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The auditor general shall conduct post audits of financial
transactions and accounts of the state and of all branches,
departments, offices, boards, commissions, agencies,
authorities and institutions of the state established by this
constitution or by law, and performance post audits thereof.

— Article IV, Section 53 of the Michigan Constitution
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The Caro Center is an inpatient psychiatric hospital that provides treatment for
adults with mental illness. The mission of the Center is to provide the highest
quality mental health services guaranteed by the Mental Health Code in a safe and

supportive environment that maximizes individual growth and a successful transition
to the community. The Center provides services for mentally ill patients from 45
counties. As of September 30, 2005, the Center had 172 patients.

Audit Objective:

To assess the effectiveness of the Center's
efforts to deliver selected patient care
services.

Audit Conclusion:

We concluded that the Center was
effective in its efforts to deliver selected
patient care services.

Material Condition:

The Center needs to perform ongoing
reviews of its patient monitoring and
security procedures to ensure the safety of
patients, staff, and other individuals
(Finding 1).

Reportable Condition:

Our audit also disclosed a reportable
condition related to criminal history
background checks (Finding 2).

Noteworthy Accomplishments:

The Center uses the Psychosocial
Rehabilitation Program (PSR) to assist in
the treatment of persons with severe or
persistent mental illness. Patients are
assigned to PSR programming based on
clinical and functional needs as assessed
by the patient and his/her treatment team.
The Joint Commission on Accreditation of
Healthcare Organizations recognized that
PSR provides a model for positive patient
outcomes.
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Audit Objective:
To assess the Center's efforts to safeguard
and efficiently use selected resources.

Audit Conclusion:

We concluded that the Center's efforts
were not effective in safeguarding and
efficiently using selected resources.



Material Conditions:

The Center had not established effective
controls over its commodity inventories
(Finding 3).

The Center had not established effective
controls over its medications (Finding 4).

The Center did not effectively complete its
biennial internal control assessment. Also,
the Center did not complete all planned
control activities and monitoring activities
before submitting its biennial internal
control assessment to the Department of
Community Health (DCH). (Finding 5)

Reportable Conditions:

Our audit also disclosed reportable
conditions related to contract
management, preventive maintenance,
procurement cards, disposal of equipment
and inventories, medication refunds and
rebates, work order monitoring, and
patients' personal property (Findings 6
through 12).
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A copy of the full report can be
obtained by calling 517.334.8050
or by visiting our Web site at:
http://audgen.michigan.gov

Audit Objective:

To assess the effectiveness of the Center's
efforts to investigate and resolve
complaints about its operations.

Audit Conclusion:

We concluded that the Center's efforts to
investigate and resolve complaints about
its operations were moderately effective.

Reportable Condition:
Our audit disclosed a reportable condition
related to complaints (Finding 13).
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Agency Response:

Our audit report includes 13 findings and
18 corresponding recommendations.
DCH's preliminary response indicated that
DCH and the Center generally agreed with
17 recommendations and disagreed with 1
recommendation.
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STATE OF MICHIGAN
OFFICE OF THE AUDITOR GENERAL
201 N. WASHINGTON SQUARE

LANSING, MICHIGAN 48913
(517) 334-8050 THOMAS H. McTAvisH, C.P.A.
FAX (517) 334-8079 AUDITOR GENERAL

November 3, 2006

Ms. Janet Olszewski, Director
Department of Community Health
Capitol View Building

Lansing, Michigan

Dear Ms. Olszewski:

This is our report on the performance audit of the Caro Center, Bureau of Hospitals,
Centers, and Forensic Mental Health Services, Department of Community Health.

This report contains our report summary; description of agency; audit objectives, scope,
and methodology and agency responses and prior audit follow-up; comments, findings,
recommendations, and agency preliminary responses; seven exhibits, presented as
supplemental information; and a glossary of acronyms and terms.

Our comments, findings, and recommendations are organized by audit objective. The
agency preliminary responses were taken from the agency's responses subsequent to
our audit fieldwork. The Michigan Compiled Laws and administrative procedures
require that the audited agency develop a formal response within 60 days after release
of the audit report.

We appreciate the courtesy and cooperation extended to us during the audit.

Sincerely,

ot 1. N Tl

Thomas H. McTavish, C.P.A.
Auditor General
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Description of Agency

The Caro Center is an inpatient psychiatric hospital, operated under the jurisdiction of
the Department of Community Health, that provides treatment for adults with mental
illness*.

The Center, located in Tuscola County, originated as the Michigan Farm Colony for
Epileptics in 1914 and has since provided services for the Department of Community
Health. In 1968, the Center was designated as a facility for individuals with
developmental disabilities* serving just four counties at that time. In 1975, the function
of the Center was broadened to include psychiatric services. In 1997, the Center
became a facility exclusively serving mentally ill patients.

The mission* of the Center is to provide the highest quality mental health services
guaranteed by the Mental Health Code in a safe and supportive environment that
maximizes individual growth and a successful transition to the community.

The Center provides services for mentally ill patients from all 15 Upper Peninsula
counties and 30 Lower Peninsula counties (see Exhibit 1). As of September 30, 2005,
the Center had the capacity to treat 240 patients. Over the last 10 fiscal years, the
Center had an average daily census of 201 patients (see Exhibit 2). The Center's
campus consists of 36 buildings, of which 4 are open residential units and 13 are
closed. Several of the closed buildings are in disrepair (see Exhibit 6).

The Center is accredited by the Joint Commission on the Accreditation of Healthcare
Organizations and is certified as a provider of inpatient psychiatric hospital services in
the Medicare* program.

For fiscal year 2004-05, the Center had operating expenditures of $37.4 million, of

which 87.3% were personnel costs (see Exhibit 3). As of September 30, 2005, the
Center had 411 employees and 172 patients.

* See glossary at end of report for definition.
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Audit Objectives, Scope, and Methodology
and Agency Responses and Prior Audit Follow-Up

Audit Objectives

Our performance audit* of the Caro Center, Bureau of Hospitals, Centers, and Forensic
Mental Health Services, Department of Community Health (DCH), had the following
objectives:

1. To assess the effectiveness* of the Center's efforts to deliver selected patient care
services.

2. To assess the Center's efforts to safeguard and efficiently* use selected resources.

3. To assess the effectiveness of the Center's efforts to investigate and resolve
complaints about its operations.

Audit Scope
Our audit scope was to examine program and other records related to selected

operational activities at the Caro Center. Our audit was conducted in accordance with
Government Auditing Standards issued by the Comptroller General of the United States
and, accordingly, included such tests of the records and such other auditing procedures
as we considered necessary in the circumstances.

Our audit was not directed toward examining clinical decisions made by Center staff
concerning patient treatment identified within a patient's individual plan of service or
expressing an opinion on those clinical decisions and, accordingly, we express no
opinion on those clinical decisions. Also, we obtained information compiled by the
Center (see Exhibits 1 through 4) that relates to our audit objectives. Our audit was not
directed toward expressing an opinion on this information and, accordingly, we express
no opinion on it.

* See glossary at end of report for definition.
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Audit Methodology

Our audit procedures, conducted from June through November 2005, included
examination of Center records and activities primarily for the period October 1, 2003
through October 31, 2005.

We conducted a preliminary review of the Center's operations. This review included
interviewing Center personnel, reviewing applicable policies and procedures and the
Mental Health Code, analyzing available data and statistics, obtaining an understanding
of the Center's management control*, and conducting limited testing of transactions.
Also, we analyzed the composition of the population (see Exhibit 4), toured the Center's
buildings, and reviewed the patients' living conditions (see Exhibit 5).

To accomplish our first objective, we reviewed DCH and Center policies and procedures
and met with Center staff to gain an understanding of the admission process and
person-centered planning*. We also reviewed recent accreditation evaluations and
examined patient files for compliance with the Mental Health Code and DCH and Center
policies. In addition, we analyzed training provided to staff with direct patient contact,
reviewed site fire safety procedures, and evaluated security staff scheduling. Further,
we reviewed the Center's records of critical incidents that occurred during the audit
period. We also reviewed criminal background histories of Center staff and the drug
testing process used by the Center.

To accomplish our second objective, we interviewed Center staff and reviewed various
DCH and Center policies and procedures. We obtained an overall understanding of and
tested controls related to inventory procedures, contract management, preventive
maintenance and work orders, personal service contracts, procurement card*
purchases, vehicle maintenance, and pharmacy practices. We reviewed equipment,
fuel, supplies and materials, and pharmacy inventories. We also reviewed inventories
in closed buildings and items transferred from the closed Northville Psychiatric Hospital.
In addition, we evaluated hiring and promotion practices for compliance with
Department of Civil Service rules and regulations. Further, we analyzed the Center's
procedures for handling discharged patients' funds, inventories, and valuables.

* See glossary at end of report for definition.
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To accomplish our third objective, we interviewed Center staff and reviewed applicable
policies and procedures. We obtained an overall understanding of and tested controls
over the Center's complaint process. We assessed the appropriateness of the Center's
complaint investigations, responses, and changes implemented as a result of concerns
or complaints related to its operations.

Agency Responses and Prior Audit Follow-Up

Our audit report includes 13 findings and 18 corresponding recommendations. DCH's
preliminary response indicated that DCH and the Center generally agreed with 17
recommendations and disagreed with 1 recommendation.

The agency preliminary response that follows each recommendation in our report was
taken from the agency's written comments and oral discussion subsequent to our audit
fieldwork. Section 18.1462 of the Michigan Compiled Laws and Department of
Management and Budget Administrative Guide procedure 1280.02 require DCH to
develop a formal response to our audit findings and recommendations within 60 days
after release of the audit report.

We released our prior performance audit of the Caro Regional Mental Health Center,
Department of Mental Health (#3930092), in July 1992. Within the scope of this audit,
we followed up 11 of the 39 prior audit recommendations. The Center complied with 8
and partially complied with 2 of the prior audit recommendations. We repeated 1 of the
prior audit recommendations in this report.

10
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COMMENTS, FINDINGS, RECOMMENDATIONS,
AND AGENCY PRELIMINARY RESPONSES
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EFFORTS TO DELIVER SELECTED
PATIENT CARE SERVICES

COMMENT

Background: Section 330.1708 of the Michigan Compiled Laws (part of the Mental
Health Code) requires that patients receive mental health services, suited to their
condition, in the least restrictive setting that is appropriate and available.

The mission of the Caro Center is to provide the highest quality services guaranteed by
the Mental Health Code in a safe and supportive environment that maximizes individual
growth and a successful transition to the community. For both calendar years 2004 and
2005, the Center had a goal directed toward improving safety.

The Center provides a wide variety of continuous care services to its patients, including
therapeutic services, clinical support, educational activities, and discharge planning.
Patient assessments are used at the time of admission to determine which care
services would benefit the patients the most.

Audit Objective: To assess the effectiveness of the Center's efforts to deliver selected
patient care services.

Conclusion: We concluded that the Center was effective in its efforts to deliver
selected patient care services. However, our audit disclosed a material condition*
related to two critical incidents involving Center patients. The Center needs to perform
ongoing reviews of its patient monitoring and security procedures to help ensure the
safety of patients, staff, and other individuals (Finding 1).

Our audit also disclosed a reportable condition* related to criminal history background
checks (Finding 2).

Noteworthy Accomplishments: The Center uses the Psychosocial Rehabilitation
Program (PSR) to assist in the treatment of persons with severe or persistent mental
illness. Patients are assigned to PSR programming based on clinical and functional
needs as assessed by the patient and his/her treatment team. PSR treatment is

* See glossary at end of report for definition.
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provided in a group setting and consists of psychiatric, medical, psychological, and
activity therapy that is programmed in 16-week cycles. These therapeutic groups are
evaluated and modified prior to the end of the cycle based on current patient population
needs and a patient satisfaction survey. The Joint Commission on Accreditation of
Healthcare Organizations recognized that PSR provides a model for positive patient
outcomes.

FINDING
1.

Critical Incidents

The Center needs to perform ongoing reviews of its patient monitoring and security
procedures to help ensure the safety of patients, staff, and other individuals.
Ongoing reviews would also help ensure that procedures are current and are being
followed by staff.

The Center operates under policy directives and operating procedures established
by the Department of Community Health (DCH) and also under requirements
specified in the Mental Health Code. These policies, procedures, and other
requirements were designed to have a positive impact on the services provided to
the Center's patients; to ensure that services are provided to patients in the least
restrictive environment; and to provide for the safety and security of the Center's
patients, staff, and other individuals. However, compliance with the policies,
procedures, and other requirements may not entirely eliminate safety and security
risks. As a result, the Center and DCH need to continually monitor and evaluate
patient-related activities to help ensure the safety and security of the Center's
patients, staff, and other individuals.

During our audit period, two critical incidents occurred that involved patients. In
May 2004, a female patient drowned while taking a bath. Center records indicated
that staff periodically checked on the patient while she was bathing, but they were
not with her the entire time. Center standards require that staff never leave
patients unattended while bathing. In June 2004, a male patient walked away from
the Center and later attacked and injured four individuals with a hammer before the
Michigan Department of State Police located and arrested him.

As a result of these critical incidents, the Center made several improvements to its
patient monitoring procedures and to its security. These improvements include
increasing the monitoring of patient movement, redefining patient ground access

13
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parameters, adding 18 outdoor lights to enhance street lighting, installing cameras
to improve visual monitoring of the Center's grounds, upgrading two-way
communication radios, and hiring two additional security guards. In addition, the
Center held a series of discussions with the community to discuss the security
measures that the Center was pursuing.

RECOMMENDATION

We recommend that the Center perform ongoing reviews of its patient monitoring
and security procedures to help ensure the safety of patients, staff, and other
individuals.

AGENCY PRELIMINARY RESPONSE

The Center certainly acknowledges that two critical and unfortunate incidents
involving patients occurred during the audit period, but it does not agree that the
incidents were related to the Center's failure to perform ongoing reviews of its
patient monitoring and security procedures as the finding suggests.

The Center informed us that its practice is to constantly review its patient
monitoring and security procedures to ensure that services are provided in a safe
and secure environment, for both patients and staff. However, the Center added
that these reviews cannot be expected to anticipate and result in procedures that
would prevent every conceivable type of adverse incident that may occur. The
Center also informed us that, as acknowledged in the report, it made several
improvements to its patient monitoring procedures and to its security as a result of
these critical incidents. Further, the Center informed us that it will continue its
current practice of performing ongoing reviews of its patient monitoring and security
procedures to help ensure the safety of patients, staff, and other individuals.

FINDING

2.

Criminal History Background Checks

The Center did not periodically update criminal history background checks of
employees who had direct contact with patients. Also, the Center did not ensure
that criminal history background checks were completed on contract providers who
had direct patient contact.

14
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Section 330.1708 of the Michigan Compiled Laws requires that mental health
services be provided in a safe, sanitary, and humane treatment environment. By
periodically updating criminal history background checks of its employees and
requiring contracted providers to do the same, the Center could better ensure that
unsuitable individuals are not allowed direct contact with its patients and that
patients are receiving services in a safe environment.

During our review, we noted that the Center conducted criminal history background
checks on individuals prior to employment. However, the Center did not
periodically complete postemployment criminal history background checks of
employees. During fiscal year 2004-05, the Center had 367 employees with direct
patient contact.

Also, the Center did not complete criminal history background checks or ensure
that checks were completed on contract providers with direct patient contact prior
to using their services. During fiscal year 2004-05, the Center used personal care
contracts to provide dental care, nursing, physical therapy, beautician, and
psychiatric services to its patients.

RECOMMENDATIONS
We recommend that the Center periodically update criminal history background
checks of employees who have direct contact with patients.

We also recommend that the Center ensure that criminal history background
checks are completed on contract providers who have direct patient contact.

AGENCY PRELIMINARY RESPONSE
The Center agreed that it did not periodically update criminal history background
checks of employees or complete criminal history background checks on contract
providers. However, the Center informed us that criminal background checks were
completed on all prospective employees and that the Center was in compliance
with all statutory requirements regarding this issue during the period covered by the
audit. The Center added that employees are also required to self-report any
criminal convictions pursuant to the DCH published Disciplinary Guidelines and
that it has implemented a process to require criminal history background checks on
all new employees and contracted providers who have direct patient contact, as
required through recently enacted legislation (Act 27, P.A. 2006). The Center
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further informed us that, in conjunction with DCH, it will develop a standard policy
to address criminal history background checks that comply with statutory,
regulatory, and/or official DCH policy.

EFFORTS TO SAFEGUARD AND
EFFICIENTLY USE SELECTED RESOURCES

COMMENT
Audit Objective: To assess the Center's efforts to safeguard and efficiently use
selected resources.

Conclusion: We concluded that the Center's efforts were not effective in
safeguarding and efficiently using selected resources. Our audit disclosed three
material conditions. The Center had not established effective controls over its
commodity inventories (Finding 3). Also, the Center had not established effective
controls over its medications (Finding 4). In addition, the Center did not effectively
complete its biennial internal control assessment. Also, the Center did not complete all
planned control activities* and monitoring activities* before submitting its biennial
internal control assessment to DCH (Finding 5).

Our audit also disclosed reportable conditions related to contract management,
preventive maintenance, procurement cards, disposal of equipment and inventories,
medication refunds and rebates, work order monitoring, and patients' personal property
(Findings 6 through 12).

FINDING

3. Controls Over Commodity Inventories
The Center had not established effective controls over its commodity inventories.
As a result, the Center had not recorded balances for all commodity inventories
and thus could not account for all commodity inventories on hand or ensure that
commodity inventories were properly controlled and safeguarded.

* See glossary at end of report for definition.
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The Center operates a warehouse that stocks hundreds of commodities for use at
the Center, including food, cleaning supplies, maintenance supplies and materials,
patient clothing and toiletries, furniture, and various pieces of equipment. During
fiscal year 2004-05, the Center expended $426,300 on food items and
approximately $1.3 million on other commaodities used at the Center.

Our review of the Center's controls over its various inventories disclosed:

a. The Center did not use an inventory system to track most food, supplies,
materials, and equipment inventory levels. Also, the Center did not conduct
annual inventories of food, supplies, materials, and equipment.

Chapter 12 of the State of Michigan Financial Management Guide requires
agencies (such as the Center) to establish and maintain a supplies and
materials inventory control program. Chapter 12 also requires agencies to
verify the accuracy of inventory systems by conducting an annual physical
inventory of randomly selected portions of their inventories.

b. The Center had not developed written inventory policies and procedures.
Written inventory policies and procedures help ensure that employees have
detailed knowledge of their responsibilities related to inventory operations.
Also, written inventory policies and procedures minimize the disruptive impact
and training costs associated with employee turnover.

c. The Center did not complete food production work sheets to ensure that food
items forwarded to kitchens were actually prepared. Also, Center staff did not
sign requisition orders at the time of delivery to verify that food quantities
received by kitchens equaled food quantities that the Center's warehouse
forwarded. For example, during our review of food service operations for one
of the Center's residential units, we observed Center staff signing several food
requisition sheets for prior days' deliveries.

d. The Center's maintenance staff did not maintain accurate tool inventory
listings. We inventoried the tools assigned to 3 maintenance staff at the
Center and could not locate 15 (18.3%) of the 82 tools that the Center's
records indicated had been assigned to the staff. Missing tools included a
hammer, screwdrivers, and wrenches. In addition, we located 48 tools that the
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Center had not listed and 10 additional tools that maintenance staff reported
were their personal tools.

e. The Center did not document the distribution of items transferred from other
State-operated facilities. In addition, the Center did not tag items transferred
from other DCH facilities with a unique identification number.

According to the Center's records, it received 816 items from the Northville
Psychiatric Hospital after that facility closed. We attempted to locate 21 of
these items; however, because the Center did not create documentation
identifying the movement of these items or tag items to assist with the positive
identification, we were able to locate only 2 (9.5%) of the items.

f.  The Center did not control supplies and materials used by maintenance staff.
In completion of their duties, Center maintenance staff used various supplies
and materials to complete necessary repairs. Maintenance staff had
unsupervised access to a wide variety of supplies and materials for which the
Center had not established an inventory tracking system. Also, the Center did
not require maintenance staff to account for or report the amount of supplies
and materials used in repairs. Therefore, the Center cannot ensure that some
supplies and materials were used for repairs to State property.

Effective controls are necessary to help ensure that inventories are properly
controlled and safeguarded and to ensure the efficient use of limited State
resources.

RECOMMENDATION

We recommend that the Center establish effective controls over its commodity
inventories.

AGENCY PRELIMINARY RESPONSE
The Center agreed with the finding and the corresponding recommendation. The
Center informed us that an inventory system will be developed with annual random
physical inventories of selected commodities, written inventory policies and
procedures will be developed, food production work sheets will be completed
providing assurance that food items forwarded to kitchens were actually prepared,
requisition orders will be signed by staff at the time food is delivered, procedures
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will be developed to document the distribution of items received from other
facilities, and controls will be put in place to monitor supplies and materials used by
maintenance staff. The Center added that the controls to be implemented will
weigh the potential benefit to be gained against the cost of implementing the
control.

FINDING

4.  Controls Over Medications
The Center had not established effective controls over its medications. As a result,
the Center could not verify the inventory levels of its noncontrolled substances, did
not have adequate safeguards over its controlled substances, and could not ensure
that its drug formulary* identified all medications used at the Center.

To accommodate patients’ medication needs, the Center operates an on-site
pharmacy that orders, receives, and stocks hundreds of different prescription and
over-the-counter medications. During fiscal year 2004-05, the Center's medication
purchases totaled approximately $2 million. Our review of the Center's controls
over these medications disclosed:

a. The Center did not maintain an inventory control program for its noncontrolled
substances even though these medications accounted for most of its annual
medication expenses. Without such a program, the Center could not properly
account for the noncontrolled substances it purchased. During fiscal year
2004-05, the Center expended $1.95 million on noncontrolled substances.

b. The Center did not maintain an appropriate separation of duties to ensure
effective control over its controlled substances. The same individual who
ordered and received controlled substances for the Center also maintained the
perpetual inventory* records and physically inventoried the controlled
substances. At a minimum, the Center should separate the ordering and
receiving functions and have staff who are not involved with recordkeeping
physically inventory the controlled substances. Our review did not disclose

* See glossary at end of report for definition.
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any errors or variances in the Center's records. However, without a proper
separation of duties, Center staff could misappropriate controlled substances
and then alter the related inventory records.

c. The Center's drug formulary did not identify all medications used at the
Center. The Center's pharmacy standards require the pharmacy department
to maintain and keep current a drug formulary system that includes an
approved list of drugs for use. Our review of 13 medications stocked by the
Center disclosed that the Center did not list 5 (38.5%) of the medications
within its drug formulary. Center staff informed us that the Center had not
updated the drug formulary since June 2004.

RECOMMENDATION
We recommend that the Center establish effective controls over its medications,
including maintaining an inventory control program for its noncontrolled
substances, providing adequate safeguards over its controlled substances, and
ensuring that its drug formulary identifies all medications used at the Center.

AGENCY PRELIMINARY RESPONSE

The Center agreed with the finding and corresponding recommendation. The
Center stated that the finding essentially reiterated the results of a DCH internal
audit that was conducted regarding pharmacy operations at all of the DCH
hospitals and centers. The Center informed us that a work group has been
established to review the issue and provide recommendations for implementing an
effective inventory control program for all of the hospitals and centers and that it
has also taken steps to ensure an appropriate separation of duties with respect to
the controlled substances. The Center also informed us that in addition to the
licensed pharmacist, a second person (a pharmacy technician) is now required to
initial and sign the invoices of all medications received from the distributor; that the
Medication Management Team has been directed to review and update the drug
formulary; and that procedures will be developed to ensure that the drug formulary
is kept current and up to date.
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FINDING
5.

Biennial Internal Control Assessment

The Center did not effectively complete its biennial internal control assessment.
Also, the Center did not complete all planned control activities and monitoring
activities before submitting its biennial internal control assessment to DCH. As a
result, the Center could not reasonably ensure that its control activities and
monitoring activities safeguarded the Center's assets, provided reliable data,
promoted operating efficiencies, or encouraged adherence to prescribed
managerial policies.

Section 18.1485 of the Michigan Compiled Laws requires the head of each
principal department to provide a biennial report on the evaluation of the principal
department's internal accounting and administrative control system. For the period
reviewed, the report shall include a description of any material inadequacy or
weakness discovered as of October 1 of the preceding year and the plans and a
time schedule for correcting the internal accounting and administrative control
system. The State Budget Director developed guidance, entitled Evaluation of
Internal Controls - A General Framework and System of Reporting, for use by
principal departments in performing and reporting upon evaluations of their internal
control systems. To complete the departmental evaluation, DCH required
individual assessable units (such as the Center) to assess their operations. DCH
provided instructions to the assessable units on how to complete these
assessments.

The Center completed its most recent biennial internal control assessment in
February 2005. Within the assessment, the Center stated that its operations
encompassed 16 significant operating functions. Examples of operating functions
include securing patient property, maintaining the physical plant, and controlling
medical supplies. An assessment of an operating function would be the review and
evaluation of the control activities and monitoring activities relating to each specific
function. Our review of the Center's assessment process disclosed:

a. The Center's assessment did not identify the specific control activities
designed to mitigate risk for portions of 5 (31.3%) operating functions. For
example, the control activities related to the medical supplies function did not
identify control activities related to the separation of duties of pharmacy staff,
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development of a perpetual inventory system for noncontrolled substances, or
periodic audits of the drug formulary.

b. The Center's assessment did not determine if specific control activities
adequately reduced the risks associated with the related operating functions.
DCH instructions require the assessable units to state if the control activities
are adequate to reduce risk. The Center did not complete this task for any of
the 72 activities identified.

c. The Center's assessment activities did not identify material weaknesses in the
internal controls of 2 (12.5%) of its significant operating functions that were
included in its biennial internal control assessment. During the course of our
audit, we identified material weaknesses in the Center's internal controls over
inventories and medications. These material control weaknesses were not
identified during the Center's biennial internal control assessment process.

d. The Center did not complete 12 (16.7%) of the 72 control activities or 16
(17.0%) of the 94 monitoring activities identified within the assessment.

RECOMMENDATIONS

We recommend that the Center effectively complete its biennial internal control
assessment.

We also recommend that the Center complete all planned control activities and
monitoring activities before submitting its biennial internal control assessment to
DCH.

AGENCY PRELIMINARY RESPONSE

The Center agreed with the finding and both recommendations. The Center
informed us that the assessment for the next reporting period will identify specific
control activities, include a conclusion whether the control activities are adequate,
and will include a plan of correction for any material weaknesses that may be
identified. In addition, the Center informed us that it will take steps to ensure that
the control activities and monitoring activities identified in the assessment are
actually being performed.
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FINDING
6.

Contract Management

The Center did not ensure that contractors obtained required permits, signed
working condition statements, or documented that they had appropriate insurance
coverage prior to beginning work at the Center. As a result, the Center could not
ensure that the work performed by these contractors was in accordance with
construction laws, that the work was done in compliance with safety standards
established by the Center, or that these contractors had appropriate liability
insurance to protect the Center and the State from potentially costly and damaging
claims.

The Center was responsible for managing various construction projects and
inspection activities completed by contractors at the Center. These responsibilities
included selecting the contractors, approving the projects' or inspections' costs,
verifying that contractors obtained the proper permits, verifying insurance
requirements, and monitoring work progress.

We reviewed the Center's records of 13 contractors that were involved with 35
construction projects or inspection activities totaling $255,351 during fiscal years
2003-04 and 2004-05. We noted:

a. The Center did not verify that 8 contractors who completed 24 construction
projects obtained the required permits. In addition, Center staff could not
identify which of those 24 projects required permits from governmental
licensing agencies.

b. The Center could not provide documentation to support that all contractors
signed the statement of working conditions for the Center prior to beginning
on-site work. Center policy requires contractors and contractors' employees to
sign this statement, which outlines the Center's safety rules for working on
site. Of the 13 contractors, 11 worked on site at the Center. We noted that
the Center did not have signed statements on file for 6 (54.5%) of the 11
contractors.

c. The Center did not ensure that contractors had appropriate insurance
coverage prior to beginning work at the Center. The Department of
Management and Budget (DMB) requires State agencies to assess the risks
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related to each work project and then ensure that the contractor provides
documentation of required insurance. For example:

(1) Contract or purchasing language for 19 (54.3%) of the 35 work projects
did not contain insurance requirements.

(2) The Center did not have proof of insurance on file for 12 (92.3%) of 13
contractors reviewed.

Center staff stated that it had not been the Center's practice to confirm that
contractors obtained required permits or to verify that contractors had appropriate
insurance coverage prior to starting work on site.

RECOMMENDATION
We recommend that the Center ensure that contractors obtain required permits,
sign working condition statements, and document that they have appropriate
insurance coverage prior to beginning work at the Center.

AGENCY PRELIMINARY RESPONSE

The Center agreed with the finding and corresponding recommendation. The
Center informed us that procedures have been implemented that will require
contractors to provide copies of all of the required documents when purchase
agreements are processed. In addition, the Center informed us that a form letter
will be sent to all current vendors requiring that they provide the Center with copies
of all of the required documents and a notation will be attached to each purchase
as a reminder to ensure that vendors provide the Center with the required
information.

FINDING

7. Preventive Maintenance
The Center did not conduct all of the preventive maintenance inspections required
by its preventive maintenance plan. Also, the Center did not include all equipment
and systems requiring routine maintenance in its preventive maintenance plan. As
a result, the Center could not ensure that all equipment and systems were properly
maintained, functioning correctly, or safe for usage.
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The Center has established a preventive maintenance plan that includes schedules
for inspecting the Center's equipment and conducting various inspections and tests
of its mechanical, electrical, security, and plumbing systems. Each month, the
Center provides the maintenance staff with a schedule of inspections due to be
completed during the month to allow the staff to prioritize the inspections
accordingly.

To determine if the Center completed required preventive maintenance
inspections, we reviewed various preventive maintenance activities of the Center.
Our review disclosed:

a. During the period January 1, 2004 through May 31, 2005, the Center did not
complete 43 (45.3%) of 95 monthly and 37 (11.5%) of 321 weekly preventive
maintenance inspections required at the Center's power plant.

b. During the period August 1, 2004 through July 31, 2005, the Center did not
complete 15 (12.4%) of 121 preventive maintenance inspections related to 40
preventive maintenance tasks associated with equipment and systems that
are located in other Center buildings.

c. The Center did not inspect respirators used by maintenance staff on a monthly
basis. The Center's respiratory program procedures require monthly
inspections for both atmosphere-supplying and emergency use respirators.
We could not identify the date that the Center last inspected these respirators.

We also reviewed the preventive maintenance plan to determine if all equipment
and systems requiring routine maintenance were included in the plan. We noted
that the preventive maintenance plan did not include 3 active pumps (used to
circulate steam for heating) in Cottage 27 and 2 active pumps in the administration
building. Maintenance staff informed us that the Center should include these
pumps in the preventive maintenance plan. In addition, the preventive
maintenance plan had 19 items listed as inactive that maintenance staff were
inspecting. Maintenance staff stated that the equipment listed was active and
should be inspected.

The completion of all scheduled preventive maintenance inspections is necessary
to reduce the risk of equipment or system failures. Also, these inspections may
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help the Center identify potential safety and security hazards to patients, staff, and
visitors.

RECOMMENDATIONS

We recommend that the Center conduct preventive maintenance inspections as
required by its preventive maintenance plan.

We also recommend that the Center include all equipment and systems requiring
routine maintenance in its preventive maintenance plan.

AGENCY PRELIMINARY RESPONSE

The Center agreed with the finding and both recommendations. The Center
informed us that it has met with the individuals responsible for completing the
monthly and weekly preventive maintenance inspections of the Center's power
plant to stress the importance of completing all of the required inspections and that
an internal monitoring system will be developed to track and monitor these
inspections. The Center added that maintenance staff will be directed to perform
a comprehensive review of all equipment to identify inactive equipment that does
not need to be inspected or perhaps active equipment that has been improperly
designated as inactive.

FINDING

8.

Procurement Cards

The Center did not effectively monitor procurement card transactions to ensure that
purchases were in compliance with applicable laws, regulations, and other
requirements. Insufficient monitoring of procurement card transactions increases
the risk that errors and irregularities could occur without the Center detecting and
correcting them in a timely manner.

Authorized individuals may use procurement cards for the purchase of goods
related to their job within designated spending limits. DMB, DCH, and the Center
have issued policies and detailed procedures governing the use of procurement
cards to help prevent and detect any misuse or abuse of the cards.

As of June 2005, the Center had 8 active procurement cards. For the period
October 1, 2003 through June 20, 2005, the Center's purchasing card activity
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totaled $278,880, with an average of 110 transactions per month. We reviewed 91
transactions totaling $15,550 for this period. For 55 (60.4%) of the transactions,
Center staff failed to enforce one or more of the required controls. Our review
disclosed:

a. The Center did not have itemized receipts for 14 (15.4%) transactions totaling
$1,220. The Center's procurement card procedures require that cardholders
retain itemized receipts to support purchases. Without supporting
documentation, the Center could not ensure that these purchases were for
legitimate business purposes.

b. Cardholders did not record 41 (45.1%) transactions on procurement card logs.
The Center's procurement card procedures require cardholders to record
purchases on these logs. Without this recording, the Center could not properly
account for all purchases.

c. Cardholders did not reconcile 43 (47.3%) transactions to billing information.
The Center's procurement card procedures require cardholders to reconcile
billings with procurement card logs, invoices, and packing and charge slips.
Reconciling procurement activities would help the Center ensure that vendors
correctly billed and shipped purchases.

d. Supervisors did not perform detailed reviews of procurement card purchases
made by staff. For 45 (49.5%) transactions, there was no indication that
supervisors reviewed the procurement card purchases. The Center's
procurement card procedures require the cardholder's supervisor to review
billing information and authorize payment on a biweekly basis. Timely review
of procurement card transactions could identify misuse of the cards.

e. Cardholders incorrectly used procurement cards for 15 (16.5%) transactions.
These purchases included 12 transactions for the purchase of patient
prescriptions and 1 transaction for the purchase of another item available
through a Statewide contract. DMB and DCH procedures state that
cardholders are prohibited from using procurement cards for these types of
transactions.
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f.  The Center did not obtain receipts signed by the cardholder for 36 (39.6%) of
the transactions totaling $4,317. As a result, the Center could not provide
proof that assigned cardholders made these purchases. DMB procedures
specify that the cardholder is responsible for the security of the procurement
card. Use of the procurement card by employees other than the assigned
cardholder increases the risk of unauthorized or inappropriate purchases.

Effective monitoring of procurement card transactions would assist the Center with
ensuring that purchases are appropriate, within program guidelines, and are
properly documented.

RECOMMENDATION

We recommend that the Center effectively monitor procurement card transactions
to ensure that purchases are in compliance with applicable laws, regulations, and
other requirements.

AGENCY PRELIMINARY RESPONSE

The Center agreed with the finding and corresponding recommendation. The
Center informed us that a September 8, 2005 memorandum reminded all
cardholders that all purchases are required to have itemized receipts. The Center
also informed us that cardholders were instructed not to make purchases from
vendors that will not provide itemized receipts. In addition, the Center informed us
that it has taken steps to ensure that all transactions are recorded on the
procurement card logs; transactions are being reconciled with the billing
information; purchases receive the appropriate supervisory review; and purchases
of unauthorized items, such as prescriptions, are eliminated.

FINDING

0.

Disposal of Equipment and Inventories

The Center did not dispose of all surplus equipment and inventories in accordance
with State procedures. As a result, the Center did not efficiently use State
resources.

DMB Administrative Guide procedure 340.05 requires agencies to examine
inventories of surplus, salvage, scrap, and worthless property and to report
property that is no longer required by the agency to the State Surplus Property
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