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The program purchased modular furniture costing $125,201 without 
taking com petitive bids as required by the Louisiana Procurem ent Code. 
This furniture was originally purchased by the Louisiana Agricultural 
Finance Authority (I.AFA), which is exempt from the procurement code 
and passed to SEG BP through LDAF. This practice has the effect of 
circum venting the procurem ent code. 

Failure to follow adequate control policies and procedures in order to expedite paym ents 
increases the risk that errors or irregularities m ay occur and not be detected in a tim ely 
m anner. Failure to enforce the term s of the lease agreem ent increases the risk that the 
program will incur unnecessary expenses. Failure to com ply with state law regarding 
the solicitation of bids increases the risk that goods or services will not be obtained at 
the lowest possible cost. 

M anagem ent should institute control procedures that require all expenditures to be 
supported by adequate, original docum entation, that assure that paym ents related to the 
leased prem ises are actually the responsibility of the program , and that assure 
com pliance with the Louisiana Procurem ent Code. In a letter dated October 21, 1996, 
M r. Jam es R. Plaisance, Executive Director, acknowledged that som e of the charges 
w ere paid from handwritten unsigned notes but stated that these were prepared from 
original invoices in the possession of LDAF or LAFA. Copies of invoices for $4,875 of 
the questioned expenditures were subsequently obtained by the program . 
M r. Plaisance does not believe the lease between LDAF and the program requires 
LDAF to pay for the wallpaper and paint costs because the expenses were related to 
rem odeling rather than regular m aintenance. M r. Plaisance does not believe that 
obtaining furniture through LAFA was a violation of statute because R S. 39:1702A(1) 
and 1703 allow any public procurem ent unit to sell to, acquire from , or use and supplies 
belonging to another public procurem ent unit independent of the requirem ents of the 
procurem ent code. 

Additional Com m ents: Although the program subsequently obtained copies of 
invoices to support part of the paym ents that were m ade on handw ritten, unsigned 
notes, at the tim e the disbursem ents were m ade the program had no assurance that the 
costs paid represented the expenses incurred by LDAF. Furtherm ore, LDAF should 
have born that portion of the costs that it w ould have reasonably incurred in the 
perform ance of regular m aintenance agreed to in the contract. Although the program is 
allowed to acquire supplies from another public procurem ent unit without com plying with 
the procurem ent code, the item s in question were never intended to be for the use of 
either LDAF or LAFA but were clearly intended for use by the program at the tim e of 
acquisition. W e continue to believe that the acquisition of equipm ent in this m anner is a 
circum vention of the procurem ent code. 
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nadequate Controls Over Purchasing 

The SEGBP does not have sufficient controls over purchasing to ensure that supplies 
are ordered in reasonable quantities. A 9ood system of internal controls would include 
appropriate review and approval to ensure that supplies in excess of need are not 
purchased. O ur review of expenditures disclosed that the program purchased 600

,000 
internal requisition forms, at a cost of $41,273. Program personnel estimate that this 
quantity of form s would supply the needs of the program for the next 1,000 years. This 
condition occurred because of a clerical error in entering the quantity ordered that was 
not caught in the review process. Failure to detect errors in purchasing can result in 
unnecessary cost to the state. 

The SEG BP should ensure that all purchases are properly reviewed to avoid purchases 
that are in excess of the program 's need. in a letter dated January 10, 1997, M r. Jam es 
R. Plaisance, Executive Director, agreed that the error occurred. M r. Plaisance stated 
that the program contacted the Office of State Purchasing to assist them with m ethods 
to ensure that this type of error does not recur. The Offi ce of State PurchasJng's 
response indicates that certain printing contracts are being restructured and these 
changes m ay assist in detecting unexpected cost overages. M r. Plaisance further 
stated that the program would also im plem ent its own procedures to ensure that it is 
aware of vendor cost estim ates before orders are released. 

Inadequate Controls Over 
Renovation Expenditures 

The SEG BP bypassed controls for paym ent of certain expenditures related to the 
renovation of the claim s processing unit. SEG BP also did not enforce the term s of its 
lease agreem ent with the Departm ent of Agriculture and Forestry and m ade certain 
purchases in violation of the Louisiana Procurem ent Code. During our audit, we noted 
the following: 

The program made payments totaling $16,033 from handwritten unsigned 
notes. A good internal control structure requires that paym ents be m ade 
only from original invoices, receipts, or tim e sheets

, to ensure that 
charges are authentic and to avoid duplicate payments. 

The program reimbursed $8,267 to the Louisiana Department of 
Agriculture and Forestry (LDAF), from which it leases office space, for the 
purchase of paint and wallpaper. However, the lease agreem ent requires 
LDAF to paint or paper the interior of the leased prem ises at least every 
three years if the program requests it. 
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prem ium s were intended to cover. Our interviews with agency personnel indicate that 
there were discussions am ong the fiscal officer, the fiscal m anager, and the executive 
director before the decision was m ade not to accrue this large expenditure. 
Furtherm ore, the recognition of the revenue in one fiscal period while not recognizing 
the liability associated with that revenue until the subsequent fiscal period is an 
inconsistent application of accounting principtes. W e therefore betieve that this 
condition, although corrected, is reportable. 

nadequate Controls Over Prem ium Revenue 

The SEG F]P does not have an adequate internal control structure over its prem ium 
revenues of $424,105,231. A good system of internal control would include procedures 
to ensure that the program receives all m onies to which it is entitled and to ensure that 
revenue and receivabtes are accurately reported. During our audit, we noted the 
follow ing: 

The program does not reconcile prem ium invoices sent to participating 
agencies with paym ents received, Currently, the program only com pares 
change docum ents, sent in with paym ents, against the invoice exception 
reports generated by the program . However, no verification of the total 
revised invoice to the check am ount is m ade. 

The program understated revenue and receivables by $721,830 because 
of poor com m unication between the receivables section, which deter- 
m ines the period in which prem ium revenue was earned, and the fiscal 
section, which prepares the financial statements. An audit adjustment 
correcting this error was prepared and accepted by the program . 

Failure to reconcile prem ium invoices to paym ents received increases the risk that the 
program will not collect all am ounts to which it is entitled. Failure to prepare accurate 
financial statem ents can result in inaccurate financial statem ents for the state of 
Louisiana. 

The SEG BP should reconcile prem ium revenue to am ounts billed and ensure that the 
financial statem ents contain accurate inform ation. In a letter dated Decem ber 11, 1996, 
M r. Jam es R. Plaisance, Executive Director, concurred with the finding. M r. Plaisance 
stated that invoices were reconciled to eligibility inform ation but in the future, invoices 
would be reconciled to both eligibility inform ation and paym ents received. M r. Plaisance 
also stated that procedures have been im plem ented to assist in reporting revenues and 
receivables in the proper fiscal year. 
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The recommendations in this report represent, in our judgment, those most likely to bring about 
beneficial im provem ents to the operations of the program . The vary ing nature of the 
recom m endations, their im plem entation costs, and their potential im pact on operations of the 
program should be considered in reaching decisions on courses of action. The findings relating 
to tile program 's com pliance with applicable laws and regulations should be addressed 
im mediately by m anagem ent. 

By provisions of state law, this report is a public docum ent, and it has been distributed to 
appropriate public officials. 

M CF:MW B:d 

subm itted 

Daniel G . Kyle, CPA, CFE 
Legislative Auditor 
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that constitute a weakness in internal control. The program should take all steps 
possible to prevent the entering and paym ent of false claim s. 

nadequate Controls Over Financial Reporting 

The SEG BP does not have adequate controls in place to ensure com pliance with 
financial reporting regulations and failed to record $10,960,056 of expenditures in 
accordance with state regulations. R.S. 39:80 requires the com m issioner of 
adm inistration to prepare annual financial statem ents for the state of Louisiana in 
accordance with generally accepted accounting principles. To accom plish this task, the 

commissioner issued Policy and Procedure Memorandum No. 68 (PPM 68) specifying 
that revenue should be recognized in the fiscal year in which econom ic activity 
generates the revenue. Expenditures, with the exception of payroll, should be 
recognized in the year in which liability for the expenditure occurs. In addition, the 
Division of Adm inistration issues w ritten instructions each year to assist agencies in 
preparing their annual financial report in accordance with PPM 68. Good internal 
controls would require review procedures to determ ine that these reporting requirem ents 
and instructions have been followed. 

Of the unreperted expenditures, $10,959,703 represents that portion of fiscal year 1996 
health insurance premiums that were duE; to health maintenance organizations (HMOs). 
Although the program recorded the collection of the revenue, it failed to record the 

associated obligation (expenditure) to the contracting HMOs. The fiscal officer and 
fiscal m anager were aware of the need to record the expenditure; however, the decision 
was m ade not to report the expenditure after discussion with the executive director. 
Had this error not been detected by the external auditor, the liabilities and expenditures 
on Louisiana's com prehensive annual financial report w ould have been understated by 
$10,960,056. 

The SEG BP should establish and follow review procedures to ensure com pliance with 
PPM 68 and the instructions of the Division of Adm inistration when preparing its annual 
financial report. In a letter dated Decem ber 11, 1996, M r. Jam es R. Plaisance, 

Executive Director, concurred with 1his finding but objects to its reporting because the 
financial statem ents were corrected and resubm itted to the Division of Adm inistration 
upon discovery of the error by the auditor. M r. Plaisance also stated that the error 
occurred because of a m isunderstanding concerning the period for which the prem ium s 
were subm itted. 

Additional Com m ents: W e concur that the program corrected and resubm itted its 
financial statem ents after this error was detected by the auditor. However, we believe 
the m atter is m ore com plicated than a sim ple m isunderstanding of the period of tim e the 
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for the delay in processing. R.S. 22:656 requires the program to pay death claim s within 
60 days from the date of receipt of proof of death. Our test of paid claim s disclosed the 
following: 

Thirty-three of 86 health claims tested totaling $18,126 were paid from 31 
to 249 days after leceipt. M anagem ent attributes these delays to 
problem s experienced during the conversion to a new claim s processing 
system and to understaffing in the claim s processing section. This is the 
fourth consecutive year that we have reported this finding. 

Seven of 25 death claims tested totaling $83,000 were paid 68 to 95 days 
after receipt of proof of death. The program did not pay interest of 
$1,471 that was due on the.'~e claims. These delays in processing death 
claim s are due in part to a lack of procedures requiring the tim ely m ailing 
of a required Internal Revenue Service letter to the beneficiary . This is 
the second consecutive year that we have reported this finding. 

Failure to pay claim s timely can Jesuit in the assessm ent of penalties against the 
program . M anagem ent of the program should ensure that all health and death claim s 
are processed w ithin the tim e lim itations im posed by state law unless the program can 

demonstrate just and reasonable cause for delay. The interest due on the late death 
claim s should be rem itted to the appropriate beneficiaries. In a letter dated 
Septem ber 24, 1996, M r. Jam es, R. Plaisance, Executive Director, stated that a sam ple 
of 86 from a population of 1.6 m illion claim s paid is not sufficient to conclude that 38 
percent of claim s were not paid within the 30-day window allowed by law. M r. Plaisance 
stated that statistics for the entire year indicate that 70 percent of total claim s were paid 
tim ely and that the program 's perform ance im proved during the latter part of the fiscal 
year. Furtherm ore, M r. Plaisance stated that the claim s processing system used by the 
program is used throughout the insurance industry and does not allow the program to 
capture data which would prove that the delay in processing the claim was due to the 
claim ant or the program . M r. Plaisance concurred with the finding regarding death 
claim s. 

Additional Comments: R.S. 22:657(A) does not indicate that any error is acceptable. 
W hile we do concur with M r. Plaisance's statem ent that the program m ade significant 
progress in reducing the error rate in the latter m onths of the fiscal year, this 
im provem ent did not reduce the average noncom pliance rate for the year to an 
insignificant level. Although the com puter used by the departm ent m ay be widely used 

in the insurance industry, private insurance companies are not subject to the laws and 
regulations specific to State Em ployees Group Benefits. 3he program m ust be able to 
satisfy all legal requirem ents as well as running an efficient and effective program . The 
program was given the opportunity to prove that all sam pled item s which were not paid 
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within 30 days were due to defects in the claim s. For the 33 claim s cited, the program 
was not able to do so. 

Electronic Claim s Processing Control W eaknesses 

The SEG BP has not established an adequate internal control structure over the 
electronic claim s processing system . An adequate internal control structure requires 
that controls be developed and m aintained to ensure the integrity of the system and the 
inform ation it generates. Furtherm ore, no one em ployee should be placed in a position 
that could both initiate and conceal errors or irregularities. The claim s processing 
system is used to make approximately $232 million of payments annually. 

During our review of the system , we noted the following 

At the tim e of conversion from the prior electronic claim s processing 
system (DataPoint) to the current system, Resource Information 
Management System (RIMS), plan members' claims histories were 
downloaded into RIM S. However, there was not a com plete m apping 
between DataPoint claim s codes and RIM S codes causing the RIM S to 
be unable, in som e instances, to identify a claim as a duplicate if plan 
m em bers or providers resubm itted claim s previously paid in DataPoint. 
Thus, duplicate paym ents resulted. M anagem ent developed a com puter 
program that identified possible duplicate paym ents due to the 
conversion. This com puter program produced a report that was 
separated into 12 phases. Dollar am ounts of duplicate paym ents due to 
the conversion were not accum ulated or estim ated for phases one 
through 6. For phases 7 through 12, the program identified conversion 
duplicates in the amount of $178,921. Total duplicate payments, which 
included conversion duplicates, totaled $1,636,747 for fiscal year 1996. 
This is the second consecutive year that we have reported this finding. 

The program m ade overpayments through RIMS, totaling $987,677, 
when paying Preferred Provider Organizations (PPOs). This condition 
occurred because SEGBP m ade an error in program m ing its com puter 
system to compute outtie(s (a discount rate for PPOs). 

Claim s exam iners have access to the RIM S that allows them to both 

input and adjudicate (pay) claims. Furthermore, the plan administration 
manager has incompatible access that allows her to input and adjudicate 
claim s, set up and m aintain provider inform ation, set up and m odify plan 
param eters, and assign security levels. False claim s could be input and 
adjudicated through this incompatible access and not be detected in a 
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tim ely m anner. This condition occurred because RIM S is a packaged 
software program that m anagem ent elected not to m odify to prevent 
inappropriate access and because the plan adm inistration m anager's 
access has not been properly lim ited. This is the second consecutive 
year we have reported that claim s exam iners have incom patible access 
to RIM S. 

M anagem ent em phasis was not directed toward developing and im plem enting the 
necessary controls to safeguard the; system . Failure to institute the necessary controls 
places the integrity of the system and the inform ation generated by it at risk. In addition, 
if controls are weak, unauthorized individuals m ay have access to and the ability to read 
or alter inform ation without anyone knowing the inform ation has been accessed or 
altered. 

M anagem ent of SEG BP should establish procedures that will identify duplicate claim s 
so that duplicate paym ents can be identified and prevented, allow for the timely review 
and testing of outlier com putations so that overpayments to PPOs can be prevented, 
and elim inate incom patible access currently granted to claim exam iners and the plan 
adm inistration m anager. In a letter dated O ctober 16, 1996, M r. Jam es R. Plaisance, 
Executive Director, stated that the program has identified approximately $423,000 of 
overpaym ents due to errors related to the conversion. This figure was obtained through 
O ctober 1995 and M r. Plaisance does not believe this finding should be repeated. 
Additional work was done from October 1995 through the end of the fiscal year and 
identified another $260,000 of overpayments. Mr. Piaisance does not believe that the 
overpaynlents due to the program m ing error should be reported because it was 
originally detected by program personnel and subsequently corrected. M r. Plaisance 

believes that it is appropriate for claims examiners to both input and adjudicate claims 
because the program uses packaged software that is widely accepted by the insurance 
industry and that software allows this access. He also does not believe that the plan 
adm inistration m anager has inappropriate access but, nevertheless, agreed to lim it her 
access. 

Additional Com m ents: The finding related to overpaym ents due to conversions is 
reported as a repeat finding because only four m onths of the 1996 fiscal year were 
w orked by June 30, 1996. Although the rem aining eight m onths were subsequently 
worked to identify potential overpaym ents due to this error, we do not believe that 
sufficient progress had been m ade by the end of the fiscal year to rem ove this 
reportable condition. W e agree that it is laudable that program personnel discovered 
the programm ing error which resulted in $987,677 of overpayments. However, it does 
not relieve our responsibility to report significant errors that occurred during the year. 
W e continue to maintain that entering and adjudicating claims are incompatible functions 
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As part of our audit of the State of Louisiana's financial statem ents for the year ended June 30, 
1996, we conducled certain procedures at the State Em ployees Group Benefits Program . O ur 
procedures included (1) a review of the program's internal control structure; (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 year report recommen- 
dations. 

The June 30, 1996, Annual Fiscal Report of the State Em ployees G roup Benefits Program w as 
not attdited or reviewed by us, and, accordingly, we do not express an opinion or any other form 
of assurance on that report. The program 's accounts are an integral part of the State of 
Louisiana's financial statem ents upon which the Louisiana Legislative Auditor expresses an 
opinion. 

Our procedures included interviews with m anagem ent personnel and selected program 
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 en- 
dations for im provem ents. W e then discussed our findings and recom m endations with 
appropriate m anagem ent personnel before subm itting this written report. 

In our prior audit of the State Em ployees G roup Benefits Program for the year ended June 30, 
1995, we reported findings relating to electronic claim s processing controls, claim paym ents, 
and tim e and attendance records. The finding relating to tim e and attendance records has 
been resolved by m anagem ent. The findings relating to electronic claim s processing controls 
and claim paym ents are addressed again in this report. 

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

Untim ely Claim Paym ents 

The State Employees Group Benefits Program (SEGBP) has not complied with the 
provisions of state law relating to the tim ely paym ent of health and death claim s. 

Louisiana Revised Statutes (R.S.) 22:657(A) requires the program to pay all health 
claims within 30 days from the date of receipt unless just and reasonable cause exists 


