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INTRODUCTION 1 

Established by Chapter 19, Section 1 and operating under Chapter 123, Sections l through 
36B of the Massachusetts General Laws, the Massachusetts Department of Mental Health 
(DMH) promotes mental health through early intervention, treatment, education, policy, and 
regulation so that all residents of the Commonwealth may live full and productive lives.  
DMH currently serves approximately 27,000 adults, adolescents, and children through an 
array of inpatient and community-based services, such as residential and intensive residential 
services, case management, and community rehabilitation support. 

DMH is organized into six geographic Areas, each of which is managed by an Area Director.  
Each geographic Area is divided into local service sites.  Each Site provides case 
management and oversees an integrated system of state and vendor-operated adult and 
child/adolescent mental health services.  The Central Office of DMH, located in Boston, has 
three divisions in addition to the Commissioner’s Office – Program Operations, Clinical and 
Professional Services, and Management and Budget.  It coordinates planning, sets and 
monitors attainment of broad policy and standards, and performs certain generally applicable 
fiscal, personnel, and legal functions.  Some specialized programs, including forensic mental 
health services, the child and adolescent inpatient units, and intensive residential treatment 
programs, are managed centrally. 

In accordance with Chapter 11, Section 12, of the General Laws, we conducted an audit of 
certain financial and management operations of DMH's Central Office for the period July 1, 
2006 to September 30, 2006.  The purpose of the audit was to review and analyze DMH's 
internal controls over receipts and disbursements, personnel and payroll functions, 
administrative expenses, contract procurement, and safeguarding its assets; to review 
compliance with Office of the State Comptroller (OSC) and Chapter 647 requirements, 
including complete and accurate accounting records and an adequate Internal Control Plan 
(ICP); and to examine DMH activities relating to oversight of Area offices and facilities. 

AUDIT RESULTS 4 

1.  INTERNAL CONTROL PLAN NEEDS IMPROVEMENT 4 

DMH's ICP was incomplete and had not been updated, contrary to Chapter 647 of the Acts 
of 1989 and OSC guidelines.  Additionally, our review of the ICP disclosed that it did not 
include two interrelated components detailed in the OSC’s Internal Control Plan for 
Managers, and it contained outdated information and references.  DMH officials recognized 
the need to revise and update the ICP, and has hired an Internal Control Officer, whose 
responsibilities include performing a department-wide risk assessment and establishing ICPs 
for each DMH unit based on its type of operation.  The Internal Control Officer stated that 
the DMH risk assessment and new ICP should be finalized by June 30, 2007.  In response to 
our audit report, DMH stated that it was currently in the process of updating its existing 
Internal Control Plan for its fiscal operations agency-wide to comply with the provisions of 
Chapter 647 of the Acts of 1989 and the requirements set forth by the Office of the State 
Comptroller.  Additionally, an annual risk assessment of fiscal operations will be performed 
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and will be referenced to specific fiscal policies and procedures for mitigating risks.  Finally, 
the ICP will also include references to the five interrelated components of internal controls: 
control environment, risk assessment, control activities, information and communication, 
and monitoring. 

2. INTERNAL CONTROLS OVER FIXED ASSETS NEED IMPROVEMENT 6 

Our review disclosed that DMH was not in compliance with OSC requirements for 
accounting for, recording, reporting, and reconciling fixed assets.  Specifically, our review 
noted that DMH's inventory list was not completely or accurately maintained, fixed assets 
were not properly tagged in all instances, and an annual reconciliation of fixed assets was not 
performed.  In addition, DMH’s Non-GAAP (Generally Accepted Accounting Principles) 
fixed asset list lacked required information, including dates of purchase and historical costs.  
Without proper internal controls over fixed assets, there is inadequate assurance that DMH's 
property and equipment is adequately safeguarded against loss, theft, or misuse.  In response 
to our audit report, DMH indicated that it would take the necessary corrective actions 
regarding fixed asset management to ensure compliance with OSC’s guidelines to ensure 
adequate internal controls over fixed assets.  In order to comply with the audit 
recommendation, DMH will review its current inventory policies and procedures for 
adequacy and effectiveness.  DMH will also establish additional policies and implement 
additional procedures agency-wide, as needed, for the recording, tagging, and transfer of 
fixed assets in accordance with OSC guidelines. 

APPENDIX  10 

Chapter 647, Acts of 1989, An Act Relative to Improving the Internal Controls 
within State Agencies 10 
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INTRODUCTION 

Background 

Chapter 19, Section 1, of the Massachusetts General Laws established the Department of Mental 

Health (DMH), which is supervised and controlled by the Commissioner of Mental Health.  DMH 

falls under the umbrella of the Executive Office of Health and Human Services (EOHHS), and is 

responsible for overseeing all matters affecting the mental health of the Commonwealth’s citizens.  

DMH’s primary mission is to provide services to citizens with long-term or serious mental illness, 

early and ongoing treatment for mental illness, and research into the causes of mental illness.  

Chapter 123 of the General Laws established DMH’s operating statutes, which require the adoption 

of regulations and professional standards for the treatment of mentally ill persons in DMH facilities. 

During 1966, the State Legislature enacted the Comprehensive Mental Health and Retardation 

Services Act to decentralize DMH and establish a network of community-based services.  DMH 

operates through a central office located in Boston and six area offices, which provide and supervise 

extended-stay inpatient services and community-based services at hospitals, comprehensive centers 

and clinics, and other mental health facilities established within DMH, and sets the operating 

standards for mental health facilities and community residential programs. 

The central office, which consists of the Commissioner's office and three divisions – (Program 

Operations, Clinical and Professional Services, and Management and Budget) coordinates planning; 

sets and monitors attainment of broad policy and standards; and performs certain generally 

applicable fiscal, personnel, and legal functions.  Some specialized programs, such as forensic mental 

health services, child and adolescent inpatient units, and intensive residential treatment programs, 

are managed through the central office. 

The six area offices are organized by geographic area, each of which is managed by an Area 

Director.  Each area office is divided into local service sites.  Each site provides case management 

and oversees an integrated system of state and vendor-operated adult and child/adolescent mental 

health services.  Most planning, budget development, program monitoring, contracting, quality 

improvement, and citizen monitoring functions emanate from site and area offices.  Citizen advisory 

boards at every level of the organization participate in agency planning and oversight.  DMH 

allocates funds from its state appropriation and federal block grant to the areas for both state-
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operated and state-contracted services.  This includes four state hospitals; five community mental 

health centers with inpatient units; adult inpatient units at two public health hospitals; contracted 

adult, adolescent, and latency-age inpatient units and latency and adolescent intensive residential 

treatment programs; and community-based services. 

From 1998 to 2000, DMH revised 104 Code of Massachusetts Regulations (CMR), which outlines 

DMH's authority, mission, and organizational structure; citizen participation; licensing and 

operational standards for inpatient facilities (DMH-operated and other licensed inpatient facilities) 

and community programs; and standards for service planning, fiscal administration, research, 

investigation procedures, and designation and appointment of professionals to perform certain 

statutorily authorized activities. 

Chapter 26, Section 15 of the Acts and Resolves of 2003 amended Chapter 6A, Section 16, of the 

General Laws by inserting in place thereof the following section: 

Section 16.  The executive office of health and human services shall serve as the 
principal agency of the executive depar ment for the following purposes:  (a) developing, 
coordinating, administering and managing the health, welfare and human services 
operation, policies and programs; (b) supervising and managing the organization and 
conduct of the business affairs of the departments, commissions, offices, boards, 
divisions, institutions and other entities within the execu ive office to improve 
administrative efficiency and program effectiveness and to preserve fiscal resources; (c) 
developing and implementing effective policies, regulations and programs to assure the 
coordination and quali y of services provided by the security and all of the departments, 
…(d) acting as the single state agency under section 1902(a)(5) of the Social Security Act 
authorized to supervise and administe  the state programs under Title XIX  for the 
programs under titles IV(A), IV(B), IV(E), XX and XXI of the Social Security Act, and fo  
…(e) maximizing federal financial par icipation for all agencies, departments…. 

t

t

t  
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As a result, and as part of the reorganization of its departments, EOHHS entered into an 

Interdepartmental Service Agreement (ISA) with DMH on June 30, 2005.  The purpose of the ISA 

was to improve administrative efficiency and service delivery to better support department 

operations and preserve financial resources by identifying certain functions and activities that are 

common to the separate agencies and departments within EOHHS in accordance with the 

legislation.  The Core Administrative Activities designated in the ISA as common to EOHHS and its 

various departments and agencies include: Human Resources, Federal Revenue Claiming and 

Revenue Forecasting, Information Technology Services, and Leasing.  In accordance with the ISA, 

EOHHS is responsible for providing staff and resources to perform these functions for the 

departments. 
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DMH currently serves approximately 27,000 adults, adolescents, and children through an array of 

inpatient and community-based services, such as residential and intensive residential services, case 

management, and community rehabilitation support.  DMH also has an extensive array of services 

targeted to people with serious mental illness who are homeless.  In addition, in fiscal year 2006, 

DMH forensic specialists performed 16,300 evaluations in the adult courts, and provided services in 

3,684 cases for children and families involved in the juvenile justice system. 

Audit Scope, Objectives, and Methodology 

In accordance with Chapter 11, Section 12, of the General Laws, the Office of the State Auditor 

conducted an audit of certain financial and management operations of DMH’s Central Office, 

including DMH’s internal control structure, for the period July 1, 2006 to September 30, 2006. 

Our audit was conducted in accordance with applicable generally accepted governmental auditing 

standards and, accordingly, included audit tests and procedures that we considered necessary.  Our 

objectives were to review and analyze whether DMH has adequate internal controls over receipts 

and disbursements, personnel and payroll functions, administrative expenses, contract procurement, 

and safeguarding its assets; to review compliance with Office of the State Comptroller (OSC) and 

Chapter 647 requirements, including those related to complete and accurate accounting records and 

an adequate Internal Control Plan (ICP); and to examine DMH activities relating to oversight of area 

offices and facilities. 

To accomplish our objectives, we conducted interviews with management and staff; reviewed 

departmental documentation, including DMH’s ICP; and performed, on a test basis, such other 

procedures as we considered necessary. 

At the end of our audit, the results of our review were communicated to DMH’s Deputy 

Commissioner of Management and Budget, the Assistant Commissioner for Administration and 

Finance, the Director of Accounting and Operations, and the Internal Control Officer. 

Our tests indicated that, except as reported in the Audit Results section of this report, DMH has 

adequate internal controls over receipts and disbursements, personnel and payroll functions, 

administrative expenses, contract procurement, and safeguarding of assets, and complied with 

applicable laws, rules, and regulations for the areas reviewed. 
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AUDIT RESULTS 

1. INTERNAL CONTROL PLAN NEEDS IMPROVEMENT 

Our audit indicated that the Department of Mental Health (DMH) does not have a complete 

and updated Internal Control Plan (ICP), contrary to Chapter 647 of the Acts of 1989 (An Act 

Relative to Improving Internal Controls within State Agencies) and Office of the State 

Comptroller (OSC) guidelines.  Chapter 647 requires departments to develop an internal control 

plan in accordance with OSC guidelines, and to update it annually or more often as conditions 

warrant.  Our review of DMH’s ICP noted that the plan contained outdated information and 

references, and that it did not include two interrelated components detailed in the OSC’s 

Internal Control Guide for Managers. 

The OSC’s Internal Control Guide, Volume 2, states, in part:  

The Office of the Comptroller defines an internal control plan as, a “high level 
summarization, on a department-wide basis, of the departmen ’s risks (as the result of a
risk assessment) and of the controls used by the departmen  to mitigate those risks.  
This high level summary must be supported by lower level detail, i e., departmental 
policies and procedures. . . .” 

t  
t

.

For the ICP to be considered a high-level summarization, five interrelated components of 

internal control must be present: control environment, risk assessments, control activities, 

information and communication, and monitoring.  However, DMH’s ICP only documented the 

control environment, control activities, and information and communication components.  

Although DMH does have various standard operating policies and procedures in draft form, the 

ICP did not address risk assessment and monitoring.  Without a complete ICP in place, there is 

inadequate assurance that DMH will achieve its goals and objectives efficiently, effectively, and 

in compliance with applicable laws, rules, and regulations; provide guidance in the event of 

employee turnover; and properly safeguard its assets against loss, theft, or misuse. 

A risk assessment is an entity’s identification and analysis of risks relevant to achievement of its 

goals and objectives, and it forms a basis for determining how the risks should be managed.  

Monitoring is a process that assesses the quality of the internal control performances over time.  

The effectiveness of internal controls needs to be monitored periodically to ensure that controls 

continue to be adequate and function properly. 
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An ICP must be evaluated and updated to respond to changes in an entity’s internal control 

system while maintaining the system’s effectiveness.  We noted that DMH’s ICP was last issued 

in 1999, and that the latest revisions reference policies from 2000.  As of July 2005, the 

Executive Office of Health and Human Services performs many core administrative functions 

referenced in DMH’s ICP, such as human resources, payroll processing, revenue collections, and 

reporting.  As a result, the ICP included outdated information, such as revenue collections and 

the data entry of payroll time records, and it contains references to the old Personnel 

Management Information System and Commonwealth Automated Payroll System (PMIS and 

CAPS), rather than the current Human Resources/Compensation Management System 

(HR/CMS) payroll system, which was implemented in February 2000. 

Chapter 647 states that an agency’s internal control officer: 

Shall annually, or more often as condi ions warrant, evaluate the effectiveness of the 
agency’s internal control system and establish and implement changes necessary to 
ensure continued integrity of the system. 

t

t
t

t

t

Relative to management’s involvement in internal controls, the OSC’s Internal Control Guide 

for Managers, Chapters I and IV, states, in part: 

New studies on internal control have confirmed managemen ’s involved support as 
essential to the proper functioning of internal controls.  No system of internal con rol 
functions properly without the knowledge and support of management at all levels.  The 
revised Internal Control Guide for Managers stresses the essential role of managers at all 
levels in developing and monitoring departmental internal con rols. . . . 

Internal controls coordinates a depar ment's policies and procedures to safeguard its 
assets, check the accuracy and reliability of its data, promote operational efficiency, and 
encourage adherence to prescribed managerial policies.  Department managers must 
develop, implement, monitor, and update an effective plan of internal controls. . . . 

Preparing written internal controls will clearly communicate specific responsibilities to 
individual staff, facilitate training new staff, and enable you to review and monitor your 
internal control system. 

DMH officials recognized the need to revise and update the ICP and therefore hired an Internal 

Control Officer, whose responsibilities include performing a department-wide risk assessment 

and establishing ICPs for each DMH unit based on its type of operation.  The Internal Control 

Officer stated that DMH’s risk assessment and new ICP should be finalized by June 30, 2007. 
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Recommendation 

DMH should update its ICP to ensure that it is in compliance with Chapter 647 and OSC 

guidelines by completing a high-level summarization of its internal control activities, including a 

risk assessment with sufficient reference to its detailed policies and procedures for mitigating 

risks, and include reference to the five components of internal controls.  Additionally, the update 

should include current references to the HR/CMS payroll system. 

Auditee’s Response 

DMH is currently in the process of updating its existing Internal Control Plan for its fiscal 
operations agency-wide to comply with the provisions of Chapter 647 of the Acts of 1989
and with the requirements set forth by the Office of the State Comptroller   An annual 
risk assessment of fiscal operations will be performed and will be referenced to specific 
fiscal policies and procedures for mitigating risks.  The ICP will also include references to
the five inter-related components of internal controls:  con rol environment, risk 
assessment, control activities, information and communication, and monitoring. 

 
.

 
t

2. INTERNAL CONTROLS OVER FIXED ASSETS NEED IMPROVEMENT 

Our review disclosed that DMH was not in compliance with OSC requirements for accounting 

for, recording, reporting, and reconciling fixed assets.  Specifically, our review noted that the 

inventory list was not completely or accurately maintained, fixed assets were not properly tagged 

in all instances, and an annual reconciliation of fixed assets was not performed.  In addition, 

DMH’s Non-GAAP (Generally Accepted Accounting Principles) fixed asset listing lacked 

required information, including dates of purchase and historical costs. 

We selected for review 20 inventory items to verify the existence of the asset, its location, and 

the proper recording of each item.  Our tests disclosed the following: 

• Three computers, a computer monitor, a laser-jet printer, and a file cabinet selected from 
the fixed asset list could not be located.  DMH personnel stated that the computer 
monitor and printer had been replaced, and we were able to verify the replacement items 
to the fixed asset list.  However, DMH personnel could not determine the location of 
the other items. 

• A computer and two laser-jet printers selected from the floor were not recorded on the 
fixed asset listing. 

• Desktop computers, printers, and fax machines located in a storage room lacked 
identification tag numbers. 

6  
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During our audit, we also noted some recently purchased furniture that lacked property tag 

numbers.  However, DMH tagged this furniture when we brought it to their attention. 

The Massachusetts Management Accounting and Reporting System (MMARS) Fixed Asset 

Subsystem User Guide sets forth the following policies.  Chapter 5, Accounting and 

Management, Policy Numbers 5-5 and 5-6:  

Fixed Asset Inventory – There shall be an annual inventory taken of fixed assets owned 
by every Department.  This inventory shall include at a minimum a verification of the 
existence and location of fixed assets owned by a Department.  This inventory shall be 
done on or about June 30th of each year for GAAP and non-GAAP assets. 

Reconciliation – There shall be a reconciliation of the fixed assets inventory against the 
books and records maintained by the Departmen , either on the Fixed Asset Subsystem 
or other documented methods.  This reconciliation is to be done, at a minimum, on an 
annual basis. 

t

t  
t

f

r
i

 
t t

Chapter 4, Recording Including Depreciation, Policy Number 4-5:  

Tagging of Assets – Physical property other than land, buildings and infrastructure shall 
be marked with some type of permanent tag affixed to a readily available area of the 
asset.  This tag must have a unique identification number that will be associated with 
that asset and become a part of the asset’s permanent record. 

Chapter 6, Reporting, Policy Number 6-3:  

Non-GAAP Fixed Assets – Departmen s must maintain an inventory of these assets either
on the Fixed Asset Subsys em in MMARS or on an in-house system. 

Also, the OSC’s Internal Control Guide for Departments, Volume II, Chapter 3, Section C, 

Fixed Assets, sets forth the following requirements:  

Departments are required to properly account or all fixed asset transactions, including 
the proper recording and the reconciliation of a periodic inventory of all fixed assets. 

The department has implemented adequate security of fixed assets, equipment or othe  
inventory guidelines to ensure the safety of fixed assets from loss, theft, m suse or 
destruction, including restricted access to the public to office space. 

Procedures in place to ensure that all fixed assets are properly recorded in either MMARS
or the depar ment’s inven ory system within 7 days of receipt. 

Internal inventory systems must include the description of the item, the value of the 
item, the acquisition date and where the property can be located within the department. 

Moreover, the OSC and Operational Services Division (OSD) Fixed Assets - Acquisition Policy, 

issued on July 1, 2004 and revised on November 1, 2006, states, in part: 
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Non-GAAP Fixed Assets must be recorded in a Department’s inventory and reconciled at 
least annually.  This inventory can be either electronic or on paper, as long as it records 
the date of purchase, amount, description, location and disposition of an item. 

Without proper fixed asset controls, there is inadequate assurance that property and equipment 

is safeguarded against loss, theft, or misuse. 

DMH personnel stated that it completed an annual inventory of property and equipment in June 

2006 by scanning bar-code tags to DMH’s IntelliTrack property database system.  They 

indicated that assets located but not previously included on the list were added at that time, but 

that a reconciliation of items listed and not physically located was not completed due to a lack of 

resources.  DMH personnel also stated that the individual responsible for maintaining inventory 

records works on a 120-day, part-time basis, and that, as a result, assets were not being recorded 

and tagged in a timely manner.  In addition, DMH personnel stated that surplus items have not 

been processed in the last year.  DMH personnel also noted that DMH has recently begun a 

department-wide replacement of computers, and that, as a result, management responsibility for 

computers has been transferred from the Administration and Finance Division to the 

Information Technology Department. 

Recommendation  

DMH should take the necessary corrective actions regarding fixed asset management to ensure 

compliance with OSC’s guidelines and to ensure adequate internal controls over its fixed assets.  

Specifically, it should: 

• Reconcile on an annual basis, at a minimum, its fixed asset inventory against the records 
that it maintains. 

• Maintain cumulative fixed asset listings accurately, completely, and in a timely manner, 
and include each item’s description, property identification number, location, acquisition 
date, and historical costs. 

• Monitor the transfer of equipment within DMH. 

• Ensure that all fixed assets have a permanently affixed identification tag. 

Auditee’s Response 

DMH acknowledges the audit recommendation to take the necessary corrective actions 
regarding fixed asset management to ensure compliance with OSC’s guidelines to ensure
adequate internal controls ove  fixed assets.  In o der to comply with he audit 
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recommendation, DMH will review its current inventory policies and procedures fo  
adequacy and effectiveness.  DMH will also establish additional policies and implement 
additional procedures agency-wide, as needed, for the recording, tagging, and t ansfer of
fixed assets in accordance with OSC guidelines. 

r

r  
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Chapter 647, Acts of 1989, An Act Relative to Improving the 
Internal Controls within State Agencies
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