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OFFICE OF RISK MANAGEMENT 
EXECUTIVE DEPARTMENT 
STATE OF LOUISIANA 
Baton Rouge, Louisiana 
 
As part of our audit of the State of Louisiana's financial statements for the year ended June 30, 
2004, we considered the Office of Risk Management's internal control over financial reporting. 
We examined evidence supporting certain accounts and balances material to the State of 
Louisiana's financial statements, and we tested the department's compliance with laws and 
regulations that could have a direct and material effect on the State of Louisiana's financial 
statements as required by Government Auditing Standards. 
 
The Annual Fiscal Report of the Office of Risk Management is not audited or reviewed by us, 
and, accordingly, we do not express an opinion on that report.  The office's accounts are an 
integral part of the State of Louisiana's financial statements, upon which the Louisiana 
Legislative Auditor expresses an opinion. 
 
In our prior management letter on the Office of Risk Management for the year ended June 30, 
2003, we reported findings relating to the deficit in the road hazard line of insurance, inaccurate 
data recorded in the claims management system and untimely reimbursement requests, and 
misstated reserves and untimely reimbursement requests for second injury claims.  The finding 
related to the inaccurate data recorded in the claims management system and untimely 
reimbursement requests has been resolved by management.  The finding related to misstated 
reserves and untimely reimbursement requests for second injury claims is addressed again in this 
letter.  While elements of the prior year finding related to the deficit in road hazard line of 
insurance were resolved through the courts, the deficit still exceeds $628 million at June 30, 
2004, and a finding is included in this report. 
 
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, 2004. 
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Unfunded Claims Costs for the 
  Road Hazard Line of Insurance 
 
The Office of Risk Management (ORM) is allocating costs associated with processing 
road hazard claims (including legal fees) to the road hazard line of insurance and making 
payments for small claims losses (that are not the result of settlements or judgments), 
without collecting premiums or direct appropriations to cover the costs.  The deficit in the 
road hazard line of insurance increases each year by the costs incurred in the road hazard 
line of insurance because ORM does not receive any funds to cover these costs.  At 
June 30, 2004, ORM has accumulated a deficit of over $628 million in the road hazard 
line of insurance.  For the year ended June 30, 2004, costs associated with processing 
road hazard claims and payments made on small claims of the road hazard line of 
insurance totaled $11.1 million, but no insurance premiums or sufficient state 
appropriations were collected for this line of insurance.  Sound business practices dictate 
that premiums or appropriations should be collected to fund required claim payments, 
settlements and associated costs, including legal fees, for each line of insurance.  
 
The Division of Administration made a decision effective July 1, 2002, that ORM would 
no longer pay settlements and judgments for road hazard claims from premiums 
collected.  Settlements and judgments are now paid through direct legislative appropri-
ation.  However, no provision has been made for the associated costs of processing road 
hazard claims, including legal fees, other professional services, salaries for the adjusters 
handling the claims, and small claims losses that are not the result of settlements or 
judgments.   
 
ORM included an estimate of premiums for the road hazard line of insurance in its 
budget request submitted to the Office of Planning and Budget for the year ended 
June 30, 2004.  However, the Office of Planning and Budget cut 100% of the road hazard 
premium from the budget request.  The Division of Administration and ORM should 
develop premiums and/or present suggestions to the legislature as to how the state might 
fund future costs associated with processing road hazard claims and small claims losses 
of the road hazard line of insurance, as well as a funding methodology to eliminate the 
accumulated deficit over time.  Management concurred with the finding and 
recommendations and outlined a plan of corrective action (see Appendix A, page 1). 
 



LEGISLATIVE AUDITOR 
 
OFFICE OF RISK MANAGEMENT 
EXECUTIVE DEPARTMENT 
STATE OF LOUISIANA 
Management Letter, Dated December 16, 2004 
Page 3 
 
 
 

 

Misstated Reserves and Untimely Reimbursement Requests 
 
For the eighth consecutive year, ORM has misstated reserves for second injury claims 
and has not requested timely reimbursements from the Second Injury Fund.  Louisiana 
Revised Statute (R.S.) 39:1527 et al. created ORM as the state’s self insurance agency.  
The Second Injury Fund exists to encourage employment of physically handicapped 
employees who have a permanent, partial disability by protecting employers and their 
insurers from excess liability when a subsequent injury to such an employee merges with 
his/her preexisting disability.  R.S. 23:1378 divides the financial responsibility for paying 
second injury claims between the state’s insurer (ORM) and the Second Injury Fund.  In 
addition, ORM policy states that a notice of claim must be filed against the Second Injury 
Board within one year from the date of the issuance of the first payment, and the adjuster 
must request reimbursement once every three to six months until the claim is closed.  
ORM policy also outlines reserve requirements for medical and indemnity claims. 
 
In 38 (58%) of 65 second injury claims tested, errors were noted resulting in $871,151 
not collected by ORM from the Second Injury Fund and a $662,956 understatement of 
liabilities in the financial statements. 
 
Management has developed policies and procedures for requesting reimbursements from 
the Second Injury Fund and adjusting and setting reserves on claims.  However, the 
policies and procedures for setting reserves have not been enforced.  In addition, the 
policies and procedures are not adequate to ensure that all reimbursement requests have 
been submitted to the fund in a timely manner.  Errors in the reserves may cause 
misstatements of liabilities in the state’s financial statements.  Failure to request 
reimbursement in a timely manner may affect ORM’s ability to recover costs. 
 
Management should ensure that the reserves for claims are adjusted to reflect the actual 
and estimated expenditures or the required reserve limit per ORM policies and 
procedures.  Second Injury Fund reimbursements for medical and weekly benefit 
expenditures should be requested in a timely manner.  ORM should develop policies and 
procedures that would allow ORM to more closely monitor claim reimbursement requests 
handled by the contracted vendor.  ORM should include reconciliation procedures to 
ensure that all claim payments due in the claim management system are requested for 
reimbursement from the Second Injury Fund.  Management concurred with the finding 
and recommendations and outlined a plan of corrective action (see Appendix A, page 2). 
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The recommendations in this letter represent, in our judgment, those most likely to bring about 
beneficial improvements to the operations of the office.  The varying nature of the 
recommendations, their implementation costs, and their potential impact on the operations of the 
office should be considered in reaching decisions on courses of action.  Findings relating to the 
office’s compliance with applicable laws and regulations should be addressed immediately by 
management. 
 
This letter is intended for the information and use of the office 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 

 
DG:ES:PEP:dl 
 
ORM04 
 



 

 

Appendix A 
 

Management’s Corrective Action 
Plans and Responses to the 

Findings and Recommendations 








