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Internal cantrols over financial transactions at . .
the Medical University of South Carolina are
not adequate to ensure that Federal and State
funds made available to the University are
properly accounted for and used for author- . L. .
‘ized purposes. ) ' . ] . ,

Specific weaknesses exist in controls over .
equipment, entertainment expensgs, and con- . X
trolled substances. These and other internal . 3

control weaknesses have existed for several .
years without effective corrective action:

The Secretary of l-‘ifg_a_p/and Human Services ' - \

should ensure that fecent actions taken or - . \
. promised by the’ University provnde proper .
accountability for Federal funding. ' 4
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/’- ; "COMPTROLLER. GENERAL'S REPORT BETTER ACCOUL(]TABI,LITY NEEDED -

s lf TO THE CHAIRMAN, SUBCQMMITTEE., AT THP MEDICAL UNIVERS%FY'
1 ON FEDERAL SPENDING PRACTICES ‘7 OF SOUTH CAROLINA - * # _

/% AND OPEN GOVERNMENT, SENATE ' .- o
i COMMITTEE ON,GOV?RNMENTAL AFFAIRS
;«’?, o . \ .
"*‘; ° /'b
7/ N EST '
/;}?” - A _Q_I__Cj____’_ ) ' . )
'?l : In an-@gdust_l4, 1980, letter, the Chairman, Sub-
€ on Federal:*Spending Practices and Open

- committ
. ) : Government, Senate Committee on Governmental Af+
) ( '\ fairs, requested GAO to address any report on :
its ongoing review of selected financialetrans-
. actions at the Medical- University of South Garo-
- lina to that Subcommittée. (See app. I.)
! ¥ V. '

- GAO'sreview addressed allegations involving

4 - >
\

‘~--mismanagement of financial respurces at the

[ - H

. University, > ‘ T u
—-limited adtion to correct khewn problems, and ‘ C!

- - ,0‘-' ’ -
' A~-limited Federal aﬁa State monitoring eiforts.
. Specific proﬁlemsrwere noted in each of these
4 ., areas and corrective action is needed to ensure -
! that Federal and State funds will be properly
accounted. for and used for authorized purposes. .

MISMANAGEMENT: OF FINANCIAL ‘
RESOURCES . - : . —
€ ‘ ) Internal,g?%trols in place at. the University are -
.- inadequatet to ensure that Federal and State- funds
made available to the University are properly ac-
. '~ counted for and used for the purposes intended.
As a'result of allegatiohn§ of mismanagement, GAO /
i reviewed financial transactions involving equip-.
y ment, entertainment;, and controlled substances :
and noted problems in all three areas. .
/" . ﬁ%tailéd records for equipmént‘pﬁxsgased g§>the :
. . ,University“under two projects funde . in part, -
. . by the Department of Health and HumanJServices,/)}@
- 4/ - (formerly the Department of Health, Education, v
o “) and Welfare) could not show the location, need, .
" : or usé of that equipment. Equipment purchased®™ '@ - -
. /Cuqdef thesé two projects totalé&d about $2 mil- )
. ‘lion., At the time of GAQ"s review, $322,000 of.
. i {a that .equipment<-or }5 percent--could not ‘Be
- 7 - ‘ } , \ AFMD-81-32
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. related activities. - P

.entertainment}

ﬂitions,

© July~ TR 19723

- located, was reported as stolen, was unused:
Other equipment valued at $216,000 was being
used outside the grant-supported area, and equip-
ment valued at $562,500 had been purchased w1th-\
out Federal, approval. (See’ py 3.) . \ T
As a result of inadequate criteria and'policies
for incurring entertainment expenses and account- .- 3
1ng for sylch costs, it was difficult to deter-. o sl
mine the total amount spent on entertainment- 3L
yments Yw ‘made to . < ’
vendors such as restaurants,and hotels, as well >
as to University employees to reimburse then “for -
similar charges. In ad ition, me\departmen?s .
requisitioned entertain ent- type services from ) Cer
t Univer31tx s own fdéod service. Cdsts in—*- ‘
cu¥red as a result of -each type of” procurement
were not accumulated in an ‘entertainment account
but were spread*over several different accounts
and wexe therefore not readily identrfiable as, ' .
A number of questions were raiged
about whether the costs incuryed were excessive
or represented perquisites to University employ-
ees which appear to be prohibited -by State law. g
(See p. 6.) - \ - ;yf .

v : ' ' ’ - .
Safeguards over controlled substanCes could not S j(
ensure that (1).drugs are properly dispensed and’’

E recorded and (2) those drugs returned to the . -

harmacy for disposal are properly,accounteﬁ foro .

(See p. 8.) o ‘ _ \
LIMITED ACTION TO CORRECT s T Lo
KNOWN PROBLEMS . T » ’

' . * Ty

Rl

The problems GAO noted In this review afe;;pt~g\
new to the Universi’y s administration. (TWe ~

'Univer31ty was first advised of ,serious weak-
" nesses in financ1al management controls as far

back-as 1972. o , . .
For example, beginning .in 1972 the independent
public accountant \for. the University has noted

a’ number of managehjent weaknesses in control over
,property. ‘In 1973\he recommeﬁézd that the' ad-
ministration develaq  ac complete property system
to Ldentify and bag equipment and to record ad-
deletions,.and transfers. S

o
A report'by the State Auditor for the‘period .
through June 30, 1974, identified

b .
- . Y
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several areas that represented weaknesses in
" managerial control,and that did not comply with
either State TIaw Or administrative policy. Rec-.
ommendations were made to improve internal audit,
- data processing, purchasing procedures and poli-
cies,  inventories, and property control. The
. -same basic problems identified by the State
- Auditor in(1974 relating to inadequate control

overy equipment still exist. In addition, the .

“*University has not developed an effective inter-

—— '

nal audit capability. (See p. 11.) .

-A report issued by the State of South Carolina
Legislative Audit Council ‘in March 1979 cited a
need ‘for more aécountability and better manage-
ment' principles. The'Council reported a I'ack of
adequate action te correct Uni ersity MAnagement
weaknesses identified in the past. (See p. 12.)

In May 1979, the State Bureau of Drug Control
inspected safeguards over,controlled substances

‘ and reported serious deficiencies and violatigns
of controlled supstances regulations.

The Universify has not, until receﬁ%ly, takén \\\\

effective action *o résolve the' problems. How- .
ever, subsequent the GAO review, the Univer-

_sity did provide allisting of positive actions

" -taken or to be taken with regard to the issues .
raised by GAO as well as by other groups main- '
taining its activities. It is too early to -
assess whether the revised policies and proce~
dures.will resoelve the problems if effectively

- .

implemented. (See app. I1.) .

\

LIMITED FEDERAL AND STATE ‘ '
MONITORING ' L

External controls, including ‘poth %eagial and

b

State audits-have'bqgn too limited.and infrequent

\tgs(l) monitor the University's' use &f public
" ,resouyces, (2) assess the University's,qccogptd-
//Eélity for-Federal and State funds, and (3)”as-

sure corrective action on problems previous
».identified. : ST ST - .

During’the period fiscal 1971 through 1979, the
only comprehendgive Federal audit was, made by the
Department of Health‘and Human Services fqr. the
period July 1, 1970, tﬁfough June 30, 1973,

(See p. 104) & - * T, - c

Tear Sheet . .o ' ' - T .

3

LS




»

REQOMMENDATIdNér . ¢

Durirg this same period the State Auditor also

- .made a comprehensive audit for the period fis- -

cal 1973 through 1974%° (See p. 11.)

- - -

in view of the recognized weaknesses in internal
controls that have existed at. the - ‘University ‘for
a long time and in view of the lack’ of any re-
cent Departmerit audit, GAO regommends that the
Secretary of.Health and Human Sefvices make any
further “Federal funding cohtingent upon a' satis-
factory show1ng by the University that correc-
tive action has been ta®en to ensure that 1nter-
nal controls are adeguate. to ensure propé? )
accountability. )

.o
.

GAO also recommen&s that the Secretary determine
whether recovery should b& made for that portion ,
of the equlpment which (1) was purchased without
Federal approval, (2) cannot’be located, (3) is
not being. used, and (4) is being used out51de

theé grant-supported arka.

-

AGENCY COMMENTS - . $ < -,

The Department concurred with both recommenéa-
tions and plans to visit the University to dei

- teqmlne the\actxon needed. (See app. III. )

H

The Unlver31ty provided a list of actlons already

.taken or being taken to address the problems 1denn,

tified. (See app. 1IV.) . e
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CHAPTER 1 - B

N . ! <INTRODUCT ION . '

, . . .
. gign an August .14, 1980, letter, the Chairman, Subcommittee on
. Fedefal Spending Practices and Open Government, Senate Committee on
Governmental Affairs, requestéd that we' direct any ‘teport from our
then ongoing review at the Meaicdl,Univgrsity of South Carolina to
that,Subcommittee. Our review was initiated in response to allega-
. tions our Special Task Force for the Prevention of Fraud and Abuse
received. These allegations concerned mismanagement.of financial
"* resources, limited ac:é9n to correct major problems previously
"identified, and limit State and Federal monitoring efforts. :
/ _ N
: sThe M%dical University of South Carolina is‘a“State-su%ported
university. In addition to apnual Stadte appropriations, the Uni-
versity receives revenues from Federal grant$ and, contracts, as well .
as revenues from sales and services of the various departments. o
. . ' \ &
‘ For the* period June 30, 1974, to June 30, 1979-1the latest
vear for which financial reports are available--Universdty reve-
‘nues increased' from $61.5 million to $108.7 million, Federal *
* funding rin the form of contracts an rants- ingcreased from $6.9
‘. million’ to $10.3 million during thisrsame iod. The following
table. shows* the relatioﬁship between Federal funding and total
revenues -for each year,

-
»

Percentage

. ‘Total Federal of' total ’ ]
~ ‘ ! i o4 !
) 1974 «"-$ 61,562,730 $ 6,921,729 o 11 )
~ 1975 77:;462+618 12,452, 247 ” 16
1976 79,984,837 11,324,154 . 14
1977 . 88,277,991 9,865,510 11
L’ ‘
.- 1978 | 96,618,077 v 8,827,711 == | 9 .
- L .
. 1979 , 108,728,426 10,308,139 9
- . ’l( 3 » ! ’ , * .
OBJECTIVES, SCOPE, AND METHODOLOGY “ "
\ ., Our primary bjeey{bes were to independently evaluate. (1) the

University's financial management practices and its use of public

“ . resources and (2) the adequacy of Federal and State efforts to moni-
tor the University's use of public.resoufcgs. Although we were
primarily -concerned with control over and accountability for red-

. eral funds, the activities we examined involved State funds as well.

’
0' ’

I | 10 S
EM\ ) 3”

Toxt Proviaed by G ¢ . -




-

We coordinhated our efforts with those of State‘audltors and
- other State offficials, who shared ogf interest in achiewing a more
comprehensive audit. We interviewsg
University and| examifhed relevant recdrds, regarding policies and
procedures to pain an understanding of the internal controls in
place.” We intgerviewed responsible officials of  the Department of
Health.and Human Services to obtain information on the extent of
Federal funding and mon1tor1ng We also interviewed State Offl—
¢clals responsible for aud1t1ng and mponitoring activities of the
Un1vers1ty - . . . . !
Our review did not include a comprehensive examination of the
us: of all Federal funds and grants involving the Un1ver$1ty We
digd, however, examine most/anlver51ty functions associated with
the use of Federal funds.” We examined internal controls over coni=
trolled substances, equipment, and entertainment- -related expensé@
purchased w1th a number of different funds.'

We made maximum use of audit reports by}Federal and South
Carolina State agencies and the University's regular certified
public accountgnts. We also reached conclusjions about the over-
all effectlvenzss.of these external auditing efforts as well as
the University's own internal aup;t efforts. .

-
~

. As part of our extended audit procedures, we obta1ned and
analyzed tne University's check disbursement listings and general

ledger computer tapes. Thesé items had been obtained initially
by the State Reorganization Commission for its use in investigat-
‘1ng the Un1vers1ty s financial management. We .made extens1ve use
of the check listings and general ledger tapes to assess the Uni-
vers1ty s controls over the purchasing of equipment .and
entertainment- related expenses.

-

For purposes of test1ng controls over equipment, our review
was limited to two construction prOJects funded by the Department
‘'of Health and Human Services.

We used the general ledger tapes to 1dent1fy vendors provid-
ing services that appeared. to be entertainment in nature.c We'used
payments to these vendors to establish a universe from which we
selected a sample, This sample was supplemented by another sample
of payments to 1nd1v1duals that did not appear on the vendor 1list.

In addltlon, we 1nterv1ewed a number of informants about al-
legatlons of improprieties at the University. State drug control
employees.assisted us ln_analy21ng safeguards over. controlled sub~
stances. . -

' 1

-

responsrble officials of the .

,/




. .. '  CHAPTER 2

Ll

BETTER’I&TERNAL CONTROLS NEEDED

N

. ;
TO AVOID MISMANAGEMENT OF FINANCIAL RESOURCES
- — — " - ,

Our review showed that intérnal controls at gpﬁfﬁhiversity are’
inadequate "to safeguard University assets and to- €énsure effective,
efficient, and economical use of inancial reSources. The internal
audit function at the University vhad ngpfﬁgen‘developed sufficiently
to aid in correcting longstanding‘groﬁiems. C .

- "/’ 3
.+ We looked specifical%xwat'contfolé'onr ‘equipment, entertain-’
ment expenses, and controlled substances and found serious weaR=~ '.*:
nesses in each case. " We also examined budget and accounting con- .
trols over certaih Fqgeral grants to the University agd‘found
several ‘problems. o : . ’

]

-

. INADEQUATE CONTRdiE OVER EQUIPMENT _ , C

.

.
P ‘y [} ‘ .

Our review o£ controls over equipment aqguireq for use, under
two- projects funded in part by the Department of Health and Human
Services showed serious weaknesses that resultéd in a failure to
effectively safeguard and use assets. . Equipment purchased under
these two projects totaled $2,084, 345, At the, time of bur audit.
we found. -« S } R .

. ) . . R B
~~equipmen? costing $286,573 could not ‘be located, .
: ' . - . '. -
--equipment costing $766-wds .reported stolen;
;?§Quipment costing $35,034 was stotred,
K ’ t * B . .

--equipment costing $562,567 had been purchased without Fed- '

eral approval, and e 7 .’

. ’ . Y ‘ - '““ . - .

--equipment costing $216,026 was being used outdide of the
Jgnapt-supported area. : : ‘ ‘ :

[}

®eny N ~

In a February 13, 1981, letter, the South Caréli@a Department
of Health and Environmental Control advised the Department af Health "
and Human Services that it assumed thg equipment costing $562,000 .

‘had- been approved. The issue is stilyﬁﬁﬁrgsolvgd: -

. - . ® o~ " . o
- We were subsequently able to locate most of the missing equip~- -
ment but equipment costing about $27,000 could still not be locaged
-and other equipment costing dbeut $30,000 was in" storage and not
being used. . ° <, ) . L

. - P N . f'k,‘

. . . P . :

We’'noted specific weaknesses that cantributed to the lack. of

control over equipment: . N
., . s ‘ R ~ "11

--Failure to'mainta%n dccurate detailed property records showe

ing correct’ location and use. of equipment; J ’

.
* - v
N .

<

\ . Ao
' . ) J

-




- [ :
--Failure to accurately record adﬁitiopsr deletions, and
transfers ‘between departments. — -
~-Failure to take a periodic pﬁysical inventory to verify
the detailed property records and reconcile them with*thg
general ledger balances. .

L]

. As a result of poor controls over the equipment inventory,
" £he University was unable either o effectively determine the
availability-of equipment and existing needs or to.properly evalu-
ate requests for new acquisitions. .

The problems noted .in our review are not new. Despite.recurr-
ing identififcation of similar prablems as far back as 1972, the )
University administration had not developed adequate internal con-
trols of tHe in-house staff capabilities needed te. inventory and
safeguard its major moveable équipmenht. The administratidn had
not taken-effective action to meet requirements.of State law and’
Federal’regulations concerning prudent property management. As a
result of lack of accountability, equipment was susbeptih{e to

" being lost, misplaced, or stolen., " ’ '

— ' THe fbllowing cases. demonstrate the adverse results of these

/weaknesses: . ’
-~ ~t o

-<In recent years, the University's administration deducted

an estimated $5.1 milljon from its et 'investment in equip=

ment account to compensate for unidentified equipment that

had been retired, worn out, transferr#d, or traded in. '

.

~-State auditors had difficulty locating much of the equip-
» ment.” It appears that the $tate‘auditors may disclaim an
.opinion on tlHe accuracy of equipmeﬂx\accountg because of
the condition of the records and probléms encountered with
. Cogtrols.' . . o < . e :

v *

’--Physical inventory efforts, which were ineffective before
1979, have recently documented the ihternal control weak-

" nesses\by identifying specificLequipment,coStingMabdut
$3.9 million as missing.or misplaced as of July 3, 1980.

. As of October 1980, the University's efforts had reduced
the amount to about $3.3 million. This included lost or
miasizg equipment costing about $2.5 miilion and equipment

g9

... costifig about $860,000 which had.been disposed of, traded,
'so0ld, . stolen, or transferred as early-as 1974.
-~Inventory also identified equipment, with an estimated.cost .
-of $4.4 million, as on. hand without. updated irnventory con- =
trol records to identify the items or their locatidn. Some
of these items may be part Qf the $3.3 million discussed
above. ,




o

--Additional equipment, costing over $300,000 and purchased
under various construction projects--including several .fed-
eraily funded. projects-~-had not been located. University
officials have advised that all but §$7, 009 of this has. been
located. )

. e lack of effective periodic physical inven}ories and in-
addquate internal controls can ‘adversely affect the reasonableness '
and accuracy of equipment- related costs used for financial state-
ment purposes.

>

. We believe that the Department of Health and Human Services,

as the cognizant Federal audit agency, should look at the use of

equipment purchased with Federal funds in an effort to determine”
whether recovery should be made for equipment that (1) was ‘pur- -
chaseh without Federal approval, (2) cannot be ‘located, (3) is ‘
being stored without use, or (4) is be1ng used outs1de'the grant- *

' supported area.

-

University taklng actlon o ——— »
. T\\

R i
In response 0 our review ‘of property management, the Unlver-

sity advised us they were taking steps to
\

[

--estabzz%h an objective of developlng a model property man-
agement system that would meet all ‘State and Federal re- "
qu tements; i e

. (I

‘~-expedite reconc111atlon of the physical 1nventory and flnan—
cial property recprds by February 28, 198l~ ‘ .

--improve detailed property records to meet Federal require-
ments for information on cost, the percentage of Federal
participation; and utilization;

--expedite by more than 1 year the process of obtaining equlp-
ment utlllzatlon information: >
—-improve‘the physical security of equipment:
- - +

--increase control over interdepartmental equipmént transfers;

--obtain Federal approval of equipment transfers to other de- .
partment's and outs1@e organlzatlogs-

P

--locate and 1d:ﬁt1fy equipment charged to thg phys1cal plant
. for custodlan ip: . .
. 1Y
--analyze ‘and clarlfy the records of equipment cons1ﬂered lost,
mlaplaced, retired, or transferred;

N -
0

--revise equipment and property policies to éssureuannual phys-
ical inventories and otheyr internal controls; and
N ‘ ~
» --gtrengthen controls over major equipment purchases.
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WEAK CONTROLS RESULT.IN QUESTIONABLE
ENTERTATNMENT EXPENSES .

AN

. Our review showed that lnternal controls over entertaipment-
related expenses'were inadequate and therefore we could not readily
identify (1) the.total costs incurred for such puirposes, (2) whether
the payments' were justifiable, and (3) whether*®the amounts paid were
reasonable. We sampled-90 payments that appeared to have been for
entertainment purposes and found that 54 of these payments were, in
fact, for entertainment. In 48 of these 54 cases seribus doubts
_exist about whether the cost was a valid expense to be charged to
_ the Universif¥,. whether the amounts paid ‘were reasonable, and -

whether ‘the disbursementéwas prgperly authorized and supported.

°n
[N

It was dimpossible toxgetermine the total cost incurred for
entertainment "expenses*because weaknesses in atcounting controls
permitted entertainment costs to be accounted for in several dif-

ferent expense accounts rather than in an established entertainment °

account. Many of the expense accounts charged were not readily

1dent1f1able as enter'tainment accounts. For example, some of the
acaounts charged weré other contractual services, supplles, con-
_ference costs,- and other supplles.

)

g, Entertainment expenses could. be 1ncurred in any one of threg
ways. The University could directly pay a vendor suckas a hotel,
. restaurant, caterer, or resort. Employees could be pald and they
would then. pay the vendor, or employees could be reimbursed for
costs they incurred. Entertainment .services could also be procured
from the University's own food servige.. Under each of these meth-
ods,*§pproved purchase requ1s1tlons were required in advance of
the procurement. However, our review showed that this requ1rement
wag not always met, and the fact that entertainment services were
obtained in three separate ways without always obtaining prior ap-
proval compounded the, problem by misclassifying the expenditures
in several different accounts.. % P '

Our sample identified 48 payments, totallng $7,180. 98, as
questionable:

’
.

"=-25 payments represented perquisites to employees, which -
appear to be prohibited by State law: Some-of.these pay-
ments were for luncheons, dinners,~part1es, and events at
hotels, 1nns' and restaurants in the Charleston area.

--11 payments were questlonablefbecause they were (1) “au-
thorized and approved after the services had been provided,

. (2) daid not have an approved'purchase order, or (3) were
chargdd to the wrong 'expense cpgp.

N
S a . ’

' --12 payments did not have sufficent documentatich in the o
. vendor package to determine the allowability of the expense.
e ‘ ‘ . . . .
, | . -

.
2’ r - s ' &
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For example, a $208.70 payment was made on July 31, 1979, for a
dihner meeting attended by three hospital residents and twe of
. the1r wives. According to the supportlhg voucher package,. the ¢
* purpose of this meeting was to discuss future plans. for the micro- -
vascular laboratory. The payment averaged about $42 per person, :
~ including $73 for alcoholic-beverages.' . . -,
- Between July 1, 1976, and September 30, 1979, about $5;000 ’
was paid from University funds for bulk purchases from alcoholic
beverage distributors. Although the University established a pol-
icy in Aprll 1980 which™prohibits parties to honor retirement or
other occasions, some of these questionable functions would be al--
lowable. For example, the University considers a $714 payment for -
two receptlons attended by new faculty, department chairmen, and
staff to be an allowable expense. From various sources, we were .
"able to identify 22 retirement and dinner parties, receptions, and.
similar functions costing $15,906. These functions were held be-.
tween July 1, 1976, and September 30 1979.. We noted no retirement
parties after March 1979. ; .

™

.

<
-

. In addition, payments were ‘made .for less expensive items .in-
cluding. coffee, barbecue sandwiches, groceries, and donations. ’

- The praftice of spreading entertalnment)expenses over several
expense codes precludes adequate budgeting, controlling, and re-
- porting of similar expenses. Such a procedurge also involves two
interrelated problems: incorrect and inconsistent classification
of similar expenses among several codes, and inclysion- pf dissimi-
lar expenses in the same &ode. We identified payments For identi-
cal or similar purposes charged to different expenditure codes. /
.For example, dinners for prospectlve employees were charged #o the
Supplies code in fiscal 1977, to Other Contractual- Services -in
. De%ghber 1978, and to Entertainment in March 1979. - '

-

The.Unréers;ty s practlce of charglng dlsslmllar expenses to- B
the same expense code confuses the totaE?amount ,Spent on specific
functions. This practice makes determlnlng total entertalnment
expenses difficult and has the same effect on other routlne expen-
ses. A prime example involves charges to the Other Corifractual
Services éxpense code.  The State*s Instructions cite examples " T
-« of payments that should be charged to this code including cater-
ing, janitorial services, and laundry. In fact, as described - ',
earlier, charges other than thes& were Wade to this account.

The University has 1ssueﬁ“new guidelines as of .January- 14,
1981, which identify the class codes and should. ellmlnate the,

-~ Pproblem of inconsistencies. - s, . >
Although our review clearly demonstrates that controls over
expendltures for entertainment-related expenses are 1nadequate and v

in need of improvement, we were ‘unable to determlne how much, if

M ! > v ’
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any, of the p yments.%ere made from Federal funds. However, the
interests of the State,-the Fedetal Government, and the University
are ing&xtricably tied together in carrying out the goals of the
University and \cannot.be isolated. Different levels of “government,
poth State and ederal,cshare comimon interests in the program.
Therefore, we bglieve the'accountlng system and the related, con-
trols should me&t acceptable standards -and be designed to satlsfy
both the common nd disparate accountablllty interests of each con-
tributing gouwern ental entlty. . .o .

3

3 .

Subsequent t our r601ew, the University issued new expendl—

ture poli S anuary 14, 1981, which were designed to govern
expendltu::§ﬁ§§? ntertainment,  recruitment, conference refresh-
ments!, and alcohollic beverages. These policies, if properly im=-
plemented, should porrect the control weaknesses noted during our

review.

51ty related to contfrolled substances. This included- requlsltlon-
ing, ordering,  contrglling recelpts on delivery,. accounts payable;
physical security, d spensing, and controls_ over drugs awaiting
".disposal. For. the most part we found that the University had
taken actlon in most &ll of the areas to correct weaknesses the

State Bureau of Drug ontrol 1dent1f1ed in its 1979 review. -7

s . ) 's.

nd However, we found that overall accougxablllty for controlled
substances was inadequate because pharmacy gnd nursing personnel
had@ not established and|maintained adequate’ records to verify (1)
the ‘amounts of controlléd substances. awaiting dtsposal and (2) the
adminjstration of contrqglled subgtances to hospital patients.

J .

" When nursing.stations return drugs to‘'the pharmacy for dis-
posal because of spoilage or partial use, good internal control re-
quires that a separate record be maintaihed to verlfy the Mmounts
disposed of. Our review showed that, although nursing stations
submitted supporting documentation to the pharmacy :when the drugs
-~ Were returneds they hormally failed to keep confirmation/copies on

file! As a result, we.were unable to verify that the druigs on -hand
in the .pharmacy awaiting dispogal were propérly accounted for and
represented all drugs that had beeh returned.- Sych. verification
is essential to providing total aCCQuntablllty and avoiding loss
through theft. The problem of verification was~compounded by theée
pharmacy's failure to properly file the supporting documentat;pnw.
controlllng each drug. : AN

Pharmacy and nursing personnel- ggnerally agreed with our find-
ing that nursing personnel normally ‘were hot-retaining copies of |
.requisition forms used to return cont olled. substances to the phar-
macy for disposal. University pollcie did not require this. How-
ever, to assdre an independent means oﬂ verifying the quantity of

\‘ 8 - | o c .

‘ i -
\ | - SR Ses

AN
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controlled substances awaiting disposal,
to requlre that the/forms be retalﬁ%d.

.

University officials agréed.
D -

. We attempted to trace controlled substances shown on requlsl—
tion forms as having been returned to the pharmacy .for dlsposal by .
.selectlng a sample of disposition sheets and comparing it with'
patlent s medical records.- In the company of the University drug
inspector, we examined 66 disposition 'sheets, which ere known to
have some™discrepancies, showing 135 doses and found that. 30 of '
the doses were not supported by entries in the medical administra--
tlon record, by nursing notes, or by any other reasonable indica-,
tiofi that the dose had been a&hlnlstered Because our sample wds
not randomly taken, annot be con51dered represéhtatlve of the

X it
"total universe. . //; .. . -,
3 i « . . . : (—

We dlscussed results of aur, sample with Uniwersity officials
"who acknowledged that any error ra is unacceptable but advised
that the rate at-the University was comparable to averages found

. at most teachlng ‘hospitals. .

ﬂ

he -~

" As a result of our audlt,

taken action ta require ret
)\ !

the University adv1sed that it has
%Ptlon of appropriate requisition forms.

P
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) CHAPTER 3

ACTION NEEDED TO CORRECT. )

' LONGSTANDING PROBLEMS IN INTERNAL CONTROLS

.

The weaknesses noted-during our review are not hew. Since
at least 1972, tHe University has been alerted to these and other
problems by its independent public accountant, its own internal
audit staff, the Staté Auditor, the StateyLegislative Audit Coun-
cil, the State Bureau of Drug Control, and the Department of Health
and Human‘Services. . ) .

Specific weaknesses in financial maﬁdéement demonstrate a neéd
for prompt action to strengthen internal éontrolé-aqd provide ac-
countability. Criticisms from vafious groups have been addressed
to almost every facet of the.University's financidl operations in-
cluding, but not limited to, ‘such.activities as ! :

--supplies ‘inventory, - _j/,vl P ) / ,

v --accounts "payable, . p

. ' ! i N
--purchasing, . N ' . . . y

--property inven;ory,"\\ ‘ T .
.,

: ' . A\ . .

--controls_over narcotics, . } .

¢ ~ ‘ AR ’ N - ' ,

. . . . . '/
--agntertainment expenses, , ’

~/ ° .

/b/ . l . . . . ! N
#-collection-activities, and - ., - e
- 4 L

--budgeting ahd funding.

Although the Univgrsity\was well aware of the problems thaf
.existed and generally concurred with. the recommendations made by

" the ,various audit groups, it failed to take effective-agtion to—

strengthen internal controls and correct all the weaknesseés-noted.
The activities of various other groups mopitoring the University
are discussed in the-following sections of. this report.

" DEPARTMENT OF HEALTH AND HUMAN ¥
SERVICES AUDIT LIMITED —_ . .

\

//T.Althougﬁ the Department of. Health an éh@n Services has audit
eﬁgpizénce for the_Universiﬁy and has made a few audits of specific
contracts, the only comprehensive audit made was for the period
*July 1, 1970, through Jtine 30, 1973. The audit report, issued dn -
Marche1975; addressed sugh issues as direct labor being charged

to grants, lgbor cost distriblition, and failure to follow estab-
‘lished trave%tsfocedures. b

A J

¢
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NEED TO' ESTABLISH EFFECTIVE .

INTERNAL. AUDIT CAPABILITY ) p . ) .
" The University's internal audit function has not been an ef-
fective means 'of improving inte?ﬁal controls primarily because the
administration has not devefbped sufficient audit capabilities.
Weaknesses include a lack of auditors, audit schedules, proctdures,”

- and formal written reporting policies. Adequate audit capabili-

ties must be developed to ensure the establishment of sound: inter-
nal controls. , » “ie .
< L ) N .

"+, As early as 1975 the University's internal audit staff re-
ported problems with.respect to general stores inventory and equip-
ment inventory.' Howevér, these reports did n make recommenda- P
tions for correcting either problem. 1In MarcgﬁiQQQ, equipment '
control was identified as a coﬁtinping problem by‘the, Legislative. .
Audit Council and was confirmed in our review. . . .- '

. g . ) e

External auditors had previousfy recommended streﬁgthening )
internal audit capabilities. ngg the State Auditor and the Uni-
versity's independent auditors m¥dé similar recommendafions. The
State Auditor's recommendations included establishing written pgo- ¢
grams and procedures, requiring. moré auditing effort ag opposed to
normal accounting work which should be done by’others,?reqqiring .
written audit reports, and ;gpg;ting_qﬁ someone other than the
Vice Président for Administration and Finance, whoyis rgsponsible,'

.

for the functions audited and the internal auditors. | ’ ,
. \ . . - .

. '
Our review confirmed the current need for tHese improvements.’
The internal audit staff' was limited to only three auditors and
their available audit time was restricted.’ In addition to their-
audit duties, they performed) work normdlly assigned ‘to accountants,
such as reconciling the bank ac¢counts, and two staff ‘members were

assigned to unrelated work. flor extensive periods..

» The internal auditors also said _they hHad no sche¥ule of au-, el
dits made or planned, no policy requiring written reports, and hor-
mally wrote only annual summary letters to the Vice President for .
Finance.. They said the policy was to notify the Vice President of
discrepancies anq/Eo make verbal recommendations. ‘

N 2

Because of ithé internal.auditing weaknesses, particularly the
absence of written reports, the Board-of Trustees, which, has ui%iF ¢
mate responsibility for\Udiyersity affairs, had .little assurance
of the University adﬁihistra;}on'g accountability, . ‘

N
N .

LIPS

- L . . q\‘z‘ .
STATE AUDITOR CITED CONTROI: WEAKNESSES . . . ,

e

The moOst recent report-the ‘State Auditor igsued as a result

' of & comprehensive audit covered the period July 1, -1972, t rough g

June 30, 1974. . This report identified several areas that r flectegd
weaknesses ‘in managerial control and'that did not qomply with State ‘
law or administrative policy. The report specifically recommended . I;
. . > » <
f . . . 3

4
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'~allowed for.State employees. THe Cou

a strong internal audit department, controls over the computer,
strict adherence to procurement proeedures, and propex control over
old and obsolete equlpment.

?
- =
-

Except for this one comprehensive-audit; the State Auditor
/has generally relied on financial audits by, a .public accountlng
. firm since 1968. Thé accouhting firm repeatedly 1dent1f1ed we
in internal control over equipment and other problems,(gﬁg v
the SfYate's own-audit identified problems in, equmeent control o

al review, and other areas.

-

— -
- .

Since 1978 the State Audltor has increased the aud1t staff .
* from 12 to 30 auditors, and"the auditors have taken steps to deal N
with some of the specific problems at thq University. 1In early .
1977, after University personnel discovered that an accounts pay-
able clerk and outside associates had embezzled $187, 000, the State
auditors reviewed contfols over disbursements and accounts payable
and identified maJor weaknesses. This led to.the, prosecution and
conviction of the perpetrators. , Coe

g .
- [ .

Just after a separate audit of the Un1vers1ty by the Leglsla—
tive Audit Council of the ‘South Carolina General Assémbly in March -
1979, the State Auditor began a review of selected aspects of Uni-
versity operatlons. As' of ‘February 1981, the State Auditor had *
not formally reported his findings. ' . ) - o

. M . . >

The State Auditor alseo has accepted responsgblllty for per-
¥ofming the University's- financial audit £or fiecat1980; "thus),
the State Auditor will replace the public accountlng firm that. has’
been used 1n the past. -

- SPECIAL STUDY BY THE.SOUTH CAROLI@?
LEGISLATIVE AUDIT COUNCIL ~

I

P

As a result Of ertaln allegations, the South Carolina Legis-
lature requested th Leglslatlve Audit Council, in September 1977,
to undertake a comprehens1ve audlt of the Unlver31ty s operatlons.
"The Ledislative Audit Counc11 identified control weaknesses -
both at the Uhiversity and in the°ab111t1és of State &gencies to,
-monitor Uni r31Q' operations. The Council reported in March 1979
that the Univar ty had been allowed total freedom in g}locating

'1ts funds, 'and i needed to be more accountable to the eneral As—-

to {correct ‘Univrsit management weaknesses identified in the past.

s

th?i(:onclu31on. }Council reported a lack, of gdequate actlon

The port also cite§ State control weaknesses over capital im-

provemerit projects, bpnd accountapility, indigent health care, safe- .

guards over controlledl substances, anglthe benefits or perqq sities
i1 subsequently repor-éd

Prs

S
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.problems in Statle’ budget and expenglture control processes which
had prevented careful consideration of State agenC1es

budget re-
.quests and control over expenditures R
S e
STATE DRUG CONTROL MONITORING ”‘ s s ,ﬁﬁfj
EFFORTS HAVE ,BEEN LIMITED g R k i

. Accordlng to, State agency reports, State efforts have not
’ been adequate to meet requirements for mohitoring the

afeguards
over controlled substances exercised by about 5,700 réélstrants,
o incruding State faAcilities such as the Medical University of South -

Carolina. In response to the Leglslatlve Audlt Counc1l s reported
firndings on.. the University's lack of control

er narcotlcs and
_other controlled substances, the State Depg Mgnt ‘of Health and
Env1ronmental Control commented that~

"Because of the vast size and record eplngﬂprOV1s1ons 2
, . attendant to ‘the larger state-owned ac1llt1es, the
Bureau has not been justifiably able :to commit the
total resources'of the Bureau to thesé'State facile
. ities for the extended period of timg that it ‘would

‘necessitate to perform a proper inspection. and.audlt."

[

a,G
The Department explalned that its Bureau of Drug Control'em~
ployed only eight 1nspectors to make about 750 13spect1qps annu-
lly, coverlng 5,700 controlled substances %eglstrants. .
\\ XD .The Bureau acknowledged "that 1t nnot_.meet its statutéry
‘. ‘andate' to enforce inspection and augit portaons of the South
Carolina Controlled ‘Substances Act apfd to inspect each registrant- .
not less than once every 3 years. he Bureau stated s1mply that

, the Géneral Assembly had not provided sufflcient igpds to carry
out' the statutory manrdate. .. o
Y .

4

<
'
4

\ g

to the Legislative Audit Council's March 1979 audlt*repo-

:;i 1nspectlon feport states that AN AV AR ’
] ~ - ' . 2 . ) ] % R -
"k % * the def1c1enc1es and violatton (of conbrolled 1; -
.. 'substances regulat}ons)lare as serious or are more . 3 -
‘"  serious than those for which other reglstrants have -« A

i _been crimj ally proseCuted or haye suffered suspen—“°‘

sion of controlled Substances reglstratlons." ’ Lo

» " ‘ °
. However, the Buréau reported that’ suspendlng the Uaners1ty“s reg-

Lstratlon would not be in the public interest.

'_ - -
.

~  NEED FOR (\CTION TO IMPROVE. ACCOUNTABILITY AR ) \* \7“
‘ FOR USING@BLIC RESOURCES ‘ . S ] .
) . Despite “valid audit recommendatlons, the’ Un1vers1ty admjinis-
tration has not, tintil recently, effectlvely resorved longst ndlng .
: ! . ' ° , . \ K N
2 ’ ' O ‘_, "
F S : y N ' ‘e - 13\/ \
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problems. The University delayed 1mplementing recommendatlons to
develop an effective property control system« necessary to account

* for major ‘moveable equipment., The recommendatjions wqre made as
early as 1972 and as l'ate as 1979 by 1ndependent audltors} ther
State Auditor, and the Legislative Audit Council. The ‘Council's_
March 1979 repont cited ‘the lack of emphasis by high level manage—
.ment as one reason for its finding ,that much of the equlpment in
a sample-test was not adequately controlled "and could not be lo-

- cated. Our review confirmed that ‘the Unlver31t had been very slow
to accept responsibility and accountabllrgy f moveable'equipment
because th¢ administration had not , ’ T

L . 'y
——develop°d 1nrhouse capab111t1es needed for adequate inven-
tory. and financial control of all-equipment, including items
purchaged in part w1th Federal funds;
~~conducted a complete physical inventory of major moveable
" equipment, and reconciledjthe results; .
, --established adequate controls Qver purchasing and account-
\ ing for equipment additions and deletions; « . -, :
' --established safeguards to protect equipment from loﬁs,
theft, and improper use, and - .

v

--established eontrols to assure that equipment purchased with
Federal funds was needed and remained in the grant-supported.

area. o ~ .
. -V \J

To show the corrective actions taken, the University prov1ded ‘
a chronOIOgy of events concerning property conﬂTbl efforts. 1In
our view, the chronology demonstratfes ineffective actron and rela-
tively, long delays’-in establlshlng ‘pYOperty controls. For example,
an entry for January 1976 states that, due to a lack of staff, on-
site inventofies*were not Ken.. The Vice President for Adminis- ‘
tration and Finance approved hlriﬁg twompdditiondl clerks for the
~ Property Offlce in Ootober 1976, but they were not hlred until Janu-
ary_1977. ) , o - ’ - .

‘ \’ ! ‘

Although, the .University planned to have 1ts 1n-hou e inven-
tory control system operational by July 1976, physical 1nventory
efforts in 1976 were not successful. As of -January 1977, the plan
was to begin departmental on-site inventories and reconcile the
actual inventory to the data base provided by the contractor. -
Inventories were completed for some departments, but results were
not -accurate because without updated recordd, equipment on hand
was not identified as additions to the departmental listings. As
a resul't, it was not until September 1978 that the University pro-
vided computer lists to the departments showing their custody of.
ma jor moVeable equlpment.. .

-

imited. The property manager said ghat ylth only five staff .

< . .

\\\ Untll 1979, the Unlyer31ty s phy31cal inventory efforts were
1

L4
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members and 68 buzldfngs, physical 'inventory efforts were based, R

on llstlngs sent to each department for checklng ‘He said the
ptoceflure wus nct effective because department personnel, woubd not
return some listings and would not-tag some equipment. TMe Direc-
tor of Procurement and.Property Management said that the adminis-
tration dld ©Zot increase the property control section to 11 per-
sonnel urtil after the Leglslatrve Audit Cauncil's cr1t1cal report
1n March 1979. .%

-comcwswws\z}m‘ RECOMMENDATIONS ! Qo 9 . -

- .

. e » . \‘
. . Int&rnal controls over financial management activities of the\
"Mgdical University of South Carolina are so inadequate they cannot
assure that Federal and State .funds aré properly accounted for,

adequately protected and used for authorized purposes. Our review

identified specific, weaknesses in the areas of eqy&pment, enter- =~
ta1nmgpt expenses, and controlTed substances, Audits performed by
~Other ‘groups such as the State Auditor, an independent public ac-
countant, the South Carolina Leglslat&ve Audit Council, the State '
Bureau of Drudg Control, and the University's own internal aud1+
staff lead us to brelieve that weaknesses exist in other areas of
financial management as well. .4

] .

A g
One of thé most s19n1f1cant weaknesses noted and one which, .

hds broad implications in terms f achleV1ng effective management,
was the lack of a good 1nternal udit capability. .-

-
.
— - -

Many of *he weaknesses noted, part1cularly those relatlng to
entertainment expenses and property controls, have .exished since
at least 1972, ELven though the University was' well aware of the-
“problems and concurred.w1th mMost of the recommendatlbns.made, it .
was either unwilling or unable to take prompt and effectlve cor-
rective action. - a0\ .

-
At s N, s S
I 4 —————— -

Subseouent to our audii‘ the UniVersify has taklen or has’
promised tx take correttive action which it believes will address
some, of the weaknesses 1dent1fLed. . v 5 ‘

»
Whilé“it is too’iearly to determine. what iRpact these changes

will ultimately have, we believe that if properly implemented, they
will strengthen internal controls over financial "transactions. 1In
the meantime, however, we believe the magnitude of ' the weaknesses |,
that exist today and®that have been known to exist .for a long time,
is so great that serious questions can be raised about whethér Fed-
eral funds w1ll be adequately protected and used for authorized

-purposes. . . ‘ -

REEY] .

*Because the University has been Wery slow in implementing cor-
rective action, the weaknesses in controls over financ#al. transac-
tions continue to exist. We believe.,a greater effort is required
on the part of Poth the State and Federal audit agencies to monitor
the nlverslty activities to ensure that promlsed corrective ac-
tion,is properly 1mplemented and does result in effective internal

controls. . *

. 15 o, - . "
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Accordingly, we recommend that the Secretary of Health and &
Human Services direct tﬂat ahy further Federal funding be contin-
gent upon a shdowing by tHe University that corrective action has
been taken to make sure internal controls are adequate to ensure
proper accolntability of those funds.

We also recommend that the Secretdry determine whetHer re-
covery should be made for that portion of the equipment which (I)
was purchased without Federal approval (2) cannot be located, éﬁ)
1; not being used, and (4) is being used outside the grant-supported
area. . .

.~. ., ) !, i )

°

AGENCY COMMENTS AND OUR EVALUATION ) . : .

In a February 20, 1981, letter, the A¢ting Inspector General'
provided comments,of . the Department of-Health and Human Services
on a draft of this report. (See app. III.) The Department con-
curred with both of our rec mmendations. The nature of thé&¥ De-
partment's action w1ll depend upon information it develops during
a.visit to £he site ‘which will include an assessment of action, if
any, that the Unqvers1ty has already taken.

The ‘President of the Un1Vers1ty commented on our draft repd&b
in @ February 20, 1981, letter and listed a number of ‘actions that
have- been taken or are being taken to address “the probiems 1den~
tified. (%ee app»”fv S - . o NG, -~
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5 - (202) 224-0231
9 7~

SUBCOMMITTER ON FEDERAL SPENDING nu(crlcu
¢ AND OPEIN GOVERNMENT

" AWASHINGTON, D.C. 30810

August 14, 1980 R ¥
- N - 14 4"0 .’
- T 3 -~
. . .
The Honorable Elmer Staats -
Comptroller General of ,the ’ .
United States d :
General Accounting Office . 2
41 G Street, N.W. A ~
ashington, D.C. 20548 . . S ; S
» . ’ . LI c .
Dear Elmer, - N . e
. . P
‘. «Some time, ago, the:subcommittee. staff was approached by~ a,
ospective source who made a series of allegations conc rn1ng ,
?g%he financial practices of the Medical University of Soui %;“P
» Carolina. Wg had referred the source to you. A

?,;,, .

Now, we are aware that your,audltors have looked into hls!
charges and apparently, have:substantiated some of the-infor-'
Mant's allegatlons Accordingly, I would requasu that‘you * °
direct any report result;hg from your review to thls subcommittee,

and that 'you be prepared,to testlfy ’9£ore the subcommittee by
mid October e ) .

’
©

Thank you for' your cooperatlon and a551stance in this

matter. Any questions may be dlrected to Mr. Peter Roman on
224-4067. - :
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MEDICAL UNIVERSITY OF SOUTH CAROLINA )
POSITIVE ACTIONS TAKEN :
AS A RESULT OF: .
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/
Legislative Apdit Council Report - March 1979 :
DHEC Drug Audit - July 1979 '
State Reorganizatim. Camission Draft Repor€-- November 1979
GAO Draft Report - November 1980
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I. Dng Control-\ R

- r’

A.

B.
was all converted to active stock. Upan receipt all active stock is
’ jdentified and proper control records imtediately established.
c. The major portlon of the hosp:LtaI pharmacy was rer‘ovated to provide
. l_um.ted access’ to the controlled substances area and to pérmit the .
developnent of A new record system, cross referenced, J.n an area G .
immediately adjacent to the pharmacy. o oL s
- : . :
D. ALl controlled substances in u;e°nospig§1 iwere reinventoried to inclule
the stock held on each nursing station. ég\ *
m ' s
E. All controlled substances were separated, c‘xzsmallx as to the
' . license the drugs were purchased under. This has el:unmated the
camingling of drugs purchased tnder different license numbers. “
, F.‘ " New pollcy and procedures for the ordering, receipt, storage, aig T

.
box ' )
L]
- A -
. . » .

u

A two-part form, to serve as a recelp‘t for their uses when returning
controlled substances was developed. Durmg the GA0 audit it was
noted the form was not being used propdrly. It was redesigned to a
three-part form, one copy o;f which cames to the Controlled.Substances
mspector, who now has a record of What should be in the de?éruction

N

% ) S .
Pharmacy stock that fommerly was divided into active and reserve

disposition of controlled subst’ances'were established for hospital

pharmacy.
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e

All departments Jigndling cont.roiled ‘'substances on the Medical
University of South Carolma campus, ot-her than the hospltal pharmacy
were 1dent1f1ed A policy and procedure manualafor the departmental
handlmg .of cgmtrolled sgbstances was estabhshed. Spec1f1c md.x- '

viduals in each department responsz.ble for’ carrying out these pro-

L2

cedures were named.

.
-

A Director of Controlled Substances for the entire Medical University
was named. N
- .

A ControlYed Substances Inspector was énployed.

’
- PR e

. s, N .
All practitioners cn the Medical University campus werg required to

register with the Controlled” Substances Inspector indicating all State

and Federal licenses held. For the first time a single source could
identify who was and was not qualified to write for controlled sub-

stances.

~

]

_All print shops in the :mqe&late Charleston area were .notlfxled not to

_+ .only official form for the Medical University of South Carolina.

honor any requests for the prmt.mg of prescriptign blanks with a
Medz.cal University of South Carolina address on it. A standard
lkuversity-mde prescnpt:.on blank was established as the one and

prescriptions. ‘ -

Y

Ra

’

L. -

r

4

" A process of val‘ideting prescriptions through the use of imprinting

personalized cards cn the prescription was established. - A1l pharmacies

-

-
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~ Inspections of nursing stations, departments, and the pharmacy was

Y J
M.
N.
0.
P.
o
Q.

3 ' » .
' <
in the state were informed of this procedure and the process to use

when needing prescription information. This also permits immediate
notification of all prescription cutlets when a validating card is

lost. - ) .
" o . \
4 2

» =

bequn by the Controlled Substances Inspector.

’

Each department, outside the }bspital pharmacy, was inciividually

licensed according to the use of the controlled substances in their

possession. )
Based upon the ir’l\iividual departmental licenses a central, camputerized
readily retrievable record system for’ all controlled substances pur-

chased within a fiscal year was developed. It was implemented on July

™1, 1980. L - >
8 7

b4

All phamaceutlcal firms and i?:hoiesale drug houses were informed ;1ot

to ship aﬁy controlled substa;lces to any area’of the Medical Uni)ve.rsity'
except through the hosp:.tal phamacy.
faculty member with controlled substances must-send a copy ©of. the

Any firm prov:.dmg a Um.vers:.ty

signed fouu to the Controlled- Substances Inspector to alert us'to its

being on camp.xs -

-

The ‘research approval foxm was mod:.f:.ed to mclude a sect:.on about

the use of controlled substances. Vhere the use is beyond normal
anesthetlc needs, prior to the grant -award, a review of the secunty

and storage needs for.the grant is made. * ,

o ’ 21 - ’ "

J0
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;’1 G
Beguse of the departmental needs it was oted that no carmercztal
'oontrolled substances cabinet, esPec1ally for refrlgerated o.rugs,
met DEA or BDC standards < Working w1th these two agenc1es the Uni-

: verslty has designed a new cabinet to meet security needs for all

controlled substances. These cabinets are presently on order.
[ . s

~ .
.

N

) Pol:.cy changes regardmg what constitutes energency sltuat_mns were
established by “the hospital Executive Cormuttee and each pracuuoner
notified, as well as nurses, as to the proper procedure to follow when

such situations arise. /\

-

.

New out—pat_lent methods for recording dlspensmg of controlled sub-
‘stanceé““were establlshed.

4 ;.
New procedures for recording returned controlled subst.-:ances were
estabiished for the phame;gy and 'from the pharmacy to a pharmaceutical

" manufacturer. . $ R

A singlensource for pur/cliasing almost ail corltrolled substances v;ere
established. By this process a series c?f oodes was Jmplenented which
prevents md1v1duals or departments fran\ordermg and rece:.vmg controlled
substances on the Medical University of South Carolina campus other than '
through the hospital phamncy. The codes used 1oent.1fy the license to

a department which is then 1dent1f1able back to our central record keepmg

v q

system.
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. . .
Because of the pecullar needs of the anesthesia and/ operatmg room
areas a totally different set of policies and procedures are being
established. A phamacy technician:has been assigned to the afea.
We anticipate these procedures will be ready by Aprll 1, 1981 w.Lth

a three-month trial, in a hmted a.rea, to follow. Total nnplenm-—

tatian should ‘oocur dround July ‘1, 1981.

1

. : ~ - -
We-anticipate the new controlled substances cabinets to be on board

about Janvary 31, 1981, Installation will be accamplished by our

Physical Plant in areas where security' of this type is'necessary.

+ .
- >

: .
New forms to better contiol bulk chemicals, which are controlled

R AN .
‘substancés,/ are in process. These will better identify the need,

use, and disposition for any purpose in the research area.

» !

"}

Afteralltheabovearemplaceamewoftheu mpactondnfgs
for destruction will be made to detexrmine vhether addltmnal changes

<
& )

L2

in this area are needed.
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II. PROPERTY: T \ i ‘

. | . | '

Early Development of Property Office:

A.

- Office formed late 1974. _

’/ Phys:.cal taggmg of eqmpment began 1975 by Pi':{perty Off:.ce (as
. N, .

opposed to outs:.de cmtractor) ‘s

-
~

’ !

. ~ 1977 staff increased frdm two to four members to meet t}g required
accdxmting for current equipment acquisitions. \ \

. -\
\

\

’*1979 - Decision made to J.ncrease staff to address verJ.fJ.catlon
T

3

l

pre-1975 equipment purchases and fully proceduralize the accoun

“

bility for all major movable equipment.
' ] ’ :n
- ik, \ .

_.\ ‘
PR

B

A

-
£
.
.
.

B.

Staff:
* Beginning in July 19, the Pmperty Office was staffed by 11

\N Q
property specialjists (increased fran four m.1977)
-4 . 1} * . . -

y L
: _ Physical Inventory:
Jd -

A phys:.cal inventory of all University huildings began in July
1979, and was campleted December 23, 1980. The J.nventory oovered

e

County Hosp1ta1 Roper Hosp:.tal, The C:.tadel, and encompassed the

s -, ] .
v i 35

Current Property Management Program:

a11 Un:.versity affJ.liated buildmgs, i. e., » V.A. Hospital, Charlestan




III.

ARPPENDIX 1II P ‘ - APPENDIX II

idehtification of appraximately 50,000 major mov
items valued at fram $40-50 million.

&

equipment /

. \ f_' . . ‘ ~ l‘.‘, /o .
Reconciliatig;( Process: _ ‘ .o o 7 1

’

"4 Upon the cafpletion of the physical inventory, the prockss reccn- .
c:lmg hlstonc‘al, financial, invmtory records with the recently
verit:.ed phys:.cal ‘inventory. records began. 'mz.s process will be .

~  completed by February 28, 1981,

"Resulting Property Management Program: o o

s hd . B
- *
. . . .
- . .

After the carpletion of the physical inventory and the récmcili—
- at:.cn process, the Medical Universityof South Carolina Property
Offlce will assure oanpliance with existing i state and federal pmo—

perty nTnagement regulatima Y . )
. ’ , 4 J ~ . .‘ ) ) ' q o. . .
c This program will maintain records which will provide the (ollowing ‘
information: . Lo U - AL :
. ’ e N $ J ) - 4 ~ ) ?
1. Descrig.rtion of equipment using appropriate identifi;céf:im.data{
2, Source of funding and title ‘status' (percent of federal fu&is) .
'3, chuisitim date and costs. v
oy , 4

s, Location, use, Qd oonditim. S - .
‘5. Verification of required per‘iodic physical inventories -
6. Tleinataisposition. - o e e

A. Established revised guidelines for recruitment and entertamment effective
Janvary 15, 1981. Policies will be incorporated in the Medical University

-~ = - - N
25’ > 9 L

~

. . .
s - . .
v
b ¢ 3 4 v 4 . 'oa .
N . - .
. . ' /
. » ‘ . " .
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QE\Sout:h Carolina Administrative Procedures Manual in January of 198]‘.;('
* . ' o * : ’ . “: !
' Bl',  befined ‘conference costs or “working meal" situations to prevent Ce B
. . . . . - o -
. " perqisites. : L
C. , Outlined the Medical University of South Carolina policy on alecocholic
’ ’ ’ T f
beverage purchasess Cor ¢ - -- .
. N ) - - &~ -
- ¢ o ! P . i e -
, D.' ° Restricted procurement methods (pridr approval and documentation for
¢ s ” ® i . .
each emergency sityation)., . /. . o o, .
N . & ~ c’ ° B ) . Fl
’ E. Prohibition of ghe usepf "Other Contractual Services” as a Class Code,
. v -
) for entertaéhmm.t recruitment and conference refreshments.® e
' : i a B ' ) =
F. . Prohibition vof‘_ retirement parties‘.,; donations or contributions, and ,
purchases of memorial flowers., | ) - .
Q ° ° ‘ o f%‘ 0° o ’ ‘
L a A .
.G. Strengthened documentation fequirements includ s of persons : )
. attending, purpose of expendigure, etc: ,
—_— - R Ky . > , v y
e * ™ ) N ¢ . . go -
IV. 'USE OF SPECTAL FUNDS: . “b °s
‘e ) [ -
' z [ ) " Y . P i ° g
A. Defined spécial funds ("L" and_"C"). ~ - . T ) .
- e, ¢ 3 ) ° . . " - o, l . ° . .
@ - . ) ) ) . aq - ¢ . ’
B. . Updating'of Account Memoranda for "L" & "C" by July, 1981 to inglude. i N
. i C, ~,
purposes and/or- restrictions as well as authorized signatures. - . - . @)
L4 . ’ [>} : A .
o 4 . . ‘s s e A N . ®

C. Development of written policy governing objectives, expenditures

| ow e
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~ [

- o

.~

® criteria, and appropriate class codes. (Previous i:pliciés 'w_g;?v‘not '
< h . L ~ .

’ ) ' written). ' o . .
. oo ‘
D. chauneEft to study revision of report format in the m}s to include - ]
. ..| a canp 2ed budget :for these funds. (1f revised‘-j{inp}fmenta;igﬁ -
_date of buly, 1981). - S . "
v . E.  Revise the né;&z"*of budgeting and controlling specié} fupds, July 1, -

-~

V]

? ‘! . 198]‘-- > - ™ [V : . .
V.  DENTAL GOLD
’, Ao . N ' ‘

\ t TN ' : ' .
A. Developed restrictive policy on sale of gold. é’rhi.«*s limits sale of .

g » @ v . ’
. . gold). . e 7
: . ,
- . R - .
' . . N S - .
Voo N . . . ' ¢ .

° ¢ D % o . )
{’ B.. Transferred &ll gqld to bank vault.for safe-keeping.® oot K( y

' [3 B ¢
[ ‘ ] . N

é

a §

‘ . P Y

q;[. INTERNAL AUDIT WEAKNESSES . Co ’ -_8 ' 2

: R ¢ ° ) ' ) T , ’ ”
R ~ v ‘ .

o A. - . Developéd plan fo:s: Internal Aidit - -(Directof and Staffing i:a@:tem) .

)
. . .
- - . ’ - - @
st

¢ \', ° B. Developed standard system and:report.requirements. ;/ § °‘~'
) 9 .. . . ’ " - . .
- © Ce Defined organizational responsibilities.
: , D! . . | .

n
’

P e o,
-~ P oh

VII.  HEALTH SCIENCES FOUNDATION - o

e
) . .
) .
t re - . . »
X L - . - . “
o

A. Appointed a Camittee to review ~ "Control" aspects of foundation
(New by-laws, adopted in December call for a Board that is more removed

(’\ - ' . ’ ) 2‘86 . :} ’u - .\e\

P
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'; . . ." EY , “ . .
¢ ‘ V.o . .
- fram the Medical University of South Carolina).
L e - ",
- B Statemen licy that Health Sciences Foundation should be self-
b su(goaifoon as financially feasible. .
-~ - > '
Q 4
C‘. Prohibitions of Dmatlons to Health Sciences Foundatlon fromany o~
University Account effective Jahuary 15, 1981. /
, A ,
VIII. ' USE OF FEDERAL EUNDS : N
/ ° . » )
A, Emphasis placed upon more and better docm‘er;tagion of purchases.
B. Clarification froem Ms. Seltzer on Federal Capitation Uses.
< ’ . °
- v
~ C. -+ System change to commit rather than eqund .dollars for renovation in
"W" Account; would trace sed federal dollars; Jmplemmted by July l
) -
- 1981. ~ ) K/V '
AN S
Y Ry . ’ ] N : . . - .
D. Corrected administrative error of capitatidn ‘grant related income on
binder Yale in Pharmacy. (Effective Janu » 1981) _
. . . \\ . .f &
"Ee_ Implemented new effort reporting system in July, 1980 - Have requested
" review of this system from Deparhnent of Health and Human Serv1ces.
. i » ’ !
' . ¢
IX. -INTERNAL CONTROL . .
3 = . , A
. ! ' , .
A, Modlfled system and procedures to llmt access to vendor files and /\
. °
‘ prov1de venflcat;on of vendor .addresses in Accounts’ Payable in 1977
] Y, T e . -e
) « " . ' , .
e : i 28 x 3';7 .
: O e ‘. : . . - '
"ERIC ‘ o & SRR '

v
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”
-

f
) B. Have dequested State Auditor to review current policies in Accounts
Payable. (the Medical University of South Carolina is awaiting -
.. coments). = . , / -
. . Vs \

’
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~

A
DEPARTMENT OF HEALTH & HUMAN SERVICES . . ‘Office of Inspector General s

Washington, D C. 20201

Mr. Gregory J. Ahart. A
Director, Human Resources 3
Division . ¢ .
Unitgd States General . ‘
Accounting Office ! . -
Washington, D.C., 20548 C .

Dear Mr. Ahart: )
The Secretary asked that 1 respbnd to your request for our

commentS on your draft report entitled, "Better Accountability
Needed at the Medical University of South Caro}ina." The -

enclosed comments represent the tentative posit\ion of tHe -
Departﬁent and are subject to reevaluation when final
versioh of this report is received(.Am

o
'We appreciate the opportunity to c ent on this draft
N report befggg_its publication.

. - . Sincerely yours, - ° -

. , L. “;//%éd£¥?¢( ¢ ? :

- . “ — - ‘
- Bry4n B. Mitchell '
- Acting Inspector General
Enclosure - p .
>, \\ ) . . . “'
\ ’ :’! - a . ) -
¢ . ' - f
. 4 i - 1]
[ . f/
L] . N ‘
- . - "
| . ~ . k]
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The lhuﬁlersity has been aware of reported serious deficieficies in many of its
operations since at least 1972--having been advised of ‘them by its independent
public accountant, its own.internal audit staff, the State auditor, the State
Legislative Council, the State Bureau of Drug Control, and this Department.
There is littléYor no indication that the task of correcting these conditions
has been adequately addressed by the University. Even though Federal funds
onl{erepresent approximately 10% of the total funds expended by the University,
we believe in view of the dollar amount ($10,300,000 in Fiscal Year 1979), ‘it
is most important, and in the interest of all concerned, that the University
take steps to install as soon as possible ‘and on a sBheduled basis, strictly
—. . adhered)ta, a strong and comprehensive internal control systemekpossibly in-

cluding basic systems).

As indicated in our re es to GAO's recommendations ‘detailed below, the
Department is taking pfompt action to review the deficiencies cited and any .
other possible problems at the University as a preliminary step towards

. rectiging situations in which Federal funds may have been inappropriately

“*$%%, GAO'Recomendition: That the Secretary of HHS make any further Federal funding
' contingent upon a satisfactory showing -by: the University that corrective
actions have been taken to ensure that internal contrgls are adequate to ensure
proper accountability. FPurther that the Secretary.deteming whether or not
recovery should be made for that portion of the equi t which (1) was
purchased without FedeTal' approval, (2) cannot be located, (3) is not being
used, and (4) is being used outside of the grant-sup}ﬁorted area.

) b

[N

Department Comment: We concur that further Federal /funding' should be made
_ . contingent upon.a satisfactory showing by the University that corrective
- ' wactions have been or will be taken on a more than expeditious basis to ensure
' satisfactory operating internal controls« We will also review the situation
concerning equipment and act-to recover any Federal |funds that were inappro-
priately used for these purposes. Department repre tatives are starting on
this work promptly and are planning to visit the Um‘,versity shortly to °
initiate a careful réview of these matters on site. | The nature and timing of
actions to be taken will depend on the information developed during this site
visit, including a detailed assessment of the actions already taken, if any, by-
the University with respect to the issues in question. .
. e i

T

%
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T Medical University

El

Ed

‘. U.8.

e

. N

OFFICE OF THE PRESIDENT = .
(803) 792.2211 .

e
N

of South Carolina
171 ASHLEY AVEﬂUEIC”‘ARLESTON. SOUTH CAROLINA 29403

.

. 1
 February 20, 1981
Y

.

Mr. Dopald L.. Scantlebyry, Director
Accounting- and Financial Mandgemant Division
Room 6001 . .
eral Accounting Office™s
on, D.C. 20548 .
Dear Mr. Scantlebury: B2 . L ’ .
It was our pleasure to meet with Mr Campbell and Mr. Patterson of the
" GAO yesterday to review the draft of the GAO Audit Report on the Medical Uni-
versity of South Carolina. o - .

" Wash

1. During ‘that meeting, all remainingdifferences of opinion about the facts.
“were resolved. We belieye the current draft accurately reflects the results
of the audit findings. ° - :
‘ PR S Ty
Your report includes corgective actions and planned“corrective actions
fo criticisms raised is. the Législative Audit Counci{Report‘, the State.
Reorgahization Comil.ss"ion‘Report, and the GAO Report. : -
w ~ .
In the .areaof ehtertainment related expenditures,
policies and implemented several new control procedures.
work with” the State Auditor and the State Reorganization
- tlf&":perquis'ite question raised in’ your report.
. M .

we have revised our .
. We will continue to
Commission to clarify

K A new property management system will be:in place by February 28, 1981.
" The “Universit}, completed a physical inventory of equipmént on December 31, 1980.
The results of that inventory will be reconciled by February 28, 1981. This
" new system, coupled with biannual.physical inventories, will correct the problems
- _related to property, management. - . .
v *, Y. .

A new internal audit program and Teporting arrangement were authorized by -
the Board of. Trustees' o Februasy-13, 1981, which will Btrengthen the management
of the institution. e Board also created three Vice-Presidentia) positions;
one .for finance; one for administration, and one for clinical affairs. Thesd
positions will all””ia. much closger level of supervision than has existed in the
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** An equal opporiunidy mjt alfumatne w tryp employ er*
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Donald L. Scantlebury, Directer Medical University of South Carolina
age Two . : . -
- February 20,. 1981 —
We appreciate the opportunity to-comment on this report and believe that ! )
the audit process of the GAO has resulted in a fair and accurate report. '
n . ) T Sincerely, ' ‘
. ’ D ol S
] ) : : William H. Knisely, /Ph.D. i
~, ) . President v
WHK/egc - ) i
cc: Mr. Campbell, G.A.0., Washington ' . - :
Mr. Patterson, G,A.0., Atlanta -, ’ l
Dr. Bradham, Secretary, Board of Trustees ° : N
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