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As part of our audit of the State of Louisiana's financial statem ents for the two years ending 
June 30, 2000, we conducted certain procedures at Central Louisiana State Hospital. O ur 
procedures included (1) a review of the hospital's internal control; (2) tests of financial 
transactions for the ye;~rs ending June 30, 2000, and June 39, 1999; (3) tests of adherence to 
applicable laws, regulations, policies, and procedures governing financial activities for the years 

ending June 30, 2000, and June 30, 1999; and (4) a review of compliance with prior year report 
recom m endations. 

The Annual F:iscal Reports of Central Louisiana State Hospital were not audited or reviewed by 
us, and, accordingly, we do not express an opinion or any other form of assurance on those 
reports. The hospital's accounts are an integral part of the State of Louisiana's financial 
statem ents, upon which the Louisiana Legislative Auditor expresses an opinion. 

O ur procedures included interviews w ith selected m anagem ent personnel and m anagem ent 
personnel of ;~ contractor. W e also evaluated selected docum ents, files, reports, system s, 
procedures, and policies as we considered necessary. After analyzing the data, we developed 
recom m endations for im provem ents. W e then discussed our findings and recom m endations 
with appropriate m anagem ent personnel before subm itting this written report. 

In our prior m anagem ent letter dated April 7, 1998, we reported findings concerning electronic 
data processing controls, m ovable property controls, inventory controls, and a lease contract 
that was not m onitored. These findings haw ~ been resolved by m anagem ent, except for the 
finding relating to inventory controls. 

Based on the application of the procedures referred to previously, all significant findings are 
included in thi,s report for m anagement's consideration. 
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M eals IProvided W ithout Charge 

Central Leuisiana State Hospital provided 13,433 complimentary meals totaling $43,657 
based on its billing rate of $3.25 per meal, in violation of state law. Article VII, Section 
14(A) of the 1974 Louisiana Constitution states, in part, that funds, credit, property, or 
things of value of the state shall not be loaned, pledged, or donated to or for any person, 
association, or corporation, public or private. However, Section VIII of the State Travel 
Regulations allows the use of public funds to provide m eals without charge under certain 
circum stances, provided that the Com m issioner of Adm inistration or his delegate has 
granted prior approval. During July 1998 through Novem ber 1999, the hospital 
furnished 9,121 com plim entary m eals to em ployees, 49 to the parents of adolescent 
patients, 267 to other guests, and 3,996 to volunteers in the various departm ents. 

M anagem ent indicated that it was not aware that som e m eals m ay not be allowable and 
that prior approval from the Com m issioner w as required. Failure to regulate the m eals 
provided could result in a violation of state law. 

M anagem ent should identify the circum stances under which com plim entary m eals are 
being provided and request approval from the Com m issioner of Adm inistration for those 
circum stances for which the com plimentary m eals are allowed. All other com plim entary 
m eals should be discontinued. M anagement did not concur with the finding and 
recom m endation because m anagement believes it had the authority to provide the 
meals based on the Department of Health and Hospital Policy Number 0001-76 (see 
Appendix A, page 1). 

Additional Com m ents: This policy was created by the Departm ent of Health and 
Hospit;~ls w hen the state paid for noon m eals for em ployees w orking outside of their 
dom icile--even when the em ployee was not on overnight travel status; this is no longer 
the state's policy. M anagement did not provide docum entation to explain why it was in 
the best interest of the State of Louisiana to provide these m eals nor that the 
Com m issioner of Adm inistration had approved the policy. The Division of Adm inistration 
has indicated that its files contain no approvals relating to this policy. W ithout the 
Com m issioner of Adm inistration's approval, the hospital would be required to com ply 
with Section VIII of the State ]ravel Regulations. Furtherm ore, while it is possible that 
the Com m issioner m ight provide an annual blanket approval for m eals for volunteers, he 
w ould not be authorized to give approval for em ployees to eat free during a norm al work 
day. 
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Professional Service Contract Not M onitored 

Centra'l Louisiana State Hospital does not have adequate controls in place to ensure 
that contractors com ply with all provisions of its professional service contracts. A good 
internal control system would require that adequate control procedures be im plem ented 
to ensure that each contractor follows all provisions of the contracts. These controls 
should also ensure the com pliance w ith all applicable state laws and regulations. 

The Departm ent of Health and Hospitals, Office of M ental Health and Central Louisiana 
State i4ospital entered into a contract with Volunteers of Am erica ot North Louisiana 
(VOA) to provide transitional living services for chronically mentally ill persons in a state 
owned building on the grounds of the hospital. The contract is for $146,000 per year for 
fiscal years 1998-1999 and 1999-2000. O ur review of the contract and m onthly invoices 
for the 1998-99 fiscal year revealed the following: 

2 

3 

4 

A review of April and June 1999 VOA invoices paid by the hospital 
revealed seven invoices that contained charges totaling $9,161 that may 
not be for allowable costs. O ne of the seven invoices totaling $336 was 
for charges applicable to another program and two other invoices totaling 
$1,056 were for expenditures that should have been covered by VOA's 
insurance and not billed to the hospital. 

The hospital was invoiced and paid $320 for audit costs incurred by VOA. 
Although Term and Condition Num ber 3 of the contract states that all 
audit fees shall be paid entirely by the contractor, the hospital had 
included a line item am ount in the contract's budget for audit costs. 

For June 1999, VOA invoiced and received $7,000 from the hospital for 
equipm ent. Audit procedures revealed that VOA actually purchased 
equipment costing $3,808. VOA had incurred other reimbursable 
expenses of $3,192 but did not have a remaining contract budget in the 
applicable categories. The Office of M ental Health gave written 
authorization for the hospital to charge the expenses to a budget 
category that had a balance. Therefore, the hospital and VOA, with the 
approval of the Office of M ental Health, intentionally m iscoded the 
contract expenditures. 

VOA invoiced for and received paym ent for expenses incurred before 
and/or after the effective dates of the contracts. Adm inistrative salades 
of $895 incurred from June 14 through June 27, 1998, were charged to 
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the contract for fiscal year ended June 30, 1999. In addition, VOA 
charged $1,150 to the fiscal year ended June 30, 1999, contract for travel 
expenses that were not incurred until Septem ber 1999. 

VOA had no documentation to support the percentages used to allocate 
costs to the various program s that it adm inisters. Percentages are used 
te allocate cost for adm inistrative travel, operating services, office 
supplies, or capital outlays. M anagement indicated that the percentages 
were based on its best guesses. 

VOA purchased and charged Central Louisiana State Hospital $2,533 for 
a com puter, an extra m onitor, and an all-in-one printer/scanner. The 
regional director and program director use the equipment. The cost of 
this equipm ent should have been allocated am ong all program s 
adm inistered by VOA . 

M anagem ent failed to establish the controls necessary for m onitoring its VOA contract 
to ensure com pliance w ith all applicable provisions of the agreem ent. W hile the 
perform ance m easures are m onitored by the m edical director, no one at the hospital 
review,,; or exam ines the supporting docum entation subm itted by VOA for 
reim bursem ent, the provisions of the contract, or the methods used by VOA for 
allocating cost. As a result, the hospital expended public funds that were not allowed or 
necessary under the term s and conditions of the contract. 

M anagem ent should develop and im plem ent the controls necessary to m onitor its VOA 
contract as w ell as its other professional serv ice contracts to ensure that the parties 
involved com ply with all provisions of the agreem ent, including com pliance with aTI 
applicable state laws and regulations. Furtherm ore, the hospital should review , in detail, 
all requests for reim bursem ent from VOA for the last two years and then request VOA to 
reim burse all cests that were not attributable to the contract. The hospital should also 
require VOA to develop a reasonable m ethod for allocating costs to the program s it 
adm inisters. The m ethods used should be fully docum ented and tested by hospital 
m anagem ent. Periodic reviews of this inform ation should be perform ed in order to 
ensure that the m ethods are current and still applicable. M anagem ent concurred w ith 

the finding and recommendation and outlined a plan of corrective action (see Appendix 
A, pages 2-3). 
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W eaknesses in Controls Over 
M aterial and Supply Inventories 

For the second consecutive audit, Central Louisiana State Hospital does not have 
adequate procedures to ensure that its inventories of m aterial and supplies are properly 
reported in the financial statements and that the inventories are adequately 
safeguarded. Adequate internal controls should provide m anagem ent with the basis to 
accurately account for the receipts, disbursem ents, and year-end physical inventory 
count ~,f the hospital's inventory. Assets are at risk when procedures fail to include an 
adequate segregation of duties so that no one em ployee would be in a position to both 
initiate and conceal errors or fraud. 

Central Louisiana State Hospital m aintains periodic and perpetual inventories, 
depending on the type of m aterial or supply that is being m aintained. A review of the 
controls over these m aterials and supplies inventories disclosed the following 
weaknesses: 

No reconciliation of issues and receipts in the perpetual inventory  records 
to the increases and decreases in the general ledger has been perform ed 
for pharm acy, food, housekeeping, warehouse, supply room , and 
personal item s inventories. Attem pts have been m ade to reconcile the 
increases and decreases w ithout success and no other procedures were 
perform ed to determ ine the com pleteness and accuracy of the data 
reported in the hospital's annual financial statem ents for June 30, 1999. 
For the fiscal year ended June 30, 1999, receipts and issues for these 
inventories totaled $1,293,272 and $1,332,268, respectively. For the 
four-m onth period July 1, 1999, through O ctober 31, 1999, receipts and 
issues totaled $463,523 and $470,829, respectively. 

The pharm acy did riot include m edical supplies in its inventory at 
June 30, 1999. W e were unable to determ ine the am ount that was 
om itted at year-end. However, at Decem ber 8, 1999, the m edical 
supplies inventory amounts to $14,807. For the fiscal year ended 
June 30, 1999, receipts and issues for drugs totaled $644,626 and 
$667,737, respectively. For the four-month period July 1, 1999, through 
October31, 1999, drug receipts and issues totaled $208,640 and 
$251,946. 
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]-here is an inadequate segregation of duties for em ployees assigned 
responsibility for the m eats, com m odities, and office supply inventories. 
]he custodians of each type of inventory also issues and receives 
inventory item s and posts the activity to the perpetual records. For the 
fiscal year ended June 30, 1999, receipts and issues totaled $181,146 
and $194,821, respectively. For the four-m onth period July 1, 1999, 
through October 31, 1999, receipts and issues totaled $63,144 and 
$62,831. 

The custodians of the periodic inventories receive, issue, and perform the 
physical count of these item s, w ith little independent review . The lim ited 
review that is perform ed during the year or at year-end does not include a 
test of valuation nor does it include a test of receipts based on 
inform ation obtained from the general ledger. Tests are not extended 
w hen discrepancies are identified. At least two periodic inventories were 
not tested at all during the period under audit. The periodic inventories 
stored in various departments at June 30, 1999, total $123,495 and 
represent 28%  of the hospital's inventory. 

M anagem ent has not im plem ented control procedures that can provide it with adequate 
assurance that the hospital's inw mtory of m aterial and supplies is properly reported in 
the financial statem ents and is adequately safeguarded. As a result, there is an 
increased risk that errors or fraud could occur and not be detected in a tim ely m anner. 

M anagem ent should im plem ent procedures that will ensure that there is an independent 
review , including test counts and required reconciliations, of the data used to prepare 
the annual financial statem ents and that there is an adequate separation of duties 
between 1he receipt, issues, recording, and custodial functions. M anagement concurred 
with the finding and recommendation and outlined a plan of corrective action (see 
Appendix A, pages 4-5). 

The recommendations in this report represent, in our judgment, those most likely to bring about 
beneficial im provem ents to the operations of the hospital. The vary ing nature of the 
recom m endations, their im plem entation costs, and their potential im pact on the operations of 
the hospital should be considered in reaching decisions on courses of action. Findings relating 
to the hospital's com pliance with applicable laws and regulations should be addressed 
im m ediately by m anagement. 
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This report is intended for the inform ation 
provisions of state law , this report is a 
appropriate public officials. 

W JR:M AN:DSP:d 

[CLSH] 

and use of the hospital and its m anagem ent. By 
public document, and it has been distributed to 

Legislative Auditor 
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M anagem ent's C orrective A c:tion 
P lans and R esponses to the 
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GOVERNOR 

April 12, 2000 

STATE OF LOUISIANA 
DEPA RTM ENT O F HEA LTH A ND HO SPITA LS 

Dr. Daniel G . Kyle, C.P.A ., C.F.E 
Legislative A uditor 
State of Louisian a 
Office of Legislative Auditor 
P.O . Box 94397 
Baton Rouge, LA 70804-9397 

RE: M eals Provided W ithout Charge 
Revised Response 

Dear I)r. Kyle 

L O U IS IA N A  

D epartm ent of 
H E A LT H  and 
H O S P ITA LS 

David W . Hood 
SECRETARY 

This letter is our form al written response to the above referenced finding noted in the Com pliance and 
Control Audit. This response is a revision of our original response. 

W e do IAol concur w ith the finding and recom m endation. Our reasons are as follow s 

Based on DH H Policy N um ber 0001-76, we feel that we had the authority to provide the m eals without 
charge that w ere referred to in the finding. These m eals would be considered Class "C" m eals, Section 
I1 A (f) of this policy also allows the C.E.O. to grant guest meals to individuals not specifically listed in 
the policy w hen it is in the hest interest of the State of Louisiana. W e did not serve any m eals that 
would not be covered by this policy. 

The contact person regarding this finding is Paul Benoit, Hospital A ssociate Adm inistrator 

Sincerely 

Gary S. Grand 
Chief Executive O fficer 

Pau, ;;cuoil, EdM , a 
Hospital A ssociate Adm inistrator 

tgd 

O[,I:IC].~ Ol. M I.]N'I AL I I1 ~AL'II I ~ CE N'I'IOM. LOUISIANA KI'ATE I lOSi,rrAi. 
242 \VI';S'L' S] JAMROCK S~I'RI:.I'71 ~ P,O, BOX 5031 ~ PINEVILLE, LOUISIANA 71361-5031 1 

PIIONE ~/: 318/484-(,2(~) ~ .'AX # 3 8/484-65 1 
"AN EQUAL OPPORTUNYI~' ]~MPLOYEIC' 
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GOVERNOR 
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STA TE- O F LO UISIA NA 
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Dr. Daniel G . Kyle, C.P.A ., C.F.E 
Legislative A uditor 
State of Louisiana 
Office of Legislative Auditor 
P.O . Box 94397 
Baton Rouge, LA 70804-9397 

RE : Professional Service Contract N ot M onitored 

D ear Dr. K yle 

L O U IS IA N A  

D epartm ent of 
H E A LT H  and 
H O S P IT A L S 

David W . Hood 
SECRETARY 

This letter is our fonrlal written response to the above referenced finding noted in the Com pliance and 
Control A udit. 

W e concur w ith the finding an d recom m endation 

Our corrective action plan will be im plem ented imm ediately and is as follows 

M anagem ent w ill develop an d im plem ent controls necessary for m onitoring any cost reim bursem ent 
contracts to ensure com pliance with all applicable provisions of the agreem ent an d w ith all applicable 
state law s and regulations. All current requests for reim bursem ent w ill be evaluated for com plian ce by 
the Fiscal O ffice before being subm itted to the contract m onitor for approval. 

The hospital w ill review in detail all requests for reim bur sem ent from VOA for the last tw o years and 
th en request V OA to reim burse all costs that w ere not attributable to the contract. The hospital w ill also 
require V OA to develop a reasonable m ethod for allocating costs to the program s it adm inisters. The 
m ethods used w ill be fully authenticated by m anagem ent. Periodic reviews of this inform ation will be 

OFFICE OF hIENTILL 11EALTH e, CILNT1UIL LOUISIANA ST"ATE 110SPITzLL 
242 \VEST SI IAMROCK STREF, T ~ P.O. BOX 5031 ~ PINI'~VILLE, LOUISIANA 71361-5031 

PHONE #: 318/484-62#0 ~ FAX #: 318/484-6501 
"AN EQOAL OPPOI~.TUNITY EMPLOYER" 
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perform ed in order to ensure that the m ethods are current and still applicable 

Page 2 

The contact person responsible for corrective action for this finding is Paul Benoit, Hospital A ssociate 
Adm inistrator. 

Sincerely, 

Gary S. Grand 
Chief Executive Officer 

Hospital A ssociate Adm inistrator 

tgd 

OFFIC|?. OF MENTAL HEALTH ~ CENTRAL LOUISIANA bVFATE HOSI)ITAL 
242 \VEST S! IAM ROCK STREET e, P.O. BOX 5031 ~ PINEVILLE, LOUISIANA 71361-5031 

PHONE #: 318/484-6200 ~ FAX #: 318/484-6501 
"AN EQUAL OPI)OR'IZINITY EMPLOYER" 



M . J. "M ike" Fo~ter, Jr 
GOVERNOR 

M arch 15, 2000 

STA TE" O F LO UISIANA 
DEPA RTM ENT O F: HEA LTH A ND HO SPITA LS 

Dr. Daniel G . Kyle, C.P.A ,, C.F.E 
Legislative Auditor 
State of Louisiana 
Offi ce of Legislative Auditor 
P.O . Box 94397 
Baton Rouge, LA 70804-9397 

RE: W eakness in Controls O ver M aterial and Supply Inventories 

Dear  Dr. Kyle: 

LO U IS IA N A  

D epartruent of 
H EA LT H  and 
H O S P IT A LS 

David W . Hood 
SECRETARY 

This letter is our fi3maal written response to the above referenced finding noted in the Complian ce an d 
Control Audit. 

W e concur w ith  the finding and recom m endation. 

Our corrective action plan w ill be im plem ented by April 1, 2000 an d is as follows 

Beginning April 1, 2000 a log of war ehouse receipts wi ll be kept by th e war ehouse em ployees listing 
the date, pur chas e order number, am ount, an d vendor nam e as sociated with  each receipt. This log wi ll 
turned in to th e Fiscal Office each m onth  to be used along wi th  th e Infom aker report which show s 
increases and decreases in the general ledger an d th e Peachtree "Job Cost Transaction Listing" report 
which shows issues from the warehouse. These reports wi ll be us ed to reconcile issues an d receipts in 
th e perpetual inventory records to the issues and decreas es in th e general ledger for food

, housekeephag, 
warehouse, supply room , and personal item s inventories m onthly. Pharm acy increases an d decreases ar e 
not coded to stores accounts in  the general ledger. They are direct pur chases that go into pharm acy 
inventory and show up in the general ledger as such. 

Th e pharm acy now includes m edical supplies in its inventory  

OFFICE OF MENTAL HEALTH ~ CENTRAL LO UISIAN A STATE HOSPFrAL  
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W ith th e num ber of em ployees that we cun'ently have, we feel th at we have segr egated th e duties for 
inventories as m uch as  possible. The only areas not segregated are for em ployees as signed 
responsibility for th e m eats, comm odities, and office supply inventories. W e feel th at th ese areas  m ake 
up only a sm all portion of the total inventory and that th e risk we tak e by not having th ese duties 
segregated is sma]l. Spot checks of~ese areas are conducted in order to safeguard against errors or 
fraud th at w ould not be found in a tim ely m aur ter. 

Spot checks of periodic inventories will include a test of valuation and a test of receipts bas ed on 
inform ation obtained from the general ledger. Tests w ill be extended when discrepancies are identified 
All periodic inventories w ill be tested at least once over the term  of the fiscal year. 

Policies and procedures will be implem ented to provide m anagem ent with adequate insuran ce that th e 
hospital's inventory of m aterial and supplies is properly reported in the financial statem ents an d is 
adequately safeguar ded against errors or fraud th at would not be detected in a tim ely m anner. 

Policies and procedures wi ll also be implem ented to ensure th at th ere is an  independent review, 
including test counts an d required reconciliations, of th e data used to prepar e th e an nual finan cial 
statem ents and that there is adequate separ ation of duties betw een the receipt, issues, recording, an d 

inventory custodian  functions. 

The contact person responsible for corrective action for th is finding is Paul Benoit, Hospital Associate 

Adm inistrator. 

Sincerely, 

Gary S. Grand 
Chief Executive Officer 

Hospital A ssociate Adm inistrator 

tgd 
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