock an average of 12.40 sick days per year at
a cost of $1,584,38 per employee annually which exceeds the

Department of Administration’s established threshold.

We recommend the PEIA continue to monitor employee sick leave
and counsel those employees who utilize sick leave in excess
of the threshold. In addition, we recommend the PEIA document

these consultations in writing.

Agency’s Responge
All work performance related consultations with employees are
documented and become part of the annual performance appraisal

where appropriate. (See pages 40-43.)

-12-
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11.

In Cc
PEIA did not submit an annual inventory to the Purchasing
Division of the Department of Administration as required by
law, the internal inventory maintained by PEIA lacked some
information needed to make it useful and nearly all equipment

was not tagged.

We recommend the PEIA comply with Chapter 5A, Article 3,
Section 35 of the West Virginia Code and Section 4A of the

o} Han . We also recommend the
Agency include in the inventory the missing information Listed

in the audit finding and affix the appropriate inventory tagg.

cy’ se
We will comply with the audit recommendation. (See pages 43-

45.)

Annual Increment

12.

We noted cne employee who we believe is owed a net amount of
$360.00 and another employee who we believe is owed $192.84

for annual increment.

We recommend the PEIA and the Department of Administration
Payroll Section comply with Chapter 5, Article 5, Section 2 of
the West Virginia Cecde, as amended, when calculating the

-13-
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number of years of service for increment payments, and the
Attorney General's Opinion No. 37, dated June 27, 1990, when
calculating any fractional portion cof increment payments.
Also, we recommend the PEIA take the necessary steps to
compensate the aforementioned employees a total of $360.00 and
$192.84, respectively, and review other increment payments to

insure other employees were properly paid.

Agency’s Regponge
We will comply with the audit recommendation. (See pages 45-

50.)

Leave Accruals

13.

We noted two employees who had errors in their accrued annual
and/or sick leave balances. Both individuals are still with

the agency.

We recommend the PEIA comply with Section 15.03{(a) of the
Division of Personnel’s Administration Rule when calculating
their employee’s accrued annual leave. We also recommend the
PEIA adjust the two employees’ annual and/or sick leave

balances as required.

-14 -
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We will comply with the audit recommendatiom. (See pages 50-

52.)

ontractual 8 - ad a Accountin ord

14, The PEIA did not maintain records detailing the invoices paid
against each contract and did not have ledgers which would
allow them to know the remaining balance of the spending

au~hority pertaining to each contract.

We recommend the PEIA comply with Chapter 5A, Article 8,

Section 9 of the West Virginia Code, as amended.

ency’s Ra 4t
We will comply with the audit recommendation. (See pages 53

and 54.)

g Dea ited to W

15. Our audit showed several instances where moneys totaling a
gross amount of $388,812.36 were deposited into incorrect
accounts. After netting incorrect deposits, a net amount of
$305,812.16 is required to be transferred to properly balance

the accounts.

-15-



We recommend the PEIA strengthen internal controls in the area
of collection, recording and depositing of receipts. Also, we
recommend the PEIA transfer $250,974.76 from the
Administrative Expense Fund to the Basic Insurance Fund,
$39,067.97 from the Administrative Expense Fund to cthe
Optional Insurance Fund and $15,769.43 from the Non-State
Health Claims Fund to the Optional Insurance Fund to correct

deposgit errors.

ncy’ espon
We will work to prevent future errors. (See pages 57-61.) No

Response by Agency regarding recommendation to transfer funds.

Payroll/Overtime

16.

We noted errors regarding the number of overtime hours to be
paid PEIA employees were submitted to the Department of
Administration’s centralized payroll section by PEIA staff;
however, the Payroll Section detected the errors before any

improper payments were made.

We recommend the PEIA strengthen internal contrecls in the area

of payroll.

=) ’s _Re
We will comply with the audit recommendation. (See pages 61

and 62.)

~-16 -



WEST VIRGINIA PUBLIC EMPLOYEES INSURANCE AGENCY

GENERAIL: REMARKS

INTRODUCTION

We have completed a post audit of the West Virginia
Public Employees Insurance Agency. The audit covered the period
July 1, 1985 through June 30, 1885.
GENERAL REVENUE ACCOUNT

The West Virginia Public Employees Insurance Aéency

maintained the following General Revenue Account:

Fund d count
Number Numbexr c tio
0200-129 . . . . . . . . B150-37 . . . . . . PEIA Fund

The West Virginia Public Employees Insurance Fund
maintained the following special revenue accounts. These accounts
represent funds from proceeds of specific activities as required by

law or administrative regulaticns.

Fund 0ld Account
Number Number Description
2180-099 . . . . . 8265-05 e e e Basic Insurance Pre-
mium Fund - Unclas-
sified
2180-640 . . . . . 8265-05 e e Basic Insurance Pre-
mium Fund - Depart-
mental and Miscel-
laneous Income
17 -



2181-09%99 . , . . . B265-06 . . . . Administrative Expense
Fund - Unclassified
2181-640 , . . . . 8265-06 . . . . Administrative Expense

Fund - Departmental and
Miscellaneous Income

2182-099 ., . . . . 8265-07 . . . . Optional Life Insurance
Premium Fund - Unclas-
sified

2182-040 . . . . . B265-07 . . . . Optional Life In-
surance - Premium Fund

- Departmental and Mis-
cellaneous Income

2183-099 , ., . . . B8265-23 . e e Non-State Health Claims
Fund-Unclassified
2183-640 . . . . . B8285-23 e e Non-State Health Claims

Fund - Departmental and
Miscellaneocus Income

COMPLIANCE MATTERS

Chapter 5, Article 16 of the West Virginia Code generally
governs the West Virginia Public Employees Insurance Agency (PEIA).
We tested applicable sections of the above, plus general State
regulations and other applicable chapters, articles, and sections

of the West Virginia Code as they pertain to fiscal matters. Our

findings are discussed below.

Chapter 12, Article 6, Section 8{c} of the West Virginia
Code, as amended, stated,

"Each board, commission, department, official
or agency charged with the administration of
state funds is hereby authorized to make
moneys available to the board for investment.
State funds received by the board shall be
deposited in the state account.”

- 18-



As reported by us in several previous post audits of the West
Virginia State Board of Investments, effective November 1, 1989,
the State Board of Investments would allow the investment of
special revenue funds only where the specific statutes creating
such funds mentioned the investment of these moneys. The relevant
gections of Chapter 5, Article 16 of the West Virginia Code do not
contain such language and the State Board of Investment's peolicy
has resulted in interest earnings being diverted to the State
General Revenue Fund which could have been earned by the Basic
Insurance Premium Fund - Fund Number 2180 and the Non-State Health
Claims Fund - Fund Number 2183 as follows:

Avarage Total Interest

Balance Lost
Flscal Year 1994

Basic Insurance Premium Fund $17,454,365.00 S 696,004.18
Non-State Health Claims Fund $29,592,863.00 _1.033.443.25

TOTAL - FY 1894 1,729,447 .43

Fiscal Year 1995

Basic Insurance Premium Fund $11,689,307.00 615,971.78

Non-State Health Claims Fund $642,025,957.00 2.247.966.83

TOTAL - FY 1995 ' 2,863,938.61
-]9a-



Fiscal Year 1996 through 12/31/95

Basic Insurance Premium Fund $38,536,478.00 1,134,343.09
Non-State Health Claims Fund $ 7,056,390.00 __ 175.326.44

TOTAL - FY 1996 {as of 12/31/95) _1.309,669.53
TOTAL 55,903,055 .57

The State Board of Investments' policy diverted a total
of $5,903,055.57 of interest earnings from PEIA accounts consisting
of $2,446,319.05 from the Basic Insurance Premium Fund and
$3,456,736.52 from the Non-State Health Claims Fund to the State
General Revenue Fund between July 1, 1993 and December 31, 1995,
If these moneys had been invested by PEIA, these interest earnings
would have been available to pay insurance claims and temper the
necessity for premium increases for participating employees and
employers.

As of April 12, 1997, the State Board of Investments was
replaced by the Investment Management Board and Chapter 12, Article
6, Section 8(b) of the West Virginia Code now states,

"Each board, commission, department, official

or agency charged with the administration of

state funds 1is hereby authorized to make

moneys available to the board for investment.”

We believe the Investment Management Board does not have authority

to limit PEIA’s ability to invest these funds because the

-20 -



aforementioned statute givea PEIA the right to invest funds under
their control.

We recommend the PEIA invest their funds in accordance
with Chapter 12, Article 6, Section 8 of the West Virginia Code, as
amended.

ency’s Re g8

The PEIA, its Finance Board and its Actuarles bhave
contended over the past siz (6) years that 1t should benefit fram
the investment interest from its premium account balances. But the
Board of Investments has not agreed and has refused up to this time
to allow PEIA to maintain that income to offset premium increases.

The PEIA will pursue with the Treasurer’as Office the

investment of surplus premium balances to offset future plan costs

per W.Va. Code §5-16-25,

During fiscal year 1995, most county boards of education
did not pay the full amount of premiums due the Public Employees
Insurance Agency (PEIA) even though the boards were required by
law to pay premiums from certain local funds up to specified
limits. Chapter 5, Article 16, Section 18 of the West Virginia
Code, as amended, states in part:

“...Beginning the first day of July, one

thousand nine hundred ninety-five, and
thereafter, the amount of such payments for

=21 -



county boards of education shall be determined
by the method set forth in section twenty-four
(§18-9A-24), article nine-a, chapter eighteen
of this code: Provided, That local excess
levy funds shall be used only for the purposes
for which they were raised: Provided, however,
That after approval of its annual financial
plan, but in no event later than the thirty-
first day of December of each year, the
finance board shall notify the Legislature and
county becards of education of the maximum
amount of employer premiums that the county
boards of education will be required to pay
for covered employees during the following
fiscal year: Provided further, That the amount
shall not exceed five million, five hundred
thousand dollars during fiscal year one
thousand nine hundred ninety-four: And’
provided further, That the amount shall not
exceed four million dollars during fiscal year
one thousand nine hundred ninety-five....”

Our audit indicates the county boards of education
collectively underpaid PEIA by a total of $1,122,727.00 for fimcal

year 1995 as reflected in the following schedule:

Total Premiums Total Premliums
Paild Biiled Difference
PELA $112,294,656.00 $113,417,383.00 {$1,122,727.00)
Health Mailntenance
Crganizations (HMOs) 6,089 617.00 6.089,.617.00 -0-

$118.384,273.00 $119,507,000.00 [$1.122.727.00)

As the schedule shows, the PEIA billed the county boards of
education insurance premiums totaling $113,417,383.00 which was in

addition to $6,089,617.00 of insurance premlumg £from Health



Maintenance Organizaticns (HMOs) for total premiums of
$119,507.000.00. The bcards of education paid all premiums due
HMOs, but failed to pay $1,122,727.00 due PEIA.

The West Virginia Department of Education received a
general revenue appropriation which was allocated to the county
boards of education to pay insurance premiums which totaled
$116,027,065.00 in fiscal year 1995. Based on the aforementioned
Chapter 5, Article 16, Section 18 of the West Virginia Code, the
boards would have been responsible for paying as much as an
additional $4,000,000.00 in premiums resulting in a total potential
liability of $120,027,065.00 in fiscal year 1995. Since the total
billings of both PEIA and the HMOs of $119,507,000.00 was less than
$120,027,065.00, PEIA could have collected the $1,122,727.00 due
them.

Our discussions with PEIA staff indicate they did not
realize that under the law, the county boards of education would
have been responsible for the full payment of all PEIA billings for
fiscal year 1995. Our audit showed some boards were not paying all
monthly premiums, particularly toward the end of the fiscal year.
Agency staff told us this situation was occurring because the
general revenue allocation was insufficient to pay all premiums.
It is apparent the PEIA was not monitoring the billings and

-23-



payments of the Boards to ensure compliance with Chapter 5, Article
16, Section 18 of the West Virginia Code because PEIA was unable to
readily provide the amount of premiums which were unpaid. Agency
staff was operating under the belief the unpaid premiums could not
lawfully be collected and such unpaid premiums were not included in
the listing of accounts receivable provided toc us at the beginning
of the audit. Subsequent to our discussion with them, PEIA
cecllected the $1,122,727.00 due them.

We recommend the PEIA comply with Chapter 5, Article 16,
Section 18 of the West Virginia Code, as amended.

ey’ ns

Pleage see attached Transfer of Funds record from the
Office of the State Auditor indicating receipt of $883,841. The
PEIA received In December 1996 the difference of the outstanding
balance directly from Upshur County Boaxrd.
QOvertime Calculation

Chapter 21, Article 5C, Section 3 of the West Virginia Code

states in part:

“(a) On and after the first day of July, one

thousand nine hundred eighty, no employer

shall employ any of his employees for a work

week longer than forty hours, unless such

employee receives compensation for  his

employment in excess of the hours above

specified at a rate of not less than one and

-24 .-



one-half times the regular rate at which he is
employed....”

We noted the PEIA paid overtime to employee's after 37.5
hours per week during the period July 1, 13993 through June 30,
1995. Title 42, Series 8, Sections 9.2 and 9.3 of the Division of
Labor’'s Legislative Rules define work and non-work time as follows.

“9.2. Non-work time.-- Periods during which an

employee is completely relieved from duty and

which are long enough to enable him to use the

time effectively for his own time are not

hours worked.

9.3. Work time.-- The employee whose time is

spent in physical or mental exertion under

control and direction of the employer

constitutes hours worked.”

We noted the PEIA utilizes the full eight-hour workday
when computing employees' overtime worked for compensation. During
the period of July 1, 1993 through June 30, 1995, the PEIA
employees’ work schedule was an eight-hour work day, with one-half
hour of paid lunch. Employees were also provided two 15-minute
break periods which could not be used to shorten a workday nor to
extend a lunch period.

Sections 9.8 and 9.9 of the Rules define mealtime and
rest periods as follows:

"g.,8, Mealtime.-- Bona fide weal periods are

not work time.

-25-



9.9. Rest Periods.-- Rest periods of short

duration running from five (5) to twenty (20)

minutes, must be counted as hours worked.”

We kelieve the inclusion of employee lunch periods in the
Agency’s computation of hours worked is an extravagant method of
compensating employees for hours worked in excess of thelr normal
workweek.

Using the West Virginia State Auditor’s Office Payroll
Register, we determined the PEIA employees examined by us were paid
a total of $8,879.25 in overtime pay during the peried of July 1,
1993 through June 30, 1995. We calculated these employees were
paid a total of $2,720.80 in overtime due to the one-half hour
lunch pericds being treated as work time. Based on our testing, we
believe approximately 31% of the overtime paid to employees during
this period may be attributable to lunch periods being used to
compute employees’ hours worked. Based on the information in the
overtime reports provided to the PEIA by the Department of
Administration’s Payroll Office, the PEIA paid its employees
$29,793.00 for overtime during the period. Based on the results of
our testing, we believe $9,236.00 of this amount may be
attributable to the method used by PEIA to compute the employees’

countable work time.

-26 -



During our test of payroll/overtime, we also noted one
employee (a Supervisor III), whose position classification was
assigned “exempt from overtime pay” status under the Fair Labor
Standards Act (FLSA), was occasionally paid for hours worked in
excess of the normal workweek performing the same duties as the
employees who they were supervising.

It waé also noted that, while the employees were
performing work similar to those being supervised, the employees
were compensated at their supervisory rate of pay rather than at
the rate of pay of the subordinate employees.

Chapter 29, Article 6, Section 10, as amended, of the
West Virginia Code states in part:

" (1) For the preparation, maintenance and
revision of a position classification plan for
all positions in the classified service and a
position classification plan for all positions
in the classified-exempt service based upon
similarity of duties performed and
responsibilities assumed, so that the same
qualifications may reasonably be required for
and the same schedule of pay may be equitably
applied to all posgitions in the same class....

(2) For a pay plan for all employees in the
classified service.... Each employee shall be
paid at cne of the rates set forth in the pay
plan for the class of position in which he is
employed. The principle of equal pay for
equal work in the several agencies of the
state government shall be followed in the pay
plan as established hereby.”
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We belleve, that during periods of work 1n which
employees perform duties of a job classification other than their
own, the employees should be compensated at the rate of pay
commensurate to the duties which they are performing.

We recommend the PEIA comply with Chapter 21, Article 5C,
Section 3, Subsection {a), of the West Virginia Code, as amended,
and Title 42, Series 8, Section 9 of the lLegislative Rules of the
Department of Labor in determining hours worked. Also, we
recommend the PEIA comply with Chaptexr 29, Article 6, Section 10,
Subsections {1) and (2) of the West Virginia Code, as amended, and
compensate employees who perform duties outside theilr position
claggifications at the same rate of pay as those who normally
perform those dutles.

ey’ o)

The PEIA will alter its base for overtime calculations to
forty hours per week from 37.5 for classlfied positions. Due to
extraneous situations related to work cycles at PEIA guch as open
enrolliment, benefit failrs, workshops for training, PEIA has sought
from time to time approval to pay exempt persons overtime. This is
in instances where the extra hours are project related, for short
duration of time and the extra time greatly extends the normal

workday.
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In these cases, PEIA feels it appropriate to pay such
individuals and will conform with new standards as developed at the
Federal level. Thip situation was discussed with Personnel
Division and I was told exempt classification does mot necessarilly
mean a persomn is exempt from overtime,

ce a

Chapter 21, Article 5C, Section 5 of the West Virginia
Code states:

“Every employer subject to the provisions of

this article shall make or cause to be made,

and shall keep and preserve at his place of

business for a period of two years, a written

record or recorxrds of the name and address of

each of his employees as herein defined, his

rate of pay, hours of employment, payroll

deductions, and amount paid him for each pay

period.” (Emphasis added)

Our audit showed the PEIA’s employees were not required
to maintain time sheets for the period of July 1, 1993 through June
30, 1995. As a result, we could not readily determine whether PEIA
complied with the State labor laws governing overtime compensation.
In addition, due to the absence of time sheets, we could not
properly verify the accuracy of the annual and sick leave balances.
Also, we could not readily determine whether travel expenses
reimbursements received by the employees were made in the correct

amounts because the audit of travel expense reimbursements depends
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on knowing when the employees are present to perform duties on
behalf of the spending unit.

We recommend the PEIA comply with Chapter 21, Article 5C,
Section 5 of the West Virginia Code.

‘s R

PETA employeeg are required to £fill out “Application for
Leave with Pay? forms and a “Dally Absence Log” maintained in the
Agency to support documentation on hours worked. Short of
ingtalling a centralized time and attendance system, these logs are

as useful as daily hand written sheets.

Chapter 23, Article 4, Section 1 of the West Virginia
Code, as amended, states in part:

“Subject to the provisions and limitations
elsewhere in this chapter set forth, the
commissioner shall disburse the workers!’
compengation fund to the employees of
employers subject to this chapter, which
employees have received personal injuries in
the course of and resulting from their covered
employment...Provided, That in the case of any
employees of the state and its political
subdivisions, including...who have received
personal injuries in the course of and
resulting from their covered employment, such
employees are ineligible to receive
compensation while such employees are at the
same time and for the same reason drawing sick
leave benefits. Such state employees may only
uge sick leave for non-job related absences
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consistent with sick leave utilization, and
may draw workers’ compensation benefits only
where there is a job related injury....That in
the event an employee is injured in the course
of and resulting from covered employment and
such injury results in lost time from work,
and such employee for whatever reason uses or
obtains sick leave benefits and subsequently
receives temporary total disability benefits
for the same time period, such employee may be
restored sick leave time taken by him or her
as a result of the compensable injury by
paying to his or her employer the temporary
total disability benefits received or an
amount equal to the temporary total disability
benefits received. Such employee shall be
restored sick leave time on a day to day basis
which corresponds to temporary total
disability benefits paid to the employer ..."
(Emphasis added) ’

During our test of sgick leave, we noted an employee
having sick leave benefits restored which were used due to an
injury sustained in the course of employment. The employee was
injured on November 16, 1993 and received temporary total
disability benefits from November 18, 1993 to February 7, 1994.
Sick leave benefits were used from November 18, 1993 to December
31, 1993. The employee indicated the Department of
Administration’s Payroll Section advised the employee that for
record keeping, it would be better for the Payroll Section if the
employee remained on the payroll through December 31, 1993, at
which time the employee's sick leave would be restored upon

reimbursement to the PEIA the amount of the temporary total

-3 -



disability benefits received during the perlod. The amount of
temporary total disability benefits received during the period of
November 18, 1993 through December 31, 1993 (44 days) was
$2,642.08. We found evidence that the PEIA was only reimbursed for
39 days, or $2,341.84. The remaining five days, or $300.24 has not
been reimbursed to the PEIA, and therefore, the employee’s sick
leave should not have keen restored for the five days.

We noted the same employee received the full amount of
accrual for sick and annual leave for the period from November 18,
1993 through January 31, 1994 while receiving temporary total
disability benefits. Sections 15.03, Subsection (f) and 15.04,
Subgection ({e), respectively, of the Division of Personnel
Administrative Rule state in Part:

“... Annual leave dces not accrue after the
effective date of separation....”

"...S8ick Leave does not accrue after the

effective date of separation....”

We believe the Division of Personnel’s Rules do not allow
employees tc continue to accrue leave benefits while they are
drawing Workers’ Compensation benefits, since technically they are
separated temporarily from employment and no services are being

rendered.
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We recommend the PEIA comply with Chapter 23, Article 4,
Section 1 of the West Virginia Code, as amended. We also recommend
the PEIA receive payment from the employee for the five daye the
employee received temporary total disability benefits and her
regular salary. We recommend the sick and annual leave balances of
the employee be adjusted for the leave time accrued during the
pericd of temporary total disability kenefits.

ency’ on

The PEIA will research this situation and if possible
rectify the error when the person is Identified to us. The
individuals have been identified to PEIA’s management so corrective
action can ke taken.
Late Depositg

Chapter 12, Article 2, Section 2 of the West Virxginia
Code, as amended, states in part:

“All officials and employees of the state

authorized by statute to accept moneys due the

state of West Virginia shall keep a daily

itemized record of such money so received for

deposit in the state treasury and shall

deposit within twenty-four hours with the

state board of investments all moneys received

or collected by them for or on behalf of the

state for any purpose whatsocever....”

We examined 391 receipts of the Public Employees Basilc

Health and Life Optional Life Insurance plans. We noted 133 of
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these receipts totaling $908,460.31 were not deposited within 24
hours of collection. The deposits ranged from three to 21 days
after receipt of the moneys. The PEIA lost the use of the receipts
for these days, as well as, approximately $587.00 in interest.

We recommend the PEIA comply with Chapter 12, Article 2,
Section 2 of the West Virginia Code, as amended.

(=) ‘s R

This was an aberration due to three months of premiums
being received at ome time for January through March 1995. Checks
were held to verify against statements at that time but if the need
occurs again, checks will be copied ther sent for deposit within 24
hours.
Purchaping Procedures

Chapter 5A, Article 3, Section 11 of the West Virginia
Ccde states in part:

"The director may make a purchase of

commodities, printing and services of ten

thousand dollars or less in amount in the open

market, but such purchase shall, wherever

possible, be based on at least three
competitive bids....”

-34-



Division

The Agency Purchasing Procedures Manual of the Purchasing

of the Department of Administration, revised

1994, delegates this authority to the spending unit and

part:

“Sectiocn 2.1 PURCHASES UNDER $£10,000: State
agencies may procure products and services
with an estimated value of leas than $10,000
in accordance with Poclicy Statement #20 which
defines purchases considered to be under
$10,000. All purchases over $500 require
bids....

Section 2.1.2 $501 to $5,000: Obtain a minimum
of three (3) wverbal bids, when possible.
Document and record all bids for public
record. A written purchase order (WV-88 or
TEAM-Generated Purchase Order) is reguired....

Section 2.1.5 Direct Purchase under $10,000:
Whenever an item is unique and possesses
specific characteristics that are available
from only one source, Form WV-88, Agency
Purchase Order must be completed.

In a direct purchase situation, competition is
not available - the products or services are

cnly available from ome source....

During our audit, we noted two instances

April 4,

astates In

in which

purchases of services or commodities were not in accordance with

the applicable State Code and/or the Agency Purchaging Procedures

Manual.

In the first instance, the PEIA cobtained the service of

a vendor to “carrier-route sort” a mailing at a cost of $5,726.49.
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According to PEIA personnel, the vendor was the only business
capable of handling a mass mailing of the volume anticipated by the
PEIA within the required tiﬁe frame. It is our understanding PEIA
obtained approval for such services as a “sole source” purchase
from the Purchasing Division of the Department of Administration in
1993. From a conversation with PEIA personnel, this approval was
understood by them to have been a 'blanket' approval for the
purchase in 1993 and for all similar purchases of “carrier-route
sort” mailing in the future where the vendor was the “sole source”
prcvider of such service.

From a conversation with personnel at the Purchasing
Division, we learned the approval obtained for the "sole source”
purchase in 1993 would have been for that particular purchase only.
The PEIA would have been required to go through the same procedures
as set out in the purchasing wanual each time the service was
required, In addition, neither the PEIA nor the Purchasing
Division could locate any of the written documentation concerning
the request for this “sole source” purchase in 1993.

In the second instance, the PEIA followed procedures by
obtaining three bids when purchasing envelopes at a cost of
$2,042.25. However, the bids were not documented on the prescribed
form for public record. We believe all purchases by the Agency
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should be made in accordance with the Agency Purchasing Proceduresg
Manual .

We recommend the PEIA comply with Chapter 5A, Article 3,
Section 11 of the West Virginia Cocde, as amended, and the Agency
Purchasing Procedures Manual of the West Virginia Purchasing

Division of the Department of Administration.

Adgency’s Response

This has been corrected.

Chapter 11, Article 21, Section 72 of the West Virginia
Code states in part:

“Every employer required to deduct and
withhold tax under this article from the wages
of an employee, or who would have been
required so to deduct and withhold tax if the
employee had claimed no more than one
withholding exemption, shall furnish to such
employee in respect of the wages paid by such
employer to such employee... a written
statement as prescribed by the tax
commissioner showing the amount of wages paid
by the employer to the employee, the amount
deducted and withheld as tax, and other
information as the tax commissioner shall
prescribe.”

In accordance with the provisions of the Governor’'s
Travel Regulations, Agency staff were reimbursed for meal expenses
incurred during the audit period where the trips involved did not
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require an overnight stay (single-day travel). However, these
amounts were not reported to these individuals on a Form W-2 (Wage
and Tax Statement). Paragraphs (d) (2) and (c) {5) of the Regulation

§1..62 of the Internal Revenue dervices’ Income Tax Regulaticns

states:

“(d) (2) other bona fide expenses. If an
arrangement provides advances, allowances, oOr
reimbursements for business eXpenses described
in paragraph {d) (1} of this section (i.e.,
deductible employee business expenses) and
other bona fide expenses related to the
employer’s business (travel that is not away
from home) that are not deductible under Part
VI (section 161 and the followingl, subchapter
B, chapter 1 of the Code, the payor is treated
as maintaining two arrangements. The portion
of the arrangement that provides payments for
rhe deductible employee business expenses is
treated as one arrangement that gatisfies this
paragraph {d). The portion of the arrangement
that provides payments for the nondeductible
employee expenses is treated as a second
arrangement that does not gatisfy this
paragraph (d) and all amounts pald under this
gecond arrangement will be treated as paid
under a non-accountable plan. See paragraphs
(c) {(5) and (h) of this section...”

w(c) (3) Treatment of payments under non-
accountable plans. Amounts treated as paid
under a non-accountable plan are included in
the employee’s gross income, must be reported
as wages or other compensation on the
employee’s Form W-2, and are subject to
withholding and payment of employment taxes
(FICA, FUTA, RRTA, RURT, and income
tax}....Expenses attributable to amounts
included in the employee’s gross income may be
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deducted, provided the employee can
substantiate the full amount of his or her
expenses (i.e., the amount of the expenses, if
any, the reimbursement for which is treated as
paid under an accountable plan as well as
those for which the employee is claiming the
deduction} in accordance with §1.274-5T and
1.274(d)-1, or §1.162-17, but only as a
miscellanecus itemized deduction subject to
the limitations applicable to such
expenses....” (Emphasis added)

Further, Chapter 11, Article 21, Section 12 of the West
Virginia Cecde, as amended, states in part:

“(a) General - The West Virginia adjusted

gross income of a resident individual means

his federal adjusted gross income as defined

in the laws of the United States for the

taxable year with the modifications specified

in this section....”

Therefore, any reimbursement received for non-deductible travel
expenses are considered as taxable income under both Federal and
Weast Virginia tax law.

According to our audit, PEIA staff received a total of
$58.41 in meal reimbursements for single-day travel during the
pericd of July 1, 1993 through June 30, 1995. We believe the PEIA
should have reported the meal reimbursements as compensation to the
respective employees.

We recommend the PEIA comply with Chapter 11, Article 21,

Sections 12 and 72 of the West Virginia Code, as amended.
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dgJency’s Responge

Current travel regulations state that an employee i1s
eligible for meal reimbursement when traveling on state business
during the normal meal time. The PEIA will maintain compliance
with current travel regulations.
8ick Leave Umage

During our audit we performed an examination of sick
leave used by PEIA employees. This examination shows PEIA
employees took a total of 1,644 days of sick leave cesting
$209,964.00 during the period January 1, 1990 through June 30, 1995

or an average of $45,947.00 annually. The average annual cost was

determined by dividing the total cost of $209,964.00 by 4.57 (The

average length of service during the study period.) Our review of
PEIA records indicates employees with salaries below the average
salary of $24,265.00 took more sick leave than employees whose
salaries were above this average. Employees whose salaries were
below the average salary toock an average of 13.55 days of sick
leave per year. The employees with salaries above $24,265.00 took
an average of 5.88 days of sick leave per year.

Analyzing sick leave based on tenure shows employees with
10 to 15 years of service have the highest average sick leave
usage. These employees took a total of 629 days of sick leave, or
an average of 14.31 days per year during the audit period.
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Meanwhile, employees with less than five years of service took the
least amount of sick leave, a tortal of 62 days of sick leave or an
average of 5.00 days per year. Overall, PEIA employees took an
average of 12.40 sick days per year at a cost of $1,584.38 per
employee annually.

The PEIA is part of the centralized payroll system of the
West Virginia Department of Administration which includes record-
keeping for employee leave. The Secretary of the Department of
Administration issued a directive dated January 9, 1991, the
purpose of which was to establish a written policy relating to the
use of earned sick leave for employees working in his department.
This directive extended to agencies utilizing the centralized
payroll and defined excessive sick leave as follows:

“For the purpose of this directive, sick leave

abuse shall be determined to occur when

unsupported sick leave hours are equal to or

greater than 5.0% of the time available for

work in a given period of time, normally six

(6) months or greater in duration, and 50% of

thogse absences occur immediately before or

after holidays, paydays, weekends, or periods

of annual leave.

Sick leave days in excess of three (3) days

requiring a doctor's statement, and sick leave

use for death in the immediate family will not

be considered when computing unsupported sick
leave of 5.0%."
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To serve as a mechanism to alert the agency of situations
where employee attendance at work has reached a threshold that
should warrant review, the Department of Administration’'s automated
leave tracking system provides the agency with a computer-generated
report on a quarterly basis of emplocyees who exceed the 5.0%
minimum for used sick leave during a specified pericd.

From our conversations with appropriate PEIA personnel
and our review of PEIA records, it appears:

1. 'S8ick Leave Restriction Reports' from the Department of
Adnministration for employees identified as having used
sick leave in excess of the 5.0% threshold were received
by PEIA on a quarterly basis.

2. A copy of the report was given tc respective employees
appearing on the report and a copy was submitted to the
PEIA Director for informational purposes.

3. Each employee appearing on the report was counseled as to
the pattern cf sick leave usage by the appropriate
supervisor and given a copy of the sick leave policy to
read, PEIA does not have a policy requiring such
consultations be documented in writing.

We noted those employees coungeled had a subsequent
reductlon in their usage of sick leave sufficient to bring them
within the established 5% threshold. However, the 5% threshold
allows employees to use approximately 12.25 days of unsupported
gick leave in any twelve-month period.

We recommend the PEIA continue to monitor employee sick

leave and counsel those employees who utilize sick leave in excess
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of the threshold. In addition, we recommend the PEIA document
these consultations in writing.
ency’ nge

All work performance related consultations with employees
are documented and become part of the annual performance appraisal
where appropriate.
Equipment Inventory Controls

Controls over equipment items in the possession of the
Public Employees Insurance Agency are nct adequate. We saw no
evidence that the Agency had submitted an annual inventory to the
Purchasing Division of the West Virginia Department of

Administration as required by law. Chapter 5A, Article 3, Section

35 of the West Virginia Code states:

"The head of every spending unit of state
government shall, on or before the fifteenth
day of July of each year, file with the
director an inventory of all real and person
property, and of all equipment, supplies and
commodities in its possession as of the close
of the last fiscal year, as directed by the
director.”

Spending units have not been directed by the Director of
Purchasing to file an annual inventory, and the current Purchasing
Handbcok, revised April 4, 1894, gtates under *“Inventory

Management” that guidelines are currently in production. Adequate
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safeguards over equipment limits access to and use of assets to
authorized State businesas. The Public Employees Insurance Agency
had conducted an inventory in fiscal years 1994 and 1995. However,
the fiscal year 1995 inventory list appeared to be a copy of the
fiscal year 1954 inventory with some newly purchased equipment
being added at the end of the inventory report. We attempted to
trace equipment items located throughout the Agency to the
inventory listing and from the inventory listing to location but
were unable tc do so. We found that nearly all equipment in the
possession of the Agency had not been tagged. FEquipment which did
have identifying tags, some of which were peel-off paper stickers
with numbers written on them, were not traceable to thelinventory.

Section 4A of the West Virginia State Property Handbook
promulgated by the West Virginla State Agency for Surplus Property
states in part:

"Inventory Tag Numbers must be assigned, by

the agencies, to all property reported on

their inventories.”
The Agency had permanent tag numbers in their possession, but these
tags had not been applied to the equipment.

The Public Employees Insurance Agency has purchased a
significant dollar amount of equipment over the past few years.

During fiscal vyear 1994, the Agency purchased approximately
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$61,210.00 in equipment and for fiscal year 1995, the Agency
purchased approximately $100,118.00 in equipment.

Although the inventory performed by PEIA was a step in
the right direction in terms of safeguarding of assets, the
inventory was still lacking some vital information such as the name
and address of the vendor; the date purchased; the price paid for
the property; detailed location of the property and dispesition
thereof. Most importantly, all equipment items must be assigned
identifying tags to make the inventory useful and verifiable.

We recommend the PEIA comply with Chapter 5A&, Article 3,
Section 35 of the West Virginia Code and Section 4A of the West
Virginia State Property Handbook. We also recommend the Agency
include in the inventory the missing information listed in the
audit finding and affix the appropriate inventory tags.

ency’s R

All recently acquired equipment has been inventoried and
identified. Most of the furmishings are of such age that the
expenge to collect vital informatiorn on it would greatly exceed the
non depreciated wvalue.

Annual TIncrement

We noted two employees whose years of service were not

calculated correctly for annual increment payment. Chapter 5,
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Article 5, Section 2 of the West Virginia Code, as amended, states
in part:

“Effective for the fiscal year beginning the

first day of July, one thousand nine hundred

eighty-five, every eligible employee with

three or more years of service shall receive

an annual salary increase equal to thirty-six

dollars times the employees' years or service,

not to exceed twenty years of service. In

each fiscal year thereafter and on the first

day thereof, each such employee shall receive

an annual increment increase of thirty-six

dollars for such fiscal year:...”

We reviewed a memorandum dated January 11, 1990 in the
agency file of an employee noting the employee was entitled to an
increment payment for 12 years of service ($432.00) in July 1989,
but had not received it. From a review of the 1989 increment
payroll and conversations with the appropriate PEIA and Department
of Administration Payroll Section personnel, we found no evidence
the employee received an increment payment in July 1989.

Also, we noted the same employee received increment
payments in July 1993 and July 1994 which did not correspond to the
employee’s years of service with the State. Based on information
obtained from the employee’s WV-11 Personnel Action form and the
Pivision of Personnel’s “Tenure Report - December 1, 19957, we

calculated the number of years of service for fiscal years 1993 and

1994 to be 16 and 17 years, respectively. However, it i1s our
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understanding the Department of Administration Payroll Section
calculates the amount of the increment payment for its employees by
increasing the increment amount on the prior year’s increment
payroll register by $36.00. The employee received increment
payments in the amount of $612.00 and $648.00 in July 1993 and July
1994, respectively, (which are the increment amounts for an
individual with 17 and 18 years of service, respectively).

For the audit period, we found the employee is owed an
increment payment of $432.00 for 12 years of service in 1989 which
the employee has not received. This amount, however, should be
reduced by $72.00 (for overpayments in increment pay of $36.00
each for fiscal years 1993 and 1994). We believe the employee is
still owed a net increment amount of $360.00

Another employee was employed by the State on April 23,
1990. ©On the advice of the Division of Personnel, the PEIA denied
the employee an increment payment on July 1, 1993. The basis of
the decision was the employee did not have the required three years
gervice with the State, as set out in Chapter 5, Article 5, Section
2, as amended, of the West Virginia Code.

Based on the information in the employee’s "“Tenure Report
- December 1, 1995" from the Division of Personnel, the employee
actually had three years of service with the PEIA on June 16, 1993.
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We calculated the employee’s years of service for fiscal years 1993
and 1994 to be three and four years, respectively. However, the
Department of Administration’s payrcll section calculated the years
of employment to be two and three years, respectively. It appears
the miscalculation of years of service was due to the employee
pericdically being cn a 'leave-without-pay' status from April 23,
199C to June 30, 19983.

We noted that, due to the miscalculation of years of
sexrvice in June 1993, this employee was underpaid $108.00 in July
1993, as well as, $36.00 on the July 1994 and July 1995 increment
payrolls, respectively. Also, when this employee terminated
employment with the PEIA on September 1, 1995, the fractional
portion of the increment payment earned by her during July and
August 1995 was miscalculated. Attorney General’s Opinion No. 37,
dated June 27, 1990 states 1ln part:

e Considering that W.Va. Code 5-5-2

incremental increase constitutes part of an

eligible state employee’'s regular pay for

services previously rendered, any such

employee has a statutory right to any accrued

pro rata share of that increment owing but not

due on his €final day of employment. By

entitlement to a pro rata share, it is meant

that an employee who does not work an entire

fiscal year 1s entitled to a fractional

portion of the total increment to which the

employee would have been entitled had he/she

been employed during the entire fiscal
year....”
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We noted the employee’s fractional porticn (two months
and one day) of the increment owing for fiscal year 1996 was
calculated on four years service. We calculated the employee’s
fractional portion of increment payment on six years of service
(the number of years the employee would have been entitled had the
employee been employed during the entire fiscal year). We believe
the employee was underpaid $12.84 on fractional portion of the

increment payment because the fractional portion received by the

-employee in September 1995 was incorrectly accrued on four years

rather than on six years of service.

Therefore, during the audit period, we found Ehis
employee is due and owed an increment payment of $108.00 for three
years of service in 1993 which the employee did not receive. This
amount, however, should be increased by $72.00 (for the under
payments in iacrement pay of $36.00 each for fiscal years 1994 and
1995) and by $12.84 (for the two months and one day of increment
earned by the employee in £iscal year 1996 prior to her
resignation.) We believe the employee is still owed a total
increment amount of $192.84.

We recommend the PEIA and the Department of
Administration Payroll Section comply with Chapter 5, Article 5,
Section 2 of the West Virginia Code, as amended, when calculating
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the number of years of service for increment payments, and the
Attorney General’s Opinion No. 37, dated June 27, 1990, when
calculating any fractional portion of increment payments. Also, we
recommend the PEIA take the necessary steps to compensate the
aforementioned employees a toral of $360.00 and $192.84,
respectively, and review other increment payments to insure other
employees were properly paid.
’ e a

The PEIA will have appropriate corrections and
adjustments made when the persons affected are identified. The
individuals have been identified to PEIA’s management so corrective
action can be taken.

av c al

Based on the employee’s number of years of qualifying
gervice with the State of West Virginia, we noted an employee
accrued annual leave at a rate other than what the employee was
eligible. Sections 15.03 and 15.04 of the Division of Personnel'’'s
Administrative Rule state in part:

"15.03. Annual Leave

{a) Amount, Accrual: Except as otherwise noted

in this rule, each employee is entitled to

annual leave with pay and benefits. The table

below lists rates of accrual according tec the

emplcyee’s length of service category....
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Length of Serwice = Acczrual Rate: Hours
Category Equal To

10 years but less than
15 years of regular
employment 1.75 days/month

15 years or more 2.00 days/month

15.04. Sick Leave

(a) Accrual: Except as otherwise provided in

this section, each employee shall receive

accrued sick leave with pay and benefits.

Sick leave is computed on the basis of 1.5

days per month for full-time employees....”

Also, Section 15.03 (b) of the Division of Personnel’'s
Administrative Rule states:

“Service to Qualify: Qualifying service for

length of service category is based on State

employment or employment in the classified

gervice.”

Based on information in the employee's “Tenure Report -
December 1, 1995", received from the Division of Personnel, we
calculated the employee’s years of service with the State of West
Virginia to be 15 years as of September 25, 1991. At that time,
the employee became eligible to accrue annual leave at a rate of 16
hours (two days) per month. We noted, however, the employee had

been accruing annual leave at a rate of 16 hours per month (two

hours per month more than what the employee was eligible) since
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January 1, 1990. The reason for this error is not known, but the
fact the employee had service with other State and non-state
agencies before employment with the PEIA may have contributed to
it. We noted that 41 hours of annual leave was incorrectly
credited to the employee’'s balance for the period of January 1,
1990 to September 25, 1991 due to the application of the wrong
accrual rate, and accordingly should be deducted from the
employee’s annual leave balance.

Also, we noted another employee was not credited with
five hours of annual leave and six hours of sick leave earned for
the period from April 1, 1995 to April 15, 1995, and therefore, the
appropriate hours should be added to the employee’s leave balances.

We recommend the PEIA comply with Section 15.03 (a) of
the Division of Personnel’s Administrative Rule when calculating
their employees’ accrued annual leave. We also recommend the PEIA
adjust the two employees’ annual and/or sick leave balances as
required.

’ () n

The PEIA will have appropriate corrections and
adjustments made when the persoms affscted are identified. The
individuals have been identified to PEIA’s management so correctilve
action can be taken.
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Chapter 5A, Article 8, Section 9 of the West Virginia
Code, as amended, states in part:

“The head of each agency shall:...

(b} Make and maintain records containing

adequate and proper documentation

of...essential transacticns of the agency

designed to furnish information to protect the

legal and financial rights of the state and of

persons directly affected by the agency’s

activities.”

During our audit of PEIA contracts, we noted the PEIA did
not maintain adequate records of the transactions affecting
contracts made on behalf of the Agency. While the PEIA maintained
records detailing the invoices paid against each contract, they did
not maintain contract ledgers on the majority of contracts which
would allow them to know the remaining balance of the spending
authority pertaining to each contract. This situation increases
the probability for the authorized contract amount to be exceeded
because billings could be forwarded to the State Auditor for
payment even though the contract amount had been reached.

We believe the PEIA is responsible for maintaining the
records on all contracts of the Agency. Also, the PEIA is

responsible for determining that, when invoices (under a particular

contract) are submitted for payment, the remaining unpaid and
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unencumbered balance of the particular contract is sufficient to
pay these obligations.
We recommend the PEIA comply with Chapter 54, Article 8,
Section 9 of the West Virginia Code, as amended.
cy’s Re a
The PEIA 1s developing a ledger system to ve-ify summary
balances on contracts. The Auditor’s Offlice currently keeps this

information and would notify PEIA if invoicing would exceed the

countract balance.

As a part of our examination, we reviewed and tested the
system of internal accounting control to the extent we considered
necessary to evaluate the system as required by generally accepted
auditing standards. Under these standards the purpose of such
evaluation is to establish a basis for reliance thereon in
determining the nature, timing and extent of other auditing
procedures that are necessarxry for expressing an opinion on the
financial statements.

The objective of internal accounting control is to
provide reasonable, but not absolute, assurance as to the
safequarding of assets against loss from unauthorized use or
dispositicn, and the reliability of financial records for preparing
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financial statements and maintaining accountability for assets,
The concept of reasonable assurance recognizes that the cost of a
system of internal accounting control should not exceed the
benefits derived and also recognizes that the evaluation of these
factors necessarily requires estimates and judgments by management.

There are inherent limitations that should be recognized
in considering the potential effectiveness of any system of
internal accounting control. In the performance of most control
procedures, errors can result from wmisunderstanding of
instructions, mistakes of judgment, carelessness, or other persconal
factors. Control procedures whose effectiveness depends upon
segregation of duties can be circumvented by collusion. Similarly,
control procedures can be circumvented intentionally by management
with respect either to the execution and recording of transactions
or with respect to the estimates and judgments required in the
preparation of financial statements. Further projection of any
evaluation of internal accounting controcl to future periods is
subject to the risk that the procedures way become inadequate
because of changes in conditions and that the degree of compliance
with the procedures may deteriorate.

Our study and evaluation of the system of internal
accounting control for the period July 1, 1985 to June 30, 1995,
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which was made for the purposes set forth in the first paragraph
above, would not necessarily disclose all weaknesses in the system.
However, such study and evaluation disclosed conditions that we
believe to be weaknesses.
o cr on Dru

We noted the PEIA does not conduct or have conducted
under contract regular, timely performance audits regarding the
PEIA Prescription Drug Program. Such audits are allowable under
Article IX of the contractual agreements between PEIA and First
Health Services Corporation which states,

“9.1 Upon reascnable notice to TVCC, duly

authorized representatives of PEIA or the

State of West Virginia, or independent public

accountants or other congultants designated in

writing by the PEIA, shall have reasonable

access during normal working hours to all

records relating to PEIA maintained by TVCC in

connection with this Agreement. Such access

shall be for the purpose of performing an

audit to verify that all applicable procedures

are being complied with. Such audlt or audits

shall be performed in a manner so as not to

interfere unreasonably with TVCC's obligations

hereunder, and shall be performed at the

PEIA's expense.”

During fiscal years 1995 and 1994, the dollar amount of
prescription claims paid by the PEIA were $47,915,474.13 and
$540,783,599.36, respectively. Although the dollar amount of

prescription claims ccnstitute less than 20% of all moneys pald out
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by PEIA during fiscal years 1994 and 1995, the rate of increase in
the costs of prescription claims has tended to exceed the rate of
increase in costs of medical claimg in more recent years. We
believe internal controls would be enhanced by the type of audit
allowable in the contract for the Prescription Drug Program to
determine that the provisions of the contract were being complied
with in the honoring of prescription claims. We learned audits of
this nature are routinely performed regarding the payment of
medical claims.
We recommend the PEIA strengthen internal controls in
the Prescription Drug Program by obtaining operational audits on a
timely, periodic basis specific to the Prescription Drug Program.
cy’ e P=1=)
Although the PEIA has not conducted an audit of Firgt
Health, they are required to cornduct field audita of retail
pharmacies regarding discrepancies and collect any resulting
mopnies. The operational audit for prescription benefits will be
part of the new contract arrangement effective January 1, 1998.
on Depogite
Our audit of cash receipts showed several instances where
moneys were deposited by PEIA staff into incorrect accounts. We
noted the majority of the funds deposited in error were incorrectly
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deposited into the Administrative Expense Fund - Fund Number 2181.
The collecticns into the Administrative Expense Fund are derived
from a fee assessed the participating employers for each of their
participating employees as of July 1, of each fiscal year. After
discovery of these errors, we reviewed all deposits made by PEIA
during the period July 1, 1993 through December 31, 1995. This
review revealed the following deposits which were made to incorrect
funds, the amount of the deposit, the incorrect fund intc which the
moneys were placed and the correct fund into which these moneys

should have been placed:

Date of FIME Amount of Incorrect Correct
Depggit  Deposit No, Depogit Fund Fund

Fiscal Year 1994

11/10/93 52143 $ 16,810.34 2181 2180

11/30/93 53900 38,695.60 2181 2180

01/10/94 74808 10,653.32 2181 2182

03/14/94 57298 40,396.60 2181 2180

06/16/94 1098685 10,480.45 2181 2182

06/22/94 1311013 89,851.32 2181 2180
$206.887.63

Flgcal Year 1995

03/20/95 115264 s 272.96 2181 2182
03/20/95 115297 272.96 2181 2182
04/18/95 119671 272.96 2181 2182
05/26/95 125004 272.93 2181 2182
06/15/95 128548 272.96 2181 2182
$1.364,80
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Figcal Year 1995

oucgh aer 31
07/07/95 204906 5 151.52 2181 2180
08/18/95 216038 11,191.52 2181 2182
09/06/95 139387 7,247.32 2181 2180
09/13/95 140228 17,423.68 2181 2180
08/21/95 141445 6,586.80 2181 2180
10/23/95 232038 19,426.36 2181 2182
11/08/95 236211 17,494 .51 2181 2182
11/27/95 239402 5,213.29 2181 2182
12/27/95 15327¢ 33,811.78 2181 2180
12/28/95 246550 4,733 .72 2181 2182
_123,290.5Q
542
Date of FIMS Amount of Incorract Correct
Deposit  Deposit No. Deposalt Fund Fund
FUND 2182 - ORTIONAL INSURANCE FUND
Fiscal Year 1994
06/22/94 1110313 § 220.00 2182 2181
c a 9 o Dea 1
08/18/95 216038 $40,200.00 2182 2181
10/23/95 232038 520.00 2182 2181
11/08/95 236211 380.00 2182 2181
11/27/95 239402 140.00 2182 2181
12/28/95 246550 ____ap.00 2182 2181

06/22/94 111013 $15,.769.43 2183 2182
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Of the $331,542.93 incorrectly deposited in the Administrative
Expense Fund - Fund Number 2181, we believe $250,974.96 belongs to
the Basic Insurance Fund - Fund Number 2180 and $80,567.97 belongs
to the Cptional Insurance Fund - Fund Number 2182, Also, we
believe $41,500.00 incorrectly depcsited in the Optional Insurance
Fund - Fund Number 2182 belongs to the Administrative Expense Fund
- Fund Number 2181. TLastly, $15,769.43 placed in the Non-State
Health Claims Fund - Fund Number 2183 actually belongs to the
OCptional Insurance Fund - Fund Number 2182, We Dbelieve these
improper deposits occurred because the PEIA does not have
sufficient review procedures in place to detect the incorrect
deposit of funds.

We recommend the PEIA strengthen internal controls in the
area of ccllection, recording and depositing of receipts. Also, we
recommend the PEIA transfer $250,974.76 from the Administrative
Expense Fund to the Basic Insurance Fund, $39,067.97 from the
Administrative Expense Fund to the Optional Insurance Fund and
$15,769.43 from the Non-State Health Claims Fund to the Optional
Insurance Fund to correct deposit errors.

Agency’s Regponse@

The PEIA will work with the Auditor’s Office to reduce

the number of accounts to minimize deposit errors. The PEIA will
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also work with agencies to improve deposit activity. Intermal
controls will be addressed in PEIA as part of changes to our Policy
and Procedure manual changes to accommodate new systems procedures.

Payroll /Overtime

During our test of overtime, we noted several of the
PEIA’'s “Request to Pay évertime“ forms submitted to the Department
of Administration's Payroll Section for payment contained errors as
to the number of hours to be paid at straight time and/or time and
one-half. This situation became apparent when we were not able to
reconcile the amounts the employees were paid to the amount which
the PEIA ataff had calculated, based on the hours worked as
reflected on the "“Request to Pay Overtime” forms. Later, we
learned these errors were detected and corrected by the Payroll
Section of the West Virginia Department of Administration.

As stated previously in our “Compliance Matters” section
of this report, in the finding entitled “Absence of Time Sheets”,
the PEIA did not require its employees to maintain dailly time
sheets during the audit period. Also, we learned from a
conversation with PEIA personnel, leave slips were reviewed and
allowance was made for holidays being non-countable time for the
purpose of overtime prior to the calculation of extra hours worked.

If the hours stated on the “Request for Overtime Pay” forms had not
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been verified by Administration’s Payroll Sectlon, the affected
employees would have been paid amounts for which they were not
entitled in violation of State law. We believe the use of time
sheets and more effective review on the part of PEIA in regard to
payroll matters prior to their submission to the Department of
Administration Payroll Section for processing would have
significantly reduced the errors which occurred.

We recommend the PEIA strengthen internal controls in the
area of payroll.

rs_Respo

The PEIA in conjunction with the Payroll Section of the
West Virginia Department of Administration will develop a policy
and procedure for payroll reconciliation 1in PEIA prior to

submisgion to the Payroll Section.
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INDEPENDENT AUDITORS' OPINICN

The Joint Committee on Government and Finance:

We have audited the statement of appropriations/cash receipts,
expenditures/disbursements and changes in £fund balances of the West
virginia Public Employees Insurance Agency for the yeare ended June 30,
1995 and June 30, 1994. The financial statement is the responsibility of
the management of the West Virginia Public Employees Insurance Agency. Our
responsibilitv is to express an opinion on the financial statement based on
our audit.

We conducted our audit in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to
cbtain reasonable assurance about whether the financial statement is free
cf material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statement.
An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentatlon. We believe that our audit provides a
reasonable basis for our opinion.

As described in Note A, the financial statement was prepared on the cash
and modified cash basis of accounting, which are comprehensive bases of
accounting other than generally accepted accounting principle.

In our opinion, the financial statement refarred to above presents falrly,
in all material respects, the appropriations and expenditures and revenues
collected and expenses paid of the West Virginia Public Employees Insurance
aAgency for the yearsa ended June 30, 1995 and June 30, 1994, on the bases of
accounting described in Note A.

Our audit was conducted for the purpose of forming an opinion on the basic
financial statement taken as a whole. The supplemental information is
presented for the purpose of additional analysis and is not a required part
of the basic financial statement. Such information has been subjected to
the auditing procedures applied in the audit of the basic financial
statement and, in our opinion, is fairly stated in all material respects in
relation to the basic financial statement taken as a whole.

Respectfully submitted,

d L. Shanklin, CPA, Director
Legiflative Post Audit Division

Janvary 11, 1996
Auditors: Michael E. Sizemore, CPA, Supervisor

Charles L. Lunsford, Auditor-in-Charge
Peter J. Maruish, Jr., CPA-Apprentice
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WEST VIRGINIA PUBLIC EMPLOYEES INSURANCE AGENCY
STATEMENT OF APPROPRIATIONS/CASH RECEIPTS,

EXPENDITURES/DISBURSEMENTS AND CHANGES IN FUND BALANCES

Year Ended June 30, 1995
General Special Combined
Revenue Revenue Totals
Appropriations/Cash Receipts:
Appropriations $0.00 § 000 § 0.00
Health and Life Insurance Premiums 0.00 283,874,072.53  283,874,072.53
Administrative Expense Fees 0.00 488.632.83 488.632.83
0.00 284,362,705.36  284,362,705.36
Expenditures/Disbursements:
Personal Services 0.00 757,093.23 757,093.23
Employee Benefits 0.00 31,327,084.28 31,327,084.28
Current Expenses 0.00 15,118,983.15 15,118,983.15
Repairs and Alterations 0.00 1,123.21 1,123.21
Equipment 0.00 8,680.58 8,680.58
Payment of Claims 0.00 _249.466,988.07 _242,466,988.07
000 296,67 296.679,952.52
Appropriations/Cash Receipts Over (Under)

Expenditures/Disbursements 0.00 (12,317,247.16)  (12,317,247.16)
Beginning Balance 0.00 62,271,216.89 62,271,216.89
Transfers to Basic Insurance Premium Fund -

Fund 2180-640 .00 0.00 0.00
Ending Balance $0.00 $49.953.969.73 49.953
See Notes to Financial Statements
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Year Ended June 30, 1994
General Special Combined
Revenue Revenue Totals

$970,000.00 3 000 $ 970,000.00
0.00 276,865,976.13 276,865,976.13
0.00 340927170 _ 3.409,271.70
970,000.00 280,275,247 .83 281,245,247 .83
0.00 707,151.22 707,151.22
0.00 11,119,322.61 11,119,322.61
0.00 14,395,587.58 14,395,587.58
0.00 3,578.74 31,578.74
0.00 £69,632.00 69,632.00
000 240,548.783.22  240.548.783.22
000 266,844 055.37 _266.844,055.37
970,000.00 13,431,192.46 14,401,192.46
0.00 47,870,024 .43 47,870,024.43
(970,000.00), —970,000.00 0.00
3 0.00 ) 62,271.216.89 3 62,271.216.89
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WEST VIRGINIA PUBLIC EMPLOYEES INSURANCE AGENCY

NOTES TO FINANCIAT, STATEMENT

Note A - Accounting Policiles

Accounting Method: The modified cash basis of accounting is
followed for the General Revenue Fund. The major modification from
the cash basis is that a 31 day carry-over period is provided at
the end of each fiscal year for the payment of obligations incurred
in that year. All balances of the General Revenue Fund
appropriations for each fiscal year expire on the last day of such
fiscal year and revert to the unappropriated surplus of the fund
from which the appropriations were made, except that expenditures
encumbered prior to the end of the fiscal year may be paid up to 31
days after the fiscal vyear-end; however, appropriations for
buildings and land remain in effect until three years after the
passage of the act by which such appropriations were made. The
cash basis of accounting is followed by all other funds.
Therefore, certain revenues and the related assets are recognized
when received rather than when earned, and certain expenses are
recognized when paid rather than when the obligation is incurred.
Accordingly, the financial statement 1s not intended to present
financial position and results of operations in conformity with
generally accepted accounting principles.

Expendituvres paid after June 30 in the carry-over period and
expirations were as follows:

EXPENDITURES EXPIRATIONS
PAID AFTER JUNE 30. Juny 31, JULY 31,
2385 1984 1993 1894
Public Employees Insurance
Agency Fund 20,00 £0.00 50.00 £0.00

Combined Totals: The combined totals contain the totals of similar
accounts of the various funds. Since the appropriations and cash
receipts of certain funds are restricted by various laws, rules and
regulations, the totaling of the accounts is for memorandum
purposes only and does not indicate that the combined totals are
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avallable in any manner other than that provided by such laws,
rules and regulations.

Note B - Pensilion Plan

All eligible employees are members of the West Virginia Public
Employees' Retirement System. Employee contributions are 4.5% of
their compensation and employees are vested under certain
circumstances. The West Virginia Public Employees Insurance Agency
matches contributions at 9.5% of the compensation on which the
employee made contributions. The West Virginia Public Employees
Insurance Agency's pension expenditures were as follows:

YEAR FENDED JUNE 30,
1335 13934
Special Revenue $70.751_,76 566.944 .22
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WEST VIRGINIA PUBLIC EMPLOYEES INSURANCE AGENCY
STATEMENT OF APPROPRIATIONS AND EXPENDITURES

GENERAL REVENUE

Year Ended June 30,
1995 1994
Public Employees Insurance Agency Fund -
Fund 0200-129 (Account 6150-37)
Appropriations $0.00 $970,000.00
Expenditures:
Transfer to Basic Insurance Premium Fund -
Fund 2180-640 (Account 8265-05) 0.00 0.000.00
0.00 0.00
Transmittals Paid After June 30 0.00 —0.00
Balance $0.00 $ 000
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WEST VIRGINIA PUBLIC EMPLOYEES INSURANCE AGENCY

STATEMENT OF CASH RECEIPTS, DISBURSEMENTS

AND CHANGES IN CASH BALANCE

Cash Receipts:
Health Insurance Premiums

Transfers from Public Employees Insurance
Agency Fund - Fund 0200-129

Transfers from Non-State Health Claims Fund
Fund 2183-640 (Account 8265-23)

Disbursements:
Employee Benefits (Insurance Premiums)
Current Expenses
Payment of Claims

Cash Receipts (Under) Disbursements

Beginning Balance

Ending Balance
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Year Ended June 30,
1995 1994

$253,699,502.06 $249,261,218.81
0.00 970,000.00

—20.000.000.00 0.00
273,699,502.06  250,231,218.81

22,553,719.52 4,089,589.16
14,086,683.02 13,815,687.24
249.466.988.07 _240.548.783.22
286.107.3%0.61 _258.434.059.62

(12,407,888.55) (8,222,840.81)
_18.849.308.71  _27.072,149.52

$ 6441.420.16 §18.849.308.7)



WEST VIRGINIA PUBLIC EMPLOYEES INSURANCE AGENCY

STATEMENT OF CASH RECEIPTS, DISBURSEMENTS

AND CHANGES IN CASH BALANCE

Administrative Expense Fund -
Fund 2181-640 (Account 8265-06)

Cash Receipts:
Administrative Expense Fees

Disbursements:
Personal Services
Employee Benefits
Current Expenses
Repairs and Alterations

Equipment

Cash Receipts (Under)} Over Disbursements
Beginning Balance

Ending Balance

271 -

Yecar Ended June 30,
1955 1994
$ 488,632.83 $3,409,271.70

757,093.23
229,096.30
1,032,300.13
1,123.21
_8.680.58
2,028.293 45

(1,539,660.62)

5,227

3 425.567.16

707,151.22
226,468.67
579,900.34
3,578.74
69.632.00
1.586,730.97

1,822,540.73
_142.687.05

$1.965.227.78



WEST YIRGINIA PUBLIC EMPLOYEES INSURANCE AGENCY
STATEMENTS OF CASH RECEIPTS, DISBURSEMENTS

AND CHANGES IN CASH BALANCE

Year Ended June 30,
1995 1594
if .
Fund 2182-640 (Account 8265-07)
Cash Receipts:

Life Insurance Premiums $7,752,315.35 $7,326,507.96
Disbursements:

Employee Benefits (Insurance Premiums) 8,544 .268 46 6.803.2
Cash Receipts (Under) Over Disbursements (791,953.11) 523,243.18
Beginning Balance 1.500.184 —976,941.80
Ending Balance 08.231. $1.500,184.98
Cash Receipts:

Health Insurance Premiums (Non-State) $22,422,255.12  $20,278,249.36
Disbursements:

Transfers to Basic Insurance Premium Fund -

Fund 2180-640 (Account 8265-05) -20.000,000.00 0.00
Cash Receipts Over Disbursements 2,422,255.12 20,278,249.36
Beginning Balance 39.956,495.42  _19.678.246.06
Ending Balance $42.378.750.54  $39.956.495 42
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STATE OF WEST VIRGINIA

OFFICE OF LEGISLATIVE AUDITOR, TO WIT:

I, Thedford L. Shanklin, CPA, Director of the Legislafive
Post Audit Division, do hereby certify that the report of audit
appended hereto was made under my direction and supervision, under
the provisions of the West Virginia Code, Chapter 4, Article 2, as
amended, and that the same is a true and correct copy of said

report.,

b ey 00
Given under my hand this itl day of u Une ‘

1997,

rd L. Shanklin, CPA, Director
Legislative Post Audit Divislon

Copy forwarded to the Secretary of the Department of
Administration to be filed as a public record. Copies forwarded to
the Public Employees Insurance Agency; Governor; Attorney General;

and, State Auditor.
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