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To Members of the Legislature and Taxpayers of Louisiana

The State of Louisiana Single Audit Report, together with the Comprehensive Annual Financial
Report, provides an overview of the operations of Louisiana state government for the fiscal year
ended June 30, 1996. Each year the Louisiana Legislative Auditor audits the activities of state
government’s departments, agencies, universities, and other organizational units to ensure
accountability and to review agency compliance with certain laws and regulations relating to
financial matters. The results of the Single Audit of Louisiana, including reportable audit
findings, are included in my Single Audit Report.

As a result of my audit of the 1996 Comprehensive Annual Financial Report, | issued a qualified
opinion on the state’s general purpose financial statements contained in the separately issued
Louisiana Comprehensive Annual Financial Report. My opinion was qualified because the
state’s General Fund financial statements include an unexplained reconciling item of
approximately $6 million that is adjusted through revenue to make the Combined Balance
Sheet and Combined Statement of Revenues, Expenditures, and Changes in Fund Balance
reconcile. Because this item could not be identified, its effect on assets, liabilities, fund
balance, revenues, and expenditures could not be determined.

The 1996 Single Audit Report includes my report on the Schedule of Federal Financial
Assistance, along with my report on the State of Louisiana’s internal control structure and its
compliance with laws and regulations, which includes federal requirements. The reports
contain more than 200 matters that require the attention of state government.

The Executive Summary highlights the statewide issues that are major concerns as well as
issues that are material to the state’s financial operations. Of specific concern are the findings
that have been repeated for several consecutive years.

Louisiana’s governmental leadership continues to face many challenges and many difficult
decisions including changes in law, resources, and technology. These changes represent
challenges that we must face with integrity, intelligence, and foresight. As Legislative Auditor, |
am committed to providing accurate, timely, and relevant information to the legislature and
taxpayers of Louisiana to assist them in addressing the current problems facing our state.

jncerely,

Y Ped, A4

Daniel G. Kyle, CPA, CFE
Legislative Auditor
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Louisiana
Single Audit Report

EXECUTIVE SUMMARY

For the Fiscal Year Ended June 30, 1996

Introduction

The Single Audit Report on the State of Louisiana for the fiscal year ended June 30, 1996,
contains the Schedule of Federal Financial Assistance and the auditor's report thereon and
reports on the state’s internal control structure and its compliance with laws and regulations.
The Single Audit Report also contains schedules of findings and recommendations, and
management’s responses to those findings and recommendations.

The single audit, as performed by the Louisiana Legislative Auditor and other auditors, meets
the requirements of the Single Audit Act of 1984 and the associated U.S. Office of Management
and Budget Circular A-128.

The single audit includes various departments, agencies, universities, and other organizational
units included in the Comprehensive Annual Financial Report of the State of Louisiana using the
criteria established by Governmental Accounting Standards Board Statement 14, “The Financial
Reporting Entity.” Status as a component unit was determined by evaluating the primary
government’s financial accountability, which includes selection of a voting majority of the
governing authority, imposition of will, financial benefit and/or burden, and fiscal dependence.

Our Mission

To provide legislative oversight relating to the use of public funds within Louisiana’s state
and local governments

Our Objectives

e To provide the legislature and other public officials with accurate and relevant information for
use in their decision-making process

To provide quality audit services for state and local governments

To evaluate the effectiveness, efficiency, and usefulness of state programs

To project a positive public image

To maintain a high degree of professionalism within the organization

To provide a satisfying and rewarding place to work

Vii



Louisiana
Single Audit Report

EXECUTIVE SUMMARY

For the Fiscal Year Ended June 30, 1996

Findings and Questioned Costs

As a result of auditing Louisiana’s general purpose financial statements and Schedule of
Federal Financial Assistance, we noted certain deficiencies concerning internal control structure
and compliance with laws and regulations. These deficiencies are presented in the schedules
of findings and recommendations as described in the Table of Contents of the accompanying
report.

Our audit of fiscal year ended June 30, 1996, indicated that approximately 67 percent of the
findings reported in the prior audit were resolved. A total of 201 findings was reported within
this year's Single Audit Report. This total includes 58 findings (29 percent) that were
unresolved issues from the prior audit.

The 1996 Louisiana Single Audit Report disclosed questioned costs of $1,157,898, which are
detailed within the findings that are presented in the schedules of findings and recom-
mendations (Schedules A through G) of the accompanying report. The resolution of these
questioned costs will be determined by the respective grantors.

Below and on the following page are graphical descriptions of the trend of total findings over the
past five years, the number of repeat findings as compared to new findings for this fiscal year,
and the state’s reported questioned costs over the past five years.

Trend of Findings
Findings Over the Past Five Years
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Louisiana
Single Audit Report

EXECUTIVE SUMMARY

For the Fiscal Year Ended June 30, 1996
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Louisiana
Single Audit Report

EXECUTIVE SUMMARY

For the Fiscal Year Ended June 30, 1996

Statewide Areas of Concern

There were four findings reported in the 1996 Single Audit Report that warrant statewide
concern. For a finding to be considered a statewide concern, it has one or more of the following
characteristics:

1. It exists at numerous departments throughout the state.

2. It arises from current statewide policies that do not satisfactorily address the state's
needs.

3. It could have a significant fiscal impact on either the state as a whole or on a segment of
the state.

Ineffective Internal Audit Function

For the fourteenth consecutive year, the State of Louisiana did not have an effective internal audit
function for state government to examine, evaluate, and report on its internal control structure, including
data processing, and to evaluate its compliance with the policies and procedures of the control system.

Although internal audit resources exist within some agencies, our study and evaluation of the state's
internal control structure found that an effective internal audit function did not exist at eleven state
agencies, two state hospitals, one court, and one levee district. An effective internal audit function is
needed to ensure that the state's assets are safeguarded and that state policies and procedures are
uniformly applied.

Inadequate Controls in State’s Movable Property System

The State of Louisiana did not ensure that all state agencies, hospitals, universities, and component units
maintain adequate internal controls over movable property as prescribed by the Commissioner of
Administration and Louisiana law. The state's policies and procedures should be uniformly applied to
ensure that movable property is adequately safeguarded and accurately reported in the financial
statements.

Our audit of movable property records throughout the state disclosed that five state agencies, five state
universities, two state hospitals, one regional management center, and one state school have not
maintained an adequate movable property control system. In addition, there were two board audits
performed by other auditors that revealed inadequacies in movable property records. Many of these
agencies have had movable property audit findings for several years.




Louisiana
Single Audit Report

EXECUTIVE SUMMARY

For the Fiscal Year Ended June 30, 1996

Inadequate Compilation Process

The Division of Administration, Office of Statewide Reporting and Accounting Policy (OSRAP), does not
have adequate procedures or resources for compiling the state’s Comprehensive Annual Financial Report
(CAFR). The compilation procedures should enable management to produce timely financial statements
that do not contain material or significant errors. The current compilation process has deficiencies in that
(1) OSRAP does not have a formal process that will consistently reconcile prior year fund balances as
reported in the computerized accounting system to prior year fund balances as reported in the CAFR; (2)
significant state entities and agencies are not fully accounted for in the state’s computerized accounting
system, which causes an inordinate amount of effort to include the accounts of these agencies in the
appropriate fund statements; and (3) an ineffective review process by management causes an excessive
reliance on the audit process to detect a significant number of errors in the statements and notes and
impedes the timely completion of the CAFR.

The Division of Administration should seek and assign additional resources to establish a compilation
process that includes a formal process to reconcile the computer system’s prior year fund balances to the
prior year fund balances reported in the state’s CAFR; establish written procedures that would ensure that
all state entities and accounts are properly incorporated into the CAFR; and establish an effective
management review process to limit the number of errors in the financial statements and note disclosures.

Improper Use of Nonrecurring Revenue

The State of Louisiana did not use nonrecurring revenue to retire or defease bonds “in addition to existing
amortization requirements of the state,” as required by both the Louisiana Constitution and the
Appropriations Act (Act 44 of the 1995 Regular Session). Nonrecurring revenue of $106,580,325,
resulting from the General Fund unreserved - undesignated fund balance for fiscal year ended (FYE)
June 30, 1994, was declared by the Revenue Estimating Conference (REC) and placed in an escrow
agent bank account on June 28, 1995. During FYE June 30, 1996, this money was used to meet regular
debt service payments of the state. This had the effect of reducing the state’s debt service expenditures
paid from current collections, thereby freeing up funds for other purposes. However, this approach did
not fulfill the constitutional requirement that the funds be used “in addition to existing amortization
requirements.”

Approximately $18 million of the nonrecurring revenue was used in fiscal year (FY) 1995 to defease three
bond issues that were scheduled to be paid out in FY 1996. The remaining balance of approximately $88
million was used for regularly scheduled debt service payments in FY 1996 for 16 other issues. Because
the total outstanding principal balance for 6 of those 16 issues was $81,165,000, a total of 9 issues could
have been defeased in FY 1995, and regular debt service could have been paid from current collections
in FY 1996.

On June 14, 1996, the REC declared nonrecurring revenue of $145,689,000 resulting from the General
Fund unreserved - undesignated fund balance for FYE June 30, 1995, and the money was placed in an
escrow agency bank account on June 25, 1996. This money will be used for regularly scheduled debt
service in FY 1997. In addition, the state issued 1996-A refunding bonds during FY 1996 to be used to
defease certain issues. If the state had used the nonrecurring revenue in addition to regular payments for
debt service amortization, it is possible that the refunding issue would have been a lesser amount.

Management should use nonrecurring revenues to retire or defease bonds “in addition to the existing
amortization requirements,” instead of using the funds to meet existing amortization requirements. This
practice would allow the state to use available funds to retire or defease debt in advance instead of
issuing refunding bonds, which creates more state debt.
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Louisiana
Single Audit Report

EXECUTIVE SUMMARY

For the Fiscal Year Ended June 30, 1996

Material Findings

During the 1996 Single Audit, there were four findings reported that were considered to be
material weaknesses in the internal control structure of the state, or a state agency within the
state. For a finding to be considered a material weakness, the design or operation of one or
more of the specific internal control structure elements does not reduce to a relatively low level
the risk that errors or irregularities in amounts that would be material in relation to the general
purpose financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions.

Three of the statewide findings discussed on the previous pages are considered to be material
weaknesses.

e |neffective Internal Audit Function
¢ Inadequate Controls in State’s Movable Property System
¢ Inadequate Compilation Process

Another finding reported in the Single Audit Report that was considered to be a material
weakness is within the State Employees Group Benefits Program.

Inadequate Controls Over Financial Reporting

The State Employees Group Benefits Program does not have adequate controls in place to ensure
compliance with financial reporting regulations and failed to record $10,960,056 of expenditures in
accordance with state regulations. Louisiana Revised Statute 39:80 requires the Commissioner of
Administration to prepare annual financial statements for the State of Louisiana in accordance with
generally accepted accounting principles. To accomplish this task, the Commissioner issued Policy and
Procedure Memorandum No. 68 (PPM 68) specifying that revenue should be recognized in the fiscal year
in which economic activity generates the revenue. Expenditures, with the exception of payroll, should be
recognized in the year in which liability for the expenditure occurs. In addition, the Division of
Administration issues written instructions each year to assist agencies in preparing their annual financial
report in accordance with PPM 68. Good internal controls would require review procedures to determine
that these reporting requirements and instructions are followed.

Of the unreported expenditures, $10,959,703 represents that portion of fiscal year 1996 health insurance
premiums that were due to health maintenance organizations (HMOs). Although the program recorded
the collection of the revenue, it failed to record the associated obligation (expenditure) to the contracting
HMOs. The fiscal officer and fiscal manager were aware of the need to record the expenditure; however,
the decision was made not to report the expenditure after discussion with the executive director. Had this
error not been detected by the external auditor, the liabilities and expenditures in Louisiana’s
Comprehensive Annual Financial Report would have been understated.

The State Employees Group Benefits Program should establish and follow review procedures to ensure
compliance with PPM 68 and the instructions of the Division of Administration when preparing its annual
financial report.
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Single Audit Report

EXECUTIVE SUMMARY

For the Fiscal Year Ended June 30, 1996

Federal Financial Assistance

In addition to examining the state’s general purpose financial statements, we examined federal
financial assistance administered by the State of Louisiana reporting entity. For the fiscal year
ended June 30, 1996, the State of Louisiana reported approximately $6.3 billion in monetary
and non-monetary assistance (including loan programs) for the federal financial assistance
programs administered by the state.

Major federal programs within the State of Louisiana were identified on a statewide basis in
accordance with the criteria established by the Office of Management and Budget (OMB)
Circular A-128, the Single Audit Act of 1984, and OMB’s November 1987 Questions and
Answers Booklet. Major federal financial assistance programs for the year ended June 30,
1996, are programs for which total disbursements/issues of federal financial assistance by the
state and the federal government’s risk in outstanding loan balances exceeded $19 million for
the previous fiscal year. Cumulatively, these programs accounted for 91 percent of the state’s
disbursements/issues/loans of federal financial assistance for the year ended June 30, 1996.

We performed our audit considering the internal control structure policies and procedures
relevant to compliance with requirements applicable to federal financial assistance programs as
required by OMB Circular A-128. We obtained an understanding of the design of relevant
policies and procedures and determined whether they have been placed in operation, and we
assessed control risk. We performed procedures to determine whether the State of Louisiana
had complied with the general and specific requirements as identified in the Compliance
Supplement for Single Audits of State and Local Governments, issued by the OMB. These
procedures were performed within state organizations that administer federal financial
assistance programs.

The following graph illustrates the trend of total federal financial assistance disbursed by the
state (excluding the loan balances) over the past five years.

Trend of Federal Financial Assistance
Over the Past Five Years
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Block Grants for Prevention and Treatment of Substance Abuse
Maternal and Child Health Services Block Grant to the States
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OFFICE OF

LEGISLATIVE AUDITOR
STATE OF LOUISIANA
BATON ROUGE, LOUISIANA 70804-9397
1600 NORTH THIRD STREET
POST OFFICE BOX 94397
DANT&?SEM&E&%% CFE TELEPHONE: (504) 339-3800
FACSIMILE: (504) 339-3870

March 14, 1997

Ind ndent Auditor's R n
Schedule of Federal Financial Assistance

HONORABLE M. J. "MIKE" FOSTER, JR., GOVERNOR
STATE OF LOUISIANA
Baton Rouge, Louisiana

We have audited the general purpose financial statements of the State of Louisiana as of and
for the year ended June 30, 1996, and have issued our report thereon dated December 19,
1996. These general purpose financial statements are the responsibility of management of the
State of Louisiana. Our responsibility is to express an opinion on these financial statements
based on our audit. The scope of our audit of the general purpose financial statements was
limited, in that the state’s General Fund financial statements include an unexplained reconciling
item of approximately $6 million adjusted through revenue, and its effect on assets, liabilities,
fund balance, revenues, and expenditures cannot be determined. This resulted in a qualified
opinion to the general purpose financial statements.

Certain portions of the statements and the related schedule of federal financial assistance
accompanying this report were not audited by us, but were audited by other auditors; these
include the federal financial assistance programs administered by Grambling State University,
the Louisiana Educational Television Authority, the Louisiana Housing Finance Agency, the
Morgan City Harbor and Terminal District, the Southern University System, and the West
Jefferson Levee District. These federal financial assistance programs reflect total activity and
the federal government's risk in their outstanding foan balances of $72,959,828, which comprise
approximately one percent of total assistance activity and the federal government's risk in
outstanding loan balances for the state as of and for the year ended June 30, 1996. Those
schedules of federal financial assistance audited by the other auditors have been furnished to
us, and our assurance, insofar as it relates to the amounts included for the above mentioned
agencies and universities, is based solely upon the reports of the other auditors.

Except as discussed in the first paragraph, we conducted our audit in accordance with generally
accepted auditing standards and Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the general purpose financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the general purpose financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit and
the reports of other auditors provide a reasonable basis for our opinion.

”



LEGISLATIVE AUDITOR

HONORABLE M. J. "MIKE" FOSTER, JR., GOVERNOR
STATE OF LOUISIANA

March 14, 1997

Page Two

Our audit was made for the purpose of forming an opinion on the general purpose financial
statements of the State of Louisiana taken as a whole. The accompanying Schedule of Federal
Financial Assistance (Appendix A) is presented for purposes of additional analysis and is not a
required part of the general purpose financial statements. Except for the matter discussed in
the first paragraph relating to an unexplained reconciling item, the information in that schedule
has been subjected to the auditing procedures applied in the audit of the general purpose
financial statements. In our opinion, based on our audit and the reports of other auditors,
except for the effects of the unexplained General Fund reconciling item, the information in the
schedule is fairly presented, in all material respects, in relation to the general purpose financial
statements taken as a whole.

Respectfully submitted,

YOW Y3/

Daniel G. Kyle, CPA, CFE
Legislative Auditor

MVG:DSP.di

{OPINION1)
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LEGISLATIVE AUDITOR
STATE OF LOUISIANA
BATON ROUGE, LOUISIANA 70804-9397
1600 NORTH THIRD STREET
POST OFFICE BOX 94397
DANIELS KILE ph CPa T2 TELERHONE: (500539310
FACSIMILE: (504) 339-3870
March 14, 1997
In ndent Auditor's R nthe in | T r a

HONORABLE M. J. "MIKE" FOSTER, JR., GOVERNOR
STATE OF LOUISIANA
Baton Rouge, Louisiana

We have audited the general purpose financial statements of the State of Louisiana as of and
for the year ended June 30, 1996, and have issued our report thereon dated December 19,
1996. The scope of our audit of the generai purpose financial statements was limited, in that
the state’s General Fund financial statements include an unexplained reconciling item of
approximately $6 million adjusted through revenue, and its effect on assets, liabilities, fund
balance, revenues, and expenditures cannot be determined. This resulted in a qualified opinion
to the general purpose financial statements. We did not audit the financial statements of
certain component units of the State of Louisiana. Those financial statements were audited by
other auditors whose reports have been furnished to us. This report, insofar as it relates to
those component units, is based solely upon the reports of other auditors.

Except as discussed in the first paragraph, we conducted our audit in accordance with generally
accepted auditing standards and Govermment Auditing Standards, issued by the Comptrolier
General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the general purpose financial statements are free
of material misstatement.

The Governor and certain other statewide elected officials of the State of Louisiana and their
appointees (management) are responsible for establishing and maintaining an internal control
structure. In fulfilling this responsibility, estimates and judgments by management are required
to assess the expected benefits and related costs of internal control structure policies and
procedures. The objectives of an internal control structure are to provide management with
reasonable, but not absolute, assurance that assets are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with
management's authorization and recorded properly to permit the preparation of general
purpose financial statements in accordance with generally accepted accounting principles.
Because of inherent limitations in any internal control structure, errors or irreguiarities may
nevertheless occur and not be detected. Also, projection of any evaluation of the structure to
future periods is subject to the risk that procedures may become inadequate because of
changes in conditions or that the effectiveness of the design and operation of policies and
procedures may deteriorate.



LEGISLATIVE AUDITOR

HONORABLE M. J. "MIKE" FOSTER, JR., GOVERNOR
STATE OF LOUISIANA

March 14, 1997

Page Two

In planning and performing our audit of the general purpose financial statements of the State of
Louisiana for the year ended June 30, 1996, we and other auditors obtained an understanding
of the internal control structure. With respect to the intemal control structure, we and other
auditors obtained an understanding of the design of relevant policies and procedures and
whether they have been placed in operation, and we assessed control risk in order to determine
our auditing procedures for the purpose of expressing our opinion on the general purpose
financial statements and not to provide an opinion on the internal control structure. Accordingly,
we do not express such an opinion.

We noted certain matters contained in Schedule A involving the internal control structure and its
operation that we consider to be reportable conditions under standards established by the
American Institute of Certified Public Accountants. Reportable conditions involve matters
coming to our attention relating to significant deficiencies in the design or operation of the
internal control structure that, in our judgment, could adversely affect the entity's ability to
record, process, summarize, and report financial data consistent with the assertions of
management in the general purpose financial statements. Also, our consideration and other
auditors' consideration of the internal control structure disclosed the reportable conditions
described in Schedules B (page 75), C (page 89), D (page 139), E (page 159), F (page 195),
and G (page 203).

A matenal weakness is a reportable condition in which the design or operation of one or more
of the specific internal control structure elements does not reduce to a relatively low level the
risk that errors or irregularities in amounts that would be material in relation to the general
purpose financial statements being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions.

Our consideration of the internal control structure would not necessarily disclose all matters in
the intemal control structure that might be reportable conditions and, accordingly, would not
necessanly disclose all reportable conditions that are also considered to be matenal
weaknesses as defined above. However, we noted the matters described in Schedule A pages
21 through 32 involving the internal control structure and its operation that we consider to be
matenal weaknesses as described above. These conditions were considered in determining
the nature, timing, and extent of the procedures to be performed in our audit of the financial
statements of the State of Louisiana for the year ended June 30, 1996,

In connection with our audit, we reviewed the prior-year findings on the internal control structure
to determine whether management had implemented appropriate action to correct the
conditions giving rise to those findings. The results of our review indicate that management had
taken appropriate corrective action with respect to the prior-year findings, except for the matters
described in the Schedule of Unresolved Prior Audit Findings (Schedule H, page 225), which
have been addressed in our current report.

//_//4_///



LEGISLATIVE AUDITOR

HONORABLE M. J. "MIKE" FOSTER, JR., GOVERNOR
STATE OF LOUISIANA

March 14, 1997

Page Three

We noted other immaterial matters involving the intemal control structure and its operation that
we have reported to management of the various state agencies in separate management letters
that are available upon request.

This report is intended for the information and use of the Governor and certain other statewide
elected officials of the State of Louisiana and their appointees (management). By provisions of
state law, this report is a public document, and it has been distributed to the Louisiana
Legislature and other appropriate public officials.

Respectfully submitted,

YOV Pig A

Daniel G. Kyle, CPA, CFE
Legislative Auditor

MVG:DSP:dl

[OPINIONZ]
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HONORABLE M. J. "MIKE" FOSTER, JR., GOVERNOR
STATE OF LOUISIANA
Baton Rouge, Louisiana

We have audited the general purpose financial statements of the State of Louisiana as of and
for the year ended June 30, 1996, and have issued our report thereon dated December 19,
1996. The scope of our audit of the general purpose financial statements was limited, in that
the state’s General Fund financial statements include an unexplained reconciling item of
approximately $6 million adjusted through revenue, and its effect on assets, liabilities, fund
balance, revenues, and expenditures cannot be determined. This resulted in a qualified opinion
to the general purpose financial statements. We have also audited the State of Louisiana’s
compliance with requirements applicable to major federal financial assistance programs and
have issued our report thereon dated March 14, 1997, which is based in part on the reports of
other auditors.

Except as discussed in the first paragraph, we conducted our audit in accordance with generally
accepted auditing standards; Government Auditing Standards, issued by the Comptroller
General of the United States; and Office of Management and Budget (OMB) Circular A-128,
Audits of State and Local Governments. Those standards and OMB Circular A-128 require that
we plan and perform the audit to obtain reasonable assurance about whether the general
purpose financial statements are free of material misstatement and about whether the State of
Louisiana complied with laws and regulations, noncompliance with which would be material to a
major federal financial assistance program. We did not consider the internal contro! structure,
including applicable internal administrative controls, used in administering federal financial
assistance programs of Grambling State University, the Louisiana Educational Television
Authority, the Louisiana Housing Finance Agency, the Morgan City Harbor and Terminal
District, the Southern University System, and the West Jefferson Levee District. The schedules
of federal financial assistance for those agencies and universities reflect total activity and the
federal government's risk in their outstanding loan balances of $72,959,828, which comprise
approximately one percent of total assistance activity and the federal government's risk in
outstanding loan balances for the state as of and for the year ended June 30, 1996. Those
internal control structures, including applicable internal administrative controls, were considered
by other auditors whose reports have been furnished to us. Our report, insofar as it relates to
the internal control structures used in administering federal financial assistance programs of the
agencies and universities mentioned previously, is based solely upon the reports of the other
auditors.
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In planning and performing our audits for the year ended June 30, 1996, we and other auditors
considered the intemal control structure of the State of Louisiana in order to determine our
auditing procedures for the purpose of expressing our opinions on the state’s general purpose
financial statements and on its compliance with requirements applicable to major programs, and
to report on the internal control structure in accordance with OMB Circular A-128. This report
addresses our consideration of internal control structure policies and procedures relevant to
compliance with requirements applicable to federal financial assistance programs. We have
addressed internal control structure policies and procedures relevant to our audit of the general
purpose financial statements in a separate report dated March 14, 1997.

The Governor and certain other statewide elected officials and their appointees (management)
of the State of Louisiana are responsible for establishing and maintaining an internal control
structure. In fulfilling this responsibility, estimates and judgments by management are required
to assess the expected benefits and related costs of internal control structure policies and
procedures. The objectives of an internal control structure are to provide management with
reasonable, but not absolute, assurance that assets are safeguarded against loss from
unauthorized use or disposition, that transactions are executed in accordance with
management's authorization and recorded properly to permit the preparation of general
purpose financial statements in accordance with generally accepted accounting principles, and
that federal financial assistance programs are managed in compliance with applicabie laws and
regulations. Because of inherent limitations in any internal control structure, errors,
irregularities, or instances of noncompliance may nevertheless occur and not be detected.
Also, projection of any evaluation of the structure to future periods is subject to the risk that
procedures may become inadequate because of changes in conditions or that the effectiveness
of the design and operation of policies and procedures may deteriorate.

For the purpose of this report, we have classified the significant internal control structure
policies and procedures used in administering federal financial assistance programs in the
following categories:

Accounting Controls

Purchases/disbursements EDP activities

Fixed and movable property Payables/encumbrances
Internal audit function Debt management
Budgeting/budget reporting Revenues/receipts
Financial reporting Inter/intrafund transfers
Payroll/personnel Treasury/investments
Inventory of materials and supplies Claims/litigation
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Grant Administration Controls
Relocation assistance and real Types of services
property acquisition Reporting
Cost sharing/allocation Federal financial reports
Matching/level of effort Administrative requirements
Student file maintenance, fiscal Monitoring subrecipients
procedures, and record keeping Coordination of student aid programs
Eligibility/participation Institutional disbursements to award
Political activity recipients
Davis-Bacon Act Refund calculation and overpayment
Civil rights procedures
Cash management Drug-free workplace
Special requirements Allowable costs/cost principles

For all of the internal control structure categories listed previously, we and other auditors
obtained an understanding of the design of relevant policies and procedures and determined
whether they have been placed in operation, and we and other auditors assessed control risk.

During the year ended June 30, 1996, the State of Louisiana expended 91 percent of its total
federal financial assistance under major federal financial assistance programs.

We and other auditors performed tests of controls, as required by OMB Circular A-128, to
evaluate the effectiveness of the design and operation of internal control structure policies and
procedures that we considered relevant to preventing or detecting material noncompliance with
specific requirements, general requirements, and requirements governing claims for advances
and reimbursements and amounts claimed or used for matching that are applicable to each of
the state’s major federal financial assistance programs, which are identified in the accom-
panying Schedule of Federal Financial Assistance. Our procedures were less in scope than
would be necessary to render an opinion on these internal control structure policies and
procedures. Accordingly, we do not express such an opinion.

We and other auditors noted certain matters involving the intemal control structure and its
operation that we consider to be reportable conditions under standards established by the
American Institute of Certified Public Accountants. Reportable conditions involve matters
coming to our attention relating to significant deficiencies in the design or operation of the
internal control structure that, in our judgment and other auditors' judgment, could adversely
affect the state’s ability to administer federal financial assistance programs in accordance with
applicable laws and regulations. We and other auditors noted the matters described in
Schedule A (page 21), Schedule B (page 75), Schedule C (page 89), Schedule D (page 139),
Schedule E (page 159), Schedule F (page 195), and Schedule G (page 203) that we consider
to be reportable conditions.
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A material weakness is a reportable condition in which the design or operation of one or more
of the internal control structure elements does not reduce to a relatively low level the risk that
noncompliance with laws and regulations that would be material to a federal financial
assistance program may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions.

Our consideration of the internal control structure policies and procedures used in administering
federal financial assistance would not necessarily disclose all matters in the internal control
structure that might be reportable conditions and, accordingly, would not necessarily disclose all
reportable conditions that are also considered to be material weaknesses as defined above.
However, we and other auditors noted the matters listed on pages 21 through 32 in Schedule A
involving the intemal control structure and its operation that we consider to be material
weaknesses as defined above. These conditions were considered in determining the nature,
timing, and extent of the procedures to be performed in our audit of the State of Louisiana’s
compliance with requirements applicable to its major federal financial assistance programs for
the year ended June 30, 1996, and this report does not affect our report thereon dated
March 14, 1997.

In connection with our audit, we reviewed the prior-year findings on the intemal control
structure, including applicable internal administrative controls, to determine whether
management had implemented appropriate action to correct the conditions giving rise to those
findings. The results of our review indicate that management had taken appropriate corrective
action with respect to the prior-year findings, except for the matters described in the Schedule
of Unresolved Prior Audit Findings (Schedule H, page 225), which have been addressed in our
current report.

We noted other immaterial matters involving the internal control structure and its operation that
we have reported to management of the various state agencies in separate management letters
that are available upon request.

This report is intended for the information and use of the Governor and certain other statewide
elected officials of the State of Louisiana and their appointees (management). By provisions of
state law, this report is a public document, and it has been distributed to the Louisiana
Legislature and other appropriate public officials.

Respectfully submitted,

Ko %4

Daniel G. Kyle, CPA, CFE
Legislative Auditor
MVG:DSP:dI

[OPINIONS)
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HONORABLE M. J. "MIKE" FOSTER, JR., GOVERNOR
STATE OF LOUISIANA
Baton Rouge, Louisiana

We have audited the general purpose financial statements of the State of Louisiana as of and
for the year ended June 30, 1996, and have issued our report thereon dated December 19,
1996. The scope of our audit of the general purpose financial statements was limited, in that
the state’s General Fund financial statements include an unexplained reconciling item of
approximately $6 million adjusted through revenue, and its effect on assets, liabilities, fund
balance, revenues, and expenditures cannot be determined. This resulted in a qualified opinion
to the general purpose financial statements. We did not audit the financial statements of
certain component units of the State of Louisiana. Those financial statements were audited by
other auditors whose reports have been furnished to us. This report, insofar as it relates to
those component units, is based solely upon the reports of other auditors.

Except as discussed in the first paragraph, we conducted our audit in accordance with generaily
accepted auditing standards and Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit {o
obtain reasonable assurance about whether the financial statements are free of material
misstatement.

Compliance with laws, regulations, contracts, and grants applicable to the State of Louisiana is
the responsibility of the Governor and certain other statewide elected officials of the State of
Louisiana and their appointees (management). As part of obtaining reasonable assurance
about whether the financial statements are free of material misstatement, we and other auditors
performed tests of the state’s compliance with certain provisions of laws, regulations, contracts,
and grants. However, the objective of our audit of the general purpose financial statements
was not to provide an opinion on overall compliance with such provisions. Accordingly, we do
not express such an opinion.

The results of our tests and those of other auditors disclosed instances of noncompliance
described in Schedules A through G that are required to be reported herein under Government
Auditing Standards. We considered these instances of noncompliance in forming our opinion
on whether the State of Louisiana's general purpose financial statements are presented fairly,
in all material respects, in conformity with generally accepted accounting principles, and this
report does not affect our report dated December 19, 1996, on those financial statements.
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In connection with our audit, we reviewed the prior-year findings of noncompliance with laws
and regulations to determine whether management had implemented appropriate action to
correct the conditions giving rise to those findings. The results of our review indicate that
management had taken appropriate corrective action with respect to the prior-year findings,
except for the matters described in the Schedule of Unresolved Prior Audit Findings
(Schedule H, page 225), which have been addressed in our current report.

We noted other immaterial matters involving compliance that we have reported to management
of the various state agencies in separate management letters that are avaiiable upon request.

This report is intended for the information and use of the Governor and certain other statewide
elected officials of the State of Louisiana and their appointees (management). By provisions of
state law, this report is a public document, and it has been distributed to the Louisiana
Legislature and other appropriate public officials.

spectfully submitted,

gAY

Daniel G. Kyle, CPA, CFE
Legislative Auditor

MVG:DSP:dli
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HONORABLE M. J. "MIKE” FOSTER, JR., GOVERNOR
STATE OF LOUISIANA
Baton Rouge, Louisiana

We have audited the general purpose financial statements of the State of Louisiana as of and
for the year ended June 30, 1996, and have issued our report thereon dated December 19,
1996. The scope of our audit of the general purpose financial statements was limited, in that
the state’s General Fund financial statements include an unexplained reconciling item of
approximately $6 million adjusted through revenue, and its effect on assets, liabilities, fund
balance, revenues, and expenditures cannot be determined. This resulted in a qualified opinion
to the general purpose financial statements.

We have applied procedures to test the State of Louisiana’s compliance with the following
requirements applicable to its federal financial assistance programs, which are identified in the
Schedule of Federal Financial Assistance, for the year ended June 30, 1996:. allowable
costs/cost principles, administrative requirements, civil rights, federal financial reports, Davis-
Bacon Act, cash management, political activity, relocation assistance and real property
acquisition, and drug-free workplace. We did not audit certain component units of the state,
and we did not apply procedures to test compliance with the general requirements by
Grambling State University, the Louisiana Educational Television Authority, the Louisiana
Housing Finance Agency, the Morgan City Harbor and Terminal District, the Southern
University System, and the West Jefferson Levee District. The schedules of federal financial
assistance for those agencies and universities reflect total activity and the federal government's
risk in their outstanding loan balances of $72,959,828, which comprise approximately one
percent of total assistance activity and the federal government's risk in outstanding loan
balances for the state as of and for the year ended June 30, 1996. Compliance with the
requirements by the agencies and universities mentioned above were tested by other auditors
whose reports have been furnished to us. Our report, insofar as it relates to compliance with
the requirements referred to above by the agencies and universities, is based solely upon the
reports of the other auditors.

Our procedures were limited to the applicable procedures described in Office of Management
and Budget Compliance Supplement for Single Audits of State and Local Governments and the
U.S. Department of Education’s Student Financial Assistance Audit Guide. Our procedures
were substantially less in scope than an audit, the objective of which is the expression of an
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opinion on the state’'s compliance with the requirements listed in the preceding paragraph.
Accordingly, we do not express such an opinion.

With respect to the items tested, the results of those procedures disclosed no material
instances of noncompliance with the requirements listed in the second paragraph of this report.
With respect to items not tested, nothing came to our attention that caused us to believe that
the State of Louisiana had not complied, in all material respects, with those requirements.
However, the results of our procedures disclosed immaterial instances of noncompliance with
those requirements, which are described in Schedule D (page 139) and Schedule G (page
203).

In connection with our audit, we reviewed the prior-year findings of noncompliance with the
general requirements applicable to each federal financial assistance program to determine
whether management had implemented appropnate action to correct the conditions giving rise
to those findings. The results of our review indicate that management had taken appropriate
corrective action with respect to the prior-year findings, except for the matters described in the
Schedule of Unresolved Prior Audit Findings (Schedule H, page 225), which have been
addressed in our current report.

This report is intended for the information and use of the Governor and certain other statewide
elected officials of the State of Louisiana and their appointees (management). By provisions of
state law, this report is a public document, and it has been distributed to the Louisiana
Legislature and other appropriate public officials.

Respectfully submitted,

LA Va X4

Daniel G. Kyle, CPA, CFE
Legislative Auditor

MVG:DSP:dI
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. ” SN



OFFICE OF

LEGISLATIVE AUDITOR
STATE OF LOUISIANA
BATON ROUGE, LOUISIANA 70804-9397
1600 NORTH THIRD STREET
POST OFFICE BOX 94397
DANIEL G. KYLE, PILD. CPA, CFE TELEPHONE: (504) 339-3800
FACSIMILE: (504) 339-3870
March 14, 1997
n Audi R mpli With ifi
Requirements Applicable to Major Fed Financial Assis Programs

HONORABLE M. J. "MIKE" FOSTER, JR., GOVERNOR
STATE OF LOUISIANA
Baton Rouge, Louisiana

We have audited the general purpose financial statements of the State of Louisiana as of and
for the year ended June 30, 1996, and have issued our report thereon dated December 19,
1996. The scope of our audit of the general purpose financial statements was limited, in that
the state’s General Fund financial statements include an unexplained reconciling item of
approximately $6 million adjusted through revenue, and its effect on assets, liabilities, fund
balance, revenues, and expenditures cannot be determined. This resulted in a qualified opinion
to the general purpose financial statements.

We have also audited the State of Louisiana’s compliance with the requirements governing
types of services allowed or unallowed; eligibility/participation; matching, level of effort or
earmarking; reporting; cost sharing/allocation; monitoring subrecipients; student file mainte-
nance, fiscal procedures, and record keeping; institutional disbursements to award recipients;
refund calculations and overpayment procedures; coordination of student aid programs; special
requirements; claims for advances and reimbursements; amounts claimed or used for
matching; and a variety of other specific requirements contained in Office of Management and
Budget (OMB) Compliance Supplement for Single Audits of State and Local Governments, the
U.S. Department of Education’s Student Financial Assistance Audit Guide, various grant award
agreements, and the Catalog of Federal Domestic Assistance that are applicable to each of the
state’s major federal financial assistance programs, which are identified in note N to the
accompanying Schedule of Federal Financial Assistance, for the year ended June 30, 1996.
The Governor and certain other statewide elected officials of the State of Louisiana and their
appointees (management) are responsible for the state’s compliance with those requirements.
Our responsibility is to express an opinion on compliance with those requirements based on our
audit. We did not audit compliance with those requirements by Grambling State University, the
Louisiana Educational Television Authority, the Louisiana Housing Finance Agency, the Morgan
City Harbor and Terminal District, the Southem University System, and the West Jefferson
Levee District. The schedules of federal financial assistance for those agencies and
universities reflect total activity and the federal government's risk in their outstanding loan
balances of $72,959,828, which comprise approximately one percent of total assistance activity
and the federal government's risk in outstanding loan balances for the state as of and for the
year ended June 30, 1996. Compliance with the requirements by the agencies and universities
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mentioned previously were tested by other auditors whose reports have been furnished to us.
Our report, insofar as it relates to compliance with the requirements referred to previously by
those agencies and universities, is based solely upon the reports of the other auditors.

Except as discussed in the first paragraph, we conducted our audit of compliance with those
requirements in accordance with generally accepted auditing standards; Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-128,
Audits of State and Local Governments. Those standards and OMB Circular A-128 require that
we plan and perform the audit to obtain reasonable assurance about whether material
noncompliance with the requirements referred to previously occurred. An audit includes
examining, on a test basis, evidence about the state’s compliance with those requirements. We
believe that our audit provides a reasonable basis for our opinion.

The results of our audit procedures and those of other auditors disclosed immaterial instances
of noncompliance with the requirements referred to in the second paragraph of this report,
which are described in Schedule E (page 159) and Schedule G (page 203). We considered
these instances of noncompliance in forming our opinion on compliance, which is expressed in
the following paragraph.

In our opinion, the State of Louisiana complied, in all material respects, with the requirements
govemning types of services allowed or unallowed; eligibility/participation; matching, level of
effort or earmarking; reporting; cost sharing/allocation; monitoring subrecipients; student file
maintenance, fiscal procedures, and record keeping; institutional disbursements to award
recipients; refund calculation and overpayment procedures; coordination of student aid
programs; special requirements; claims for advances and reimbursements; amounts claimed or
used for matching; and a variety of other specific requirements contained in OMB Compliance
Supplement for Single Audits of State and Local Governments, the U.S. Department of
Education’s Student Financial Assistance Audit Guide, various grant award agreements, and
the Catalog of Federal Domestic Assistance that are applicable to each of the state’s major
federal financial assistance programs for the year ended June 30, 1996.

In connection with our audit, we reviewed the prior-year findings of noncompliance with the
specific requirements applicable to each major federal financial assistance program and
whether management had implemented appropriate action to correct the conditions giving rise
to those findings. The results of our review indicate that management had taken appropriate
corrective action with respect to the prior-year findings, except for the matters described in the
Schedule of Unresolved Prior Audit Findings (Schedule H, page 225), which have been
addressed in our current report.
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This report is intended for the information and use of the Governor and certain other statewide
elected officials of the State of Louisiana and their appointees (management). By provisions of
state law, this report is a public document, and it has been distributed to the Louisiana
Legislature and other appropriate public officials.

Respectfully submitted,

S D %

Daniel G. Kyle, CPA, CFE
Legislative Auditor

MVG:DSP:di

{OPINIONS]
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HONORABLE M. J. "MIKE" FOSTER, JR., GOVERNOR
STATE OF LOUISIANA
Baton Rouge, Louisiana

We have audited the general purpose financial statements of the State of Louisiana as of and
for the year ended June 30, 1996, and have issued our report thereon dated December 19,
1996. The scope of our audit of the general purpose financial statements was limited, in that
the state’s General Fund financial statements include an unexpiained reconciling item of
approximately $6 million adjusted through revenue, and its effect on assets, liabilities, fund
balance, revenues, and expenditures cannot be determined. This resulted in a qualified opinion
to the general purpose financial statements.

In connection with our audit of the general purpose financial statements of the State of
Louisiana, and with our consideration of the state’s control structure used to administer federal
financial assistance programs, as required by Office of Management and Budget (OMB)
Circular A-128, Audits of State and Local Governments, we selected certain transactions
applicable to certain nonmajor federal financial assistance programs for the year ended
June 30, 1996. As required by OMB Circular A-128, we have performed auditing procedures to
test compliance with the requirements governing types of services allowed or unallowed;
eligibility/participation; matching, level of effort or earmarking; reporting; cost sharing/ allocation;
and monitoring subrecipients that are applicable to those transactions. Our procedures were
substantially less in scope than an audit, the objective of which is the expression of an opinion
on the state’s compliance with these requirements. Accordingly, we do not express such an
opinion. We did not apply procedures to test compliance with these requirements by Grambling
State University, the Louisiana Educational Television Authority, the Louisiana Housing Finance
Agency, the Morgan City Harbor and Terminal District, the Southern University System, and the
West Jefferson Levee District, whose schedules of federal financial assistance reflect total
activity and the federal government's risk in their outstanding loan balances of $72,959,828,
which comprise approximately one percent of total assistance activity and the federal
government's risk in outstanding loan balances for the state as of and for the year ended
June 30, 1996. Compliance with the requirements by the agencies and universities mentioned
above were tested by other auditors whose reports have been furnished to us. Our report,
insofar as it relates to compliance with the requirements referred to previously by the agencies
and universities, is based solely upon the reports of the other auditors.
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With respect to the items tested, the resuits of those procedures disclosed no material
instances of noncompliance with the requirements listed in the preceding paragraph. With
respect to items not tested, nothing came to our attention that caused us to believe that the
State of Louisiana had not complied, in all material respects, with those requirements.
However, the results of our procedures and the procedures of other auditors disclosed
immaterial instances of noncompliance with those requirements, which are described in
Schedule F (page 195) and Schedule G (page 203).

In connection with our audit, we reviewed the prior-year findings of noncompliance with
requirements applicable to nonmajor federal financial assistance programs and whether
management had implemented appropriate action to correct the conditions giving rise to those
findings. The results of our review indicate that management had taken appropriate corrective
action with respect to the prior-year findings, except for the matters described in the Schedule
of Unresolved Prior Audit Findings (Schedule H, page 225), which have been addressed in our
current report.

This report is intended for the information and use of the Governor and certain other statewide
elected officials of the State of Louisiana and their appointees (management). By provisions of
state law, this report is a public document, and it has been distributed to the Louisiana
Legislature and other appropriate public officials.

Respectfully submitted,

YORY Vg A

Daniel G. Kyle, CPA, CFE
Legislative Auditor

MVG:DSP:d|

[OPINION7]
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Reportable Conditions in
the Internal Control Structure
For the Year Ended June 30, 1996

EXECUTIVE DEPARTMENT
Inadequate Compilation Process

The Division of Administration, Office of Statewide Reporting and Accounting Policy (OSRAP),
does not have adequate procedures or resources for compiling the state’s Comprehensive
Annual Financial Report (CAFR). The compilation procedures should enable management to
produce timely financial statements that do not contain material or significant errors. The
following are deficiencies in the current compilation process:

1. OSRAP has no formal process that will consistently reconcile prior year fund
balances as reported in the computerized accounting system to prior year fund
balances as reported in the CAFR for the state General Fund and the Bond
Security and Redemption Fund.

2. Significant state entities and agencies, including the Department of
Transportation and Development, the Department of Labor, the Circuit Courts of
Appeal, the Supreme Court, and the Legislative Branch, are not fully accounted
for in the state's computerized accounting system. During the compilation
process, an inordinate amount of effort is required to include the accounts of
these agencies in the appropriate fund statements. Errors made during this
manual process account for some of the unreconciled differences in prior year
fund balances as described in number 1 above.

3. An ineffective review process by management causes an excessive reliance on
the audit process to detect a significant number of errors in the statements and
notes and impedes the timely completion of the CAFR. Management has
informed us that the Division of Administration does not have adequate staffing to
assign additional personnel to the review function because of budgetary
limitations.

The Division of Administration should seek and assign additional resources to establish a
compilation process that includes a formal process to reconcile the computer system's prior
year fund balance to the prior year fund balance reported in the state’s General Fund and Bond
Security and Redemption Fund statements; establish written procedures that would ensure that
all state entities and accounts are properly incorporated into the CAFR; and establish an
effective management review process that would limit the number of errors in the financial
statements and note disclosures.
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In a letter from the Commissioner of Administration dated February 5, 1997, the Division of
Administration concurred in part with the finding. The Commissioner concurred that the OSRAP
staff resources are limited, requiring extensive overtime and assistance from other Division
employees to prepare the CAFR, but expressed that the employees are capable, dedicated, and
competent. He stated that the audit team is often significantly larger than the OSRAP staff
responsible for financial reporting. The Commissioner did not concur that there is an
inadequate review process, that OSRAP relied on the audit process to detect errors, or that
significant errors were made often. Instead, he said the errors referred to were due to OSRAP's
policy of providing funds to auditors before OSRAP's work is complete so that auditors can
perform preliminary testing. Further, he said, “errors are often the result of a change in audit
focus which, if made known to OSRAP prior to the audit, they may have been avoided.” The
Commissioner concurred that not having several of the state's entities on the centralized
accounting computer system does create compilation problems, but he has no legal authority to
mandate complete participation by all branches of government. The Commissioner expressed
that tremendous strides have been made in the reporting information of the Department of
Transportation and Development and the Department of Labor. Finally, the Commissioner did
not concur that OSRAP has no formal process to reconcile the prior year fund balances as
reported in the computerized accounting system to the CAFR for the state General Fund and
the Bond Security and Redemption Fund. He stated that “time constraints coupled with limited
resources do not always allow the completion of the (reconciliation) process on a 100% basis
prior to required issuance” of the CAFR. See management's response at B-258.

Additional Comments: We do not agree that the audit staff is “often significantly larger than
the OSRAP staff.” Staff sizes are comparable. In addition, we do not agree that the errors
detected are the result of providing work to the auditors for preliminary testing. Significant
errors were detected in funds and notes that were presented to the auditors as final versions.
The General Fund statement, for example, was given to the auditors with a $13.4 million
unreconciled compilation difference. The number of audit adjustments and the amount of error
detected by the auditors indicate the need for a more comprehensive review process within
OSRAP. Further, auditors are not required to notify management of “changes in audit focus.”
Auditors plan their work based on risk, and the audit focus will likely change each year. It is
management’s responsibility to consistently prepare financial statements that follow accounting
standards, as well as applicable laws and regulations, regardless of the audit focus. Finally, the
compilation process should result in balanced financial statements within statutory time
constraints. In fiscal year 1996, the financial statements were issued with an approximate $6
million unreconciled difference in the General Fund.
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Inadequate Controls in State's
Movable Property System

The State of Louisiana did not ensure that all state agencies, hospitals, universities, and
component units maintain adequate internal accounting controls over movable property as
prescribed by the Commissioner of Administration and Louisiana law. Considering the amount
of movable property additions ($155,152,000), deletions ($71,175,000), and ending balance
($980,032,000) for the General Fixed Asset Account Group, and ending balance
($1,070,676,000) for universities, as reported by the Division of Administration, Office of
Statewide Reporting and Accounting Policy for the year ended June 30, 1996, the state's
policies and procedures should be uniformly applied to ensure that movable property is
adequately safeguarded and accurately reported in the financial statements.

A good internal control structure requires that adequate control procedures be in place to
ensure that (1) the acquisition, valuation, and disposition of movable property is accurately
reflected in the accounting records; (2) the location of all movable items is monitored and
updated frequently; and (3) the amounts recorded in the financial statements are materially
correct. In addition, the internal control structure should ensure that movable property is
properly safeguarded against loss arising from unauthorized use; that movement of items from
one location to another is recorded; and that errors in processing transactions are recognized
and corrected. Furthermore, Louisiana Revised Statutes (LSA-R.S.) 39:323-325, 328, and 330
require the following:

1. Property managers are responsible for the maintenance of property identification
labels as prescribed by the Commissioner.

2. The property manager is required to update the master inventory listing on a
monthly basis by submitting all property transactions to the Commissioner.

3. Each property manager is required to take a complete physical inventory of all
property at least once each fiscal year. The Commissioner is to be notified in
writing at least 30 days in advance of the date(s) on which the physical inventory
will be conducted.

4, Upon completion of the annual inventory, each property manager is required to
submit a certified report to the Commissioner containing all exceptions or
discrepancies found when comparing the results of the physical inventory to the
perpetual inventory records.
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The Louisiana Property Assistance Agency (LPAA) has been designated by the Commissioner
as the agency that will collect, account for, and maintain the transactions and reports that are
required by state law; however, not all state entities are required to report to LPAA. Louisiana
Administrative Code 34:VII.307.A. requires that acquisitions be tagged and information be
forwarded to LPAA within 45 days after receipt of these items. In addition, LSA-R.S. 39:326(D)
provides the Commissioner with the authority to invoke sanctions upon an agency that is in
noncompliance with movable property regulations, including the restriction of property
acquisitions by that agency.

Our audit of movable property records throughout the state disclosed collective amounts of
$33,989,578 in additions; $10,795,345 in deletions; and $286,585,558 in ending balances of
movable property for those five state agencies, two state hospitals, five state universities, one
regional management center, and one state school that have not maintained an adequate
movable property control system as follows:

1. For the eleventh consecutive year, various offices within the Department of
Health and Hospitals did not maintain adequate internal controls over movable
property and did not comply with the state’s movable property laws and
regulations. Of the 94 additions tested, we found 42 items ($41,776 of $90,232)
that were not tagged and added to the inventory system until 49 to 267 days after
receipt of the property. Two of four items that were unrecorded and untagged in
the prior year audit test were still untagged and unreported to LPAA although it
has been 473 days since these items were received. Computer equipment
located in the home and automobile of an employee was not tagged and not
included in the movable property inventory, and there was no evidence of
authorization for home usage. One of 27 items ($751 of $22,976) selected for
physical examination could not be located. Extended audit tests at New Orleans
Mental Health Clinic disclosed that the movable property listing contained 62
items ($71,773) that were no longer under the custody of the clinic's property
manager, but had been moved to other agencies. In tracing those 62 items to
their new locations, we could not determine the status of 12 items ($3,564) and
14 items ($21,328) for New Orleans Adolescent Hospital and Chartres-
Pontchartrain Mental Health Center, respectively, from a review of current
movable property inventory records.

2. For the eighth consecutive year, the Office of Public Health (OPH) has not
implemented the appropriate internal control procedures to ensure that all
movable property regulations prescribed by the Commissioner of Administration
and Louisiana law are followed. Our test of 55 acquisitions revealed that 11
items (20 percent) were not tagged; 8 items (15 percent) were not added to the
inventory listing or reported to LPAA; and another 19 items (35 percent) were not
reported to LPAA from 50 to 245 days from the acquisition date. Further, in a
review of another 662 acquisitions, we noted that 140 acquisitions (21 percent)
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were entered into inventory over 200 days after receipt and another 202 items
(31 percent) were added over 60 days after receipt. The audit also revealed that
known errors in the inventory system are not corrected in a timely manner. A test
of 58 items from the June 30, 1995, physical inventory that required various
corrections revealed that OPH had not corrected 27 of those items (46.5 percent)
on the inventory records as of June 28, 1996. In September 1995, Information
Services identified 18 items that had erroneous location codes, and as of June
28, 1996, 17 of the 18 (94 percent) had not been corrected. In January 1996,
OPH's in-house computerized inventory system identified 123 items that needed
description corrections, and as of June 28, 1996, 70 (57 percent) still had not
been corrected.

3. For the third consecutive year, the west campus (University Hospital) of Medical
Center of Louisiana at New Orleans has not maintained appropriate
accountability and control over its state property, as required by state movable
property laws and regulations. The state acquired University Hospital (formerly
Hotel Dieu Hospital) in December 1992. A complete physical inventory of
equipment was not taken at that time nor was a physical inventory taken through
June 30, 1995. During fiscal year 1996, the hospital began implementing a
comprehensive movable property system. However, as of June 30, 1996, only
2,487 items, totaling $13,445,830, or 51 percent of the 4,835 items, totaling
$27,367,457, on hand at June 30, 1995, had been tagged and reported to the
LPAA.

4, For the fourth consecutive audit, the Louisiana Universities Marine Consortium
for Research and Education has not tagged and recorded all additions to
movable property in a timely manner. In a test of 29 acquisitions, we found that
20 items ($108,281 of $134,320) were not tagged and were not added to the
inventory system until 47 to 85 days after receipt of the property.

5. For the second consecutive year, two campuses of the Southern University
System (Baton Rouge and New Orleans) did not maintain adequate internal
accounting controls over movable property and did not comply with the state’s
movable property laws and regulations. Our tests at the Baton Rouge campus
revealed that (a) the property control office did not update the master inventory
listing for 156 items ($327,912 of $995,959) of 368 items tested, or notify LPAA
within 45 days; (b) the property control office did not tag 17 of the 368 items
tested; and (c) for 5 of 9 months tested, the assistant property manager did not
reconcile property records to reports from the LPAA property control system.
Our tests at the New Orleans campus revealed that out of 25 movable property
items tested (a) 9 items could not be located; (b) one item was not tagged; (c) 12
items had incorrect location codes on the master listing; and (d) one item had an
incorrect description. We also tested 60 movable property items purchased
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during the year, totaling $918,843, and determined that the university did not
update the master inventory listing for three items, totaling $827,380. Further,
the property manager did not reconcile property records to monthly reports
generated by the LPAA property control system.

6. For the sixth consecutive period, the Louisiana School for Math, Science, and the
Arts does not have adequate internal accounting controls over movable property
and has not complied with movable property regulations. According to
management’s representation (B-73) dated January 7, 1997, procedures will be
implemented in February 1997 to address the following weaknesses noted in the
prior audit finding that were not addressed during the fiscal year ended June 30,
1996: (a) the school does not have formal policies and procedures to ensure that
all movable property purchased, donated, or self-constructed is recorded,
processed, summarized, and reported as required by state property regulations;
(b) the property control manager initiates and processes transactions, performs
the physical inventory, and reports to LPAA without any review or supervision; (c)
the actual costs of some acquisitions were not correctly reported to LPAA; (d) the
actual acquisition dates of some acquisitions were not correctly reported to
LPAA; and (e) some of the acquisitions were not reported to LPAA within 45
days.

7. For the second consecutive audit, Central Louisiana State Hospital has not
maintained adequate internal accounting controls over movable property. The
hospital has not reconciled all purchases of movable property per the Detail
Appropriation Report to the amount of acquisitions reported to LPAA. Hospital
employees purchase equipment under the rules for small purchases, $500 or
less, without reporting these purchases to the property manager. A test of 28
transactions coded to materials and supplies revealed that four items, totaling
$1,320, of equipment in excess of $250, were purchased under small purchases
guidelines but were not tagged or reported to LPAA. In addition, the hospital
purchased two items of equipment for $657 that were not tagged or reported to
LPAA for at least 77 days. The hospital does not have formal written policies or
procedures to ensure that all acquisitions are properly tagged, valued, recorded,
and reported. In addition, the property manager prepares the necessary
documentation for deletions and then deletes the item without any independent
review or approval.

8. For the second consecutive audit, Elaine P. Nunez Community College did not
update the state property master inventory listing in a timely manner. In addition,
the college did not perform reconciliations between either the property control
system (physical inventory of movable property) or the library books and the
accounting records (general ledger) in a timely manner. Our tests of fixed assets
disclosed the following weaknesses: (a) 18 of the 646 items received by the
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college for the two years ended June 30, 1996, were not added to the master
inventory listing for periods of 48 to 214 days after receipt of the item; (b) the
college did not reconcile the property control system with the accounting records
for either the 1995 or the 1996 fiscal year until September 1996; and (c) the
college did not reconcile the Library Collection Value Report to the accounting
records for either the 1995 or the 1996 year.

For the second consecutive audit, Regional Management Center 1, New
Orleans, did not update its movable property listing within 45 days after receipt of
movable property items as required by Louisiana law. Of 17 additions to
movable property at the Sidney N. Collier campus, five items (29 percent) were
not submitted to LPAA for periods of 128 to 219 days after receipt. Of 115
additions to movable property at the New Orleans campus, 14 items (12 percent)
were not submitted to LPAA for periods of 57 to 121 days after receipt.

The Department of Public Service did not update movable property records
timely for items acquired as required by state law. Our test disclosed that one
($17,337) of six vehicles purchased during the year was not reported to LPAA for
63 days. In addition, 20 ($33,709) of the equipment acquisitions received during
July to September 1995 were not reported to LPAA until August 1996.

Louisiana State University in Shreveport did not have adequate internal
accounting controls over movable property and has not complied with movable
property regulations. In a test of 14 additions to movable property, we found
(a) 11 items that did not contain the serial number as a part of the description in
the movable property listing; (b) seven items that were not physically tagged;
(c) three items that were not located where the records indicated; and (d) one
item that was tagged with a number that was not consistent with the number
reflected in the movable property listing. An examination of five items valued in
excess of $75,000 on the movable property listing revealed that one item listed
as a laser printer with a value of $107,858 was actually a combination of 62
individual computers, printers, and monitors in a computer lab. Further, each
item was also individually tagged and listed in the property listing, thereby
overstating the total property listing by $107,858. Another test revealed that five
of ten items did not contain the serial number in the description. While
performing this test, we identified 13 computer terminals and 30 printers in the
library that were not tagged and the printers were not added to the property
listing even though they had been received at least six months before our
examination.  Finally, in a report dated February 27, 1996, an internal
examination of 40 university personal computers performed by the LSU System
Internal Audit Department disclosed (a) 12 of the computers had a total of 33
programs that were identified as unauthorized when the Software Publishers
Association software program, SPAudit, was executed on them; (b) 11 of the
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computers were not located in the areas identified in the records; and
(c) computers were found without the university's property control identification
numbers.

Nicholls State University failed to record and tag timely all movable property
items as required by state movable property laws and regulations. During our
audit, we examined 20 acquisition documents containing 81 items, totaling
$176,891, that were not tagged as required and not entered into the LPAA
property control system for periods of 48 to 161 days. The property manager
initiated the tagging and recording process by establishing a pending file and
issuing the tags to the receiving department to be placed on the movable
property. However, the property manager failed to follow up timely on the
progress of the receiving department.

The University of New Orleans failed to tag and record timely all movable
property items as required by LPAA. During our tests, we observed donated
computer equipment (32 items with an estimated value of $45,500) that was not
tagged and not entered into the university’s property control records for periods
of 99 days to an estimated 4 years. In addition, two lease-purchased computers,
valued at $1,600 each, were not assigned identification tags for a period of 90
days.

The Department of Wildlife and Fisheries does not have adequate procedures to
ensure that the movable property master listing is updated in a timely manner as
required by Louisiana law. In our test of 48 movable property acquisitions
totaling $186,820, 31 acquisitions, totaling $67,378 (36 percent), were not added
to the master listing. In addition, 15 acquisitions totaling $49,506, representing
27 percent of the $181,139 of items received by June 30, 1995, were not
reported in the department’'s Annual Fiscal Report for the year ended June 30,
1995. Also, in 6 of the 12 months tested, monthly updates to the master listing
were not submitted timely to LPAA.

In addition to those listed, the audits of the Louisiana State Board of Medical Examiners and the
Louisiana State Licensing Board for Contractors, performed by other auditors, revealed
inadequacies in movable property records and are included in Schedule G.

The State of Louisiana should take the necessary measures to ensure that all state agencies,
hospitals, universities, and component units maintain adequate internal accounting controls
over movable property to comply with state movable property regulations as prescribed by the
Commissioner of Administration and Louisiana law. In a letter dated February 21, 1997, the
Commissioner of Administration concurred with the finding. He stated that since February 1996,
LPAA has had only three compliance personnel to perform audits at 470 agency sites. Another
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compliance position was added in January 1997, which should allow LPAA to audit each
agency at least once every three years. The Commissioner recognizes that agencies that are
cited for noncompliance often do not have adequate resources to meet all of their legal and
operational requirements and although most agencies have tried to mitigate the problem,
“resolution is not likely in the foreseeable future.” LPAA will request written confirmation from
the affected agencies and departments as to the validity of the findings and corrective action
taken or to be taken. The imposition of sanctions may be used in extreme cases, but the
Division recognizes that such sanctions often impact the recipients of agencies' services. The
Commissioner stated, “Enforcement actions taken will be based upon past compliance and the
proposed corrective actions of the state entity” (B-261).

Ineffective Internal Audit Function

For the fourteenth consecutive year, the State of Louisiana did not have an effective internal
audit function for state government to examine, evaluate, and report on its internal control
structure, including data processing, and to evaluate its compliance with the policies and
procedures of the control system.

Currently in Louisiana, approximately 104 internal auditors provide coverage to 17 state
agencies, 10 state hospitals, 11 state colleges/universities, and one levee district. The
Governor also established the Office of the State Inspector General (IG) in fiscal year 1988 to
provide an internal audit function for state agencies and to provide other valuable services to
the state through investigative auditing and the operation of a complaint hotline. However,
because of funding limitations, the IG does not have adequate staffing to perform an effective
internal audit function. Currently, there are 12 auditors in the IG's office.

Although internal audit resources exist within the agencies noted previously, our study and
evaluation of the state's internal control structure for the year ended June 30, 1996, found that
an effective internal audit function did not exist in the following agencies. While the following
should not be considered an all-inclusive list, their collective assets and revenues demonstrate
the need for an effective internal audit function within Louisiana state government.
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Appropriations/
Assets Revenues
Department of Agriculture and Forestry $7,774,120 $50,286,324
Central Louisiana State Hospital 5,921,027 33,528,196
Department of Economic Development 9,900,000 30,100,000
Department of Environmental Quality 105,000,000 106,000,000
Executive Department 79,000,000 201,000,000
Department of Insurance 121,000,000 171,000,000
Orleans Levee District 441,822,000 39,404,000
Pinecrest Developmental Center 8,501,792 62,423,646
Department of Public Safety and Corrections -
Corrections Services 57,174,426 423,325,206
Department of Public Safety and Corrections -
Public Safety Services 131,409,233 1,240,861,895
Office of Risk Management 91,362,721 207,017,933
Office of Student Financial Assistance 33,111,530 35,539,469
Supreme Court of Louisiana 16,467,942 66,931,989
Office of Telecommunications Management 9,137,282 37,598,250
Department of Wildlife and Fisheries 8,000,000 41,000,000
Total $1,125,582,073 $2,746,016,908

Act 16 of the 1995 Regular Session of the Louisiana Legislature requires agencies with an
appropriation level in excess of $30 million to use existing program resources and table of
organization for the purpose of establishing an internal auditor position. Considering the state's
reported assets ($37.3 billion) and its operating revenues ($14.9 billion) and the number of
control and compliance findings contained in this report, we believe that an effective internal
audit function is needed to ensure that the state's assets are safeguarded and that state policies
and procedures are uniformly applied.

The State of Louisiana should take the necessary steps to establish an effective internal audit
function by either reallocating or increasing available internal audit resources or by pursuing
other alternatives to accomplish this objective. In a letter dated February 17, 1997, the
Commissioner of Administration stated, “We agree with the finding that additional internal audit
functions are needed in all departments. It is our intention to evaluate current internal audit
needs and existing resource levels to ascertain the additional level of funding needed to provide
that resource and work to find and provide those resources to the agencies within the next fiscal
period” (B-263).
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STATE EMPLOYEES GROUP BENEFITS PROGRAM
Inadequate Controls Over Financial Reporting

The State Employees Group Benefits Program does not have adequate controls in place to
ensure compliance with financial reporting regulations and failed to record $10,960,056 of
expenditures in accordance with state regulations. LSA-R.S. 39:80 requires the Commissioner
of Administration to prepare annual financial statements for the State of Louisiana in
accordance with generally accepted accounting principles. To accomplish this task, the
Commissioner issued Policy and Procedure Memorandum No. 68 (PPM 68) specifying that
revenue should be recognized in the fiscal year in which economic activity generates the
revenue. Expenditures, with the exception of payroll, should be recognized in the year in which
liability for the expenditure occurs. In addition, the Division of Administration issues written
instructions each year to assist agencies in preparing their annual financial report in accordance
with PPM 68. Good internal controls would require review procedures to determine that these
reporting requirements and instructions have been followed.

Of the unreported expenditures, $10,959,703 represents that portion of fiscal year 1996 health
insurance premiums that were due to health maintenance organizations (HMOs). Although the
program recorded the collection of the revenue, it failed to record the associated obligation
(expenditure) to the contracting HMOs. The fiscal officer and fiscal manager were aware of the
need to record the expenditure; however, the decision was made not to report the expenditure
after discussion with the executive director. Had this error not been detected by the external
auditor, the liabilities and expenditures in Louisiana’s comprehensive annual financial report
would have been understated by $10,960,056.

The State Employees Group Benefits Program should establish and follow review procedures to
ensure compliance with PPM 68 and the instructions of the Division of Administration when
preparing its annual financial report. In a letter dated December 11, 1996, Mr. James R.
Plaisance, Executive Director, concurred with this finding but objects to its reporting because
the financial statements were corrected and resubmitted to the Division of Administration upon
discovery of the error by the auditor. Mr. Plaisance also stated that the error occurred because
of a misunderstanding concerning the period for which the premiums were submitted. See
management's response at B-234.

Additional Comments: We concur that the program corrected and resubmitted its financial
statements after this error was detected by the auditor. However, we believe the matter is more
complicated than a simple misunderstanding of the period of time the premiums were intended
to cover. Our interviews with agency personnel indicate that there were discussions among the
fiscal officer, the fiscal manager, and the executive director before the decision was made not to
accrue this large expenditure. Furthermore, the recognition of the revenue in one fiscal period
while not recognizing the liability associated with that revenue until the subsequent fiscal period
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is an inconsistent application of accounting principles. We therefore believe that this condition,
although corrected, is reportable.

EDUCATION, DEPARTMENT OF
Inadequate Uniform Payroll System Controls

The Department of Education did not ensure that all of its timekeeping units complied with
existing internal control procedures over payroll transactions input into the Uniform Payroll
System (UPS). Good internal controls include an adequate segregation of duties and a review
of transactions to ensure that data is accurate and reliable and to ensure that errors and
irregularities are detected within a timely period. Departmental regulations assign the bureau
directors with the responsibility for certifying the accuracy and completeness of time and
attendance records. In our test of five timekeeping units with a total of 91 employees, we noted
the following exceptions:

1. Three of five bureau directors did not certify time and attendance sheets for their
timekeeping unit.

2. Four of five units had no indication that time and attendance data input into UPS
was compared to time and attendance sheets for accuracy.

3. Eight employees did not sign or initial their time and attendance sheets.

4, Nine employees did not have time of arrival or departure indicated on their time
and attendance sheets.

5. Seven employees did not have leave slips to support leave taken.
6. One employee had sick leave entered as annual leave.
7. Five employees had time and attendance records that did not agree to the hours

worked or the leave taken on the Fixed Time Entry Listing and Leave Register.

Management should ensure that the bureau directors perform an adequate and complete review
of all time and attendance records before approval. Furthermore, the bureau directors should
determine that someone other than the timekeeper verifies that payroll transactions are correctly
input into UPS. Management of the department concurred with the finding and
recommendations. See management's response at B-9.

EXECUTIVE DEPARTMENT
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Inadequate Budget Monitoring

The Office of Planning and Budget (OPB) does not have standardized procedures in place to
compare budget to actual expenditures by program, on a quarterly basis, as per instructions of
OPB. As a result, some budget analysts are either not reviewing their programs once per
guarter, are not documenting their review of the programs, or are not using a consistent method
for performing their review. LSA-R.S. 39:77 forbids the expenditure of any monies in excess of
the funds appropriated. By not performing the budget to actual comparison on a timely basis,
the risk exists that expenditures could exceed budgets and not be detected in a timely manner.

Our test of 24 program files revealed that four files did not contain sufficient documentation
indicating that quarterly reconciliations had been performed. In addition, one program in the
sample had overspent its budget, and the situation remained undetected because of inadequate
procedures.

Management should establish standardized procedures and forms for the program budget
reviews and should confirm that the reviews have been performed on a quarterly basis, as
prescribed by management. Management did not concur with the finding and noted that the
OPB procedure is in place although some analysts did not perform the required program budget
reviews consistently. However, management has established new procedures and forms that
confirm analysts have performed the reviews as directed by management. See management's
response at B-22.

GRAMBLING STATE UNIVERSITY

Delinqguent Accounts Receivable of
Grambling State University Foundation, Inc.

Grambling State University (GSU) has not actively pursued collection of an outstanding
receivable from the GSU Foundation, Inc. (Foundation). Good business practices require the
university to pursue collection of all receivables, to include any legal remedies afforded for the
enforcement of the agreement between GSU and the Foundation. This receivable was
established to cover scholarships awarded in prior years by the Foundation. Based on an
agreement dated April 28, 1989, the Foundation was to make $50,000 annual payments to GSU
until the balance was liquidated. The Foundation failed to make the required payment during
fiscal year 1995-96, leaving an outstanding balance of $343,573.

The Foundation is presently experiencing financial difficulties as noted in its fiscal year ended

December 31, 1994, audit report released on March 13, 1996, and may be unable to fulfill its
obligation to the university. If the Foundation fails to pay the outstanding balance of this
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receivable, the university may then have an asset on its books that is overstated. Failure to
collect on this debt may result in a possible donation of public funds.

GSU should pursue enforcement of the agreement with the Foundation and obtain the required
payment. Furthermore, we suggest that GSU request the Attorney General to assist in efforts to
collect this debt. After exhausting all avenues for collection, an allowance for bad debts should
be considered. In a letter dated October 10, 1996, Ms. Cynthia Lemelle, Interim Vice President
for Finance, stated that the university will actively pursue collection of the required payment and
will, if necessary, set up an allowance for bad debts after exhausting all avenues of collection
(B-28).

Inadequate Control Over Athletic Events

GSU has not maintained adequate control over all athletic revenues and expenditures. Good
business practices require establishment of accountability for all revenues earned and
expenditures incurred, as well as maintenance of complete and orderly records to support
accountability. The Red River Classic (Classic), a football game between GSU and the
University of Arkansas at Pine Bluff, was selected for a review of the university's internal
controls over athletic events and revealed the following:

1. The university did not fully account for all unsold game tickets, totaling
approximately $62,000. As a result, we were unable to ascertain that reported
sales of approximately $186,000 corresponded with tickets sold for the Classic.

2. The university created a high degree of risk of loss of revenue for tickets sold on
consignment. An agent was hired to control distribution of game tickets for the
Classic and, based on the university’s instructions, issued tickets to numerous
outlets to directly sell tickets. The agent and outlets did not provide a bond or
any other guarantee for the value of tickets issued totaling approximately
$248,000.

3. The university was unable to provide supporting documentation for expenditures
relating to the Classic. University management provided us with a list of vendors
that were paid $58,117 for game related expenditures. We were informed that
these expenditures, as well as $27,051 in game guarantees to the opponent,
were paid by the agent, based on the university’s instructions. We were unable
to determine the validity of these expenditures.

4. The general ledger of the university does not fully reflect the total activity of the
Classic. The expenditures noted in number 3, plus $24,146 of ticket sales by the
opponent, were netted against the revenue collected by the agent, resulting in
$109,314 of understatement of revenues and expenditures.
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These conditions exist because athletic department personnel have not placed considerable
emphasis upon verification of athletic event activity. As a result, approximately $62,000 of
tickets remain unaccounted for, $58,117 of expenditures are unsupported, the risk of
unrecoverable loss is increased, and total financial activity is not reflected in the university's
accounting records as related to the Classic.

GSU should require the athletic department to ensure that each athletic event is reconciled to
actual supporting documentation for all revenues and expenditures, supporting documentation
should be on hand for all expenditures, every effort should be made to reduce the risk of loss in
relation to tickets issued to independent sellers, and the total financial activity should be
reflected in the accounting records. In a letter dated August 21, 1996, Mr. Howard Craig, Vice
President for Finance, stated that management concurred with the finding and that internal
controls have been strengthened to verify and routinely monitor all financial aspects of athletic
events (B-29).

HEALTH AND HOSPITALS, DEPARTMENT OF
Medical Assistance Trust Fund Fees Not Monitored

For the third consecutive year, the Department of Health and Hospitals (DHH) has not
maintained adequate controls over fees due from providers to the Medical Assistance Trust
Fund to ensure that amounts reported by providers are accurate. Fees due to the Medical
Assistance Trust Fund are established by LSA-R.S. 46:2601-2605. Providers are responsible
for preparing and submitting reports of fees due to the fund and for remitting payments at that
time. Trust fund collections were reported at $71,462,429 for the year ended June 30, 1996. A
good system of internal control would provide assurance that all fees are accurately reported.

Our review of the Medical Assistance Trust Fund disclosed that the department had entered into
a contract with an independent accounting firm for audits of fees due from pharmacies, which
constitute approximately 5 percent of total collections. This contract was effective January 1,
1996; however, the contract was not approved by the Division of Administration, Office of
Contractual Review until May 23, 1996. At June 30, 1996, no audits had been conducted, and
no other procedures were in place to provide for assurance that providers reported and remitted
the correct fees. There were no audit procedures or contracts in place for any other provider
types that make up the remaining 95 percent of collections.

Failure to establish adequate controls over reports filed by providers increases the likelihood
that material misstatements in fees due to the department can occur or that errors may occur
and go undetected. The department's ability to monitor amounts due and collect amounts that
become past due would also be impeded.
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DHH should establish procedures to ensure accurate monitoring and reporting of fees due from
providers to the Medical Assistance Trust Fund. In a letter dated July 25, 1996, Mr. Stan Mead,
Director of the Division of Fiscal Management, concurred with the finding and stated that in
addition to the contract for audits of fees due from pharmacies, the department has now
contracted for audits of long-term care providers required to submit fees to the Medical
Assistance Trust Fund (B-55).

LOUISIANA ECONOMIC DEVELOPMENT
AND GAMING CORPORATION

Failure to Audit Gaming Revenue

During the period July 1, 1995, through November 22, 1995, the Louisiana Economic
Development and Gaming Corporation (Corporation) failed to audit the state’s share of gaming
revenue received from Harrah’s Jazz Company’s land-based casino and did not adequately
monitor the revenue controls established within the casino during that period. A good internal
control structure should include regular audits of casino revenue and periodic monitoring of the
casino’s revenue controls to provide reasonable assurance that gaming revenue is complete
and properly recorded.

During our review of the Corporation’s internal audit section, which was responsible for auditing
the state’s share of the land-based casino’s gaming revenue, we found no documentation of
regular audits of gaming revenue received from the casino or documented observations of the
casino’s revenue controls. Interviews with management of the internal audit section revealed
that although the section was active during the period July 1, 1995, through November 22,
1995, and observations of casino activity were made during the closing of the casino on
November 22, 1995, no formal revenue audits or observations of revenue controls were
performed before the casino’s closing. Statements made by management to the Board of
Directors indicated that, while no audits were conducted, it was the intention of the audit section
to begin auditing and monitoring these revenues and controls in January 1996. However, the
audit section’s employees were terminated January 7, 1996. Because of the failure to audit
gaming revenue and the lack of adequate monitoring of the controls over this revenue, the
Corporation is unable to provide reasonable assurance that the state’s share of gaming revenue
($16,100,846) and the related liability for unearned gaming revenue ($4,572,602) are complete
and properly recorded.

Upon the re-opening of the land-based casino, the Louisiana Gaming Control Board (successor
to the Louisiana Economic Development and Gaming Corporation) should conduct regular
audits of the state’s share of casino gaming revenue collected from the land-based casino and
should monitor the casino’s revenue controls periodically to provide reasonable assurance that
the state’s share of gaming revenue received is complete and properly recorded. In a letter
dated November 19, 1996, Judge Hillary J. Crain, Chairman of the Louisiana Gaming Control
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Board, indicated that he concurred with the finding and recommendation and has prepared an
audit and control review program for the land-based casino in New Orleans (B-69).

LOUISIANA STATE UNIVERSITY AND
A&M COLLEGE (BATON ROUGE)

Inadequate Documentation for
Louisville Slugger Scholarship

Louisiana State University and A&M College (Baton Rouge) (LSU) did not have adequate
documentation to support the awarding of the Louisville Slugger Scholarship. The Louisville
Slugger Scholarship is a national award of $20,000 ($2,500 per semester) given to an incoming
freshman at the school of the current national champion baseball team and is designed by the
donor to be given to financially needy students. Nominees were sent in by the Special Assistant
to the Chancellor. Good internal controls require an adequate audit trail to determine if proper
policies and procedures were followed. The Office of Student Aid and Scholarships (OSAS)
selected six students from the pool of applicants for the Chancellor's Leadership Awards
Program to be nominees for the Louisville Slugger Scholarship. Financial need was not a
consideration in determining which students would be recommended for the scholarship.
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The OSAS copied the applications but failed to compile a list of the students’ names. The
Chancellor’'s Office did not have a copy of the applications and did not maintain a list of the
students’ names. Because the auditor could not compare the list of names the OSAS sent to
the Chancellor's Office to be nominees of the Louisville Slugger Scholarship, we could not
determine, with any certainty, if the winner of the scholarship was one of the six applicants
chosen by the OSAS. The student selected was a member the Lambda Chi Alpha fraternity, as
was the Special Assistant to the Chancellor. Subsequently, the Board of Supervisors, on
November 8, 1996, voted to rescind the scholarship because of the controversy surrounding the
Special Assistant to the Chancellor and the handling of the Chancellor’s Incentive Awards.

LSU should ensure that there is adequate documentation to support the awarding of all student
financial assistance. In a letter dated November 25, 1996, Dr. Jerry J. Baudin, Vice Chancellor
for Business Affairs and Comptroller stated, “The University concurs with this recommendation.
Specifically, with respect to the Louisville Slugger Scholarship, changes have already been
implemented such that should LSU be the recipient of this scholarship award again in the future,
the award will be administered by the Office of Student Aid and Scholarships and the selection
will be made in accordance with the criteria established by the donor” (B-81).

Inadequate Grant Reporting and Monitoring

The LSU Division of Continuing Education did not ensure that accurate information was
reported by its Office of Government Programs (OGP) to the Governor's Office of Rural
Development (ORD) and, in addition, allowed the OGP to overspend its budget. An adequate
internal control structure includes procedures to ensure that accurate information is submitted to
grantors and that grant activities remain within available resources.

On April 25, 1996, OGP submitted a report to ORD to support the expenditure of a $100,000
grant received in fiscal year 1996 and a $50,000 grant received in fiscal year 1995. The report
also provided a summary of programs from October 13, 1994, through May 1, 1996, and
allocated costs among the programs. However, we were unable to reconcile this report to the
accounting records of the LSU Division of Continuing Education. In addition, OGP’s financial
records indicate that the account had a deficit of $36,746 for the year ended June 30, 1996.

The inaccuracies in the report were due to OGP personnel preparing the report by
reconstructing financial data without review by the business office of the LSU Division of
Continuing Education. Failure to submit accurate reports to grantors and failure to monitor
grant expenditures could result in misspent funds and the loss of future funding.
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The LSU Division of Continuing Education should ensure that all reports required by grantors
contain accurate information and that grant activities remain within available resources. In a
letter dated November 7, 1996, Dr. Jerry J. Baudin, Vice Chancellor for Business Affairs and
Comptroller stated, “The University concurs with the finding. Steps have already been taken to
ensure that all grant funds are properly monitored with the Division of Continuing Education and
accurate information is reported to grantors.” See management's response at B-83.

LOUISIANA STATE UNIVERSITY
MEDICAL CENTER (NEW ORLEANS)

Untimely Liquidation of Patient
Account Credit Balances

For the third consecutive year, the Louisiana State University Medical Center (New Orleans)
Professional Practice Association (PPA) has not instituted internal control policies and
procedures to ensure that outstanding patient credit balances, which result from overpayments
by patients and insurance companies, are reviewed and liquidated on a timely basis. At
June 30, 1996, the PPA has outstanding credit balances of $837,507 from patient overpay-
ments.

Good internal controls require management to establish policies and procedures to record
transactions timely and accurately. In addition, LSA-R.S. 9:164 requires that any monies due
and payable for more than one year are presumed abandoned and must be reported to the
Department of Revenue and Taxation.

Ownership of the current credit balances should be determined, the monies should be returned
to the rightful owners, and all credit balances more than one year old should be reported to the
Department of Revenue and Taxation. Management of the Louisiana State University Medical
Center (New Orleans) concurred with the finding and recommendation. See management's
response at B-98.

LOUISIANA STATE UNIVERSITY
MEDICAL CENTER (SHREVEPORT)
Unrecorded Inventory
Louisiana State University Medical Center (Shreveport) (LSUMC-S) does not have adequate
internal controls over its special order supplies. It is management’s responsibility to provide for,

and maintain, adequate internal controls over inventory, to include the tracking, valuing, and
safeguarding of all inventoriable supplies. The LSUMC-S Internal Audit Department conducted
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an audit of the Central Medical Supply Department’s policies, procedures, and practices. The
report, dated May 16, 1996, revealed a weakness relating to special order supplies not being
counted or included in the perpetual supply inventory. As a follow-up to this matter, three
hospital departments were selected for observance to determine the physical existence of
uncounted materials and supplies and to obtain a general idea of the volume of error. The
following matters were disclosed:

1. During a walk-through of the Operating Rooms Department on September 3,
1996, we observed seven storage rooms, each of which contained several
stocked shelves. A nursing supervisor estimated the value of these items to be
approximately $1 million but also stated that many of these items are probably
obsolete. The actual value of these inventory items, as of June 30, 1996, is not
known and we are not certain that the value can be reasonably estimated.

2. There were four storage rooms in the Anesthesia Department with several
stocked storage shelves in each room. No estimate was provided for this
inventory.

3. There were several cabinets within the Cardio Catheterization Laboratory that

were fully stocked with supply items. The estimated value of these supplies was
placed at $40,000 by the laboratory director.

These conditions exist because management has not placed considerable emphasis upon
accountability and safeguarding of all assets. Since the medical center did not adequately
control these supplies through an inventory process, inventory is understated in the financial
statements by an undetermined amount.

LSUMC-S should review each hospital department’s use of special orders, establish policies
and procedures to govern their use, and ensure that all supplies purchased throughout the year
are tracked through an acceptable inventory method, to include year-end reporting of supplies
on hand. In a letter dated September 23, 1996, Mr. Ingo Angermeier, Hospital Administrator,
stated that the medical center will establish a hospital policy requiring each department
obtaining medical supplies via special order to conduct a year ending inventory. The value of
these inventories shall be reported to the accounting department for inclusion in the year-end
financial statements of the medical center. See management's response at B-101.
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LOUISIANA STATE UNIVERSITY IN SHREVEPORT

Electronic Data Processing Control Weaknesses

Louisiana State University (LSU) in Shreveport does not have adequate electronic data
processing (EDP) general controls over its computer system. The LSU System Internal Audit
Department conducted an audit of the university's EDP general controls over its computer
system. The report, dated May 30, 1996, revealed numerous weaknesses as follows:

1.

10.

11.

The Department of Computing Services' organizational chart is inaccurate and
misrepresents the segregation of responsibilities within the office.

The computing services' procedures manual is not up-to-date and thus not used
as a reference tool.

Formal job performance evaluations should be used by management for each
position in the Department of Computing Services.

There is a material discrepancy between the job description for the position of the
associate director of the Department of Computing Services and the duties and
responsibilities of the current incumbent for this position.

There is insufficient documentation for the various technical areas within the
Department of Computing Services.

Recyclable scrap paper collected within the Department of Computing Services
and stored in the operations room pending disposition creates a fire hazard.

The Department of Computing Services does not retain complete documentation
to support the approval process authorizing access to application systems.

Management of the Department of Computing Services does not extract system
generated reports from the central processing, mainframe computer.

The Department of Computing Services' quarterly back-up tapes are stored in an
unsecured location.

The Department of Computing Services' disaster recovery plan has not been
tested to determine the actual viability of the plan.

The Department of Computing Services has the following physical access
deficiencies:
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Except for the operations room, entrance to the department is not
restricted, allowing unauthorized access.

Access to the operations room in the Office of Computer Services has
been extended to include individuals who do not have a business need
for unescorted access.

The locked door used to control access to the Department of Computing
Services' operations room prohibits visual identification of anyone
requesting entrance.

The Department of Computing Services does not maintain a record of
persons obtaining entrance to the operations room.

LSU in Shreveport should review each of the conditions identified previously and take
appropriate action to correct each deficiency. In addition, management should continuously
monitor and make periodic changes, as needed, to its EDP general controls. In a letter dated
August 20, 1996, Mr. Michael T. Ferrell, Vice Chancellor for Business Affairs, stated that the
university is committed to correcting any deficiencies noted in these findings (B-87).

Inadequate Controls Over Library Subscriptions

LSU in Shreveport paid two invoices totaling $104,000 to a vendor for library subscriptions
without detailed documentation, which resulted in an overpayment of $40,653 and a possible
violation of the Louisiana Constitution of 1974. An adequate internal control structure should
include policies and procedures requiring (1) adequate segregation of duties; (2) detailed
support documentation before processing documents for payment, such as detailed invoices;
(3) independent control over establishment of vendors; and (4) documentation of the receiving
process to ensure that all goods paid for have been received. Article 7, Section 14 of the
Louisiana Constitution of 1974 prohibits the loaning of public funds by a state agency.

The university has a policy that allows library management to establish vendors, order and
receive books and subscriptions, and approve invoices for payment by the accounting
department. The library has historically used the services of a subscription agent to procure its
subscriptions. The procedure involves the agent submitting a proposal to the library which
would reflect the previous year’'s subscriptions and would await authorization from the library to
begin sending the current issues. Because of budget cuts in the current year, the process was
delayed and the order was not placed in a timely manner. To begin receiving the subscriptions,
the assistant dean of the library contacted the agent and requested an invoice for $50,000 as a
partial payment. The vendor complied and the invoice was prepared on May 24, 1996. On
June 26, 1996, with the fiscal year-end approaching and the lapsing of appropriation nearing,
the assistant dean requested an additional invoice for $54,000, the approximate balance
remaining in the subscription account. Both invoices were received by the library and submitted
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to the accounting department for payment in accordance with the university’s policy. These
payments resulted in loans to the vendor totaling $40,653 since there were no valid
subscriptions to substantiate this amount.

The assistant dean was unable to provide documentation of the specific subscriptions ordered
and had to contact the agent. The documentation provided by the agent, in the form of a
detailed invoice dated July 8, 1996, supported subscriptions totaling $63,347; therefore,
$40,653 of fiscal year 1996 appropriation was paid to the agent, in advance, with no supporting
documentation.

The lack of segregation of duties allows employees the opportunity to establish a fraudulent
vendor, process a bogus invoice, cause payment to be made, and not receive the goods. This
could occur without being questioned by other departments under the existing policy.

LSU in Shreveport should reevaluate its control procedures over library expenditures as they
relate to (1) adequate segregation of duties, (2) use of detailed invoices to support payment
requests, (3) independent control over establishment of vendors, and (4) documentation of the
receiving process to ensure that all goods paid for have been received. In addition, to avoid
noncompliance with the constitutional provision prohibiting loans, the university should refrain
from making advance payments for goods not yet ordered or received. In a letter dated
August 20, 1996, Mr. Michael T. Ferrell, Vice Chancellor for Business Affairs, stated that man-
agement concurred with the finding and that the university has strengthened the policies and
procedures that govern the library in ordering and paying for library acquisitions of books and
periodicals. In addition, management’'s emphasis will be intensified in enforcing and abiding by
all state laws and regulations regarding the procurement of library acquisitions. See
management's response at B-92.

MEDICAL CENTER OF LOUISIANA AT NEW ORLEANS

Inaccurate Patient Charges

For the ninth consecutive year, the Medical Center of Louisiana at New Orleans has not
completed the development and implementation of effective procedures to provide management
with assurance that all charges incurred by patients are accurate and billed timely. Complete
and accurate information on patient charges is needed to ensure that the hospital is maximizing

revenue.

In our test of inpatient account charges for 26 patient accounts, the following deficiencies were
noted:

1. Eleven (42 percent) of the patients' bills were not produced timely. Final bills of
the 11 patients were prepared in excess of 30 days following discharge.
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2. At our request, the 26 bills were audited by the hospital's Coding and Revenue

Enhancement Department. The audits by the Coding Department of the 26 bills,
totaling $204,985, revealed inaccuracies in 25 of the bills (96 percent). It was
determined that the 25 bills contained undocumented charges (overcharges)
totaling $13,190 (6 percent). Also, there were undercharges or unbilled charges
on 23 of the bills totaling $17,779 (9 percent).

As a result, management has no assurance that all services performed are billed to patients or
that amounts billed to patients accurately reflect charges for services actually received.

Management of the Medical Center of Louisiana at New Orleans should ensure that all charges
are documented in the patients' medical records and are processed into the billing system. In
addition, the hospital should continue to establish written procedures for patient account
information to provide assurance that charges incurred by patients are accurate and billed
timely. Management of the hospital responded in writing and stated that the establishment of an
automated order entry system is approximately 90 percent complete, which should help in
capturing accurate charges. Management does not feel that a hospital of the size and
complexity of the Medical Center of Louisiana can consistently produce flawless bills; however,
actions are being taken to minimize errors in charges and to produce timely patient billings.
See management's response at B-116.

MILITARY AFFAIRS, DEPARTMENT OF
Electronic Data Processing Control Weaknesses

The Department of Military Affairs has not established an adequate internal control structure
over electronic data processing (EDP) controls. An adequate internal control structure requires
that individuals be permitted access only to the data files and programs necessary to perform
their duties. Duties should be segregated so that no one employee is in a position to both
initiate and conceal errors or irregularities. Furthermore, periodic validations and audits should
be performed to ensure the integrity of the data within the system. During our review of the
department’'s EDP controls, the following weaknesses were observed:

On-Line Data Entry System (ODES) Nonpayroll Controls

1. There are no written procedures pertaining to the issuance of user identification
(ID) codes or the deletion of user ID codes once an employee terminates or no
longer has a legitimate need for access. Access to ODES was not removed
timely for two employees who terminated employment with the department.

2. Because of a change in personnel, no validations were performed on check
registers or input reports from July 1 to August 10, 1995, to ensure that data was
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properly entered and processed. Also, none of the 31 manual batches that had
been transmitted by the department between July 1995 and May 1996 had been
validated.

There is an inadequate separation of duties in that one employee of the
department has both data entry and approval user ID codes. During July and
August of 1995, the employee entered and approved the same transactions.

ODES Automated Governmental Purchasing System (AGPS)

1.

There are no written procedures pertaining to the issuance of user ID codes or
the deletion of user ID codes once an employee terminates or no longer has a
legitimate need for access. Our review of the Integrated Statewide Information
System (ISIS) security report revealed that one user was not an employee of the
department and should not have had access to the system.

There are no written procedures to ensure that the correct receipt date or
accounting period is being entered into ISIS. The receipt date for 13 of 20
purchase orders tested by us was input into ISIS incorrectly by the accounts
payable section. Accounts payable personnel either used the date the paper
work was received or the date they actually input information into ISIS rather than
the actual receipt date of the goods or services.

Four of the 30 users who had access to AGPS could add new vendors and
approve payments. These are incompatible functions and should be segregated.

Failure to establish adequate controls in an on-line data entry environment 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 transactions.

The Department of Military Affairs should implement the following to improve controls over
electronic data processing:

ODES Nonpayroll Controls

Establish written procedures for the issuance and deletion of user ID codes
Delete terminated employees’ user ID codes immediately
Ensure that periodic validations are conducted on data entry and output and are

documented to show the date and signature of the person performing the
validation
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Separate the incompatible functions relating to data entry and approval
authorization

ODES Automated Government Purchasing System

Establish written procedures for the issuance and deletion of user ID codes for
ODES and the proper recording of receipt dates for goods or services received

Eliminate system access to nondepartmental personnel

Separate the incompatible functions relating to the establishment of new vendors
and payment approval authorization

In a letter dated November 15, 1996, Colonel Michael C. Appe, Director, State Resources,
stated that the department concurred with the finding and recommendation and indicated that
incompatible functions have been eliminated in both the ODES and AGPS systems, and written
procedures are being prepared to address the other issues (B-124).

NATURAL RESOURCES, DEPARTMENT OF
Incorrect Royalty Allocations

The Department of Natural Resources failed to properly allocate $697,615 of mineral income to
the parishes as required by state law. LSA-R.S. 30:136 requires that one tenth of royalties from
mineral leases on public lands or water bottoms be remitted to the parish in which severance or
production occurs. Twice during the year, the department adjusted credit balances in overriding
royalties, which are incentives offered to the state by oil companies to obtain a lease, against
the amount owed to various parishes under LSA-R.S. 30:136. Overriding royalties are accrued
directly to the state and any corrections in overriding royalties should be taken against
distributions to the state. These errors occurred because new personnel did not understand
how to handle these transactions properly.

Upon notification of these errors, the department immediately corrected the distributions in the
following two months. However, had these errors not been detected by the external auditor,
state royalties would have been overstated by $697,615 on the state’s financial statements and
the parishes against which the credits were taken would not have received their proper share of
royalties. The department should ensure that all personnel calculating the distribution of
mineral income understand how to handle all types of credit balances. In a letter dated
October 17, 1996, Mr. Robert D. Harper, Undersecretary, concurred with the finding and stated
that in the future, written approval from the fiscal officer would be required for all revenue
classification adjustments (B-125).
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NORTHWESTERN STATE UNIVERSITY
Electronic Data Processing Control Weaknesses

For the third consecutive audit, Northwestern State University (NSU) has deficiencies relating to
general electronic data processing (EDP) controls that could affect the integrity of programming,
processing, and data. The control environment includes general EDP controls as well as the
control procedures over application development and maintenance, logical access to systems
and data, computer operations, and segregation of incompatible duties. Good EDP general
controls combined with good EDP application controls ensure that computer production is
performed according to management’s design and intent. Annually, the Computer Center
processes information relating to approximately $59 million of revenues as well as various other
transactions of the university. Our control work revealed the following weaknesses, which were
identified in our previous audits and still have not been resolved:

1. Duties and responsibilities of EDP staff are not adequately defined in their job
descriptions.

2. The university does not have an EDP internal audit function.

3. The university does not have a written systems development and documentation
standards manual.

4, The university does not have written procedures for revisions and/or modifica-
tions to the existing system and applications.

5. The university does not have written procedures in the event of hardware failure
or malfunction, nor does it log in the hardware failures/malfunctions with cause
and resolution.

6. The university does not have a written policy and procedure manual for its EDP
Department.

The following weaknesses were identified during the current year:

1. Three employees have write access to data files that are incompatible with their
job responsibilities.

2. Three of four employees tested had access to the system for 37 to 77 days after
they were terminated.
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The Director of Information Services has focused more on providing users with the information
to accomplish their required tasks rather than developing and implementing the necessary
controls to safeguard the system.

Management of NSU should establish and implement general and application EDP controls in
its Computer Center to address these weaknesses. In a letter dated June 25, 1996, Dr. Randall
J. Webb, President, stated policies and procedures will be developed to address these
weaknesses (B-129).

Weaknesses in Controls Over Scholarship Awards

NSU does not have adequate controls in place to ensure that scholarships are awarded to
eligible students in accordance with criteria set by the university. An adequate internal control
system would provide formal written policies and procedures that ensure that only eligible
students meeting university established criteria receive scholarships. A test of 87 students
receiving scholarships disclosed the following:

1. Thirty-six students receiving $24,106 of NSU Award Scholarships did not have
an application or award letter on file that indicated the award was properly
authorized.

2. Three students receiving $9,000 of Louisiana Scholars’ College Scholarships
(LSCS) did not have an acceptance letter or award letter indicating that the
award was properly authorized.

3. Five students receiving $15,000 of LSCS did not have the ACT or SAT test score
to qualify for the scholarships.

4, Four students receiving $2,550 of Outstanding Student Award Scholarships
(OSAS) did not have applications and award letters on file. We found no
documentation that these awards were authorized.

5. The ACT or SAT scores for 16 students receiving $11,475 of OSAS were not
documented or were below established standards.

6. Nine students received $3,825 of OSAS in the spring 1996 semester even
though they did not have the required 2.5 grade point average in the fall 1995
semester.

It was also noted that there is a lack of separation of duties in the Financial Aid Office. The
Director of Financial Aid performs all functions relating to NSU Award Scholarships. All financial
aid office personnel, except the student worker coordinator and student workers, have access to
scholarship records.
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Management's lack of emphasis for establishing a control system that would ensure that
scholarships are awarded to qualified recipients has resulted in ineligible students receiving
scholarships.

NSU should develop and implement formal written policies and procedures to ensure that
scholarships are awarded to eligible students in accordance with established criteria. The
university should also ensure that there is an adequate separation of duties in the Financial Aid
Office. In a letter dated July 31, 1996, Dr. Randall J. Webb, President, stated that formal written
policies and procedures for awarding and administering scholarships have been established (B-
138).

PUBLIC SAFETY AND CORRECTIONS -
CORRECTIONS SERVICES,
DEPARTMENT OF

Wardens of Louisiana State Penitentiary
and Dixon Correctional Institute
Do Not Live on Prison Grounds

The wardens of Louisiana State Penitentiary (LSP) and Dixon Correctional Institute (DCI) do not
reside at their respective institutions. It would be prudent for the department to employ the most
effective methods relating to its housing and vehicle expenses and the on-site management of
its correctional institutions by providing housing for the wardens of LSP and DCI at their
respective institutions.

We have been informed that the current LSP warden does not reside at the institution because
the warden’s residence located at Angola has been seriously damaged. The LSP warden was
appointed to that position on March 23, 1995, and was previously employed as the warden of
DCI at Jackson, Louisiana. However, he continues to reside in a house at DCI, approximately
34 miles one way from LSP. As a result, the department is currently incurring additional
commuting costs for him to travel back and forth from DCI to LSP.

In addition, the current DCI warden receives a housing and subsistence allowance totaling
$9,610 per year, and the department is incurring additional commuting costs because he has
been displaced by the LSP warden. The DCI warden resides in a private home approximately
seven miles from the institution and, as a result, neither warden is on-site to address
emergencies at their respective institutions.

The department should review the housing arrangements at LSP and DCI, and give
consideration to providing housing to the wardens at their respective institutions to provide for
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immediate on-site availability. In a letter dated January 3, 1997, Mr. Bernard E. “Trey”
Boudreaux, lll, Undersecretary, stated, “In reference to your finding regarding the warden’s
residence at Dixon Correctional Institute (DCI), Warden Cain is utilizing the warden’s residence
at DCI because the warden’s residence at Louisiana State Penitentiary (LSP) is in a serious
state of disrepair and is uninhabitable in its current state. If Warden Cain were to utilize another
residence at LSP, it would displace another employee. This would not be in the best interest of
the department due to the recruiting and retention problems with personnel at LSP, particularly
in the medical services area. Warden Cain is on 24-hour call in order to address emergencies
at LSP, and provides an additional service to the department by being available for call to assist
Warden LeBlanc in addressing any security problems at DCIl. These benefits for the
department outweigh any additional commuting costs that may have to be incurred as a result of
Warden Cain residing at DCI.

“The current warden at DCI, James M. LeBlanc has a personal residence within approximately
seven miles of the institution. This distance is not significantly greater than the state housing for
the institution, which is approximately five miles from the prison grounds. Because of this,
Warden LeBlanc’s ability to respond to emergencies is not impaired and no significant additional
commuting costs are incurred by his utilizing his private residence.
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“In addition, Warden LeBlanc is currently detailed to the position at DCI while Secretary Stalder
is in the Executive Loan Program. It would be unfair to force him to sell his personal residence
in order to live in state housing that is not significantly closer than his personal residence while
he is on detail and not permanently assigned. Issues of compensation are governed by Civil
Service.

“For these reasons the department is meeting its needs in terms of onsite availability of
management personnel at these two facilities. The current allocation of housing is efficiently
addressing the broad spectrum of executive, security, medical, and maintenance staffing
requirements.” See management's response at B-152.

PUBLIC SAFETY AND CORRECTIONS -
PUBLIC SAFETY SERVICES,
DEPARTMENT OF

Electronic Data Processing Control Weaknesses

For the third consecutive year, the Department of Public Safety and Corrections - Public Safety
Services has not established an adequate internal control structure relating to electronic data
processing (EDP) controls that could affect the integrity of data. An adequate internal control
structure requires that individuals be permitted access only to the data files and programs
necessary to perform their duties. Duties should be segregated so that no one employee is in a
position to both initiate and conceal errors and/or irregularities. The department's computer
systems process several million transactions each year, accounting for $131,409,233 in assets;
$194,695,273 in revenue; and $1,046,166,622 in major state revenue in the 1996 fiscal year.
Most of the 2,300 departmental employees use at least one of three computer systems that are
largely accessed through five security sign-ons, as well as the state’s new purchasing system,
Advanced Governmental Purchasing System (AGPS). The following were observed:

1. The department has not followed its procedure for granting EDP access, which
requires each authorization to be permanently maintained. There are no
established procedures to notify the computer security staff in a timely manner
when employees who were authorized access to data files are terminated or
reassigned. In addition, the Liquefied Petroleum Gas Commission shares a
single password. Our attempt to identify the EDP transactions available to users
disclosed that the users did not have documentation readily available showing
the use of the many EDP transactions. Furthermore, the documentation of the
terminal registration numbers that allow for limiting access to selected locations
is outdated and inaccurate.

2. The department does not have adequate segregation of duties for performing
EDP functions. Computer security staff in the Office of Motor Vehicles and Office
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of Management and Finance have incompatible functions that allow the same
employee to have access to all employee sign-ons and routinely process data
through the EDP systems. Many employees within the AGPS have more access
than is needed. This includes certain employees who have the capabilities to
initiate and/or approve payments and add new vendors. In addition, while
application programmers no longer have data update capabilities in two of the
three EDP systems, we could not determine the capabilities for the third system
because of the lack of documentation of action codes for that system.

3. The department has not established adequate internal control procedures over
its on-line time and leave entry system. Time and leave are keyed into the
system by each designated timekeeper, who then prints a report that indicates all
time and leave recorded into the system. Our review of internal controls
disclosed that certain field offices in the Office of State Police and Office of Motor
Vehicles perform incompatible functions in that the same employee who keys in
the time and leave also reviews the report and verifies the data input into the
system.

Without certain established procedures and adequate segregation, there is an increased risk
that errors or irregularities could occur and not be detected in a timely manner.

Management should consider the following:
Restrict access to application data files to assigned individuals on a business-
need-only basis and maintain a permanent record of the authorizations by
directing all supervisors to approve employees access as reported on the regular
security reports

Document all application transactions to facilitate a smooth transition in the event
of employee turnover and for proper processing of data

Ensure that owners of financial application data files periodically review all
individuals having access to the files for which the owner is accountable

Separate incompatible functions relating to security administration and the
on-line time and leave entry system

Management of the department concurred with the finding and recommendations. See
management's response at B-154.

Inadequate Controls Over Returned Checks
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The Department of Public Safety and Corrections - Public Safety Services has not maintained
adequa