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City of Baton Rouge Parish of East Baton Rouge
Finance Department Internal Auditing Division
P.O. Box 1471
Baton Rouge, LA 70821
Phone (225) 389-5159
www.brla.gov

January 27, 2020

MEMORANDUM
TO:
Darryl Gissel, Audit Committee Chairman
Scott Wilson, Audit Committee Member
Linda Hunt, Audit Committee Member
Ashley Beck, Audit Committee Member
FROM:

Barbara Baughman
Auditing Manager

SUBJECT:

INVESTMENTS AUDIT

Enclosed is our report on the audit of City-Parish investments. The audit was conducted in
accordance with our annual work program. This report presents all audit issues and corresponding
recommendations.
The Internal Auditing Division will conduct a follow-up review regarding implementation of
recommendations. The results of the follow-up review will be reported to the Audit Committee.
We would like to thank the Treasurer’s Office staff for their assistance during the audit.

Barbara Baughman
Auditing Manager
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CHAPTER ONE - BACKGROUND, OBJECTIVES, SCOPE, &
METHODOLOGY
BACKGROUND
The Council Administrator - Treasurer's Office (Treasurer’s Office) invests idle monies of the
City-Parish. The City-Parish Investment Policy (Investment Policy) provides the framework for
investment activities. It’s designed to balance the goals of maximum security, highest return, and
liquidity appropriate to meet cash flow demands.
Capital One Bank (Capital One) became the City-Parish’s fiscal agent bank on January 1, 2017.
Capital One’s Trust and Asset Management Business was acquired by Hancock Whitney on
December 18, 2017.
In July 2017, the Investment Management System software, written by the City-Parish Information
Systems Department (IS), stopped working. At this time, IS was involved in the implementation
of a new financial system for the City-Parish. The rework of the investment system was addressed
after the implementation of the financial system. The Treasurer’s Office completed testing and
began using the new investment system on March 5, 2019.
As of September 30, 2018, funds invested totaled $742,417,749. Investments were diversified
between certificates of deposit (CDs), U.S. Treasury Bills, U.S. Government Agencies, the
Louisiana Asset Management Pool (LAMP), and cash in bank accounts. The table below depicts
the cost of investments and cash held at the end of the 3rd quarters of 2018 & 2019.

City-Parish Funds Invested
Govt. Securities
& CDs

LAMP

Cash

Total

3rd Qtr 2018

$486,234,144

$192,254,744

$63,928,861

$742,417,749

3rd Qtr 2019

$484,614,766

$214,149,574

$51,799,311

$750,563,651
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OBJECTIVES
The objectives of this audit are to:







Reconcile investments per the bank records, City-Parish general ledger, and investment
report as required by Ordinance 15895.
Review the adequacy of internal controls established for investment activities.
Verify investment transactions are appropriate, properly authorized, executed, documented
and collateralized in accordance with controlling policy, legal provisions and sound
business practices.
Verify interest earnings are accurate, deposited, and recorded timely.
Verify charges and earnings are in compliance with the fiscal agent contract.
Determine whether earnings performance is successful in relation to its benchmarks.

SCOPE AND METHODOLOGY
The audit scope included transactions from July 1, 2018 to September 30, 2018. To accomplish
our objectives, we performed the following steps:












Reconciled the 2018 3rd Quarter Investment Report to the bank records, investment
statements, and the general ledger.
Reviewed state and local laws, Governmental Accounting Standards, City-Parish
Investment Policy, bank collateral agreements, wire transfers, fiscal agent contract, and
internal control procedures.
Interviewed Treasurer’s Office and Finance-Accounting staff.
Sampled investments:
o To ensure brokers and financial institutions were authorized and met
requirements.
o To verify investments were valid and appropriate.
o To verify interest received was accurate, received timely, and recorded
timely in the general ledger.
Verified investments were collateralized at 103% of the aggregate invested and properly
diversified and ensured pledged securities meet requirements.
Verified the Treasurer’s office:
o Reviews bank credit ratings on institutions in which the City-Parish
transacts.
o Confirms and reviews pledged collateral monthly.
Sampled wire transfers to ensure validity and proper authorization.
Verified earnings performance and evaluated performance against benchmarks.
Verified fiscal agent charges and interest paid were in compliance with the fiscal agent
contract.
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CHAPTER TWO - AUDIT ISSUES
PERFORMANCE

For the 3rd quarter 2018, the Treasurer’s Office investment strategy did not maximize earnings by
investing all available funds and did not meet earnings goals for the funds that were invested. The
City-Parish Investment Policy requires the portfolio to be designed with the objective of attaining
a market rate of return throughout the various economic cycles, taking into account the CityParish’s risk constraints and cash flow needs.
Funds Not Invested
Investment Account
The Treasurer’s Office held $6 million dollars in a bank account labeled as “investments” at
Capital One. There were no investments made from this account in 2018. It had no activity except
for monthly interest earned. The interest rate on the Capital One account was 1.05% while other
investments earned an average yield rate of 1.871% to 2.05%.
The Treasurer’s Office held the funds for use in case of an emergency. However, the City-Parish
can make withdrawals from its LAMP account and receive funds the same day if an emergency
arose. Additionally, the Treasurer’s Office investment strategy includes maintaining $20-25
million on hand in the operating account at Capital One. This account also earned interest at the
rate of 1.05%.
Bond Accounts
Two bond accounts reviewed had minimum cash balances of $2 million and $4.6 million between
June and December 2018. The Treasurer’s Office only made one 5-month investment for each
account, in February 2018. The December 2018 balances were $5.4 million and $9.7 million,
respectively. The City-Parish had 34 bond accounts in September 2018.
The Government Finance Officers Association (GFOA) best practices recommends a cash flow
forecast to identify excess funds in operating and bond funds. The City-Parish Investment Policy
does not define excess funds and does not include a formal forecasting process.
Performance Goals
In the 3rd quarter 2018, the investments composite average yield was 1.8466%, which did not meet
Investment Policy performance goals. Benchmark rates for performance comparison are the three
month U.S. Treasury Bill and the average Federal Funds Rate. Those rates were 2.13% and 1.95%
respectively. Additionally, the portfolio did not meet its objectives in the 1 st or 2nd quarters of 2018.
Investment Maturity
In 2018, the City-Parish did not hold any investments with a term longer than 12 months. As of
September 30, 2018, sixty-five percent of monies were invested in CDs or government securities.
The average yield on those was 1.8709% and 75% were invested with terms between nine months
and one year. The interest rate at LAMP was 2.05%. However, during this period, the rate on a
2-year U.S. Treasury Bill was 2.81%, which exceeded the average yield and the LAMP rate.
The Treasurer’s Office maintains the same investment diversity by reinvesting monies in the same
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type of investment for approximately the same maturity terms. GFOA recommends varying
maturities as components of the investment diversification strategy. The City-Parish Investment
Policy allows reserve funds to be invested in securities exceeding one year if the maturity of the
investments are made to coincide as nearly as practicable with the expected use of the funds.
Other cities diversify investment maturities with longer investment terms and divide their
portfolios according to objectives as follows:
National
 City of Houston, TX (3rd Qtr. 2018)
o The historical weighted average of maturity has ranged from one to two years.
o Investments are managed with two portfolios. One is Liquidity and the other is
Core. Liquidity is structured to meet the requirements of the next six months. Core
is designed to meet the market average rate of return through economic cycles.
 City of San Diego, CA (3rd Qtr. 2018)
o The weighted average days to maturity on their Core portfolio was 847.
o The weighted average days to maturity on their Liquidity portfolio was 264.
 Travis County, TX (Austin) (Sept 2019)
o Investment maturities ranged from less than one month to five years.
Louisiana
 The Louisiana cities of Shreveport, Lafayette, and Lakes Charles reported that their longterm investments include maturities between two and five years depending upon the fund.
Recommendations
The Council Administrator-Treasurer should evaluate the investment strategy, forecasting model,
and portfolio to ensure all available monies are invested and the overall portfolio is structured to
meet investment policies and performance goals.
 The Council Administrator-Treasurer should invest the six million dollars in an investment
which earns interest greater than the bank account rate. (The Treasurer’s Office
transferred five million dollars from the investment account to LAMP in September 2019.)


The Council Administrator-Treasurer should develop an investment strategy for all bond
accounts to maximize interest earned by investing accrued deposits more frequently than
once a year.



The Council Administrator-Treasurer should diversify investment terms in order to
maximize interest earnings and protect against economic cycles.



The Council Administrator-Treasurer should determine if any excess funds are being held
for operations.

The Council Administrator-Treasurer should consider consulting with an investment advisor
periodically to review the City-Parish investment strategy.
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COLLATERAL AND SAFEKEEPING
The Treasurer’s Office did not include City-Parish securities held at two banks as bond collateral
in its monthly safekeeping review. However, the Treasurer’s Office received weekly reports from
the bond counsel confirming the market value for all securities held as collateral and from one of
the two banks holding the collateral. The Treasurer’s Office did not receive an independent report
from the other bank. The securities value totaled $70 million.
Review of safekeeping receipts provides confirmation that investments are held by banks in the
name of the City-Parish and may be returned to the City-Parish upon request. Additionally, review
is required by the City-Parish Investment Policy.
Recommendation
The Council Administrator- Treasurer should include monthly safekeeping receipts from all banks
holding City-Parish securities in its monthly review to verify their existence and value.

BANKING SERVICE FEES
Lockbox Fees
The Treasurer’s Office did not recalculate September 2018 lockbox fees to confirm contract
compliance. They thought this review was being performed by EMS. Before Munis, EMS was
included in the approval process prior to paying the lockbox fees. EMS staff thought they were
approving the payment with EMS funds, not confirming compliance of the fees.
The lockbox is used in the EMS billing process for receiving communications and payments. EMS
contracts for billing services and submits the lockbox fees to the vendor for reimbursement. After
the transition to Munis, the approval process changed from a manual payment voucher to an
electronic approval routed through Munis. EMS was not included in the new process for payment
of bank fees. As a result, EMS did not ask the vendor to reimburse $9,108 in 2018 lockbox fees.
However, upon notice of this issue earlier this year, EMS contacted the vendor and requested
reimbursement. The Treasurer’s Office also added EMS to the approval process.
Service Fees
The September 2018 Banking Services invoice included fees totaling $1,160 that were not
included in the Banking Services Bid Response or supported with documentation. This amount is
made up of check charges of $436 and ACH charges of $724. Capital One has not explained the
charges. These fees were approved and paid.
Reconciliation of Fees
Although, the Treasurer’s Office compares invoice rates to contract pricing, there is no
reconciliation by any department of transactions and fees billed. The September 2018 banking
services invoice totaled $10,527.

5

Recommendations
The Council Administrator-Treasurer should 1) recalculate lockbox fees to ensure contract
compliance and 2) obtain approval from EMS Business Office staff prior to paying lockbox fees.
(The Treasurer’s Office now obtains approval from EMS prior to paying Lockbox fees.)
The EMS Business Office should ensure that EMS’s billing vendor reimburses lockbox fees paid
by the City-Parish, for 2018, 2019, and through the contract term. (EMS has obtained
reimbursement for all the 2018 fees and has continued with the reimbursement process.)
The Council Administrator-Treasurer should determine contract compliance for banking service
charges prior to payment.
The Council Administrator-Treasurer should work with applicable departments to identify a
process or methodology for reconciling banking service fees prior to payment.

AUTHORIZED DEALERS REVIEW
The Treasurer’s Office process for reviewing authorized dealers included procedures where
controls could be strengthened. These procedures are listed below:


Treasurer’s Office staff obtained bank ratings for two banks from the banks’ websites
rather than an independent source. Additionally, financial documentation on file did not
contain visible evidence of review by staff or management. However, current financial
statements were on file for all qualified bidding institutions.
City-Parish Investment Policy requires an annual review of the financial condition and
registrations of qualified bidders. Bank ratings by Standard & Poor’s are to be reviewed
on a quarterly basis. Current audited financial statements are required to be on file for each
financial institution and broker/dealer in which the City-Parish invests or makes deposits



One Financial Industry Regulatory Authority (FINRA) report was not on file. FINRA
reports are required to become a qualified bidder but the Investment Policy does not
explicitly state that FINRA reports should be obtained annually. The Investment Policy
broadly states that annual reviews be conducted.

.

FINRA is a government authorized not-for-profit that oversees U.S. broker-dealers.
FINRA reports on compliance, writes and enforces rules for ethical activities, and fosters
market transparency.
Recommendations
The Council Administrator-Treasurer should obtain credit ratings for qualified bidding
institutions from independent sources such as rating agencies.
The Council Administrator-Treasurer should determine the reports necessary to sufficiently
review qualified bidders annually and quarterly and update the City-Parish Investment Policy.
Additionally, the Treasurer’s Office should obtain documentation per the policy and include
visible evidence of review on all documentation.
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REPORTING
Historically, the investment report has not included the market value, credit quality, or issuer of
investments. The market value of a security is the value of the security if the security were
liquidated as opposed to the value at the time of purchase. Credit risk relates to the credit rating
associated with the investment by a rating agency.
GFOA recommends the following information be included in quarterly investment reports:
 An asset listing showing par value, cost and accurate and complete market value of each
security, type of investment, issuer, and interest rate;
 Average maturity of the portfolio and modified duration of the portfolio;
 Maturity distribution of the portfolio;
 Average portfolio credit quality;
 Time-weighted total rate of return for the portfolio for the prior one month, three months,
twelve months, year to date, and since inception compared to the Benchmark Index returns
for the same periods;
 Average weighted yield to maturity of portfolio on investments as compared to applicable
Benchmarks; and
 Distribution by type of investment.
Additionally, reviews of market value, credit quality, and concentration monitor the risks identified
by the Governmental Accounting Standards Board (GASB).
Recommendation
The Council Administrator – Treasurer should revise the investment report template to include the
additional items recommended by GFOA.
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CHAPTER THREE – EXIT CONFERENCE
An exit conference was held on December 17, 2019 with the following persons attending: Ashley
Beck, Council Administrator-Treasurer, Justin Mayers, Assistant Council AdministratorTreasurer, Barbara Baughman, Auditing Manger, and Susan Pappan, Senior Auditor. All issues
and recommendations were discussed.
An exit conference was also held on December 17, 2019 with the following persons attending:
Renee Cashio, EMS Business Manager, Rosie Vutera, EMS Planning and Research Specialist,
Barbara Baughman, Auditing Manager, and Susan Pappan, Senior Auditor. All issues and
recommendations that involved EMS were discussed.
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CHAPTER FOUR – AUDITEE RESPONSE
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