
Dear Mr. Endom: KPMG Peat Marwick LLP (KPMG) and Bruno & Tervalon (R&T) have been retained by you on a consulting basis to enable you to render legal advice to the Orleans Parish School" 13oard in connection with a draft Internal Audit Report dated September 1, 1995 regarding an audit of Risk M~magenrent and the subsequent response to that report by management m addition to Internal Audit's comments to managemenCs response, c" fu performing our services, we have obtained supporting documents from both the Internal Audit Department and the Finance Department, and on November 2, 1995, have held separate status meetings with Mr. William Garibaldi and staff and Mr. James Henderson to confirm the facts as reported by each party and as observed by our staff during the course of performing our services. 

Executive Summary Our overall findings can be summarized as follows Findings #l and #3: Charges to the Federal compensation insurance are programs for unemployment in compliance with OMB Circular compensation and worker's A-87. There are no violations of the False Claims Act resulting from overcharges to Federal programs from self-insurance funds. While not in violation of OMB Circular A-87, the 1993-94 premium for worker's compensation should be charged to the General Fund; the charge could be amortized over a period of up to five yeats. 
Member Prrm of K)ynveld Peat Marwick Goordeler 



Page 2 Finding #2: Periodic evaluations of unemployment compensation insurance should be performed by staff The financial analysis of the profitability of the contract with UCCS is incomplete. 
Fincling #4 
The remainder of our report details our findings and conclusions in detail 



Page 3 Part ! - Internal Audit Report Internal Audit Rel~ort - Finding #1 

Our Testwork and Conclusions Our examination and analytical review of At the date of their audit report, the amounts in the Unemployment Insurance Compensation general ledger agreed to the amounts shown in the billings revealed that $931,177.31 or 96% of report. However, our procedures regarding the premium was charged to the federally unemployment insurance compensation billings funde,:l programs (Special Revenue Funds and disclosed that $717,819 or 74% of the premium ~as Child Nutrition) by the Risk Management charged to federally funded programs (Special department, while only $42,802.33 or 4% Revenue and Child Nutrition) by the School Board was charged to the General Fund in the and $256,160 or 26% was charged to the General 1994-95 fiscal year. Fund in the 1994-95 fiscal year. The difference between the amounts indicated as being charged to federally funded programs and the General Fund by the Internal Audit department and the amounts indicated by KPMG/B&T is due primarily to an adjustment of $213,358 recorded to the general ledger on October 9, 1995, effective June 30, 1995. This adjuslanent was recorded after the date of the Internal Audit testwork and premium charges. That adjustment was necessilated by a change in rates provided by UCCS effective January 1, 1995, which had not yet been incorporated into the School Board's computerized payroll system on a timely basis requiring the aforementioned journal entry to manually record the effect of the rate change. The change in rates resulted in reduced premiums to the School Board which are estimated to result in savings of $200,000-$300,000. The: effective rates per salary dollar as determined by UCCS were as follows: Prior to After January 1, January. 1, 1995 1995 General Fund .0015 .0010 Special Revenue .033 .0210 Child Nutrition .020 .0130 



Page 4 Our Testwork and Conclusions We were unable to obtain and review anx._..Z, Ot~r plx~cedures, inquiries and discussions with documentary evidence which indicated the management disclosed that the basis used to allocate basis used to allocate the billings. unemployment insurance compensation billings to federally funded programs and the General Fund are based on the rates as determined by the School Board's third-party insurance carrier, Unemployment Compensation Control Systems, inc. (UCCS). These rates are incorporated into the School Board's computerized payroll system for the Special Revenue Funds and Child Nutrition Fund and are utilized to allocate unemployment insurance compensation billings to federally funded programs, as well as the General Fund. The actual rates are noted in the previous section. Based on our inquiry and observations, the rates and allocations appear to have been consistently applied since the early 1980's. We conclude that doctunentary evidence from UCCS does exist to support the basis for premium billings. The basis for the allocation of the billings from UCCS is that all costs as billed are recorded in the insurance fund as a charge to the fund and programs are eharge.d based on contract rates determined bv UCCS. However, these billings were not Our procedures and discussions with management proportional to the claims cost or budgeted disclosed that the billings were not proportional to salary expenses, which could both be a salary expense, as salary expense is not the. basis rational basis for allocating the actual used for the allocation of unemployment Unemployment Compensation Insurance compensation insurance billings. Additionally, ~e legal liability, i.e., General Fund Salaries could not make a determination that billings for $215,667.73 or 85%, Special Revenue unemployment compensation insurance were not $9,726.000 or 4%, and Child Nutrition proportional to the related unemployment claims $29248,000 or 11%. As a result, the cost for terminated employees as claim cost anoeation is not in compliance with Federal information segregating federally funded program Cos~L Principles and understated fiscal year employees from General Fund employees was not 199.~I-95 General Fund expenditures by readily available. Lastly, budgeted General Fund $785,080.36. salary expense is $215,667,000 (85%), budgeted Special Revenue salaD~ expense is $29,248,000 (11%) and budgeted Child Nutrition salary expense is $9,726,000 (4%) for the 1994-95 fiscal year. OMB Circular A-87 (1981) provides that "total costs of a grant is comprised of the allowable direct cost incident to its performance plus its allocable 



Page 5 Our Testwork and Conclusions 
portion of indirect costs, less applicable credits,.. Direct costs arc those associated with a partieular objective." The amounts paid to UCCS are a direct cost of the program for the amounts billed. Our procedures and testwork for unemployment compensation insurance disclosed that billings and charges were in compliance with Federal Cost Princip2es (OMB Circular A-87 in effect for the criod under review). 

During the 1993-1994 fiscal years, the Our review of the aforementioned schedule disclosed General Fund was billed only 30% and 29% no illustration of the over/under billings by fund and of the costs, respectively, versus 85%. The year. following is a schedule which illustrates the over/under billings by fund and As previously noted, we conclude that the charges year...(schedule not shown) The above for unemployment compensation are in accordance allozation appears to inappropriately allow with OMB Circular A-87 (1981) and therefore there the Self-Insurance Internal Service Fund to is no violation of the False Claims Act (18 USC und,zr bill the General Fund itself for its share #287). of Unemployment Insurance, which is a violation the False Claims Act (18 USC Our procedures disclosed nothing to indicate that the ~287) and Federal Cost Principles/OMB cuxTent system utilized by the School Board to Circular A-87. charge unemployment compensation insurance allows the Self-Insurance Fund to underbin the General Fund for its share of unemployment compensation insurance costs. The Child Nutrition and Special Revenue Funds are billed with each payroll processed, which appears to be consistently applied for over 13 years. The billings are based on rates as provided by UCCS. Furthermore, we noted nothing to indicate any violations of the False Clairns Act (18 USC #287) and Federal Cost Principles/OMB Circular A-87 (1981). 



Page 6 Our Testwork and Conclusions i Recommendations: l i. The Risk Manager should re-allocate Disagree. Based on the testwork performed, the billings to the Special Revenue and Child method utilized to charge billings to the Special Nutrition Service Proglams for 1993-94 Revenue and Child Nutrition programs for the 1993- through 1994-95 fiscal years in 94 and 1994-95 fiscal years were in accordance with a~ceordance with GASB 10 and Circular GASB 10 and OMB Circular A-87 (1981). A-87. Furthermore, we noted nothing in the Internal Auditors' Report that addressed the propriety of the billings for the 1993-94 fiscal year. Based on the November 2, 1995 meeting, the Internal Auditor represented to us that only the 1994-1995 year was in question and that no questioned costs are related to previous years. 2. The Division of Financial Services Disagree. Not applicable, because the charges were should notify the Superintendent and in compliance with OMB Circular A-87. Compliance Officer about the improper binings and/or violations of Federal cost principles. 3. The Superintendent and Compliance Disagree, Not applicable, because the charges wele Officer should make the appropriate in compliance with OMB Circular A-87. notices to outside Governmental agencies (e.g., Federal Cognizant agencies: Slate Department of Education} Internal Audit Report - Findine #2 The School Board should consider whether the use of commercial unemployment instwance is practical or if a self-insurance plan would more efficiently service the School Board's needs. Our Testwork and Conclusions Currently, the School Board has iC~n~=ceT~foe uSnChmT]o3~arndt pdr~e~dhe~bey ~j~cmcn~ercial Unemployment Compensation Insurance cov,~rage provided by a commercially bonded service companv (Unemployment Corapensation Control Svmems. Inc.-U'CCSI. 



Page 7 Our Testwork and Conclusions The premiums and claims paid for the Disagree. ' The Schedule compares premium unemployment insurance coverages for payments, less claim payments, .to determine the 1992, 1993, 1994 and 1995 are as follows: surplus retained by UCCS. Based on our review of (see Exhibit 5). As the above schedule the UCCS proposal to provide services to the School illustrates, the School Board is allowing Board, we are aware of other costs that UCCS bears substantial annual premium surplus (profits) on behalf of the School Board which were not to be retained by UCCS. considered in the analysis (Attachment 1). The contrasting of premium pa3'naents to UCCS and claim payments made to UCCS by the Internal Audit department is too limited to ascertain the premium surplus (profits), if any, retained by UCCS. Such a contrast should also consider any additional costs incurred by UCCS in the fulfillment of their contractual obligations to the School Board, as well as the volume of successful defenses on behalf of the School Board of unmerited unemployment claims. 
This same unsatisfactory, condition was Concur. The School Board should evaluate, on an noted in the External Auditors' 1991-92 on-going basis, the reasonableness of the cost for the Management Letter lo the Board. type of services rendered for its insurance programs. Management's response at that time was, "The school district's insurance coverages that are placed with commercial insurance carriers are continually reviewed for self- insurance. Currently we are gathering historical loss data to determine the feasibility, of becoming self-insured for automobile and property exposures under a program that would cap losses at an annual aggregate amount. The unemployment compensation program of the district is presently under review to determine the feasibility of becoming self-insured for automobile and property exposures under a program that would cap losses at an annual aggregate amount. The unemployment compensation program of the district is presently under review to determine the reasonableness of costs for the type of services, rendered. Concur with independent auditors findings and will develop procedures whereby the appropriate departments review quarterly reports for propriety and 



Page 8 Our Test'work and Conclusions accuracy." The Division of Financial Services, through an RFP, negotiated a $358,495 premium reduction from UCCS in fiscal year 1995. However, there still appears to be an opportunity to save addilional premiums through establishment of a self-insurance unemployment plan under the reimbursab e method. I In addition to the above, UCCS filed for Chapter 11 bankruptcy protection from its credi~tors in May 1993. Further, since UCCS deals with a concentrated market of public agencies throughout the State of Louisiana, there is an unacceptably high risk that they may not have the financial capacity to handle the School Board's claims if large cuts in federal programs are made by various congressional proposals, as anticipated by 

While the viability of UCCS should be a valid concern of the Sehool Board, and the status of UCCS's bankruptcy proceedings should be closely monitored, the Board and management must weigh the facts and determine what is appropriate for the School Board. We cannot comment as to which risks are acceptable or to the potential for large cuts in federal programs, as this is beyond the scope of 
the Division of Financial Services. the procedures performed. 
Recommendation: the Risk Management Department and School Board should immediately reconsider (within 90 days) the practicability" of the current bonded service insurance arrangement and take steps to implement a more cost effective self-funded . or alteruative unemployment program, since the current plan has generated an unfavorable surplus of $3,632,243 to UCCS 

As the Internal Audit Report quotes from one of our previous management letter comments, we bare obviously suggested a similar consideration by management. The 90-day requirement is Internal Audit's opinion as to the urgency of the matter. The surplus noted by Internal Audit appears to be ow~rstated for costs not considered in the analysis, as noted above and in UCCS's proposal. "The proposal outlines specific services in addition to paying actual4 claims whichd UCCS is required to 



Page 9 Internal Audit Report - Findin~ #3 
Our Testwork and Conclusions 

with A-87, 
Federal cost principles require self-insurance Our review of the Federal Cost Principles (OMB funds to be established on an actuarially Circular A-87 (1981)) in effect for the fiscal year sound basis, premiums reduced to reflect ended June 30, 1995 disclosed no requirements that inw~stment income, and self-insurance fund self-insurance funds had to be established on an retained earnings not to exceed the actuarially sound basis, that premiums had to be combined sales of two months. reduced to reflect investment income or that retained earnings were not to exceed the combined sales of two months. The regulations in effect for this period are included in OMB Circular A-87, effective January 15, 1981. As stated in the OMB Circular A-87, contributions to a reserve for self- insurance programs approved by the Federal grantor agency are allowable to the extent that the type of coverage, extent of coverage, and the rates and premiums would have been allowed had insurance been purchased to cover the risks. The excerpts related to fringe benefits and insurance are included as Attachment 2. [Generally Accepted Accounting Principles We concur that the Worker's Compensation self- (GASB 10) require self-insurance funds that insurance fund did not bill the General Fund in 1993- provide risk financing services to bill funds 94. Our procedures disclosed that the General Fund for those services provided. Our was billed only for third-party claims administration examination of the Workers' Compensation )ayments in the 1993-94 budget. self-insurance fund determined that the General Fund was not billed workers' However, the amounts charged to the Federal compensation self-insurance for fiscal year programs were consistent with prior years. 1993-94. "Contribution to a self insurance reserve program approved by the Federal grantor agency are allowable to the extent that the type of coverage, extent of coverage, and rates and premiums would have been allowed had insurance been purchased to cover the risks." (OMB Circular A-87, 1981). Additionally, amounts charged to the General Fund were based on approved budgets adopted by the Board in response to the General Fund's limited t resources and prior excess contributions. 



Pag,~ 10 Our Testwork and Conclusions 
In addition, the Workers' Compensation Our procedures disclosed that the amount of retained self.insurance fund retained earnings earnings and rate is correct as described in the exceeded the combined sales of two months Internal Audit Report. However, based on the at the end of fiscal 3,ears 1993 ($4,360,307) review of the regulations in effect, there is no and at the end of 1994 ($1,484,362). provision m the regulations restricting the amount Furl:her, the Workers' Compensation of the retained earnings for self-insurance funds. As premium rates billed were not based on stated in the OMB Circular A-87, contributions to a actuarial cost less projected investment reserve for self-insurance programs approved by the income, but rather were based on manual Federal grantor agency are allowable to the extent rates set by the Department of Insurance for that the type of coverage, extent of coverage, and commercial insurance corupanies. the rotes and premiums would have been allowed had insurance been purchased to cover the risks (C.4.c) Attachment 2. As a result of these actions, the Risk worker'sccompensationlfund were inhcompliancethe Management Department violated federal cost principles (OMB A-87) and with Federal Cost Principles (OMB Circular A-87, Governmental GAAP (GASB 10). 1981) and GASB 10. (OMBCircularA-87 ,1 981 )and GASB10.Rec ommendatio 
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Internal Audit Report - Finding #4 Self-Insurance Funds should account for all risks retained in accordance with Governmental General Accepted Accounting Principles (GASB 10) Our Testwork and Conclusions Governmental Accounting Standards Board Concur. Statement 10 (GASB 10) provides accounting standards for governmental entities that assume the role of the insurer and the role of the insured (risk retention). Our examination determined that fully insured (risk transferred) insurance plans were recorded in the self-insurance fund (risk retention). Recording of the cost of fully insured Based on our November 2, 1995 meeting with insurance plans in a Self-lnsurance Internal Internal Audit, it was clarified by the Internal Audit Service Fund was not in accordance with staffthat the issue was use of the word "self" in the (GASB 10) accounting standards. As a result, description of the funds. The labeling of "self" the .,:,elf-insurance fund financial statements insurance funds, as compared to insurance funds, has were not properly reported in the 1993-94 been changed in the 1994-1995 CAFR. CAFR because it included the following fully insured insurance plans: The Group Health Insurance program was fully self- insured for 10 months of 1993-1994. The change Fully Insured Plans in funding status was disclosed in the notes in the 1993-1994 CAFR. Attachment 3. A. Life, Dental and Vision B. Group Health Insurance C. Boiler and Machinery Recommendation: The Risk Management Department should The accounting and reporting for the Board's health establish control procedures designed to insurance program is governed by the overall assure the self-insurance fund Financial concepts of Section C50 of the GASB Codification Statements are prepared in accordance with which properly allows the use of an internal service Governmental GAAP for the preparation of fund to account for the Board's risk financing the CAFR and the Self-Insured Terminated activities. The Board has properly accounted for its Group Health Insurance Plan should be health insurance program in such an internal service reported in the self-insurance fund on a fund. SOP 92-6 is related to the financial liquidation basis of accounting (SOP 92-6). accounting and reporting of health and welfare benefit plans, typically those structured under ERISA 



Page: 12 Our Testwork and Conclusions guidelines. The CAFR is a report on the entire governmental entity and not a report of a health and welfare plan. As such, SOP 92-6 does not apply to the School Board's presentation of its general purvose financial statements. 
Part I1 - Chief Financial Officer's response to the Internal Audit Report dated September 26, 1995 Internal Audit Report - Findine #1 

Internal Audit Recommendation #1. The Risk Manager should re-allocate billings to the Special Revenue and Child Nutrition Service Programs for 1993-94 through 1994-95 fiscal year's in accordance with GASB 10 and Circular A-87, Our Testwork and Conclusions Disagree. The premiums charged to the Bas~,d on the correspondence from Unemployment various funds of the School District, General Compensation Control Systems (UCCS) dated April Fund included, are based on the anticipated 4, 1995 and September 15, 1995, the premium rates risk of unemployment claims against the are set by the insurance carrier based on "actual School District and are set by the District's experience of the groups over our 12 ),ear insurer Unemployment Compensation relationship with Orleans Parish School Board." Control Systems, Inc. - UCCS. (Attachment 4) 
Further, based on the stated rates, premiums Concur for Special Revenue Fund and Child Nutrition are charged to the individual funds with each Fund Special Revenue and Child Nutrition premium biweekly payroll. As shown on Schedule 1, expense for unemployment are charged with each the following rates were in effect for 1993- biweekly payroll. The entD, from the payroll system 94 zuad 1994-95 (schedule not included)... also generates an interfund entry between the fund that was expensed and the General Fund and a These rates are incorporated in the School liability in the General Fund. Quarterly, a manual District's payroll system and are applied with entry is recorded to reduce the liability set up by the each payroll along with other statutory payroll system in the General Fund and to record the benefits such as Teacher's Retirement, Social revenue in the lntemal Service Fund. Each quarter, Security, Medicare, etc when the UCCS invoice is paid, the intemal service 



Page 13 Finance's Response Our Testwork and Conclusions fund premium expense is recorded. The entry to record the expense in the General Fund is prepared at the end of the year. An analysis is performed by Mr. Bradford to determine the total premium paid to UCCS and the amounts charged to each fund. An entry is then prepared by Mr. Bradford to record the proper amount to General Fund expense and Internal Service Fund revenue for the remainder of the premium not already charged to the Special Revenue and Child Nutrition Funds. In addition, the rates stated for 1993-94 and for July to December 1994- 95 agreed to the UCCS contract and the control file within the payroll system. The rates for January to June 1994-95 agreed to correspondence from UCCS dated April 5, 1995 and September 15, 1995. The above understanding was obtained based on an inquiry of Mr. Bradford, observation and recalculation of the labor distribution report, and observations of ioumal entries on a test basis. The rates vary by fund type based on the 'Concur. Based on the correspondence from UCCS perceived risk of unemployment claims. dated September 15, 1995, rates are set based on The rate quoted for the externally funded "actual experience of groups over our 12 year programs is high due to the nature of relationship." funding. Federal and State funded programs are funded on a year by year basis. While We do not comment on whether the federal certain programs such as Chapter 4, which is program will be terminated. now Title I, have been around for several years, funding is not guaranteed beyond June 30th of the last action authorization year. The rate for the Child Nutrition Program is based in part on similar assumptions It is Management's contention that the Concur. We agreed the cited excerpts and School District's method of allocating cost paragraphs to the 1981 OMB Circular A-87 (1981), ,of unemployment insurance is appropriate which was the Circular in effect during this period. ;and meets the criteria set forth in OMB C rcular A-87 to w th The School District's method of allocating ' (-~oncur. We noted no violation of OMB Circular A- unemployment insurance premiums is in 87 (1981). accordance with Circular A-87 as the aforementioned excert)ts demonstrate. 



Page 14 Our Testwork and Conclusions Further, Schedule 1 demonstrates the Concur with salary expense with the exception of District's method of charging direct costs, Professional Improvement Program (PIP) salaries i.e., employee benefits, to the respective being excluded from Genera] Fund salaD~ expense. funds of the. School District. Schedule 1 is Based on our discussion with Mr. Henderson on divided into five sections ... November 2, 1995, the purpose of his report was to demonstrate that the amounts charged were reasonable and consistent. The amounts for PIP were left off the schedule but would not have changed the net result that General Fund, Special Revenue Fund and Child Nutrition Fund were all underbilled for 1994-95. Concur with contribution rate for unemployment insurance, based on our observation of supporting documentation. Concur with allocable premiums with the exception that General Fund allocable premium would be higher with the inclusion of the PIP salaries and the fact that Mr. Henderson's 1994-95 column uses a weighted average contribution rate. Concur with the actual expenses in all funds for unemployment insurance based on the observation of supporting documentation. Concur with variance between actual expenses and allocable expenses as far as classifications as under allocations for 1994-95, based on our recalculation. 



Page 15 Internal Audit Recommendation #2. The Superintendent and Compliance Officer Federal cost principles. Division of Financial Services should notify the about the improper billings and/or violations of 
Our Testwork and Conclusions Strongly disagree. The Auditor's conclusion Concur with representation that rates are set by regarding the application of direct exp~n~es UCCS based on "actual experience" based on of the individual funds is incorrect as eon~espondence from UCCS. disctLssed above. The asstunptions that all funds should be charged the same rate for unemployment insurance premiums does not recognize the inherent risk of unemploy- ment related to terminal funding associated with Federal and external grants. The Capital Projects Fund and Self Insurance Fund Administration are by default liabilities of the General Fund since these funds are an extension of the School District's basic operation and have been established solely for accounting purposes. Externally funded pro t,mms, including the Child Nutrition Fund, are not extensions of the General Fund. Internal Audit Recommendation #3. The Superintendent and Compliance Officer should make the appropriate notices to outside Governmental agencies (e.g., Federal Cognizant agencies, State Department of Education). Our Testwork and Conclusions Disagree. As discussed above, the School Concur that Management did not violate the False District d d not under bill the General Fund ACl.~,~s Act or violate provisions of OMB Circular or pass on excessive charges to the Federal programs. Accordingly, the suggestion of a violation of the False Claims Act and/or Fedteral Cost Principles/OMB Circular A-87 is unfounded or without merit. Internal Audit Reoort - Findinl~ #2 The School Board should consider whether the use of commercial unemployment nsurance is practical or if a self-insurance plan would more efficiently service the School Board's needs. 



Our Testwork and Conclusions Disagree. The decision to maintain the Concur as to the need for consideration of other bonded service arrangement was based on factors. Based on our discussion with Mr. Henderson several factors, ... As for the profits on November 2, 1995, his analysis was intended as retained by UCCS, the Auditor's analysis an illustration to demonstrate that UCCS bears other failed to include the cost of maintaining costs and risks in addition to claim payments. appropriate staff to defend unemployment claims against the District. Further, the analysis does not consider the maximum benefits allowed (MBA) for the claims cited in the Auditors' report. For instance, at the end of 1994 UCCS reported an MBA of approximately $1.3 million. This represents the value of benefits claimants can receive on salary and wages paid by the School District; said benefits are payable over a oeriod of eighteen (18) months. While it is not the role of the School We concur that other costs and risks are associated District to track profit in a situation of risk with unemployment costs in addition to actual transfer it is in the Dislrict's interest to be claims and that these other factors should be aware of the cost of risk transfer versus the considered in evaluating the cost of the potential cost of retaining the risk. unemployment insurance coverage. However, one must consider all cost factors: actual claims, administration expense and As noted previously, it is a Board and management potential losses, before one could conclude decision as to the type of insurance and extent of that self insurance is a more viable option. coverage which should be obtained. Focusing entirely on the simple analysis of cost of coverage versus claims paid would suggest that the School District should retain (self insure)the risks associated with vehicle liability, property and casualty and boiler and machineD, coverage since these exposures axe full3, insured with little, if any, claim activity. Following is a simple analysis of cost and premiums associated with the decision to self insure unemployment comoensation: ... 



Pagel7 Internal Audit Report - Findin2 #3 
Workers' Compensation Self-Insurance Fund Billings should be in accordance with Federal Cost Principles and Governmental GAAP - GASB 10 and OMB Circular A-87, Cost Principles for State and Local Government (Circular A-87) Internal Audit Recommendation #1: The Risk Management Department should establish control procedures designed to assure that Self-Insurance financial statements are pref, ared in accordance with GAAP and the rates billed to funds are in accordance with federal cost principles. Our Testwork and Conclusions Management agrees that financial Concur, based on our conclusions as previously statements should be prepared in accordance described. with Generally Accepted Accounting Pnnciples (GAAP) and expenses are in accordance with federal cost principles. However, Management disagrees with the Auditor's conclusion that the School District violated federal cost principles and was not in compliance with GAAP. The federal regulations cited by the Auditor, OMB Circular A-87, were revised, effective September 1, 1995, to include the following criteria relative to self insurance in Section 25 of Attachment B: ...The method of allocating premiums was based on employee job classes and related risk of injury regardless of fund t3,pe. The use of employee job classes in determining oremiums was consistently aDolied As ,af June 30, 1993, the cumulative excess We agreed amounts in the referenced schedule with General Fund contribution for worker's minor differences and conclude that this analysis is a compensatiun totaled $3,135,323, as shown reasonable method to determine over payments and on Schedule 2. The Special Revenues Fund under payments. This analysis includes all operating exo~ss totaled $98,181. For this and costs of the workers' compensation fund, which budgetary reasons the General Fund includes all salaries of the Risk Management Contribution for 1994 w~,s limited to third Deparlment, repairs related to litigation, and other parly claims administration payments. As of costs. The salary related costs should be allocated June 30, 1994, the cumulative excess based on actual time incurred bv personnel in Risk General fund contribution totaled Management to all of the Sct]oo/ Board's insured $1,890,288 and the Special Revenues Fund programs. The other non-related to workers' defitciency was $319,726. Using the analysis compensation costs should also be charged to the 



Page 18 Our Testwork and Conclusions shown on Schedule 2, the Federal appropriate fund. See Part IV for .our conclusions Government was not under billed for 1993, related to the potential impact of the exclusion of 1994 and 1995 fiscal years based on actual these costs from management's analysis. operating costs of the Worker's Compensation Program. However, the School District's use of premiums or rates to bill Special Revenues and Child Nutrition funds were not based on projected costs but on the historical commercial insurance ~remiums that were in effect at the time of transition to self insurance, it should be noted that part of tile School Board's plan, at the time of transition, was to establish a reserve that equaled one year's premium in the commercial market, which was never accomplished due to increased claims and costs. 

Our Testwork and Conclusions The federal regulations, OMB Circular A-87, Concur. OMB Circular A-87 (1981) was in effect that were in effect in 1993 and 1994 did not during this period, the Circular does not require require actuarial studies for self insured actuarial studies for self-insurance funds. . "morker's compensation Programs. In light of recent changes in the federal Noted. regulations regarding cost allocation plans, Management will develop worker's compensation rates on an actuarial basis starting with fiscal vear 1995-96. 



P~el9 Internal Audit Recommendation #3: The Superintendent and Compliance Officer should make the appropriate notices to outside Governmental agencies (e.g., Federal Cognizant agencies, State Department of Education). Finanee's R..esponse Our Testwork and Conclusions 
As fo:r the Auditor's assertion that the Concur, based on our findings as previously reported. School District was not in conformity with See Part IV reference for our overall conclusions. Govenamental GAAP, Management could not determine the nature of the assertion No further action required. with the information presented since the School District's method of charging premiums does bill individual funds for their representative share based on employee job classes. Exhibit A (not included), an excerpt from the School District's payroll control file, includes three deduction codes for Worker's Compensation premiums ... Given thai ]Management believes that the cost allocation method used by the School District was in accordance with the applicable federal regulations and the General Fund had contributed more than its share of worker's compensation reserves, no further action is required by either the Suoenntendent and/or Compliance Officer. Internal Audit Report - Findine #4 Self-Insurance Funds should account for all risks retained in accordance with Governmental General Accepted Accounting Principles (GASB 10) Internal Audit Recommendation: The Risk Management Department should establish control procedures designed to assure the Self-lnsurance Fund Financial Statements are prepared in accordance with Governmental GAAP-for the preparation of the CAFR and the Self-lnsured Terminated Group Health Insurance Plan should be reported in the Self- Insurance Fund on a liquidation basis of accounting (SOP 92-6). Our Testwork and Conclusions The Life, Dental and Vision plan was a Concur that the financial statements are prepared in ] retrospectively rated plan wherein premiums accordance with GASB 10; the wording changes that[ were paid to an insurer based on projections. resulted from the Internal Audit Report further[ In those years that the actual claims exceed elar ~" the insurance programs of the School Board. I premiums the School District is billed for the I 



Page 20 Our Testwork and Conclusions I cxcess. In years where premiums exceed actual claims the excess is refunded to the School District and placed in the Life, Dental and Vision reserve... The key phrase here is "the loss has been retained" which implies the Life, Dental and Vision Plan is not a fully insured plan. 'Likewise for the Health Insurance Plan, which was a fully self-insured Triple Option plan during the 1993-94 fiscal year... Risk financing activities are defined at paragraph 6 as an element of risk management including risk retention (self-insurance) and risk transfer to and from an insurer and to a non-insurer. Based on the foregoing interpretation of GASB 10 it is Management's contention that the School District's financial statements are prepared in ac~cordance with governmental GAAP incluclin~ GASB Statement 10. 
Part II1 - Internal Audit's Resl~onse to the Chief Financial Officer's Response to the Internal Audit Response - Findine #1 Auditor's Comments to Mr. Henderson's Response to Finding #1-Concerning the Over- billing of Unemployment Compensation Insurance Premiums to Federal Programs Our Testwork and Conclusions We read Mr. Henderson's response regarding Disagree. The journal entries that record the the use of unemployment billmg rates based expense in the Special Revenue and Child Nutrition on the perceived risk of unemployment funds are done automatically through the payroll claims set by the District's insurer system with each biweekly payroll. These entries Unemployment Compensation Control did utilize the UCCS billing rates; however, the rates Systc:ms~ Inc. (UCCS). We reviewed the that were in effect prior to January 1, 1995 were rates referenced by Mr. Henderson's Schedule utilized for the entire fiscal year. As a result, when 1. We also read Mr. Henderson's assertion it was discovered that the incorrect rates had been that "based on the stated rates, premiums are charged for the six-month period ended June 30, charged to individual funds each bi-weekly 1995, a journal entry x~as recorded to properly payroll." We examined the Risk Manage- charge premium expense in each fund reflecting the menl Department's 1994-95 general ledger new premium rates for one-half of the year. It history file report and reviewed the journal should also be noted that what is recorded quarterly entries that recorded the billings to the is the expense and revenue in the self-insurance 



Page 21 Our Testwork and Conclusions individual funds. From our examination, we fund; the expense in the General Fund is recorded at determined that the journal entries that the end of the year. This entry records any recolded the unemployment billmgs to the remaining UCCS premiums not charged to the individual funds were recorded quarterly (not Special Revenue and Child Nutrition Funds to the bi-weekly, Mr. Henderson's assertion) and General Fund. These procedures have been the journal entries did not record the billings consistently applied in prior years. During our status to the individual funds utilizing UCCS billing meeting with Mr. Henderson, he noted that when rates. the new rates were revised earlier in the year, the rates in the payroll system were not updated. In preparation of his response to the Internal Auditor's Report, he realized that the rates were not updated by his staff and provided instructions to his staff to correct the problem. These procedures by the Finance Division are what we would exoect to occur. Our Exhibit A documents the difference Based on our discussion with Mr. Henderson on between UCCS invoice amounts (what should November 2, 1995, the Orleans Parish School Board have been billed according to Mr. was in negotiation with UCCS since the fall of 1994 Henderson's assertions) and the amount to set new rates for the School Board's actu'ally billed. According to Exhibit A, the unemployment insurance coverage. The General Fund was underbilled $581,102.34, representation that these rates were in negotiation before the $213,358.00 audit adjustment was prior to the issuance of Internal Auditor's Report is penciled in. As a result, the Federal supported by correspondence from UCCS dated Programs were still overbined $367,744.34. April 4, 1995 regarding the new rates (Attachment The journal entries that recorded the actual 4). In addition, when UCCS invoices are paid, a billings did not have sufficient supporting public voucher is prepared in the Risk Management documentation that could explain the billing Department. This public voucher includes an entry rates used. We requested the supporting that records the premium expense in the self- documentation for the actual billing rates insurance fund. The public voucher is not the basis from Mr. Carl Coleman, Director of Risk to charge premium expense to the other funds; Management Operations. Mr. Carl Coleman therefore, the public voucher is not the basis for has not responded to date to our request for charging costs to the Federal programs. supporting documentation that explains the aetu~tl billing rates used. This information Based on the methodology of using rates as provided should have been readily available to Mr. by UCCS to bill the Special Revenue Funds and Child Carl Coleman, and Mr. Terence Bradford, Nutrition Fund, and our review of Mr. Henderson's Insurance Accountant. response (addressed in Part I11 below), we are not aware of any overcharges to Federal Funds. Also, as addressed in Part IV, the Internal Audit Report erroneously includes state and local salaries in its Special Revenue Fund salaD' amounts, and does not address the non-federal revenue sources of the Child Nutrition Programs. 



Page 22 Our Testwork and Conclusions Our ~review of the 1995 actual expenses 1( is usual for the Finance Department to accumulate sheba on Mr. Henderson's Schedule I (not entries prepared during the course of the audit and included) revealed that the costs did not record them after the completion of the audit reconcile to the General Ledger as follows: fieldwork. The entries are effective as of the year end even though they are posted to the general Difference ledger subsequent to year end. "['his practice, to our General $ (213,389) knowledge, has been followed for several years. Child Nutrition 34,538 Special Revenue 184,206 $ 5.355 
The inference from the above implies that the General Fund was under billed and the Child Nutrition and Special Revenue (federal proglarns were over billed) which supports Finding #l. We extended our audit fieldwork to review the external auditors' audit adjustments and those adjustments prepared by the Financial Services Division subsequent to our Interim Draft Audit report and folloa, ing Mr. Henderson's September 26, 1995 responses. No adjustments were recorded in the General Ledger as of October 5, 1995; however, we received an anonymous phone call that suggested that an adjustment would be made by the Risk Management Accountant. I On October 4, 1995, we requested copies of The credit of $466,247.80 to fringe benefits was due such journal entries from lVlr. Carl Coleman primarily to a posting error of $401,508 that was who has not responded to date for our corrected in the general ledger in October 1994 but request for information that should be was not corrected on the request for reimbursement readily available. Further, we determined until the omission was detected, which was during the from Mr. Derrick Muse, Budget Analyst and preparation of the 4th quarter request. Mr. John Paranilam, Child Nutrition Accountant, that an unemployment It was detected when the budget analyst was "penciled in" adjustment was made to the reconciling the general ledger to the request for 4th quarter reimbursement claim (correcting reimbursement in preparation for the Schedule of over billings) to the Title l program and Federal Financial Assistance during the audit. The that no formal journal entry has been adjustment was unrelated to the specific issue of recorded into the General Ledger. Further, unemployment and is unrelated to the Internal the Request for Funds prepared by Mr. Auditors' Report. Reginald Zeno, Budget Director, dated 



Page ',23 Our Testwork and Conclusions September 28, 1995, revealed that a credit in In addition, we noted that the incorrect rates were in the amount of ($466,247.80) was issued to the payroll system for the period January 1, 1995 I Title I (Special Revenue Programs) for through June 30, 1995. Since the June 1995 request Budget Account No. 200 Employee for reimbursement had not yet been submitted, the Benefits (see Exhibit B -. not included). June request was adjusted in order to properly request Also, Exhibit C (not included) presents a amounts due from the Department of Education cop) of an October 5, 1995 memorandum These control procedures appear reasonable. explaining the adjustment from Mr. Derrick Muse, which indicates that the credit included a $129,686 adjustment that was issued due to an unemployment compensation journal entry that was prepared by Mr. Terence Bradford. According to Mr. Muse's memorandum, the external auditors reviewed and approved the entry as an audit adjusting entry. Appendix 13 oresents copies of adiustment entries. The inferences from the above facts support The Internal Auditor's report alleged that there were our Finding #1 that Federal Programs were violations of the False Claims Act and Federal Cost over hilled. However, we still note that Mr. Principles/OMB Circular A-87. Based on our review Henderson's response did not acknowledge of Mr. Henderson's response and confirmation at the fact that the various Federal program our November 2 meeting, Mr. Henderson's response funds were over billed. We have documented was intended to demonstrate that this was not the in our Interim Draft Audit report, the case. seriousness of federal progl~m over billings and if immediate action is not taken, regarding these developments, the School Board may be subject to more severe remedial actions and sanctions by the federal government, such a.s fines, penalties and possible criminal charges. In summary, the assertions made by Mr. Based on our testwork, Mr. Henderson's assertions, Henderson are not supported by verifiable included in the Schedule in his report, are supported documentary evidence and suggest a possible by evidence--namely the general ledger, UCCS "cover up" to conceal corrections to Federal correspondence, and journal entries. Nothing came Proglam over billings through "penciling in" to our attention during the course of our work unrecorded joumal adjustments (that were which indicated fraud or a "cover up." not supported) to the 4th Quarter federal claims reimbursenrent (Title 1) that bypass the required disclosures and the General Ledger. Further, the Federal programs are still over billed $367,744.34 for 



Page 24 Our Testwonk and Conclusions 
unemployment insurance cost, even after the penciled in adjustment of $213,358.00, according to the actual IJCCS quarterly invoices. Internal Audit Response - Findln~ #2 Auditor's Comments to Mr. Henderson's Response to Finding #2-The School Board should consiider whether the use of commercial unemployment insurance is practical or if a self- insurance plan would more efficiently service the School Board's needs Our Testwork and Conclusions Mr. Henderson's response:, regarding the As previously mentioned, the 90-day requirement is discussions in Washington during the last Interual Audit's opinion as to the urgency of this twelve months relative to balancing the matter. We agree that the viability of UCCS should Federal budget and major reductions in be a valid concern of the School Board and the status entitlement programs, said the School Board of UCCS's bankruptcy proceedings should be closely would be unwise to retain this risk at this monitored. Finally, we make no comments on the time. However, we noted in our Finding #2 perceptions stated that there will be an3' massive that the present carrier is going through reductions in entitlement programs in the near bankruptcy reorganization procedures and future; no specific legislation has been passed and the client base of the carrier is concentrated conclusions regarding any programs would be with insureds that would absorb the brunt of speculative at this time. the catastrophic reductions in entitlement prog:rams. Continuing with such a carrier is As noted previously, the decisions related to unwise, as our recent history with GIA has insurance coverage and risk retention are Board and shown. Bonded service with an outside management decisions. We do no comment as to carrier is only viable when there is financial the feasibility of the issue, as it is beyond the scope stability and diversity in the client base to of this report. absorb catastrophic events that Mr, Henderson is predicting in his response. It is this rationale alone that the Risk Management Department and School Board should immediately reconsider (within 90 day,s) the practicality of the current bonded service insurance agreement. Mr. Henderson's response did not provide comments relating to these concerns raised in our Finding #2. Further, neither Dr. James Lloyd or Mr. Armand Devezin share Mr. Henderson's perception that there will be any massive reductions in entitlement !oro~rams in the neat future. 



Page; 25 Internal Audit Resoonse Our Testwork and Conclusions We noted the School Board would have We disagree, in that sufficient data was not utilized saved $3,632,243 (a comfortable fund to make a determination that the School Board reseJve) if the external auditor's 1991-92 would have saved $3,632,243, however, it is still our recommendation was implemented over the position that the School Board should continue to last four (4) years. We disagree with Mr. evaluate on an ongoing basis the reasonableness of Henderson's assertion that "it is not the role the cost of the type of services rendered. of the School District to track profit in a siPaation of risk transfer", ,as did /be 199J- 92 extemal auditor's finding disagreed with Mr. Henderson's assertion. As fur Mr. Henderson's' comment about our Additionally, we agree that the Maximum Benefits analysis and the 1991-92 external auditors Allowed is a potential exposure if all unemployed analysis of profits retained by UCCS, Mr. claimants do not find a job and that this approach is Henderson failed to mention Maximum a conservative method of estimating the potential Benefits Allowed (MBA) is not an annual exposure. Furthermore, the School Board does incur (12 months) cost (relevant to our analysis) expenses associated with the defense of but a potential 18 month exposure if all unemployment claims. unemployment claimants do not find a job. It is not safe to conclude that all Again, as noted previously, as auditors we note areas unemployed claimants will not find jobs (Mr. of improvement or cost efficiency. Ultimately, Henderson's assumption). Mr. Henderson management and the Board determine the actions to also failed to point out the School Board has be taken. We do not comment on this section of always incurred expenses associated with the the Internal Auditor's Response since the defense of unemployment claims, travel and recommendation is based primarily on their oth~:r associated cost, since OPSB Personnel judgment in matters which were beyond the scope of Department staff attend claims appeal our expertise. hcaJ'ings along with UCCS representatives. Fimdly, Mr. Henderson ~ailed to point out that the School Board required UCCS to obUdn a $300,000 performance bond, which is inconsistent with his assertion that UCCS woldd insure $1,238,487 of total expenses, based on expected exposure which supports our estimate of expected claims (Exhibit C not included). 



Page 26 Our Testwork and Conclusions Finally, given all relevant cost factors, actual We agree that the self-insurance option should be claims, administrative expenses and continually evaluated as stated in Finding #2. excluding the 18 month potential exposure (Mr. Henderson's assumption that all unemployed claimants will not find jobs in 18 months), the self insurance option should be continually evaluated. In summary, the assertions made by Mr. Henderson failed to address our concerns regarding the School Board doing business with it bonded service company in bankruptcy reorganization. We feel the above facts support our Finding #2. 
Internal Audit Response - Findinl~ #3 

Auditor's Comment to Mr. Henderson's Response to Finding #3-Worker's compensation billing should be in accordance with federal cost principles and government GAAP - GASB 10 and OMB Circular A-87 Internal Audit Resoonse Our Testwork and Conclusions 
We read Mr. Henderson's response regarding We disagree. We noted no federal cost principles in the tlse of commercial insurance premiums effect for the fiscal year ended June 30, 1995 and Mr. Henderson's assertions that the requiring self-insurance funds to be established on an federal cost principles regarding cost actuarial sound basis, nor did we note any regulations allocation plans will begin after September 1, requiring that commercial rates be adjusted at the 1995. We noted in our Finding #3 that end of each fiscal year for actual experience of the federal cost principles require self insurance applicable funds. fund:; to be established on an actuarial sound basis. We will modify our report to cite the specific federal cost principles (for the benefit of all readers and Mr. Henderson) that have been effective since April l, 1982. We will reference 45 CFR Part 95.507 (a.2), 45 CFR 95.507 ('o.6 and 7} specifically and 45 CFR Parts 75, 205, 232, 302, 304 and 1392 in general. In addition, we noted that federal programs were over billed because the commercial rates weren't adjusted at the end of each fiscal year for the actual e, xperience of the applitcable funds (A87.3.a) which is somewhat similar to conditions noted in our Finding # 1. 



Page 2,7 Our Testwork and Conclusions We noted in our Finding #3 that GAAP 'We agree that GASB 10 requires that self-insurance (GASB 10) requires self insurance funds that ,funds that provide risk financing services to bill provide risk financing services to bill funds funds for those services provided. " for those services provided. Mr. Henderson's i response documents the General Fund was We also agree that the General Fund was not no...! billed for fiscal year 1993-94. Mr. consistently treated in 1993-1994 in terms of the Henderson's response documents this was amounts billed for Workers" Compensation. done because the General Fund had accumulated $3,135,323 of excess The General Fund should be charged for the contributions as of 1992-93 and for premiurns in the future for the premiums not budgetary reasons the General Fund charged in 1993-94; this did not impact charges to contribution for t993-94 was limited to Federal funds. third party claims administration payments. Mr. Henderson Schedule 2 documents that Special Revenue and Child Nutrition had accumulated as of 1992-93 excess contributions of $98,181 and $619,149, respectively. These federal programs were not given a discount for their excess contributions but were billed for the commercial insurance rates in 1993-94. Mr. Henderson's response did not provide an explanation of the "1993-94 inconsistent treatment of the General Fund and the federal programs (A87 Cl.d) In summary, the assertions made by Mr. We agree with the finding that there ~s Henderson are not supported by a full inconsistent billing treatment for the General Fund; reading (as opposed to Mr. Henderson's however, we disagree that Federal Programs were selective reading) of Circular A-87 (which we overbilled and that the School Board is subject to referc:nced in our comments), and suggest a remedial actions and sanctions by the Federal lack of awareness of federal cost principles Government. Part IV of the Report beginning on that have been in effect since April 1, 1982 page 29, further describes our conclusion and regarding cost allocation plan requirements recommendation regarding the nonbilling of the and not September 1, 1995 as stated by Mr. General Fund in 1993-94. Henderson. Further, Mr. Henderson's response documents inconsistent billing treatment of the General Fund and Federal Programs, which have resulted in the School Board over billing Federal Programs (that subject the System to remedial actions and sanclions by the Federal Government). The above facts support our Findin~ #3. 



Page 28 Internal Audit Response - Fiudin~ #4 Auditor's Comments to Mr. Henderson's 'Response to Finding #4-Self Insurance Funds should account for all risks retained in accordance with Governmental GAAP - GASB 10 Our Testwork and Conclusions We read Mr. Henderson's response regarding The 1994-1995 CAFR diselosure has been updated fully insured insurance plans. We noted in to incorporate the elimination of the word "self' our Fisading #4 that certain insurance plans and "additional disclosures related to the were fully insured. Mr. Henderson disagreed retrospectively rated plan were added. The Self- and said the Life, Dental and Vision plan was Insurance Internal Service Fund has been revised to a retrospectively rated plan and not a fully read "Insurance" Internal Service Fund and all insured plan. Further, Mr. Henderson's references thereto appropriately amended. response said the School District's 1993-94 finan~;ial statements were prepared in accordance with . governmental GAAP including GASB 10. We reviewed Mr. Henderson's response regarding GASB I0 references for retrospectively rated insurance plans. We noted that the 1993-94 CAFR Notes to the Financial Statements disclosed that the Life, Dantal and Vision Plan was a fully insured plan, a position that Mr. Henderson disagrees. Assuming Mr. Henderson's response is correct and the 1993.-94 CAFR Notes to the Financial Statements are wrong, the 1993-94 CAFR misrepresented the Life, Dental and Vision Plan as a fully insured insurance plan (violated GASB 10). In addition, the fonowing required disclosures were not made in the 1993494 CAFR notes to ~te Financial Statements in accordance with GASB 10: 1. Insurance coverage is based on retrospective policies. 2. f'remiums are accrued based on the experience to date of the ultimate claims cost of the group of which the school board is a participant. 



Page 29 Our Testwork and Conclusions The above facts support our finding #4 that The wording issue was addlessed by management in the Financial Statements were not in the 1994-95 CAFIL The notes do describe the accoMance with GASB 10. insurance programs of the School Board, and it is our opinion that the financial statements are in accordance with GASB 10. The change in the insurance funds is clearly an immaterial issue. In addition to the above, we read Mr. The boiler machinery insurance is included in the Henderson's response regarding Boiler "Other Insurance Fund" which is funded by Machinery insurance plan. We reviewed the contaibutions from the General Fund. The amounts genend ledger and other documentation and related to boiler insuranee are insignificant. noted the Boiler Machinery insurance plan. We reviewed the general ledger and other documentation and noted the Boiler Machinery insurance plan was not billed to any fund for the past two years. As we noted in our comments regarding Finding a3, Governmental GAAP (GASB 10) require self insurance fund that provides risk financing services to bill funds for those services. The above facts support our Finding #4 that the Financial Statements were not in accordance with GASB 10. Mr. Henderson's response did not provide We disagree, as SOP 92-6 is not applicable to the comments regarding our concerns about the School Board's CAFR, as discussed previously. self-insured terminated group health insurance plan administered by GIA that should be reported in that self-insurance fund on liquidation basis of accounting (SOP 92- 6) and not combined with the full3, insured insunmce plan administered by Principal Health Care. The above facts support our Finding #4. 
Part IV - Our Conclusions and Recommendations Our inquires and observations support our findings and conclusions as summmJzed in the executive summary on page 1. In addition, we have held a status meeting with each party to confirm the facts as we. were made aware of them. In follow-up to the status meeting, we requested the supporting regulations for the findings contained in the Internal Audit Report, which we received on November 3, 1995. XVhile not noted in Part I, we would like to describe briefly the changes in OMB Circular A-87 and the supporting documentation received from Internal Audit. OMB Circular A-87 



P~e30 was originally created in 1968. It was revised and revised again in 1981 under the name of under the name of Federal Management Circular 74-4 OMB Circular A-87. The only subsequent revision to OMB Circular A-87 was approved in 1995. In 1988, OMB issued a proposed revision to OMB Circular A-87, which was not approved until May 1995, effectve September 1, 1995. Therefore, the appropriate federal regulations in use during the audit period was the 1981 OMB Circular A-87. The supporting documentation received from Internal Audit was requested since the audit report did not clearly cite the specific regulations in violation. The audit report cites 45 CFR Part 95; however, Part 95 is applicable to Public Assistance and Medical Assistance Programs and nol applicable to Department of Education Programs. In summary, while the revised OMB Circular A-87 requires changes such as actuarial studies and specific reporting of revenues, expenses and cost transfers, we do recommend the following: Periodic updates of rates charged to federal programs to ensure that the original assumptions are still valid. Review of the costs charged to worker's compensation needs to be performed. Insurance related costs should be charged to the appropriate funds and non-salary costs need to be charged to the proper fund. Review of interest earnings, if any, in the self-insurance funds should also be considered in assessing the premiums charged to all funds. The non-payment of full premiums by the General Fund in 1993-94 should be documented as to how the overpayment/underpayment of all funds should be accounted. While no revisions in prior years' reimbursements or financial statements are needed, from a Federal viewpoint, supporting documentation should clearly indicate the surplus accumulated by each funding source and how and when those surpluses (or deficits) are being repaid by those funds. A reasonable time period, such as three to five years, could be used. Procedures and policies should be implemented to ensure the prompt and proper application of the A-87 Cost Principles as revised effective September 1, 1995. In all of the supporting data reviewed, as well as discussions with both parties, in no instance did we note anything to support the alleged violations of the False Claims Act or OMB Circular A-87 (1981). Ve~, truly yours, KPMG Peat Marwick LLP 
Partner 



Page 31 6. APPENDIX - RESUMES FRANK T. MCKUNE Senior Manager, KPMG Management Consultants 
Mr. McKune is a senior manager, located in Denver, Colorado. He is responsible for KPMG's Grants Management Services and Cost Allocation Planning and Performance Services practice in the Midwest and Southwest Regions. He has over 25 years of experience in the area of cost allocation and indirect cost principles and procedures for state and local governments, colleges and universities, hospitals, and nonprofit organizations. He recently returned to KPMG after five years in Washington, D.C. where he was the Director of the Department of Health and Human Services, Division of Cost Allocation and Liaison. He was responsible for the Department's regional negotiation function with responsibilit3, for the negotiation and approval of cost allocation plans in excess of $12 billion annually. Representative Accomplishments Mr. McKune has had extensive experience with KPMG in a variety of engagements related to the areas of cost allocation and indirect cost principles and procedures. The major areas of his involvement include the following: Development of indirect cost and special service center rates and systems for state and local governments, colleges and universities, hospitals and nonprofit organizations. Review and successful negotiation of nmnerous cost allocation plans and indirect cost rate proposals under OMB Circulars A-87, A-21, A-122, and Ill-IS Hospital Cost Principles, OASC 3. Proposal preparation and successful negotiation assistance with the Department of Health and Human Services and other cognizant agencies. Development and instruction of numerous seminar workshops on OMB Circulars A- 87, A-21, and A-122. Addressed several regional audit forums, accounting associations and specific accounting workshops. Development and review of financial management systems for state and local governments and colleges and universities. Performance as engagement manager for the resolution of audits with state and local governments, hospitals, and colleges and universities. 



Page 32 FRANK McKUNE 
Background Before rejoining KPMG, where he was a senior manager with the Grants Management Service Practice, Mr. McKune: Worked for 23 years for the U.S. Department of Health and Human Services as an auditor, financial analyst, cost negotiator, senior cost policy specialist and functional director of the regional cost negotiation function. Spent 5 years in Washington, D.C. with the Division of Cost Allocation in policy and functional management. Spent 12 years with the Divisions of Cost Allocation in Denver. Responsible for reviewing and negotiating cost allocation plans, indirect cost and fiinge benefit rates. Spent 6 years with the Denver HHS Regional OIG office as an auditor. Mr. MeKune was awarded a B.S. in accounting from Regis College, Denver, Colorado and he is a Certified Public Accountant. 



Page 33 CHRISTOPHER POLISC.HuCK Manager, KPMG Peat Marwick LLP 
Chris Polischuck is a manager in KPMG's national Cost Allocation Planning and Performance Services (CAPPS) practice. He is experienced in cost analysis, cost determin:ition, statistical analysis, and in the review and analysis of management information systems for state and local governments. Representative accomplishments 

~ Preparation of cost allocation plans and departmental indirect cost rate proposals in accordance with the cost principles set forth in OMB Circular A-87 (state and local governments) and summarization of data to support negotiation of the proposals and indirect cost rates with cognizant federal agency negotiators. ~ Preparation of budget full-cost allocation plans for the reasonability of cost reimbursement from outside departments, especially utility funds. ~ Preparation of user fee and cost of service studies documenting the full cost of public services and recommendations for increased service fees and new fees. These reports detailed the various components of service cost, and included action plans for implementation of recommended fees. Equity issues regarding various service user groups were also addressed. Implementation of user fee studies resulted in significant increased revenue. ~ Preparation of Comprehensive Annual Financial Reports (CAFRs) which received GFOA Certificate of Achievement awards, Prepared three first-time CAFP,.s in 1994, 



Page 34 CHR1STOPItER POLISCHUCK 
Articles published "Pricing Public Services at Cost," Ohio Cities and Villages, 4/89 "Setting Fees at Cost," Ontario Municipal Administrators Association Newsletter, Winter 1990 "User Fees - A Full Cost Perspective," Ontorio Mu~oJ~l Administrators ,4ssoolotion Newsletter, Summer 1990 
Background Mr. Polischuck was awarded a B.S. in Business Administration and an M.A. in Public Administration from Ohio State University. He was formerly a regional manager with David M. Griffith and Associates. Prior to his consulting career, Mr. Polischuck spent six years in state and local ~;ovemment in key positions of financial analysis and management. Mr. Polischuck has lectured and conducted workshops throughout the US including Alaska, and Canada on the subjeelLs of user fees, cost analysis and allocation in local governments. He recently served as an assistant instructor in a series of workshops on changes to Federal Circular A-87. He has also served as a college instructor in governmental accounting. 



Orleans Parish school BOiLrd - RequeSt for p~opos81 No. 6742 ~ Bpecif:Lc:SL't:lon 11:o pw.ovi(!e UnEmatplo~lllaI:r~; ,~.zlst,tr~nc~ PEo~rs/a 
Additionally, the Bonded Service Contra~'t allows an employer to allocate the cos~ of unemplc~nnent =om~nsation h~efits to the actual source of such cost, such as federally funded programs. 3nder the B(:nded Service Con1=re~, U.C.C.S., Inc. assumes co~al financial responsibillty for yoLtr ~emplolament b~mmefit -,har~es and provides day-to-day cost control manegeunent cn ~our behalf. U.C.C.S., Xnc.'s financial responslbill~Y is ~onded by Universal Sure~y of America (USA). USA is an A. M. ~est "A" Excellen~ rated insurance company authorized to do ~usiness in the State cf Lcuislana. ?he Bonded Service Contract affords the reimbLLrSable employer fixed rate tha~ will cost significantly less ~han ~he :axable option. Our program assumes the rasponslbili~ of ~anaging your unemployment compensation liability under ~rrent sta~(~ law. Our staff of experts will provide our :lienrs professional service that will include: * Payinc! on your behalf the required reimbursement ~o the state for all unemplcymen~ claims charged tc your account, thereby eliminating any risk inheren~ in the reimbursable method.. * Training snd consultation cf your supervisory personnel and structuring internal policles that aid an employer in preventing abuse and excess claims payments. * Processing all unemployment claims and protesting those which should not h~ paid. * Representing the employer at all hearings end appeals involving unemploymen~ claims, when applicable. 
* Providing immediate access ~o current claims information involving client employee. * Supplying quarterly management reports to keep your management and supez~isory p~rsonnel informed cf all matters pertaining to unemployment: compensation costs and cost control. * Working in concer~ with established public interest groups to actively pursue legislative, administrative and Judicial reforms which effect the cost and administration of unemployment comp~satlcn law. * Third Par~y insulation management from decisions unemplc)yment claims for ~he school board end to protest cr not protest 
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June 30. lg94 The maximum retirement bemdlt is an amoum equal to 2 1/2% of ~e avmzz~ com~ ~ ~ 3 ~ consecutNe years of membenddp Nwice, ~ by the hunter of years of annce, I~"s a supplememaxy allowance of $24.00 per am-,um. The aupplerrmntld idlowance is idimh-ated for members entenng the RetinwnentSystemonorafterJ0lyl, 1986. Ern~benerUvutidtortlmyzmnloflmrvice. The plan aiso provides for death and ~ beneft~ At June SO, 1993 (the laZest year tar which the annual fg~zcizd report is avaJ~de) the perm~ ben~t oblig~on for the Employees' Plan, as a whole, the wslem~ ~ ~ available for benefits valued it cost ($g22,206,5~ at n'alt~) and the msuH~g oven~ncled pension ber~nt obligztfion were as foflowr. Penm|m i~tt albLilmttan Net ~ mmftmbl.e for Ilonefftl Overfungk-~ pzemlon behwflt ..h[fllatfm S739,1~,~1 Prior year historical trend irdonna~on n~ing the Employees' Plan progress in accumulating me e~cess assets required to pay beneft~ when ~:lue is contained in the June 30, 1993 annual flnanc~aJ reporL (c) As rectuimd by ~ stalutm;, the School Board must provide cermJn I'maJth cam mid life insurance benefits to m~md emptoyees. This '~num ~ is not funded but will be payable by the GeneraJ Fund out af h.'~um years' opera,arts. Su~'tan~diy all of ~e School Boards employees may become eligible for such benefits upon I~zch~ retirement zzg~ Except tOT ~ Ot the ckmm~lent coverage, no (:ont~:~o~ are mquirml by the retirees to help finance thua future benefits lind at the present time, a maximum of one-half of the premiums zzre paid by the Stlzl~ Of Louildam~ It is not lazown whmher the Slate of L~,i,~a will ~,~ .~e, and If so, a~ what level, its funding of One-half of the future premiums for the retirees and their dependents. Health cam coverage for eligible retirees is available under either the fully insured health ~enance organ~.mion pian (the HMO ptan wM only in effect for two months dudn9 fiscal 1994) or the School Board's self-insured plan. Under the ~r plan, both the School Board and the rel~ee cormibute e scheduled amount to the ptan; expenses me recognized when 1he fund liability is incurred for premiums and claims. For fiscal 1994, prerrdums to provide ~ health cam and life insurance benefits, jointly shared between the ,~'hool Board ancl me approximately 1,202 part/cipating retirees, were S3,434,g75. IMt'Yl"I= ~. ~t3MurI'MPN'I"R ANlrl P.r~lU-rllUnmur-i,~-~ 
The Sct~ool Board Is a defendant in 8 nmnber of lawsuits arising prmcipab/in the norrmd coume of oper~ons. In the opinion of the School Board, the outcome of these lawsuits will not have a material adveme effect on the fina~tciaJ statements and, ax:cordingly, no additional provision for losses has been recorded for these iswsuiU;, ex~pt as reported in the financ~ statements. 
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0.02000 ~).03300 
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GeneraJ Fund Food Service Special Revenue 
Total 
2nd {:~ 1995 

6~;, 146.413 U.00101 ~.261.05B 
7,4B4,204 78,921.875 
Rounded Rates ~awoll I 

0.0134.1 
0.02189 0.0033S 

69.840 
30.715 163.834 
284,388 
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General Fund Food Service Special Fievenue 
Total 

69,146.413 0.00100 
2.291.05B 7.484,204 78.921.675 

O.Ol 85O 
_~o,022o0 0.00335 

89,146 30.929 
164,652 264,72B 

26A2% 
61.97% 100.00% 
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The above allocation appears to inappropriately allow the Self-Insurance Internal Service Fund to underbill the General Fund itself for its' share of Unemployment Insurance, which is a violation the False Claims Act ( 18 USC #287) and Federal Cost Principles/OMB C~ A-87. 
The Risk Manager should re-allocate billings to the Special Revenue and Child Nutrition Service Programs for 1993-94 through 1994-95 fisoal years in accordance with GASB-10 and Circular A-87. The Division of Fmancial Services should notify the Superintendent and Compliance Officer about the improper billings and/or violations of Federal cost principles. 3. The Sup~ltendent and Complimlce Officer should make the appropriate notices to outside Governmental agencies (e.g. Federal Cognizant agencies, State Department of Education). 

FINDING; Currently, the School Board has Unemployment Compensation Insurance coverage provided by a commercially bonded service company (Unemployment Compensation Control Systems, Inc.-UCCS). The premiums and claims paid for the unemployment insurance coverages for the 1992, 1993, 1994 and 1995 are as follows: 
Premium Payments $973,978 $1,332,473 $1,321,023 $980,727 $4,608,201 Claims Payments by UCCS 147.069 _197.182 27 |,707 360#00 975.958 SurplusRetsinedbyUCCS $826,909 $1,132,291 $1,049,316 $620,727 $3,632,243 As the above schedu/e illustrates, the School Board is allowing substantial annual premium surplus (profits) to be retained by UCCS. This same unsatisfactory condition was noted in the External Auditors' 1991-92 Management Letter to the Board. Management's response at that time was, "The ~.hool district's i~a'w~ coverages that are placed with commercial insurance cawriers are continually reviewed for self-insurance. Currently we are gathering historiaal loss data to determine the feasibiliO, of becoming self-insured for automobile and property extxxvur~, under a progrwn that would cap losses at an annual aggregate amount. The unemployment compensation program of the district is presently under review to determine the reasonableness of costs for the O,pe services rendered Concur with 


