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OFFICE OF LEGISLATIVE AUDITOR STATE OF LOUISIANA BATON ROUGE, LOUISIANA 70804-9397 
February 1, 2002 

HONORABLE M. J. "MIKE" FOSTER, JR., GOVERNOR EXECUTIVE DEPARTMENT STATE OF LOUISIANA Baton Rouge, Louisiana 

1600 NORII131IIRD S] Rlil!l POST OFFICE BOX 94397 3'EI,EPIIONE: (22S) 339-3~00 FACSIMILIi: (22S) 339-3870 

As part of our audit of the State of Louisiana's financial statements for the year ended June 30, 2001, we considered the Executive Department's internal control over financial reporting and over compliance with requirements that could have a direct and material effect on a major federal program; 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 and major federal programs as required by Government Auditing Standards and U.S. Office of Management and Budget Circular A-133. The Annual Fiscal Reports of the Executive Department are not audited or reviewed by us, and, accordingly, we do not express an opinion on those reports. The department'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 Executive Department for the year ended June 30, 2000, we reported findings relating to the internal audit function, lack of time and attendance and leave records - Executive Office, delays in posting ~nd filing records - Patients' Compensation Fund, and inadequate fund balance - Patients' Compensation Fund. The finding relating to the delays in posting and filing of reCords - Patients' Compensation Fund has been resolved by management. The findings relating to internal audit function, inadequate fund balance - Patients' Compensation, and lack of leave records have not been resolved and 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 will also be included in the State of Louisiana's Single Audit Report for the year ended June 30, 2001. neffective Internal Audit Function For the tenth consecutive year, the Executive Department does not have an effective internal audit function to examine, evaluate, and report on its internal controls, including data processing, and to evaluate Compliance with the policies and procedures that comprise controls. 
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Considering the department's repoded assets of $418,141,921 and its operating revenues of $442,356,581, an effective internal audit function is important to ensure that the department's assets are safeguarded and that the department's policies and procedures are uniformly applied. The Executive Department should tat:e the necessary steps to establish an effective internal audit function. Management concurred with this finding (see Appendix A, page 1). Inadequate Fund Balance - Patients' Compensation Fund For the tenth consecutive year, the Executive Department, Patients' Compensation Fund Oversight Board, did not maintain an adequate surplus in the Patients' Compensation Fund as required by Louisiana law. Louisiana Revised Statute 40:1299.44(A)(6)(a) requires that a surplus of 50% of the annual surcharge premiums, reserves established for individual claims, reserves established for incurred but not reported claims, and expenses be maintained in the fund. For the fiscal year ended June 30, 2001, the accumulated balance of surcharges, reserves, and expenses is estimated to be $477,952,221, which under Louisiana law would require a fund balance of $238,976,111. As of June 30, 2001, the actual fund balance was $103,748,128, resulting in a shortfall of $135,227,983. This shortfall resulted from practices in effect before the Patients' Compensation Fund Oversight Board was created, whereby rates for medical malpractice premiums were not set based on experience ratings, including historical losses, interest payments, and future medical amounts. The board should establish an adequate rate level to achieve the 50% surplus requirement over a reasonable period of time. Management concurred with the finding and recommendation and outlined a plan of corrective action (see Appendix A, pages 2-3). Leave Use Not Required For the fifth consecutive year, the Executive Office does not require its senior management staff to charge annual or sick leave if they are out of the office for less than eight hours during the regular workday. Failure to require senior staff to use annual or sick leave when they are not conducting state business during normal working hours may constitute a donation of public funds, which would be prohibited by Article VII, Section 14(A) of the Louisiana Constitution of 1974. 
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Senior management staff are not required to take leave if they contact the office at some time during the normal workday. Senior staff are considered on call at any time during a 24-hour period and are not permitted to earn compensatory time for work beyond a normal 8-hour workday. The Executive Office should establish leave policies that require all senior management staff to take leave when not conducting state business during their normal working hours. Management expressed that a certification form was implemented that is signed by senior staff certifying their use of leave time with the appropriate form attached (see Appendix A, page 4). Additional Comment: While a new certification of time form has been implemented, senior management staff are still not required to take leave if they contact the office at some time during the normal workday. The recommendations in this letter represent, in our judgment, those most likely to bring about beneficial improvements to the operations of the department. The varying nature of the recommendations, their implementation costs, and their potential impact on the operations of the department should be considered in reaching decisions on courses of action. Findings relating to the department's compliance with applicable laws and regulations should be addressed immediately by management. This letter is intended for the information and use of the department 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 report is a public document, and it has been distributed to appropriate public officials. 
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Appendix A 
Management's Corrective Action Plans and Responses to the Findings and Recommendations 
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[)IX'[SION OF ADMI'~IS1RATION OFFICE OF 1HE COMMISSIONI~R 
August 22, 2001 

Dr. Daniel G. Kyle, CPA, CFE Legislative Auditor 1600 North Third Street P. O. Box 94397 Baton Rouge, Louisiana 70804-9397 
Dear Dr. Kyle 

~/-4iK C, i)RI:NNEN ('OMMI~III\I in ol ~,DMINI~IR.%II~)X 

Re: Audit Comment-Lack of Internal Audit Function in the Executive Department We concur with the finding on this issue. This department did submit a request for the prior years for this purpose, which was not approved. Due to an oversight this request was not included in the packet submitted for FY 2000-2001. We will again request funding for this activity in our fiscal year 2001-2002 budget submission. While funding is an issue, a more important factor has prevented implementation within this agency. Although Civil Service positions have been established, it remains our opinion, that the pay grade allocations provided are inadequate to attract the level of personnel having the qualification to perform this function. Filling of positions with personnel not having the experience and qualifications to perform the functions is not a practical resolution. We agree this issue is important, not only to this department, but to al departments. 

MCD/wjk 

Sincerely, 

Mark C. Drennen Commissioner of Administration 
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OFFICE OF IHE GOVERNOR M. J, "MIKE" FOSTER, JR. GOVERNOR 
October 31, 2001 PATIENTS' COMPENSATION FUND 

Dr. Daniel G. Kyle, CPA, CFE Legislative Auditor P. O. Box 94397 Baton Rouge, LA 70804-9397 
RE: Inadequate Fund Balance - Patient's Compensation Fund Dear Dr. Kyle: 

P.O. BOX 3718 BATON ROUGE, LA 70821 (225) 342-8784 

As requested, the Patient's Compensation Fund Oversight Board submits herein its response to the above-captioned finding. The Board concurs in with the finding. The corrective action plan is also included in the statement. At the present time, there is no anticipated completion date. 
The undersigned is the contact person responsible for the corrective action on behalf of the Board. Sincerely 
Claims Officer 

An Equal Opportunity Employer 



LEGISLATIVE AUDIT - PATIENT'S COMPENSATION FUND - 2001 
Inadequate Fund Balance 
We concur with the audit finding against the PCF for failing to achieve an adequate surplus in the Fund per the medical malpractice statute; however, we feel that some progress has been made. Our records show that as of the end of fiscal year 1999, the fund balance was $71,597,885 As of the end of fiscal year 2000 the fund balance was $84,831,515. As of the end of the fiscal year 2001, the fund balance was $103,748,128. Ten years ago, when the Patient's Compensation Fund Oversight Board was created, the fund balance was essentially zero and the unfunded liability was 100%. The Patient's Compensation Fund has requested rate increases yearly to achieve the necessary level of funding. The percent of unfunded liabi}ity in 1999 was 83%, in 2000 it was 80%, and in 2001 is was 78%. While the percentages are in excess of the 50% mandated by the statute, progress has been made to reduce the unfunded liability. The necessary action required to have an adequate surplus would be a dramatic increase in the rates charged to health care providers. This would be a great burden to the medieal community and would negate the purpose of the Patient's Compensation Fund, which is to provide reasonably priced malpractice insurance to health care providers in Louisiana. Each year, the Patient's Compensation Fund Oversight Board has a statutorily mandated actuarial study done to determine the need for, and amount of, a rate increase. On October 17, 2001, the Board went beibre the Louisiana Insurance Rating Commission and requested an overall increase of 84%. 'This increase was approved and will become effective January 1, 2002. We have also taken steps to incorporate a medical expense fee schedule that is expected to significantly rexluee our payments on eases in which we are obligated to pay ongoing medical expenses. These actions are expected to further reduce the unfunded liabilities. Efforts will continue, but this is a problem that takes time to resolve. 



M.J."MIKE'FOSTER, JR. GOVERNOR 
October 1, 2001 
Dr. Daniel G. Kyle, CPA, CFE Legislative Auditor Post Office Box 94397 Baton Rouge, LA 70804 Dear Dr. Kyle 

~,',~tale of ~Dni~inrtn OFFICE OF ]HE GOVERNOR 
70804-9004 POS1 OFFICE [30~ 94B0~ (225) 342-;'015 

Pursuant to your most recent audit and subs~~luent finding, the Office of the Governor submits the following response: As stated in all of our previous responses, ouz senior staffmembers are on call 24 hours a day, seven days a week without regard for holidays or vacation. The hours worked by senior staffare nearly always more than eight hours daily and work is usually performed on holidays and weekends. Because it would be inappropriate for any employee to sign a sworn statement that he has worked eight hours on a specific day but actually has worked more or fewer hours, we feel that our senior staff members should be exempt from completing time sheets. However, in an attempt to address your concerns, in January 2001 we implemc:nted a certification form that is signed by senior staff certifying their use of leave time with the appropriate form attached. Nonetheless, ] remind you that those people considered senior staff by the Governor, all report directly to him and others on staff; thus, he is confident that they all exceed the required hours of service. 
Sincerely, 
J. Stephen Perry ChiefofStaff 


