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SCIENCES CENTER IN SHREVEPORT

LOUISIANA STATE UNIVERSITY SYSTEM

STATE OF LOUISIANA

Shreveport, Louisiana

As part of our audit of the Louisiana State University System’s financial statements for the year
ended June 30, 2009, we considered the Louisiana State University Health Sciences Center in
Shreveport’s (center) internal control over financial reporting; we examined evidence supporting
certain accounts and balances material to the System’s financial statements; and we tested the
center’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 the Louisiana State University Health Sciences Center in Shreveport’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 center’s
compliance with laws and regulations that could have a direct and material effect on the major
federal programs as required by U.S. Office of Management and Budget Circular A-133.

The financial information provided to the Louisiana State University System by the Louisiana State
University Health Sciences Center in Shreveport is not audited or reviewed by us, and, accordingly,
we do not express an opinion on that financial information. The center’s accounts are an integral part
of the Louisiana State University System’s financial statements, upon which the Louisiana
Legislative Auditor expresses an opinion.

In our prior audit report on the Louisiana State University Health Sciences Center for the year ended
June 30, 2008, we reported findings relating to an energy efficiency contract which was contrary to
law, excessive amounts of unlocated movable property, inadequate controls over financial class
determinations, and the preparation of an inaccurate annual fiscal report. The findings relating to
unlocated movable property, inadequate controls over financial class determinations, and the
preparation of an inaccurate annual fiscal report have been resolved by management. The finding
relating to the energy efficiency contract contrary to law is 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, 2009.
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Energy Efficiency Contract Contrary to Law

For the second consecutive year, Louisiana State University Health Sciences Center in
Shreveport (LSUHSC-S) continues to have a performance-based energy efficiency contract
with Johnson Controls, Inc. (JCI) in place, entered into in July 2002, that includes stipulated
savings and therefore does not comply with state law. In addition, the other components of
guaranteed savings in the contract (measurable operational and utility savings) are not being
adequately measured or verified by management. Louisiana Revised Statute (R.S.)
39:1496.1(A) provides that a state agency may enter into a performance-based energy
efficiency contract for services and equipment. R.S. 39:1484(A)(14) requires the payment
obligation to be either a percentage of the annual energy cost savings attributable to the
services or equipment under the contract or guaranteed under contract to be less than the
annual energy cost savings attributable to the services or equipment under the contract. R.S.
39:1496.1(C)(1) requires the contract to contain a guarantee of energy savings to the entity.
Furthermore, R.S. 39:1496.1(D) provides that the annual calculation of the energy savings
must include maintenance savings that result from operation expenses eliminated and future
capital replacement expenditures avoided as a result of equipment installed or services
performed by the contractor.

Attorney General Opinion 07-0002 provides, “. . . for the stipulated operational savings to be
included in the total guaranteed savings, those savings must actually be guaranteed. In order
for the operational savings to be guaranteed, the Contract would have to provide for some
type of measurement and/or verification of the operational savings. . . .” Although the
attorney general opinion was directed to local government, the same guarantee is required in
state law; therefore, the conclusion is the same.

In addition, good internal control dictates that the terms and conditions of contracts entered
into on behalf of an institution should be monitored to ensure that all parties involved in the
contract are fulfilling their obligations. At a minimum, controls should include reconciling,
measuring, and verifying all financial aspects of the contract to ensure compliance with
applicable terms and conditions.

A review of the energy efficiency contract, which is for 17 years and approximately $15.7
million, between LSUHSC-S and JCI disclosed the following deficiencies:

. JCI guaranteed a total of $15,493,562 in savings during the term of the
contract, consisting of measurable utility savings of $8,926,000; measurable
operational savings of $3,480,869; and stipulated operational savings of
$3,086,693. According to the contract, “Stipulated Operational Savings are
mutually agreed by the Customer and JCI . . . and shall not be measured or
monitored during the Term of the Agreement.” The contract also provides
that stipulated operational savings include repair and maintenance costs
avoided by the customer through the implementation of the Performance
Contracting Agreement.  The stipulated operational savings are not
guaranteed because the contract does not provide for measurement and/or
verification of the stipulated operational savings. Therefore, excluding the
stipulated operational savings, the guaranteed savings over the life of the
contract are only the measurable savings of $12,406,869. The total payments
due to JCI over the life of the contract are approximately $15.7 million.
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Therefore, the payment obligation exceeds the adjusted guaranteed annual
energy cost savings.

. Neither the measurable utility savings nor the measurable operational savings
are being adequately measured or verified. The contract was not adequately
monitored to ensure that all deliverables required to be provided to LSUHSC-
S in the contract were provided, which includes a “copy of the software and
associated documentation to calculate the project savings,” which would
allow for calculating the savings using the same methodology as the vendor
so that the savings could be measured and verified.

At the signing date, management felt that the contract complied with state law. However,
because the contract includes stipulated savings that are not measurable, the contract is not in
compliance with state law. In addition, by failing to perform the necessary measurements
and verifications of measurable savings, LSUHSC-S is unable to determine if actual savings
are in excess of the cost of the contract. Also, there is a risk of making payments specified
in the contract that are greater than the energy cost savings attributable to the services or
equipment under the contract.

The Louisiana State University (LSU) System is in the process of conducting extensive
investigations and evaluations of the agreement in preparation for litigation to remedy the
situation by nullifying the agreement, forcing amendments, or recovering for breach of the
agreement. In doing so, the LSU System has retained outside counsel to assist in the
resolution of these issues. Counsel has requested and obtained information from JCI and has
engaged, on behalf of the LSU System, an industry expert to assist in the detailed and
comprehensive review of the technical materials and calculations related to the contract.

Once again, we recommend that management should consult its legal advisors to reconstruct
its energy efficiency contract in accordance with state law. In addition, management should
ensure that contract terms and conditions are adequately monitored to ensure that LSUHSC-S
receives the actual savings specified in the contract. Also, management should ensure that
the payments required by the contract are not greater than the energy cost savings attributable
to the services or equipment under the contract. LSU System management concurred with
the finding and responded that progress has been made in the evaluation of the contracts to
determine all facts relevant to the status of the contracts and further action required (see
Appendix A, pages 1-2).

Failure to Capture and Bill for All Services Provided

LSUHSC-S failed to establish the procedures necessary to capture and bill for all emergency
room charges for inpatients admitted through the Emergency Room and for certain physician
services provided to inpatients at Huey P. Long Medical Center (HPLMC). Good internal
controls and sound business practices require that adequate procedures be in place to ensure
that all charges for hospital and physician services are captured and billed timely. Tests of
inpatient charges at HPLMC revealed the following:

. Emergency Room charges were not captured and billed for 22 of 50
inpatients tested that were admitted to the hospital through the Emergency
Room.
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. Physician service charges were not captured and billed for 26 of 44 inpatients
tested.

Management of HPLMC identified $768,748 of emergency room charges for inpatients that
were admitted through the Emergency Room that had not been captured or billed. After
considering contractual allowances, HPLMC estimated that approximately $17,519 (which is
from insurance/self-pay patients) of the $768,748 is collectible.

For fiscal year 2009, HPLMC estimated that approximately $1,756,693 of unrecorded
revenue attributable to certain inpatient physician charges for services were not captured and
billed. After considering contractual allowances, HPLMC estimated that approximately
$315,053 ($280,179 from Medicaid/Medicare and $34,874 from insurance/self-pay patients)
of the $1,756,693 is collectible. For fiscal year 2008, HPLMC identified $573,437 of actual
inpatient physician charges for services that had not been captured and billed. After
considering contractual allowances, management estimated that approximately $163,609
($148,294 from Medicaid/Medicare and $15,315 from insurance/self-pay patients) of the
$573,437 is collectible. As of October 4, 2009, only $27,600 of the $163,609 had been billed
and none of the estimated $315,053 had been billed.

HPLMC became a part of LSUHSC-S on July 1, 2008. Before July 1, 2008, charges for
physician services were captured and billed by another medical facility. During the
transition, management of LSUHSC-S failed to develop and implement the procedures
necessary to capture and bill for all physician service charges for inpatients and emergency
room charges for patients admitted through the Emergency Room. Failure to capture and bill
for the services provided results in lost revenues for LSUHSC-S and the state and increases
the risk that errors and/or fraud could occur and remain undetected.

Management of LSUHSC-S should immediately identify and bill all allowable charges for
physician services for fiscal years 2008 and 2009. It should also immediately develop and
implement the procedures necessary to capture and bill all hospital and physician charges for
inpatients. Furthermore, management should review the policies and procedures for HPLMC
to ensure that there are no other areas where charges are not being captured and billed timely.
Management concurred with the finding and recommendations and outlined a plan of
corrective action (see Appendix A, pages 3-4).

Noncompliance With State Property Control Regulations

LSUHSC-S is not in compliance with state movable property regulations requiring all state
entities to use the statewide inventory system, Protége, for its movable property records.
Louisiana Administrative Code Title 34 Part VII Section 307(A) states, “All items of
moveable property having an original acquisition cost, when first purchased by the state of
Louisiana, of $1000 or more, all gifts and other property having a fair market value of $1000
or more, and all weapons, regardless of cost, . . . must be placed on the statewide inventory
system.” The state’s Division of Administration (DOA) granted LSU a temporary exemption
from the requirement, but this exemption expired on January 1, 2008.

Currently, LSUHSC-S uses the PeopleSoft financial system to maintain its movable property

records and it has also engaged the services of American Appraisal and Associates to prepare
capital asset reports which are used in the annual preparation of the LSUHSC-S cost reports.
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Management feels that implementing an additional property system will place undue
hardship on the resources of LSUHSC-S. Furthermore, management has expressed concerns
that the state’s current movable property system will not accommodate the LSUHSC-S
unique accounting and reporting needs.

Management of LSUHSC-S assumed it was covered by the LSU exemption since it is a part
of the LSU System, but LSUHSC-S did not know that this exemption had expired. As of
November 9, 2009, LSUHSC-S has neither converted its property records to Protégé nor has
it requested and received an exemption from the DOA. Since LSUHSC-S has not entered its
property data in Protégé or obtained an exemption, it is in noncompliance with state property
regulations.

Management should immediately comply with the state’s movable property laws and
regulations by entering its movable property records in Protégé or obtain an exemption from
these laws and regulations from the state’s DOA. Management concurred with the finding
and recommendations and outlined a plan of corrective action (see Appendix A, pages 5-6).

The recommendations in this letter represent, in our judgment, those most likely to bring about
beneficial improvements to the operations of the center. The varying nature of the recommendations,
their implementation costs, and their potential impact on the operations of LSUHSC-S should be
considered in reaching decisions on courses of action. The findings relating to LSUHSC-S
compliance with applicable laws and regulations should be addressed immediately by management.

This letter is intended for the information and use of LSUHSC-S and its management, others within
LSUHSC-S, and the Louisiana Legislature 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 submitte

Wﬂ-—-—
Daryl G. Purpera, CPA, CFE
Legislative Auditor
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APPENDIX A

Management’s Corrective Action
Plans and Responses to the
Findings and Recommendations
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