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ST1C!.. TE OF s·~UTH CAROLIN A 

MA TERI A LS MA N A GE MENT O FF ICE 
BOO DUTCH SQUA RE BLVD .. SUIT E 150 

COLUMB IA . S O UTH CAROLINA 29210 

BU DGET AND CONTR OL BOA RD 
DI VISION OF GENERAL SE RVICES 

300 GERV ,J.IS STREET 

COLUM31;>, S C 29201 

June 21, 1982 

Mr. T. Michael Co~land 
Division Director 
Division of General Services 
300 Gervais Street 
Coltnnbia, South Carolina 29201 

Dear Mike: 

TONY R . ELLIS 
MATER IALS MAN AGEMEI".T ocFICE"~ 

( 8031 7SB 5060 

Attached is the final State Personnel audit report and 
recommendations made by the Materi als Management Office. I 
recornnend the Budget and Control Board grant State Personnel 
authorization to competitively solicit and enter into contracts 
for both the health and life, accidental death, disrrernbennent 
and disability insurance with related consulting service con
tracts limited to $35,000 annually. Prior to these insurance 
contracts being resolicited, the Materials Managerrent Office 
Audit and Certification Section shall review the procurement 
process and recertify State Personnel to competitively solicit 
these contracts. 

TRE:nns 

Attachment 

Sincerely, 

1 0 >1/JJ/ 
--~ A_- ~~ 

; ony ~- Ellis 
Materials Management Office 
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INI'RODUCTION 

The Audit and Certification Section of the Materials Management Office 

of the Division of General Services conducted an examination of the internal 

procurement operating procedures and policies of the Budget and Control Board, 

State Personnel Division, particularly regarding the employee insurance pro

grams of the State. 

Our on-site review was conducted February 11, 1982 through March 12, 

1982. 

Our examination was made under the authority as described in Section 

11-35-1230(1) of the South Carolina Consolidated Procurement Code and Section 

19-2020 of the Emergency Regulations. 
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PURPOSE 

Our examination r,vas directed principally to detennine whether 1 in all 

material respects 1 the internal controls of State Personnel Division's 

procurerrent system were adequate and the procurerrent procedures were in 

canpliance with the South Carolina Consolidated Procurerrent Code and its 

ensuing regulations. 

Additionally 1 our "MJrk was directed toward assisting the agency in its 

efforts to rreet the underlying purposes and policies of the Code as outlined 

in Section 11-35-20, which include: 

(1) to ensure the fair and equitable treat:rrent of all 

persons who deal with the procurerrent system of 

the State; 

(2) to provide increased economy in state procurement 

activities and to maximize to the fullest extent 

practicable the purchasing values of funds of the 

State; 

( 3) to provide safeguards for the maintenance of a pro

curement system of quality and integrity with clearly 

defined rules for ethical behavior on the part of all 

persons engaged in the public procurement process. 
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BACKGROUND 

Section 11-35-1210 of the South carolina Consolidated Procurement Code 

states: 

The Budget and Control Board may assign differential 
dollar limits below which individual governmental bodies 
may make direct procurements not under tenn contracts. 
The materials management office shall review the respec
tive governmental body's internal procurement operation, 
shall certify in writing that it is consistent with the 
provisions of this code and the ensuing regulations, and 
recornrend to the board those dollar limits for the respec
tive governmental body's procurement not under tenn con
tract. 

On August 21, 1981, State Personnel Division requested approval to renew 

the insurance consultant contract with Martin E. Segal Co. Approval to renew 

was granted through June 30, 1982. 

On November 13, 1981, State Personnel Division requested certification 

to bid the State's health, life, and long tenn disability insurance program. 

Interim certification was granted contingent upon an examination by the Materials 

Management Office's Audit and Certification Section. 

The Audit and Certification Section's review determined that State Per-

sonnel Division's participation in the procurement of insurance and related 

consultants was as a designee of the Budget and Control Board and did not 

include the awarding of the contracts. Under these conditions our examination 

v.ould be to ensure that State Personnel Division was in canpliance with the pro-

cedures required under the Consolidated Procurement Code, and certification 

v.ould not be necessary. 

However, on March 9, 1982, the Budget and Control Board designated State 

Personnel Division to handle all bidding and contracting matters relating to 

insurance programs managed by it, subject to the certification process provided 

for in the Consolidated Procurement Code. 

-3-
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With this authority, State Personnel Division's original request for 

certification is validated and is considered in this audit report. 

-4-
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SCOPE 

OUr examination encompassed a detailed analysis of the internal pro

curerrent operating procedures of the State Personnel Division to the extent 

~ deerred necessary to formulate an opinion on the adequacy of the system 

to properly handle procurement transactions up to the requested certification 

limits. 

The Audit and Certification team of the Materials Management Office 

randomly selected procurement files for the period July 1, 1976 - FebruaD; 2 

1982 , of procurement transactions for compliance testing and performed other 

auditing procedures that ~ considered necessary in the circumstances to fonnu

late this opinion. As specified in the Consolidated Procurement Code and 

related regulations, our review of the system included, but was not limited 

to, the following areas: 

(1) adherence to provisions of the South Carolina 

Consolidated Procurement Code and Errergency 

Regulations; 

(2) procurement staff and training; 

(3) adequate audit trails and purchase order register; 

(4) evidences of competition; 

( 5) small purchase provisions and purchase order con-

finnations; 

( 6) emergency and sole source procurements; 

(7) source selections; 

(8) file doet.nrentation of procurements; 

(9) reporting of Fiscal Accountability Act; 

(10) warehousing, inventory and disposition of surplus 

property; and 
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(11) economy and efficiency of the procurerrent 

process. 

Due to the certification request and the relatively immaterial dollar 

value of procurerrent by the division in other areas, our prirrary audit 

emphasis was, naturally, in the ao::ruisi tion of employee insurance pro

grams for the State. 
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SlM1ARY RESULTS OF EXAMINATION 

Our examination of the procurerrent procedures of the State Personnel 

Division produced the following findings and recommendations: 

I. 

II. 

Clarification of the Services Procured 

The State is a self-insured entity, purchasing the 

administrative and investrrent services of the in

surance carriers. Additionally, consultant services 

are purchased to advise and assist State Personnel 

Division and the State in the procurerrent and adminis

tration of the insurance program. 

Effectiveness and Efficiency of Present Procurerrent Procedures 

A. Methodology Used in Award -

B. 

c. 

State Personnel Division should continue to refine its 

rrethodology in awarding insurance contracts to ensure 

that premiums and retention remain as low as possible, 

yet actuarially sound. 

Short Length of Bid Term Penalizes Prospective New Bidders -

Special service requirerrents for health insurance 

involve significant start up costs for a new carrier. 

The three year bid is a very short tirre to write off 

these expenses and results in the present carrier 

having a distinct advantage in the competitive process. 

Participation of Other Agencies in Bid Evaluation and Award -

State Personnel Division should continue to request 

the advisory expertise available in state government 

-7-
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III. 

N. 

v. 

VI. 

such as the Division of General Services and the 

Departrrent of Insurance. 

Options that Justify Consideration 

A. Independent Control OVer the Health Insurance Information System -

The possibility of requiring that all information 

necessary for the administration of the health in

surance program re transmitted through a new Data 

Cormrunications Neb-.Drk should re considered. 

B. State Self Administered Plan -

State Personnel Division should again assess the 

feasibility of a self insured and self administered 

plan if the Budget and Control Board reverses its 

current policy with respect to this self administra-

tion. 

Written Detenninations and Findings Necessary 

Internal Procurement Policies and Procedures ~1anual 

Contractor Audits 

-8-



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

-------- ---------------------

RESULTS OF EXZ1MINATION 

I. Clarification of the Services Procured 

The Budget and Control Board is mandated by the General Assembly to 

competitively procure uniform plans of insurance for all active and retired 

errployees of the State and the public school districts of South Carolina 

and their eligible dependents. This coverage includes group health, life, 

accidental death and disrreml::enrent, and disability insurance. 

In the past the Board has selected State Personnel Division as its agent 

to assist it in this process. 

Presently the State has two such insurance contracts funded from appro-

priations: 

Liberty Life 

Blue Cross/Blue Shield 

EXPIRATION 
DATE OF 

BID AWARD 

6/30/84 

6/30/83 

Life, accidental death and 
disrrembenrent, and disability 

Health 

These plans cover approximately 130,000 active and retired errployees. 

They are yearly contracts, with option to renew for two additional years. 

The State, due to the size of the plan, is a self-insured entity. The 

appropriated funds and employee contributions for dependent coverage do not 

buy outside insurance coverage. They are placed into reserve accounts rrain-

tained for the State by the insurance companies and used to pay the claims 

of the insured and the administrative costs of claims processing. 

An excess of premiums paid over expenses serves to increase the reserves. 

Such reserves are rraintained for rate stabilization, and to :rreet the incurred 

but unrep::>rted claims liability. Interest on the reserve accounts is credited 

-9-
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II. 

to the reserve at a rate set by the contract tenns. Any interest earned 

by the insurance company arove this rate is retainable by them. All re

serves are the property of the State. 

In the event the claims paid plus administrative costs exceed the 

premiums paid, the State has the option of paying the deficit in the con

tract year or increasing the next annual premium rate enough to eliminate 

the deficit and/or build up the reserves to an actuarially sound level. 

Our examination determined that these contracts are cost-plus-a

percentage-of-cost contracts as described in Section 11-35-2010 of the Code. 

Seeking to effectively and efficiently make this procurement, the Budget 

and Control Board has authorized State Personnel Division in the past to 

employ an outside consultant to assist in developing specifications, re

viewing bids and contracts, and making recormendations. These consulting 

contracts are also one year agreerrents with the option to renew for tv..:o 

additional years. 

Effectiveness and Efficiency of Present Procurement Procedures 

A. Methodology Used in Award 

The rrethodology used by State Personnel Division in evaluation of pro

p::>sals is that the cost of insurance is the claims paid plus the adminis

trative costs (quoted by bidder as a percent of claims paid) less interest 

earned on surpluses or reserves. We woUld, of course, agree with this. 

However, the claims paid arrount is a given factor in the specifications 

to be assurred by all bidders. As a result, we have a factor (claims paid) 

detennined by 11 assurrption 11 and a premiums quoted factor detennined by the 

bidder actuarially, i.e., by analysis and projection based on past experience. 

-10-
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The premium quoted impacts on the cost of insurance only insofar as 

the excess over cost generates surplus on which interest is earned. The 

premium is basically an actuarially estimated cost. 

Logic indicates that this rrethodology, while it may be simple, could 

encourage high premium quotes by the bidders. For example, assurre the 

following conditions: 

COMPANY A COMPANY B 

Premium (quoted by bidder) $100.00 $ 95.00 

Claims Paid (assumed per 
specifications) 80.00 80.00 

Surplus Generated $ 20.00 $ 15.00 

Administrative (retention) 
Costs (quoted by bidder) 10.00 10.00 

Reserves $ 10.00 ..L_?.OO 

Interest 10% 10% 

Interest earned on reserves $ 1.00 $ .so 

Under this rrethodology, net cost of insurance 'WOuld be: 

CCMPANY A COMPANY B 

Claims Paid $ 80.00 $ 80.00 

Administrative Costs 10.00 10.00 

Less Interest Earned on Reserves (1.00) (.50) 

Net Cost of Insurance $ 89.00 $ 89.50 

Using this fo:r:mula, Company A "WOuld be awarded the bid even though 

quoting the higher premium. 

While 1M2 understand that the premium quoted does not reflect the true 

cost to the State for insurance, we feel the options available to eval~~e 
. . -

the proposals in an equitable fashion should be closely monitored. 

-11-
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In conjunction with the bid process, we recorrrrend that State Personnel 

Division continue to refine its methodology in the evaluation and award process 

to ensure that premiums remain as low as possible, yet actuarially sound. 

By such rronitoring State Personnel Division would be satisfied that 

high or arbitrary premium quotations do not result in cost reductions through 

interest credits based on mere projections that would result in an inequitable 

bid a\va.rd. 

This step in the evaluation should be included in the fo:rmal bid analysis. 

B. Short Length of Bid Tenn Penalizes Prospective New Bidders 

State Personnel Division, in its specifications for health insurance, 

requires special service requirerrents of which the rrost costly to a potential 

new carrier v.ould be: 

(l) To establish and staff an office in Columbia, 

South Carolina; 

( 2) To provide an adequate number of WATS lines for 

use by hospitals in verifying eligibility and 

benefits of employees. Also, for the employees 

to obtain information regarding questions on claims; 

( 3) To furnish two CRI' tenninals in State Personnel 

Division's Insurance Unit Office so that claims 

records may be accessed during normal working hours; 

(4) To utilize computer equiprrent c~tible with that 

of State Personnel Division in order to update eli

gibility and claims paid reporting and validation. 

These start up costs have been estimated at between $300,000.00 to 

$500,000.00 to a potential new carrier at the present ti.Ire. The terms of 

the bid are for a maximum of three years. 

-12-
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This rreans that potential new carriers must either: 

(1) Include these costs in the administrative (retention) 

expense in their proposal and most probably price 

themselves out of the competition; or 

(2) Speculate that they will win again in three years 

and plan to amortize the costs over a period of 

more than three years in order to be canpeti ti ve. 

As a result, many potential new carriers may be reluctant to attempt 

to seriously compete for the State's business. 

We believe a more competitive arena could be created by either: 

(1) Using a rnulti-tem contract as described in Section 

11-35-2030 of the Code for a tem of the ~ of 

five years as allowed in Regulation 19-2135(D); or 

(2) By special regulation of the Board, soliciting for 

a tem of even more than five years or on an "as 

needed basis" , i.e. , a failure of the present car

rier to effectively deliver the services, or contain 

costs, etc. 

c. Participation of Other Agencies in Bid Evaluation and Award 

Since the Budget and Control Board at its March rreeting designated State 

Personnel Division the sole authority to procure the State's 60 to 70 million 

dollar a year employee insurance program which affects all state agencies, 

-we feel the expertise of other agencies could be helpful in the evaluation 

and award process. In the past, State Personnel Division has requested out

side expertise in this matter. 

We reCOJ:Tirend that at the point of bid evaluation, analysis and award 

that State Personnel Division consider inviting the following agencies to 

assist in the process: 

-13-



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

III. 

(1) The Director of General Services or his designee -

This would be valuable input due to this agency's 

experience in competitive bid processes, rranagernent 

of Insurance Reserve Funds and its responsibility 

for all state procurements and code compliance. 

( 2) The Comnissioner of the Depa.rt:rrent of Insurance 

or his designee - This would be valuable input 

due to this agency's exr;erience with rate setting 

fonnulas, actuarial rrethods, and reserve requirements. 

This would effectively increase State Personnel Division's decision making 

process and assist in ensuring that the best interest of the State is served. 

Options that Justify Consideration 

A. Independent Control Over the Health Insurance Infonna.tion System 

Presently the information necessary for eligibility inquiry and claims 

processing are controlled entirely by Blue Cross/Blue Shield of South Caro

lina. 

State Personnel Division accumulates enrollrrent and eligibility infor

mation and processes it into the Blue Cross/Blue Shield computer via the 

CRT terminals located in State Personnel Division offices. If claims infor

mation is needed, State Personnel Division must access the Blue Cross/Blue 

Shield computer during normal working hours. 

Hospitals verify eligibility of patients by accessing the Blue Cross/ 

Blue Shield computer and process claims for payment by entering the infor

mation into the Blue Cross/Blue Shield computer. This is done via CRI' 

-14-
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terminals and hookups owned by Blue Cross/Blue Shield and leased to every 

hospital statewide. 

Note that the costs related to data entry into this system are borne 

by State Personnel Division and the hospitals. 

This system, established by Blue Cross/Blue Shield mainly to accommo

date its function as the intenrediary for the Medicare program, effectively 

eliminates competition for the State Employees Health Insurance Program if 

another carrier is expected to duplicate this service. 

Therefore, in conjunction with our examination of State Personnel Divi

sion, ~ reviewed the project undertaken by the South Carolina Hospital Asso

ciation and the South Carolina Division of Research and Statistics called 

the Data Communications Network. 

Data Communications Network is an effort to establish a single switching 

network for health care providers and all payors in the State. It is projected 

to be operational in August, 1982. 

The purpose of the Data Corrmunications Network is to transmit and receive: 

- Insurance eligibility inquiries and responses. 

- Insurance claims. 

- Insurance claim responses (claim-accepted status 

messages or error messages). 

- Electronic mail. 

- Batch data input messages. 

- Policy coverage information. 

- Electronic Remittance Advice. 

Potential benefits of the Nebvork projected by the Division of Research 

and Statistics include: 

- Elimination of situations where keying occurs at a 

hospital to create a paper claim docurent, and then 

-15-
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rekeying at a payor location. 

- Elimination of paper document or computer mail

ings between hospitals and payors. 

- Elimination of claim preparation and adjudication 

in cases where a prior eligibility check would 

have indicated such claims were invalid. 

- Quicker resolution of claims due to automation 

at the provider and faster transmission of auto

mated infonnation between providers and payors. 

Data Communications Network would eliminate the following: 

(l) The costs involved in the current tenn.inal system 

which requires that hospitals enter claims infonna

tion into their ONn computer and then re-enter the 

same information into the Blue Cross/Blue Shield 

Texas Instruments terminal for claims processing. 

The cost of this data entry duplication ultimately 

becomes part of the hospital claims cost, therefore 

cost to the State and its taxpayers. 

(2) By allowing all carriers access to the system, there 

would be no need for the hospitals to maintain separate 

terT!'d.nals and train employees to interact with multi

ple on line systems for each separate payor. Such 

unnecessary costs would, as arove, becorre claims 

cost. 

(3) The removal of dependence by hospitals on Blue Cross/ 

Blue Shield's information systen1 would effectively 

create a market place where ~11 responsible carriers 

could COit""!()ete for the State Health Insurance Program. 

-16-
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The operating costs of this new system will be shared by the participating 

health care providers and carriers (developmental costs have been provided 

by governrrental grants). 

Since this system is due to be operational in August, 1982, we reconmend 

State Personnel Division closely monitor and evaluate its specific usefulness 

to the Division. The results of this evaluation should be docurrented in the 

records b! sufficient detail for future audit. 

If the review produces favorable results, we reconmend that the request 

for proposals to be solicited and awarded June 30, 1983 contain a clause re-

quiring that all information necessary for administration of the State Employees 

Health Insurance Program be transmitted through the Data Comnunications Network. 

B. State Self Administered Plan 

The administrative cost to the State for the insurance programs are 

estimated as follows: 

Blue Cross/Blue Shield - Health Insurance 
2.8% of Paid Claims (Estimated 60,000,000) 

Liberty Life - Life, Accidental Death and 
Disrremberrnent, Long Tenn Disability 
Per Bid Analysis 

Cost of Insurance Unit at State Personnel 
Division 
Per 81/82 Appropriations Act 

Total Approxima.te Gross Cost - Annual 

$1,680,000.00 

183,000.00 

323,000.00 

$2,186,000.00 

State Personnel Division partially administers the plan presently by 

handling enrollrrent, eligibility requirerrents, and collection and payrrent 

of insurance premiums. It would appear prudent to detennine what it would 

cost the State to administer the claims processing portion. 

-17-
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In the event that the Budget and Control Board reverses its p::>licy 

with respect to a state self administered plan, we recorrrrend State Personnel 

Division consider performing a study to review the possibility of a totally 

self administered plan with the following conditions ensured: 

(1) The cost for administration should be materially 

less than the purchase of these services. 

(2) The claims adjudication process should be indepen

dent of PJlitical pressures to ensure fair and 

equitable treatnent of all participants in the 

plan. 

( 3) Provision should be ITB.de for an effective cost 

containment program on health charges to the pro

gram. 

(4) The Data Communications Network produces a timely 

and effective method to confirm employee eligi

bility and for employees to get questions answered 

regarding claims answered. 

I.Ve feel the potential savings v.Duld outweigh the cost incurred for the 

study. 

IV. Written Detenninations and Findings Necessary 

Predicated on certification being granted for procurement of insurance 

and related consultants, the Code requires that the following additional 

-18-
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internal contract files for supporting dOC\JitEntation be maintained by State 

Personnel Division: 

(1) Fonn MMJ #104 (or similar doCl..Urent), Justifica

tion for Competitive Sealed Proposals - Code 

Section 11-35-1530; 

(2) Fonn MMJ #106 (or similar docurrent) , Detennina

tion Prior to Use of Multi-Tenn Contracts - Code 

Section 11-35-2030; 

(3) A contract negotiated on a cost-plus-a-percentage

of-cost basis shall be approved by the Board and 

shall be used only when a detennination sufficient 

for external audit is prepared showing that such 

a contract is likely to be less costly to the State 

than any other type - Code Section 11-35-2010. 

V. Internal Procurerrent Policies and Procedures Manual 

State Personnel Division sul::mitted a copy of its internal procurement 

policies and procedures manual, as required by Section 19-445.2005 of the 

permanent regulations, to the Materials I'.enagement Office for review 

to detennine that written internal operating procedures as outlined in the 

manual were consistent with the Consolidated Procurement Code and ensuing 

regulations. 

Our examination revealed that State Personnel Division's role in the 

procurement of insurance and related consultants was not included in this 

manual. This was due to a need for clarification by State Personnel Division 

as to exactly what role they were to assume. 

-19-
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As a result of the clarification outlined in this audit report, we 

reconmend that State Personnel Division sul:rnit a policy and procedures 

I!Bnual regarding insurance and related consultants to the Materials Manage-

rnent Office for review as soon as possible. 

VI. Contractor Audits 

Future contractual agreerrents (and current year renewals) between the 

State and insurance carriers based upon a cost-plus-a-percentage-of-cost 

payment method should specifically contain provisions allowing the audit 

and review of records and systems outlined in Section ll-35-2020, "Approval 

of Accounting System", and ll-35-2220, "Right to Audit Records". 

Section ll-35-2020. Approval of Accounting System. 
The chief procurerrent officer, the head of a pur
chasing agency or a designee of either officer may 
require that: 

(l) the proposed contractor's accounting system 
shall permit timely development of all necessary 
cost data in the fonn required by the specific con
tract type contemplated; 

( 2) the proposed contractor's accounting system 
is adequate to allocate costs in accordance with 
generally accepted accounting principles. 

* * * 

Section ll-35-2220. Right to Audit Records. (l) 
Audit of Cost or Pricing Data. All state contracts 
shall contain a clause setting forth the state's 
right at reasonable times and places to audit the 
books and records of any contractor or subcontractor 
who has submitted cost or pricing data pursuant to 
Section ll-35-1830 to the extent that such books and 
records relate to such cost or pricing data. The 
contract shall further set forth that the contractor 
or subcontractor who receives a contract, change 
order, or contract rrodification for which cost or 
pricing data is required, shall maintain such books 
and records that relate to such cost or pricing data 
for three years from the date of final payment under 
the contract, unless a shorter period is otherwise 
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authorized in writing by the chief procurement offi
cer; provided, however, that such records shall be 
retained for additional periods of time beyond this 
three-year period upon request of the chief procure
rrent officer. 

( 2) Contract Audit. The State shall be entitled 
to audit the l:x:xJks and records of a contractor or 
any subcontractor under any negotiated contract or 
subcontract other than a firm fixed-price contract 
to the extent that such l:x:xJks and records relate to 
the performance of such contract or subcontract. 
Such l:x:xJks and records shall be ITB.intained by the 
contractor for a period of three years fran the 
date of final payment under the prime contract and 
by the subcontractor for a period of three years 
from the date of final payment under the subcontract, 
unless a shorter period is otherwise authorized in 
writing by the chief procurement officer. 

In subsequent years, the Audit and Certification Section of the !1aterials 

Management Office will use these contractual clauses to assure that the con-

tractor's accounting system is accurately reflecting true cost to the State. 
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S~~y OF AUDIT CONCLUSIONS 

We have examined the procurerrent policies and procedures of the Budget 

and Control Board, State Personnel Division for the period July 1, 1976 -

February 9, 1982. As a part of our examination, we reviewed and tested 

the Division's system of internal control over procurement transactions 

to the extent we considered necessary to evaluate the procurerrent system. 

The purpose of such evaluation was to establish a basis for reliance upon 

the system of internal control to assure adherence to the Consolidated Pro

curerrent Code and state procurerrent policy. Additionally, the evaluation 

was used in determining the nature, timing, and extent of other auditing 

procedures that were necessary for developing a recommendation for certifi

cation above the $2,500.00 limit. 

The objective of internal control is to provide reasonable but not 

absolute, assurance of the safeguarding of the procurement process, and of 

the reliability of the purchasing records. The concept of reasonable assurance 

recognizes that the cost of a system of internal control should not exceed 

the benefits derived and also recognizes that the evaluation of these factors 

necessarily requires estimates and judgments by management. 

There are inherent limitations that should be recognized in considering 

the potential effectiveness of any system of internal control. In the per

formance of rrost control procedures, errors can result from misunderstanding 

of instructions, mistakes of judgment, carelessness, or other personal factors. 

Control procedures whose effectiveness depends upon segregation of duties can 

be circumvented by collusion. Similarly, control procedures can be circur:r

vented intentionally by management with respect to the execution and record

ing of transactions. Further, projection of any evaluation of internal control 
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to future period.s is subject to the risks that the procedures nay becorre 

inadequate because of changes in conditions and that the degree of com

pliance with the procedures may deteriorate. 

It should be understood that our study and evaluation of the State 

Personnel Division's system of internal control over procurement operations, 

which was nade for the purpose set forth in the first paragraph above, would 

not necessarily disclose all weaknesses in the system. 

Our review of the system of internal procurement control did, however, 

disclose the aforementioned conditions which we believe to be subject to 

improvement or other appropriate consideration. 

Under the authority described in Section 11-35-1210 of the Consolidated 

Procurement Cod.e subject to appropriate action on the above natters, we 

recommend that State Personnel Division be certified to make direct agency 

procurements as follows: 

~lr-1ENDED CERTIFICATION LIMITS 

Employee Insurance Programs 

Related Consulting Service Contracts 

Unlimited 

$35,000.00 

The $35,000.00 recommended certification limit for con

sulting services related to the insurance program would 

be for a yearly period. and, based on prior years, should 

be adequate to acquire all services needed in the in-

surance area. 

It should, of course, be understood that certification 

in either of the two areas does not exempt State Personnel 

-23-



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

from following the appropriate competitive provisions 

of the Ccxie. 

Robert W. Wilkes, Jr., C.P.A. 
Director of Audit and Certification 
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June 18, 1982 

Ms. Barbara A. McMillan, Director 
Contracts and Audit Management 
800 Dutch Square Boulevard 
Suite 150 
Columbia, South Carolina 29210 

Dear Ms. McMillan: 

Enclosed is our formal reply to the Audit and Certification Report. The 
reply addresses each of your examination results as required by your procedures. 

We have drafted procedures for the Division Procurement Manual that were 
sent to you some time ago. We would appreciate hearing from you soon as possible 
so that they can be incorporated into the Manual. 

I appreciate your recommendations and assistance in reviewing the bidding 
procedures for the insurance contracts. We look forward to working closely with 
you in the future. 

JSM/omc 

Enclosures 

Sincerely, . 

a.//~ 
~llins 

Director 



I 
I RESPONSE TO RESULTS OF EXAMINATION OF THE 

PROCUREMENT PROCEDURES USED BY THE STATE 

I PERSONNEL DIVISION IN REBIDDING INSURANCE CONTRACTS 

I I. Effectiveness and Efficiency of Present Procedures 

A. Methodology used in Award 

I We concur with the recommendation to monitor the methodology used in the 

I 
evaluation and award process and in fact have always done this as a matter of 

course. We do not feel that the methodology currently used has incurred high 

I or arbitrary premium quotations since the State group has experienced large pre-

mium increases for the past several years. 

B. Short Length of Time Penalizes Prospective New Bidders 

We concur with this proposal and will pursue a special regulation from the 

Budget and Control Board soliciting for bids on an "as needed basis." 

I C. Participation of Other Agencies in the Bid Evaluation Award 

The Division agrees with the proposal and will continue to involve other 

I agencies in the bidding process as we have been doing since the inception of the 

I 
program. 

II. Options that Justify Consideration 

I A. Independent control over the health insurance information system 

We concur in our support of the Data Communication Network that has been 

II designed and implemented by the Research and Statistics Division. We agree to 

evaluate its usefulness to the Division once it becomes operational. 

I B. State Self Administered Plan 

I The Division has researched the option several times and found it not to be 

financially feasible for the State at this time o Additionally, the Budget and 

I Control Board has directed that it not be pursued at this time. 

I 
We concur with your proposal to conduct a feasibility study should the 

Budget and Control Board directives change. 

I 
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S TAT =- 07= S OU TH CA R O LINA 

M AT ERIALS MANAGEMENT O F FI C E 
800 DUT CH SQUARE BL VD SU ITE 1S O 

COL u MB IA . SOUTH CAROL I NA 29210 

r-tr. Tony R. Ellis 
Materials !-1anagerrent Officer 
800 Dutch Square Boulevard 
Suite 150 

BUDG E"':" AND C ON TROL BOARD 
D i \ I S ION OF GE: 4ERAL. .SERVI CE S 

300 GERvAIS ST REET 

C OL U I-181A . S C 2 9201 

June 21, 1982 
B A R 8 A R A A . ~ 1 c M I L L A ~
DIC( E CTOR C O NTRA ·: TS A "-l :J 

Columbia, South Carolina 29210 

Dear Tony: 

We have reviewed the progress made by the State Personnel Division 
since the completion of our field v-xJrk on March 12, 1982, toward imple
rrenting the recormendations in our audit report covering the pericxi of 
July 1, 1976 - February 2, 1982 • 

The Audit and Certification Section observed during the review that 
State Personnel has made the proper adjustrrents or the conmitrrent to make 
the adjustrrents to correct the conditions pointed out in the audit report. 
We feel that, with the changes made, the procurerrent system's internal con
trols should be adequate to ensure that procurerrents are handled in com
pliance with the Consolidated Procurement Ccxie and ensuing regulations. 

We, therefore, reconmend the Budget and Control Board grant State 
Personnel authorization to competitively solicit and enter into contracts 
for both the health and life, accidental death, disrremberment and disability 
insurance with related consulting service contracts limited to $35,000 
annually. Additionally, prior to these insurance contracts being resolici ted, 
we recomrend the Audit and Certification Section review the procurement pro
cess and recertify State Personnel to competitively solicit these contracts. 

BAM:rrns 

Sincerely, 

~_7!/t1f!~ 
Barbara A. McMillan, Drrector 
Contracts and Audit Management 
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