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LEGISLATIVE AUDITOR 

February 28, 2007 
 
 
 
 
 
LOUISIANA STATE UNIVERSITY 
  HEALTH SCIENCES CENTER - 
  HEALTH CARE SERVICES DIVISION 
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, 2006, we considered the Louisiana State University Health Sciences Center 
(LSUHSC) - Health Care Services Division’s (HCSD) internal control over financial reporting; 
we examined evidence supporting certain accounts and balances material to the System’s 
financial statements; and we tested HCSD’s 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 HCSD’s 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 HCSD’s compliance with laws and 
regulations that could have a direct and material effect on the major federal programs as required 
by United States Office of Management and Budget Circular A-133. 
 
The annual financial information of the LSUHSC, which includes the activity of HSCD, is not 
audited or reviewed by us, and, accordingly, we do not express an opinion on that financial 
information.  HCSD’s accounts are an integral part of the System’s financial statements, upon 
which the Louisiana Legislative Auditor expresses opinions. 
 
In our prior management letter on HCSD, for the year ended June 30, 2005, we reported findings 
relating to unlocated movable property, inadequate controls over financial class determinations, 
noncompliance with LaCarte purchasing card policy and approval procedures, and failure to 
report misappropriations. The findings related to noncompliance with LaCarte purchasing card 
policy and approval procedures and failure to report misappropriations have been resolved by 
management. The remaining findings have been 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 will also be included in 
the State of Louisiana’s Single Audit Report for the year ended June 30, 2006. 
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Unlocated Movable Property 
 
HCSD contractors reported significant amounts of movable property that could not be 
located at the Medical Center of Louisiana at New Orleans (MCLNO).  In addition, 
MCLNO scrapped and transferred movable property without completing the Property 
Disposal Authorization Forms or Condition Reports.  Transfer of property to another 
state agency is considered disposal.  MCL Policy No. 3206, “Policy and Accountability 
Procedures Governing MCL Property,” stipulates that the cost center manager/hand 
receipt holder responsible for the custody, care, and use of the property shall originate a 
request to dispose of the property with a Property Disposal Authorization Form.  
Documentation regarding the condition of the property, called a Condition Report, and all 
necessary information pertinent to the consequences of continued use and repair versus 
replacement should be attached to the completed Property Disposal Authorization Form.  
Also, Louisiana Administrative Code Title 34 Part VII Chapter 5 states, “No property of 
any agency shall be sold to any person or legal entity or otherwise alienated, or be 
transferred, assigned or entrusted to any other agency or to any officer or employee of 
any other agency without the written permission of the commissioner.” 
 
Good internal control requires that adequate procedures be in place to ensure that the 
locations of all movable property items are monitored and updated frequently to record 
the movement of items from one location to another.  In addition, good internal control 
should ensure that movable property is properly safeguarded against loss arising from 
unauthorized use and misappropriation.  Furthermore, Louisiana Administrative Code 
Title 34 Part VII Section 313 (A) states, in part, that efforts must be made to locate all 
movable property for which there are no explanations available for its disappearance.  
Property unlocated after three years is permanently removed from movable property 
records.  Louisiana Revised Statute 39:325 requires entities to conduct an annual 
inventory of movable property and identify amounts of unlocated property in an annual 
certification submitted to the Louisiana Property Assistance Agency (LPAA).   
 
MCLNO was granted an exemption by LPAA from taking its annual inventory in 2006 
because of various conditions caused by Hurricane Katrina.  However, HCSD and its 
contractors performed special inventory procedures to account for movable property 
items in various locations throughout MCLNO campuses.  As a result of these special 
inventory procedures, MCLNO reported 2,250 unlocated items at June 30, 2006, with an 
original cost of $12,285,549.  This represents an increase of 278% compared to the prior 
year’s annual certification unlocated amount of $3,251,897.  In its annual movable 
property certification to the LPAA on May 13, 2005, MCLNO reported total tagged 
movable property of $71,718,342. 
 
MCLNO was unable to account for much of its movable property because of the impact 
of Hurricane Katrina.  The extensive flood damage particularly to the main campus 
created hazardous environmental conditions and the lack of electrical power hampered 
efforts to locate movable property items.  The efforts to re-establish healthcare services 
after the hurricane resulted in many items being transferred to other hospitals and clinics 
where these items could be used to provide healthcare, thus posing additional problems in 
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accurately locating and reporting movable property.  Cost center managers were not 
available to prepare the necessary transfer or delete forms.  Failure to adequately monitor, 
secure, and account for all movable property and locate those items for which there is no 
explanation available for their disappearance subjects the movable property of MCLNO 
to increased risk of loss and/or unauthorized use.  
 
Management of MCLNO should comply with internal policies and state laws and 
regulations for movable property; adequately secure and monitor its movable property; 
conduct timely, accurate physical inventories; and devote additional efforts toward 
locating movable property reported as unlocated.  Management concurred with the 
finding and outlined corrective action (see Appendix A, pages 1-3). 
 
Weaknesses in Movable Property Controls 
 
For the fourth consecutive audit, University Medical Center (UMC) did not enforce 
adequate internal controls or comply with state regulations.  Louisiana Administrative 
Code Title 34 Part VII Chapter 5 states, “No property of any agency shall be sold to any 
person or legal entity or otherwise alienated, or be transferred, assigned or entrusted to 
any other agency or to any officer or employee of any other agency without the written 
permission of the commissioner.”  In addition, good internal control requires that 
adequate procedures be in place to ensure that movable property transactions are recorded 
timely and accurately and that assets are properly safeguarded. 
 
Audit procedures performed on movable property transactions disclosed the following: 
 

 In September 2005 without the prior approval of the Louisiana Property 
Assistance Agency (LPAA), UMC traded in a gamma ray machine for a 
zero dollar amount.  The machine, which was purchased in 1986, had an 
original cost of $244,986. 

 On May 9, 2005, LPAA rescinded its initial approval for the disposition of 
290 items (231 computers, 47 printers, and 12 pieces of equipment) with 
original costs totaling $659,748 after learning that the items were 
dismantled before the initial approval. 

 Five of 46 items (11%) tested were either not tagged or not located.  
Expanded testing disclosed six items that were not processed within six 
months.  

UMC has no written policies to address issuing and deactivating user access in LPAA’s 
Protégé Asset Management System. 
 
Failure to establish adequate controls over movable property increases the risk of loss 
arising from unauthorized use of property and subjects UMC to noncompliance with state 
regulations.  
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Management should strengthen its policies and procedures to ensure that movable 
property is safeguarded and accounted for in accordance with state regulations.  
Management concurred with the finding and outlined corrective action (see Appendix A, 
pages 4-7). 
 
Inadequate Control Over Financial Class 
  Determinations and Patient Billing 
 
For the second consecutive year, Earl K. Long Medical Center (EKLMC) failed to 
require and maintain adequate documentation to support “free-care” financial class 
determinations in accordance with the LSUHSC-HCSD policy.  In addition, EKLMC 
incorrectly posted and billed medical charges on patient accounts. 
 
LSUHSC-HCSD Policy 1503-00 requires the hospital to gather supporting 
documentation as part of the screening process to make a financial class determination.  
If the patients/guarantors have no income, they are to provide a notarized statement 
indicating financial status witnessed by an individual not related to the guarantor.  In 
addition, this policy requires that all admit forms, including screening documentation, be 
kept and maintained.  LSUHSC-HCSD Policy 2525-05 requires patients to provide 
supporting documentation to the hospital to support a “free-care” determination.  In 
addition, good internal control would require adequate supervision and review over the 
input of patient charges to ensure the correct posting of charges and to prevent duplicate 
postings. 
 
In a review of 33 “free-care” patient accounts, we noted that 30 (91%) did not have 
supporting documentation maintained to support the “free-care” determination.  Of those, 
two had provided a statement of no income; however, it was not notarized and/or 
witnessed in accordance with LSUHSC-HCSD policy and therefore should not have been 
accepted to support the “free-care” determination. 
 
In a review of 46 patient bills, the following were noted: 
 

 Four patient bills (8.7%) had duplicate charges totaling $999. 

 One patient bill (2.2%) had pharmacy charges totaling $471 not posted to 
the bill. 

These errors occurred because the hospital has failed to implement adequate procedures 
to ensure compliance with system policies regarding the review and maintenance of 
supporting documentation for financial class determinations and has failed to implement 
adequate procedures to ensure that patient charges are correctly posted in the patient 
billing system.  Failure to require and maintain adequate documentation to support 
financial class determinations and failure to accurately input patient changes in the billing 
system subjects the hospital to noncompliance with LSUHSC-HCSD policies and could 
cause improper billing of patient accounts and excess administrative time to detect and 
correct errors. 
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Management should implement procedures to ensure compliance with LSUHSC-HCSD 
policies that require adequate supporting documentation be reviewed and maintained to 
support “free-care” financial class determinations.  In addition, management should 
implement procedures to ensure all patient charges are posted correctly to the patients’ 
accounts.  Management concurred with the finding and outlined corrective action (see 
Appendix A, pages 8-10).  
 
Control Weaknesses in Time and Attendance Data 
 
UMC did not consistently follow state and agency control procedures and policies 
relating to time and attendance data.  Civil Service Rule 15.2 states that the appointing 
authority or his agent designated for this purpose shall certify on each payroll or 
subsidiary document the fact of the actual rendering of service in the position, the actual 
number of hours of attendance on duty, and the number of hours of absence from duty.  
Each employee shall also certify the fact of the actual rendering of service, the number of 
hours of attendance on duty, and the number of hours of absence from duty.  In addition, 
UMC Personnel and Procedure Manual No. 8 states that it is the employees’ 
responsibility to complete and submit missed punch slips to their manager whenever they 
do not enter a required clocking. 
 
Audit procedures performed on UMC’s time and attendance data disclosed the following: 
 

 Payroll reports and supporting documentation could not be located for two 
of 24 (8.3%) employees.  Additional audit procedures were performed on 
the two hospital departments in question.  Of 12 payroll periods tested, 
payroll records and other supporting documentation could not be located 
for five payroll periods for the housekeeping department (with 
approximately 38 employees) and five payroll periods for the nursing 
services department (with approximately 19 employees).   

 Ten of the 21 (47.6%) payroll reports tested were not approved by a 
supervisor. 

 Four of the 21 (19%) payroll reports tested were not certified for accuracy 
by the employees.  

 In two of six (33.3%) instances tested where edits were made to the 
employee’s time by the timekeeper, the supervisor failed to approve the 
missed punch slip for manual edits performed by the timekeeper.   

 One of the seven (14.3%) employees tested was not paid the proper 
differential/premium pay rate.  The employee was paid at straight time, 
but the employee’s authorization indicates the employee should have been 
paid at time and a half.  
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In a report issued on January 10, 2006, by the LSU-HCSD Office of Internal Audit, the 
report noted that 42 out of 148 timekeepers and/or managers edited their own time card 
records 270 times during one pay period.  Thirty percent of these edits had supporting 
documentation, which was not approved by appropriate levels of management or 
approval of the exception was after the pay period closed. 
 
Although time and attendance control procedures exist, certain agency personnel are 
either unaware of the policies or choose not to follow them.  Failure to comply with state 
and agency control procedures and policies relating to time and attendance data could 
result in the failure to prevent or detect errors or fraud in payroll transactions. 
 
Management should ensure that employees comply with state and agency procedures and 
policies relating to the certification of time and attendance data.  Management concurred 
with the finding and outlined corrective action (see Appendix A, pages 11-13). 
 
Weaknesses in Internal Controls 
  Over Non-payroll Expenses 
 
MCLNO failed to maintain adequate control over non-payroll expenses and did not 
comply with MCL policies and state purchasing rules and regulations.  Purchasing 
activities are subject to rules and regulations established by Title 34 of the Louisiana 
Administrative Code; the Office of State Purchasing and Travel; MCL Policy No. 2006, 
“Materials Management, Purchasing and Procurement”; and MCL Policy No. 2005, 
“Receiving Goods, Materials and Equipment.”  Contracts for professional services are 
governed by Title 34 of the Louisiana Administrative Code, rules and regulations of the 
Office of Contractual Review (OCR), and MCLNO policies and procedures.  MCL 
Policy No. 1301, “Professional, Personal and Consulting Contract Procurement,” 
stipulates that contracts over $20,000 must be approved by OCR.  The Louisiana State 
Employees’ Travel Guide and MCL Policy No. 1306, “State Travel Regulations,” specify 
the policies and rates for travel expenses including airfares, meal allowances, and mileage 
reimbursements. 
 
We noted the following deficiencies as a result of our test of non-payroll expenses: 
 

Purchasing 
 

 Purchase requisitions should have been created for five of the 15 items 
tested.  In three of those five instances (60%), a requisition was either not 
created or an approved copy of the requisition was not available. 

 Signed or stamped purchase orders indicating that the purchasing 
department processed the purchase orders were not available in 67% of the 
items sampled. 

 One purchase was recorded in the wrong period.  The service date was 
June 25, 2005.  The budget period indicated on the purchase order and 
PeopleSoft payment voucher was FY06. 
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 Purchase orders were not received in PeopleSoft for 21% of the items 
tested.  

 In nine of 15 items (60%), the invoices were not paid within 30 days of the 
invoice date. 

 One invoice was paid without either receipt in the PeopleSoft system or 
signatory approval by the appropriate cost center manager. 

Professional Services Contracts 
 
 One contract for professional services out of seven contracts (14%) tested 

was not approved by OCR within 60 days of the contract’s effective date. 

Insurance Expenses 
 
 One insurance payment tested was not coded to the account listed in the 

HCSD risk premium workbook.  The entire amount of the voucher 
($4,141,135) was coded to Insurance - Automotive.  Only $4,398 should 
have been coded to this account. 

Imprest Fund Expenses 
 
 Travel Authorization forms were not being filled out completely.  None of 

the forms were certified by the comptroller/fiscal officer. 

 Two items selected for testing involved out-of-state travel and airfare.  
The 2005-06 State Travel Guide states that all airfare tickets must be 
purchased from the state’s contracted travel agency, Navigant, unless 
approval is granted from the State Travel Office.  Navigant was not used 
in the items we tested. 

 Four of the reimbursements tested were not in compliance with the State 
Travel Guide: 

• An employee was reimbursed for a meeting that MCLNO hosted at 
a public venue in March 2006.  A solicitation of bids or quotes 
from other venues was not documented, and a Travel Expense 
Account Form was not completed.   

• The wrong mileage rate was reimbursed for two items tested.  In 
one of those cases, the calculation of mileage was also incorrect, 
and a Travel Authorization Form was not completed. 

• Incorrect rates were used for reimbursements for lunch and dinner, 
and a mathematical error was made in reimbursement for taxi fare.   
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Hurricane Katrina, which resulted in the loss of staff and resources, affected 
management’s ability to maintain adequate internal control over non-payroll expenses.  
Failure to maintain adequate internal control over non-payroll expenses reduces 
management’s assurance of accurate financial accountability and increases the risk of 
fraud and noncompliance with state purchasing rules and regulations.  
 
Management should enforce compliance with the medical center’s policies and state 
travel and purchasing rules and regulations to ensure accurate accountability of financial 
resources and financial reporting.  Management concurred with the finding and outlined 
corrective action (see Appendix A, pages 14-17).  
 
Weaknesses in Controls Over Consumable Inventory 
 
UMC and MCLNO failed to maintain adequate control over their consumable 
inventories, which were valued at $2,165,267 and $3,180,901, respectively, at June 30, 
2006.   
 
A proper system of internal control over inventory should include procedures to ensure 
that assets are safeguarded and that inventory losses, should they occur, are detected in a 
short period of time by normal business procedures.  A perpetual inventory system is 
generally regarded as an acceptable method of controlling inventory and safeguarding 
assets.  Use of a perpetual inventory system allows an entity to record the receipt of 
goods at the time of purchase and the issuance of goods as they are withdrawn for use.  
At any point in time, a count of goods on hand should agree to the balance in the 
inventory system and discrepancies should be investigated to determine if losses are due 
to theft or fraud.  
 
The following deficiencies were noted for the inventories: 
 

 The MCLNO warehouse department had a total inventory value of 
$1,635,334 at June 30, 2006.  Discrepancies between physical counts and 
the inventory system should be investigated to determine if losses are due 
to theft or fraud.  The warehouse uses the PeopleSoft system to track 
inventory.  The medical center has a high volume of transactions, yet it 
does not perform periodic physical counts throughout the fiscal year to 
ensure the perpetual system is working properly.   

 At MCLNO, of the 44 items test counted, 28 items (64%) did not match 
the inventory amounts listed on the compilation report. 

 The MCLNO engineering (maintenance) department has a total inventory 
value of $336,279 at June 30, 2006.  Of the 37 items test counted, 11 items 
(30%) did not match the inventory amounts recorded in the PeopleSoft 
system. 
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 At UMC, the supplies processing distribution (SPD) department, which 
accounted for $950,405 (53%) of the total inventory for fiscal year 2005 
of $1,788,471, is not maintaining a perpetual inventory system.   

 Although the UMC warehouse department converted to a perpetual 
inventory system in January 2006, a test count of 20 items disclosed that 
16 items (80%) did not agree to the amounts shown in the perpetual 
inventory system.  

Failure to provide adequate controls over inventory increases the risk of inaccurate 
accounting and reporting of inventory as well as the risk that losses of inventory may 
occur and remain undetected. 
 
UMC management should establish a functioning perpetual inventory system to track the 
SPD department’s inventory and should closely monitor controls over the warehouse’s 
perpetual inventory system to ensure that inventory is accurately safeguarded, valued, 
recorded, and maintained in its consumable inventory systems.  In addition, MCLNO 
management should ensure that periodic physical test counts are performed to ensure that 
the perpetual inventory system is functioning properly.  Management concurred with the 
finding and outlined corrective action (see Appendix A, pages 18-21).  
 

The recommendations in this letter represent, in our judgment, those most likely to bring about 
beneficial improvements to the operations of the division.  The varying nature of the 
recommendations, their implementation costs, and their potential impact on the operations of the 
division should be considered in reaching decisions on courses of action.  Findings relating to the 
division’s compliance with applicable laws and regulations should be addressed immediately by 
management.   
 
This letter is intended for the information and use of the division and its management 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 submitted, 
 
 
 
Steve J. Theriot, CPA 
Legislative Auditor  
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