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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, 2004, 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 the 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, was not 
audited 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, 2003, we reported findings 
relating to the inventory system not fully functional, inadequate support for restatement of capital 
assets, inadequate collection procedures for self-pay patients, and failure to submit a document 
retention schedule to State Archives. The findings related to inadequate collection procedures for 
self-pay patients and failure to submit a document retention schedule to State Archives have been 
resolved by management.  The finding on the inventory system not fully functional has been 
addressed again in this letter.  The finding related to inadequate support for restatement of capital 
assets has been partially resolved by management and is addressed in the finding on internal 
control weakness over capital assets included in this letter.   
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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, 2004. 
 

Noncompliance With the HIV Care 
  Formula Grants Program 
 
University Medical Center (UMC) and Lallie Kemp Regional Medical Center (LKRMC) 
did not comply with eligibility requirements for administering the HIV Care Formula 
Grants Program (CFDA 93.917).  In accordance with agreements between the Louisiana 
Department of Health and Hospitals (Office of Public Health) and UMC and LKRMC, 
the hospitals are responsible for determining a patient’s financial eligibility.  Financial 
eligibility requirements include documented income at or below 200% of the federal 
poverty level, no third party payer source for these medications, no other financial assets 
exceeding $4,000, and no incarcerated patients.  In addition, re-certification is required of 
all patients seen for continued eligibility on, at a minimum, an annual basis, and records 
documenting the financial eligibility of all clients should be maintained. 
 
During a review of the HIV Care Formula Grants programs at UMC and LKRMC, the 
following discrepancies were disclosed: 
 

• At UMC, nine (75%) of the 12 patients tested did not have evidence that 
income had been verified within one year before the prescription fill date.  
Procedures disclosed that UMC employees do not verify income if the 
patients state they are not working and when employees do verify income, 
patient information may not be updated or maintained.  In addition, if a 
patient does not have evidence to support social security and/or welfare 
benefits, UMC employees may accept this information based on the 
patient’s word. 

• At LKRMC, four (24%) of the 17 patient files tested were not eligible for 
the program because of documented financial ineligibility, and one (6%) 
out of 17 patient files was not eligible for the program because of a third 
party payer source and financial assets exceeding $4,000.  The patients 
were documented as ineligible in LKRMC’s computer records, but 
LKRMC employees did not check the patients’ financial eligibility and 
incarceration status before providing program services and charging the 
program. 
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Failure to establish adequate internal control procedures to ensure compliance with 
program regulations can result in payments made to ineligible clients.  As a result of the 
exceptions noted at UMC, questioned costs totaled $7,675 for this program, which serves 
over 100 patients per month at a cost of approximately $90,000 per month.  As a result of 
the exceptions noted at LKRMC, questioned costs totaled $3,406 for this program, which 
serves over 55 patients per month at a cost of approximately $37,000 per month.    
 
Management should develop and implement written control procedures over the HIV 
Care Formula Grants Program to facilitate compliance with the program eligibility 
requirements and should monitor adherence to those procedures.  In addition, 
management should review current patient files to ensure eligibility and that supporting 
documentation is maintained.  Finally, management should contact the grant provider to 
resolve the questioned costs.  Management concurred with the finding and recommend-
dations and outlined a plan of corrective action (see Appendix A, pages 1-2). 
 
Internal Control Weakness Over Capital Assets 
 
HCSD uses one capital assets accounting system for financial reporting and a different 
accounting system for the physical inventory of capital assets.  HCSD uses the American 
Appraisal Associates (AAA) system for equipment and buildings for federal cost 
reporting and financial reporting; however, the physical inventory for equipment and 
buildings and land is performed using the Louisiana Property Assistance Agency (LPAA) 
and the State Land and Buildings (SLABS) systems, respectively. 
 
HCSD’s failure to perform physical inventories on the same system as is being used for 
financial reporting increases the risk that misstatements of capital assets and depreciation 
could occur and not be detected timely.  Management should perform its physical 
inventory of capital assets at each HCSD facility with the AAA system used for financial 
statement purposes to verify that the items exist and are recorded at their proper value.  
This inventory should be reconciled to the LPAA and SLABS systems, and if any 
discrepancies are discovered, the appropriate systems should be adjusted.  Management 
concurred with the finding and recommendations and outlined a plan of corrective action 
(see Appendix A, pages 3-4). 
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Weaknesses in the Controls Over Inventory 
 
The Medical Center of Louisiana at New Orleans (MCLNO), University Medical Center 
(UMC), and Leonard J. Chabert Medical Center (LJCMC) did not maintain adequate 
control over their consumable inventories.  In addition, for the fourth consecutive year, 
the inventory component of the PeopleSoft system is not fully functional.  In fiscal year 
2001, HCSD hospitals implemented the PeopleSoft inventory component on the 
Warehouse and Supplies Processing and Distribution (SPD) inventories.  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 receipt of goods at the time of 
purchase and issue 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.  Discrepancies should 
be investigated to determine if losses are due to theft or fraud. 
 
Our tests of inventory at MCLNO disclosed the following discrepancies: 
 

• The medical center uses a perpetual inventory system only on the 
warehouse inventory ($1,648,631), which is only 19% of MCLNO’s total 
inventory ($8,550,507).  The warehouse uses the Enterprise Systems 
Incorporated (ESI) system for the warehouse’s perpetual inventory.  

• Fifty-nine (68%) of 87 warehouse items tested at MCLNO Charity 
Campus did not match the inventory amounts reported in the ESI system. 

• Twenty (51%) of 39 warehouse items tested at MCLNO University 
Hospital Campus did not match the inventory amounts recorded in the ESI 
system. 

• The medical center has not reconciled its inventory in the PeopleSoft 
system with inventory in the ESI system.  For over two years, the medical 
center has been running the ESI system and PeopleSoft inventories 
parallel in an effort to convert to the PeopleSoft inventory system.  At 
June 30, 2004, the ESI system had a valuation of $1,616,017 of all active 
and inactive items in stock.  The PeopleSoft system had a valuation of 
$5,305,832 at June 30, 2004, for a difference of $3,689,815 between the 
two systems and a difference of $3,657,201 from the physical count of 
$1,648,631. 
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Our tests of inventory at UMC disclosed the following discrepancies: 
 

• The warehouse and SPD inventories were not maintained on a perpetual 
inventory system. 

• Five (56%) of nine inventory items tested could not be reconciled back to 
the most recent physical inventory count performed.   

Our tests of inventory at LJCMC disclosed the following discrepancies: 
 

• Ten (50%) of 20 inventory items tested from the physical count did not 
match the inventory amounts reported in the PeopleSoft system. 

• At the time test work was performed, some employees were not 
submitting requisitions for issuances of inventory. 

• Errors were noted in the conversion of units of measure in the PeopleSoft 
system. 

Failure to provide adequate controls over inventory increases the risk that losses of 
inventory will occur and remain undetected. 
 
Management should continue to review the problems with the PeopleSoft system and 
provide a functioning inventory system to the hospitals as soon as possible.  The count of 
goods on hand should agree to the balances in the inventory system at any point in time.  
Management should ensure that all policies are followed such as using perpetual 
inventory records for the warehouse and SPD inventories, submitting requisitions for 
issuances of inventory, and using accurate units of measure in the PeopleSoft system.  
Management concurred in part with the finding and recommendations.  However, 
management disagrees that the inventory component of the PeopleSoft system is not fully 
functional at an enterprise wide level and does not believe that it is an accurate 
representation of the improvements and additional work that has been done on a system-
wide basis.  Management outlined a plan of corrective action (see Appendix A, pages 
5-6). 
 
Additional Comment: While HCSD and PeopleSoft support staff have made 
considerable improvements in the inventory system on a system-wide basis, the inventory 
system was not adequately functioning for three hospitals during fiscal year 2004. 
 



LEGISLATIVE AUDITOR 
 
LOUISIANA STATE UNIVERSITY  
  HEALTH SCIENCES CENTER -  
  HEALTH CARE SERVICES DIVISION 
STATE OF LOUISIANA 
Management Letter, Dated December 21, 2004 
Page 6 
 
 
 

Inadequacies in Controls Over Movable Property 
 
UMC and MCLNO did not enforce adequate internal controls or comply with state 
regulations and hospital policy over movable property.  This is the third consecutive audit 
of UMC and the seventh consecutive audit of MCLNO to disclose these inadequacies.  
Good internal controls require that procedures be in place to ensure that movable 
property transactions are recorded timely and accurately and assets are properly 
safeguarded.  In addition, good internal controls should ensure that movable property is 
maintained as prescribed by the commissioner of administration and Louisiana law.  
Louisiana Revised Statute (R.S.) 39:325 requires agencies to conduct an annual inventory 
of movable property and report any unlocated movable property to LPAA.  Louisiana 
Administrative Code (LAC) 34:VII.313 states, in part, that efforts must be made to locate 
all movable property for which there are no explanations available for their 
disappearance.  In addition, R.S. 39:323 and LAC 34:VII.307 require that acquisitions be 
tagged and information forwarded to LPAA within 60 days of receipt of the movable 
property item(s).  In addition, LAC 34:VII.311 states, in part, that property location shall 
be kept current. 
 
During a review of the movable property records at UMC, the following discrepancies 
were noted: 
 

• In a test of 36 movable property items, two items totaling $723,408 that 
were scrapped and replaced in fiscal year 1999 remained on LPAA’s 
inventory list.  Four items (11%) were not tagged.  Also, six items (17%) 
were not located at the location indicated in the LPAA inventory list; five 
items (14%) did not have accurate item descriptions in the LPAA 
inventory list; and five items (14%) were not operational or could not be 
verified as operational. 

• For the Certification of Annual Property Inventory submitted January 16, 
2003, supporting documentation could not be provided for the first 
previous year’s (2001) discrepancies, the second previous year’s (2000) 
discrepancies, certain disposed equipment, and LPAA’s approval for a due 
date extension. 

• Eight (67%) of 12 items tested did not have the internal form required by 
the medical center for the acquisition or deletion of the item. 
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• For two (33%) of six acquisitions tested, the auditor could not confirm the 
acquisition dates because of insufficient supporting documentation. 

During a review of movable property records at MCLNO, the following discrepancies 
were noted: 
 

• In its Certification of Annual Property Inventory dated June 30, 2004, the 
medical center reported for fiscal year 2004 that it was unable to locate 
movable property valued at $753,153.  In addition, movable property 
valued at $3.3 million (4.69% of $70.6 million total inventory) was 
reported to be unlocated from the previous three years.  In a test of 10 
items that were recorded as found in the current fiscal year, which were 
not located in the past three fiscal years (2001-2003), only five items 
(50%) were available and observed to confirm existence.  The other five 
items were not located as confirmed by the property manager.  Further 
review indicated that the amounts on the original certification were 
incorrect for the current year and the previous three years’ discrepancies 
because the property manager failed to reconcile the listing of unlocated 
items to the master inventory listing in LPAA. 

• In a review of 20 acquisitions of movable property items, three (15%) of 
the 20 items reviewed were not tagged within the 60-day period after 
receipt of the asset. 

• Our physical inspection test of 24 movable property items valued at 
$2,108,438 disclosed that 11 items valued at $235,215 were found to have 
incorrect location codes and five items valued at $10,469 could not be 
located. 

• Of 15 movable property items selected during our walkthrough to compare 
tag numbers to medical center records, eight items (53%) did not match 
the location recorded in Protégé, and two items (13%) were not recorded 
on the LPAA system. 

• In a test of 10 dispositions sampled, five (50%) were not properly 
approved by the Cost Center Manager and six (60%) were not approved 
by the Department Director or Assistant Administrator.  It was also noted 
in this test that four (40%) of the items tested valued in excess of $3,000 
(requiring the approval of the Chief Operating Officer before disposal) 
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were not properly approved and six (60%) did not have an evaluation of 
the property’s condition before disposal. 

Failure to maintain adequate internal control over movable property increases the risk of 
loss and/or misappropriation of assets and may result in noncompliance with state laws 
and regulations and hospital policy.  In addition, failure to maintain an accurate movable 
property system increases the risk of inaccurate accounting and reporting.  
 
Management should require and monitor adherence to its policies and procedures to 
ensure that movable property is safeguarded and accounted for in accordance with state 
laws and regulations.  Management should also continue its efforts to search for 
unlocated assets.  Management concurred with the finding and recommendations and 
outlined a plan of corrective action (see Appendix A, pages 7-8). 

 
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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Management’s Corrective Action 
Plans and Responses to the 

Findings and Recommendations 




















