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REPORT BY' THE

Comptroller General
OF THE U\ITE STATES

I

Better Accountability Needed
At The Medical University
Of South Carolina

.

Internal Controls over financial transactions at
the,Medical University of South Carolina are
not adequgte to ensure that Federal and State
funds made available to the University are
properly accounted for and used for author-
ized purposes.

Specific weaknesses exist in controls over
equipment, entertainment expenses, and con-
trolled substances. These and other internal
control weaknesses have existed for several
years without effective corrective action(.

The Secretary df Healt nd Human Services
should ensure tha recent actions taken or
promised by the University promide proper
accountability for Federal funding.
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B-202160

COMPTROLLER GENERAL OF THE UNITED STATES
wAsHINd'rpN D.0 20548

nie Honorable John C. Danforth, Chairman.
The Honorable Lawton B. Chiles,
Ranking Minority Member

Subcommittee on Federal S ending
Practicesand Open Gove nment

f".

Senate Committee on Gover mental Affairs

Your Augu.s4t 14, 1980 ,_letter requested t we
report, *which resulted frofn an audit, of the Medical
South Carilina in Charleston; to your Sdboommittee.

\`
64, 1

It

V.

/
direct this
Univetsity of

. .

Wejeiscuss the results of our'kevier'and recommend-that,theSecretary ,of Health and Human Services taketcertain.actions to helpassure finaricial accountability at the University. !Comments.re-ceived from the University and thg Department 'are..included Eh therepot where approiirfate.
.

,.
,

'\.Copies of this report will be sent too he Seetetary of Hea.1-C,and Human Services; Senators Ernest' Hollings and Strom purmond;Congressmen
tt, and L. :H. FountainC.the,Governor of South Carolina; andthe Medical Oriiversity of,SoUth

/ ..Carolina.
.

k
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omptroller General

of the United States,
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'COMPTROLLER.GENERAL'S REPORT BETTER ACCOUg(TABI,LITY NEEDED
TO THE CHAIRMAN, SUBCQMMI'TEE. AT THE) MEDICAL UNIVERSITY"
ON FEDERAL SPENDING PRACTICES OF SOUTH CAROLINA

.

AND OPEN GOVERNMENT, SENATE .
.;COMMITTEE ON AFFAIRS

t

i D I ,G E S T

, .

In aniugust 14, 1980, letter, the Chairman, Sub-
committ7de on Federal,Spending Practices and Open
Government, Senate Committee on Governmental AfA-

.,\ fairs, requested GAO to address any report on
its ongoing review of selected financialartrans-

. actions at the Medical-University of South Qaro-
ling to that Subcommittee. (See app. I.)

S 1 lOr
GAO's-review addressed allegations involving

'
4

,
.

at .--mismanagement of financial resources at the
University, 7 6

--limited action to correct khew!n problems, and

,)--limited Federal and State monitoring eforts.

,...a.
.4

Specific problems,..were noted in each of these
areas and corrective action is needed to ensure.

that Federal and State funds will be properly
accounted for and used for authorized purposes.

MISMAkAOEMENT,OF FINANCIAL
RESOURCES

Internal c,;c:mtrols in place at-the University are
inadequate 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 allegation'S of mismanagement, GAO

t reviewed finaricial.transactions involving equip-
ment,. entertainment4 and controlled substances
and noted problems in all three areas.

-,, ..... °

Atalled records for equipments') chased the
University-under two projects funde , ,in rt, .. .

.

, by the Department of Health and Human Services) A,
(formerly the Department of .Health, Education, / i,
and ,Welfare) could not show the loCation, need,

r -

. or use of that equipment. Equipmerit purchased''.
urldei- these* two projects totaled about $2 mil-

.

.lion, At the time of GAQ1s review, ,$322,000 of.
- IA that ,equipment= -or 15 percent--could not'be

t

.
. 1 -
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Tear Sheet. Upon ,removal, the report
1tover date should be noted hereon.

1'



..

4.

°

1

4./

located, as reported as stolen, was unused
Other eq ipment valued at $216000 was -being
used ,outside t''he grant-support0 area; and ie uq \

ment valued at $562,500 had been ith-\
out Federal. approval. (See

.
hased

pi, 3.) \

-).:-
As a result of inadequate criteria and:4polibies \

,

for incurring entertainment expenses and account-
ing for s,Iiich costs, i' was difficult to deter,
mine the total amount pent on

-4
eh ertainment-

related activities. P yments'lw made to .

vendors such as reetau ants.and hotels, as well
as to University employ es to reimburse them 'fdr'
similar charges. In ad ition, so 'Ndepartments
requisitioned entertain ent-type services from
t Universfty:s own food service. COSts 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 were there -fore not readily identifiable as,

.entertainment A number of queitiqns were raised
about whether the Costs incurred were excessive
or represented perquisites to University employ-

, ees which apfear to be prohibitedby law.
`(See p. 6.) - , .

.

Safeguards over controp.ed substances could not
: ensure that (1).rugs are properly dispensed and-
, recorded and (2) those drugs returned to-the

.(pharmacy

for disposal are properly,account for,-,
(See p. 8.) 0

. i.---,

.1

LIMITED ACTION TO CORRECT
,KNOWN PROBLEMS -

"\

The problems GAO noted in this review ate
new to the Univers*y's administration.
',University was first advised,oftserious weak-r
nesses in financial management controls as far
back as 1972.

1.4

For example, beginning in 1972 the independent
public accountant for theUniversity has noted
& number of manage ent weaknesses in control over
,property. In 1973 e recommended that the ad-
ministration develo a,coMplete propei-ty system
`to-identify and bag equipment and to record ad-
ditions, deletions,.and.transfers:

A report by the State Auditor for peridod

July r?, 1972; through June 30, L974,ideptified
. .-- .-,

ee

4..

.
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several' areas that represented weaknesses in
managerial conti2oliand that did not comply with
either State raw or administrative policy. Rec.:
ommendations were made to improve internal audit,
data processing, purchasing procedures and poli- -

cies,.inventori,es, and property control. The
same basic problems identified-by the State

. Auditor in( 1974 relating to inadequate control
ol.w.A.equint.still exist. In addition, the

Univ,ersity 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 accountability and better manage-
mentprinciples. TheCouncil reported a rack of
adequate action to correct_Unilersoity 00nagement
weaknesses identified in the past. CSes p. 12.)

In May 1979, the State Bureau of Drug Control
inspected safeguards over, controlled a.ubet*ances
and reported serious, deficiencies and violatiors
of controlled sOstances regulations.

The University has not' until recently, taken
action Ito r'olve the' problems. How-.

ever, subsequent tio the GAO review, the -Univer-
:sity did provide allisting of 'positive actions

-taken or to be taken with regard to theissUes
.raised by GAO as well as by other groups main-/-

taining its activities. It is too early -to
assess whether the revised policies and 6toce-:
dures.will resolve the problems if effectively
implemented. (See app. II.)

c

LIMITED FEDERAL AND STATE
MONITORING

External controls, including 'both Fekral ants"
State audits-have 'ken too limited and infrequent
o (1) monitor the Univeraity's'use of public

resources, (2) assess the University's
for,Egderal and State furids, and (3) as-

dire corrective action on problems previous*

Duringthe period fiscal 1971 through'1974, the
only comprehensive Federal audit wtkmadey the
Department of HealCh,and ServieS- fcsr,the

4 period July 1, 1970, thfou4h JUne 30, 1973.
(See p. 10A)

,
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During this same period the State Auditor also
made a comprehensive audit for the period
cal 1,973 through 1974:' (Seep. 11.)

RECIOMMENDATIONS ,

in view of the recognized weaknesses in internal
controls that have existed at.ihe.dniversity for
a lOng time and in view of.the lack- of any re-
cent Department audit, GAO recommends that the
Secretary of.Health anq Human Sevices make any
further'Feaeral funding contingent upon a satis-
factory showing by the university that corfec-.,
tive action has been, taken to ensure that inter-,
nal controls are adesqte..to ensure pi'opelt
accountability.

GAO also recommends that the Secretary determine
whether recovery should bg\ made for that portion
of the equipm4nt which (1) was purchased without
Federal approval, (2) cannot-be located, (3) is
not being.used,,and (4) is being used outside
the grant-supported area.

AGENCY COMMENTS -
(

The Department concurred with both recommenda-
tionsiandplans to visit the University to de-.
terpine the\action_fiedded.' (See app. III.)

The University provided a list of actions' already
,.taken or being taken to address the problems'iden
tified: (See app. ]V.) .
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CHAPTER 1

-INTRODUCTION.
.

1
,

,

. .ligin an August .14, 1980, letter, the Chairman, Subcommittee onFedgral Spending Practices and Open Government, Senate Committee on
Governmental. Affairs, requestdd that we direct any 'report from ourthen ongoing review at the Medical University ofSouth Carolina tothat/Subcommittee. Our review was initiated in response to allege-

, tions our Special Task Force for the prevention of Fraud and Abusereceived. These allegations concerned mismanagement. of financial
''. resources; limited acti4 to correct major problems previouslyidentified', and limit State and Feclera1 monitdring efforts. ,0,

L .
.

c
ii,The grelical University of South Carolin'a is'a. State-s upporteduniversity. In addition to annual State appropriations, the University receives revenues from Fedeil grant andcontracts, as well ,as revenues from sales and services of the various departments. o.

For the' period June 30, 197'4, to June 30, 1979-1the latestyear for which financial reports are availableUniverstity reve-
nues indreasedfrom $61.5 million to s108,.7 million. Federal 'fundingt-in the form of contracts an rantsinpreased from $6.9

- million' to $10.3 million during this(same idd. The following
table.shows.the relationship between Federal funding and totalrevenues-for each year.

Total Federal
Percentage
of total'

. ,
1974 -- .$ 61,562,730 $ 6,921,729 11

.,.
1975 77,-462),618 12,452,247 16

.

1976 79,984,837 11,324:A4 214

1977 88,277,991 9,865,510'. 11

197b , 916,618,077 . 8,827,711..0.- 9
41N

1979 108,728,426 10,308,a9,

OBJECTIVES, SCOPE, AND METHODOLOGY

Our primarysobjec ives were to indepenAently evaluate(1) theUniversity'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 resourc.0. Although we were.
primarily .concerned with control over and accountability for Fed-ralfunds, the activities we examined involved State funds as well.

1 10



We coordNated our efforts With those of State / auditors and
other State of cialt, who shared ou intereSt.in achieving a more
comprehensive edit. We interviewsperesponsible officials of the .

University and examined relevant rect)rds,regarding policies and
procedures to ain an understanding of the internal controls in
place.- We int rviewed,responsible officials ofthe Department of
Health,and Hum n Services to obtain information on the extent of
Federal funding- and monitoring. We also interviewed State OM-
icials responsible for auditing and,mpnitoring activities of the
_University.
;

-%

..

Our review did not include a comprehensive examination of the
us of all. Federal funds arid grants involving the.Univertity. We
did, however,- examl.ne mostAniyersity functions associated with

' the use of Federal funds.'
,

We examined internal controls over con-
, trolled substances, eqUipment, and entertainment-related expense

purchased with 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 accountants. We also reached conclusions about the over-
all effectiverfess.of these external auditing efforts as well as
the University's own internal auplit efforts.

As part of our extended audit procedures, we obtained and
:,anAlyzed the University's check disbursement listings and general

ledger computer tapes. These items had been obtained initially
by the State Reorganization Commission for its use in investigat-
ing the University's financial management. We 4rede extensive use
of the check listings and general ledger tapes to assess'the Uni-
versity's controls over the purchasing 'Cf equipment and
entertainment-related expenses.

For purposes,of testing controls Over equipment, our review
waslirdited eo tWo construction projects funded by the Department
of Health and Human Services.

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

',In addition, we interviewed a number of informants-about al-
legations of improprieties at the University. State drug control
employees.asAisted us .in- analyzing safeguards over.control'led sub-
stances.

5
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CHAPTER 2 '

'BETTER-INTERNAL CONTROLS NEEDED

TO AVOID MISpANAGEMENT OF FINANCIAL RESOURCES
),

Our review showed that internal controls at th,e-Irniversity are'
inadequate'to safeguard'University assets and .§2--erisure effective,
efiiCient, and economical use of financial,reSOurces. The internal
audit 'function at the UniyersityVhad not,-/beendeveloped sufficiently
to aid in correcting longstanding pxoblems.

We looked specifically,-at control's 'over equipment, entertain-
bent expenses, and contratled substances and found serious weart,
nesses in each case,,,-1We also examined budget and accounting con- .
trots over certalli Federal grants to the University and' found
several' problems.

.,INADEQUATE CONTROL OVER EQUIPMENT

Our review of controls over equipment acquired fof use, under
twoprojects. funded in part by the DepartMent of Health and Human
Services showed Serious weaknesses that resulted in a failure to
effectively safeguard and use assets.. Equipment purchased under
these two projects totaled $2,084',345. At theptime of Our audit.
-we found. ,

equipment costing $286,573 ncitbe located,.
-a.

.--equipment costing $766-wds reported stolen;

--e'quipment costi ng .$35,034 was stoted,

--equipment costing $562,567 had been purchased WIthout-Fed-
eral approval, and

I ,

--equipment costing $216,026 was being used outstide of the
jrapt-supported area.

In a February 13, 1981, letter, the South Carolina Department
of Health and EnVironmental Control advised the Department of Health-
and Human Services that it assumed thk equipment costing $562,000,
,had- been approved. The issue is stilrlpfiresolved:

. .

- We yere'Subsequently able to locate most of the:missing-equi,p-
ment but equipment costing about $27,000 could still not be located
x-6d other equipment costing about $30,000 was in'itorage and not
being used. . .

.

:.

,
ee

a .

4- We'ndiled specific weaknesses that contributed to the lack.of'
N,

< /

control over equipment:
_ . , ),

. . .
.

--Failure to maintain accurate detailed property records show,
ing,correct location and 'use. of equipment:)

. ,
:, 4

i
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- -Failure to accurately record additions,- deletions, and
transfers' between departments.

-- Failure to take a periodic physical inventory to verify
the detailed property records and reconcile them withthe
5eneral ledger balances.

As a result of poor controls over the equipment inventory,
he University was unable either'*2 effectively determine the
availabilityof equipment and existing needs or to,properly evalu-
ate requests for new acquisitions.

The problems noteff,in our review are not new. Despite,recurr-
ing identification of similar prckblemd as .far back as 1972, the
University administration had not developed adequate internal con-
trols or the in=house staff capabilities needed.to,inventory and
safeguard its major moveable,equipmehtl.. The administratiOn had
not takeA'effective action to meet requirements-of State law and
Federal'regulations cohcecning prudent property management. As a
result of lack of accountability, equir5ment was susceptihke to
being lost, misplaced, or stolen.,

f011owing cases demonStrate the adverse' results of these
:weaknesses:

recent years, the University's administration.deducted
an estimated $5.1 mil4on from itsnet'investment in .equip--:
merit account tb compensate for unidentified equipment that
had been retired, worn out, transfer44, or traded in.

,.

--State auditors had difficulty loca ting much of the:equip-
, ment.' It appears that the $tate'al.Oitors may disclaim an

.opipion on the accuracy of equipmen accounts because of
the condition of the records and probleMs encountered with
&rntrols.

.

- -Physical inventory effoits, which we ineffective before
1929, have recently documented the Eternal control weak-
nessestby identifying specific-equiptent,coating abdut
$.1.9 million as missing. or misplaced as of July 1980.
As of October 1980, the University's efforts had reduced
the amount to about $3.3 million. This included lost or
missiryg equipment costing 'about $2.5 million and equipment

g igcost about $860,000 which had.been disposed of, traded,
'sold, stoleri, or transferred as earlyas 1974.

--Inventory also identified equipment, with an estimated.Cost
of $4.4 miniori,Ap on%hand without updated inventory
trol records to identify the items or their locaticin. Some
of these items may be part of the $3.3 million discussed
above.

4
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- -Additional equipment, costing over $300,000 and purchased
under various construction projects,--including several.fed-
erally funded. projects- -had not been located. University
officials have advised that all but $7,009 of this hasbeen
lOcated.

. he lack of effective periodic physical inventories and in-
adequate internal controls cans 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'pyr-
chased without Federal approval, (2) canot be 'located, (3) is
being stored without use, or (4) is being used outside the grant-

,

'supported area.

4,
Uni'ersity taking action

. . d',..
,-----

-,

In response tit our review of ptoperty management, the Univer-
sity advised us 'they ,were taking steps boi

.

.

Ca;l-=es an objective of develOPing'a model property Man-igh
,

ag merit system that would meet all'State and Federal re-
qu tements; P ,

.
,'

4

--ex edite reconciliation of the physical inventory and finan-L
cial property records by February 28, 1981;

*

I

--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 equip-
ment utilization information;

--improve the physical security of equipment;

- -increase control over interdepartmental equipment transfers;

A

--obtain Federal approval of equipment transfers to other de-
partment's and outside organizations7.

- - locate and identify equipment charged to the physical plant
for custodian ip;

--analyze and clarify the records of equipment consitiered lost,
misplaced,' retired, or transferred.;

--revise equipment and property policies to assure annum phirs-
ical inventories and other internal controls;. anal

--strengthen' controls over major equiliment purchases.

5
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4.

WEAK CONTROLS RESULT,. IN QUESTIONABLE
ENTERTAINMENT EXPENSES .'

Our review showed that internal controls over entertaitiment-
r'erated expenses9were inadequate and therefore we could not readily

,identify (1) the.total costs incurred for such par-poses, (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 5.4 cases seribus doubts
exist about whether the cost was a valid expense to be charged to
the Universiwbether the amounts paid(were,reasonable, and
whether the disbursement was properly authorized and supported.

It was4mpossible to . determine the total cost incurred for
entertainment°expenses'-because weaknesses in accounting controls
perthitted 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
identifiable as entertainment accounts.' For example, some af the
accroUnts Char.ggd were other contractual services, supplies, con -
ference doSts,nd other supplies.

a
,

Entertainment expenses could -be incurred in any one of threez
ways. The UniverSity could directly pay a vendor suChas a hotel,
restaurant, caterer, or resort. Employees could be paid and they
would then. pay the vendor, or employees could be reimbursed for
cost's they incurred._ Entertainment.services could also beprocured
from the University's own food service.. Under each of these meth-
odsApproved purchase requisitions were,required in advance of
the procurement. Howeiver, our review st =owed that this requirement
was not alWays met,and the fact that entertainment services were
obtained in three separate ways without always obtaining prior ap-
proval compounded the,protilem by misclassifying the expenditures
in several different accounts..

Our sample identified 48 paymentb, totaling $7,180.98, as
questionable:

--25 payments represented perquisites.to employees, which
appear, to be prohibited by State law: Sotheof.these pay-
ments were for luncheons, dinners,- parties, and events at
hotels, inns; and restaurants in the Charleston Area.

--11 payments were questionable,because they were (1) 'au-
thorized and approved after the services had been provided,
(2) d.a nowt have an approved-pal:chase order, or (3) were
charg d to the wrong expense cocle.

--12 payments did not have aufficent documentatiob in the
vendor package to deterthine the allowability of the expense.

6
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For example, a $208.70 payment was-Rade on July 31, 1979, for a
dihne meeting attended by three hospital residen.ts and two of
their wives. According to the supportihg 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, 1.976, and September 30, 1979,,about $5;000
was paid from University funds for bulk purchases from alcoholic
beverage distributors. Although the University established a,15017-
icy in April 1980 whiah'prohibits parties to honor retirement or
other occasions, some of thesequestionable functions Would be al-'
lowable. For example, the University considr's a $714 paymerlt for
two receptions 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.

. .

wIn addition, payments ere-madeJor less expensive items in-
cluding_coffee, barbecue sandwiches, groceries, and donations. /

The prabtice of spreading entertainment, expenses ovdr several
expense codes precludes adequate budgeting, controlling, And re-
porting of similar expenses. Such a procedur,e also involves two
interrelated problems: incorrect and inconsistent classification
of similar expenses among several codes, and inclipion'ef.dissimi-
lar expenses in the same Lode. We identified payments Tor,identi-

or similar purposes charged to different expenditurd codes.
For example, dinners for prOspective employees were charged too the
Supplies code in fiscal 1977, to Other Contractual-Services-in
Dumber 1978, and to Entertainment th March 1979.

The Unkverkity's,practice of charging dissimilar expenses to,
the same expnse code confuses the totaC'amount spent on specific
functions. This practice makes determining total entertainment
expenses difficult and has the same effect on other routine expen-
ses. A prime example involves chArges to theOther Contractual
ServiCeseictie-nse-c-o-de-..-TheStates-1-nstructions cite examples
of payments that should be charged to this code including cater-.
ing, janitorial services, and laundry. In fact, as described
earlier, charges other than thesb were made to this account. -

The University has issuA"new guidelines as of,January-14,
1981, which identify the class codes and shouldveliminate they
problem of inconsistencies. -

Although our review clearly demonstrates that controls over
expenditures for entertainment-related expenses are inadequate and
in need of improvement, we wereunable to determine how much, if

7
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any, of the p ymenta were made from Federal funds. However, the
interests of tie State's-the Federal Gotiernment, and the University
are in6-xtricab y tied together in carrying out the goals-of the
University and cannot.be isolated. Different levels of'government,
poth State and ederal,,Share con-ion interests in the program.
Therefore, we b lieve thd accounting system and the relat,ed.con-
trols should me t: acceptable standards-and be designed to satisfy
both the common nd disparate accountability interests of each con -
tributing govern ental entity.

Subsequent t. ourPreViews-the University issued new expendi-
ture poll 'es anu'ary 14, 1981, which were designed to govern
expenditure for ntertainmentsreCruitment, conference refresh-
mentsl, and alcoho is beverage's. These policies, if properly
plemented, should orrect the Control weaknesses noted during our
review.

INADEQUATE SAFEGUANDS OVER
,CONTROLLED SUgSTANC S

We reviewed in ernal controls o'ver functions at the Unper-
,

,

sity related to cont oiled substances. This included.requisition-
ing, ordering,- controlling receipts on delivery,. accounts payable-,
physical security, d spensing, and controls,over drugs awaiting
disposal. For the mo t part we found thaf the llniversity hack

taken action in most 11 of the areas to correct weaknesSes the
State Bureau of Drug 'ontrol identified in its 1979 review. _ ."

'

.
->

. .
J

However, we found that overall accountability for controlled °

substances was inadequate because pharmacy .'r-id nursing personnel
.

had not established and maintained adequate' records to verify (1)
the 'amounts of controlled substances, awaiting disposal and (2) .the
administration of controlled substances to hospital patients.

.0.
)

When nursing.stations return drugs to'the pharmacy for dis-
p9sal because of spoilage or partial use, good internal control re-
quires that a separate record be maintaihed to verif' the Ylmounts
disposed of. Our review showed that although nursing stations
submitted supporting documentation to the pharmacy when the drugs

drags s on .hand

in thepharmacy awaiting disposal Were prop4rly accounted for and"
represented a13. drugs that had beeh7restAnn10-.- Such verification,
is' essential to providing total accountability and avoiding loss .

through theft. The problem of veri cation was compounded by the
pharmacy's failure° to properly file he supporting documentation -'

controlling each drug.

Pharmacy and nursing personnel nerally agreed with our find-
ing that nursing personnel normally * ee;15)t-retaining copies of.
requisition forms used to return cent olled,substances to the phar-
macy for disposal. University policie did not require this. How-
ever, to ass-r'e an independent means 1 verifying the, quantity of'

s



controlled substances awaiting disposal, University.official,sagreed.
to require that the/forms be retaidbd.

We attemptedattempted to trace controlled substances shown on requii-
tion forms as having been returned to the pharmacy for disposal by.
,selecting a sample of disposition sheets and comparing it with
patient's medibal records.. In the company of the University drug
inspector, we examined 66 disposition Sheets, which were known to
have some discrepancies, showing 135 doses and found that,30 of
the doses were not supported:by entries in the medicaladministra-
tiop record, by nursing notes, or by any other reasonable indica-,
tia that the dose had been adininistered. Because our sample was
not randomly taken, it cannot be considered repres6rita*tive. of the
'total universe.

* We diScusSed results of our, sample with University officials
who acknowledged that any error raille is unacceptable but advised
that the rate at-the University was comparabie'to averages found

At most teaching hospitals.
.4 ..

.. -M.a result of our audit,, the University advised that it has
taken action to require retelption of appropriate requisition forms.
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)CHAPTER 3

ACTION NEDED TO CORRECT.

'LONGSTANDING PROBLEMS IN INTERNAL CONTROLS

The weaknesees nqtedduring our review are not new. Since
at least 1972, toe University has been sleeted to these and other
problems by its independent public accountant; its own internal
audit staff, the State Auditor, the State)Legislative Audit Coun-
cil, the State Bureau of Drug Control, and the Department of Health
and Human Services.

Specific weaknesses in financial maria'qement demonstrate a need
for prompt action to strengthen internal (6ontrolle and provide ac-

countability. Criticisms from various groups have been addressed
to almost, every facet of the.University's financidl operations in-
cluding, but not limited tlp,such.activities as

,

--supplies inventory,

-- accounts 'payable,

- -purchasing,

--property inventory,

-- controls, over 'narcotics,

- -entertainment expenges,
of

--'7Z-coll,ctionactivities, and

-

I

*

-=bijdgeting 'and funding.
4 ..

, . - . ...

?Nlthough the University was well aware of the problems that
existed and generally Concurred with. the recommendationg made bY

/ theNarious audit groups, it failed to take effectiyeaation to--
strengthen internal controls and correct all the weaknesses-noted.
The activities of various other groups,mopitoring the University
are discussed in the-following sections ofthis report.

DEPARTMENT OF HEALTH AND HUMAN
SERVICES AUDIT LIMITED

.Although the Department of. Health andIvHt an Seviibes has audit
.izance for the, University and has made a few audits of specific

contracts, the only comprehensive auditmade was for the period
July- 1, 1970, through June 30, 1973. The audit report', issued 4n
March6.1975i addressed such issues as direct labor being charged
_to grants, 1 bor cost distribtition, and failure to follow estab-
lished travel procedures.

10,
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N'EED TO' ESTABLISH EFFECTIVE
INTERNAL. AUDIT CAPABILITY

The University's internal audit function has not been an ef-
fective means pf improving interiqS1 controls primarily because the
administrAtion has not deyelSped 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.

As early as 1975 the University's internal audit staff re-
.

Ported problems withrespect to general stores inventory and equip-
ment inventory.' However, these reports did n make recommenda-
tions for correcting either problem. In March 79, equipment
control was identified as a continuing problem by theLegislative.
Audit Council and was confirmed in our review.

. ,, -
External auditors had previously recommended strengthening

internal audit capabilities. B.,,,. the State Auditor and the Uni-
versity's independent auditors m'.6 sAmilar recommendations. The
State Auditor't recommendations included establishing written pw-
grams and procedures, requiring.mord-auditing effort ap opposed to
normal accounting work which should be done by'others,irequiring
written,,audit reports, and reporting to someone other than the
Vice President for Administration and'Finance, whoa -is responsible
for the functions audited and the internal auditors.- /

....

,'

Our review confirmed the current need for these Lthproliements..
The internal audit staff' was limited to only three auditors and
their available audit time as restricted. In additiontd their'
audit duties, they performs work normally assigned to accountants.,
such as reconciling the ban accounts, and two staff 'members were
assigned to unrelated work. or extensive periods..

,The internal auditors a so said_,they had no schetule of au-,
dits, made or planned, no policy requiring written reports, and nor-
mally wroteonly annual summary letters to the Vice President for.
Finance.. They said the policy was to notify the,Vice President of
discrepancies and to make verbal recommendations.

Because of it.he internal.auditing weaknesses, particularly the
absence of written report's, the Boardof Trustees, which, has
mate responsibility for\Uniiersity affairs, liad.little assurantere
of the University administration's accountability,

. ..,/,

STATE AUDITOR CITED CONTRO] WEAKNESSES

The most recent report-theState Auditor issued as a r sult
of a comprehensive audit covered the,period July 1, .1972, t rough
June 30, 1974. This report identified several areas that r fleeted
weaknesses'in managerial control and that did not comply with State
law or administrative policy. The report specifically recommended

11
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a strong internal audit department, controls over,the computer,
. strict adherence to procurement prdedures, and proper Control over
old and obsolete egdipment.

Except for this one comprehensive audit; the State Auditor
/has generally relied On financial audits by a.public accounting
-firm since 1968. The accounting firm repeatedly identified 'vre

ss-- in internal control over equipment and other_problems,
the S'ate's own audit identified problems in,equipmenicontrol
int al review, and other areas.

_ o -
Since 1978 the State Auditor has increased the audit staff 1/4-

from 12 to 30 auditors, anePthe auditors have taken .steps to deal N
witl) some of the specific problems at tint University. In'early
1977, after. University personnel discovered that an accounts pay-
able clerk and outside associates had embezzled $197,000, the State
auditors reviewed controls over disbursements and accounts payable
and identified major weaknesses. This led to.the. prosecution-and
conviction of the perpetrators.

...T...,_

, , . r

. .

Just after a separate audit of the University by the e,egisla-
I. tive Audit Council of the 'South Carolina General Assembly in March

1979, -the State Auditor began a review of selected aspects of Uni-
versity operations. As. of,February 1981-, the State Auditor had '

not formally reported his findings. ) -
,-

'

The State Auditor also,has.accepted responsipility for per- (

forming the University's-financial audit for fiacal41980Cthui,
the State Auditor will replace the public accounting firm that,has
been used in the past. lz.

-
... .

. SPECIAL STUDY BY THE.SOUTH CAROLI&''
LEGTSLATIVE AUDIT COUNCIL

4%.
1...

As a result 6f-9ertain allegations, the South Carollina Legis-
latUre requestedLQrfLegislative Audit Council, in September 1977,
to undertake a comprehensive audit of the UniverSity's operations.

.

The Legisleative Audit Council identified control. weaknesses.:-
both at the Uhiversity vid in theoabiities of Stategencies to

reit, operations. The Council reported in March 19,70..
r- 'ty had been allowed total freedom in_aipocating

needed to be more accountable to the teneral.As-
si5onsive to laws, regulationseeandgoodmanage-

March"-1979 audit report stated eliat-the Coun-
examples of poor management decisions to support
e Council reported a lack of ,adequate action
management weaknesses identified in iThe past.
State control weaknesses over capital im-
nd accountapility, indigent"health carp, safe-

sities
-64

/ \
%

1

1
j

j ''' '

12 .. .

-monitor Uni
that the Univ
its funds,'and i
sembly and more r
ment principles.
cil found numerous
th t conclusion.
to correctlinilkersit
The port also cite
provemerit projects, b
guards over controller substances, and the benefits or percati

-allowed for: State emp ogees. fle Cou it subsequently repor
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,problems in State' budget and expenAiture control processes which
had prevented carefUl consideration of State agencies' budget re-
quests and' control over expenditures.

o ,

STATE DRUG CONTROL MAITORING
EFFORTS HAVE ,BEEN LIMITED

According to State agency reports, State efforts have npt
been adequate, to meet requirements for monitoriu the _safeguards
over controlled substances exercised by about -5,-700 registrants,
including State facilities such as the,Medical University of South
Carolina. In response to the Legislative Audit CoUncil's,reported
findings on-the University's lack of control oyeenarcotics and
'other controlled substances, the State Depant'of Health and
Environmental Control commented that;

'Because
of the vast size and recordireping.provisions o

attendant to'the larger state-owned 'acidities, the
Bureau has not been justifiably-able.to commit the
total resources'of the Bureau to theseState,facilc
ities for the extended period of time that it-would
,necessitate to perform a proper insPection:and audit. "

. 0

The Department explained that ifs Bureau of'Drug Controlem-
ployed_ only eight inspectors to make about 750 inspectiolid annd- '

-11y, covering 5,700 Controlled substances tegistrants.

,The Bure'au acknowledged "that it nnot,meet its statutbry
andate" to enforce inspection and au it portions of the South

Carolina Controlled 'Substances ACt a d to inspect each registrant-.
not less, than once every 3 years. he Bureau stated simply.that

lent fundsthe Gdneral AssembBy had not provided sufficto carry. .

.-out the statutory mandate. ; 7
, 1

.-,
v

The Bureau did inspect controls at. the Medical tJnive
South Carblina in May 1$79 at the request of the Univer it
to the Legislative Audit Council's March 109 auditrepo
inspection report states that

.,.

>

.)..

''''\,
:--

1
. . .

"* * * the deficiencies and violation (of,Controllet
Substances regulations) ,are as serious or acre more
serious than those for which other registrants have
been crim ally prosecuted or have suffered suspen-
sion ofcon rolled hubs ances registrati9ns."

. .
, .

However,'the Bureau reported that suspending the,University''s reg-
istration would not be in the public interest.

NEE D FOR ACTION To IMPROV E ACCOUNTAMLITY
FOR usING-mLic RESOURCES .

' .\
-

Despite valid audit recommendations, tfie'Univer.sity ad
tration has not, bntil recently, effectively resolved Iongst

13'
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problems. The University delayed implementing recomMenditlons to
develop an effective property control system necessary to account
for major moveable equipment., The recommendations were wade as
early as 1972 and as rate as 1979 by independent auditors they
State Auditor, and the Legislative Audit Council. The'Council's_
March 1979 repoqt.cited-the lack of emphasis by high level.manage-'
.ment as one 'reason for j.ts finding that much of the.equipmerit in
a sample test was not adequately controlled -and could pot be lo-
cated. Our review confirmed that the University had been very slow
to accept responsibility and.accoontability fc;rmoveableequipment
because th0 administration had not

--developed in. -house capabilities needed for adequate inven-
tor..y. and financial control of all-equipment, including items
purchased in part with Federal funds;

--conducted a complete` physical.inventory of major moveable.
equipment and reconciled\the results;

0
--established adequate controls over purchasing and account-

o ing for equipment additions and deletions; .

--established safeguards to protect equipmeht from 1Cts,
theft, and improper use; and

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

To show the corrective actions taken, the University provided
a chronology .of events concerning property con.ftibl.efforts. In
our view, the chronology demonstrates ineffective action and rela-.

1 tively, long del.ay0>.in establishingapYloperty controls,. For example;
- an entry for January 1976.st-a,tes that, due to a lack of staff, on-
site inventofieiere not takbo.., the Vice President for Adminis-
tration and Finance approved hirift twooptdditional clerks for the

-Property Office in (:).t.ober 1976, but they were not hired until Janu-
ary_1977..-,

Althoug11.the,UnIversity planned to Piave its inz-houle inven-
tory control systan operational by July 1976, physical inventory
efforts in 1976 wdie not successful. As of-January,1977, the plan
was to begi departmental on-site in,$entories and reconcile the
actual i'nventory to the data base providea by the contractor.
Inventories were completed for some departments, but results were
not 'accurate because without updated recoras, equipment on hand
was not identified as additidns to-the departmental listings. As
a result, it was not until September 1978 that the UniVersity pro-
vided computer lists to the departments showing their custody of..
major motzeabfle equipment..

Until 1979, the University's physical inventory efforts were
limited. The Broperty manager said ,11,at with only five staff

. .

s,
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,members and 68 buildings, phy4ical'inventory efforts were based..
on listings sent to each department for checking,. He said,t
procenure ragas not effective because departMent personnek:1:4ouldnot
leturn some listings and would not-tag.some equipment. The Direc-
tor of Procurement and.Property Management said that the adminis-
tration lid tot increase the property control section to 11 per-
sonnel until after the L'egislattve Audit Council's critical report.
in March 1979. .`

'CONCLUS1ONS-W5*UCOMMUIDATIoNS
.k --

Int.Zrna controls over financial management activities of they
'MOical University of South Carolina are so inadequate they cannot
assure that Federal and State.funds are properly accounted for,
adequ'ately protette'd; and used for authorized purposes. Our review
identified specific, weaknesses in the areas of ecOlpment, enter-
tainmt expenses, and controlled substances, Audits performed by

.,other groups such as the State Auditor, an independent public ac-
countant, the South Carolina LegislatAve Audit Council, the State'
Bureau of Drug Control, and the'University,'s own internal audit
staff lead us to believe that weaknesses exist in other Arease- of
financial management as well.

4
4

, One of the most significant weaknesses noted and one which,
has broad implications in terms,2f achiieVing effectii/e management;
was the lack of a good internal tudit capability.

.
d.

.Many of the weaknesses noted, particularly those relating to
entertainment expenses and property controls, haveeXisiked since
at least 1972. Even though the University was well aware Of the'
problems and concurred .with ntbst of the recommendatiOnsmade, it.
was either unwilling or unable to take prompt and effective cor=
rective action. - ../

/0

'

Subsequent to our auAi; the Uriiversty ha's taken or has
promised Tto,. take corrective action which it believes will address
some, of the weaknesses identified. w'

4 A

While it is too ;early to determine, what Apact these changes
will ultimately have, we believe that if properly implemented, they
will strengthen internal controls over financial'transactions. In
the meantime, however, we believe the magnitude of'the weaknesses
that exist today andtitthat have been known to exist,for a long time,
is so great that serious questions can be raised about whether -Fed-
eral fUnds will be adequately protected and used for authorized
purposes.

'Because the University has been every slow in implementing cor-
rective action, the weaknesses in controls over finanaleal_transac-

, tions continue to exist. We believe,a greater effort is required
on the part of tooth the State and Federal audit agencies, to monitor
the niversitys activities to ensure that promised corrective ac-
tio ,is properly implemented and does result in effective internal
controls.

.
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Accordingly, we recommend that the Secretary of Health and
Human Servicgs direct, tIt ahy further Federal funding be contin-
gent upon a showing by t e Univetsity that corrective action has
been taken to make sure internal controls are adequate to ensure
proper accountability of those funds.

We also recommend that the Secretary determine whetHer re-
covery should be made for that portion ofthe equipment which (r)
was purchaSed without Federal approval, (2) cannot be located, 4#)
is not being used; and (4) is being used outside the grant-supported
area,.

)
AGENCY COMMENTS AND OUR EVALUATION

.

In a. February 20, 1981, letter, the Apting Inspector General
provided commentst.of.the Department ofHealth and.Human Services
or a draft of thi.s report. (See app. III.) The Department con-
curred with both of our re5pmmendations, The nature of that De-
partment's action will depend Upon information it .develops during
a. visit to -tile site which will include an assessment of action, if
any, that the University has already-taken.

The 'President of the University commented 'on our _draft repolc.t-
in a February 20, 1981, letter and listed a number of actions that
have' been taken or are being taken to address '(the problems i'den-.
tified. (See
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The Hon orable Elmer Staats
Comptroller General of,the
United States

GeneralAccounting Office
441 G Street, N.W.
Washington, D.C. 205,48. .

Dear Elmer,
IP

* .Some time, ago, theksubcommittee.staff was approached by a.
Tospettive source who made a series of allegiiions conEgrning,
he financial practices of the Medical University of South
Carolina. We had referred the source to you. .

--.7''

Now, we are aware that your,.auditors have litiOked into his! .

charges and, appuently, have'substantiated some of the-infor-
lhant's allegations. Accordingly, I would request, thatvyou '

dirett any report resultAg from your review to this subcommittee,
and that you be preparecPto testify Wore the subcommittee by
mid October.

-1, i
I

Thank you for your,cooperation and assistance in this
matter. Any questions. may be directed to Mr. Peter Roman on I

224-40'67. -, , , il

.i.
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APPENDIX II

A

MEDICAL UNIVERSITY OF souni CAROLINA

3

POSITIVE ACTIONS TAKEN

AS A RESULT OF:

nr

APPENDIX II

4'

1. Legislative Audit Council Report - March 1979

2. MEC Drug Audit - Judy 1979

3. State Reorganization Commission Draft Report-- November 1979

4. GAO Draft Report - November 1980

January, 1981

r- /
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APPENDIX II

I. Drug Control:,_

APPENDIX II

4'

r
A. A two-part form, to serve as a receipt for their uses when returning

controlled substances was developed. During the GAO audit it was

noted the form was not being used properly. It was iedeSigned to a

three-part form, one coyy of which,comes to the Controlled. Substances

Inspector, whti now has a record of mat should be in the deTtruction

box.

B. pharmacy stock that formerly was:divided into-active and reserve

was all converted to active stock. Upon receipt all active -stock is

identified and proper control records immediately established.

C. The major portion of the hospital pharmacy was reiovated to provide

limited access'to the controlled substances area and tb permit the

development of4a new record system, cross referenced, in an area

immediately adjacent to the pharmacy.

D. All controlled substances in the hosPital were reinventoried to include

the_ stock held on each nursing station.

E. All controlled substances were separated, physically, as to the

license ,the drugs were purchased under. This has eliminated the

aridngling bf drugs pUrchasedtnder different license numbers.

F. New policy and procedures for the ordering, receipt, storage; anc

disposition of controlled substances were established for hospital

pharmacy.
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G. All departments.4podling controlled "substances on the Medical

University of South Carolina campus, other than the hospital pharmacy

were identified. A policy and procedure manualeor the departmental

handling-of cgntrolled substances was established. Specific indi-

viduals in each department responsible for"carrying out these pro-

cedures were named.

H. A Director of Controlled Substances for' the entire Medical University

I.

was named.

A Controlled Substances Inspector was employed.

.111.

J. All practitioners cn the Medical University campus were 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.

K. All print shops in the immediate Charleston area wereanotifiied not to

honor any requeSts for the printing.of prescription blanks with a

Medical University of South Carolina address on it. A standard

University -wide prescription blank wasestablished as the one and

only official form for the Medical University of South Carolini-

piescriptione.

v.

L. A process of validating prescriptions through the use of imprinting

personalized cards on the prescription was established. -All pharmacies

20
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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 outlets when a validating card is

lost.

/.

M. Inspections of nursing stations, departments,,and the pharmacy was

begun by the Controlled Substances Inspector.

V. Each departmen, outside the _hospital pharmacy, was individually

licensed according to the use of the controlled substances in their

possession.

0. Based upon the individual departmental licenses a central, computerized

readily retrievable record system for all controlled substances pur-

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

1'1, 1980.

e

-
P. All Pharmaceutical firms, and wholesale drug houses were informed not

to ship any controlled substances to any area:of the Medical University

except through the hospital pharmacy. Any firm providing a University

faculty menber with controlled substances must-send a copy of. the

signed form to the Controlled- Substances Inspector to alert us .to its

being on campus.

Thetreseardh approval form was modified to include a section About

the use of controlled substances. Where the use is beyond normal

anesthetic needs, prior to the grant-award, a review of the security

and storage needs for the grant is made.',
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0



.APPENDIX II APPENDIX II

Becatase of the departmental needs it was toted that no commercial

controlled substances cabinet, especially for refrigerated drugs,

met DEA or BDC standards.4Working with these two agencies the
410

versity has designed a new cabinet to meet security needs for all

controlled substances. These cabinets axe presentlS on order.

S. Policy changes regarding what constitutes emergency situations were

established by.the hospital Executive Committee and each practitioner'

notified, as Well as nurses, as to the proper procedure to fond/ when

such Situations arise.

T.. New cut-patient methods for recording dispensing of controlled sub-

stanceg'*were established.

U. New procedures for recording returned controlled substances uere
4

s.

established for the Pharm*py and from the pharmacy to a pharmaceutical

manufacturer.,

. A single source for purChasing almost all controlled substances were

established. By this process a series A codes was implemented which

prevents individuals or departments from ordering and receiving controlled

substances on the Medical University of South Carolina campus other than

through the hospital pharmacy. The codes used identify the license to

a department which is then identifiable back to our central record keeping

system.
"
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TCYBE"pONE

W. Because of the peculiar needs of the anesthesia and operating roan

areas a totally different set of policies and procedures are being

established. A pharmacy technician-has been assigned to the 'ea.

We anticipate these procedures will be ready by April 1, 1981 with

a three-month trial, in a limited area, to follow. Total implemen-
.

tation should occur around jai 1, 1981.

.

X. We anticipate the neTacontrolled substances cabinets to be onboard

about January 31, 1981. Installation will be accomplished by our

Physical Plant in areas where security of this type issnecessary.

4

Y. New forms to better control_ bulk chemicals, which are controlled

'substancds,1 are in process. These will better identify the need,

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

,--
. /

Z. After all the above are in place a review of their impact on &lip'

for deStruction will be made to determine whether additional changes

in this, area are needed.

C
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II. PROPETY:

A. Early Development of Property Office:

j
Office formed later 1974.

APPENDIX II

c.

- Physical tagging of equipment began 1975 by Pioperty Office (as

opposed to outside contractor). :.

- 1977 staff increased frdm two to four members to meet regained'

accounting for current equipment acquisitions.

1979 - Decision made to increase staff to address verification

pre-4975 equipment pUrehases and ully prooeduralize the accOun

bility for 011 major movable equipment.

8. Current Property Management Program:

Staff:

. Beginning in July 1971., the Property Office was staffed by 11
%

0

'property specialists (increased from four in .1977).

physical Inventory:

A physical inventory of all University buildings began in July

"\.11 1979, and was completed December 23, 1980. The inventory covered

all University affiliated buildings, i.e., V.A. Hospital, Charleston
. ,

dounty Hospital, Roper Hospital, The Citadel, and encompassed the

24
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ct

identification of apprcocimately 50,000 major rrovA 1 equipment

items valued at from $407 50f

AN' (cr

Reconciliation Process:

the
1:

Upon h coMpletion of the physical inventory, the procbss recon-

F

histori&l, financial, inventory records with the recently

9

verified physical inventory. records began. This process will be,

completed by February - 28,1981. .

''Resulting Property Management Progr4m:
.

.

Alter the completiop of the phydical inventory and the reconcili-

aticn process, the NOAicAl University of South Carolina Property

99*

2

Office will assure compliance with existing, state and federal pro-

perty minagement regulations. a

AV

99

l .

C This program will maintain records which will provide the Calming
. .

Is)

information - . , I

1.. Description of equipment using appropriate identification data.

2: Source of funding and title Status (percent of federal funds).:

3. ACquisition date and costs. -,

r,1

4. Locaticin; use, knd condition,

.5. Verification of required pertiodic physicalinVentories.

6.-Atimatedisposition.

III. ENTERFAIMLW: ..

A. Established revised guidelines for recruitment and entertainment effective
.

Janbary, 15, 1981. Policies will be incorporated in thel&dical University

25'
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oA South Carolina Administrative Procedures Manual in January of 1981-$*

.$
.e

Defined `conference costs or "working meal" situations to prevent

perqUisites.

o

C. r Outlined the Medical University of S'outh Carolina policy

beverage purchases:

fa*
$

alcoholic

15. ° Restricted procurement methods (prior approval and documentation for
, 0

each emergency situation, .,

E. Prohibition ce use pf "Other Contractual Services" as a Class Code,
-

for entertainment recruitment and conference refreshments.'

-4

F. i Prohibition of retirement parties donations or contributiofis, and

,purchases of memorial flowers.

0

J3. Strengthened documentation requirements includ. s of persons

. attending, purposepf expend4ure, etc.
4 -

- 41
IV. USE OF SPECIAL FUNDS:

o f,
ti

Defined spdcial funds ("L" and "C ").

B. Ulodating'pof Account'Nemoranda for "L" & "C""by July, 1981 to include.

o

9.

purposes and/o restrictions as well as authorized signatures.

0

C. Development of written policy governing objectives, expenditures

26 35
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(previous policies -wlenotcriteria, and appropriate clase codes.

D. Commitment to udy revision of report format in the MIS to include.

.

a comp ed budget,for these fundS. (If revised -4mplementation

written).

f

date of July, 1981).

APPENDIX/14

E. Revise the meLtof budgeting and controlling special funds,-July 1,

1981.

V. DENTAL GOLD

,

A. Developed restrictive policy on sile,,of gold. LThi l limits sale of

gold).

B.8 Transferred all gq1d to bank vault .for safe-keeping.'

INTERNAL AUDIT WEAINESSES

°
,

A. - . Developed plan for Internal Audit - (Director Staffihg. tettern).

. 401.\.

.

B. DevelopedDeveloped standard system and report,reguirements.",

Om

C. Defined organizational responsibilities.

VII. _HEALTH SCIENCES FOUNiATION /1 '

A. Appointra Committee to review - "D5ntrol" aspects'of foundation

(New 1051-lawn adopted in DeoeMber call for a Board that is more removed

273G
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J

fr

from the Medical University of South Carolina).

APPENDIX II

dot B. Statement licy that Health Sciences Foundation should be self-

rting as soon as financially feasible.

C. Prohibitions of Donations to Health Sciences Foundation fromAany

University Account effective. January 15, 1981.

OVIII. USE, OF FEDERAL FUNDS

A. Emphasis placed upon more and better documentation of purchases.

B. Clarification frail Ms. Seltzer, on Federal Capitation Uses.

C. . System change to Oommit rather than exptnd.dollars for renovation in

"W" Account; would trace ed federal dollars; implemented by July 1,

1981. r-

\\__-------

D. Corrected administrative error of cap' t grant related income on

binder sale in Pharmacy. (Effective Janu. 1981)

we
4,

Implemented new effort reporting system in July, 1980 - Have requested

review of this'system from Department of Health and Human Services.

. l'INTERNINL CONTROL

O

. Modified system and procedures to limit-access to vendor files and --/\\

.

I
a

,A,-provide verification of vendor,addresses in Accounts Payable in 1977,

28
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z

B. Have rkquested State Auditor to review current policies in Accounts

Payable. (theNledical University of South Carolina awaiting

ccuments).
ag

/

I

.

d*

-

29,
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As

DEPARTMENT OFHEALTH & HUMAN SERVICES !Office of inspecior General

20 FEB 1941

Mr. Gfegory J. Ahart.
Director, Human Resources
Division . 4

United States General
Accounting Office

Washington, D.C. 20548

Dear Mr. Ahart:

Washington, D C. 10201

The Secretary asked that I respOnd 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 posi on of the
Department and are subject to reevaluation when final
versioh of this report is received.

'We appreciate the opportunity to,c
report before its publication.

c---

ti

Enclosure

A

1

ent on this draft

Sincerely yours,

, c

BryidaB. Mitchell
Acting Inspector General

30
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o

The Uruersity has been aware of reported serious deficiencies 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 littleor na indication that the task of correcting these conditions

has been adequately addressed 1:0?the University. Even though Federil funds

only represent approximately 10% orthe total funds expended by the llniversity,

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 concernedt_thii the University
take steps to install as soon as possible on a sfheduled basis, strictly

adhered) to a strong and comprehensive internal control- system, in-

cluding ba is systems).

As indicated in our re es to GAO's recommendationsAletailed below, the
Department is taking p rst,action to review the deficienciei cited and any

other possiblgproblems at the University as a preliminary step towards

rectifying situations in which Federal funds may have been inappropriately

handled.

*AIL GORecomnendation: That the Secretary of If-IS make an further Federal funding
arffingent upon a satisfactory showing -by the University that corrective
actions have been taken to ensure that internal contrels are adequate to ensure

proper accountability. Further that the Secietary.dgrine whether or not
recovery should be made for that portion of the equi t which (1) was 4-

porchaied without Fedeial.approval, (2) cannot be located, (3) is not being

used, and (4) is being used outside of the grant-supOorted area.

Department Comment: We concur that further Federall
i

funding'should be made

contingent upon.a satisfactory showing by the University that corrective
',actions have been or will be taken on a more than expeditious basis to ensure

len

satisfactory operating internal controls te- We will lso review the situation

concerning equipment and actto 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 University shortly to
initiate a careful review of these batters on site. i 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 alreadjr taken, if any, by-

the University with respect to the issues in questio'n.

31
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APPENDIX IV

OFFICE OF TOE PRESIDENT

(803) 792.22 I I

medical I iniversit v of southcarotin:1
171 ASHLEY AVENUE / CHARLESTON. SOUTH CAROLINA 29403

: 3:

February'20, 1981'

Mr. Donald.L-Scantlebury, Director
Accounting- and Financial Mana);emant Diesion
Room 6001

U.S. Qpneral Accounting Officefr-
'Washinkton D C. 20548

Dear Mr. Scantlebury:,

It wad our pleasure ba,maet with Mif Campbell and Mr. Patterson of the
GAO yesterday to review the drift of the GAO Audit Report on the Medical Uni-versity of South Carolina.

I , During that meeting, all remainimi'differencei
of opinion about the facts.

'were resolved. We believe the current draft accurately reflects the results
of the audit findings.

t
Your report includes corgective'actions

and planned corrective actions
.

to criticisms ,raised io, the UgislatiVd Audit Report, the State_
Reorgahization Commisdionjteport, and the GAO Report.

.

4,- In the.area-of ehtertainient related expenditures, we have revised our .
policies and impleiented several new control procedures. We will continue towork with'the State Auditor and the State Reorganization ComMission to clarifytaperquisite question raised in'your report.

. 4 .' A new prOp2rty management
system-will be.,.in place by February 28, 1981.

'The4Universitcorapletwka physical inventory of equipment on December 31, 1980.The results o that inventory will be reconciled by February 28, 1981. This'new system, counted with
biannual,physical inventories, will correct the problemsrelated to property, management.

. .
;., -,' - ..., ....

reportingA new internal audit program and :reporting arrangement were authorized by .the Board Of,Trustees'A FehruaeY 13, 1981, which will 'Strengthen the managementof,the institution. Elie Board also created threes ice -Presidential positions;one,for finance, one for administration,
ind'one for clinical affairs. Thesepositions will aildiita much closer level of supervision than has existed in the..,7past. , $

.

"Ancawarmowmompohmornrommfimpraow.W

32 4.

Y



APPENDIX IV APPENDIX IV \f,

Donald L. Scantlebury, Director
Page Two
February -20, 1981

Medical University Of South Carolina

We appreciate the opportunity to/Lment on this report and believe that

the audit process of the GAO has resulted in a fair and accurate report.

Sincerely,

dal

William H. Knisely,JPh.D.

President

WHK/egc

cc: Mr. Campbell, G.A.O., Washington
Mr. Patterson, G.A.O., Atlanta
Dr. Bradham, Secretary, Board of Trustees

(911018)
C
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