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Synopsis

As requested by members of the General Assembly, we conducted an audit
of the Medical University of South Carolin®lSC) and University Medical
AssociatesMA), the practice plan for faculty in the College of Medicine.
Our findings raise questions about the degree of independedt®adnd
address issues relatingNtSC's accountability for the expenditure of

public funds.

QO We reviewed the relationship betwednSC andUMA and found that it
is not clear whethadyMA could legally be considered as acting
separately frooMUSC. The two organizations have a blended
relationship which allows1USC to useUMA to advance its mission.
However, it also allowsMUSC to avoid accountability for the use of
public funds. IfFUMA acts for the state, it would be subject to some state
restrictions on spending and limitations on its corporate structure.

Q Even though a 199MUSC internal audit questioned whether many
MUSC discretionary fund expenditures were appropriate, we found no
evidence thatUSC changed its spending practices in response to this
review. Our sample of over $262,000 in expenditures from January to
June 1998 showed many expenditures that may be in violation of state
law. For exampleMUSC regularly buys meals and funds social events
for small groups of employees, students, and alumni. Many of these
expenditures may not be perceived by taxpayers as a prudent use of
resources. They are an inappropriate use of public funds.

Q Our review ofMUSC's andUMA’s contributions to outside organizations
revealed that both organizations made contributions. Somee€'s
contributions were not appropriate expenditures of public funds because
they were made to organizations that are religious or sectarian in nature,
or to civic organizations whose benefits extend only to members. Also,
some contributions did not appear to relate directMwsC's mission.

We also found thatluSC andUMA officials requested political
contributions to be made through ondJMA’s subsidiary companies.
These political contributions present the appearance of impropriety.
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Synopsis

Q We found thatUMA’s major source of revenue (85%) is services
provided to patients, and the majority of its expenditures are for salaries.
We also sampled some OMA’s expenditures for meetings,
conferences, dinners, travel, recruitment, and gifts. According/tfa
official, MUSC increasingly channels its expenditures througa in
these categories. UMA acts for the state, many of these expenditures
would be an inappropriate use of public funds.

Q The compensation of mostUSC faculty is composed of a state salary
and an incentive amount frodMA. We found thamuSC uses national
norms to set salaries for facultyuUSC was generally in compliance
with state requirements and its own policies. However, only half of
MUSC employees reported their salary supplements to the Budget and
Control Board, as required by law. The General Assembly now requires
MUSC, rather than the employees, to report supplements.

QO MUSC owns one aircraft (MedAir) that is used to provide transportation
to outreach clinics and for administrative travel. We did not find
evidence of improper use of MedAir. However, we noted that MedAir is
expensive foMUSC to operate and recommended that the university
consider using less expensive alternatives to meet its transportation
needs.

Q As required by appropriations act proviseis)SC has offered discounts
on hospital services to all state employ@#3SC andUMA also provide
discounts to other groups of employees and student&yFa8-97 and
FY 97-98, these discounts were more than $3 million. We found that the
discounts thamusScC offers to all state employees are used primarily by
employees who reside in the Charleston area. MsSC needs to
improve controls to ensure that members of the General Assembly do
not receive discounts that are prohibited by law.

Q We did not find evidence of a significant nepotism problemusC.

However, the blended natureMf)SC andUMA can result in situations
that violate the intent of state nepotism guidelines.
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Chapter 1

Introduction and Back ground

; ; ; As requested by members of the General Assembly, we conducted an audit
AUdIt Objectlves of the Medical University of South Carolin®lSC) and University Medical
AssociatesMA), the practice plan for faculty in the College of Medicine.
The requesters were primarily interested in the relationship betwesa
andUMA, UMA'’s organization, and financial issues relatingMoScC and
UMA. The objectives of this audit are listed below.

O Review the relationship betwe&WSC andUMA and determine
whether it complies with statutory provisions (see p. 7).

U Review the relationships betweegMA and its affiliated organizations
and determine whether these relationships are in accord with statutory
provisions (see p. 7).

QO Review current and former ambulatory care agreements betwéen
andUMA to determine whether the state’s interests have been protected
(see p. 16).

O ReviewMUSC's expenditures of discretionary funds to determine
whether they have been in compliance with state law (see p. 17).

Q Review gifts and contributions made laySC andUMA to determine
whether they have been appropriate (see p. 24).

O ReviewUMA'’s expenditures to determine what criteria govern these
expenditures and whether these requirements have been followed
(see p. 29).

0 ReviewUMA'’s income to determine sources (see p. 33).
QO Review compensation afUSC employees who receive supplements
from UMA to determine compliance with policy and legal requirements

(see p. 37).

Q Determine whethenlUSC's expenditures for air transportation have
been appropriate (see p. 45).

O ReviewMUSC's andUMA's compliance with requirements in providing

free or reduced fee medical care to state employees and determine the
costs (see p. 48).
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Chapter 1
Introduction and Background

Background

Q Determine whethemluSC andUMA have adequate controls to ensure
compliance with applicable nepotism requirements (see p. 52).

O Review the results diUSC's grant from the U.S. Department of Energy
and determine whether appropriate controls are in place to ensure that
grant funds are used appropriately (see p. 54).

For further discussion of the audit scope and methodology, see Appendix A.
This audit was conducted in compliance with generally accepted government
auditing standards.

The Medical College of South Carolina was incorporated in December 1823
as a private institution of the Medical Society of South Carolina. In 1913 the
state assumed ownership of the college. Its name was changed to the
Medical University of South Carolina(USC) in 1969.

MUSC is governed by a 14-member board of trustees that includes the
Governor or his designee (ex officio), 12 members elected by the General
Assembly, and 1 member appointed by the Governor. Board members serve
four-year terms.

The medical university is an academic health sciences center. It provides
professional education, clinical (patient care) services, and biomedical
research. Th®IUSC campus, located in Charleston, occupies more than 61
acres and contains 84 buildings. AcademicalySC is organized into six
colleges:

¢ College of Medicine

¢ College of Pharmacy

¢ College of Nursing

¢ College of Graduate Studies
¢ College of Dental Medicine

¢ College of Health Professions

Baccalaureate, master’s, and doctoral degrees are awarded in 30 fields of

study. Over 2,200 students are enrolleMasC and more than 700 degrees
are awarded each year.
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Chapter 1
Introduction and Background

MUSC'’s Affiliated
Organizations

Patient care is provided within tivtJSC medical center, founded in 1955.
The medical center is the 600-bed referral and teaching facility which
includes the Medical University Hospital, the Storm Eye Institute, the
Children’s Hospital, the Rutledge Tower (primarily outpatient services), the
Hollings Cancer Center, and the Institute of Psychiatry.

MUSC has a staff of more than 8,000 employees. According to a human
resources official, approximately 4,000 work at the medical center and 4,400
are academic/research employees.

In addition to its academic division and medical cemierSC has several
affiliated organizations. This review focusesMdSC's relationship with
University Medical Associate®J(MA) and its affiliated for-profit

corporations. We did not revieMUSC's other affiliated organizations.

These entities are shown in the organizational chart (see Chart 1.1) and are
described briefly below.

¢ Health Sciences Foundatiad§F) — a non-profit corporation that is an
educational and charitable foundation established to promote education,
research, and the clinical facilities and programgl0§C.

¢ South Carolina Area Health Education ConsortiédEC) — a state
entity that provides a system of community-academic partnerships
whose central purpose is the recruitment, education, and retention of
primary health care providers.

¢ University Medical Associate®)MA) — a non-profit corporation
established as the clinical practice plan for qualified faculty physicians
and to support and promote the educational, medical, scientific, and
research purposes of the universitlA controls three for-profit
corporations.

¢ Pharmaceutical Education and Development Founda®iobR — a
non-profit corporation established to provide pharmaceutical students
with practical education and experience in the field of industrial
pharmaceultics.
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Chapter 1
Introduction and Background

Medical University Facilities Corporation — a non-profit corporation
established to obtain financing for the university’s acquisitions of real

property.

Charleston Memorial HospitaC{H) — a 172-bed teaching hospital

owned by Charleston County and managebgC.

MUSC Foundation for Research DevelopmevERD) — a non-profit
corporation established to develop and administer sponsored research

projects conducted byuSC faculty.

Chart 1.1: MUSC Organization

The Medical University of South
Carolina and
Affiliated Organizations

Foundation

Health Sciences

Source: MUSC.
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Chapter 1
Introduction and Background

MUSC'’s Funding

Graph 1.1: MUSC Revenues By
Source — FY 97-98

MUSC's annual budget is more than $600 million, with the primary source of
revenue coming from patient fees at the medical center. State and federal
sources of income comprised 27%0Mi#SC's revenues foFY 97-98 (see

Graph 1.1). In contrast, ten years ago about 458UHC's revenues were

from state and federal sources.

The state portion alUSC's revenues (21%) is, however, greater than the
average at other medical schools. The 74 U.S. public medical schools
reported in a published survey that they received an average of 16% of their
revenues from state and local government appropriatigrs 86-97.

MUSC's expenditures by function (see Graph 1.2) demonstrate that the

majority of funds spent were for the medical center. See Appendix B for a
five-year summary afAiUSC's revenues and expenditures.

—/  —  — — "]
Federal 6%

State 21%

Other 73%

‘Other’ is primarily revenue from patient services, but also includes medicaid
disproportionate share, private grants and contracts, and student tuition and fees.

Source: MUSC.
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Chapter 1
Introduction and Background

Graph 1.2: MUSC Expenditures
By Function — FY 97-98

Medical Center 58.7%

Auxiliary Enterprises 0.2%

% Transfers & Other 1.4%
\ Scholarships & Fellowships 0.3%
Operation & Maintenance of Plant 2.5%
Institutional Support 2.3%

Student Services .9%
Academic Support 3.7%

Public Service 3.3%
Instruction 18.3% Research 8.4%

Source: MUSC.

For state budgeting purposég)SCis divided into three divisions —
academic, the medical center, and the Area Health Education Consortium
(AHEC). Each division receives separate state appropriations (see Table 1.1).

Table 1.1: MUSC State

Appropriations for FY 97-98 MUSC Division Amount
Academic $92,477,156
Medical Center $20,580,819
Area Health Education $17,025,296
Consortium
TOTAL $130,083,271

Source: MUSC.
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Chapter 2

MUSC'’s Relationship With UMA

MUSC, UMA,
and Affiliated
For-Profit

Corporations

Background

We reviewed the relationship betwadbSC and its private practice plan,
University Medical Associate®J(MA). We also reviewed the relationship
betweenJMA and its affiliated for-profit subsidiary corporations. It is not
clear whethetMA could legally be considered as acting separately from
MUSC. The two organizations have a blended relationship. This allows
MUSC to useUMA to advance its mission. It also allows/SC to avoid
accountability for the use of public fundsUMA acts for the state, it would
be subject to some state restrictions on spending and limitations on its
corporate structure.

MUSC is authorized by law to establish a private practice plan. A private
practice plan uses revenue from patients treated within the teaching facilities
of a medical school to compensate faculty who treat patients and support the
activities of the university. Provisos in appropriations acts $ivcg2-83

have allowed universities to retain and spend funds from approved private
practice plans in accordance with policies established by the board. The
MUSC board has approvedMA as a private practice plan. Of the 125 U.S.
medical schools, 120 have some type of private practice plan for their
physicians.

The first private practice plan establishedNtySC physicians was the
Professional Staff Office@SQ. ThePSOwas established in October 1965 as

a partnership with 63 physicianguSC was not involved with the

operations of th@sa According to aUMA official, there were problems

with communication between tlRSOandMUSC, and theMUSC board felt

that there were inadequate controls to ensure that medical departments
operated in an accountable manner. In an effort to exercise more control over
the private practice plan, the faculty dissolvedrB®in 1991, andJMA

was incorporated.

UMA was established to deliver inpatient and outpatient health care services
for the University. It bills patients and collects and distributes all income
generated by its participating physiciaosIA providesMUSC faculty and

other health professionals with group practice arrangements. In a group
practice, several physicians with various medical specialties provide patient
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Chapter 2
MUSC's Relationship With UMA

Structure of UMA

Table 2.1: UMA’s Primary Care
Subsidiaries

care, and their business and administrative functions are centralizeds
separately incorporated with an independent governing board but has
contracting, funding, and academic/teaching relationships with other parts of
MUSC. UMA also employs the clinical faculty and its support staff and offers
its own compensation and benefits plan.

UMA is a non-profit corporation granted exemption from state and federal
taxation under section 501(c)(3) of the Internal Revenue Code. The
approximately 500 faculty of theaUSC College of Medicine who are
physicians are also membersuMA. In addition,UMA employs

approximately 1,095 people to provide clinical and administrative support
for physiciansUMA is governed by a board primarily made upafSC

College of Medicine faculty members aMtdSC administrators. In

FY 97-98,UMA received patient care revenues of $119 million. During that
period,UMA paid $44.7 million in salaries \USC faculty, transferred $2.4
million to MUSC and donated equipment and supplies valued at $2.4 million.

In addition to operating the practicesMiSC's physiciansUMA has
established three for-profit corporations. Accordingt®A officials, these
corporations were set up to expawdSC's primary care and specialty care
network by employing physicians other thadSC faculty members. The
officials stated that the trend toward managed care mandatés tBathave
relationships with primary care doctors in order to effectively compete for
business. On July 1, 1998MA formed three for-profit subsidiaries for the
purpose of creating a primary care network. This network was created by
establishing new medical practices, buying and investing in existing medical
practices, and contracting with area physicians. Table 2.1 describes these
subsidiaries.

Corporation Ownership Purpose

Operates satellite and
affiliate offices
Physician who has Employs network

Carolina Family Care, Inc. UMA

Carolina Primary Care Physicians, P.A. | assigned all stock physicians and
rights to UMA clinical staff
Employs management,
Carolina Health Management Services, Inc. UMA administrative, and

non-medical personnel

Source: UMA.
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Chapter 2
MUSC's Relationship With UMA

For the last two fiscal yearMA’s primary care subsidiaries have suffered
substantial financial losses (see Table 2.2). AccordingJtd/ official,

these losses are occurring nationwide and are caused by the trend toward
managed care in the health care environment. It is expensive to acquire and
operate the primary care practices that are needed to obtain contracts with
managed care companies.

Ta_ble 2.2: Profit/(Lc_>s§ ) 0 FUMA'S Corporation FY 96-97 FY 97-98
Primary Care Subsidiaries
Carolina Family Care, Inc. ($7,927,518) ($9,085,993)
Carolina Primary Care Physicians, P.A. $71,219 ($169,249)
Carolina Health Management Services, Inc. ($270,104) ($191,648)

Source: UMA.
In 1997,UMA formed two additional for-profit corporations to create a
specialty care network.

e Carolina Specialty Care, Inc. was created to provide specialty care
services to patients in surrounding areas. It was owned 100 Ay

e Carolina Specialty Care Physicians, P.A. was created to employ the
specialty care physicians. It was owned 100% by a physician who
assigned all rights in the stockWMmA.

As of April 1999, the specialty care corporations were merged into Carolina
Family Care, Inc. and Carolina Primary Care Physicians, P.A.
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Chapter 2
MUSC's Relationship With UMA

Chart 2.1. Organizational Chart of
MUSC, UMA and UMA
Subsidiaries

MUSC Governance of
UMA

Medical University
of South Carolina

University Medical Associates

Carolina Family Carolina Health Carolina Primary Care
Care, Inc. Management Services, Inc. Physicians, P.A.
Source: UMA.

According to a survey conducted by the Association of American Medical
Colleges foIFy 96-97, 47% of the responding practice plans were part of the
related university or medical school, and 38% were separate not-for-profit
corporationsUMA’s response to the survey indicated that it was a separate
not-for-profit corporation and described its institutional relationship with
MUSC as independent. However, it is questionable whethgy is indeed
separate and independent fromascC.

We were asked to determine whetb®fA is a public entity expending

public funds. The answer to this question may largely depend on the nature
of the relationship betweasMA andMUSC. We concluded that, due to the
complicated nature of this relationshigiMA’s actions are not clearly

separate from those BUSC. ThereforeUMA'’s actions could be found to

be state actions that are subject to requirements regarding the use of public
funds.

One important factor in defining their relationship is the level of control
MUSC exercises ovaMA. MUSC authorizedJMA as its private practice
plan. WhenJMA was incorporated, twllUSC employees were listed as
initial managersUMA lists seven purposes for which it is established and
operated, all of which specifically relateNtySC. In addition to establishing
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Chapter 2
MUSC's Relationship With UMA

UMA'’S corporate purpose, théJSC board has numerous ways of exercising
control overuMA:

1. TheMuscCboard approveSMA’s bylaws.

2. Two members of thelUSC board serve on theéMA board.

3. Four ofMUSC's vice presidents serve on ti®A board.

4. Two community members on thiMA board are selected by theJSC
president.

All UMA voting members angUSC faculty whose appointments are
approved by th&USC board.

6. TheUMA board chairman andMA’s CEOQ report to th&USC vice
president for medical affairs.

UMA cannot own property without the approval of khgSC board.
All faculty salaries including theMA portion are approved by the dean
of theMUSC College of Medicine and theUSC president.

9. All UMA assets are transferredMivSC if UMA is dissolved.

o

© ~

Blended Nature of MUSC UMA’s employees and funds are often not separated from thoseSd.

and UMA Many UMA employees work iMUSC departments and hatitJSC job
titles. For example, thelUSC College of Medicine’s associate dean for
finance and administration is actually employedJsA. In oneMUSC
division, 46% of its staff ar6eMA employeesMUSC employees are
sometimes supervised YA employees and vice versa. In additioMA
often expends funds at the requestidiSC employees. For example, in
FY 97-98UMA made gifts and contributions requestedvtiysC employees
(see p. 26).

For financial reporting purpos&fUSC must includeJMA as a part of its
financial statements as a “blended component unit.” This means that even
thoughUMA is a legally separate entity, since the university is financially
accountable fouMA, UMA's financial information must be reported with
that ofMUSC. According toMUSC's audited financial statements:

UMA is considered a component unit because the University has

appointment authority over a majority of the UMA board. [Furthermore,]

since the purpose of UMA is to provide services almost entirely to the

University, it is considered a blended component unit.

According to a statement issued by the Governmental Accounting Standards
Board, blended component units “ . . . are so intertwined with the primary
government [in this cas®USC] that they are, in substance, the same as the
primary government.”
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Chapter 2
MUSC's Relationship With UMA

This blended relationship givégUSC flexibility to useUMA to advance its
mission. For exampl&JMA operateMUSC's outpatient clinics and can
directly assisMUSC with salaries and other needs. However, by channeling
the expenditure of its funds througMA and its subsidiariejuSC can

also avoid accountability for the use of public funds. It can spend funds for
entertainment and make political contributions that are prohibited by the

state.
Use of UMA Funds for Evidence indicates thatMA is becoming more blended withUSC. We
MUSC's Purposes noted thaUMA'’s direct funding support dflUSC has decreased in recent

years. FronkFY 92-93 throughFy 94-95,UMA transferred $10 to $13 million
annually toMUSC, but inFY 97-98,UMA transferred only $2 million
directly. Instead, according touMA official, UMA now pays for more items
that formerly would have been paid for lySC (see p. 31)UMA also pays
for services provided by somJSC staff. For the services provided by
MUSC's attorney and internal audit staffiMA paid $85,999 iFy 97-98 and
$94,000 inFY 96-97.

When employees and services are merged between the two organizations, it
is difficult to separate the use of fundi8JSC's internal audit department

has regularly pointed out problems relating to payment for services. For
example, internal audit reports have questiavid’s and its subsidiaries’
use ofMUSC's contract for computer services and Carolina Family Care’s
use ofMUSC's contract for telephone services. Other internal audits have
guestioned whether employees paidvtysC andUMA were in fact working
for those organizations, and wheth®1A was paying for equipment

actually located at th’'USC hospital. MUSC could useJMA as a means to
circumvent state controls over discretionary fund expenditures (see p. 17),
contributions (see p. 24), and nepotism (see p. 53).

TheMUSC board has been warned about the effects of exercising too much
control overUMA'’s use of funds. AMUSC internal audit suggested that if
MUSC exercises too much control owgWA, UMA could be deemed part of
state government. The audit states that iMbSC board want®JMA to be
absolutely separate and independent of state restricti/; should not

exert excessive control over the expenditurgdf funds.
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Chapter 2
MUSC's Relationship With UMA

Legal Considerations in
UMA'’s Actions

Courts have examined the circumstances under which a private entity could
be considered acting for the state. The courts reviewed specific actions, such
as the firing of an employee. The U.S. Supreme Court has stated that, for due
process purposes, an evaluation of the extent of state involvement is needed
to determine whether state action is involved. The court indicated that each
case must be looked at individually for a sufficiently close association
between the state and the action. In Modaber v. Culpeper Memarial Hosp.,
Inc., the U.S. # Circuit Court of Appeals explained the U.S. Supreme

Court’s decision in Jackson v. Metropolitan Edison Tee court’s finding

is summarized below.

A state becomes responsible for a private party’s act if the private party acts:

1. In an exclusively state capacity by exercising powers reserved for the
state;

2. For the state’s direct benefit when it shares the rewards and
responsibilities of a private venture with the state; or

3. At the state’s specific behest when it does a particular act which the state
has directed or encouraged.

This illustrates the type of analysis that could be applieévta’s actions
on behalf oMUSC. Factors that could be considered when analyzing
whetherUMA acts for the state includévA’s board, by-laws, funding, and
statutory authority. Factors that could indicate thiiA acts for the state
include:

¢ MUSC employees or board appointees serv&/@A’s board.
¢« TheMUSC board approves all changesu@A’s bylaws.
¢ UMA’s assets revert tdUSC uponUMA's dissolution.

Factors that might indicate thaiMA does not act for the state include:

¢ UMA does not receive state appropriations.

¢ UMA was not created by statute but by #i¢SC board pursuant to a
proviso in the appropriations act.

« The provision of medical services has been determined by the courts not
to be an exclusive power of the state.

All of these factors could be considered when determiniogyli is acting
for the state.
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Chapter 2
MUSC's Relationship With UMA

Conclusion

In 1998, legal consultants hired BNJSC evaluated the relationship between
MUSC and one of its other affiliated foundations. The consultants
recommended that the foundation board be restructured to give a clear
majority to members not affiliated withUSC. Existing legal precedents
strongly support the position that a corporation governed bywse
members would not be found to be controlledySC. The consultants

also recommended thsitUSC's control over the foundation’s bylaws be
eliminated. This giveMIUSC an extremely high level of control over the
foundation and would weigh strongly in favor of a determination that the
foundation is an “alter ego” ofiUSC.

If UMA were considered to be acting for the state, it may have to follow
additional requirements and restrictions as appropriate, including the
following:

¢ The Freedom of Information Act would applyWA documents.

* UMA’s expenditures would have to meet the public purpose test.
¢ UMA could not make political contributions.

¢ UMA could not own for-profit subsidiaries.

There would be more state control oudtA’'s expenditures and therefore
more accountability to the state.

UMA is currently structured as a non-profit corporation with three for-profit
subsidiaries. As a corporation separate fMdsC, this organizational
structure is permitted under state law. HowevedMiA acts for the state, it
could be prohibited from acting through the for-profit corporations. Article
X, 811 of the South Carolina Constitution prevents the state from being a
stockholder in any corporation. The for-profit corporations could be
restructured into non-profit organizations,uMA could establish

contractual relationships with outside providers.

As UMA currently operates, it is unclear whetbh@tA would be considered

as acting for the stateg MA could be vulnerable to a challenge to the validity
of some of its actions. For example, its expenditures of funds could be
guestioned (see p. 29).
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Chapter 2
MUSC's Relationship With UMA

MUSC should evaluate how it interacts withlvA to better define the
relationship. Such an evaluation should be integrated with its ongoing
strategic planning process. In 1998, two different consultant groups provided
advice about a strategic plan fdUSC's organizational structure. A key part

of organizational planning includes the natur@éofSC's hospital. MUSC

could try to affiliate its hospital with a for-profit corporation. Other
strategies could involve the hospital (now a state agency) becoming a state
authority or a non-profit organization. Both consultant groups identified the
need for better integration betwe@MA and theMUSC Medical Center. As

part of its strategic planning process)SC officials should evaluate its
relationship withUMA.

1. TheMUSC board of trustees should clearly defisidA’s role with
regard to its actions for the state. If the board wama to act as a
private corporation, it should make changes to ensuré&/thats actions
are independent from thoseMt/SC. These changes could include:

Recommendation

¢ RestructuringJMA’s board of directors so that a majority of the
board is not affiliated witlMUSC.

¢ EliminatingMUSC's control ovetUMA'’s bylaws.

« Defining separate authority and accountability for spending for the
two organizations.

If the board want§/MA to act for the state, it should make changes to
ensure that/MA’s actions comply with all state requirements. These
changes could include:

¢ RestructuringJMA'’s for-profit corporations to prevent the state
from being a stockholder in a corporation or prohibitifigSC from
requesting any actions through the for-profit corporations.

¢ Requiring alluUMA expenditures to meet guidelines for the use of
public funds.
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MUSC's Relationship With UMA

Ambulatory Care
Agreements

We reviewed the ambulatory care agreements betweST andUMA to
determine whether the state’s interests have been protected. These
agreements govern the operationmafSC medical center’s outpatient clinics
and their use to provide clinical educatiorMdSC students and residents.
We found no evidence that the state’s interests have not been protected.

On July 1, 1994MUSC, through its medical center, abtMA entered into an
agreement foMA to manag@éUSC's ambulatory care activities
(outpatient clinics). According to@MA official, this agreement was written
to get theMuUSC physicians involved in the clinics and increase their use.
Under this agreemenyuUSC was responsible for providing the facilities and
UMA was responsible for providing the staff to operate the clinics and for
billing for most services to patients. As its fee for these serviges, kept
10% of the net income from these billings and remitted the remaining
revenue tavUSC.

On January 1, 1998, a new agreement was signed under b&hwill do
the billing for ambulatory care activities, adA will provide the

facilities. Under this agreememuscC handles the billing and reimburses
UMA for its actual expenses, estimated to be $30 milliorY¥o®7-98, for

the cost of operating the clinics. Any equipment acquiredNax under this
agreement is donated MJSC. This agreement has a five-year term through
December 31, 2002, bmUSC has the right to immediately terminate the
agreement at will.
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Financial Issues

MUSC'’s
Discretionary
Spending

In this chapter we discus#USC's discretionary fund expenditures. Our

review of this area raised some questions about prudent use of resources.
MUSC and its consultants have stated tMaftSC, particularly its hospital,

may be unable to compete in today’s health care environment unless it has
more flexibility and freedom from state restrictions such as those on
procurement and personnel. However, we noted many instances where
MUSC spent resources freely and in a manner that appeared to contradict its
need to operate efficiently to compete with other institutions. These
spending practices can be seeMwsC's discretionary fund expenditures

and its contributions, as discussed below.

We also noted thatUSC has made an increasing number of expenditures
throughUMA (see p. 31)UMA and its subsidiaries also spend freely for
items such as entertainment, gifts, and contributions, including political
contributions. IfUMA is considered to be acting for the state, some of these
expenditures may not comply with state law regarding the expenditure of
public funds. In our opiniorl)MA’s funds could be used to more directly
further the mission aflUSC.

In recent audits, we have reviewed the expenditure of discretionary funds,
primarily auxiliary enterprise revenues such as vending machine profits, at
Winthrop University and Francis Marion University. We found that
Winthrop and Francis Marion may have violated state law by improperly
spending public funds on meals, receptions, and entertainkigaC has a
large amount of discretionary funds available, including funds generated by
its private practice plan witdiMA. For example, between January and June
of 1998,MUSC spent $6,267,776 in discretionary funds.

Even though a 199MUSC internal audit questioned whether many of the
discretionary fund expenditures were an appropriate use of public funds, we
found no evidence th&tUSC changed its spending practices in response to
this review. While a significant portion &fUSC’s discretionary fund
expenditures from January through June 1998 were for purposes such as
personnel costs, operations, and staff recruiting, we identified many
expenditures that did not serve a public purpose and may be in violation of
state law.
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Financial Issues

State Spending
Guidelines

MUSC'’s Additional
Spending Guidelines

Under South Carolina law, public funds must be expended for a public
purpose. Public funds are not limited to tax revenues but include funds from
any source in the hands of a public official. A May 21, 1993, attorney
general’s opinion states:

. .. every expenditure of public funds must directly promote a public
purpose . . .. As related to a university, it might be said that an expenditure
would be required to promote the public health, safety, morals, general
welfare, etc. ofll of the inhabitants of the university, or at least a
substantial part thereofEmphasis added.]

In addition, this same attorney general’s opinion cited prior attorney
general’s opinions, which prohibit public funding of social activities and the
use of public funds for individuals, as follows:

Q Public funding of picnics and social events for governing body members
and employees of a local government would be improper (May 22,
1989).

Q Using public funds for a retirement reception for a state employee would
not be proper. The public benefit of such an event, according to the
opinion, would be remote or indirect (March 29, 1984).

Q Profits from a county jail canteen should not be used for selected
individuals. However, using “ . . . such profits for the entire inmate
population could probably be authorized” (June 1, 1992).

Generally, state employees are authorized publicly funded meals when
traveling on official state business.

Appropriations act proviso 72.8 By 97-98 and similar previous provisos
state:

... funds at State Institutions of Higher Learning derived wholly from . . .
approved Private Practice plans at institutions and affiliated agencies may
be retained at the institution and expended by the respective institutions only
in accord with policies established by the institution’s Board of Trustees.
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Review of Specific
Discretionary
Expenditures

The proviso states that travel and procurement regulations do not apply to
the use of these funds.

In October 1997MUSC's board of trustees approved a policy on

discretionary funds which mandates that “all such expenditures shall comply
with State law and be expended for only public purposes directly benefitting
the University.” The policy also states that all expenditures are to be judged
by a prudent person standard, where a “reasonable, independent and
objective person . . . would agree that good skill and good judgement were
exercised in the use of resources.” Further, each expenditure “must be
documented on the requisition as reasonable, appropriate, and beneficial to
the University.”

In October 1998, the board of trustees approved an amended policy on
discretionary spending. The new policy is substantially the same as the 1997
policy, but adds per-person meal limits for recruitment and special activities
of $15 for breakfast, $25 for lunch, and $75 for dinner.

MUSC's internal audit department reviewed the university’s discretionary
spending in a report presented to the board of trustees in May 1997. This
report noted thalUSC's spending policy from 1982 was not adequate, and
guestioned whether many BUSC's expenditures of public funds were
appropriate. Despite the approval of a new discretionary funds policy in
October 1997, our review of more recent expenditures demonstrated that
many of the same types of questionable transactions noted in the internal
audit were still being made on a consistent basis.

We reviewed a subjective sample of 138 expenditures from January through
June 1998 that totaled $262,100, primarily from refreshment costs and
special activities accounts. We examined the available invoices and
supporting documentation for each transaction.
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Financial Issues

Expenditures Not Serving
a Public Purpose or the
Majority of MUSC

Table 3.1: Discretionary Fund
Expenditures Not Serving

a Public Purpose,

January — June 1998

The May 1997 internal audit described one category of discretionary
expenditures that appeared to benefit a select group of employees or student
instead of the majority of the university or the community it serves. Some
expenditures were for events that seemed to be social or perquisites for
select individuals. During our review of comparable expenditures from early
1998, we noted many examples which show that this spending pattern has
continued, including those listed in Table 3.1.

Date* Purpose Amount

01/16/98 Reception for the freshman class at the Gibbes $1,500.00
Museum of Art

02/25/98 | Cash prizes for art contest winners $4,000.00
Food, equipment, and room charges for retreat for 12

04/01/98 | members of MUSC'’s finance and administration $849.40
senior management team

04/01/98 Food, refreshmen_ts, and room charg_es for we_ekday $1,233.76
retreat for quality improvement steering committee
Cookies, fruit, and beverages for MUSC physicians to

04/09/98 encourage completion of p?aperwork — I\/[I)ar)</3h1998 $7,002.45

04/15/98 Catering ser_vices for weekday retreat at Alhambra $8,815.47
Hall for Medical Center management
Reception for 38 faculty members, residents, and

05/29/98 | outside surgeons at the Charleston Harbor Hilton $1,756.56
Resort
Farewell dinner for the CEO of the Pharmacy

06/03/98 | Research Center (includes $916 in alcoholic $3,686.87
beverages)

06/12/98 | Tobacco jar given as a gift to a visiting professor $143.10

06/16/98 | Dinner for departing fellows $1,209.60

06/17/98 | Flower arrangements for a commencement dinner $954.00
Balance due for meeting of 17 College of Medicine

06/20/98 | managers at the Seabrook Island Conference Resort $5,618.15
(doesn't include a $2,000 deposit)

06/20/98 Dinner for graduating residents at the Dunes West $1,079.50
Golf Club

1  The date the expenditure was entered into MUSC's accounting system.

Source: MUSC.
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Expenditures Unlikely to
be Perceived as
Appropriate by the
General Public

Table 3.2: Excessive and/or
Unnecessary Discretionary
Fund Expenditures,
January — June 1998

The May 1997 internal audit described another category of discretionary
expenditures that an average taxpayer might not view as necessary or
beneficial to the overall operation of the university. As noted aboveC's
October 1997 discretionary funds policy stated that all expenditures are to be
judged by a prudent person standard. During our current review, we
observed transactions which seemed excessive and/or unnecessary, includin
those shown in Table 3.2.

Date* Purpose Amount

Banquet dinner for MUSC'’s board of visitors and
board of trustees at the Embassy Suites Hotel

01/21/98 (includes over $1,250 for 56 bottles of wine and $519 $9,389.46
in liquor)
Reimbursement that primarily included drinks,

02/09/98 | flowers, candles, etc., for donor receptions, as well $355.89
as candy for the spouses of the board of trustees
Dinner for MUSC'’s board of trustees and guests

03/09/98 (doesn't include $945 gratuity) $4,760.01

04/13/98 Dinner for MUSC s board of visitors (includes $1,091 $4.633.32
for alcoholic beverages)
Caribbean cruise (8 days/7 nights) for a resident to

04/15/98 | learn about Attention Deficit and Hyperactivity $1,500.00
Disorder
Dinner at the Middleton Place Landmark for MUSC's

05/21/98 | board of trustees (includes $646 in liqguor and $525 $4,094.02
gratuity)
Luncheon and dinner banquets for “Golden Grads”

06/05/98 and trustees on May 14, 1998 $12,748.30
Catering and lodging for diversity workshop for

06/18/98 residents at the Wild Dunes Resort, April 3-4, 1998 $6,877.92
Two banquets at the Harbour Club: $10,150 for
commencement dinner (includes over $2,900 for

06/29/98 alcoholic beverages) and $550 for breakfast fund- $10,699.37
raiser

07/06/98 | Breakfast for Doctor's Day $4,710.68

1  The date the expenditure was entered into MUSC's accounting system.

Source: MUSC.
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Expenditures Without
Adequate Documentation

Table 3.3: Discretionary
Fund Expenditures Lacking
Adequate Documentation,
January — June 1998

The May 1997 internal audit also noted that many of the discretionary
expenditures reviewed were lacking adequate documentation, including a
clear description of the event and its purpose, a list of attendees (specifying
whetherMUSC employee or guest), and a justification for the expense.
MUSC's October 1997 discretionary funds policy requires that each
expenditure “must be documented on the requisition as reasonable,
appropriate, and beneficial to the University,” while reimbursements “must
include a clear and detailed description of the purpose of the expenditure and
the names of those in attendance.” In our review of 1998 expenditures, we
found that many payments lacked adequate documentation, including those
listed in Table 3.3.

Date* Purpose Amount
01/06/98 | Catering charges for a risk forum in Columbia® $1,222.00
02/19/98 | Staff retreat at a Holiday Inn $1,581.98
03/03/98 | Banquet lunch at a Holiday Inn $962.00
04/20/98 (F:?Lj)t? and other charges for a meeting at the Harbour $655.31
04/23/98 | Reimbursement for items for a faculty retreat $448.19
05/12/98 | Catered faculty and staff educational conference $2,456.76

Food and beverages for diversity workshop at the
05/26/98 Kiawah Island Golf & Tennis Resort $272.75
06/02/98 | Banquet at the Charleston Place Hotel $1,183.80
06/10/98 | Catered reception $498.83
06/28/98 | Banquet lunch for a teaching workshop at a Holiday Inn $1,664,95
07/02/98 Strategic planning retreat for MUSC staff, Board $6,733.41
members, and consultants (includes two banquets)

1  The date the expenditure was entered into MUSC's accounting system.

2 We noted a duplicate $1,222 payment was made for the same catering services on
February 9, 1998. After we inquired about the second payment, MUSC contacted the
vendor for a refund.

NOTE: In April 1999, after reviewing the draft audit, MUSC furnished additional
documentation for some of these expenditures.

Source: MUSC.
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Conclusion

Recommendations

Internal Audit

According toMUSC officials, the October 1997 discretionary funds policy

was approved by the board of trustees in response to an internal audit report
that was critical oMUSC's spending of discretionary funds. Even though

this policy was supposed to tighten internal spending controls, we found that
the same inappropriate use of public funds has continued with 1998
expendituresMUSC officials stated that these types of expenditures are
regularly made at other institutions and in the private sector, and have
significant benefits for the university. However, manywafSC's

expenditures do not represent a prudent use of public resources and may not
comply with state law.

2. MUSC should ensure that private practice plan revenues and other public
funds are spent in compliance with state law.

3. The General Assembly may wish to provide more specific legislative
guidelines for the spending of discretionary funds at state institutions of
higher learning.

We observed thatlUSC has a strong internal audit function that is
structured to provide independent assessments of agency operations.
However, it is not clear to what extent management has implemented the
recommendations in internal audits.

In previous reviews of other agencies, we have identified problems with the
resources devoted to internal audit and the independence of the internal audi
function. Internal audits are an important control that agencies can use to
ensure that resources are being used appropriately. Internal auditors should
be organizationally located outside the agency’s staff or line management
and should regularly report to the appropriate government oversight body.
MUSC's internal audit department reports directly to the board of trustees,
and its staffing and funding are determined by the board. This structure
allows the internal audit department independence in revieMirggr's

operations.
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Recommendation

MUSC and UMA
Contributions

Table 3.4: Contributions Made by
MUSC and UMA

In the course of our audit, we reviewed severdloSC's internal audits,
including reports about discretionary spending, MedAir operations, and a
federal energy grant (see pp. 17, 45, 54). The audits focused on performance
issues, identified significant problems, and made recommendations for
improvement. We noted, however, thiSC has not implemented

appropriate changes in its practices for discretionary funds spending even
though its internal audit identified several relevant issues concerning the
expenditure of public funds. Careful consideration of issues identified and
implementation of corrective action will increase the ben#fitSC can

realize from its internal audit process.

4. MUSC should ensure that issues raised in internal audits are carefully
considered and action is taken to correct identified problems.

One of our audit objectives was to review contributions madeUscC and
UMA to outside organizations, and to determine if these gifts were made in
compliance with state law. We examined financial records fr/acC,

UMA, andUMA'’s for-profit subsidiary corporations to identify contributions
made duringrY 96-97 and-Y 97-98. We found that while the total amount

of contributions made byUSC significantly decreased frofy 96-97 toFY
97-98, contributions made frobMA accounts during the same period
increased by an even greater amount (see Table 3.4).

Contributing Organization FY 96-97 FY 97-98

MUSC $133,592 $6,103
UMA $378,401 $809,750
UMA'’s Subsidiaries $9,100 $35,925
TOTAL $521,093 $851,778

Source: MUSC and UMA.
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MUSC's Contributions

We have reviewed state guidelines on contributions in previous audits.
Article Xl, 84 of the S.C. Constitution prohibits the expenditure of public
funds for “. . . the direct benefit of any religious or other private educational
institution.” In addition, state law requires that funds from any source in the
hands of a public official be expended for a public purpose. S.C. Supreme
Court cases and attorney general’s opinions have further indicated that it is
unlawful to contribute public funds to a nonprofit corporation that is
sectarian or religious, or to civic organizations whose benefits extend only to
members. Additionally, expenditures of public funds must be in accord with
the mission of the agency.

All contributions made byUSC during the period reviewed were not from
state appropriations, but from discretionary funds, such as those generated
by MUSC's private practice plan. In addition to complying with criteria for

the expenditure of public funds described abtditgSC's contributions must

also follow board policyMUSC's October 1997 discretionary fund policy

states that all donations and sponsorships must receive prior written approval
of MUSC's president, and be paid out of MiSC affiliate (such a¥/MA or

the Health Sciences Foundation).

Most of MUSC's contributions fronFY 96-97 andry 97-98, such as

donations to the American Heart Association, the American Cancer Society,
and the American Red Cross, appeared to meet a public purpose and were in
accord withMUSC's mission. However, a number of expenditures did not
appear to meet state criteria for the use of public funds. Some of these
transactions are listed below:

e MUSCdonated $1,000 to a private high school.

¢ MUSCdonated $100 to a local YWCA, and made a $50 memorial
contribution directly to a church.

¢ Among contributions to organizations whose benefits appeared to be
limited to membersylUSC gave $1,000 to sponsor a women’s softball
team, $400 to support an adult basketball team, $1,000 to a high school
JROTCprogram, and $100 to pay an individual’s membership dues in a
library society.
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UMA'’s Contributions

MUSC officials often request
that contributions be made
through UMA.

Some other contributions that appeared not to bevief#C or have any
direct relationship to its public mission included:

» $5,000 donated to a symphony group.
* $1,500 to support an English teachers’ conference.
* $1,000 given in support of an arts festival.

We noted that nearly all &fUSC's contributions made durirgy 97-98

were in violation of the agency’s October 1997 discretionary funds policy
described above; we found no documentation of prior written approval of
these contributions by the president, and they were paid directyy 8¢
rather than through an affiliate organization.

One ofUMA'’s corporate purposes is to engage in charitable programs related
to patient care, education, and the research missigvs€. Consistent

with this purpose, we noted that approximately $109,160 (29%ief's
contributions inFY 96-97 and $322,435 (40%) OMA’s contributions in

FY 97-98 went to the Health Sciences Foundation, a nonprofit affiliate of
MUSC (see p. 3).

According toUMA officials, UMA has two written policies that are
applicable to gifts and contributions — its accounts payaie duidelines,
and a matching policy for employees’ donations. Alhguidelines only
disallow contributions to political action committees or for charity events
that do not benefitMA or MUSC. The matching policy provides thamA

will match its employees’ charitable contributions of up to $500 per year.

During the period reviewedUSC officials often requested thetMA make
contributions from funds that were dM&SC. For exampleUMA'’s faculty
practice plan provides that 1% of plan revenues be allocated wuthe
president’s fund. We found that the president frequently requested that
contributions be made from the president’s fund thraugh . The amount

of these contributions was then deducted from the amount available. In fact,
MUSC's 1997 policy on the use of discretionary funds requires not only that
the president give written approval of donations and sponsorships, but that
they be made by aviUSC affiliated organizatioron behalf oMUSC. Since

the funds used for the contributions wengscC’s, they could be considered
public funds.
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Political Contributions

Becaus@&JMA'’s revenues are from a private practice plan and we were
unable to conclusively determine whethA should be considered as
acting for the state (see p. 7), it is unclear what criteria should apply to
contributions made throughMA accounts. Most dIMA’s contributions
were requested byUSC officials who were responsible for batusc and
UMA accounts. Some of the expenditures made throwgh were from
funds controlled by public officials, and the contributions were deducted
from the revenue that was available for the respestiveC office or
department according to the practice plan. Further, 118 (85%) of the 139
contributions made byMA in accordance with its matching policy were
paid at the request ©fMA members who are al$aUSC faculty.

If a UMA expenditure requested by a public official is considered the use of
public funds, a number afMA transactions would be inappropriate
according to state guidelines, including the following:

* 47 matching contributions totaling $20,250 to religious and/or private
high schools.

» Donations to three churches totaling $200, $2,800 to aYawal, and
$1,250 in matching contributions to a religious foundation.

* $10,000 donated to a local arts festival.

Nearly all contributions made YMA'’s subsidiary corporations during

FY 96-97 and-Y 97-98 were of a political nature. According to financial
records, only two subsidiaries made any contributions during the period
reviewed — Carolina Health Management Services, idMS) made 59
contributions, while Carolina Specialty Care, Inc. made one. Fifty-seven
(95%) of these 60 contributions were made to political campaigns. As
discussed on page 9, these subsidiaries suffered financial l0§4€96r07
andrFy 97-98.
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Table 3.5: Contributions Made
Through UMA's Subsidiary
Corporations

The political contributions paid out &fMA’s subsidiary accounts were
typically requested byMA’s CEO. Documentation maintained fyMA
concerning these contributions indicates that many requests originated from
MUSC officials, such as the executive assistant to the president and the
legislative liaison, and thatuSC and/orUMA sought recognition for these
contributions. These circumstances present the appearance of impropriety, a:
South Carolina Code §8-13-1346 states that no public resources are to be
used to influence the outcome of elections. The total amount of political
contributions made throughMA’s subsidiaries increased over 400%
betweerFy 96-97 and-Y 97-98 (see Table 3.5). AccordingUmA’s CEO,

prior to the creation dMA’s for-profit subsidiariesMUSC andUMA

officials used their personal funds to make contributions.

Type of Contribution FY 96-97 FY 97-98 TOTAL

Political Campaigns $7,100 $35,550 $42,650

Non-political $2,000 $375 $2,375

TOTAL $9,100 $35,925 $45,025
Source: UMA.

We observed that the political contributions were made within the state

limits for campaign contributions for each election cycle. In no case did a
statewide candidate receive more than $3,500 per cycle, nor did any regional
candidates receive more than $1,000 per cycle from the subsidiary
corporations. The largest amount contributed to a single official was $7,000
contributed to a gubernatorial candidate, $3,500i97-98 during the

primary election cycle, and $3,500 in October 1998 during the general
election cycle.
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Recommendations

UMA’s
Expenditures

We noted another area of concern regarding a series of donations to one
statewide political candidate. Between September 1997 and October 1998,
three contributions totaling $2,250 were made to the incumbent South
Carolina Attorney GenerahG). In 1996, theAG had conducted a review of
the legality ofUMA’s operations in response to a request from members of
the General Assembly. Since th@ may periodically be asked to review

legal issues relating toMA and its subsidiaries, these contributions present
the appearance of a conflict of interest. Because government auditing
standards mandate that we be assured of the independence of any outside
experts whose work we rely prwe did not request any new opinions
regardingluUSC or UMA from theAG during this audit.

5. MUSC should discontinue its practice of contributing funds for the direct
benefit of religious or other private educational institutions, to nonprofit
corporations that are sectarian or religious, or to civic organizations
whose benefits extend only to members. This applies to contributions
made througiMUSC or UMA accounts controlled byuSC officials,
regardless of the revenue source.

6. MUSC andUMA officials should not request that political contributions
be made througbMA'’s subsidiary corporations.

We reviewedJMA's expenditures to determine what criteria govern these
expenditures and whether these requirements were followed. As discussed
on page 7, due to the blended natur®io5C andUMA, we were unable to
determine whethayMA acts separately fromUSC. If UMA were subject to
requirements regarding the use of public funds, we found that some
expenditures would appear to violate these requirements.

We reviewed total expenditures madeldyA for FY 96-97 and~Y 97-98

(see Table 3.6). The majority of the expenditures in each major category (i.e.
departmental and corporate) were for faculty and staff salaries.
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Table 3.6: UMA's Expenditures
for FY 96-97 Through FY 97-98

Description FY 96-97 FY 97-98 | 2-Year TOTAL |Percent ?

Departmental
Expenses
Provision for Bad
Debts

Corporate
Operating $12,436,766 $16,850,216 $29,286,982 10.7%
Expenses
Ambulatory Care
Agreement -0- $18,570,561 $18,570,561 6.8%
Expenses’
Interest Expense $2,338,412 $2,915,854 $5,254,266 1.9%
Rent Expense $871,171 $252,761 $1,123,932 0.4%
Interest Expense
on Rental $1,045,476 $687,017 $1,732,493 0.6%
Property
Loss on
Disposition of $1,903 $4,865 $6,768 0.0%
Assets
Nonmandatory
Contributions to $108,380 $903,725 $1,012,105 0.4%
Health Sciences
Foundation
Nonmandatory

transfers to $4,667,677 $2,678,488 $7,346,165 2.6%
MUSC

TOTAL $119,545,967 | $154,969,200 | $274,515,167 100.0%

$83,017,077 $94,297,228 | $177,314,305 64.6%

$15,059,105 $17,808,485 $32,867,590 12.0%

1  The accounting methods used for the Ambulatory Care Agreement were changed on
1/1/98. See page 34 for further discussion.
2 Percentage of total expenditures.

Source: UMA.

UMA has established accounts payable guidelines for internal use by
employees. These guidelines give instructions for submitting expenses for
reimbursement and list the types of eligible expenses. For exauypes

internal guidelines limit reimbursement for meals to $75 per person, per
meal. This far exceeds the state’s limits of $6 for breakfast, $7 for lunch, and
$12 for dinner for in-state meals. However, according to appropriations act
proviso 72.8 irFY 97-98 and provisos in earlier years, there are no limits on
the cost of meals if they are paid for with revenues generated from a private
practice plan.
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UMA Could be
Considered to be Acting
for the State

Expenditures Related to
MUSC'’s College of
Medicine

Table 3.7: UMA Expenditures
Relating to the College of
Medicine for FY 96-97 and
FY 97-98 for Four Expense
Accounts

As stated previouslyyMA'’s transfer of funds tMUSC has decreased in
recent years. According touMA official, one reason for this is theaMmA

now pays for more items that normally would have been paid fstUsC.
Specifically,UMA has increased its expendituresNiySC salaries,
meetings, conferences, and trauA officials stated it was sometimes
more efficient foMUSC to purchase throughMA. We noted that/MA, as a
private corporation, does not have to follow state requirements for public
funds when it makes purchasesfwSC. However, it is not clear whether
UMA is acting separately fromUSC. If UMA acts for the state, its
expenditures would have to serve a public purpose (see p. 7).

We reviewed listings of detailed expenditures madeMy on behalf of
MUSC's College of Medicine foFY 96-97 andrY 97-98. The total amounts
spent for this period in the categories we reviewed are presented in
Table 3.7.

Category of Expense FY 96-97 FY 97-98 2-Year TOTAL
Meetings, Conferences, $1,228,545 | $1,223,758 $2,452,303
and Dinners ' ' ' ' ' '
Travel $433,393 $449,859 $883,252
Recruitment $229,605 $295,445 $525,050
Gifts $35,756 $16,215 $51,971
TOTAL $1,927,299 | $1,985,277 $3,912,576
Source: UMA.

Examples of expenditures from these accounts that would not directly
promote a public purpose are listed in Table 3.8.
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Table 3'_8: Descriptions of Date?! Description of Expenditure Amount
Expenditures Made by UMA
During FY 97-98 6/10/98 Catering fee for residents’ graduation dinner $4,004.00
7/16/97 Catering fee for residents’ year-end gathering $1,767.80
10/22/97 Alcoho_l (and bartending fee) for alumni cultivation $1,324.79
reception
2/01/98 Retirement ceremony at the Harbour Club for two $3,158.79
doctors
6/01/98 Retirement reception for one doctor $7,419.11
2/09/97 Chief residents’ banquet at the Country Club of $4.939.50
Charleston
1/14/98 Catering fee for one department’s holiday party $7,281.00
12/05/97 .
& 1/21/98 Department Christmas party at the Harbour Club $14,825.69
9/17/97 Farewell dinner for hospital CEO (costing over $93 $7.282.13
per person)
5/27/98 Degn’s reception for 1998 graduating class and $6,095.00
their parents
8/13/97 Hosplta! CEO'’s trlp_to Washington, D.C., for sitting $1,214.40
for a painted portrait
5/06/98 Payment for babysitting service for new faculty $100.00
member
7/16/97 Two bracelets — gifts for chief residents’ wives $328.60
8/27/97 Christmas gifts for one department’s staff $853.87
12/03/97 Christmas bonus for 42 employees of one $1,050.00
department
1/28/98 Special-ordered MUSC trays for the MUSC board $1,532.00
of trustees
6/03/98 Rel_mbursement for 1997 Christmas gifts for $308.91
residents
12/11/97 Payme_nt for 30 fruit boxes to be given to referring $660.00
physicians

1 The transaction date from UMA'’s accounting system.

Source: UMA.

The expenditures listed in Table 3.8 appear to benefit selected members of
MUSC's / UMA'’s faculty, staff, residents, and students. Although it is
unclear whethet MA acts for the state, its funds are used to support a state
entity. These funds may be better used if they are spent more directly in
support ofMUSC's mission.
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7. UMA should reevaluate its spending guidelines to ensure they reflect a

Recommendatlon prudent use of resources.

) Our audit request asked us to determine whetliy had income from
UMA's Income sources other than physicians’ fees. We found that while most (85%) of

UMA'’s income is from physicians’ fees, a portion is from other sources. A
description olUMA’s sources of income follows.

As shown in Graph 3.1JMA’s total revenues have been generally
increasing sinceéy 92-93.

Graph 3.1: University Medical
Associates Revenues
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* Since FY 95-96, UMA's revenues include revenues of its for-profit subsidiaries.

Source: UMA.
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Table 3.9: University Medical
Associates Income

We reviewed the sources OMA’s income forFY 96-97 and-Y 97-98

(see Table 3.9). Most afMA’s revenues are payments for services
performed by its member physicians and other health professionals. In
addition to patient care, these services include ancillary services, such as
x-rays and lab workUMA also receives income when its doctors serve as
expert witnesses or participate in drug studies.

Two-Year
Source of Income FY 96-97 FY 97-98 TOTAL Percent
Net Clinical Service $106,844,476| $119,279,796| $226,124,272| 85.0%
Revenue
Other Operating Revenue $1,953,870 $3,480,145 $5,434,015 2.0%
Ambulatory Care 0
Management Fee Income $723,484 $(645,055) $78,429 0.0%
Ambulatory Care 0
Agreement Support $15,900,000( $15,900,000 6.0%
Primary Care
Development Support $7,000,000 $3,500,000( $10,500,000 4.0%
From Medicaid
Rental Income $2,155,445 $1,074,729 $3,230,174 1.2%
Investment Income $1,938,142 $1,819,286 $3,757,428 1.4%
Other Income $630,620 $403,473 $1,034,093 0.4%
TOTAL $121,246,037 | $144,812,374 | $266,058,411| 100.0%
Source: UMA.

UMA has several sources of revenue that do not directly involve physician

servicesUMA receives income from operating clinics in whigbSC

furnishes ambulatory (outpatient) care to patients and clinical education to

students. Since 1990MA has staffed and operatstlSC's ambulatory
care clinics. Through 199UMA’s income for providing these services

(recorded in Table 3.9 as management fee income) was 10% of the profits of

the clinics. Beginning in 1998IMA andMUSC implemented a new
ambulatory care agreement whergidSC reimbursesJMA’s expenses for
operating the clinics (see p. 16). The apparent increasdAis revenues

under the new agreement, $15.9 million for the period January — June 1998,

is offset by its expenses in operating the clinics (see p. 30).

Page 34

LAC/98-2 MUSC and UMA




Chapter 3
Financial Issues

UMA also receives income for performing other services. For example, over
the two-year period, it received $10.5 million in state medicaid funds to
develop primary care services (including facilities) that will benefit patients
whose medical expenses are paid by medicaid. Another source of revenue
for UMA (included in other operating revenue in Table 3.9) was payment for
providing payroll and personnel functionsM@SC's Pharmaceutical

Education and Development Foundati®EDP. UMA’s rental income was
primarily from subleasing property it leases freftdSC's Health Sciences
Foundation tavUSC and to St. Francis hospitalMA has also received

income from its investments, which have included mutual funds, repurchase
agreements, government securities, and money market funds.
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Compensation
Issues

Procedures for Setting
Faculty Compensation

Our audit requesters asked that we provide information concerning the
compensation structure for physicians employed by ldatC andUMA, as
well as the supplements paid bWA to MUSC's administrators. In this
section we provide an overview of the procedures for determining
compensation levels fanUSC College of Medicine faculty. Also discussed
are the following:

* Methods used for setting faculty compensation by USC’s School of
Medicine.

¢ Benefits provided by MA to MUSC faculty.

¢ Supplements paid tdUSC administrators.

* Reporting of salary supplements to the Budget and Control Board
(B&CB).

¢ Methods used bmiuSC andUMA for withholding and matching payroll
taxes.

With one exception, we found theitySC was in compliance with state
requirements and its own policies concerning compensation of employees.

MUSC College of Medicine faculty teach, practice medicine, and conduct
research. Often, the teaching is done while they are seeing patients. For the
majority of MUSC faculty, compensation is composed of a state salary and
an incentive amount frodMA . Each faculty member signs an annual
employment contract showingUSC salary and incentive amounts.

Although the contracts specify what percentage of the faculty member’'s
efforts will be devoted tmMUSC for educational purposes and what
percentage will be dedicated to patient care, it is difficult to separate these
activities.

Each faculty department (such as family medicine, pediatrics, and surgery)
has a departmental plan that specifies how faculty practice plan revenues are
allocated to faculty memberngMA, the corporation that providé8USC's

faculty with group practice arrangements, developed an overall revenue
distribution plan which outlines what must be contained in each

departmental plan. According ttMA’s revenue distribution plan, each
department shall provide for the “development and application of an

incentive system which recognizes clinical and academic productivity.”

Page 37 LAC/98-2 MUSC and UMA



Chapter 4
Administrative Issues at MUSC

MUSC faculty salaries
generally range from $30,000
to more than $600,000.

We reviewed the plans for 18 departments and found that departments use a
wide variety of systems to distribute revenues. Many departments use a point
system to rate faculty members’ performance on factors such as research
grants awarded and books or articles published. Other departments separate
funds into various pools that are divided among faculty, equally or based on
productivity. Clearly, however, the intent OMA is to have faculty salaries

be determined according to productivity.

MUSC uses national norms to evaluate the compensation levels of medical
school faculty. Each year the Association of American Medical Colleges
(AAMC) publishes a national statistical summary of medical school faculty
salaries showing salary ranges for each rank in each departmSc.

compares its faculty salaries to those of all medical schools (both public and
private) and all regions of the United States. According td@aaC official,

they use these benchmarks in order to compete for faculty and grants on a
national basis.

At MUSC, salaries generally range from $30,000 for instructor-level
appointments to more than $600,000. AA®IC statistics provide relevant
salary comparisons. For example, og¢SC professor who earns $303,383

is not above the 8percentile nationally for his department and rank, while

an associate professor in a different department who earns $159,931 is above
the 80" percentile. Faculty salaries within a department vary widely based on
faculty rank or other factors such as productivity or administrative
responsibilities.

It is MUSC's policy that faculty salaries should generally fall between the
AAMC's 20" and 80 percentiles. For salaries outside of these parameters,
the dean requires a written justification from the department chairman. For
FY 96-97 we found that 104 (13.42%) faculty members’ salaries were above
the AAMC’s 80" percentile. Of these 104, 7 faculty members’ salaries were
set by the Veterans’ Administration ame)SC had no control over the
amounts. We reviewed the justifications for faculty and department
chairmen and found them to be adequate. Many justifications cited faculty
members’ ability to generate research grants and significant patient care
revenues.
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Faculty Salary Approvals

University of South
Carolina School of
Medicine’s Faculty
Compensation

Benefits Provided by
UMA to MUSC Faculty

Section 59-101-195 of the South Carolina Code of Laws states:

The maximum compensation of any physician or other employee of a
medical school of the State of South Carolina shall be approved in advance
annually by the President or the Board of Trustees of that medical school.
All compensation must be approved by someone other than the recipient
thereof.

In order to comply with this law, the dean’s staff prepares a report each year
for approval by the dean showing the total salary, by source, for each faculty
member. This report is prepared late in the year, and, according to the dean,
is presented to the president for his approval in late spring. Although
MUSC's procedures do not provide for the compensation of physicians to be
approved in advance as the law mandates, they appear to comply with the
spirit of this law.

As a comparison tBIUSC, we interviewed officials at theSC School of
Medicine and reviewed relevant documentation concerning faculty
compensation. Both schools use similar metho8€: requires its faculty to

sign an annual compensation agreement which outlines both the member’s
base salary provided by the university and the maximum allowed income
provided through the clinical faculty practice plan. Department chairmen are
responsible for developing policies for distributing the practice plan income.
USCalso uses theAMC's guidelines for evaluating faculty salaries.
However,USC uses the southern region salaries as a benchmark instead of
those averaged for all schools and all regionsntugC uses.

It is common among medical universities that both the university and the
practice plan provide faculty benefitdUSC faculty receive state benefits on
the state portion of their compensation and benefits &b on their
compensation from the practice plan. The benefits provideiMay include

a retirement plan, disability insurance, and group life insuranceUNhe
benefits are based @MA’s portion of a faculty member’'s compensation.
UMA'’s total costs for these benefits for faculty are shown in Table 4.1.
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Table 4.1: UMA's Costs for

. Benefit FY 96-97 FY 97-98
Faculty Benefits
Retirement $4,375,230 | $5,189,581
Disability Insurance $387,389 $551,003
Group Life Insurance $402,442 $377,875
TOTAL $5,165,061 | $6,118,459

Source: UMA.

Although the cost of an employee’s benefits depends on the salary paid to a
particular employee, “benefit rates” were calculateddb. The benefit
rates forFY 96-97 andry 97-98 were 17.16% and 18.57%, respectively.

Salary Supplements Paid Our audit requesters asked us to identify salary supplements paidAyo
to MUSC Administrators MUSC administrators who are not part of the faculty practice plan. We

identified 19MUSC administrators who received a salary supplement from
UMA for FY 96-97 and/oFY 97-98. According to an attorney representing
UMA, these supplements provide a method of compensating administrative
staff members for additional work and expertise giveuM@ as a support
organization oMUSC. In addition, several of these administrators hold
positions oUMA'’s governing board. The position titles and supplement
amounts for these employees are shown in Table 4.2.
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Table 4.2: Salary Supplements
Paid to MUSC Administrators

Supplement for

Job Title FY 96-97 FY 97-98
President $140,076 $140,893
Executive Assistant to the President $29,904 $35,696
VP of Academic Affairs and Provost $112,254 $119,746
VP for Finance and Administration $28,719 $31,155
Interim VP for Clinical Operations and CEO -
Medical Center i $30,328 $30,466
VP for Clinical Operations and CEO - Medical $51 038 No_t employed
Center ' in FY 97-98
VP, Frederick Research Center $13,526 $13,656
Executive Director, MUSC Foundation for No_t employed $125 631
Research Development in FY 96-97 '
Dean, College of Medicine $169,818 $166,386
Dean, College of Graduate Studies $52,206 $57,863
Dean and Professor, College of Pharmacy $14,710 $14,742
Professor, Department of Medicine $117,955 $118,082
Instructor, Department of Psychiatry $10,254 $965

Not in this
Administrator, Children’s Health Care Systems position in $1,571
FY 96-97

Qsésaci)giigée Dean for Operations, College of $11,038 $13,450
Manager, Adult CV Diagnostic Services - Heart
Cente?/ Business Mangger $36,058 $36,038
Department Administrator / Business Manager
11 /pAssistant Chairman, Family Medicine ’ $19,963 $16,430
Business Manager Il, Cell Biology and Anatomy $7,000 $7,000
Business Manager, Radiology $25,271 $33,241
TOTAL $871,018 $963,011

Source: MUSC.

State law governing the payment of salary supplements to state employees is

unclear. Section 72.29 of ti®y 98-99 appropriations act and similar

provisions in previous acts state that:

. .. salaries paid to officers and employees of the State, including its several

boards, commissions, and institutions shall be in full for all services

rendered, and no perquisites of office or of employment shall be allowed in

addition thereto . . . .
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Reporting of Salary
Supplements

Recommendation

Although this proviso appears to prohibit the payment of salary supplements,
another proviso with more specific language requires that supplements,
including those from faculty practice plans, be reported. Section 63C.3 of the
FY 98-99 appropriations act requires that supplements be reported.
According to éB&CB office of human resources official, the more specific
language in the proviso that requires the reporting of supplements, in effect,
gives the General Assembly’s approval of such supplements.

Only half ofMUSC employees have reported their salary supplements as
required by law. Proviso 17C.3 of th& 96-97 appropriations act and
similar provisions in previous acts require state employees to report any
supplemental salaries, including compensation received from faculty
practice plans, to the Budget and Control Board. We obtaiB&tB report
of all supplements reported MUSC employees from July 1, 1996, through
October 10, 1998. We compared this listing toArsC report listing
employees who received a salary supplement &b for FY 96-97. We
found that only 294 of 582 (51%) employees reportedJtta supplement
as required.

The General Assembly has changed the reporting provision in section 63C.3
of theFY 98-99 appropriations act. Now the employing agency rather than
each employee will be responsible for reporting salary supplements. Reports
of supplements will now be due framuSC before August 31 of each year

for salary supplements received during the preceding fiscal year.

As mandated by section 63C.3 of #¥ 98-99 appropriations adtjusC
should ensure that appropriate procedures are in place to properly report
salary supplements to the Budget and Control Board for all affected
employees before August 31, 1999.
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Vice President
Compensated While on
Leave

Payroll Tax Subsidy

OneMUSC administrator receiving a salary supplement was granted a leave
of absence from his dutiesMUSC in 1995 but continues to retain his
appointments as a full professor and a vice president. In VRS

changed his title from vice president for research development to vice
president, Frederick Research Center, to more appropriately reflect his
position. In addition, he continues to receiveMi$SC salary andJMA

salary supplement totaling over $125,000, as well as most benefits offered
by both organizations.

This individual is currently employed by a global technology company now
operating the Frederick Cancer Research and Development GeITRed)

in Maryland. His contractual duties fMUSC include seeking opportunities
for collaboration byMUSC with other research universities and centers,
providing guidance in strategic planning, assisting in establishing and
conducting seminars, and encouraging potential sources of grants and
funding forMUSC. However, he cannot use any information obtained as a
result of his position at FCRDC to benefitSC during competition for
federal grants or contracts.

Our audit request asked us to “ascertain whe#tusC subsidizedJMA in
the area of payroll taxes.” We found thvttSC did subsidizeJMA by
paying most of the payroll taxes for faculty from 1992 through 1996.
However, this situation has been corrected since January 1997.

The payroll tax issue relates to a common paymaster system ustishy
andUMA for the payment of social security afiCA” (Federal Insurance
Contribution Act) taxesFICA taxes are withheld and paid by employees on
wages received up to a wage limit ($68,400 for 1998) and are matched dollar
for dollar by the employer. A common paymaster system helps related
organizations avoid multiple paymentsRd€A taxes for commonly
employed workers. IfIUSC andUMA did not have a common paymaster
system, each would have to pRIZA taxes on the first $68,400 of their
portion of a faculty member’s salary. With this systeigA taxes are only
paid onceMUSC andUMA have used a common paymaster system since
1992.
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Table 4.3: UMA Payroll Tax
Expense for 1996 and 1997

Prior to January 199FUSC paid the entire employerCA match for all
concurrent employees whos®SC salaries were above tR&CA wage

limit. If an employee’svUSC salary was less than the wage limit, thamA
would withhold and match the appropriate amount/diA’s portion of the
salary. However, in January 19971)SC andUMA changed the system for
withholding and matching &fICA taxes in order to ensure that each
organization pays its appropriate shar€IgfA taxes. Each organization now
withholds and matche)CA taxes on wages as they are paid until the
employee’s total compensation reaches the wage limit. Ther&fosg no
longer subsidizes the wages paidUA.

The amount of subsidyUSC provided toUMA by paying its share ¢fiCA
taxes from 1992 through 1996 cannot be easily determined. We noted that
payroll tax expense fayMA increased for 1997, the year the system was
corrected, as shown in Table 4.3.

Tax Expense Amount

1996 Payroll Taxes $1,045,636
1997 Payroll Taxes $1,761,715
Increase $716,079

Source: UMA.

However, it would probably not be valid to estimate the tata$C subsidy
at $3,580,395 (5 years at $716,079 per year). Other factors such as
compensation levels, employee turnover, and the level ¢fidrewage
limit would also affect these figures. The procedures useduscC and
UMA since January 1997 to administer the common paymaster system
appear appropriate.

Page 44 LAC/98-2 MUSC and UMA



Chapter 4
Administrative Issues at MUSC

Air |ane MUSC owns one aircraft (MedAir), a King Air C90-1 purchased in 1983 for
p ) $1.035 million, that can accommodate up to seven passengers. This plane
Operaﬂons was originally acquired to provide transportation to outreach clinics, and is

currently used for that purpose ardSC administrative travel. We did not
includeMUSC's Meducare air ambulance service in our review.

In December 19984USC completed an internal audit of MedAir operations
for Fy 96-97. We reviewed this audit and all MedAir flight records for

FY 97-98. We did not find improper use of MedAir. However, we noted that
MedAir is expensive foMUSC to operate and recommend that the university
consider using less expensive alternatives to meet its transportation needs.

Use of MedAir We found that most of MedAir’s flights duririy 97-98 were associated
with the university’s outreach clinics, whewJSC physicians met with
patients for follow-up or specialized care that, according asC
official, might not otherwise be available in their atd&.SC administrators
also regularly used the airplane to attend meetings and other events
throughout the state. MedAir passengers who wer#dstC employees
included the president’s wife atuMA officials. A summary of some of the
non-clinical MedAir travel is shown in Table 4.4.

Table 4.4: MedAir Administrative Passenger Times Flown
Travel, FY 97-98
MUSC's President 27
Wife of MUSC'’s President 4
Dean of MUSC'’s College of Medicine 15
Members of MUSC's Board of Trustees (6) 26*
UMA'’s Chief Executive Officer 10

* Combined total for six trustees.

Source: MUSC.
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Costs of MedAir
Operations

MUSC should reassess the
costs and benefits of owning
its own aircraft.

MedAir passengers are required to sign a statement verifying that their travel
is official business for the State of South Carolina and to provide the purpose
of their trips. Records indicated that administrative travel was primarily for
meetings, fund raising, and recruiting students. Although some records were
vague (with the stated purpose simply listed as “meeting”), we did not find
evidence of travel that was inappropriate.

As discussed on page 7, it is not clear whethes should be considered as
acting for the state. WhesMA’s CEO flew on MedAir,UMA reimbursed
MUSC for the cost of his flights. We could not determine from the stated
purpose of his trips that he was flying for the statefg{C's) business. If
UMA is not acting for the state, it would be inappropriateJfdA officials

to fly on MedAir.

MUSC's internal audit of MedAir estimated that the total cost of operating
MedAir averaged $322,644 per year betwE¥r91-92 and-Y 96-97.MUSC
internally bills the departments of MedAir passengers for some of the
operating costs. The internal audit noted that these reimbursements are
insufficient, because such basic costs as the pilots’ salaries, depreciation of
the aircraft, and major maintenance were not being recovered through the
fees charged to the passengers. The audit report indicatétitBatwas not
recouping an average of more than $125,000 per year. AccordifigS0's
controller, the operating costs of MedAir are subsidized miti$C general
administration and medical center funds. In our review of MedAir operations
for FY 97-98, we estimated thstUSC did not recoup more than $214,000 of
its overall costs of $361,359.

We noted that even the subsidized bills can be costly compared to alternative
means of transportation. For example, in August 1997, a membwiS's

board of trustees was flown from Florence to Charleston to attend a board
meeting at a cost of $680 for only 90 miles.

Because the use of MedAir is so costly, the university should reassess the
costs and benefits of owning and operating its own airén&f&C could

obtain bids on the costs of chartering planes for the regularly scheduled
clinical travel. Administrative travel needs could often be met with
commercial flights or auto travel that would be less costly. In addition,
selling the aircraft would providUSC with significant revenues.
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MUSC could potentially reduce costs if they decide to continue operating
MedAir. Alternative staffing options could be considered. MedAir flights are
almost always made with one pilot, althowgtSC currently employs two
full-time pilots who have administrative support. The plane was only used
for a total of 209 days iRY 97-98.MUSC could also modify current
passenger rates to allow for the recovery of all costs, including related
salaries, aircraft depreciation, and major maintenance. Management could
better evaluate the cost-effectiveness of the operation if all the costs were
considered and equitably distributed.

Policies and Procedures The internal audit review of MedAir operations found that current MedAir
‘i policies and procedures had not been properly approved or distributed to

Need Revision personnel involved with or using the aircraft. The charges billed to
passengers often did not follow the rates describ&tUiaC's written
guidelines. Upon further review, we discovered that MedAir's chief pilot
regularly bills passengers for “dead head” (empty) and charter flights
according to a procedure that is not in the written policy. We also observed
that MedAir’'s policies do not provide for nomJSC personnel to use the
aircraft, even thoughMA staff, the president’s and board members’ wives,
and representatives of The Citadel and the College of Charleston have been
passengers on MedAir flights during recent years.

; 8. MUSC should reconsider the costs and benefits of owning and operating
Recommendatlons its own aircraft. If the university continues to operate MedAir,
administrators should ensure that the total operating costs are accounted
for and equitably distributed among those using the plane.

9. MUSC should revise its MedAir policies and procedures to ensure they
accurately reflect authorized usage and billing procedures.
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Employee
Discounts

MUSC offers discounts on hospital services provided to all state employees.
We reviewed the use and cost of these discounts and found:

Q The discounts thatluUSC offers to all state employees are used primarily
by employees who reside in the Charleston area.

O MUSC needs to improve controls to ensure that members of the General
Assembly do not receive discounts that are prohibited by law.

Section 72.30 of theY 98-99 appropriations act and similar provisos in
previous appropriations acts state tMarSC “shall provide hospital services

to state employees and officials of state government at a rate not to exceed
the payment rates to hospitals provided by the employee’s insurance
program(s)."MUSC has interpreted this proviso to mean that state employees
should receivéMUSC hospital services for the amount that insurance will

pay for authorized services. Therefore, state employees do not have to pay
co-payments or deductibles for hospitalizationslasc. *

MUSC provides the same discount for hospital services to other groups in
addition to state employees. These include:

* UMA employees.

¢ Charleston Memorial Hospital employees.
* MUSC students.

¢ Retired state employees adtiA employees.
« Dependents of eligible groups.

In addition,UMA gives discounts on physician services to all of the groups
listed above. According t@USC andUMA records, the total cost of these
discounts foFY 96-97 andry 97-98 was more than $3 million

(see Table 4.5).

1 MUSC offers smaller discounts for psychiatric services and for state employees
who are not insured by the state health plan.
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Table 4.5: Cost of Employee
Discounts

Statewide Use of MUSC's
Employee Discounts

Hospital Services (MUSC) Physician Services (UMA)
Year #Adm|ss_|ons/ a Amount # Patients Amount
Patients
FY 96-97 5,106 $946,177 5,384 $419,844
FY 97-98 10,534 | $1,382,483 6,200 $473,412
Two-Year TOTAL 15,640 | $2,328,660 11,584 $893,256

1  For July 1996 through December 1997, uMA billed MUSC's patients for outpatient hospital
services. UMA's data is for number of patients. MusC’s data is for number of admissions (a
patient could be admitted more than once).

Source: MUSC and UMA.

Even though all state employees can receive discounts on hospital services
from MUSC, these discounts are used primarily by state workers in the
Charleston area. We reviewed the distribution of discounts for state
employees (excluding staff directly employedNiySC andUMA) by the
employee’s county of residence. We found that 46% of the discount benefits
were received by state employees who live in Charleston county, an amount
more than 500% greater than benefits received by employees in the next
highest county (see Graph 4.1). State employees in the upstate made little
use of the benefit.
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Graph 4.1: State Employee
Discounts for MUSC Hospital
Services by Employee’s County
of Residence for the Ten Highest Charleston | $731,877
Counties, FY 96-97 through

FY 97-98 Hampton|  16140,801
Berkeley[  1$106,553
Horry[ Js84,708
Dorchester B?O,SSG
Georgetown B60,279

Richland [ 652,917

2-Year Benefit Amount

10 Highest Counties

Orangeburg EI$49,252
Beaufort|_1$45,475

Colleton [ $34,095
Source: MUSC and UMA.

Both the cost and distribution of the discount benefit raise questions about
its value. All the state’s taxpayers are subsidizing hospital costs for a group
of state employees who are primarily from a particular geographic area.
Also, MUSC could use revenues lost because of the discount for other

financial needs.
According to @aJMA official, UMA gives discounts to its employees and

state employees in order to be competitive. The discounts are an incentive to
employees to usdUSC/UMA for their healthcare needs.
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Chapter 4
Administrative Issues at MUSC

Controls Over Discounts
for Members of the
General Assembly

Recommendations

MUSC should improve its controls over eligibility determination to ensure
that members of the General Assembly do not receive discounts that are
prohibited by law. South Carolina Code §44-7-3210, effective in June 1996,
requires members of the General Assembly to pay “. . . any co-payment or
deductible as may be applicable for receiving services at a hospital facility in
this State. . . .” We found th&tUSC gave discounts to six members of the
General Assembly iRY 96-97 and-Y 97-98 who should not have received
discounts. Though the amounts of these discounts ($580 total) were not
material, MUSC has no system to prevent these prohibited discounts in any
amount.

According toMUSC officials, one way they identify employees who are
eligible for discounts is through their health insurance. They assume that
patients who are insured by the state health plan are eligible for a discount.
However, members of the General Assembly may be insured by the state
health plan but are not eligible for hospital discourtsSC does not have a
process to identify patients covered by the state health plan who are also
members of the General Assembly.

10. The General Assembly may wish to reevaluate the proviso requiring
MUSC to provide discounted hospital services to all state employees. If
the proviso remains in effedjUSC should ensure that all state
employees are aware of the discounted services.

11. MUSC andUMA should reevaluate the costs and benefits of employee
discounts for physician and hospital services.

12. MUSC should institute controls to ensure that members of the General

Assembly pay deductibles and copayments as required by South
Carolina Code 844-7-3210.
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Chapter 4
Administrative Issues at MUSC

Employment of
Relatives

Few Cases of Possible
Nepotism Found at
MUSC

One of our audit objectives was to determine whe#¢sC andUMA have
adequate controls to ensure compliance with applicable nepotism
requirements. We did not find evidence of a significant nepotism problem at
the university. However, the blended natur&ofSC andUMA can result in
situations that violate the intent of state nepotism guidelines.

The State Ethics Act limits the employment of relatives at state agencies,
such asvMiUSC. Section 8-13-750 (A) of the South Carolina Code of Laws
states that, “No public official . . . may cause the employment, appointment,
promotion, transfer, or advancement of a family member to a . . . position in
which the public official . . . supervises or manages.” We reviewed written
policies on the hiring and employment of relativestgsSC andUMA, and

found that both had guidelines that appeared to be at least as strict as those
set by state law.

We were alerted to several potential instances of nepotista &€ through
various sources. Some of these examples involved persons hired as part of a
federal grant that is currently being investigated by a federal inspector
general’s office (see p. 54). Most of the additional allegations involved
persons who no longer work for the university. During our revieusC

human resources (HR) officials acted to remedy three employment situations
that appeared to violate nepotism provisions. They also strengthened
controls over the hiring process to make detection of nepotism problems
more likely. Because approximately 8,400 people are employ®iBg,

the small number of instances we reviewed was not significant. Also,
university officials took appropriate action to remedy questionable situations
and improve controls.

In addition to reviewing allegations of nepotism, we contacted 53 high-
ranking individuals associated withUSC to see if they had relatives

currently employed buSC and/orUMA. This sample included members

of the board of trustees, the president, many senior administrators, and the
chairs of allMUSC clinical departments. We received 51 responses, and 41
(80%) of these stated that the individual didn’'t have a relative currently
employed by either organizatiodUSC's HR director verified that nine of

the ten officials reporting relatives were not in positions where they could
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Chapter 4
Administrative Issues at MUSC

Improved Controls
Needed

Recommendation

influence the employment of their relatives; tescC officials could not
directly impact the compensation or performance evaluations of their
relatives. In one case, the son oMnSC dean was found to be working
within the same colleg®USC officials stated that the son has been
transferred to a different position in order to prevent him from being under
the chain of command of his father.

As noted on page 11, we observed WasC andUMA employees work
together in the same departments, where 30U®C employees supervise

UMA employees and vice versa. However, sioR& is legally a separate
non-profit corporationUSC andUMA have independent human resources
departments. This situation can contribute to the appearance of nepotism at
MUSC.

We observed one example in whichNadSC employee, a personnel

manager, directly participated in the hiring of her own sister to work as a
UMA accounting technician in the same department where she worked. Both
sisters currently report to the same supervisor. When we brought this
situation to the attention eiUSC's HR director, the university responded

that the accounting technician “is notMbSC employee, but is employed

by UMA,” and thus was not iMUSC's files. TheUMA job application filled

out by the accounting technician listed the name of the personnel manager
under the relatives section, but did not acknowledge her relationship,
position, or department as requested by the form.

As illustrated by this situation, it appears thaivtwsC employee could hire

or promote a relative to work directly under her chain of commandnay.

We believe this situation is inconsistent with the spirit of the State Ethics
Act. When we brought this concern to the attentiomdSC officials, they
responded that future job application forms would include a section where
applicants must indicate whether they have relatives employethythat
work atMUSC.

13. MUSC should modify its policies and procedures to ensure that state
employees do not hire or otherwise influence the employment status of
their relatives who might work fasmA.
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Chapter 4
Administrative Issues at MUSC

Department of
Energy Agreement

Administrative Problems
Found

One of our audit objectives was to examine the results of a January 1995
cooperative agreement betwaedSC and the U.S. Department of Energy
(DOE). MUSC agreed to conduct a study to determine how the state, in
cooperation with th®OE, could best manage the ever-increasing quantities
of spent nuclear fuel and high level nuclear waste in South Candliy&C
used its own employees, outside consultants, and subcontractors in
attempting to meet the stated objectives.

Much of the work done on this study involved surveying state residents
concerning their opinions about foreign spent fuel being shipped to South
Carolina.MUSC initiated six community forums around the state, which
were attended by 250 persons. In September 19950RalirectedMUSC

to close out work on the program and shift its focus to the environmental
education of college, high school, and middle school students. The term of
the agreement ended on March 31, 1996, \ingC claimed and was
reimbursed $4,883,198 for its costs over the 14-month period. The
agreement was funded entirely with federal funds and required no state
match.

A May 1996MUSC internal audit cited a number of deficiencies in the
handling of the cooperative agreement:

Q Costs claimed byuscC included some consulting work done on other
projects.

Q There were several relationships betwsrrsC employees and

subcontractor employees that could be perceived as inappropriate. Those

hired through the program included M&SC president’s niece, the
mother ofMUSC's controller, and others directly relatedMtySC
officials.

QO An MUSC subcontractor used program funds to pay two registered
lobbyists, includingUSC's legislative liaison, for consulting work,
even though federal funds cannot be used for lobbyib§C did not
reimburse the subcontractor for these fees.
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Chapter 4
Administrative Issues at MUSC

Ongoing Federal Review

In response to possible irregularities occurring under the agreement, the
DOFE's Savannah River operations office conducted a separate review of the
spent fuel program. Their August 1997 report identified $776,303 in
questioned costs, $536,316 in unsupported costs, and $352 in unallowable
Costs.

Our objective was to review problems identified wtblSC's conduct of the
cooperative agreement and determine whether appropriate controls are now
in place. However, in August 1998, theFE's inspector general (IG) for
investigations subpoenaed framuSC extensive documentation pertinent to
the agreement and began an ongoing investigation of issues related to the
spent fuel project. An official at the IG’s office informed the LAC that the
U.S. Attorney’s office was also involved in this investigation.

Therefore, in order to prevent duplication of effort or interference with an

ongoing legal investigation, we deferred further review obXb&
cooperative agreement during this audit.
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Appendix A

Audit Scope and Methodolo gy

Our review was generally limited to the issues discussed in the audit
requests. These issues focusediarsC's College of MedicineUMA, and

UMA'’s subsidiaries. They also involved specific management concerns
relating toMUSC. We did not review other issues or divisionsfSC or its
affiliated organizations. The period of review vil¥s96-97 and-Y 97-98,

with more extended or limited periods for some areas. We did not review
issues in litigation at the time of our review. We also limited the scope of our
review to avoid duplication witMUSC's contracted strategic planning

reviews and the work oflUSC's internal audit department.

The following types of records from batfuSC andUMA were sources of
evidence for our review:

* Financial reports and accounting records.

* Legal records, including contracts and agreements.
* Flight records.

* Personnel records.

¢ Policies and procedures.

¢ Meeting records.

We also reviewed laws and regulations, attorney general’s opinions, records
of court decisions, consultant reports, surveys, and other studies. We
interviewedMUSC andUMA officials, officials from other state agencies,

and officials from other medical schools. We performed limited verification
of computer-generated information that we used. However, the reliability of
computer-generated data was not central to our audit objectives, and, when
all evidence is viewed in context, we believe the opinions, conclusions, and
recommendations in this report are valid.

We used state laws, attorney general’s opinions, court decisions, and
commonly recognized standards of good management and business practice
to evaluatMUSC's performance. We performed limited nonstatistical
sampling, as discussed in the report. We evaluated management controls
over expenditures of discretionary funds, expenditures for air transportation
and contributions, identification of employees eligible for discounts, and
hiring.
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Appendix B

MUSC'’s Revenues and Expenditures

|Fy 97-98| FY 96-97|FY 95-96| FY 94-95| Fy 93-94

Revenues (in thousands)

Student tuition and fees $11,402| $10,220| $9,093| $9,952| $9,005
State appropriations $130,205|$124,137($117,920|$138,030| $132,662
Federal grants and contracts $40,594| $41,129| $44,126| $40,749| $31,455
State and private gifts, grants and contracts $21,886| $22,764| $17,421| $16,585| $14,632
Sales and services of educational departments $7,557| $7,195| $8,517| $7,966| $6,751
Sales and services of hospitals $388,189|$379,583|$361,527|$398,924|$436,074
Sales and services of auxiliary enterprises $2,829| $2,534| $2,086| $1,830| $1,816
Other academic division revenues $19,274| $16,658| $7,874| $6,896| $8,021
Other hospital revenues $12,894| $14,678| $19,736| $42,977| $9,973
TOTAL $634,830 |$618,898 |$588,300 [$663,909 |$650,389
Expenditures (in thousands)

Instruction $120,932|$106,754|$100,692| $97,959| $91,939
Research $55,256| $52,830| $54,064| $48,882| $41,754
Public service $21,927| $15,469| $11,978| $12,024| $9,812
Academic support $24,254| $18,169| $11,950| $11,168| $10,740
Student services $5,766] $4,981| $4,319| $4,053] $3,518
Institutional support $15,513| $12,127| $14,221| $9,553| $12,333
Operation and maintenance of plant $16,316| $13,525| $13,692| $12,483| $12,763
Scholarships and fellowships $1,766| $1,296| $1,056| $1,044| $1,092
Hospitals $386,912|$347,644|%$329,854|$304,351|$330,070
Auxiliary enterprises $1,169 $974 $953 $779 $803
Mandatory transfers:

Principal and interest $13,485| $13,501| $13,435| $14,701| $13,628

Loan funds matching grant $118 $74 $124 $118 $125

Endowment income transferred to principal $18 $16 $15 $14
Nonmandatory transfers ($3,633)| $12,422| ($3,650)| ($3,266)|($12,257)
Other $347 $129 $142| $80,147|$112,604
(Excess) deficiency of restricted receipts over revenue ($953)|($17,640)| ($405)| ($300)| ($1,135)
TOTAL Expenditures and Transfers $659,193 $582,271 $%$52,440 $593,710 $627,789

Source: MUSC Comprehensive Annual Financial Report, FY 97-98.
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MEDICAL UNIVERSITY OF SOUTH CAROLINA
May 20, 1999

Mr. George Schroeder

Legislative Audit Council

400 Gervais Street

Columbia, South Carolina 29201

Dear Mr. Schroeder:

I would like to thank you and the auditors from the Legislative Audit Council for the very professional manner in
which they conducted their recent review of the Medical University of South Carolina and the University Medical
Associates. The auditors conducted their work in a very professional manner causing as little disruption as possible.
While no serious infractions were found, we acknowledge that there are areas for improvement and will immediately
address them.

In reviewing the audit report, we realize that the Medical University of South Carolina and the University Medical
Associates are very unique and complicated organizations and present a challenge to anyone not familiar with the dail
operations of these two organizations. Although we are pleased that the overall audit report was favorable, we disagre
with many of the auditors’ opinions which may have been influenced by the complexity of the University and the time
restraints that they were working under.

The Medical University of South Carolina specifically disagrees with the repeated suggestion that the University
Medical Associates may be acting for the State. We also disagree with many of the auditor’s findings of questionable
expenditure of public funds which we feel were appropriate and in keeping with our governing Board'’s policies.

By way of brief response, please allow me to address several general areas which gave rise to the auditors
recommendations.

The auditor’'s recommendation Number 1 was that the MUSC Board of Trustees should clarify the UMA'’s role and
address whether it is acting for the State. It is our position and we have been so advised by legal counsel, that the
University Medical Associates meets all of the legal requirements to be a separate and private South Carolina corpora
and would pass judicial scrutiny. We believe that its present operations would not be interpreted as the UMA acting a:
an agent of the State. We appreciate the LAC recommendations and will continue to revisit the structure and operatio
of the UMA to ensure its continued compliance with all State and Federal laws.

In response to the auditors recommendation’s Number 2 and 3, the Medical University of South Carolina continues
be diligent, assuring that private practice revenues received by the Medical University of South Carolina from the
University Medical Associates are spent for public purposes in compliance with State law and its Board of Trustees
policy. | am hopeful that present legislation being considered will resolve this issue for all State colleges and universiti
and will eliminate this area of dispute from future LAC audits.

The auditors’ fourth recommendation was that MUSC should ensure that issues raised in internal audits are careft
considered and that action is taken to correct any identified problems. | can unequivocally state that MUSC places gre
importance on its Internal Auditing functions and has and will continue to be diligent in responding to issues raised by
that department. Contrary to the LAC auditor’s opinion, we feel that MUSC has complied and has implemented our
Internal Auditor's recommendations. The fact that the LAC Auditors may disagree with the expenditure policy of
MUSC'’s Board of Trustees, does not mean that the MUSC Administration failed to implement and follow its policy. We
do feel that with few exceptions, our expenditures met the prudent person test. These exceptions or mistakes have be
addressed and appropriate steps taken to prevent their recurrence.



Recommendation Number 5 addresses discretionary funds. The Medical University of South Carolina believes the
its expenditures are in compliance with its Board of Trustees policies but will increase its effort to diligently guard
against donations perceived to be religious, private, or secular in nature. MUSC does take exception to the expenditt
singled out in this report. By way of example, one of MUSC'’s stated missions is education. Numerous reports warn tt
a large number of our most talented high school students are going out of State to attend college and graduate school
Through our partnerships and support of local high schools, both private and public, we strive to interest more student
the sciences and to encourage these students to remain in our State and our professional schools. A donation to the
YWCA in Charleston, which serves primarily our minority population was for the same reason and not to promote or
sponsor any religious belief or cause.

Physical fitness and general wellness is an important part of our students and faculty education. As we do not offe
intercollegiate sports, we believe that sponsorship of athletic team events is appropriate in promoting physical fitness ¢
our students and faculty.

The report also questioned certain expenditures as appearing not to benefit MUSC. MUSC has arranged with the
Charleston Symphony Orchestra on numerous occasions to play for University events and to give outdoor concerts
benefiting all students, faculty, and employees. The concerts are free and open to everyone. The “donation” (fee) wa
certainly reasonable to compensate the musicians for their efforts. Similarly, the arts festival brings nationally
recognized artists to our community and campus. As an institution of higher education, we feel the expenditures were
prudent and assisted in Faculty recruiting and benefited our entire University.

In response to the auditors Recommendation Number 6, the Medical University of South Carolina believes that
political contributions made by the University Medical Associates met all legal requirements, and that any attempted
restrictions by the Medical University of South Carolina on such expenditures would have been inappropriate and
without legal basis. The Medical University of South Carolina believes that it is appropriate for it to express to the
University Medical Associates or any affiliated organization causes or candidates which it feels supports the Medical
University of South Carolina, its patients, and the quality of health care in this State. These affiliated organizations
should continue to be free to support causes or candidates pursuant to State and Federal laws.

In response to the auditors Recommendation Number 7, the Board of Trustees of the Medical University of South
Carolina and the Board of the University Medical Associates will continue to periodically reevaluate its spending
guidelines. We believe that present expenditures reflect the prudent use of retained or self generated funds.

In response to Recommendation Number 8, The Medical University of South Carolina believes that owning and
maintaining an aircraft is essential to the accomplishment of its mission of providing physicians for remote clinics
throughout the State thereby making tertiary and specialized care available to many citizens of this State who would n
otherwise have such care. MUSC constantly reviews and reevaluates this program. We have not identified a more
economic or realistic means of providing these physician/specialists to remote clinics based on their time restraints an
patient loads. We will continue to search for alternative transportation and will ensure that our records systems allow 1
a complete recovery of costs as suggested in Recommendation Number 9.

In response to Recommendation Numbers 10 and 11, the Medical University of South Carolina appreciates the
General Assembly’s support to continue a discount policy for the benefit of all State employees. Such discounts make
available to State employees specialized and tertiary care. The Medical University of South Carolina sees no favoritis
or discrimination in its Discount Policy and disputes the opinion of the auditors that because more Charleston area
employees take advantage of the discounts than employees from other sections of the State, that the policy is somehc
discriminatory and needs to be reevaluated. Surely, the auditors are not suggesting that other programs offered by
institutions of higher learning that are utilized to a greater degree by their area citizens should also be discontinued. W
will increase our efforts to assure that all State employees are made aware of this program. In this very competitive
environment, it is extremely important that not only our own employees, but all State employees utilize and support ou
facilities should they so elect.

By way of response to Recommendation Number 12, the Medical University will increase its efforts to identify and
educate members of the General Assembly that they must pay deductibles and co-payments pursuant to State law. W
believe that six violations over a two year period does not appear to be a serious failing. In the future, we will impleme



a policy to better monitor this billing area.

In response to Recommendation Number 13, the Medical University of South Carolina believes that it has in place
sufficient policies prohibiting Nepotism which are in full compliance with State law. The Medical University of South
Carolina and the University Medical Associates will increase its level of sensitivity and will ask all applicants whether o
not a relative is employed at either entity.

| want to again express my appreciation that the report was, for the most part, very favorable finding no major
failures or violations during my tenure. As is true of any organization, there are areas that need improvement and fine
tuning and we welcome this input. As the Medical University of South Carolina is the State’s medical university all
citizens should have a vital interest in its continued success. MUSC has accomplished much over the last twenty yeal
advancing from a local academic health center to a major medical university and research center. The Medical
University of South Carolina is now positioned for a bright future and in my opinion its possibilities are unlimited even
though the challenges of health care reform must be met. It is my sincere wish that as the Board of Trustees searche:
my successor, that the Medical University of South Carolina will continue to flourish and continue its mission to preser
and optimize human life in South Carolina. We deserve no less.

Sincerely,

James B. Edwards, D.M.D.
President

JBE/cb



UNIVERSITY MEDICAL ASSOCIATES
May 18, 1999

George Schroeder
Legislative Audit Council
400 Gervais Street
Columbia, SC 29201

Dear Mr. Schroeder:
Thank you very much for the opportunity to comment on the Legislative Audit Council Review of the Medical university
of South Carolina and University Medical Associates. | want to commend you and your staff for a very

thorough review. You raise several issues that need to be addressed and clarified.

Included with this letter is a response to all the issues in the report that relate to UMA. Below is our response to the
recommendations made in the report that are directed to UMA:

Recommendation 1:The MUSC Board of Trustees should clearly define UMA'’s role with regard to its actions for the
state. If the Board wants UMA to act as a private corporation, it should make changes to ensure that UMA’s
actions are independent from those of MUSC.

ResponselUMA concurs with this recommendation. We would welcome a review by MUSC and any advice the Board
might have to improve the situation.

Recommendation 5:MUSC should discontinue its practice of contributing funds for the direct benefit of religious or
other private educational institutions, to non-profit corporations that are sectarian or religious, or

to civic organizations whose benefits extend only to members. This applies to contributions made through MUSC or
UMA accounts controlled by MUSC officials, regardless of the revenue source.

ResponselUMA will review its policy relative to contributions to organizations such as those cited in this
recommendation and make any changes necessary as a result of the review.

Recommendation 6:MUSC and UMA officials should not request that political contributions be made through UMA'’s
subsidiary corporations.

ResponselUMA officials will not be making requests for political contributions through UMA'’s subsidiary corporations
in the future.

Recommendation 7:UMA should reevaluate its spending guidelines to ensure they reflect a prudent use of resources.
ResponselUMA will reevaluate its spending guidelines to ensure they reflect a prudent use of resources.

Recommendation 11MUSC and UMA should reevaluate the costs and benefits of employee discounts for physician
and hospital services.

ResponselUMA will reevaluate the employee discount policy and make any changes that are necessary.



We thank you for the recommendations made by the Legislative Audit Council. Any corrective action that is needed wi
be immediately put into place. Please feel free to call us if you have questions regarding our response.

Sincerely,

Marion E. Woodbury
Chief Executive Officer

Response to the Legislative Audit Council Review
of the Medical University of South Carolina (MUSC)
and
University Medical Associates (UMA)

MUSC'’S Relationship with UMA

The structural relationship between MUSC and UMA was carefully developed to accomplish the following
objectives:

- Establish a relationship between UMA and MUSC sufficiently close to gain tax exempt status from the
Internal Revenue Service as a supporting organization under IRS Section 509(a)(3).

- Establish UMA as the clinical practice plan for qualified faculty physicians and to support and promote
the educational, medical, scientific, and research purposes of the Medical University of south Carolina (MUSC(

- Establish a relationship that would be mutually supported by the faculty physicians as well as the Boar
and administration of MUSC.

- Establish a relationship that would withstand any challenge that UMA was not sufficiently independent
of MUSC to avoid a charge that UMA should be treated as the state for some of its actions.

We believe that we have accomplished all these objectives during the last eight years. This relationship h
helped foster tremendous growth at MUSC in the areas of education, research, and patient care. MUSC
students, researchers, and patients are better off because of the way UMA is structured.

The structure we have chosen is very similar to that in place at most of the other public academic health
science centers. To create more independence for UMA would, in our opinion, not be in the best interests of
MUSC or UMA.

We are enclosing as an appendix a legal opinion from our attorneys stating that our structure is legal,
appropriate and sufficiently independent to maintain its status as a separate legal entity.

Contributions

UMA is frequently solicited for contributions to support a variety of community organizations. The
expectation of the community is that we should help these organizations that help the community in which we
live and provide service. We believe our structure and status as a 501(c)(3) organization grants us the right t
help support these community organizations.



The political contributions were made as a result of various solicitations. We believe it is our responsibility
to support the candidacy of individuals willing to be involved in the political process and willing to work towarc
improving our state government. All our contributions were legal and in accordance with appropriate state las

UMA'’s Expenditures and Revenue

We believe that all UMA’s expenditures and revenue are appropriate as a supporting organization of MUS
and as a faculty practice plan in the business of running medical practices. None of the expenditures are
extraordinary when related to peer institutions or medical practices operating in this community. All the
expenditures by UMA were legal and were made to advance the various missions of MUSC.

UMA purchases telephone services and some computer services from MUSC. These agreements were
worked out with appropriate officials of the State Budget and Control Board. By adding the UMA volume to
the state system, it was felt that the state and UMA benefited from the arrangement (see letter from Ted Light

Payroll Tax Subsidy

From 1992 through 1996, the employer portion of the FICA taxes was not allocated between UMA and
MUSC. We justified this on the basis that with the common paymaster rule no greater burden was placed on
MUSC than it would have incurred had the UMA not been created. Prior to 1992, payments made to physicic
over and above their state compensation was considered payments to an independent contractor not subject
employer FICA taxes. Changes to interpretations of the common paymaster rules by the Internal Revenue
Service in 1997 made it necessary to allocate the employer portion of the FICA taxes between UMA and
MUSC.

In any event, from 1992 through 1996, UMA made non-mandatory transfers to MUSC in the amount of
$46.8 million. These amounts far exceed any gain to MUSC as a result of allocating the payroll taxes for thos
years.

Employee Discounts

During the 1980's and 1990's with the advent of managed care it became customary to provide discounts
employees and to other large groups that would increase volume to the health care system granting the
discounts. By increasing volume without increasing expenses the cost of health care would be contained. Tt
in fact, occurred at MUSC and UMA as it did in many other organizations.

It is now time to revisit that discount policy and consider changes that may be more appropriate to the late
1990's and into the new millennium.



Appendix 1

May 20, 1999

Mr. Marion E. Woodbury
University Medical Associates
171 Ashley Avenue
Charleston, SC 29425

Re: Response to LAC Report dated May, 1999
Dear Marion:

You have asked us to review the May 1999 report of the South Carolina Legislative Audit Council (the “LAC"), in whicl
the LAC questions whether the actions of University Medical Associates of the Medical University of South Carolin
("UMA") are “state actions” due to UMA’s close relationship with the Medical University of South Carolina (“MUSC"). It
is our conclusion, as explained more fully below, that UMA'’s actions do not qualify as actions of the State of South Caroli
due to UMA's relationship with MUSC.

We have acted as UMA’s and its affiliated entities’ counsel for the past several years. We have examined MUSC's enab
legislation and financial statements. We have examined UMA’s governing instruments, financial statements, contra
activities and acquisitions during this time period. We have reviewed in detail the relationship between UMA and MUS

UMA was created in 1991 as a nonprofit corporation by filing articles of incorporation with the South Carolina Secretary
State like all other corporations. Similar to all other profit and nonprofit corporations, UMA has adopted bylaws which gove
its internal operations. Similar to all other profit and nonprofit corporations, UMA has a fully independent governing boal
and duly appointed officers. UMA employs the clinical faculty of MUSC and its support staff and offers its own benefit
plans. UMA bills patients and collects revenue independently from MUSC. UMA files its own tax returns. As a basis for i
federal income tax exemption, UMA may use a portion of its excess revenues to support MUSC each year. UMA mainte
separate records, separate bank accounts and makes its own separate tax filings.

The LAC Report questions whether UMA's actions could be found to be actions of the State due to UMA's relationship wi
MUSC, thereby rendering UMA subject to requirements regarding (I) the use of public funds, (ii) the application of tr
Freedom of Information Act to UMA'’s records and (iii) the constitutional prohibition of ownership of stock in business
corporations. The LAC cites Modaber v. Culpeper Memorial Hospital, 8¥4 F.2d 1023 (1982) and Jackson v.
Metropolitan Edison C0419 U.S. 345 (1974), as authority for the proposition that acts of a private party will be classifiec
as acts of the State if the private party acts: (1) in an exclusively State capacity by exercising powers reserveddor the S
(2) for the State’s direct benefit when it shares the rewards and responsibilities of a private venture with the Statte, or (G
the State’s specific behest when it does a particular act which the State has directed or encouraged.

The LAC's reliance on Jacksismisplaced. The Jackstest was created solely to determine if the Fourteenth Amendment
applies to the actions of a private entity. The LAC uses Jadks@ssert a much more broad proposition: that all
governmental restrictions, rules and regulations (including the Freedom of Information Act, all restrictions on expenditur
of the State, and the prohibition on the State from owning stock in a corporation) apply to a private entity such as UMA. T
LAC offers no analysis or guidance why Jacksbould be extended so broadly. Nothing in Modabelacksomemotely
supports this proposition. In fact we have found no instances where the Jte#tsbas been applied outside of the
Fourteenth Amendment context in finding an act of a private entity being attributed to the State.




Not only has Jacksomever been applied outside of the Fourteenth Amendment context, but such an application yields 1
reaching results. Nonprofit organizations routinely perform state functions, and the state encourages such actions b
policies encouraging the activities of nonprofit organizations. The LAC’s position leads to the following illogical conclusion
expenditures of nonprofit organizations which have a nexus to State institutions in furtherance of State purposes cause
to become an alter ego of the State, and that the funds belonging to these organizations thus convert to property of the .
simply by virtue of the organizations’ acts which are encouraged by the State.

Even if we assume that the Jackszst applies to UMA outside of the Fourteenth Amendment context, UMA'’s actions should
not be deemed to be actions of the State. The Modatenrt noted that health care is not an exclusive state function in
finding that Culpeper Memorial Hospital's actions were not attributable to the State. The MGadales reasoning is
equally applicable to UMA. UMA'’s actions are not taken for the direct benefit of the State, and they are not directed by t
State.

The LAC has failed to cite any relevant authority in setting forth the issue of whether UMA is separate and independent fr
MUSC.! We do not see any legal basis which support’s the LAC'’s inclusion of this purported issue. In fact, the LAC fai
to even mention the traditional analysis of "piercing the corporate veil" which is normally applied if one is seeking t
disregard the corporate identity of an organization.

In our view, UMA'’s actions can only be found to be actions of MUSC if UMA is the "alter-ego" of MUSC through a
traditional "piercing of the corporate veil" analysis. Furthermore, it is our conclusion that the well-established doctrine
"piercing the corporate veil" would not and could not be applied to disregard the separate corporate existence of UMA

A corporation will be looked upon as a legal entity until sufficient reason to the contrary appears; but when the natlon of le
entity is used to protect fraud, justify wrong, or defeat public policy, the law will disregard corporate form by "piercing th
corporate veil." In concluding that the doctrine of "piercing the corporate veil" would not be successful against UMA, w
applied the two-prong test for piercing the corporate veil outlined in Sturkie v, Eif}yS.E.2d 316 (S.C.Ct.App.1984) and
DeWitt Truck Brokers, Inc. v. W. Ray Flemming Fruit.C640 F.2d 681 (4th Cir. 1976).

The first prong is an eight-factor analysis of the relationship of the dominant and subservient corporations and looks to
observance of corporate formalities by the corporation in question. The eight factors are: (1) gross undercapitalization of
corporation; (2) failure of the corporation to observe corporate formalities; (3) non-payment of dividends; (4) insolvency
the corporation; (5) siphoning of funds of the corporation by the controlling party; (6) non-functioning of other officers c
directors; (7) absence of corporate records; and (8) the fact that the corporation was merely a facade for the opezations
controlling party. Additionally, the conclusion to disregard the corporate entity must involve several of the eight factors, b
need not involve them all.

The second prong of Sturkiequires a plaintiff to prove an element of injustice or fundamental unfairness if the acts of the
corporation are not regarded as the acts of the controlling party. SBirBiS.E.2d at 318. To prove fundamental unfairness,

a plaintiff must establish (1) the controlling party was aware of the plaintiff's claim against the corporation, and {@rtherea
the controlling party acted in a self-serving manner with regard to the property of the corporation and in disregard of
plaintiff's claim in the property.

! The LAC notes that for financial reporting purposes MUSC must include UMA as a part of its financial statements a:
“blended component unit” pursuant to standards issued by the Governmental Accounting Standards Board. This mean:
UMA's financial information must be reported with that of MUSC. We do not believe that any GASB statement, includin
the one cited by the LAC in this case, is relevant legal authority supporting the proposition that UMA'’s actions are actic
of the State. The purposes of GASB statements as well as generally accepted accounting principles and other accounting
have wholly separate purposes, policies and guidelines as compared to relevant South Carolina law which govern the is
raised by the LAC.



In applying the first prong of the Sturkiest, we could find none of the eight factors. UMA is fully capitalized; (2) UMA
fully observes corporate formalities; (3) UMA pays over excess funds to MUSC; (4) UMA is not insolvent; (5) MUSC doe
not siphon funds from UMA,; (6) UMA has fully functional officers and directors; (7) UMA has complete and well
documented corporate records; and (8) UMA is not a facade for the operations of MUSC. Additionally, there are no fa
suggesting that the second prong of Stuikimet.

Arecent South Carolina Supreme Court case is directly on point and fully supports our analysis in determining whether Ul
should be considered to be a "State entity" or an "alter ego” of MUSC due to UMA'’s otherwise close relationship wi
MUSC. In Provence v. Greenville Hospital Systdtemorandum Opinion Number 88-MO-163 (S.C. Sup. Ct. 1988,

facts are as follows: Greenville Hospital System ("GHS") is a State entity created for the express purpose of establishing
owning a hospital system for the citizens of Greenville County. GHS created Greenville Health Corporation ("GHC") as
private, non-profit, tax exempt corporation under IRC 501(c)(3) for the purpose of allowing GHC to perform dtkigities
GHS could not legally perform due to the fact that GHS is a State entity.

In creating and controlling GHC, GHS (I) appointed the entire initial board of directors of GHC, (ii) approves the appointme
of each and every additional board member of GHC, (iii) funded GHC with an initial grant of $llo? Rollars; (iv)
continues to fund GHC'’s budget shortfalls, (v) has control over GHC’s annual budget and activities, and (vi) must apprc
any significant corporate act of GHC, including amendment of GHC's bylaws, significant asset transfers, mergers and
like.

In Provencethe plaintiff argued that since GHC was funded and controlled by GHS to perform the activities that GHS cou
not under State law perform, GHC should be considered to be an "alter ego" of GHS and thus have the same restrici
applicable to State entities like GHS. The court disagreed with the plaintiff. The court noted that GHC was required by fede
law to be controlled by GHS in order to qualify as a tax exempt supporting organization under IRC 501(c)(3) and 509(a)(
thus the extent of control by GHS was not relevant in determining whether GHC was an alter ego of GHS. The co
examined whether GHC and GHS had maintained separate corporate identities and observed the necessary corf
formalities independent of one another in a traditional "stripping away of the corporate veil" testin determining whether GF
and GHS were alter egos of one another. The court noted that since GHC (l) had regular separate board meetings, (ii)
accurate and complete financial records, (iii) was adequately capitalized, and (iv) generally did not act as a facade of G
that GHC was not an alter ego of GHS and thus GHC could enter into transactions that GHS could not because of GHS &
a State entity.

In examining the relationship between UMA and MUSC, we find that it is not nearly as close a relationship as that betwe
GHS and GHC. All GHC board members are former GHS board members; only two current UMA board members have b
on the MUSC board. UMA generates its own revenue independently from MUSC, while GHC does not and requires fund
from GHS. MUSC appoints two UMA board members; GHS may veto any GHC appointee. The relationship between Ul
and MUSC is set forth under contracts between the two; no such contractual relationships were noted establishing the d
and rights between GHS and GHC.

Further, we have seen no evidence that UMA has not observed the necessary corporate formalities to maintain an exis
separate from MUSC. UMA keeps separate records and minutes and has separate meetings. Although some persons (f
members) are employed by both MUSC and UMA, meticulous records are kept defining the source of funds of paymen

% Provenceis an unpublished opinion. Although unpublished opinions are not considered to be binding precedent, they
useful for the persuasiveness of their reasoning to the degree of their factual similarity. Since the facts and issme®in Prov
and are so similar to the facts and issues raised by the LAC, we believe Ptovieastrong persuasive authority.

% Such activities included the participation in joint ventures and the ownership of stock in private corporations.



these salaries, separate retirement plans and benefit plans are maintained, separate W-2's and tax filings are issued, se
financial statements are prepared, and all bank accounts and funds of both corporations are clearly segregated an
commingled. Although UMA and MUSC have a general common purpose and mission, the Pcaserspecifically noted

that GHC was created to carry out the stated purpose of GHS; thus MUSC and UMA having a common purpose is
relevant in determining whether there is a separate corporate existence.

We note that, like GHC, UMA is a tax exempt organization under IRC 501(c)(3). Like GHC's relationship with its parer
organization, UMA is closely aligned with MUSTike GHC, UMA would not have qualified as a tax exempt entity without

its nexus to MUSC. However, UMA’s nexus with MUSC is not relevant to the issue of whether UMA is an alter-ego of th
MUSC. The court in Provenaxplicitly stated that the level of control by a State entity necessary to maintain tax exemp
status of a tax exempt entity was not relevant in determining whether the tax exempt entity was an "alter ego" of the St

The LAC pays a great deal of attention to the fact that MUSC may be in a position to exert some influence on UMA due
the fact that some MUSC employees serve on the Board of UMA, the MUSC Board must approve UMA bylaw changes «
the assets of UMA will be distributed to MUSC upon the dissolution of UNMye know of no authority supporting the
proposition that too much control by a shareholder or another organization will by itself result in a piercing of the corpore
veil. Indeed, if this were the case, the separate identity of all corporations owned by a single shareholder (commonly kne
as "subsidiary corporations"), as well as all supporting organizations under 509(a)(3) of the Internal Revenue Code, wc
be disregarded under the doctrine of piercing the corporate veil.

Also, we see no significance in the decrease in UMA'’s direct funding support for MUSC. UMA'’s funds are not generat
from the State. UMA’s revenues are produced by the personal services of UMA physicians from its patients and tr
insurance companies and other third party payBtsthermore, the LAC’s concern that MUSC could use UMA as a means
to circumvent State controls over discretionary spending is unfounded. UMA is not spending State money; thus it should
be limited by any State spending guideline in the way UMA spends its funds. Nor would MUSC be circumventing any su
restrictions simply by accepting funds from UMA. If UMA determines that its fuhdsilg be used to pay for MUSC
expenses, or if it decides to donate the money to MUSC, it has the authority to do so. We see no logical reason to conc
that UMA's use of its own funds would violate South Carolina law absent a direct piercing of the corporate veil.

Thus, based on the facts and authority set forth above, it is our conclusion that UMA is not an alter-ego of MUSC, ¢
UMA'’s actions are not actions of the State or MUSC due to its close nexus with MUSC.

Very truly yours,
NELSON, MULLINS, RILEY & SCARBOROUGH

By Thomas F. Moran, Its Partner
TFM:eb

* Like GHC, the basis of UMA’s tax exemption under 501(c)(3)is its close alignment with MUSC. “The nexus between tt
teaching hospital faculty organization and the university and hospital enables the [faculty organization] to qualify f
exemption.” Thomas K. Hyatt and Bruce R. Hopkins, The Law of Tax exempt Organiz&emton 12.2 (1995). See
generallyUniversity of Massachusetts Medical School Group Practice v.®IR,C.1299 (1980).

® As a tax exempt 501(c)(3) corporation, UMA is required by the Internal Revenue Code to distribute its assets to
government, or to another 501(c)(3) corporation, upon its dissolution. It is natural, given its nexus with MUSC, that UM
should choose to benefit MUSC upon its dissolution since it otherwise must distribute its assets to the government or
charity upon its dissolution.

® 1t is compelling to note that UMA generates its revenues by billing and collecting for services rendered to patients frc
third parties such as health insurance companies, HMO’s, Medicare, Medicaid and the patients to whom such service:
rendered. Thus, UMA's fees for services rendered are billed and collected and earned in the same manner and in the
amounts as other physicians who perform similar services at other hospitals (both nonprofit and for profit).



Appendix 2
April 21, 1999

Mr. Marion Woodbury

Medical University of South Carolina
171 Ashley Ave.

Room 420 QCSB

Charleston, SC 29425

Dear Marion,

This will confirm our earlier discussion regarding the State Telephone System established in Charleston in the mid
1980's in accordance with the legislative mandate following divestiture of the telephone industry. The Legislation in
Section 1-11-430 of the South Carolina Code provided for the Budget and Control Board to secure all telecommunicat
equipment and services for state government enterprise under its terms and conditions and coordinate supply of
equipment services for state government use. In this regard, the Budget and Control Board’s Office of Information
Resources (OIR) solicited and established modern telephone systems in Columbia and Charleston on a shared -
integrated system basis to provide for maximum economies of scale, as well as technology standardization, and
interoperability.

When UMA was established and became an integral part of the support function for MUSC, OIR determined it was
in the state’s best interest technically, financially, and operationally to incorporate UMA into the state’s system in
Charleston. Therefore, OIR initially established the telephone system at Poston Road to make UMA an integral part o
the Charleston telephone system, providing 5-digit dialing and transparent intercommunications capability between th
rest of MUSC in order to facilitate the operational functions between UMA and MUSC.

Over the years, OIR has continued to maintain and evolve the Charleston state government telephone system on a sh
-integrated basis to achieve maximum financial, technical, operational, and functional benefits for all the users on the
telephone system in Charleston, including UMA, who is a major participant of the telephone system. Itis OIR’s opiniol
that is clearly advantageous to the state financially, functionally and operationally for UMA to be an integral part of the
Charleston State Government Telephone System. Because of the widespread distribution of UMA operations through
MUSC facilities, it would be technically difficult and more costly to serve UMA with another telephone service.

The Charleston state government telephone system provides service to MUSC, The Citadel, College of Charleston an
other state agencies in Charleston, as well as UMA. The Switching System and Communications Cable System were
designed and are maintained on a shared-integrated systems basis.

Should you need any further information in this regard, please advise.

Sincerely,

Ted L. Lightle
Director

cc: Bob Gallager
Rick Kelly



OFFICE OF THE ATTORNEY GENERAL
May 18, 1999

Mr. George L. Schroeder
Director, Legislative Audit Council
400 Gervais Street

Columbia, South Carolina 29201

Re: MUSC/UMA Final Draft Audit
Dear Mr. Schroeder:
Concerning page 27 - 29 of your draft audit, | would like to offer the following comments:

Your audit points out that University Medical Associates (UMA) made campaign contributions to numerous “statewide’
and “regional” elected officials, the largest of which was made at the “gubernatorial” level. As you know, UMA’s
political contributions are taken from private funds, and, therefore, such contributions are both legal and ethical under
current South Carolina law.

However, since UMA itself is quasi public in nature, your audit seeks to make the point that such contributions may
“create the appearance of a conflict of interest.” That is a point worthy of debate and should be forwarded to the Gene
Assembly for possible corrective consideration.

However, it is very unfair for you to single out the Attorney General as the only campaign you specifically mention as
having received contributions from UMA. Every statewide elected official and every member of the General Assembly |
responsible for either the enactment or the enforcement of all the laws of South Carolina. Therefore the potential for tr
appearance of a conflict would apply to all elected officials including the legislative members of the board of the
Legislative Audit Council.

Your citation of the legal review authorities of the Attorney General’s office does not create a special case. To use you
language, “the Attorney General may periodically be asked to review legal issues relating to UMA.” That is true. What
you fail to point out is that the Attorney General is also asked to review legal concerns and to issue opinions on an
unlimited number of subjects relating to everyone who lives, works, and does business in the State of South Carolina.
Therefore, no campaign contributions whatsoever could meet the standard you imply.

In summary, there may be merit to your recommendation that quasi public entities like UMA should not engage in the
practice of making political contributions. However, pointing a specific finger at the Attorney General among the many,
many candidates who have received such contributions over the years is inappropriate and undeserved, especially in
of the fact that UMA contributed much more heavily to many other candidates. Thank you for allowing me to express n
views on this issue.

Yours very truly,

John W. Mclintosh
Deputy Attorney General
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