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BACKGROUND

The Mental Health and Mental Retardation Authority of Harris County (MHMRA), entered into a facilities
service and maintenance contract with Johnson Controls, Inc. for the purpose of providing specialized
services that are not currently available to MHMRA through its present staff of employees.

MHRMA has designated Facilities staff members authorized to approve billing and administer the
Agreement. Amendments or revisions to the Agreement require the express approval of Dr. Steven B.
Schnee, Executive Director.

The original term of Agreement was effective for two years beginning June 1, 2002 with three one-year
renewal options at the sole discretion of MHMRA. The current contract period is from June 1, 2004
through May 31, 2005.

General Obligations of Contractor

. The initial implementation of the Agreement was conducted in accordance with the Transition and
Permanent Plan as described in the Contractor’s proposal dated April 5, 2002.

. A Facilities Needs Assessment was completed as required in the Agreement.

. Agency is to approve Contractor Personnel.

. Contractor agrees not 1o subcontract any services until approval of such subcontractor is obtained
from the Agency.
Contractor agrees to ‘right to audit.”

. Contractor agrees to abide by all applicable laws and regulations.

. If any part of the contract is subcontracted that has a value or cost of $10,000 or more over a (12)

month period, the subcontract shall contain a clause making records of subcontractor available for
a period of four (4) years.

. To make available upon request all original receipts, financial and supporting documents, and
statistical records to MHMRA where Agency funds are used to purchase goods and services.
. Contractor agrees to maintain, at its sole cost and expense, specific coverage and limits of

msurance as detailed in the Agreement,
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General Obligations of MHMRA

. Pay Contractor in accordance with a pre-established fee schedule.
° Payment to be made 30 days after receipt of goods, services, or invoice, whichever is latest.
. Payment to be made on a monthly basis and shall be based upon the services provided by the

Contractor as reflected in a completed claim form or invoice approved by MHMRA.

OBJECTIVES

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

. 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 MHMRA policies and procedures adequately assured compliance with federal, state,
and local laws.

J Determine if systems of internal controls implemented were adequate to assure that amounts
calculated and paid were valid and appropriate.

. Determine whether the services provided were in compliance with the approved contract and that

the contractor met the objectives and contract terms.
SCOPE

The scope of the work did not constitute an evaluation of the overall internal control structure of the unit.
The examination was designed to evaluate and test compliance with established policy and procedures and
to test the internal control over tested areas and material. The audit scope period was from September 1,
2003 through September 30, 2004,

Departmental management is responsible for establishing and maintaining a system of internal controls to
adequately comply with approved policy and procedures. The objectives of an internal control system are
to provide management with reasonable, but not absolute, assurance that assets are safeguarded against loss
from unauthorized use or theft, and that transactions are executed in accordance with management’s
authorization and are properly recorded.

Because of inherent limitations in any system of internal accounting control, errors or irregularities may
occur and not be detected in a timely manner. Also, projection of any evaluation of the system to future
periods is subject to the risk that procedures may become inadequate because of changes in conditions, or
that the degree of compliance with procedures may deteriorate.

The purpose of the audit report is to furnish management independent, objective analyses,
recommendations, and information conceming the activities reviewed. The audit report is a tool to help
management discern and implement specific improvements. The audit report is not an appraisal or rating of
management.

Although due professional care in the performance was exercised, this should not be construed to mean that
unreported noncompliance or irregularities do not exist. The deterrence of fraud is the responsibility of
management. Audit procedures alone, even when carried out with professional care, do not guarantee that
fraud will be detected. Specific areas for improvement are addressed later in this report.

IT

Internal Audit




MHMRA of Harris County Johnson Controls, Inc.

Other minor findings, not included in this report, have been communicated to management and/or corrected
during the audit process. Internal Audit would like to thank the management and staff for their cooperation
throughout the audit.

METHODOLOGY

In order to meet the objectives, Internal Audit flowcharted and evaluated controls related to the
administration of the contract, tested calculations, as well as reviewed policies and procedures for
compliance and completeness. Facilities, Accounting, Purchasing, and Contract Department staff were
interviewed and audit tests and procedures were conducted as considered necessary.

The sample size and selection were statistically generated using a desired confidence level of 95%,
expected error rate of 5%, and a desired precision of +/-5%. Statistical sampling was used in order to infer
the conclusions of test work performed on a sample to the population from which it was drawn and to
obtain estimates of sampling error involved. When appropriate, judgmental sampling was used to improve
the overall efficiency of the audit.

PROCEDURES PERFORMED

. Interviewed departmental personnel integral to the internal audit to document applicable policies
and procedures as well as contract understanding.

. Observed and reviewed MHMRA contract set-up for the contract and the system of controls
related to authority levels, contract monitoring, etc.

. Selected a sample of expenditures for services under the contract and reviewed supporting
documentation.

. Reconciled the payment data from the Contractor to MHMRA ’s expenditures under the contract.

. Analyzed spend data under the Agreement.

. Performed procedures to test the departments” monitoring of the services provided by the
Contractor.

STATEMENT OF AUDITING STANDARDS

The audit was conducted in accordance with generally accepted government auditing standards (GAGAS).
Those standards require that Internal Audit plan and perform the audit to afford a reasonable basis for the
judgments and conclusions regarding the organization, program, activity, or function under audit. An audit
also includes assessments of applicable internal controls and compliance with requirements of laws and
regulations when necessary to satisfy the audit objectives. An audit also includes assessing the estimates,
judgments, and decisions made by Agency management. It is believed that this audit provides a reasonable
basis for the findings, conclusions, and recommendations.

RESULTS

As a result of the audit procedures and interviews conducted, it was determined that departmental
compliance with established criteria to adequately administer the contract with Johnson Controls, Inc.
generally meets Agency requirements. However, it was discovered that certain areas of internal control
require strengthening. These and other items are discussed below.
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FINDINGS

Review Process

Sales Tax Exemption

MHMRA of Harris County is an agency of the State of Texas, and enjoys the exemptions and protections
the law awards such agencies or unit of government. One such enjoyment is that under the provisions of
state and federal laws, public agencies or units of government are not required to pay sales taxes.

Based on the procedures performed, it was noted that at least § invoices were paid that included sales tax.
Late Fee

Upon review of invoices paid for electrical services, it was noted that MHIMRA incurred late charges for
the billing date of February 10, 2004 in the amount of $2,212.10 and $1,828.33 for the billing date January
13, 2004.

Duplicate Payment

As a part of data testing, it was noted that invoice number 1095604902 (W.W. Grainger) in the amount of
$208.48 was paid twice, once from the invoice and again from the packing slip.

RECOMMENDATION

‘While administration of the contract appears to be adequate, a combination of minor errors can result in
unnecessary cost, to MHMRA, therefore,

* It is recommended that the Facilities staff charged with reviewing and approving of payment for
all invoices make a more concentrated effort in improving errors that result in additional cost, to
MHMRA.

Management Response

“"Since the Reliant late fee, Facility Services (FS) and accounts Payable siaff have monitored the Reliant
due date in relation to the weekly MHMRA check run to assure on time payment. FS staff will pursue with
Reliant reimbursement of the late fee payment, and the possibility of electronic payment.”
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Henry E. Webb

G Bobby Bownstein, Director, Information Services
Paul Wilson, Director, Facilities Management
Mike Kushner, MBA, Director Purchasing and Contracts
David Witt, MPA, CPA
Jeanne Mayo, JD
Eric S. Eaton, CPA
Rose Childs, Deputy Director, Mental Health Division
Kenneth Collins, Deputy Director, Mental Retardation Division
Tummy M. Johnson, F..M., CSM, Johnson Controls, Inc.
- Jerry Ketcham, Security Operation Manager, Johnson Controls, Inc.

v

Internal Audit







