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Weak Management and Poor Internal
Controls Have Prevented the Department
From Establishing an Effective Cash
Collection System
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e The department has not tried to collect the total amount
of secondary insurance charges for which it could bill. The
department has a policy that directs statf to not spend time
billing secondary insurers directly or following up on claims
billed automatically by Medicare. Our review indicated that the
department’s investment of time to perform these additional
billings would be negligible, although we did not find that the
department would recover large amounts of money from these
secondary insurers. Nevertheless, this additional billing does
represent a source of reimbursements that the department has
not adequately explored.

¢ Billing errors and lack of adequate documentation may be costing
the department additional reimbursements. Of a 100-chart
sample of patient charts and their corresponding bills, department
consultants noted that 50 charts had no corresponding bills. In
the remaining 50 charts for which they could find bills, the
consultants noted 158 errors, including 73 cases where the
department had not billed or had underbilled for some services
and 85 instances in which the department may have billed
services erroneously. Neither we nor the department can say
with certainty the amount of reimbursements that it may have
lost, but given the error rate in the consultant’s sample, this
number may be significant.

e Staffing issues have contributed to the department’s billing
problems. Headquarters staff stated that a major contributor to
the department’s delays in filing claims was the shortage of utili-
zation review nurses and health records technicians. During the
period of November 2000 to May 2001, the Veterans Home of
California, Yountville (Yountville home) had staff for only one
of two budgeted positions for utilization review nurses, and four
of six approved positions for health records technicians. The
department estimates that these staffing shortages caused the
Yountville home to lose $217,000 in possible reimbursements
for skilled nursing care from July 2000 through July 2001.
Although the home unsuccessfully tried to hire utilization review
nurses on a temporary basis, it did not consider other ways to
alleviate its staffing shortage. We also noted that salaries for
these positions are lower than the average market wages for
similar classifications in state and local government in the
San Francisco area where the Yountville home is located.

e The department may have lost additional funds by failing to
follow through on recommendations from auditors and consult-
ants. As of October 24, 2001, the department has resolved only




15 of 40 outstanding issues brought to its attention by its billing
consultant in calendar year 2000 and again in January 2001.
The consultant had noted that the open issues were affecting
the department’s ability to collect reimbursements for the services
provided by the homes.

To ensure that it is billing for all services provided by its three homes
for veterans, we recommended the department do the following:

e Continue to seek recertification for its Barstow home so that
this home can bill for Medicare and Medi-Cal reimbursements.

¢ Notify Health Services when the department believes that the
Barstow home is ready to undergo a new survey that will
lead to recertification.

¢ Follow up on claims submitted to secondary insurance providers
to ensure that it has received reimbursements and that staff
reworks rejected or denied claims promptly. In addition, to
recover additional reimbursements, the department should
submit claims to secondary insurance providers that it has not
usually billed.

e Correct the information system and process deficiencies noted
by its consulting group in the 100-chart sample. If time limits
have not expired, the department should also resubmit claims
for the items that it underbilled.

¢ Consider options to fill utilization review nurse shortages, such
as transferring qualified staff to the utilization review section
and hiring from nursing registries to replace these staff until
the Yountville home can hire and train permanent utilization
review nurses and health records technicians.

¢ Investigate the salary levels and classifications for trained
utilization review nurses and health records technicians to
determine whether it needs to work with the State Personnel
Board to change salary levels for these positions.

e Assign to a department staff member the responsibility for
implementing consultant and auditor recommendations. This
employee should have sufficient authority to ensure that units
in the department complete recommended tasks.




Department Action: Partial corrective action taken.

The department’s initial response indicated that it had taken
the following actions:

e Notified Health Services on October 25, 2001, that the
Barstow home was ready to undergo a new survey. An initial
survey was performed on November 2, 2001.

e Made the business decision to allocate its staffing resources
toward collecting high dollar collections, which does not
include secondary insurance collections, in order to optimize
cash for the department.

¢ Implemented procedures to correct some of the deficiencies
noted in the consultant’s sample, is planning to address the
other issues of chart documentation and correct entry of
charges, and will review the accounts identified in the sample
to determine if sufficient data is now available to resubmit
valid and compliant claims.

¢ Hired two qualified utilization review nurses and is using a
temporary help agency for other key billing positions until
it can hire permanent employees. Additionally, the
department’s personnel services division will perform a job
classification audit, and present its findings to the Department
of Personnel Administration for recommended action.

e Strengthened its organization with the addition of a deputy
secretary over all veterans homes and the development of a
revenue council specifically committed to ensuring the
proper collection of all reimbursements. Additionally, it has
hired an individual to act as a collections manager who is
assigned to the deputy secretary of the homes and the chief
of financial services.

Finding #2: The department does not bill promptly for
its services.

The department has further compounded its cash flow difficulties
by failing to submit promptly its claims for certain reimbursements.
The department failed to bill Medicare for outpatient services
provided by one of its homes between August 2000 and June 2001
until June 2001 because, in part, its employees did not understand
how policy changes made by the federal government would affect
the department’s billing procedures. However, we did not find this




10-month delay to be reasonable because the department had
sufficient notice of the federal government’s planned policy
revisions to begin making changes to its billing system. Our testing
of a sample of 44 claims generated during fiscal year 2000-01
revealed that the department averaged 207 days from the last date
of service to the date that it submitted the claims to Medicare for
the 25 claims that it billed. For these 25 claims, Medicare averaged
27 days from the date the department submitted the bills to the
date that the federal agency either paid or rejected them.

We recommended that the department continue to focus on
clearing its backlog of claims and ensuring that staff perform all
tasks related to billing to ensure that it is billing claims promptly.

Department Action: Partial corrective action taken.

The department states that its utilization review is current for
July through September 2001 and that it has billed all approved
stays with accounts finalized by its medical administrative
services unit. In addition, its reimbursement staff will be
immediately billing all backlogged claims once they receive
an appropriate utilization review notice from the homes and
staff at the homes have finalized all coding.

Finding #3: Insufficient information hampers the
department’s management of reimbursements.

The department lacks sufficient knowledge of the data in its billing
management information system (information system), which has
caused the department to overestimate the total reimbursements
that it believes it can recover. In July 2001 the department retained
a consultant to assist in billing outstanding charges, estimating
that the consultant could recover up to $6 million. However, as of
September 30, 2001, the department’s consultant has been able to
recover only between $350,000 and $450,000. Erroneous accounts
in its system prevent the department from accurately determining
how many accounts remain that it can bill. For example, as of
August 31, 2001, the Yountville home had 3,076 outpatient clinical
accounts with no charges from fiscal year 2000-01. Our testing
of 309 of these accounts revealed that 22 accounts had actual
charges totaling almost $4,800 that should have been entered and
processed for billing. We also found charge slips for 19 accounts
for which the home provided services but that were not billable to
an insurance provider. We could not find charge slips for the
remaining 268 accounts.




To ensure that it has a sufficient understanding of the accounts
and data in its information system, the department should do
the following:

e Analyze costs and benefits of continuing to hire consultants to
bill for prior-year charges to determine whether reimbursements
will adequately cover costs for hiring consultants. Further, if
the department decides to keep its current information system,
it should hire a consultant knowledgeable in the department’s
current information system to assist the department in cleaning
up erroneous data, applying credits to accounts for which pay-
ments have been received, and processing all unbilled charges
in the system, in addition to assisting the department in devel-
oping written business policies and practices and training staff.

¢ Finish implementing a system of numbered charge slips to ensure
that all staff at its veterans homes have entered all data.

¢ Investigate accounts with no charges to determine whether the
department can submit claims or should delete these accounts.

Department Action: Partial corrective action taken.

The department will perform a cost-benefit analysis of recent
consultant contracts to serve as a baseline for future contracting
decision. In addition, it will also document its cost-benefit
analysis prior to executing future consultant contracts for
collection of prior-year reimbursements. The department
indicated that it is still evaluating whether to use its current
information system or to purchase a new system. In the
meantime, it is dedicating significant travel and training funds
to ensure information systems staff receive training on upgrades
to its current system. Additionally, it pledged to continue
efforts to fund business process reengineering to address the
development of written business policies and practices as well
as providing additional training for system users. Moreover,
the department will continue implementing a system of
numbered charge slips and assure implementation at all
three homes. The department also stated that it is purging all
accounts prior to October 1, 1999, as these accounts are no
longer collectible due to Medicare claim submission time lim-
its. In addition, it has produced reports to determine if any
zero charge accounts are duplicate or incorrectly set up accounts,
and will be deleting these accounts as non-collectible
erroneous accounts.




Finding #4: The department does not prepare management
reports or fully access its information system.

The department cannot accurately estimate the amount of unbilled
charges in its information system because the system includes
erroneous amounts. Without sufficient knowledge of the amounts
available to it for billing, the department cannot effectively monitor
and manage its billing and collection process, nor can it prepare
useful management reports. Our review of cash position reports
prepared by the department’s reimbursements unit from data in
the department’s information system noted significant differences
between totals in this report and totals in the department’s
accounting system. Because the department’s accounting system
cannot track unbilled charges, the department may be missing
opportunities to collect reimbursements because it cannot evaluate
its effectiveness in billing claims using data from that system.
Further, the department’s information system has tools and reports
that can assist management in controlling cash flow; however,
management at the department and at the veterans homes appears
not to be using many of these. Although the veterans homes use
only 41 of 76 modules purchased by the department for their use,
the department estimates it will pay $81,000 to $251,000 per home
to maintain all the modules in fiscal year 2001-02.

We recommended that the department develop periodic manage-
ment reports, and regularly reconcile these reports with the
department’s accounting records in order to evaluate the cash flow
at headquarters and at all three homes with respect to reimburse-
ments, expenditures, accounts receivable, and unbilled claims.

Department Action: Partial corrective action taken.

The department has developed a series of reports including
cash collections per week by source of revenue, cash flow
analysis for each home, and monthly expenditure analysis for
each home. The department agrees that it should develop
additional reports that more discretely predict accounts
receivables, and is in the process of developing lag reports and
segregating billable charges from unbillable charge data in the
information system.

Finding #5: The department’s internal controls lack
adequate oversight.

The department’s oversight of internal controls has serious short-
comings. Despite its awareness that its internal controls, including
its business policies and practices, exhibit consistent deficiencies, the




department has not made sufficient effort to correct known
problems. In addition, the department has not had an external
audit or internal review of its internal controls since 1994.
According to our limited review of the department’s operations,
the department exhibits to some degree most of the warning signs
that appear on the State Administrative Manual'’s list characterizing
poor maintenance of an internal control system. For example, the
department did not keep current its policies and procedures
manuals, and it does not produce accurate operational reports it
could use as management tools.

In addition, although the Legislature transferred the responsibility
for internal audits to the Inspector General for Veterans Affairs
(inspector general), it did not give the inspector general access to
all departmental records. Without access to many confidential
records, the inspector general is unable to review many of the
department’s controls.

We recommended that the department ensure that regularly
scheduled reviews of its internal controls are performed to provide
assurance that the department’s mission is carried out and that
the department is maintaining effective control over assets,
liabilities, reimbursements, and expenditures.

In addition, if the Legislature believes that the intent of its
legislation creating the position of inspector general is not being
met, it should consider clarifying state law governing the inspector
general so that the inspector general has appropriate access to all
department records.

Department Action: Pending.

The department pledged to conduct regularly scheduled reviews
separately and in conjunction with the inspector general.
Furthermore, the results and recommendations of prior reviews
will be submitted to the Executive Council of the Veterans
Homes or the Secretary’s Office, as appropriate, for implemen-
tation in the next six-month period.

Legislative Action: Unknown.

We are unaware of any legislative action implementing
this recommendation.




Finding #6: The department has demonstrated an
inconsistent approach to fiscal management.

In August 2001 the department proposed a reorganization for the
oversight of its homes. Nevertheless, the department has used an
inconsistent approach to fiscal management. The department recently
returned some tasks to the homes with the goal of enabling each
veterans home to better manage its budget, however, it did not
ensure that the homes had access to current, accurate data or to a
functional information system. Additionally, the department did
not give the homes adequate written guidance or performance
measures, nor did it enter budget data into its accounting system
or list budget targets for the veterans homes until October 2001,
three months after the start of the fiscal year.

We recommended that the department continue to define and
clarify in writing the division of responsibilities between head-
quarters and the veterans homes to make certain that expenditure
and reimbursement activities have appropriate oversight.

Department Action: Partial corrective action taken.

The department’s veterans homes division is currently making
organizational and management changes at all homes.
In addition, the department has appointed a revenue council
to review the entire revenue and reimbursement process and
provide a date when the department can begin implementing
revisions to the system. The revenue council will develop pro-
cess standards with monitors and a balanced scorecard, and
will report monthly to the veterans homes executive board,
who in turn will report to the governing board. Management
at each level will review the report and balanced scorecard
and intervene when necessary. The department will docu-
ment the process in the Veterans Homes Division
Administrative Manual.

Finding #7: Lack of appropriate training continues to hamper
claims processing.

In general, the department may not have optimized its use of its
training dollars for its billing statf. In fiscal year 2000-01, the depart-
ment spent at least $66,040 for training, of which only $1,000
went to training for medical billing. This training was general in
nature and did not significantly increase staft’s knowledge of billing
procedures. An additional $935 of the $66,040 training funds went
to lost registration costs due to last-minute cancellations by




department staff. Moreover, of the 68 training classes offered to
Barstow home staff, and 118 hours of training provided to
Yountville home medical billing staff, none applied to medical
billing. Recent changes in Medicare filing requirements make
training critical for the department. Partly because of its staft’s
lack of billing expertise and knowledge, the department hired a
consultant in July 2001 to assist it in processing backlogged claims
for October 1, 1999, through June 30, 2001. The contract will
cost up to $400,000, and the department has budgeted $810,000
for another consultant to assist it in processing claims for
fiscal year 2001-02.

The department should provide training opportunities for
department staff, particularly staff involved in processing claims,
to ensure that they stay informed about current developments in
Medicare regulations and policies.

Department Action: Partial corrective action taken.

The department has assigned a reimbursements staff member
to review all Medicare bulletins and advise staff of all regulation
and policy changes that affect reimbursement activities. The
reimbursements unit will be participating in training classes
offered by a variety of sources.

Finding #8: Poor management has caused deficiencies in the
department’s information system.

The department has not provided adequate leadership to ensure
that the veterans homes have a usable information system. Poor
management, lack of executive sponsorship, and insufficient
training have all contributed to deficiencies and errors in the data
recorded in the department’s information system. The department
has not made certain that staff and management accept the system,
nor has it provided sufficient resources, including adequate training,
to implement the information system successfully. Finally, the
department has failed to fulfill its own as well as its consultants’
recommendations for resolving information system issues. These
weaknesses have resulted in an information system that does not
assist the homes in tracking services provided to patients and in
collecting reimbursements for services provided.

The department should decide how it will satisty its three veterans
homes’ conflicting needs for an information system, and imple-
ment a decision fully supported by management. If it retains its
current information system, the department should ensure that it
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fully develops and completes the data dictionaries and that staff
receives adequate training to maintain and operate the information
system. We also recommended that the department perform
business process reengineering, including developing written
business policies and practices that require staff to carry out
necessary tasks and to receive adequate training. If it deems it
cost-beneficial, the department should consider hiring a consultant
to assist it in these tasks and to help the department develop its
business solution.

Department Action: Partial corrective action taken.

The department states that its information technology council
has developed a two-pronged strategy. The first objective is to
implement an upgrade to the information system in order to
satisfy federal requirements. The second objective is to determine
what system would better meet the needs of the veterans homes
both short- and long-term. The council will report monthly to
the homes’ executive board who in turn will report to the
governing board. Management at each level will review the
report and balanced scorecard and intervene when necessary.
The department intends to document the process in the
Veterans Home Division Administrative Manual.

Finding #9: Limiting expenditures was not as effective as the
department had anticipated.

The department has attempted to control its cash flow by limiting
expenditures at the homes and at headquarters. However, this has
not solved the department’s problems with cash management. In
fact, the department has actually increased its expenditures since
implementing cost-cutting measures in January 2001. The
department increased its use of consultants because it has had
difficulties obtaining reimbursements from insurers and it signed
contracts totaling $4.7 million for consultant services begun or
continued in fiscal year 2000-01. Because the department has
decreased its collections of reimbursements from insurers and has
been unsuccessful in decreasing expenditures, the State has supplied
additional funding for the department. However, this draws on
state funds that could be available for other uses.

To better ensure that it meets its cash flow needs, the department
should examine its use of consultants to consider how best to
allocate resources to obtain needed services. In addition, the
department should analyze the costs and benefits of contracting
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out its billing and collections functions and eliminating excess
positions, to determine whether it can avoid paying both consult-
ants and staff to perform similar functions.

Department Action: Partial corrective action taken.

The department believes that the consulting services retained
by the department to date have not performed any duplicate
services or functions that current department staff perform.

Finding #10: The August report on cash flow does not supply
the information requested by the Legislature, and the
department’s December report may also fall short of
legislative requirements.

The Legislature directed the department to provide a report as of
August 31, 2001, that details the department’s needs for cash.
However, the department did not fulfill this request adequately.
Specifically, the department report omits the department’s starting
cash position, and it does not show expected reimbursement
collections or expenditures by month. Our review also noted that
rather than offering a cash flow forecast, the department’s report
merely repeats material from the department’s budget from the
2001-02 Final Budget Summary. Although it is working on a new
format for the next report, due in December 2001, it has not yet
finalized the methodology to estimate accurately its accounts
receivable. Additionally, deficiencies in the August 2001 report will
render the next report useless for making comparisons. Therefore,
the department and the Legislature will be unable to use these
reports to determine the causes and fiscal implications of the
differences between the reports.

To support and improve its process for developing analyses of its
future cash flow needs, the department should continue to prepare
the detailed estimates and supporting schedules that it needs for
its December 2001 and February 2002 reports to the Legislature.
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