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As a part of our audit of the State of Louisiana's financial statem ents for the year ended 
June 30, 1999, we conducted certain procedures at the Office of Risk M anagem ent. Our 
procedures included (1) a review of the office's internal controls; (2) tests of financial 
transactions; (3) tests of adherence to applicable laws, regulations, policies, and procedures 
governing financial activities; and (4) a review of compliance with prior report recommendations. 

The Annual Fiscal Report of the Offi ce of Risk M anagem ent was not audited or reviewed by us, 
and, accordingly, we do not express an opinion or any other form of assurance on that report. 
The offi ce's accounts are an integral part of the State of Louisiana's financial statements, upon 
which the Louisiana Legislative Auditor expresses an opinion. 

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

In our prior report on the Offi ce of Risk M anagem ent for the year ended June 30, 1998, we 
reported findings concerning the lack of an internal audit function, the lack of review of original 
docum entation, the overstatem ent of reserv es for claim paym ents, and inadequate controls over 
claim paym ents. M anagem ent has resolved the findings relating to the review of original 
docum entation and controls over claim paym ents. The findings relating to the internal audit 
function and overstatement of reserves for claim paym ents are addressed again in this report. 

Based on the application of the procedures referred to previously, all significant findings are 
included in this report for m anagem ent's consideration. 

neffective Internal Audit Function 

For the sixth consecutive year, the Office of Risk Management (ORM) did not have an 
effective internal audit function to exam ine, evaluate, and report on its internal controls 
and to evaluate its com pliance with the policies and procedures of the control system . 
Considering the size of ORM's reported assets ($177,201,678) and revenues 
($155,622,985), an effective internal audit function is needed to ensure that ORM's 
assets are safeguarded and that O RM 's policies and procedures are uniform ly applied. 
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O RM did have an em ployee assigned to the internal audit function for 10 m onths during 
the fiscal year. O RM hired the internal auditor on M ay 25, 1998. She term inated her 
em ploym ent on January 10, 1999, and was replaced on February 25, 1999. The second 
internal auditor did not function as a full-tim e internal auditor because on M ay 10, 1999, 
he was detailed into another position. M anagem ent does not anticipate filling this 
position before Novem ber 1999. 

The internal auditor perform ed offi ce and field reviews of paym ents to contract attorneys, 
reviews of second injury payments, reviews for duplicate payments in Corporate 
Systems, and reviews for Year 2000 com pliance. The significant portion of the work 
perform ed resulted from Legislative Auditor findings from the June 30, 1998 audit. 

W hile an internal auditor was present for m ost of the fiscal year, no form al reports were 
issued at the conclusion of each audit. Also, there was insufficient written 
docum entation of audit goals, policies and procedures, work schedules, workpaper 
form at, and risk assessment. In addition, O RM did not adequately consider training 
requirem ents for the internal auditors to ensure that the auditors were aware of current 
auditing standards and practices. 

O RM should continue in its efforts to establish the internal audit function as an effective 
part of the offi ce's control system . In addition, the offi ce should ensure that its audits are 
properly planned, perform ed, and documented; that form al reports are issued; and that 
the internal auditor is adequately trained. M anagement did not concur with the finding. 
The state risk director outlined the qualifications of both internal auditors who held this 
position for nine m onths of the 1999 fiscal year. In addition, the director stated that five 
field audits and seven in-house audits relating to billings by contract attorneys and 
payroll system audits were performed during the fiscal year. Also, the director indicated 
that our office, in the 1998 fiscal year exit conference, told him that O RM would be in 
com pliance with the internal audit function if two field audits were conducted during the 
year. Finally, the director did not agree that this was the sixth consecutive year that the 
internal audit function was ineffective (see Appendix A, page 1). 

Additional Com m ents: This is the sixt h consecutive year that O RM has had a finding 
re lating to the internal audit function. W hether there are no internal auditors or 
ineffective internal auditors, the function rem ains ineffective. In addition, although 
finding resolution was discussed during the fiscal year 1998 exit conference, the auditors 
did not state that tw o field audits during the next year would suffi ce for an effective 
internal audit function. 
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Overstatem ent of Reserves for Claim Paym ents 

For the third consecutive year, ORM has overstated reserves for second injury claims 
and has not requested timely reimbursements from the Second Injury Fund. The 
Second Injury Fund exists to encourage the employment of physically handicapped 
em ployees who have a perm anent, partial disability by protecting em ployers and their 
insurers from excess liabitity when a subsequent injury to such an employee merges 
with his preexisting disability. Louisiana Revised Statute 23:1378 divides the financial 

responsibility for paying second injury claims between the insurer (ORM) and the 
Second Injury Fund. In addition, it sets limits for insurer reserves for future payments 
and states that no reim bursem ent will be m ade to the insurer unless the insurer certifies 
com pliance w ith those lim its on reserves. 

In a test of 148 open second injury claims, reserves were overstated beyond the legal 
limit in four claims, for a total of $122,450. In addition, two claims were closed within the 
fiscal year even though reimbursements of $10,566 were still due from the Second Injury 
Fund. These errors occurred because some claim adjusters did not adhere to 
established procedures. Failure to set reserves at the proper am ount and failure to bill 

the Second Injury Fund timely places the office at risk of losing reimbursements from the 
Second Injury Fund. In addition, errors in reserves cause misstatements on the financial 
statem ents of the state of Louisiana. 

ORM should comply with legal limits on reserves for second injury claim payments. 
Furthermore, ORM should request timely reimbursements from the Second Injury Fund. 
Management concurred with the finding and outlined a plan of corrective action (see 
Appendix A, page 3). 

The recommendations in this report represent, in our judgment, those most likely to bring about 
beneficial im provem ents to the operations of the office. The varying nature of the 
recom m endations, their im plem entation costs, and their potential im pact on the operations of 
the office should be considered in reaching decisions on courses of action. The finding relating 
to the offi ce's com pliance with applicable laws and regulations should be addressed 
im mediately by m anagem ent. 
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This report is intended for the inform ation and use of the office and its m anagem ent. By 
provisions of state law, this report is a public docum ent, and it has been distributed to 
appropriate public officials. 

ALE:BJJ:PEP:d 

[ORMJ 

Legislative Auditor 



A ppendix A 

M anagem ent's C orrective A ction 
P lans and R esponses to the 

Findings and R ecom m endations 
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M ARK C. DRENNEN 
COMMISSIONER OF ADMINIS1RATION 

This is to thank you for the recent comprehensive legislative audit we received conducted by 
your capable staff. Since it is our  desire at ORM  to operate this agency effectively and 
effi ciently, we appreciate outside review and recomm endations. 

Response to the finding detailed in your audit 

1. Ineffective Internal Audit Function 

1 do not concur  with this findin g. The Office of Risk M anagem eut hired a qualified 
Certified Internal Auditor on M ay 25, 1998. She worked until her resignation date of 
January 10, 1999. She was replaced  on February 25, 1999 by a Certified Public 
Accountan t who was  approved  by Civil Service  to fill the position and did so until M ay I0 
1999. 

Both of these two individuals were well qualified for their positions. Dur ing the period of 
their employm ent, which encompassed one m onth in 1998 and nine m onths and several 
days in 1999, they accomplished quite a lot. They co nducted  five field audits and seven 
office audits (in-house). In addition, payroll system audits were performed in-house. 

I have attached to this letter a memo from our auditor to Evon W ise wherein he outlines the 
audit work tha t has be en done. 

O FFICE O f RISK M ANAG EM ENT ~ P.O . BO X 94095 * STATE CAPITO L ANNEX ~ BATO N RO UG E, [A 70804 9095 
(504) 342-8500 ~ FAX (504) 342-8418 
AN EQUAL OPPORTUNITY EMPLOYER 
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In m eeting w ith the legislative auditors during 1998 exit conference , I was told that if we 
conducted two field audits in the year, the legislative auditors would be satisfied with 
complian ce. Now we are being told tha t we are not be ing cited for not having an internal 
auditor (although the finding says for the sixth eonseeutive year). W e are be ing cited  
be cause our internal audit program  is in effective. 

I believe the way the finding is w ritten is contradictory. In 1998, th e finding staled "Lack 
of Internal Audit Function". In 1999, the citation is not "Lack oflntem al Audit Function' 
but "Internal A udit Function is Ineffective". And then the description is added - For the 
sixth consecutive year. 

A s to your com m ents about the form at of the reports an d sufficient docum entation, we take 
your  com m ents under advisem ent an d w ill change the reports as  you outlined but I do not 
be lieve the finding is properly stated. 

1 am  attaching to this memo, a co py of a letter dated  September 14, 1999 from Kiefer and 
Kiefer indicating that they were refunding the dollar am ount w e were questioning w ithout 
further research. 

Should you ha ve any further questions, please advise 

Sincerely, 

Seth E. Keener, Jr. 
State Risk D irector 

SEK/ELW /tb 

Attachm ents 
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M ARK C. DRENN[-:N 
COMM ISSIONER Of ADM INIS1RA'IION 

This is to thank you for the recent comprehensive legislative audit we rec eived conducted by 
your capable staff. Since it is our desire at ORM  to operate this agency effectively and 
effi ciently, w e appreciate outside review and reco m m endations. 

Response to the finding detailed in your audit 

1. Overstatem ent of R eserves for Claim  Paym ents 

Although the finding is a surprise to m e be cause I thought this issue had been taken care 
of last year, I do concur with the fin ding. Of the claims audited (148) only 2.7% were 
found to be overstated. Although the percentage is low, the dollar amount $122,450 is 
certainly significant. 

The adjusters have already be en instructed to set the Second Injury Claims at the statute 
level for Second Injury, which is $7,500. In order to insure that reserves are properly set 
a procedure will be  develope d whereby the supe rvisor w ill conduct a quarterly review of 
Second Injury claims to determine tha t these reserves are set prope rly. A report on the 
review will be  se nt to the Director and A ssistant Director. 

ORM  has already added a 13th factor to every  employee's Performance Evaluation tha t 
grades on whether or not an  employee is the cause  of a Findin g being rendered again st 
the agency. 
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This review will be  ongoing on a quarterly basis and will be conducted by the following 
supervisors: 

Pag e Feller 
Bertha M eisner 

Should you ha ve any further questions, please advise. 

Sincerely, 

Seth E. Keener, Jr. 
State Risk D irector 

SEK/ELW /tb 


