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BACKGROUND

The Mental Health and Mental Retardation Authority of Harris County (MHMRA) is part of a broad
network of mental health and mental retardation organizations in the State of Texas that are committed to
providing quality services and supports to, and for, persons with severe and persistent mental illness and or
mental retardation. MHMRA is a publicly funded political subdivision of the State of Texas.

Accounts Payable

The Accounts Payable Department of MHMRA of Harris County is responsible for the disbursement of
funds for payment of all legal claims against the Agency. The Accounts Payable Department processes
approximately 1,500 checks each month. Over $37 million in payments were issued during the audit
period December 31, 2004 through August 31, 2005. The review focused on the internal controls over the
check writing and authorization process, as well as compliance with Agency policy and procedures.

Accounts Payable of MHMRA disburses funds to vendors, employees, and other agencies for payment for
goods and/or services received. Payments are made using the ROSS Accounts Payable Purchase Order
System. ROSS is a central accounting system which includes, but is not limited to, the general ledger,
accounts payable, accounts receivable, and the purchase order subsystem. Payments include invoices
related to Purchase Orders, Payment Authorization Vouchers, and Recurring Transactions. A Purchase
Order is an agreement made between the Agency and a vendor for goods and/or services. A Payment
Authorization Voucher is for disbursement of funds that do not require a P.O. Recurring payments are
invoices paid on a regular basis (such as monthly or quarterly payments).

The Agency makes its payments by wire transfers, on-line payments, electronic fund transfers (EFT), and
checks. Accounts Payable utilizes the MICR DIMM and secured access to DIMM which allows staff the
security to print checks and apply signatures electronically to all checks. This process provides a secure
check-printing process and environment.

However, there continues to be a growth in check fraud that can be attributed in part to advances in
technology. Graphics software that retails for less than $100 can create reproductions of almost any
document, including checks. With a simple scanning device that costs under $100 and a current annual
report, a thief can duplicate the Executive Director’s and Chief Financial Officer’s signature. Or, as in the
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case of payroll, where actual check stock is available, the signature on the check can be run through the
scanner. Then it costs only pennies to print blank checks filled in for an amount the thief chooses, signed
by the appropriate paying officer/officers.

For their part, banks have been establishing procedures and employing technology intended to catch
potential fraud at the earliest opportunity. What this means, for example, is not just requiring extensive
identification for non-bank customers, but also fingerprinting non-bank customers when they present a
check at the lobby teller window. This has the effect of deterring potential forgers, and provides a way to
identify these criminals, and, hopefully, recover losses if a fraudulent check is cashed. According to one
FBI study, fingerprinting non-bank customers has the potential to reduce check fraud by up to 50 percent.

Another important development has been positive pay services for disbursement accounts. Basically,
positive pay is a daily account reconciliation that can provide an early warning system to prevent check
fraud. It works this way: The Agency’s accounts payable department provides the bank with a report of
checks as they are issued. The bank enters this data into its reconcilement system, and by matching checks
issued against checks presented for payment, the bank produces an exception items report for the accounts
payable manager or other authorized individual at the Agency to review. Each exception item requires a
pay or no-pay decision by the Agency.

Payroll

The Payroll Department of MHMRA of Harris County is responsible for the accurate, timely, and secured
payment of approximately 1,318 employees. The employees are considered either salaried (exempt) or
hourly (non-exempt). The Agency requires each employee to record time worked on a timesheet.

MHMRA of Harris County further requires employees to participate in either a direct deposit or alternate
form of ‘electronic’ payment of payroll funds. As of the audit period there were approximately 1,288 with
direct deposit while 30 employees have elected to use ‘Cash Pay’ which is a debit card form of payroll
deposit.

MHMRA of Harris County uses a fully Web-based HRMS solution called EMPATH which is an integrated
organizational human resources and payroll system to provide payroll and human resource services to the
Agency. However, the decision was made during the implementation of EMPATH not to fully utilize the
complete functionality available.

EMPATH is considered one of the premiere software solutions designed specifically to address the
complex demands of HR and payroll departments, within the healthcare environment.

OBJECTIVES

The overall objectives of the audit were to determine whether the departments:

o Managed and used resources in an efficient, effective, and economical manner
. Administered funds in compliance with applicable laws, regulations, policies, and procedures
) Implemented internal controls to prevent or detect material errors and irregularities

The specific objectives in this audit were to:

. Determine if systems of internal controls implemented were adequate to assure that signatures
were appropriate and valid

o Determine whether the blank checks (Payroll) are completely and regularly accounted for by
someone independent of the check issuing process

. Determine whether appropriate signatures are used in relation to dollar limits as it relates to

requirement for a second signature and bank records (signature card)
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