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LOUISIANA LEGISLATIVE AUDITOR
DARYL G. PURPERA, CPA

April 15, 2010

LOUISIANA STATE UNIVERSITY BOARD OF SUPERVISORS,
LOUISIANA STATE UNIVERSITY,
LOUISIANA STATE UNIVERSITY AGRICULTURAL CENTER,
PENNINGTON BIOMEDICAL RESEARCH CENTER,
PAUL M. HEBERT LAW CENTER,
LOUISIANA STATE UNIVERSITY AT ALEXANDRIA,
AND LOUISIANA STATE UNIVERSITY AT EUNICE
LOUISIANA STATE UNIVERSITY SYSTEM
STATE OF LOUISIANA
Baton Rouge, Louisiana

As part of our audit of the Louisiana State University System’s financial statements for the year
ended June 30, 2009, we considered the internal control over financial reporting for the LSU
Board of Supervisors, LSU and A&M College (LSU), LSU Agricultural Center, Pennington
Biomedical Research Center, Paul M. Hebert Law Center, LSU at Alexandria, and LSU at
Eunice (hereafter referred to as LSU and Related Campuses); we examined evidence supporting
certain accounts and balances material to the System’s financial statements; and we tested LSU
and Related Campuses’ compliance with laws and regulations that could have a direct and
material effect on the System’s financial statements as required by Government Auditing
Standards. In addition, we considered LSU and Related Campuses’ internal control over
compliance with requirements that could have a direct and material effect on a major federal
program, as defined in the Single Audit of the State of Louisiana, and we tested LSU and Related
Campuses’ compliance with laws and regulations that could have a direct and material effect on
the major federal programs as required by U.S. Office of Management and Budget Circular
A-133.

The annual financial information provided to the Louisiana State University System by LSU and
Related Campuses is not audited or reviewed by us, and, accordingly, we do not express an
opinion on that financial information. LSU and Related Campuses’ accounts are an integral part
of the Louisiana State University System’s financial statements, upon which the Louisiana
Legislative Auditor expresses opinions.

In our prior management letter on LSU and Related Campuses for the year ended June 30, 2008,
we reported findings relating to energy efficiency contract contrary to law, weaknesses in the
administration of Student Financial Aid at LSU at Alexandria, inadequate controls over self-
insurance program, and noncompliance with state movable property regulations. The finding
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related to inadequate controls over self-insurance program has been resolved by management.
The findings relating to energy efficiency contract contrary to law, weaknesses in the
administration of Student Financial Aid at LSU at Alexandria, and noncompliance with state
movable property regulations are addressed again in this letter.

Based on the application of the procedures referred to previously, all significant findings are
included in this letter for management’s consideration. All findings included in this management
letter that are required to be reported by Government Auditing Standards have also been included
in the State of Louisiana’s Single Audit Report for the year ended June 30, 2009.

Energy Efficiency Contract Contrary to Law

In August 2002, Louisiana State University (LSU) entered into a 15-year performance-
based energy efficiency contract for a cost of approximatley $3.5 million with Johnson
Controls, Inc. (JCI) that includes stipulated savings and therefore does not comply with
state laws. This is the second consecutive year for this finding. Louisiana Revised
Statute (R.S.) 39:1496.1(A) provides that a state agency may enter into a performance-
based energy efficiency contract for services and equipment. R.S. 39:1484(A)(14)
requires the payment obligation to be either a percentage of the annual energy cost
savings attributable to the services or equipment under the contract or guaranteed by the
company under contract to be less than the annual energy cost savings attributable to the
services or equipment under the contract. R.S. 39:1496.1(D) requires the contract to
contain a guarantee of energy savings to the university. The statute further provides that
the annual calculation of the energy savings must include maintenance savings that result
from operational expenses eliminated and future capital replacement expenditures
avoided as a result of equipment installed or services performed by the contractor.

Attorney General Opinion 07-0002 provides, “. . . for the stipulated operational savings
to be included in the total guaranteed savings, those savings must actually be guaranteed.
In order for the operational savings to be guaranteed, the Contract would have to provide
for some type of measurement and/or verification of the operational savings. . . .”
Although the Attorney General Opinion was directed to local government, the same
guarantee is required in state law.

A review of the energy efficiency contract between LSU and JCI disclosed that JCI
guaranteed a total of $3,427,380 in savings during the term of the contract, consisting of
measurable savings of $2,614,658 and operational savings of $812,722. According to the
contract, “Operational Savings are mutually agreed by the Customer and JCI . . . and
shall not be additionally measured or monitored during the Term.” The contract also
stipulates that operational savings include avoided repair and maintenance costs achieved
by the customer through the implementation of the Performance Contracting Agreement.
The operational savings are not actually guaranteed because the contract does not provide
for some type of measurement and/or verification of the operational savings. Therefore,
excluding the operational savings, the guaranteed savings over the life of the contract are
only the measurable savings of $2,614,658. The total payments due to JCI over the life
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of the contract are approximately $3.5 million. Therefore, the payment obligation
exceeds the adjusted guaranteed annual energy cost savings.

At the signing date of the contract, management believed that the contract complied with
state law. However, because the operational savings are stipulated and are not
measurable and verifiable, the contract is not in compliance with state law. In addition,
there is a risk of making payments specified in the contract that are greater than the
energy cost savings attributable to the services or equipment under the contract.

The LSU System is in the process of conducting extensive investigations and evaluations
of the agreement in preparation for litigation to remedy the situation by nullifying the
agreement, forcing amendments, or recovering for breach of the agreement. In doing so,
the LSU System has retained outside counsel to assist in the resolution of these issues.
Counsel has requested and obtained information from JCI and has engaged, on behalf of
the LSU System, an industry expert to assist in the detailed and comprehensive review of
the technical materials and calculations related to the contract.

Management should revise its energy efficiency contract to ensure that each savings
component is verifiable and that the guaranteed savings have been realized. In addition,
management should ensure that the payments required by the contract are not greater than
the energy cost savings attributable to the services or equipment under the contract. LSU
System's management concurred with the finding and is in the process of extensively
reviewing each contract to discover all facts relevant to the status of the contracts and
further action required (see Appendix A, pages 1-2).

Weaknesses in the Administration of Student Financial Aid
at Louisiana State University at Alexandria

For the third consecutive year, Louisiana State University at Alexandria (LSUA) did not
ensure that the amounts reported on the Fiscal Operations Report and Application to
Participate (FISAP) were accurate and supported by adequate documentation. Volume 6,
Chapter 1 of the Federal Student Aid Handbook requires information reported on the
FISAP to be accurate and verifiable.

The following discrepancies were identified in a review of the FISAP and supporting
documentation:

. The total number of students for 2007-2008 reported in Part 11, Section D,
line 7 and Part 11, Section F was understated by 54 students.

. The total tuition and fees for award year July 1, 2007 through June 30,
2008, was understated by $538 on line 22a of Part I, Section E.

. The total funds to Federal Supplemental Educational Opportunity Grants
(FSEOG) recipients reported in Part 1V, Section D, lines 11 and 13 were
overstated by $3,100 and the administrative cost allowance claimed on
line 14 was overstated by $3,443. The amounts reported on these lines are
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also used to determine the FSEOG expenditures and authorization
amounts reported on lines 7, 10, and 15 of the same section and the total
distribution to program recipients on line 16 of Part VI, Section A column
(d) as well as lines 3 and 23(b) of the administrative cost allowance
worksheet at Part V1, Section B.

. The total compensation for Federal Work-Study (FWS) reported in Part V,
Section C, lines 11 and 13 was understated by $4,318 and the
administrative cost allowance claimed reported on line 14 of Section D
was understated by $5,936. The amounts reported on these lines are also
used to determine the amounts reported on lines 7, 10, and 15 of the same
section and the total distribution to program recipients on line 16 of Part
VI, Section A column (f) as well as lines 1 and 23(c) of the administrative
cost allowance worksheet at Part VI, Section B.

Management of LSUA did not ensure that data reported in the FISAP was accurate and
properly supported as required by federal regulations. Failure to maintain the supporting
documentation used to complete the report reduces the accuracy of the report and may
result in noncompliance with federal program regulations.

LSUA’s management should strengthen controls to ensure information included in the
FISAP is accurate and adequate supporting documentation is maintained. Management
concurred with the finding and outlined a plan of corrective action (see Appendix A,
pages 3-5).

Noncompliance With State Movable Property Regulations

For the second consecutive year, LSU is not in compliance with state movable property
regulations requiring all state entities to use the statewide inventory system, Protégé, for
its movable property records. Louisiana Administrative Code Title 34, Part VII, Section
307(A) states, "All items of moveable property having an original acquisition cost, when
first purchased by the state of Louisiana, of $1,000 or more, all gifts and other property
having a fair market value of $1,000 or more, and all weapons, regardless of cost, ...
must be placed on the statewide inventory system."” The state’s Division of
Administration (DOA) granted LSU a temporary exclusion from the requirement, which
was subsequently extended until January 1, 2008. As of this time, LSU has neither
converted its property records to Protégé nor has it received an additional extension of its
exemption from the DOA.

Management expressed that the state's current movable property system will not
accommodate LSU’s unique accounting and reporting needs. LSU has submitted a
written request for a permanent exemption to the DOA but has not received a response.
However, because LSU has not entered its property data in Protégé and its exemption has
expired, LSU is in noncompliance with state movable property regulations.
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Management should comply with the state’s movable property laws and regulations by
entering its movable property records in Protége. Management concurred with the
finding and provided additional information regarding LSU's unique accounting and
reporting needs and its concerns with Protége (see Appendix A, pages 6-7).

Misappropriation of Funds - Tiger Card Purchases

A Louisiana State University System (LSU System) internal audit report, dated May 15,
2009, identified transactions at Louisiana State University and A&M College (LSU) that
the campus determined to be a possible misappropriation of funds for which the
university identified a total of $4,060. R.S. 14:67 defines theft as the misappropriation of
anything of value which belongs to another, either without the consent of the other to the
misappropriation or taking, or by means of fraudulent conduct, practices, or
representations. R.S. 42:1461 further states that public employees assume a personal
obligation not to misappropriate, misapply, convert, misuse, or otherwise wrongfully take
any funds, property or other thing of value belonging to or under the custody or control of
the public entity in which they are employed.

A joint investigation by the LSU Office of Accounting Services, Internal Audit, and
Campus Police alleges the Associate Vice Chancellor for University College improperly
made purchases with university funds transferred to her personal Tiger Card between
February 2003 and August 2008. The Tiger Card is an identification card for LSU
students, faculty, and staff, which also serves as a debit card for funds deposited into
personal accounts. The employee was arrested by LSU Campus Police in June 2009.
The alleged misappropriation was identified by the university and management has since
implemented additional policies and procedures to strengthen controls to prevent future
misappropriations. In March 2010, the LSU System and the Associate Vice Chancellor
for University College entered into a mutual release and agreement on this issue.

Management should continue to ensure all employees are informed of and comply with
policies regarding the use of University funds via a Tiger Card. Management should also
seek to minimize the need to transfer university funds to individual Tiger Cards and
require that all such transfers be appropriately supported and approved by supervisors for
the specific program as well as the Office of Accounting Services. Management
concurred with the finding and outlined a plan of corrective action (see Appendix A, page
8).

Inadequate Controls Over the LaCarte Purchasing Program

An LSU System internal audit report, dated August 14, 2009, disclosed inadequate
controls over the LaCarte Purchasing Card program used at LSU. LSU’s LaCarte User’s
Guide and Louisiana “LaCarte” Purchasing Card Policy establish policies and
procedures for the purchasing card program. Inadequate controls and monitoring of
LaCarte card purchases increases the risks that errors or fraud could occur and remain
undetected.
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The scope of the internal audit report included LaCarte policies, procedures, and all
LaCarte transactions made by LSU employees from October 2007 through March 2009,
which were approximately $48.7 million. The data was stratified and analyzed by
cardholder, department, approver, date, budget account, vendor, and commodity. Testing
and analysis by the internal auditor disclosed the following:

. Cardholders have the ability to approve their own purchases. From
October 2007 to March 2009, 262 different employees (16.5% of total
cardholders) approved their own LaCarte purchases.

. LaCarte purchases are approved at inappropriate staff levels and
subordinates can and do approve transactions initiated by their
supervisors.

. Documentation required in support of transactions paid through Pay-Pal
and other third-party processors is insufficient. Testing and analysis
revealed $17,465 of self-approved purchases that were charges to Pay-Pal,
an e-commerce business allowing payments, and money transfers to be
made through the Internet.

. There is no unalterable “vendor” field in the LaCarte card system that
could allow the user to mask the identity of the true recipient of the
payment.

. Monitoring activities at both the departmental level and at Accounting

Services are not sufficient to timely detect misuse of the card. An
employee allegedly used a LaCarte card to make purchases at retail
locations and then returned the items for store credit and gift cards. The
employee was arrested for theft of $614 and was terminated for allegedly
using the gift cards for personal use. The university is pursuing
recoupment of the payments. R.S. 14:67 defines theft as the
misappropriation of anything of value which belongs to another, either
without the consent of the other to the misappropriation or taking, or by
means of fraudulent conduct, practices, or representations.

The LSU System internal audit report recommended that management (1) ensure LaCarte
cardholders do not approve their own purchases; (2) establish appropriate levels of
approvals for LaCarte purchases; (3) require pre-approval of purchases made via Pay-Pal
or other third-party processor; (4) ensure system controls prevent users from altering key
purchase information; and (5) institute budget to actual analysis at the department level.
Management concurred with the finding and outlined a plan of corrective action (see
Appendix A, page 9).

The recommendations in this letter represent, in our judgment, those most likely to bring about
beneficial improvements to the operations of the university. The varying nature of the
recommendations, their implementation costs, and their potential impact on the operations of the
university should be considered in reaching decisions on courses of action. Findings relating to
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the university’s compliance with laws and regulations should be addressed immediately by
management.

This letter is intended for the information and use of the university and its management, others
within the university, the LSU System and its Board of Supervisors, and the Louisiana
Legislature and is not intended to be, and should not be, used by anyone other than these
specified parties. Under Louisiana Revised Statute 24:513, this letter is a public document, and
it has been distributed to appropriate public officials.

Respectfully submitt
/J;@/ﬁ W}C—-—

Daryl G. Purpera, CPA
Legislative Auditor
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APPENDIX A

Management’s Corrective Action
Plans and Responses to the
Findings and Recommendations
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