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As part of our audit of the State of Louisiana's financial statem ents for the year ended June 30, 
1997, w e conducted certain procedures at the New O rleans Hom e and Rehabilitation Center. 

Our procedures included (1) a review of the rehabilitation center's internal control structure; 
(2) tests of financial transactions for the years ended June 30, 1997, and June 30, 1996; 
(3) tests of adherence to applicable laws, regulations, policies, and procedures governing 
financial activities for the years ended June 30, 1997, and June 30, 1996; and (4) a review of 
com pliance with prior year report recom m endations. 

The June 30, 1997, Annual Fiscal Report of the New Orleans Hom e and Rehabilitation Center 
was not within the scope of our work, and, accordingly, we offer no form of assurance on that 
report upon its issuance. The rehabilitation center's accounts are an integral part of the State of 
Louisiana's financial statem ents, upon which the Louisiana Legislative Auditor expresses an 
opinion. 

O ur procedures included interviews with m anagement personnel and selected offi ce personnel. 
W e also evaluated selected docum ents, files, reports, system s, procedures, and policies as we 
considered necessary . After analyzing the data, we developed recom m endations for im prove- 
m ents. W e then discussed our recom m endations with appropriate m anagem ent personnel 
before subm itting this written report. 

In our prior m anagem ent letter dated April 13, 1994, we reported com pliance and internal 
contrDI findings concerning the patient recreation fund - vending m achines, daily census 
reports, cash collections, and controls over m edical and offi ce supplies inventory. These 
findings have been resolved by m anagem ent, except for the finding relating to the m edical and 
offi ce supplies inventory , which is addressed in this report. 

Based upon the application of the procedures re ferred to previously, all significant findings are 
included in this report for m anagem ent's consideration. 
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Controls Over Consum able Inventory 

As previously reported in our m anagem ent letter dated April 13, 1994, the New Orleans 
Home and Rehabilitation Center (NOHRC) has not maintained adequate internal 
controls over its inventory of m edical and office supplies. An adequate internal control 
structure would provide m anagem ent with the basis to accurately account for the 
receipt, issuance, validation, and disposition of inventory item s. 

During our review of the NO HRC's inventory controls, we noted the following weak- 
nesses: 
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Stock requisition form s are  not prenum bered. Therefore, the NO HRC 
cannot determ ine that all inventory item s issued are recorded in the 
perpetual inventory system . 

The perpetual records are  not reconciled to the balance in the 
Government Financial System (GFS), until an annual physical inventory 
count is perform ed. As a result, errors m ay not be detected in a tim ely 
m anner. 

Journal entries m ade to record usage of inventory in G FS are not 
reviewed by a supervisor before electronic approval. 

The NO HRC's physical inventory count perform ed at June 28, 1996, 
resulted in differences between the perpetual inventory records and the 

quantity on hand. The net value of the perpetual inventory was adjusted 
from $87,182 to $81,961, a change of $5,221, or 5 percent. 

Of 1'7 different inventory categories tested by us during fiscal year 1997, 
there were differences betw een the perpetual inventory records and the 

quantity on hand for 16 inventory categories (94 percent). 

Because of these contro l weaknesses, the NO HRC cannot adequately track and report 
its inventory of m edical and offi ce supplies. Furtherm ore, there is an increased risk that 
errors and/or irregularities m ay occur in the future and not be detected in a tim ely 
m anner. 

The NOHRC should im plem ent procedures to ensure adequate control over receipt, 
issuance , valuation, and disposition of inventory item s. Prenum bered form s should be 
used when inventory item s are issued. A m onthly reconciliation should be perform ed to 
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ensure that perpetual records agree with amounts recorded in GFS, and journal entries 
should be reviewed before input into G FS. In a letter dated February 18, 1997, M r. Otey 
M . Dear, Hospital Adm inistrator, concurred with the finding and stated that, effective 
February 1, 1997, the rehabilitation center im plem ented the procedures recom mended. 

Controls Over Professional Service Contracts 

The NO HRC does not have a system in place  to m onitor and evaluate professional 
service contracts and does not ensure that professional serv ice contractors com ply with 
the contract provisions. Louisiana Revised Statute (LSA-R.S.) 39:1497(4) requires that 
state agencies certify to the Office of Contractual Review that they have developed and 
intend to im plem ent a written plan for professional service contract m onitoring. In 
addition, LSA-R.S. 39:1500 requires an agency to evaluate contract perform ance and to 
deliver the evaluation to the Offi ce of Contractual Review within 120 days after 
com pletion of perform ance . As of Novem ber 30, 1996, NO HRC did not perform or rem it 
evaluations on the contra cts totaling $70,750. 

Our review of 17 payments, totaling $25,140, for 11 different professional service 
contracts, disclosed that the NOHRC paid 6 contractors a total of $8,242 for services 
that were  not supported by documentation. Although docum entation was specifically 
require d by the contract, none existed. Furtherm ore, interv iews conducted with the 
personnel authorized to approve the paym ents to the contractors indicated that the 
specific requirem ents of the professional serv ice contracts were not re viewed before 
appro ving these paym ents. W ithout re viewing contract require m ents, the NO HRC 
cannot determ ine that serv ices were rendered in accordance w ith the contract. Since 
the contracts were  not m onitored or evaluated, the perform ance of the contractors m ay 
not have been satisfactory . 

M anagem ent of the NO HRC should im plem ent a contract m onitoring and evaluation 
system and should re m it the evaluations to the Office of Contractual Review, as 
required by statute. Before paym ent, m anagem ent should also ensure  that serv ices 
from professional serv ice contractors are rendered in accordance with the contracts. In 
a letter dated February 18, 1997, M r. Otey M . Dear, Hospital Adm inistrator, concurred 
with the finding and recom m endation and stated that procedures have been updated 
relating to m onitoring and evaluating of professional serv ice contracts, sign-in sheets, 
invoice processing and approval. 
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W eaknesses in Electronic Data Processing Controls 

The NO HRC has not established an adequate internal control structure over electronic 
data processing (EDP) controls. An adequate system of internal control is necessary to 
safeguard assets, to ensure accounting data is accurate and reliable, and to ensure 
errors and irregularities are detected within a tim ely m anner. Individuals should be 
perm itted access only to the data files and pro gram s nece ssary to perform their duties. 
Duties should be segregated so that no one em ployee is in a position to both initiate and 
conceal errors or irregularities, and periodic validations should be perform ed to ensure 
the integrity of the data within the system . 

During our review of the rehabilitation center's EDP controls, the following weaknesses 
were observed: 
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The contract paym ent docum ent num ber, which is assigned by the 
accounting system , is not being referenced on the supporting documen- 
tation. Therefore, the paym ent recorded in the accounting system cannot 
be traced to the corresponding contract vendor invoice. 

There are no written procedures pertaining to the issuance of user 

identification (ID) codes or the deletion of user ID codes once an 
em ployee term inates or no longer has a legitim ate need for access. O ur 
review of the accounting system security report revealed that two 
em ployees who term inated em ploym ent with the rehabilitation center had 
not been deleted from the system . 

Two em ployees in the accounting department had both data entry and 
approval user ID codes, which allowed them to add new vendors and 
approve paym ents. These are incom patible functions and should be 
segre gated. 

There was no indication that validation procedures had been perform ed 

for time entry or wage adjustment reports. The Louisiana Department of 
Civil Service  perform ed an audit of the August 30, 1996, payroll and 

determined that tw o employees were underpaid by approximately $165 
and $315 each. Our follow-up of the rehabilitation ce nter's correction 
entries recorded on the Septem ber 27, 1996, payroll indicated that the 
employees were still underpaid by approximately $58 and $184 each. 
The rehabilitation center finally corrected the underpaym ents on the 
January 3, 1997, payroll. 
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The lack of adequate controls in an on-line data entry environm ent could result in the 
loss of data, inconsistent use of on-line data entry procedures, and failure to prevent or 
detect errors or irregularities in processing nonpayroll and payroll transactions. 

To im prove controls over electronic data processing, the NOHRC should 

Record the contract paym ent docum ent num bers on the contract vendor 
invoices 

Establish written procedures for the issuance and deletion of user ID 
codes 

Delete term inated em ployees' user ID codes im mediately 

Separate the incom patible functions relating to the establishm ent of new 
vendors and paym ent approval authorization 

Ensure that periodic validations are conducted on data entry and output 
and are docum ented to show the date and signature of the person 
perform ing the validation 

In a letter dated February 18, 1997, M r. Otey M . Dear, Hospital Adm inistrator, concurred 
with the finding and recom m endation and stated that procedures would be im plem ented 
regarding user ID controls. In addition, a request to rem ove incom patible access has 
been m ade, and periodic validations will be perform ed. 

Financial Reporting 

The NO HRC did not prepare its 1995 and 1996 annual fiscal reports in accordance with 
the instructions provided by the Office of Statewide Reporting and Accounting Policy 

(OSRAP) and did not adequately review these reports before submission. Necessary 
characteristics of useful financial reports include reliability, consistency, and 
com parability. Financial reports m ust contain inform ation that is both verifiable and 
com piled on a basis com m on to sim ilar entities, and a review of the financial report 
should be perform ed so that any preparation errors can be detected and corrected in a 
tim ely m anner. 

Corrections by OSRAP to the NO HRC's 1995 fiscal report indicated that total assets 
had been overstated by $155,814; total liabilities and fund equity had been overstated 
by $56,353; and revenues were understated by $538,459. Our review of 39 account 
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balances on the NOHRC's fiscal report for the fiscal year ended June 30, 1996, 

disclosed 5 (13 percent) account balances which could not be traced to the accounting 
records as follows: 

3 

The balance sheet reported total assets of $1,256,624, of which one 
account balance totaling $55,238 (4 percent) could not be traced to the 
accounting records. 

The balance sheet reported total liabilities and fund equity of $1,256,624, 
of which 3 account balances totaling $910,160 (72 percent) could not be 
traced to the accounting records. 

The statement of revenue and expenditures, included an adjustment to 
beginning fund balance of $663,885, which could not be traced to the 
accounting re cords. 

Failure to follow prescribed instructions in the preparation of financial statem ents and 
inadequate supervisory review increases the risk that the rehabilitation center's fiscal 
report could be m isleading to those individuals and organizations that rely on the 
statem ents. 

The NOHRC should prepare its annual fiscal report in accordance with instructions 
provided by OSRAP and should im plem ent a review procedure to ensure that financial 
statements are prepared correctly. In a letter dated February 18, 1997, M r. Otey M . 
Dear, Hospital Adm inistrator, stated that the rehabilitation center concurred w ith the 
finding and recom m endation and indicated that he or his designee will assist in the 
preparation of all fiscal reports and will review the report and supporting docum entation. 

The recommendations in this report represent, in our judgment, those most likely to bring about 
beneficial im provem ents to the operations of the rehabilitation center. The varying nature of the 
recom m endations, the im plem entation costs, and the potential im pact on operations of the 
rehabilitation center should be considered in reaching decisions on courses of action. Findings 
relating to the rehabilitation center's com pliance with laws and regulations should be addressed 
im m ediately by m anagem ent. 
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This report is intended for the inform ation and use of the rehabilitation center and its 
m anagem ent. By provisions of state law, this report is a public docum ent, and it has been 
distributed to appropriate public offi cials. 

JM S:THC:dl 

INOHRC} 

Legislative Auditor 


