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As 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 New O rleans Hom e and Rehabilitation Center. 

Our procedures included (1) a review of the rehabilitation center's internal controls; (2) tests of 
financial transactions for the years ended June 30, 1999, and June 30, 1998; (3)tests of 
adherence to applicable laws, regulations, policies, and procedures governing financial 
activities for the years ended June 30, 1999, and June 30, 1998; and (4) a review of compliance 
with prior report recom m endations. 

The Annual Fiscal Reports of the New O rleans Hom e and Rehabilitation Center are not within 
the scope of our work, and, accordingly, we offer no form of assurance on those reports. The 
rehabilitation centeCs accounts are an integral part of the State of Louisiana's financial 
statem ents, upon which the Louisiana Legislative Auditor expresses an opinion. 

O ur procedure s included interviews with m anagem ent personnel and selected rehabilitation 
center 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 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 m anagem ent letter dated February 18, 1997, we reported findings related to 
consum able inventory , professional service  contracts, electronic data processing, and financial 
reporting. These findings have been resolved by m anagem ent. 

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

W eaknesses in Controls Over Cash Receipts 
and Disbursem ents  and Theft of Funds 

The New O rleans Home and Rehabilitation Center did not have adequate internal 
controls over cash receipts and disbursem ents associated with the Resident Trust Fund. 
Good internal controls should provide for the adequate segregation of duties and 
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an appropriate system of authorization and approval of transactions to safeguard 
assets, to ensure that accounting data are both accurate and reliable, and to ensure that 
errors and/or fraud are detected in a tim ely m anner. 

There was inadequate segregation of duties in that the fiscal offi cer, M r. Jam es F. 
Reese, perform ed incom patible functions. This individual was entrusted with the 
m aintenance of accounting records, including budgets and approvals. He had custody 
of blank checks and was one of the required check signers. He also perform ed bank 
reconciliations and posted accounting entries. There were also no reconciliations 
between the individual resident account balances and the balances contained in the 
Resident Trust Fund bank accounts. This inadequate segregation of duties and the lack 
of reconciliations resulted in a theft of Resident Trust Fund m onies. 

In an internal review re port dated April 9, 1999, the Departm ent of Health and Hospitals, 
Bureau of Internal Audit reported that the former fiscal officer misappropriated $18,485 
of Resident Trust Fund m onies. The m isappropriations occurred during the period 
February 4, 1998, through October 26, 1998, and involved nine separate incidents, 
ranging in amounts from $993 to $3,875. There were also two other instances where 
the former fiscal office r attem pted to negotiate checks totaling $8,951 and $9,946, 
respectively. These tw o attem pts at a further m isappropriation of funds failed when the 
bank m ade inquiries to the center's m anagement about m issing endorsem ents on the 
checks. 

M anagem ent is responsible for m aintaining a system that adequately safeguards assets 
and results in the reporting of accurate financial data. Failure to provide such a system 
does not assure m anagem ent that errors and/or fraud are being detected in a tim ely 
m anner. M anagem ent's high regard for the integrity of the fiscal offi cer and the lack of 
em phasis on sound policies and procedures that safeguard assets resulted in the 
possible theft and abuse of public funds. The form er fiscal offi cer's actions indicate 
possible violations of Louisiana Revised Statute (R.S.) 14:67, "Theft"; R.S.14:72, 
"Forgery"; R.S. 14:134, "Malfeasance  in Office"; and R.S. 42:1461(A) "Obligation Not to 
M isuse Public Funds." Although m anagem ent of the center and the Departm ent of 
Health and Hospitals received a copy of the Bureau of Internal Audit's report in 
April 1999, the District Attorney of O rleans Parish was not form ally notified of the theft, 
as of August 31, 1999. 

The New Orleans Home and Rehabilitation Center should establish internal control 
policies and procedures that are designed to prevent and/or detect fraudulent 
transactions and restrict the assignm ent of incom patible functions. M anagem ent should 



LEGISLATIVE AUDITOR 

NEW  O RLEANS HO M E AND 
REHABILITATION CENTER 
DEPARTM ENT O F HEALTH AND HOSPITALS 
STATE O F LO UISIANA 
M anagem ent Letter, Dated August 31, 1999 
Page 3 

also notify the district attorney of any thefts that occur as soon as it becom es aware of 
such thefts. M anagem ent concurred with our finding and recom m endation and outlined 
a plan of corrective action (see Appendix A, page 1). 

Noncom pliance W ith Year 2000 Regulations 

The New Orleans Hom e and Rehabilitation Center has not com plied with executive 
orders designed to ensure that com puter equipm ent and software are Year 2000 
com pliant by the turn of the century. Executive O rder M JF 96-50, as am ended by 
Executive O rder M JF 98-04, require s all departm ents to evaluate the im pact of Year 
2000 on their com puter inform ation system s to determ ine which system s m ust be 
corre cted or replaced as a result of the potential adverse im pact of the Year 2000. 
Departm ents were  ordered to initiate corrective action that will be effective on or before 
July 1, 1999, to ensure that their services and/or operations will not be interrupted 
because of the Year 2000. The center uses electronic data processing equipm ent and 
software that are not Year 2000 com pliant for the autom ated tim e clock, the perpetual 
consum able inventory control, and the re sident trust accounting system s. The Year 
2000 issue is critical because m any com puter system s were  not designed to 
accom m odate a four-digit year date, such as 1999 or 2000, and m ay sort and process 

dates using just the last two digits (00) of the year. By using only the last tw o digits, the 
com puter m ay read the 2000 date as the year 1900, and m ay process inform ation 
incorrectly. 

The thre e system s m entioned previously will not be Year 2000 com pliant by July 1, 
1999, because the center did not becom e aware of the executive orders or the 
availability of Year 2000 funding until February 25, 1999. There fore, the 1999 fiscal 
year budget does not contain Year 2000 planning and upgrade funding. Applications for 
funding were subm itted M arch 4, 1999, M arch 30, 1999, and April 22, 1999, totaling 
$40,000, $40,157, and $35,245, re spectively. However, none of the requests were 
funded. Failure to upgrade system s tim ely reduces the opportunity for corrective 
actions, if needed, which m ay im pair the ce nter's ability to accurately process payroll, 
consum able inventory , and patient trust transactions. 

The New O rleans Hom e and Rehabilitation Center should develop a plan to address the 
Year 2000 issue. The plan should not only include acquiring com puter hardware  and 
software that is Year 2000 com pliant, but should also include contingency plans that 
would address the loss of key system s as a result of unexpected Year 2000 problem s. 
M anagem ent concurred with our finding and recom m endation and outlined a plan of 

corrective action (see Appendix A, page 3). 
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In addition to the findings previously m entioned, the New Orleans Hom e and Rehabilitation 
Center was cited for weaknesses in controls over time and attendance records in a report dated 
February 12, 1999, issued by the Departm ent of Health and Hospitals, Bureau of Internal Audit. 
The report cited weaknesses in payroll relating to inadequate docum entation, lack of 
supervisory review, m issing leave slips, overtim e work at hom e, and input of payroll inform ation. 

The recommendations in this report represent, in our judgment, those most likely to bring about 
beneficial im provem ents to the operations of the rehabilitation center. The vary ing nature of the 
recom m endations, their im plem entation costs, and the potential im pact on operations of the 
rehabilitation center should be considered in reaching decisions on courses of action. Findings 
relating to the rehabilitation center's com pliance with laws and regulations should be addressed 
im m ediately by m anagem ent. 

This report is intended for the inform ation and use of the rehabilitation center 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 offi cials, 

EB:LW M :RCL:dl 

[NOHRC] 

Respectfully subm itted, 

Daniel G . Kyle, CPA, CFE 
Legislative Auditor 



A ppendix A  

M anagem ent's C orrective A ction 

Plans and R esponses to the 

Findings and R ecom m endations 
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Dear M r. Kyle 

September 9, 1999 

This letter is in response to the legislative auditor finding that we did not have 
adequate controls over cash receipts and disbursem ents associated with 
resident trust. 

W e concur w ith the finding that we did not have adequate controls over cash 
receipts and disbursem ents associated with resident trust. 

D ep'arln~ent of 
! |E A LT I] and 
I~IO S P IT A I.S 

David W. Hood 
SEGRE3ARY 

This is a small facility with a large turnover. W e were ~vithout various staff 
positions and continue to work w ith lim ited staff and resources in our fiscal offi ce 
W e have reviewed every position in the fiscal offi ce and are setting up a system 
of cross training that should assist in adequate segregation of duties. Each 
individual in the fiscal departm ent has been m ade aware of their responsibilities 
and need to report to Adm inistration any inequities in procedures in the offi ce. 

Adm inistration has asked for training in budget and accounting procedures from 
DHH, so they w ill be m ore fam iliar w ith accounting functions and overview. DHH 
w ill also be encouraged to audit the fiscal program m ore regularly. 

Adm inistration though, m ust have a high regard for its executive team and their 
integrity. W ith lim ited training in accounting procedures we m ust depend on 
internal audits to point out weaknesses in procedures. W ith staff shortages, 
due to turnover, sm all offi ces will always have the potential for inadequate 
segregation of duties. 
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NOHRC management reported to both the DHH Legal Department (Region 1 
and Baton Rouge) as well as to the Internal Audit Department immediately on 
discovering the fraud. W e were assured throughout this investigation that DHH 
Legal was handling the investigation and were pursuing legal action. DHH Lega 
has not reported the m isappropriation of funds to the O rleans Parish District 
Attorney at this tim e because they are waiting to see if the restitution agreem ent 
is satisfied. 

NO HRC management also reported this information to DHH Health Standards as 
required by law on December 28, 1998 and again on April 22, 1999. W e do not 
know if the Attorney General's offi ce will pursue any charges. 

W e w ill do our best to review approval authorizations and to segregate 
responsibilities w ithin the office and reaffi rm with staff the need for vigilance in 
follow ing proce dures and the ability to report inequities to Adm inistration. 

Should you have any further questions, please contact m e 

Sincerely, 

aum ont. NFA 
LTC Hospital Adm inistrator 
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July 22, 1999 

Dear M r. Kyle: 

This letter is in respofise to the legislative auditor finding that our facility is not 
Y2K compliant by July 1, 1999 as required by Executive Order MJF 98-04. 

W e concur with the finding that we are not Y2K compliant because our 
hardware/software was not compliant on July 1, 1999. 

_~ _y  

D eparlnlcnt o f 
I 1E A L I'l I and 
I~l O S P I'i'A  I .S 

David W , Hood 
SECRK/ARY 

The facility began taking corrective action to resolve this problem in M arch of 
1999. W e m et w ith D. H. H. offi cials and subm itted requesr for funding of our 
needed equipm ent. W e have m et with Pat Potier, Director of Inform ation 
Technology, he has reviewed and approved our Y2K plan. W e ordered m ost of 
the hardware for Y2K com pliance and will receive it by July 23, 1999. The 
hardware/software for the consum able inventory is being reviewed by D. H. H. 
and the tim e clock / payroll equipm ent is out on bid and should go to D. H. H. for 
approval by August 15, 1999. O nce approval is given, we should be able to have 
all systems upgraded by the end of the year. 

Evelyn Henry , our purchasing agent is co ordinating the bids and purchases of 
the equipm ent. Aaron Bow lware, inform ation technology and Kevin Com boy, 
Hum an Resources Director form ulated the plan and are carrying it out. Pat 
Potier and Clich Dawkins, D. H. H. are responsible for approvals at the D. H. H 
level. 
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O ur contigency plan for inventory and payroll is to return to a m anual inventory 
and payroll system if funding is not available. 

Should you have any further questions, please contact m e 

Sincerely, 

eaum ont, NFA 
LTC Hospital Administrator 


