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The Governor of California
Members of the Legislature
State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

The California State Auditor’s Office presents its special report for the legislative standing/policy
committees, which summarizes audits and investigations we issued during the previous two years.
This report includes the major findings and recommendations, along with the corrective actions
auditees reportedly have taken to implement our recommendations. To facilitate use of the
report we have included a table that summarizes the status of each agency’s implementation
efforts based on its most recent response. This special report also includes an appendix that
summarizes monetary benefits auditees could realize if they implement our recommendations
or take appropriate corrective action.

This information will also be available in 10 special reports specifically tailored for each Assembly
and Senate budget subcommittee on our Web site at www.bsa.ca.gov. Finally, we notify auditees
of the release of these special reports.

Our audit efforts bring the greatest returns when the auditee acts upon our findings and
recommendations. Thisreportis one vehicle to ensure that the State’s policy makers and managers
are aware of the status of corrective action agencies and departments report they have taken.
Further, we believe the State’s budget process is a good opportunity for the Legislature to explore
these issues and, to the extent necessary, reinforce the need for corrective action.

Respectfully submitted,

Elosire, /1. Hoole

ELAINE M. HOWLE, CPA
State Auditor
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Introduction

This report summarizes the major findings and recommendations from audit and investigative reports
we issued from January 2007 through December 2008. The purpose of this report is to identify what
actions, if any, these auditees have taken in response to our findings and recommendations. We have
placed this symbol @ in the margin of the auditee’s action to identify areas of concern or issues that we
believe an auditee has not adequately addressed.

Policy areas that generally correspond to the Assembly and Senate standing committees organize this
report. Under each policy area we have included report summaries that relate to an area’s jurisdiction.
Because an audit or investigation may involve more than one issue or because it may cross the
jurisdictions of more than one standing committee, a report summary could be included in more than
one policy area. For example, for an audit of the Grade Separation Program, the audit report summary
would be listed under three policy areas—Energy, Utilities, and Communications; Privacy and Public
Safety; and Transportation.

We have compiled the recommendations we directed to the Legislature and have summarized them

in a separate report we issued in January 2009 (report number 2008-701). Additionally, we have
summarized monetary benefits such as cost recoveries, cost savings, or increased revenues that

we estimated auditees could realize if they implement our recommendations or take appropriate
corrective action in the Appendix of this report. We estimate that auditees could have realized roughly
$1.26 billion of monetary benefits during the period July 1, 2001, through December 31, 2008, if they
implemented our recommendations. For example, in our audit of the Department of Public Health
(department) we determined that Laboratory Services had raised its fees improperly one year and failed
to impose two subsequent fee increases called for in the budget act. As a result, Laboratory Services
did not collect more than $1 million in fees from clinical laboratories; though it would need spending
authority to be able to spend the additional revenue.

In addition to these issues of fiscal responsibility, the department has not overseen clinical laboratories as
state law and regulations mandate. For example, Laboratory Services is not inspecting laboratories every
two years as state law requires and has no plans to do so unless it receives additional resources.

State law requires that Laboratory Services investigate consumer complaints, however, in late 2007
Laboratory Services had a backlog of complaints it had received, and it closed many cases without
taking action. Particularly troubling was one complaint regarding a laboratory that was believed to
have cross-contaminated blood samples, leading a medical professional to reportedly misdiagnose
tuberculosis in a patient who consequently was hospitalized twice for complications from the
prescribed tuberculosis treatments she received. One reason Laboratory Services cited for not pursuing
the case was sparse resources. However, if Laboratory Services had correctly collected fees it was due,
it could potentially use those funds to obtain the resources necessary to comply with the state laws and
regulations that it reports it cannot comply with at current resource levels.

For this report we have relied upon periodic written responses prepared by auditees to determine
whether corrective action has been taken. The California State Auditor’s Office (office) policy requests
that the auditees provide a written response to the audit findings and recommendations before the
audit report is initially issued publicly. As a follow-up, state law requires the auditee to respond at least
three times subsequently: at 60 days, six months, and one year after the public release of the audit
report. However, we may request that an auditee provide a response beyond one year or initiate a
follow-up audit if deemed necessary.

We report all instances of substantiated improper governmental activities resulting from our
investigative activities to the cognizant state department for corrective action. These departments are
required to report the status of their corrective actions every 30 days until all such actions are complete.
During 2007 and 2008 our investigations have identified over $1 million in state governmental improper
acts and spending including improper overtime payments, failure to accurately report absences, and
mismanagement of state resources and funds. These investigations are typically initiated via tips to the
office’s Whistleblower hotline, 1.800.952.5665.
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Unless otherwise noted, we have not performed any type of review or validation of the corrective
actions reported by the auditees. All corrective actions noted in this report were based on responses
received by our office as of January 2009. The table that follows summarizes the number of
recommendations along with the status of each agency’s implementation efforts based on its most
recent response related to audit reports the office issued from January 2007 through December 2008.
Because an audit report’s recommendations may apply to several policy areas, the agency’s status on
implementing our recommendations may be represented in this table more than once. For instance, the
recommendations made to the Board of Chiropractic Examiners are reflected under the policy area for
Business, Professions and Economic Development and the policy area for Governmental Organization.

FOLLOW-UP RESPONSE STATUS OF RECOMMENDATION

INITIAL FULLY PARTIALLY NO ACTION PAGE
RESPONSE  60-DAY SIX-MONTH ONE-YEAR IMPLEMENTED IMPLEMENTED PENDING TAKEN NUMBERS

Aging and Long-Term Care

Department of Health Care Services

Skilled Nursing Facilities Report 2006-035
Department of Public Health

Licensing and Certification Report 2006-106

Agriculture and Water

Department of Water Resources
Flood Protection Corridor Report 2007-108
Appropriations

Department of Corporations

License Applications and Complaints
Report 2005-123
Office of California Prison Health Care Services

Medical Service Contracting Report 2006-501

Indian Gaming Benefit Committees

Gambling Commission
Indian Gaming Report 2006-036
Department of Social Services
Safely Surrendered Baby Report 2007-124
Department of Public Health
Clinical Laboratories Report 2007-040
Arts, Entertainment, Sports, Tourism and Internet Media

Indian Gaming Benefit Committees

Gambling Commission
Indian Gaming Report 2006-036
Banking, Finance, and Insurance

Department of Corporations

License Applications and Complaints
Report 2005-123
Business, Professions and Economic Development

Medical Board of California
Assessment of Fees Report 2007-038
California Highway Patrol

Department of General Services
CHP Contracting Report 2007-111
State Board of Chiropractic Examiners
Chiropractic Board Report 2007-117
California Highway Patrol

1

Department of Motor Vehicles

Department of Transportation

Employment Development Department

Department of Justice

Department of General Services

Department of Toxic Substance Control

©oOlololo oo o o
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Waste Management Board
E-Waste Report 2008-112
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FOLLOW-UP RESPONSE STATUS OF RECOMMENDATION

INITIAL FULLY PARTIALLY NO ACTION PAGE
RESPONSE  60-DAY SIX-MONTH ONE-YEAR IMPLEMENTED IMPLEMENTED PENDING TAKEN NUMBERS

Department of Corporations

License Applications and Complaints
Report 2005-123

Department of Consumer Affairs, Contractors
State License Board
Investigations Report 12008-2 [12007-1046]

Education

Universities and Community College
California Postsecondary Education Commission
Crime Statistics Report 2006-032

Department of Education
Home-to-School Transportation Report 2006-109

California State Polytechnic University, Pomona
Investigations Report 12007-2 [12007-0671]

California State University
CSU Compensation Report 2007-102.1
CSU Hiring Practices Report 2007-102.2

University of California
California State University
Community Colleges
College Textbooks Affordability Report 2007-116

Department of Education
Special Education Hearings Report 2008-109

Department of Social Services
Safely Surrendered Baby Report 2007-124

Elections, Reapportionment, and Constitutional Amendments

Office of the Secretary of State
County Registrars
Poll Workers Training Report 2008-106

Energy, Utilities, and Communications

Department of Transportation
Grade Separation Program Report 2007-106

Environmental Safety and Toxic Materials

Air Resources Board
Local Air Quality Districts
Carl Moyer Program Report 2006-115

Office of Spill Prevention and Response
Cosco Busan Report 2008-102

California Highway Patrol
Department of Motor Vehicles
Department of Transportation
Employment Development Department
Department of Justice
Department of General Services
Department of Toxic Substance Control
Waste Management Board

E-Waste Report 2008-112

California Environmental Protection Agency
Investigations Report 12008-2 [12008-0678]

Department of Public Health
Low-Level Radioactive Waste Report 2007-114

Governmental Organization

State Board of Chiropractic Examiners
Chiropractic Board Report 2007-117

continued on next page. ..
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FOLLOW-UP RESPONSE STATUS OF RECOMMENDATION

INITIAL FULLY PARTIALLY NO ACTION PAGE
RESPONSE  60-DAY SIX-MONTH ONE-YEAR IMPLEMENTED IMPLEMENTED PENDING TAKEN NUMBERS

Medical Board of California
Physician Diversion Program Report 2006-116R

Assessment of Fees Report 2007-038
California Highway Patrol

Department of General Services
CHP Contracting Report 2007-111
California Highway Patrol

Department of Motor Vehicles
Department of Transportation
Employment Development Department
Department of Justice
Department of General Services
Department of Toxic Substance Control
Waste Management Board

E-Waste Report 2008-112
Indian Gaming Benefit Committees

Gambling Commission
Indian Gaming Report 2006-036
Department of Consumer Affairs, Contractors
State License Board
Investigations Report 12008-2 [12007-1046]
Health and Human Services
Department of Health Care Services
Medi-Cal Providers Report 2006-110
Medical Board of California

Physician Diversion Program Report 2006-116R

Department of Mental Health-Coalinga
Investigations Report 12007-2 [12006-1099]
Department of Health Care Services
Investigations Report 12007-2 [12006-1012]
Board of Equalization

Franchise Tax Board
Nonprofit Hospitals Report 2007-107
Department of Corrections and Rehabilitation

Department of Social Services
Department of Justice

Sex Offender Placement Report 2007-115
Department of Public Health

Department of Veterans Affairs
Veterans Board
Yountville Veterans Home Report 2007-121

Department of Social Services

Safely Surrendered Baby Report 2007-124

Investigations Report 12008-1 [12006-1040]
Department of Public Health

Low-Level Radioactive Waste Report 2007-114
Department of Health Care Services

Durable Medical Equipment 2007-122
Department of Public Health

Clinical Laboratories Report 2007-040
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FOLLOW-UP RESPONSE STATUS OF RECOMMENDATION
INITIAL FULLY PARTIALLY NO ACTION PAGE
RESPONSE  60-DAY SIX-MONTH ONE-YEAR IMPLEMENTED IMPLEMENTED PENDING TAKEN NUMBERS

Victim Compensation and Government
Claims Board
Victim Compensation Program 2008-113

Department of Health Care Services
Skilled Nursing Facilities Report 2006-035

California Institute for Regenerative Medicine
Stem Cell Report 2006-108

Department of Health Care Services
Investigations Report 12007-1 [12006-0731]

Medical Board of California
Assessment Fees Report 2007-038

Higher Education

Universities and Community College
California Postsecondary Education Commission
Crime Statistics Report 2006-032

California State Polytechnic University, Pomona
Investigations Report 12007-2 [12007-0671]

California State University
CSU Compensation Report 2007-102.1
CSU Hiring Practices Report 2007-102.2

University of California
California State University
Community Colleges
College Textbooks Affordability Report 2007-116

Housing and Community Development

Department of Housing and
Community Development
Housing Bonds Report 2007-037

Insurance

Department of Insurance
Executive Life Insurance Report 2005-115.2

Unemployment Insurance Appeals Board
Unemployment Insurance Report 2008-103

Judiciary

State Bar of California
State Bar Report 2007-030

Department of Justice
Administrative Office of the Courts
State Controller
County Superior Courts
DNA Identification Fund Report 2007-109

Department of Justice
Investigations Report 12008-1 [12007-0958]

Labor, Employment, and Industrial Relations

California Exposition and State Fair
Investigations Report 12007-1 [12006-0945]

Department of Health Care Services
Investigations Report 12007-1 [12006-0731]

Department of Justice
Investigations Report 12008-1 [12007-0728]

Department of Corrections and Rehabilitation
Investigations Report 12008-2 [12006-0826]

continued on next page.. ..
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FOLLOW-UP RESPONSE STATUS OF RECOMMENDATION
INITIAL FULLY PARTIALLY NO ACTION PAGE
RESPONSE  60-DAY SIX-MONTH ONE-YEAR IMPLEMENTED IMPLEMENTED PENDING TAKEN NUMBERS

Department of Consumer Affairs, State
Contractors License Board
Investigations Report 12008-2 [12007-1046]

California Environmental Protection Agency
Investigations Report 12008-2 [12008-0678]

Unemployment Insurance Appeals Board
Unemployment Insurance Report 2008-103

California State University
CSU Compensation Report 2007-102.1
CSU Hiring Report 2007-102.2

Local Government

Department of Education
Home-to-School Transportation Report 2006-109

Air Resources Board
Local Air Quality Districts
Carl Moyer Program Report 2006-115

Department of Justice
Administrative Office of the Courts
State Controller
County Superior Courts
DNA Identification Fund Report 2007-109

Board of Equalization
Franchise Tax Board
Nonprofit Hospitals Report 2007-107

Santa Clara Valley Transportation Authority
Santa Clara Valley Transportation Report 2007-129

Office of the Secretary of State
County Registrars
Poll Workers Training Report 2008-106

Indian Gaming Benefit Committees
Gambling Commission
Indian Gaming Report 2006-036

Department of Transportation
Grade Separation Program Report 2007-106

Victim Compensation and Government
Claims Board
Victim Compensation Program Report 2008-113

Department of Social Services
Safely Surrendered Baby Report 2007-124

Natural Resources, Parks, and Wildlife

Department of Conservation
Investigations Report 12007-1 [12006-0908]

Department of Water Resources
Flood Protection Corridor Report 2007-108

Department of Fish and Game
Bay-Delta Stamp Report 2008-115

Office of Spill Prevention and Response
Cosco Busan Report 2008-102

Privacy and Public Safety

Department of Corrections and Rehabilitation
Investigations Report 12008-1 [12006-0665]

Department of Corrections and Rehabilitation
Parole Discharge Report 2008-104
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FOLLOW-UP RESPONSE STATUS OF RECOMMENDATION

INITIAL FULLY PARTIALLY NO ACTION PAGE
RESPONSE  60-DAY SIX-MONTH ONE-YEAR IMPLEMENTED IMPLEMENTED PENDING TAKEN NUMBERS

Department of Public Health
Licensing and Certifications Report 2006-106

California Prison Health Care Services
Medical Service Contracting Report 2006-501

Medical Board of California
Physician Diversion Program Report 2006-116R

California Highway Patrol
Investigations Report 12007-2 [2007-0715]

California Highway Patrol
Department of General Services
CHP Contracting Report 2007-111

Department of Justice
Investigations Report 12008-1 [12007-0958]

Department of Corrections and Rehabilitation
Department of Social Services
Department of Justice

Sex Offender Placement Report 2007-115

Department of Public Health
Low-Level Radioactive Waste Report 2007-114

Victim Compensation and Government
Claims Board
Victim Compensation Program Report 2008-113

Universities and Community College
California Postsecondary Education Commission
Crime Statistics Report 2006-032

Department of Public Health
Clinical Laboratories Report 2007-040

Department of Transportation
Grade Separation Program Report 2007-106

Public Employees, Retirement, and Social Security

California Exposition State Fair
Investigations Report 12007-1 [12006-0945]

Department of Justice
Investigations Report 12008-1 [12007-0728]

Department of Consumer Affairs, State Contractors
License Board
Investigations Report 12008-2 [12007-1046]

Unemployment Insurance Appeals Board
Unemployment Insurance Report 2008-103

California State University
CSU Compensation Report 2007-102.1
CSU Hiring Practices Report 2007-102.2

California Highway Patrol
Department of General Services
CHP Contracting Report 2007-111

Revenue and Taxation

California Institute for Regenerative Medicine
Stem Cell Report 2006-108

Indian Gaming Benefit Committees
Gambling Commission
Indian Gaming Report 2006-036

continued on next page. ..
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RESPONSE  60-DAY SIX-MONTH ONE-YEAR IMPLEMENTED IMPLEMENTED PENDING TAKEN NUMBERS

Department of Justice
Administrative Office of the Courts
State Controller
County Superior Courts
DNA Identification Fund Report 2007-109
Board of Equalization

Franchise Tax Board
Nonprofit Hospitals Report 2007-107
Transportation

Department of Transportation
Grade Separation Program Report 2007-106

California Highway Patrol
Investigations Report 12007-2 [2007-0715]
Santa Clara Valley Transportation Authority

Santa Clara Valley Transportation
Report 2007-129
Department of Education

Home-to-School Transportation
Report 2006-109
Veterans Affairs
Department of Public Health
Department of Veterans Affairs
Veterans Board
Yountville Veterans Home Report 2007-121

To obtain copies of the complete audit and investigative reports, access the bureau’s Web site at
www.bsa.ca.gov or contact the bureau at 916.445.0255 or TTY 916.445.0033.
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Department of Health Services

It Has Not Yet Fully Implemented Legislation Intended to
Improve the Quality of Care in Skilled Nursing Facilities

REPORT NUMBER 2006-035, FEBRUARY 2007
Department of Health Services’ response as of February 2008

The Skilled Nursing Facility Quality Assurance Fee and Medi-Cal
Long-Term Care Reimbursement Act (Reimbursement Act),
Chapter 875, Statutes of 2004, directed the Bureau of State Audits
to review the Department of Health Services’ (Health Services)!
new facility-specific reimbursement rate system. Until the passage
of the Reimbursement Act, facilities received reimbursements for
Medi-Cal services based on a flat rate. The Reimbursement Act
required Health Services to implement a modified reimbursement
rate methodology that reimburses each facility based on its costs.

In passing the Reimbursement Act, the Legislature intended the
cost-based reimbursement rate to expand individual’s access to
long-term care, improve the quality of care, and promote decent wages
for facility workers. The Reimbursement Act also imposed a Quality
Assurance Fee (fee) on each facility to provide a revenue stream
that would enhance federal financial participation in the Medi-Cal
program, increase reimbursements to facilities, and support quality
improvement efforts in facilities.

The Reimbursement Act required us to evaluate the progress Health
Services has made in implementing the new system for facilities. It also
directed us to determine if the new system appropriately reimburses
facilities within specified cost categories and to identify the fiscal
impact of the new system on the State’s General Fund.

Finding #1: Health Services has not yet met all the auditing
requirements included in the Reimbursement Act, having reviewed
only about two-thirds of the State’s facilities.

When a facility reports costs, Health Services has an obligation to
perform an audit to ensure that those costs are reasonable. If an audit
reveals a discrepancy, Health Services must make an audit adjustment,
which becomes the amount Health Services uses to develop the
facility’s reimbursement rate. In fact, Health Services calculated
approximately one-third of all facilities’ reimbursement rates using
unaudited cost data.

We recommended that Health Services conduct all the audits of
facilities called for in the Reimbursement Act to reduce the risk of
using flawed data to calculate reimbursement rates.

1 Effective July 1, 2007, the Department of Health Services was renamed as the Department of
Health Care Services as a result of Senate Bill 162.

February 2009

Audit Highlights . ..

Our review of the Department of Health
Services’ (Health Services) progress in
implementing the Skilled Nursing Quality
Assurance Fee and Medi-Cal Long-Term
Care Reimbursement Act (Reimbursement
Act) revealed:

» Although Health Services promptly
obtained federal approval for the
reimbursement rate and fee systems, it
was delayed in installing the new rates
for Medi-Cal payments.

» Health Services has not yet met all of
the auditing requirements included
in the Reimbursement Act, but has
recently hired 20 additional auditors to
meet the requirement.

» Health Services has not reconciled the
fee payments made by facilities to its
record of anticipated collections.

» Health Services believes the
Reimbursement Act will result in
General Fund savings. However, the
savings projections do not consider
$5.2 million in ongoing costs prompted
by the act.

» Health Services did not follow sound
contracting practices when it contracted
with its consultant to develop a system
to calculate rates.

» Health Services was not able to provide
the methodology underlying the
reimbursement rate system. As a result,
we could not verify that the system
appropriately calculates rates. To
make such a verification in a separate
public letter, we asked Health Services
to provide a complete and accurate
methodology of the system within
60 days of this report’s publication.

continued on next page.. ..
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» Neither Health Services nor its
consultants formally made changes
to final reimbursement rates or to the
reimbursement rate system.

» Health Services’ contractor responsible
for receiving and authorizing payment for
Medi-Cal claims, authorized over
$3.3 million in duplicate payments to
some facilities for the same services.

» Health Services and its contractor have
begun the process of recouping the
duplicate payments.

Health Services’ Action: Partial corrective action taken.

Health Services reported that it plans to use the additional 19 auditor
positions and two audit manager positions approved in the 2006—07
budget to conduct audits of all free-standing skilled nursing facilities
(facility) as required in the Reimbursement Act. It plans to complete
all of the required audits during the 2007—08 production year.

Health Services does not plan to identify which audits it
conducted in 2004 stating that the Reimbursement Act was not
enacted until 2005. In addition, it believes the number of audits
completed in 2005 met the requirements of the Reimbursement
Act. However, as stated in the report, before passage of the
Reimbursement Act, Health Services conducted a field audit for
each facility once every three years. To meet the requirement

for the Reimbursement Act, Health Services must continue to
complete a field audit once every three years and also complete a
desk audit in the years in between. Since Health Services did not
distinguish between field and desk audits in its records, it cannot
be sure it has met the field audit requirement. We recommend
that Health Services look back to the audits completed in fiscal
years 2004—05 through 2006—07 to identify which facilities
received a field audit within those three years and adjust its audit
plan accordingly.

Finding #2: Health Services has not reconciled its fee receipts to its
records of anticipated collections.

In addition to new facility rates, the Reimbursement Act established
the fee to provide a new revenue stream for Health Services. Before
it started collecting fee payments, Health Services estimated each
facility’s annual reported resident days and recorded the estimate

in a database. Since the fee amount each facility pays is based on
resident days, each facility reports actual resident days for the period
and the total fee due when it remits the fee payment. On receiving
this information, Health Services records it in the database next

to its estimates. However, Health Services had not reviewed these
records and as a result it may not have collected all the 2004 fees
due. By reviewing its records of fee payments received alongside its
estimates, Health Services could have promptly identified delinquent
facilities and facilities that have incorrectly reported resident days by
investigating reported resident days that vary by more than 5 percent
from its estimate.

We recommended that Health Services reconcile the fee payments made
by facilities to the estimated payments due and follow up on significant
variances. For those facilities that have not paid the full fee, we
recommended that Health Services promptly initiate collection efforts.

Health Services’ Action: Partial corrective action taken.

Health Services reported that it has begun notifying facilities

of outstanding fee balances and is receiving regular responses
from those facilities. In addition, it reports that it has completed
reconciling its fee payment records and has a process in place for
collecting aged fee receivables.
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Finding #3: Although the Reimbursement Act allows contracting, we are concerned about Health
Services’ contracting practices and its continued reliance on contracted services to maintain and update
the new reimbursement rate system.

Health Services did not always follow sound contracting practices. The consultant it hired to provide
advice and research related to reimbursement rate methodologies was responsible for developing the
reimbursement rate system, even though development work was not included in the scope of

the contract. Health Services should have included detailed expectations in the contract for the final
product. Additionally, it should have required the consultant to document the process used to build

the system. Because it failed to include these details in the contract, Health Services does not have

a blueprint of the system, leaving it vulnerable in the event of a system failure and at greater risk

should the system fall short of Health Services’ needs. In fact, when we attempted to replicate the
reimbursement rate system that produced the 2005-06 rates, neither Health Services nor its consultant
were able to provide a complete methodology used to develop the system. As a result, we have asked
Health Services to develop and test formal, accurate and detailed documentation that includes all of the
complexities of the rate development methodology within 60 days of this report’s publication.

Additionally, Health Services anticipated taking over rate development but did not specify in its
contract with its consultant a date for doing so.

We recommended that Health Services amend the contract to clearly describe the scope of work,
include a statement that Health Services will obtain the logic and business rules of the reimbursement
rate system, and a specific date that Health Services will take over the reimbursement rate calculation.
In addition, we requested formal and detailed documentation that includes all of the complexities of the
reimbursement rate development with its 60-day response.

Health Services’ Action: Partial corrective action taken.

According to Health Services, it prepared a contract amendment that included a turnover plan. This
turnover plan required the consultant to provide the logic and business rules of the reimbursement
rate system and train Health Services’ employees to operate the system. Health Services reported
that the amended contract was approved in May 2007. Health Services further stated that its staff
has received the training necessary to operate the reimbursement rate system and is working with
the consultant to calculate and implement rates for the upcoming year.

Additionally, Health Services provided formal detailed documentation that included all of
the complexities of the reimbursement rate development methodology used to produce the
reimbursement rates Health Services published for fiscal year 2005—06 in its 60-day response.

Finding #4: Health Services does not have a mechanism in place to record changes made to published
rates or the reimbursement rate system.

Health Services does not formally document and record changes to its published rates or

changes to its reimbursement rate system. As a result of not keeping formal records, it could

not provide an overall record of changes it made to its published rates or the basis for changing

those rates. Health Services develops rates for facilities and forwards them to the Electronic Data
Systems (EDS), Health Services’ consultant. EDS is responsible for entering these rates into its system
and applying them to Medi-Cal claims. However, EDS authorized payment for some Medi-Cal claims
in fiscal year 2005—06 using rates that were different than those Health Services had published. When
asked about changes to the published rates, Health Services stated that most of the changes were
probably initiated by the facilities after the rates were finalized. However, since Health Services is
responsible for developing rates, it is also responsible for formally tracking changes made to those rates.

In addition, neither Health Services nor the consultant that developed the reimbursement rate system
have a formal change control process in place to record programming changes the consultant makes or
may need to make to the system.

11
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We recommended that Health Services formalize a rate change process that documents the reason for
rate changes and any changes either it or its contractor responsible for administering the system makes
to the reimbursement system’s programming language.

Health Services’ Action: Partial corrective action taken.

Health Services reported that it has implemented a system that provides an audit trail for any
facility rate change. It further stated that it has developed and implemented procedure changes in
the system’s programming language. However, procedure changes to the programming language is
not a substitute for a formal change control process.

Finding #5: Health Services is to report information that reflects changes in quality of care to the
Legislature. Although the law does not require it, we believe including General Fund cost information in
those reports would show how the new rates are affecting the General Fund.

Because the Reimbursement Act sunsets on July 1, 2008, the Legislature will be reviewing its overall
impact on the quality of care in facilities and its fiscal impact on the State. The Reimbursement Act
mandates that Health Services issue reports to the Legislature in January 2007 and January 2008.

Both reports are to focus on elements outlined in the Reimbursement Act to give the Legislature an
idea of what improvements the increased rates produced. The Reimbursement Act, in its outline of

the information that Health Services should include in the reports, did not specify the inclusion of any
information related to the effect higher reimbursement rates and the new fee revenue have on overall
General Fund expenditures. In addition, although the Reimbursement Act requested that our audit
provide information regarding the impact of the new reimbursement rates on the General Fund, we can
provide only actual General Fund cost information for fiscal year 2005-06. By including General Fund
cost information in both of the required reports from Health Services, the Legislature would have more
information to assess the act’s true costs and benefits.

We recommended that Health Services include information on any savings to the General Fund in the
reports its licensing division is required to prepare.

Health Services’ Action: None.

Health Services’ Licensing and Certification Division (division) agrees that both cost and benefit
information may be useful to the Legislature. However, because General Fund cost information is
collected and maintained by other operational areas of the department, the division stated it would
have to be prepared by another operational area. Health Services did not state whether it included
or intends to include General Fund cost information in its reports to the Legislature.

Finding #6: Health Services‘ contractor responsible for receiving and authorizing payment of facility
Medi-Cal claims, authorized paying some facilities more than once.

Although this contractor was unaware that it was authorizing duplicate payments, we found more than
2,100 instances of such payments totaling over $3.3 million since October 2005. Because the scope of

the audit included only long-term care Medi-Cal payments for the 2005-06 fiscal year, we were unable
to reach a conclusion as to whether the duplicate payments extended beyond the population examined.

We recommended that Health Services further investigate the possibility that duplicate payments were
authorized by the contract consultant to ensure that the magnitude of the problem is identified and
controlled. In addition, we recommended that Health Services begin recouping those duplicate payments.
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Health Services’ Action: Partial corrective action taken.

After learning that its contractor, EDS, issued duplicate payments, Health Services reported that it
took immediate corrective action by implementing a special processing guideline that discontinued
the procedure to override suspended claims. It also conducted an investigation to determine the
magnitude of the flawed procedure. In its six-month response, Health Services stated that it has
also completed its investigation of Medical, Outpatient, and Vision claims and found a similar
processing error that resulted in additional erroneous duplicate payments of certain claims. It
further reported that it immediately issued a special processing guideline to temporarily correct
the processing error and, as of September 2007, has developed the criteria that will permanently
correct the error.

In its one-year response, Health Services stated that it expects to recover the duplicate payments
by issuing two Erroneous Payment Corrections (EPCs). Health Services stated that the first EPC
will recover approximately $5.1 million in duplicate long-term care payments and an additional
$780,000 for duplicate or overlapping payments made to one or more different provider entities.
The second EPC will recover funds for the Medical, Outpatient and Vision claims by October 2007.
Health Services stated that it estimates the total dollar overpayment for that EPC to be $250,000.
Additionally, Health Services stated it expected to recover duplicate or overpayments during fiscal
year 2007-08.

13
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Department of Health Services

Its Licensing and Certification Division Is Struggling to
Meet State and Federal Oversight Requirements for Skilled
Nursing Facilities

REPORT NUMBER 2006-106, APRIL 2007
Department of Health Services’ response as of April and July 2008

The Joint Legislative Audit Committee requested the Bureau of
State Audits to conduct an audit assessing the Department of Health
Services’ (Health Services)! oversight of skilled nursing facilities.
Specifically, we found the following:

Finding #1: Health Services has been unable to initiate and close its
complaint investigations promptly.

We found that Health Services has struggled to investigate and close
complaints promptly. The Health and Safety Code requires Health
Services to initiate investigations of all but the most serious complaints
within 10 working days. Additionally, according to its policy, Health
Services’ goal is to complete a complaint investigation within

45 working days of receiving the complaint. To measure how promptly
Health Services initiated and closed complaint investigations, we used
data from its complaint-tracking system. We found that data related to
the dates Health Services received complaints, initiated investigations,
and closed complaints were of undetermined reliability. The data

were of undetermined reliability primarily because of weaknesses

in application controls over data integrity. According to these data,
Health Services received roughly 17,000 complaints and reports

of incidents that facilities self-reported between July 1, 2004, and

April 14, 2006. Although not every complaint Health Services receives
and reviews warrants an investigation, we found that Health Services
promptly initiated investigations for only 51 percent of the 15,275
complaints for which it began investigations and promptly completed
investigations only 39 percent of the time. To proactively manage its
complaint workload, we recommended that Health Services periodically
evaluate the timeliness with which district offices initiate and complete
complaint investigations. Based on this information, Health Services
should identify strategies, such as temporarily lending its staff to address
workload imbalances occurring among district offices.

Health Services’ Action: Partial corrective action taken.

Health Services reports that since April 2007, the date the court
ordered it to meet statutorily required time frames for initiating
complaint investigations, 5,359 complaints have been received. Of
those, 33 were initiated beyond 10 working days for a compliance
rate of 99.38 percent. However, Health Services did not provide
statistics on how long it has taken to complete these investigations.

T On July 1, 2007, the California Department of Health Services was reorganized and became two
departments—the Department of Health Care Services and the Department of Public Health.
The Department of Public Health is now responsible for monitoring skilled nursing facilities.

February 2009

Audit Highlights . ..

Our review of the Department of Health
Services’ (Health Services) oversight

of skilled nursing facilities revealed

the following:

» Health Services has struggled to initiate
and close complaint investigations and
communicate with complainants in a
timely manner.

» Health Services did not correctly prioritize
certain complaints and understated the
severity of certain deficient practices it
identified at skilled nursing facilities.

» Health Services has yet to implement an
Internet-based inquiry system as required
by state law to provide consumers with
accessible public information regarding
skilled nursing facilities.

» The system Health Services uses to track
complaint investigations regarding
skilled nursing facilities has weak controls
over data integrity that could allow
erroneous data to be entered into the
system without being detected.

» The timing of some federal recertification
surveys is more predictable than others,
which diminishes the effectiveness of
these reviews.

» Health Services has weak controls over its
disbursements of funds from the Health
Facilities Citation Penalties Account,
which limit its ability to ensure that funds
are used for necessary purposes.

» Despite efforts to increase staffing,
Health Services has struggled to fill
its vacant facility evaluator positions
with registered nurses. This reliance on
registered nurses is also problematic
because of the current nursing shortage
and higher salaries offered elsewhere.
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Finding #2: Health Services did not always communicate with complainants within required time frames.

Health Services’ staff could not demonstrate that they have consistently communicated with complainants
promptly. Program statutes require Health Services to acknowledge its receipt of complaints within

two working days and inform complainants in writing of the results of their investigations within 10 working
days of completing their work. For 21 of the 35 complaints we reviewed, the files contained copies of the
initial letters to the complainants. In seven of these 21 cases, we found that Health Services notified the
complainant beyond the two working-day time frame. For the most delayed case, it took Health Services
104 days to notify the complainant. Similarly, for all 22 cases that contained copies of the second letter,
we found that Health Services notified the complainant of the results of the investigation beyond the

10 working-day time frame. In the most delayed case, it took Health Services 273 days to provide this
notification to the complainant. The main cause for delays in providing the second notice appears to be
Health Services’ practice of waiting for the facility to first submit its plan of correction, which can take
another 10 to 15 days beyond the date the facility was notified, before informing the complainant of the
investigation results. By failing to consistently meet deadlines for communicating with complainants,
Health Services unnecessarily exposes complainants to continued uncertainty about the well being of
residents at skilled nursing facilities.

To ensure that it fully complies with state law regarding communication with complainants, we
recommended that Health Services reassess its current practice of delaying notification to complainants
about investigation results until after it receives acceptable plans of correction from cited skilled
nursing facilities. If Health Services continues to support this practice, it should seek authorization from
the Legislature to adjust the timing of communications with complainants accordingly.

Health Services’ Action: Corrective action taken.

Health Services has inserted additional guidance in its complaint investigation procedures

to address our recommendation. Specifically, Health Services now requires its staff to notify
complainants of the results of investigations within 10 days following the last day of the on-site
inspection. Further, Health Services” quality assurance process includes auditing complaint files to
see if the letter was sent in a timely manner and is included in the hard copy file.

Finding #3: Health Services has not consistently investigated complaints and included all relevant
documentation within complaint files.

Our review noted that, although there is a policy to close complaints within 45 working days of
receiving them, Health Services’ complaint investigation procedures do not establish guidelines for the
timely completion of the various stages of the complaint investigation process. Without timelines for
individual steps in the complaint investigation process linked to the parties responsible for performing
them, Health Services cannot be sure its objectives are being met and will have difficulty holding staff
accountable for the timely completion of work. Further, we found that Health Services’ complaint

files did not always contain sufficient documentation to help explain where delays in the process were
occurring, and to evidence the completion of required activities.

To evaluate Health Services’ practices for investigating complaints, we reviewed five complaint
investigation files at each of the seven district offices we visited. We found that for 18 of the

35 complaints, just the time it took between starting an on-site investigation and notifying the facility
in writing of the results equaled or exceeded the 45 working-day policy for closing complaints. In

15 of these 18 instances we were able to identify the cause of these delays, such as facility evaluators
needing more time to complete their work prompted by obtaining additional information or
interviewing other individuals not located at skilled nursing facilities. However, in three cases we
could not make this determination either because of missing investigation reports or reports that were
completed after Health Services notified the facility about the results. We saw similar documentation
problems regarding Health Services’ efforts to provide timely notifications to complainants.
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Specifically, Health Services could not provide evidence that it acknowledged receipt of a complaint
for four of the 35 complaints we reviewed, while similarly being unable to produce evidence that it
informed complainants of the results of investigations in seven instances.

To ensure that district offices consistently investigate complaints and include all relevant documentation
in the complaint files, Health Services should clarify its policies and procedures, provide training as
necessary, and periodically monitor district office performance to ensure compliance. At a minimum,
Health Services should:

+ Clarify its 45 working-day policy for closing complaints by establishing target time frames for facility
evaluators, supervisors, and support staff to complete key stages in the complaint process.

+ Ensure that each complaint file includes a workload report (timesheet), an investigation report, and
copies of both letters sent to complainants.

« Clarify that investigation reports should be signed and approved prior to notifying skilled nursing
facilities about the results of investigations.

+ Attempt to obtain mailing addresses from all complainants that do not wish to remain anonymous.

Health Services’ Action: Partial corrective action taken.

Health Services has addressed two of the four bulleted recommendations by instituting a quality
assurance process for its complaint investigations. Specifically, Health Services” quality assurance
process includes peer reviews to ensure that complainants receive timely notification at the
initiation and conclusion of investigations. Further, this process includes reviewing the quality of
the investigations performed, such as ensuring that its staff properly investigate complaints and
issue citations that are adequately supported by the evidence.

Although Health Services has established a goal of completing its investigations within 40 days
following the start of its reviews and evaluates how long investigations actually take as part of its
quality assurance process, it has not established target time frames for facility evaluators, supervisors,
and support staff to complete key stages in the complaint investigation process. Without such
timelines, Health Services will continue to have difficulty in holding staff accountable for the timely
completion of their work. Health Services reports that it disagrees with this particular aspect of

our recommendation, explaining that establishing target time frames for its staff and tracking their
performance would create an incredible, unfunded workload request. Finally, although Health
Services’ one-year response indicated that its quality assurance process includes steps to review
whether its staff attempt to obtain the mailing addresses of complainants that do not wish to remain
anonymous, we found no evidence of this in our review of its quality assurance reports.

Finding #4: Health Services may have understated the priority levels of complaints received and the
severity levels of deficiencies identified during recertification surveys.

We found that Health Services may not have correctly prioritized complaints it received against skilled
nursing facilities. For 12 of the 35 complaints we reviewed, Health Services may have understated

the priority of complaints that, according to requirements, would have warranted more urgent
investigations. We also found that Health Services may have understated the severity of the deficiencies
it identified for nine of the 35 recertification surveys we reviewed. When Health Services does not
classify deficiencies at a sufficiently severe level, the enforcement actions Health Services imposes on
skilled nursing facilities may not be adequate, and facility stakeholders may form misperceptions about
the quality of care offered at those facilities.

We recommended that Health Services ensure that staff correctly and consistently prioritize complaints
and categorize the deficient practices of skilled nursing facilities.
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Health Services’ Action: Corrective action taken.

Health Services’ new quality assurance program includes reviewing randomly selected complaint
investigations to ensure, among other things, that complaints are appropriately prioritized and that
complaint dispositions are appropriate.

Finding #5: Health Services has failed to meet state requirements for providing public access to
information on skilled nursing facilities.

To enhance the quality and public accessibility of information on long-term care facilities, the
Legislature passed Assembly Bill 893 (Chapter 430, Statutes of 1999), which required Health Services to
provide the public with an on-line inquiry system accessible through a toll-free telephone number and
the Internet. This inquiry system must provide information to consumers regarding a skilled nursing
facility of their choice, including its location and owner, number of units or beds, and information on
state citations assessed. Our audit found that Health Services has been unable to fully implement this
system nearly five years after the Legislature’s deadline of July 1, 2002. Health Services’ management
asserted that budget shortfalls in fiscal years 2003—04 and 2004—05 have hampered its efforts to
implement the Internet-based system.

We recommended that Health Services continue in its efforts to implement an Internet-based inquiry
system and take steps to ensure that the data it plans to provide through the system are accurate.

Health Services’ Action: Corrective action taken.

Health Services reports that it launched the Health Facilities Consumer Information System (HFCIS)
on January 23, 2008. Our review of this system confirmed that users are able to find a variety of
information on skilled nursing facilities, including locations and owners; the number of units or beds;
and summary information on complaints, state-enforcement actions, and survey deficiencies.

Finding #6: The system Health Services uses to track complaint investigations is governed by weak
application controls.

Health Services complaint-tracking system is one module in the Automated Survey Processing
Environment (ASPEN), a database developed and maintained by the Centers for Medicare and
Medicaid Services (CMS). Health Services’ district offices enter complaint investigation and federal
recertification survey data into ASPEN for all facilities within California. Our audit found that

the complaint-tracking system has weak application controls that preclude Health Services from
preventing erroneous data from being entered into the system or detecting data errors or omissions
within the system. We also found that district office data entry staff are not consistently using the
complaint-tracking system to record data regarding complaint investigations. For example, data entry
staff record two different events in the field designed to capture the on-site investigation completion
date. Some data entry staff record the date that the on-site investigation ended, while others record
the date when the facility evaluators have determined the type of enforcement action to take. In
addition, we found instances in which various dates in the complaint-tracking system conflicted with
the normal sequence of events that occurs when Health Services investigates a complaint. For example,
677 of the 17,042 records in the system’s population of complaints that were prioritized at either the
immediate-jeopardy or non-immediate-jeopardy level and were received between July 1, 2004, and
April 14, 2006, have entries indicating that some step in the investigation process occurred before the
complaint was recorded as received.

To improve the accuracy of complaint data used to monitor its workload and staff performance, we
recommended that Health Services develop strong application controls to ensure that its data are
accurate, complete, and consistent. This process should include validating the data entered into key data
fields, ensuring that key data fields are complete, and training staff to ensure consistent input into key
data fields, such as the field designed to capture the date on which the investigation was completed.
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Health Services’ Action: Corrective action taken.

Health Services reports that it has developed standard performance measures for each district
office. One of the performance measures requires, on a quarterly basis, random checks by the
support staff supervisor to ensure the accuracy of data input as well as complaint files. Our review
of Health Services’ quality assurance program confirmed that it evaluates whether the information
noted in the complaint file agrees with its data system. Finally, Health Services reports that it has
begun a recurring training program where it reminds staff of data input and accuracy procedures.

Finding #7: Health Services could enhance the value of its recertification surveys by making its visits
less predictable.

Federal regulations prescribe the frequency with which Health Services must conduct its recertification
surveys of skilled nursing facilities, requiring a survey no later than 15 months after a facility’s prior
survey, with an average of 12 months between all of its recertification surveys of skilled nursing facilities
statewide. In interpreting these regulations, the CMS actually allows states more generous time frames
of 15.9 months between recertification surveys and a statewide average survey interval of 12.9 months.
As of June 2006 Health Services’ survey interval averaged 12.2 months, and only one survey had
occurred more than 15.9 months after the facility’s last survey.

Although Health Services has been able to meet recertification survey frequency requirements
statewide, it could improve the randomness with which it schedules the surveys. According to CMS,
“states have a responsibility for keeping surveys unannounced and their timing unpredictable. This
gives the state agency doing the surveying greater ability to obtain valid information” Our own
analysis indicates that some district offices may have performed better than others in managing their
workloads and varying the timing of their recertification surveys. For example, most recertification
surveys conducted within the jurisdiction of the Daly City district office occurred near the end of the
15.9-month federal deadline, allowing little room for variability. In contrast, the Chico district office
was less predictable in its scheduling of surveys because it did not concentrate its activity immediately
before a known deadline.

To reduce the predictability of its federal recertification surveys, we recommended that Health Services
institute a practice of conducting surveys throughout the entire survey cycle, ensuring that each facility
has a greater probability of being selected at any given time.

Health Services’ Action: Pending.

Health Services’ six-month response indicated that it had planned to use the CMS ASPEN system
to help schedule recertification surveys in a way that will reduce their predictability. However,
Health Services’ one-year response indicated that it has not yet been able to use the ASPEN system
as planned due to its focus on implementing the HECIS and delays with a federal contractor that
maintains the ASPEN scheduling system. In addition, Health Services did not specify when it
expects to implement the scheduling system.

Finding #8: Health Services has weak controls for disbursing certain funds from the Health Facilities
Citation Penalties Account (citation account).

We generally found that Health Services’ controls over the expenditure of funds from the citation account
were weak. Allowable uses of citation account funds are prescribed within state law and include paying for
the costs of ensuring the continued operation of a skilled nursing facility pending its correction of cited
deficiencies or closure, including the appointment of temporary management or receivership, in the event
that revenues from the facility are insufficient. Our review of citation account expenditures revealed that
Health Services relied on high-level forecasts of expected revenues and expenses submitted in e-mails

by temporary management companies as a basis to request funding. Given the magnitude of some of
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these payments—we noted one instance in which a single payment exceeded $700,000—we would have
expected Health Services to eventually request evidence beyond the e-mails to gain some assurance that
the payments made were necessary.

In addition, Health Services provided more than $10.5 million to one temporary management company
and had only one other approved temporary management company available for use. With such a small
pool of qualified and available temporary management companies, Health Services may have less ability
to employ such firms as a means of effecting change in underperforming skilled nursing facilities and
has less assurance that it is getting a competitive price for these services. Finally, our review found that
Health Services did not maintain adequate support for $581,000 in citation account funds that it used to
purchase computers for its licensing and certification division.

To ensure it can adequately justify the expenses it charges to the citation account, we recommended
that Health Services take steps to gain assurance from temporary management companies that the
funds they received were necessary. This should include reviewing the support behind temporary
management companies’ e-mails requesting payments. In addition, Health Services should take steps
to expand its pool of temporary management companies to ensure that it has sufficient numbers of
temporary management companies available and receives competitive prices. Finally, when Health
Services charges general support items to the citation account, it should be able to document its
rationale for determining the amounts charged.

Health Services’ Action: Pending.

Health Services reports that it has drafted new procedures for appointing temporary managers.

These draft procedures define the roles and responsibilities of Health Services’ staftf and the temporary
management company. In addition, the draft procedures include the reporting responsibilities and
financial processes, such as requesting payment for services. Health Services anticipates finalizing its
new procedures by the end of July 2008, and soliciting new applications for prospective temporary
management companies in August 2008, renewing this process every 12 to 18 months.

Finding #9: Staffing shortages hamper Health Services’ enforcement efforts, and filling its vacant
positions remains difficult.

Health Services cited staffing shortages as the cause of many of its oversight problems. We believe
that Health Services’ explanation has some merit. Our review of the staffing levels within the Field
Operations Branch (branch) of the Licensing and Certification Division indicated that securing
adequate staffing has been a problem. In the fiscal year 2005-06 budget, the Legislature approved
funding for 485 positions within the branch, of which 397 were facility evaluator positions. During the
same year, the branch reported it was able to fill 426 of these approved positions, of which 347 were
facility evaluators. Most of these facility evaluators are registered nurses, accounting for 78 percent of
the 397 health facility evaluator positions authorized in fiscal year 2005—06. Annual vacancy rates for
these positions averaged about 16 percent between fiscal year 2002—03 and 2005—06 but have declined
slightly each year since fiscal year 2003—04. Health Services primarily focuses on hiring candidates
that are registered nurses; however, a nursing shortage and higher salaries elsewhere make filling these
positions problematic.

To fill its authorized positions and manage its federal and state workloads, we recommended that
Health Services consider working with the Department of Personnel Administration (DPA) to adjust
the salaries of its staff to make them more competi