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The Governor of California
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Dear Governor and Legislative Leaders:

The Bureau of State Audits presents its audit report prepared under contract with Deloitte &
Touche concerning the Department of Health Services' Licensing and Certification Program
(department). This report concludes that the department needs to strengthen the controls over
the preparation of the fee schedules for acute care and long-term care facilities. Further, the
Legislature needs to amend the law to allow the department to adjust the fee schedules to more
accurately reflect the costs of administering the program. In addition, according to provisions in
the law, general and acute care facilities are subsidizing services to other types of facilities.
" Finally, the department needs to improve various administrative procedures.

Respectfully submitted,

KURT R. SJOBERG
State Auditor

660 J Street, Suite 300, Sacramento, California 95814
Telephone: (916) 445-0255 Fax: (916) 327-0019
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EXECUTIVE SUMMARY

RESULTS IN BRIEF

L&C User Fees

The Department of Health Services' Licensing and
Certification Program (L&C) is responsible for enforcing
state and federal laws and regulations governing the li-
censing and certification of health care facilities. Section
2 of Statutes 1992, c.712, provides that the Bureau of
State Audits (Bureau) shall examine the methodology
used by L&C to calculate certain state licensing fees and
to conclude if it is in compliance with Section 1266 of
the Health and Safety Code. Section 1266 also requires
the Bureau to determine if costs included in the fee
schedule reflect the appropriate resources needed to
meet state and federal requirements, and if such
resources are efficiently utilized.

We identified a total of 12 issues during our audit of
L&C. Each issue is described in detail in Section III of the
report. For summary purposes, these issues are grouped
into three categories as follows:

e L&C User Fees
Management and Operations
¢ Automated Systems

A brief description for each of the above issue groupings

is provided here in the Executive Summary.

L&C essentially has two major revenue sources: Federal
funds and general funds which are offset by user fees for

- certification and licensing of state health facilities.

Federal revenue funded approximately 65% of L&C's
operating costs for fiscal year 1993; remaining funding of
approximately 35% was generated from user fees.

User fees consist primarily of two types: fixed fees and
cost reimbursement fees. Section 1266 of the Health and
Safety Code stipulates how most of L&C's key licensing
fees are to be calculated. One of the objectives of the au-
dit was to review L&C's compliance with Section 1266
regarding its fee calculation methodology for general
acute care and long-term care health facilities. According
to Section 1266, both of these fees are calculated on a cost
reimbursement basis and the method prescribed is very
specific.

Deloitte &
Touche
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Executive Summary

Bureau of State Audits

Our audit discovered that significant weaknesses exist at
L&C with the control procedures surrounding the
preparation of the fee schedule required by Section 1266.
These weakness are:

¢ Desk-top procedures and appropriate work papers
(e.g., audit trails for key data) were incomplete at the
time of the audit.

e Review, validation, and supervision of the fee
schedule process was not adequate. This was evident
by the incomplete set of work papers and the number
of errors in the fee schedule.

Although there were errors in L&C's Original Fee
Schedule for the fiscal year 1993 prepared pursuant to
Section 1266, the net result to fees per bed was not ma-
terial. Therefore, an Alternative Fee Schedule is not rec-
ommended as part of this audit. However, it is recom-
mended that L&C strengthen its control environment
(e.g., establish desk-top procedures, ensure proper re-
view, provide training, etc.) related to preparing the fee
schedule to reduce the likelihood in the future that
other fee schedules are not produced with material
errors.

We also discovered during the audit that Section 1266
and other applicable statutes defining fee methodology
result in significant financial inequities to certain health
facilities. Specifically for Section 1266, it requires L&C in
its preparation of a fee schedule for each fiscal year to
estimate expenditures using the "Governor's” recom-
mended budget and federal funds budget. In recent
years, these budgets have been significantly greater than
the actual expenditures. (L&C, however, has no
budgetary authority to use the $9.7 million in revenue
as it is accounted for as an offset to the General Fund.)
For example, in fiscal year 1993, budget amounts were
$9.7 million greater than actual expenditures. This has

an effect of overstating fees charged to general acute care

and long-term care health facilities. If fees for fiscal year
1993 were calculated based on actual expenditures (as
opposed to budget amounts), they would be revised as
follows:

Deloitte &
___Touche

A\



Executive Summary Page S - 3
Fee Per Bed
L&C Original Revised*
Facility Type Schedule Fee Schedule

General Acute

Care Facilities $48.25 $29.59

Long Term Care

Facilities $160.27 $97.56

Bureau of State Audits

* If the fee methodology was corrected by amending

Section 1266, these would be the revised fees.

To remedy these inequities, we recommend that the
Legislature amend Section 1266 to require L&C for each
annual fee schedule to apply an adjustment to that
schedule based on the differences between "estimated”
figures and "actual” figures from the previous fiscal
year. Additionally, the Legislature needs to decide if
action in the current fiscal year is necessary to address
the overstatement of fees by approximately $9.7 million.

It is important that the workload of L&C be recognized
in this decision as to the overall impact to fees. That is,
as discussed in Issue No. 5 and No. 12, L&C is not
currently meeting all of the mandatory requirements.
This is due, in part, to a lack of financial resources.
Ultimately, L&C’s goal should be to meet all state and
federal mandates and collect fees accordingly.

Finally, the overall fee methodology used by L&C
pursuant to current law results in general acute care and
long-term care health facilities subsidizing L&C's ser-
vices to other health facilities. Specifically, a number of
fixed fees stipulated by Section 1266 and other applicable
statutes are less than the estimated costs of L&C to pro-
vide the necessary services. The three most significant
discrepancies are with intermediate care facilities (DD-
H/DD-N), clinics, and congregate living health facilities.

Annual estimated costs for L&C to provide the required -

services for these three facility types is $1,188,000. The
estimated annual revenue generated from the fixed fees
for the same facility types is $229,000. Thus, these facili-
ties are being subsidized by approximately $959,000 per
year.

We recommend that the Legislature re-evaluate the
fixed fees afforded certain facilities under Section 1266
and other applicable statutes. '
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Page S - 4 Executive Summary

Management and L&C's budget function is not fully supportive of its op-

Operations erations. Two main problems exist: budget development
in recent fiscal years has not produced budgets represen-
tative of L&C's operations and budget monitoring is not
timely. Contributing to these problems is usage of CAL-
STARS (state accounting system) has not been optimal.
CALSTARS was implemented at the Department of
Health Services approximately two years ago. Training
for Department level and L&C fiscal staff has not been
adequate as few staff understand the reports and main
system functionality. As alluded to earlier, the budget
developed for fiscal 1993 was approximately $9.7 million
greater than the actual expenditures. Although budgets
are intelligent estimates to provide financial direction
and are not always precise, a $9.7 million deviation is
very significant in relation to L&C's total budget.

It is recommended that CALSTARS training be pro-
vided to Department and L&C staff and system options
be explored to better and more timely assist L&C with
monitoring its budgets during the fiscal year. At the very
minimum, simple spreadsheets should be developed
containing high level budget and accounting data as a
means to monitor budgets. Finally, L&C management
should increase its involvement with the Department
in creating L&C's annual budgets.

L&C is not completing all of the Priority 1 federal man-
dates of the Health Care Financing Administration
(HCFA). For the 1993 fiscal year, the audit team sampled a
number of long-term care and home health care facilities
to ascertain if Priority 1 surveys were conducted within
the timeframe required. We discovered that L&C had a
compliance failure rate of 3.5% and 42.9% for long-term
care and home health care facilities, respectively.
Although, as recently reported by HCFA, L&C had made
significant improvement for the 1993 fiscal year, it still is
currently unable to complete the required Priority 1' man-
dates within the required timeframe (i.e., on an average of
every 12 months). There is the potential for financial
liabilities assessed by HCFA for noncompliance and/or
reduction of future funding.

It is recommended that L&C re-prioritize its work activi-
ties to better comply with HCFA since HCFA provides
funding for approximately 65% of L&C operations. It
should start discussions with HCFA on methods to im-
prove compliance, including additional resources if
necessary.

| | Deloitte &
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Bureau of State Audits

Related to Priority 1 compliance is L&C's difficulty with
meeting statutory requirements for responding to com-
plaints concerning the operations of facilities. For exam-
ple, for the 1992 fiscal year there was a total of 6,836
complaint investigations for all facility types. Of those
investigations, 50% or 3,409 were completed late as de-
fined in statute. Complaints by their very nature are un-
scheduled and disrupting to normal field office opera-
tions. Consequently, when a complaint is received by a
field office, surveyors or survey teams are pulled from
an existing survey in order to investigate the complaint.
This generally results in many inefficiencies as survey-
ors are starting and stopping work to accommodate
complaints. They do not remain focused on one task.

We recommend that each field office create "Complaint
Teams" to focus exclusively on complaints. The Com-
plaint Teams should be rotated periodically to prevent
burn-out. This solution will prevent the inefficiencies
associated with starting and stopping tasks and will in-
crease the number of complaints investigated within the
statutory timeframes.

Health facilities are not always prepared when survey
teams arrive on-site. Consequently, the survey team is
unable to finish all of its tasks and is forced to return at a
later date. This is not an effective method because it un-
necessarily wastes L&C surveyor time. We recommend
that L&C develop a self-diagnostic checklist as a tool for
facilities to use in assessing if their operations are ready
for inspection. Additionally, L&C should consider im-
posing direct or indirect financial penalties if a facility is
not prepared when scheduled.

Certified Nurse Aide (CNA) certification processing
time surged for the first few months of the current fiscal
year to an average of 12 weeks which is the maximum
time permitted by law. CNA application volume has
increased by 47% from the prior fiscal year without a
proportionate increase in personnel. This is the primary
culprit which initially led to a 12 week processing time.
Now it is only taking approximately 45 days to process
an application. However, overtime is the primary tech-
nique employed by L&C for reducing this backlog of
CNA certifications. This is not a cost effective approach
for addressing the increased volumes over the long-
term. We recommend that the Department evaluate the
staffing levels in recognition of the 47% increase in
CNA certifications with the objective of devising a

Deloitte &
Touche
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Executive Summary

Automated Systems

Bureau of State Audits

staffing plan that would reduce the average processing
costs. :

Other non-personnel improvements can also be made
without significant investment. When a citation is is-
sued to a facility for a violation(s), many of the field of-
fices have a surveyor or other personnel deliver the cita-
tion in person. They then wait "on-site" until facility
personnel write a plan of correction (POC). At the point
that a citation is delivered, there is no longer a life-
threatening situation existing as it was acted upon im-
mediately when the condition was initially discovered.
However, current policy at L&C requires this approach.
Sometimes a surveyor or survey team may wait hours
for the POC to be completed. Physically waiting on-site
for the POC would appear to not serve a constructive
purpose. It is estimated that 1,327 hours is expended
annually for this policy. We recommend changing the
policy to allow for the delivery of a citation by registered
mail and require the facility to complete the POC within
10 days, which is the maximum time allowed per law.

Antiquated computer systems are used to support the
L&C survey reporting process. Not only do the individ-
ual information systems (OSCAR/ACLAIMS) lack
functionality, they are also not integrated. This issue is
further compounded by the inability to easily retrieve
information from the system due to an inadequate re-
port writer. The result of having non-integrated systems
is a time-consuming, error-prone, and manually-driven
survey reporting process. For example, the database of
the OSCAR system, as mentioned in the State Agency
Evaluation Process (SAEP) report (a HCFA report), was
49% inaccurate during the period of HCFA's review.

Finally, it is important to recognize that ACLAIMS and
OSCAR are proprietary systems; therefore, L&C does not
have the ability to modify these systems. This is an
additional challenge that L&C must contend with in
improving its systems.

We recommend that the Department evaluate short-
term technology solutions recently proposed by its Data
Systems Branch and consider implementing low-cost
high-return solutions that will not be in conflict with

longer-term solutions. Next, the Department should re- -

quest the Data Systems Branch to develop a strategic in-
formation systems plan (i.e., assess technology currently
being used, evaluate alternatives, feasibility study, etc.).

Deloitte &
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Also, training should be provided to staff for learning
how to use the report writer for the new ACLAIMS
database .

ACLAIMS is a system utilized to track all information
pertaining to the licensing and certification of facilities. It
is being used, in addition to other primary citation func-
tions, as a citation accounts receivable system when it was
not initially designed to perform accounting functions. It
was designed to support field offices in the creation and
tracking of citations. In short, the problems in this area
include: accounts receivable data on ACLAIMS is not ac-
curate and timely; critical reports to manage the accounts
receivable area (e.g., aged receivables report categorizing
citations as 30, 60, or 90 days late) are not generated due to
an unreliable database; citations are accounted for on a
cash basis which makes it difficult to analyze outstanding
citation balances; running reports on ACLAIMS is techni-
cally inefficient (i.e., very slow on computer system) as
data for reports must first be consolidated from the 18 Lo-
cal Area Networks (i.e., collection of personal computers)
onto one computer; and ACLAIMS cannot calculate inter-
est on overdue citations. Citations issued for the seven-
month period ended July 31, 1993 was approximately $2
million. For the same period, L&C has only collected $1.2
million of that amount. This represents approximately
$800,000 in uncollected citations (i.e., receivables). It is not
easily determinable on ACLAIMS to analyze the nature or
cause of the $800,000. For example, some citations may be
significantly over due and require additional collection
efforts.

We recommend that the Department conduct a feasibility
study to determine the best course of action to enhance
systems support for the accounts receivable function. Pos-
sible alternatives include modifying the existing
ACLAIMS system or purchasing a stand-alone personal
computer based accounts receivable package and develop-
ing the necessary interfaces to ACLAIMS. In addition, we
recommend to the Department: ensure with the new sys-
tem solution that adequate accounts receivable reports are
generated; provide training to L&C staff for the new sys-
tem solution; ensure that the new system can manage ci-
tations on an accrual basis (as opposed to a cash basis); and
regardless of the system solution, centralize management
of the accounts receivable function at the L&C program
level (instead of relying on field offices to manage).

Deloitte &
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Executive Summary

DEPARTMENT OF
HEALTH SERVICES’
RESPONSE

Bureau of State Audits

L&C has a technical environment requiring numerous
types of procedural, policy, and legal documentation
which they reference routinely in order to perform their
services. For example, there are at least 38 manuals in
one district administrator's office alone. It is impractical
to manage this type of volume manually, especially rec-
ognizing that they constantly change. Access to all forms
of documentation is time consuming and error prone.
We recommend that L&C explore methods for automat-
ing the management and access of its documentation.

The Department of Health Services (the "Department”)
has reviewed the content of the report and has
responded by letter. A copy of this response is included
in Section IV of the report. While the Department said it
did not agree on several of the issues discussed or the
audit conclusions, it said that if found many of the
recommendations to be beneficial. Further, the
Department believes that not enough acknowledgment
was given to L&C's accomplishments as a program.

The Audit Team has prepared a separate response to the
Department's review comments. This response is
included in Section V of the report.

Deloitte &
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I. INTRODUCTION

The Department of Health Services' Licensing and
Certification Program (L&C) is responsible for operating
a responsive and uniform enforcement program in ac-
cordance with state and federal laws and regulations
governing the licensing and certification of health care
facilities. The program's principal objective is to ensure
and promote the highest quality of medical care in
California. In addition, L&C is working towards improv-
ing access to care and assuring quality of care within
those health facilities.

The Licensing and Certification program is very com-
plex, and it encompasses two major functions. The first,
licensing, is a state-required mandate. The California
Health and Safety Code requires the Department of
Health Services (Licensing and Certification Program) to
inspect and license health facilities which are organized,
maintained, and operated for the diagnosis, care, pre-
vention, and treatment of human illness, physical or
mental, including convalescence and rehabilitation and
including care during and after pregnancy, or for any
one or more of these purposes, for one or more persons,
to which the persons are admitted for a 24-hour stay or
longer.

The second major function, certification, is a federally
required mandate. The federal government requires the
L&C to survey and ultimately certify health facilities
(including long term care facilities and home health
agencies, etc.) for Medicare and Medicaid (Medi-Cal)
funding and make available to the public findings of
such surveys. In addition, the program is to maintain
and update a Nurse Aide registry and implement Nurse
Aide training and competency evaluation programs.

L&C conducts the licensing and certification surveys
through a network of eleven district offices throughout
the State of California and through a contract with the
County of Los Angeles for the licensing and certification
surveys of facilities within that county, excluding
county-operated facilities.

The licensing process is funded by general funds
reimbursed by licensing fees imposed upon health
facilities (e.g., skilled nursing facilities, home health
agencies, general acute care hospitals, clinics, etc.) which

Deloitte &
Touche
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Introduction

PROCESS FOR
CONDUCTING
LICENSING AND
CERTIFICATION
SURVEYS

Bureau of State Audits

are collected and deposited into the State’s General
Fund. Included in the fees are L&C workload factors.
The fees are dictated by statute; some are calculated
annually, others are flat fees.

The certification process for Medicare (Title 18 of the
Social Security Act) is fully funded by the Health Care
Financing Administration (HCFA) of the federal gov-
ernment through a grant process. The certification of
Medi-Cal (Medicaid - Title 19 of the Social Security Act)
is funded by both the federal and state governments
through a matching process. Examples include: for FY
1993, the federal matching share of costs for the Medi-
caid nursing home survey and certification program was
80 percent. Costs for Intermediate Care Facility/Mentally
Retarded (ICF/MR) survey activities are reimbursed at
75 percent for salaries, fringe benefits, travel and
training and 50 percent for all other costs.

The total 1992-93 budget for the Licensing and Certifica-
tion program was approximately $60 million, of which
approximately $42 million were federal funds.

L&C surveyors inspect health facilities for both licensing
and certification of Medicare and Medi-Cal (Title 18 and
19 of the Social Security Act). Federal law requires that
these surveyors be fully trained prior to surveying the
health facilities and that each long term care facility and
home health agency be surveyed on an average of once
every 12 months.

The survey teams are required to ensure that each facil-
ity is in compliance with the law and regulations per-
taining to health care standards. The surveyors are to
notify the facilities of any deficiencies of compliance,
issue licenses or certificates, or request a plan of correc-
tion (if deficiencies noted), and revisit the facility to
inspect corrections and issue an inspection report.

Although licensing and certification surveys are the ma-
jority of the workload of L&C, there are other major re-
sponsibilities mandated of them, either included within
the survey process (e.g. complaint surveys, citations and
appeals) or additionally required such as certifying nurse
aides, home health aides, and hemodialysis technicians,
maintaining the nurse aide registry; as well as the de-
velopment of new policies and regulations.

Deloitte &
Touche
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II. SCOPE AND METHODOLOGY

Section 1266 of the Health and Safety Code requires the
Bureau of State Audits (Bureau) to examine the
methodology used by L&C to calculate certain state li-
censing fees and to conclude if it is in compliance with
Section 1266. Section 1266 also requires the Bureau to as-
sess if costs included in the fee schedule reflect the ap-
propriate resources needed to meet state and federal re-
quirements, and if such resources are efficiently utilized.

The objectives of the audit were to determine the
following:

¢ Whether the fee methodology and analysis is in
compliance with the specifics of Section 1266.

e  Whether costs developed accurately reflect the re-
sources needed to meet the requirements of state and
federal law governing the licensing and certification
of certain health facilities.

*  Whether the staffing and systems analysis report
used by L&C to prepare the information required by
Section 1266, subdivision (b), adequately determines
the efficient and effective use of fees collected to
perform the necessary functions of the program.

The detailed audit approach is provided in the following

paragraphs.
TASK 1 - REVIEWED This task was an integral part of the audit. It provided
APPLICABLE STATE the necessary background and understanding of L&C's
LAWS, HCFA operations and program mandates to effectively execute
REGULATIONS, AND Task 2 and Task 3. It essentially was a research and plan-
BACKGROUND ning step in the audit which permitted the project team
MATERIAL to validate the approach for the remainder of the audit

(Tasks 2 and 3) and to develop a foundation of
knowledge from which the project team could make
judgments and guide the audit to a successful
completion.

Deloitte &
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1. Scope and Methodology

TASK 2 - EVALUATED
COMPLIANCE OF L&C'S
LICENSING FEE
METHODOLOGY WITH
SECTION 1266

TASK 3 - ASSESSED
EFFICIENCY AND
EFFECTIVENESS OF
OPERATIONS

Bureau of State Audits

In this task, we ascertained if L&C's licensing fee
methodology was in compliance with Section 1266. This
task was relatively structured and was driven by the spe-
cific requirements outlined in Section 1266 governing
the calculation of fees. We verified the accuracy of the
financial and non-financial information included in
L&C's supporting fee schedules, including revenue ad-
justments. We also reviewed the reasonableness of the
distribution base and its accuracy, and determined if the
total projected licensing fees would cover the general
fund expenditures, less required adjustments.

The objective of Task 2 was to focus on the methodology
compliance and accuracy of financial and non-financial
information. It did not address efficiency or effectiveness
of operations. That was the focus of Task 3. The first step
in this task was to assess the adequacy of L&C's Staffing
and Systems Analysis report. Specifically, we deter-
mined if the report contained accurate performance
measurement information as required by Section 1266,
and if recommendations made to streamline adminis-
trative processes and were appropriate for L&C's
operations.

Next, we performed an independent assessment of
L&C's operations and organizational structure. We
spent much of our time exploring re-engineering oppor-
tunities not addressed in the Staffing and Systems
Analysis report. Our techniques included:

¢ Interviewing key L&C personnel.

e Reviewing applicable background information and
procedural related documentation.

¢ Preparation of a detailed program matrix identifying
all significant state and federal mandatory require-
ments to be performed by L&C. We verified if L&C

was currently performing these mandatory functions

(See Appendix A).

e Creation of work flow diagrams (See Appendix B)
and suggested re-engineering initiatives for the
following functions:

Initial Licensing

Complaints Investigation
Certification/Recertification Survey
CNA Certification Process

Deloitte &
___Touche

A



II. Scope and Methodology

Page II-3

Bureau of State Audits

Citation Process
Development of New Policies/Regulations
Field Office Inquiries/Policy Interpretation

Conducting multiple re-engineering work sessions
with L&C personnel. Participants included personnel
from headquarters and field operations.

Assessing the effectiveness of L&C organizational
structure through examining its key components
and completion of a standard questionnaire.

Conducting 11 telephone surveys of health care fa-
cilities to evaluate the perceived relationship of L&C
and the health facilities it regulates.

Deloitte &
Touche
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III. AUDIT FINDINGS

INTRODUCTION

In this section of the report, we present the detailed
findings of the audit. Each finding is presented in the
format of an issue paper and includes the following
information:

e Condition - a description of the problein or potential
problem

e Cause - the actual source of the problem

. Effect - the impact the problem has on the
organization

e Conclusion - final assessment as to the nature of the
problem

e Recommendation - a practical solution for solving
the problem.

The issue papers begin on the next page.

Deloitte &
___ Touche
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III. Audit Findings

ISSUE #1
FEE SCHEDULE
COMPLIANCE

Condition

Bureau of State Audits

L&C is required by Section 1266 of the Health and Safety
Code to prepare an annual fee schedule to be used as a ba-
sis for charging general acute care and long-term care
health facilities for a state license. These fees are charged
based on the estimated costs of providing the licensing
services and are billed based on the total beds maintained
at the health facility. Exhibit I contains L&C's Original Fee
Schedule prepared for the fiscal period ended June 30,
1993. ‘

In addition to fees charged to general acute care and
long-term care health facilities, L&C also charges other
facilities (e.g., community clinics, free clinics, psychology
clinics, etc.) a fixed fee for its services. Both types of fees
are specifically prescribed by law. Fixed fees are listed on
the fee schedule in line item 2 (refer to Exhibit I) as ad-
justments to L&C's overall costs. These adjustments are
included in the fee schedule to arrive at net costs to be
recovered from fees charged to general acute care and
long-term care health facilities.

Overall, there are significant weaknesses with the con-
trol procedures surrounding the preparation of the fee
schedule required by Section 1266. Desk-top procedures
and appropriate L&C work papers (e.g., audit trails for
key data) were incomplete at the time of the audit. It was
not possible to readily obtain supporting documentation
for all quantitative data included in the fee schedule
under review. Review, validation, and supervision of
the fee schedule process was not adequate. This was
evident by L&C's incomplete set of work papers (as
discussed above), the number of errors in the fee
schedule, and the inappropriate logic.

Specific control weakness conditions relating to the fee
schedule are listed below: -

e The $18,365,000 in general funds budgeted for the
1992-93 period (refer to Exhibit I) did not initially
have supporting schedules or explanations as to the
source of the information in L&C's work papers. Al-
though L&C was eventually able to reconcile the
amount to the Governor's proposed budget and the
Budget Change Book, absence of such support from
the initial set of L&C's work papers is a significant

Deloitte &
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control weakness. All significant amounts on the fee
schedule should have supporting documentation
included in the workpapers when the fee schedule is
initially prepared.

In addition to the problem of not having adequate
supporting work papers, L&C did not use timely bud-
get information to estimate the governor's budget for
fiscal 1993. According to Section 1266, general fund
expenditures should be estimated using the budget
contained in the Governor's proposed budget in the
year in which the schedule is prepared. L&C, how-
ever, obtained a budget amount in approximately Oc-
tober 1992 from an early version of the Governor's
proposed budget. (L&C began its original fee schedule
around that time period). The final version of the
Governor's proposed budget, however, was sched-
uled to be published January 10, 1993.

Section 1266 requires the fee schedule to be completed
by January 17, 1993 and L&C believed it did not have
ample time to obtain the budget amount from the fi-
nal version of the Governor's proposed budget and
update the fee schedule to meet the January 17, 1993,
deadline. Granted, a seven day period may not have
provided sufficient time to adjust the fee schedule us-
ing the budget amount from the final version pub-
lished on January 17, 1993, but a version more recent
than October of 1992 could have been obtained. The
final version of the Governor's proposed budget was
$18,268,092.

The $42,267,499 in federal funds budgeted for the
1992-93 period (refer to Exhibit I) was obtained by L&C
staff from an internal document titled, Green Sheet,
which was produced by the Budget Section at the De-
partment of Health Services. The Green Sheet is es-
sentially a summary budget document. The detailed
budget schedules initially contained in L&C's work
papers did not reconcile to the Green Sheet. Al-
though L&C was eventually able to reconcile the de-
tailed budget schedules to the Green Sheet, absence of
such detailed support from L&C's initial set of work-
papers is a significant control weakness.

Similar to the problem with the general fund budget
amount, L&C did not use timely budget information
to estimate the federal fund budget for fiscal 1993.
L&C obtained the federal fund budget amount in

approximately October 1992 from an early version of -
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the Governor's proposed budget. Section 1266 does
not specifically state that the federal fund expendi-
tures should be estimated using the budget contained
in the final version of the Governor's proposed bud-
get. However, the audit team believes that in order
to maintain comparability of financial information
the federal fund budget amount should also (i.e.,
along with the general fund amount) be obtained
from the final version of the Governor's proposed
budget published on January 10, 1993. That amount
was $41,637,571.

L&C's work papers contained a summary schedule of
estimated federal receipts for the 1992-93 period. An
adjustment on the schedule of $507,783 for Title 19
non-long term care revenue was not supported in
L&C's initial set of work papers. It was concluded,
however, by the audit team that it was a reasonable
adjustment.

An important component of the fee schedule is the
number of beds per facility (refer to Exhibit I). This
factor is used to allocate the costs to the different .
types of facilities in order to calculate the fees. L&C
obtained bed counts for the facilities at different
points in time. This inconsistency can create
inequities in overall allocation of costs to facility
types. This can be corrected by obtaining bed count
data at the same point in time for all facilities, which
was the approach used by the audit team.

A letter from HCFA detailing L&C's funding for fis-
cal 1993 had an addition error of $583,257. This letter
was one of the source documents for estimating fed-
eral receipts in the fee schedule. Although the
adding error was directly the fault of HCFA, gener-
ally such significant amounts should be recalculated
when they are used in important analyses, such as a
fee schedule.

Figure 1-a summarizes the financial categories or
statistical data that were calculated incorrectly in
L&C'’s Original Fee Schedule (which is detailed in
Exhibit I) and the correct amounts as calculated by
the audit team in the Alternative Fee Schedule
(which is detailed in Exhibit II).
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Figure 1-a
Incorrectly Calculated Data

Financial Category Original Fee | Alternative Fee
Schedule Schedule

Budgeted general fund $18,365,000 | $18,268,092
expenditures
Federal funds budgeted $42,267,499 | $41,637,571
Federal funds estimated | $33,174,986 | $33,612,428
receipts
Net revenue required $25,018,126 | $23,853,848
Number of beds:
e GCeneral Acute Care 118,336 117,881
e Long-Term Care 120,472 120,912
Total costs allocated to
facility types:
¢ General Acute Care $5,710,015 $5,443,448
e Long-Term Care $19,308,111 | $18,410,400

Cause Responsibilities concerning the preparation and presenta-
tion of the fee schedule are not clearly defined and main-
tained. Consequently, there is a general lack of ownership
of the process. Also contributing to the cause of this prob-
lem, is recent turnover of key personnel without adequate
training and cross-training for new and existing staff.

Effect Fees per bed for general acute care and long-term care
facilities are overstated for the 6-30-93 fee schedule. This
is summarized as follows in Figure 1-b:

Figure 1-b
Compliance Fee Summary
Fee Per Bed
L&C Original Alternative
Facility Type Schedule Fee Schedule

General Acute
Care Facilities $48.25 $46.18
Long Term Care
Facilities $160.27 $152.26

Exhibit I contains L&C's Original Fee Schedule prepared
for the fiscal period ended June 30, 1993, and provides
the detailed calculations for the $48.25 and $160.27 fees
listed in the above table. Section 1266 requires the prepa-
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Conclusion

Recommendation
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ration of an Alternative Fee Schedule if errors are dis-
covered during the audit. This schedule is presented in
Exhibit II and provides the detailed calculations for the
$46.18 and $152.26 fees included in the above table.

Although the fees per bed calculated per L&C's Original
Fee Schedule (Exhibit I) and the Alternative Fee Schedule
(Exhibit II) are not materially different, the apparent lack of
controls may lead to more significant errors in the future if
corrective action is not taken. Furthermore, the fee sched-
ule effective June 30, 1993 is technically inaccurate and,
therefore, is not fully compliant with Section 1266.

The Depértment should pursue the following recom-
mendations to strengthen its control environment
surrounding the preparation of the fee schedule:

e Establish and maintain desk-top procedures for the fee
schedule preparation process. It is critical that these
procedures address proper techniques for developing
work papers to support each years fee schedule (e.g.,
supporting schedules, document review, clearly docu-
mented assumptions, etc.).

e Ensure that proper review, validation, and super-
vision of the fee schedule preparation process is
accomplished. This is very important in order to
strengthen the control environment and to better
ensure that a fee schedule is prepared in compliance
with Section 1266.

e Achieve a better understanding of the federal funding
process and the related requirements. That is, improve
estimates for realistic federal funding for Title 18
(Medicare) and Title 19 (Medi-Cal) based on history
and any recent regulatory changes.

e Provide training and cross-training to the appropriate
L&C staff for proper completion of the fee schedule
and supporting work papers.

According to Section 1266, if the difference between the
fees calculated in L&C's Original Fee Schedule (Exhibit I)
and the Alternative Fee Schedule (Exhibit II) are not signif-
icant, it is not necessary to adjust the fees. Since L&C's fees
per bed for general acute care and long-term facilities are
within approximately 4.3% and 5.0%, respectively, of the

"Alternative Fee Schedule, the difference is not considered

significant. Therefore, pursuant to Section 1266 L&C
should not change its fees as calculated in Exhibit 1.
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L&C ORIGINAL FEE SCHEDULE

30-jun-93
1..1992-93 budgeted General Fund expenditures per $18,365,000
governor's proposed budget
2. Less Projected Revenue for 1992-93 generated by:
Referral agencies (HSC Sec. 115(a) & 1403.1) $9,366
Adult day health centers (HSC Sec 115(a) & 1575.9) 2,528
Home health agencies (HSC Sec. 115(a)(b) & 1729) 403,984
Clinics (HSC Sec. 1214):
Community clinic 119,730
Free clinic 33,849
Psychology clinic 5,287
Rehabilitation clinic 22,565
Surgical clinic 79,265
Chronic dialysis clinic 171,453
Total clinics 432,149
Congregate living health facility (HSC Sec. 1266(f) 3,000
ICF/DD-Habilitative (CCR, Title 22, Section 76846) 176,455
ICF/DD-Nursing (HSC 1275.3(c)) 43,868
Nurse assistant application fee 402,102
Nurse assistant renewal fee (CH. 177/1987, HSC Sec. 1337.7) 638,497
Nurse assistant certification fees 1,040,599
License information and material fee 21
($2,111,970)
3. Federal funds:
1992-93 budgeted 42,267,499
1992-93 estimated receipts 33,174,986
9,092,513
4. Prior year revenue adjustment for 1991-92:
Projected 1991-92 revenue 25,588,669
General acute care hospital fees 3,343,267
Acute psychiatric hospital fees 542,407
Special hospital fees 62,708
Skilled nursing facility fees 21,383,979
ICF fees 390,953
ICF-DD fees 192,772
Actual 1991-92 revenue 25,916,086

($327,417)

5. Net revenue required for 1992-93 $25,018,126
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L&C ORIGINAL FEE SCHEDULE

30-jun-93
6. Fee per bed computation
Time (Hours) ~ Percentage Amount
General acute care facilities:
General acute care hospital ’ 23,261
Acute psychiatric hospital 900
Special hospital 0
Chemical dependency recovery hospital 600
24,761 22.82% $5,710,015
Long-term care facilities:
Skilled nursing facility 69,987
Intermediate care facility 3,113
Intermediate care facility-develop. disabled 10,628
83,728 77.18%  $19,308,111
Total
108,489 100.00%  $25,018,126
Fees
Number of Number of
Facilities Beds Amount Fee per Bed
General acute care facilities:
General acute care hospital 504 106,276
Acute psychiatric hospital 90 11,121
Special hospital 6 101
Chemical dependency recovery hospital 12 838
Total . 612 118,336 $5,710,015 $48.25
Long-term care facilities:
Skilled nursing facility 1.21 117,094
Intermediate care facility ' 19 1,714
Intermediate care facility - develop. disabled 28 1,664
Total ) 1,258 120,472  $19,308,111 $160.27
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ALTERNATIVE FEE SCHEDULE

1.1992.93 budgeted General Fund expenditures per
Governor's proposed budget

- Less Projected Revenue for 1992-93 generated by:

Referral agencies (HSC Sec. 115(a) & 1403.1)
Adult day health centers (HSC Sec 115(a) & 1575.9)
Home health agencies (HSC Sec. 115(a)(b) & 1729)
Clinics (HSC Sec. 1214):

Community clinic

Free clinic

Psychology clinic

Rehabilitation clinic

Surgical clinic

Chronic dialysis clinic

Total clinics

Congregate living health facility (HSC Sec. 1266(f))
ICF/DD-Habilitative (CCR, Title 22, Section 76846)
ICF/DD-Nursing (HSC 1275.3(c))

Nurse assistant application fee

30-jun-93

Nurse assistant renewal fee (CH. 177/1987, HSC Sec. 1337.7)

Nurse assistant certification fees
License information and material fee

- Federal funds:
1992-93 budgeted
1992-93 estimated receipts

- Prior year revenue adjustment for 1991-92:

Projected 1991-92 revenue
General acute care hospital fees
Acute psychiatric hospital fees
Special hospital fees
Skilled nursing facility fees
ICF fees
ICF-DD fees

Actual 1991-92 revenue

- Net revenue required for 1992-93

Note: Shaded figures have been changed from L&C's Original Fee

Schedule as represented in Exhibit 1.

119,730
33,849
5,287
22,565
79,265
171,453

402,102
638,497

3,343,267
542,407
62,708
21,383,979
390,953
192,772

$9,366
2,528
403,984

432,149
3,000

176,455
43,868

1,040,599
21

41,637,571

33,612,428

25,588,669

25,916,086
($327,417)

$18,268,092

($2,111,970)

8,025,143

_S23853848

Page 111-9

Deloitte &
Touche
/\



Page 11I-10

ALTERNATIVE FEE SCHEDULE

Fee per bed computation
Time Allocation

General acute care facilities:
General acute care hospital
Acute psychiatric hospital
Special hospital
Chemical dependency recovery hospital

Long-term care facilities:
Skilled nursing facility
Intermediate care facility
Intermediate care facility/develop. disabled

Total

Fees

General acute care facilities:
General acute care hospital
Acute psychiatric hospital
Special hospital
Chemical dependency recovery hospital
Total

Long-term care facilities:
Skilled nursing facility
Intermediate care facility
Intermediate care facility/develop. disabled
Total

Recap

General Acute Care Facility

Long-Term Care Facility

Net Revenue Required

Note: Shaded figures have been changed from L&C's Original Fee

Schedule as represented in Exhibit [.

30-jun-93

Time (Hours)  Percentage Amount
23,261
900
0
600
24,761 22.82% :55,443,448
69,987
3113
10,628
83,728 77.18% $18,410,400
108,489 100.00% $23,853;848
Number of Number of
Facilities Beds Amount Fee per Bed
504 106,276
90 10,859
6 24
12 722
612 ‘117,881 $5,443,448 $46.18
1,211 117,979
19 1,185
28 1,748
1,258 120,912 $18,410,400 © $152.26
Fee Per Bed
L&C Original  Alternative Fee
Schedule Schedule
$48.25 $46.18
$160.27 $152.26
$25,018,126  $23,853,848
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ISSUE #2
FEE SCHEDULE
METHODOLOGY

Condition

Cause

Bureau of State Audits

Section 1266 of the Health and Safety Code is written
such that a straight implementation of the fee method-
ology requirement gives rise to a fee schedule that could
be unfairly presented. Specifically, it requires L&C to use
the Governor’s recommended budget and the Federal
funds budget for the current fiscal year to estimate pro-
gram expenditures. The Governor’s recommended bud-
get and the federal funds budget are often not represen-
tative of “actual” expenditures incurred by L&C for its
program. For example, in the current fiscal year, there
was a difference of $9.7 million. L&C, however, has no
budgetary authority to use the additional $9.7 million in
revenue as it is accounted for as an offset to the General
Fund.

A secondary problem with the requirements of Section
1266 is with its prescribed format for the fee schedule.
This particular part of Section 1266 is very specific on the
format and content of the fee schedule. It results in a fee
schedule that is not intuitively obvious to the average
person who may read its content. For example, the first
line of the schedule (refer to Exhibit I in Issue 1) begins
with budgeted general fund expenditures. Next is line
item 2, which is a category of revenue adjustments of
non-section 1266 fees. Following that information is line
item 3, federal funds budgeted and estimated receipts. It
goes from expenditures in one fund, to revenues, then
back to an entirely different method for determining ex-
penditures in another fund. This format would appear
appropriate as a more detailed schedule prepared by L&C
as it is fund based, but a summarized and more simpli-
fied version may be more appropriate for distribution to
outside parties.

An implied assumption of Section 1266 is that the
Governor's recommended budget and the federal funds

budget during any fiscal year are a reasonable estimate of

L&C's actual expenditures. It is likely that this decision
was made for Section 1266 as recommended budget
amounts were thought to be the best information avail-
able at the time the fee schedule is prepared. Since the
fee schedule is prepared early in the fiscal year, this
appears to have been a reasonable decision. However,
specifically for fiscal period ended June 30, 1993, and also
other recent fiscal years, the Governor's recommended
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Effect
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budget and federal funds budgeted have been signifi-
cantly greater than the actual expenditures incurred by
L&C. Thus, the root cause of this issue is the budget
development process.

L&C's budgets are developed centrally by the Depart-
ment of Health Services. The problem of budget devel-
opment for L&C has been identified by the audit team as
a separate and distinct problem and is further discussed
in Issue 4 of this report.

By using budget information to estimate expenditures,
the fee schedule prepared by L&C for the 6-30-93 period
pursuant to Section 1266 (Exhibit I) overstates actual ex-
penditures by approximately $9.7 million. If L&C's fee
schedule for 6-30-93 was adjusted for this amount, the
fees per bed for general acute care and long-term care
facilities would be re-stated as follows in Figure 2-a.

~ Figure 2-a
Methodology Fee Summary
Fee Per Bed
L&C Original Revised*
Facility Type Schedule Fee Schedule

General Acute
Care Facilities .~ $48.25 $29.59
Long Term Care
Facilities $160.27 $97.56

* If fee methodology was corrected by amending Section
1266, this would be the revised fee schedule.

Exhibit I contains L&C's Original Fee Schedule prepared
for the fiscal period ended June 30, 1993, and provides
the detailed calculations for the $48.25 and $160.27 fees
listed in the above table. A Revised Fee Schedule has
been prepared by the audit team that contains an ad-
justment for the $9.7 million overstatement of expendi-
tures. This schedule is presented in Exhibit III and pro-
vides the detailed calculations for the $29.59 and $97.56
fees included in the above table. Errors discovered in
L&C's Original Fee Schedule (Exhibit I), which were dis-
cussed in Issue 1 of this report, are also included as ad-
justments to the Revised Fee Schedule in order to
present the most accurate fees.

The $9.7 million overstatement of expenditures is com-
prised of the following differences (Figure 2-b) in bud-
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Conclusion

Recommendation
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geted and actual amounts, and an error in estimating
federal receipts:

Figure 2-b
Budget vs. Actual Amounts

Budgeted expenditures (general $60,632,499
and federal fund combined) per
Exhibit |
Actual expenditures per Exhibit Il $51,335,720

Difference - $9,296,779
Estimated federal receipts per $33,174,986
Exhibit |
Estimated federal receipts per 33,612,428
Exhibit 111

Difference $437,442
Total | 39,734,221
Rounded 39,700,000

Section 1266 of the Health and Safety Code, as currently
written, could result in higher licensing fees for general
acute care and long-term care health facilities, because
the fees are not reflective of the resources actually
expended by L&C in providing its licensing services.

The Legislafure should consider amending Section 1266
of the Health and Safety Code, such that:

Each annual fee schedule is adjusted to reflect dis-
crepancies between “estimated” figures and “actual”
figures used in the previous fiscal year. A special
fund should be established to manage these adjust-
ments and to allow re-appropriations if revenues ex-
ceed actual expenditures in any given fiscal year.
These revisions are the most important ones out of °
the recommendations, as over time, they will pro-
vide a mechanism for adjusting fees to reflect actual
resources expended by L&C regardless of the meth-
ods used to estimate expenditures. Finally, these sug-
gested revisions are very specific as the current Sec-
tion 1266 is very detailed with respect to actual
preparation of the fee schedule.
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* It requires estimates of expenditures and revenues to
be based on actuals in the year that the fee schedule is
prepared (instead of budget amounts) - to the extent
available - and to base the remaining projection for
the year on prior year history of actuals and recogni-
tion of major events included in the budget plan of
the current year.

* The fee schedule is re-formatted to employ a "Total
Cost Approach". That is, begin the schedule with to-
tal L&C estimated expenditures (regardless of fund)
and adjust this line item with estimated credits
(revenues, prior year estimate discrepancies, etc.). An
example of this format is used for the Revised Fee
Schedule in Exhibit III. Although this is purely a
format change, it will make the fee schedule more
readable to external parties.

Finally, the Legislature needs to decide if action in the
current fiscal year is necessary to address the overstate-
ment of fees by approximately $9.7 million. It is
important that the workload of L&C be recognized in
this decision as to the overall impact to fees. That is, as
discussed in Issue No. 5 and No. 12, L&C is not currently
meeting all of the mandatory requirements. This is due,
in part, to a lack of financial resources. Ultimately, L&C'’s
goal should be to meet all state and federal mandates
and collect fees accordingly.

The Revised Fee Schedule in Exhibit IIl is provided in
this report to illustrate the problem with the present fee
methodology as currently required by Section 1266. The

fees contained in L&C's Original Fee Schedule (Exhibit I) -

have already been used in the current fiscal year to bill
health facilities that were either issued a new license or
renewed their existing ones. Health facilities for fiscal
1993 have been billed a total of $7,072,209 as of December
3, 1993. This represents approximately 28% (based on the
$25,018,126 of revenue estimated in Exhibit I) of the es-
timated licensing revenue to be collected by L&C for
general acute care and long-term care health facilities.
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1..1992-93 Estimated Expenditures:

EXHIBIT 11l

REVISED FEE SCHEDULE
30-Jun-93

5. Net revenue required for 1992-93

‘Note: Shaded figures have been changed from the Alternative Fee

Schedule, as represented in Exhibit 1.

Year-to-Date Expenditures Per CALSTARS $49,780,997
Encumbrances Per CALSTARS - $1,554,723
2. Less Projected Revenue for 1992-93 generated by:
Referral agencies (HSC Sec. 115(a) & 1403.1) $9,366
Adult day health centers (HSC Sec 115(a) & 1575.9) 2,528
Home health agencies (HSC Sec. 115(a)(b) & 1729) 403,984
Clinics (HSC Sec. 1214):
Community clinic 119,730
Free clinic 33,849
Psychology clinic 5,287
Rehabilitation clinic 22,565
Surgical clinic 79,265
Chronic dialysis clinic 171,453
Total clinics 432,149
Congregate living health facility (HSC Sec. 1266(f)) 3,000
ICF/DD-Habilitative (CCR, Title 22, Section 76846) 176,455
ICF/DD-Nursing (HSC 1275.3(c) 43,868
Nurse assistant application fee 402,102
Nurse assistant renewal fee (CH. 177/1987, HSC Sec. 1337.7) 638,497
Nurse assistant certification fees 1,040,599
License information and material fee 21
3. 1992-93 Estimated Federal Revenue
4. Prior year revenue adjustment for 1991-92:
Projected 1991-92 revenue 25,588,669
General acute care hospital fees 3,343,267
Acute psychiatric hospital fees 542,407
Special hospital fees 62,708
Skilled nursing facility fees 21,383,979
ICF fees 390,953
ICF-DD fees 192,772
Actual 1991-92 revenue 25,916,086

451,335,720

($2,111,970)

($33,612,428)

($327,417)

_§15,283.905

Page Ill-15
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REVISED FEE SCHEDULE
30-jJun-93

. Fee per bed computation

Time Allocation

General acute care facilities:
General acute care hospital
Acute psychiatric hospital
Special hospital
Chemical dependency recovery hospital

Long-term care facilities:
Skilled nursing facility
Intermediate care facility
Intermediate care facility/develop. disabled

Total

General acute care facilities:
General acute care hospital
Acute psychiatric hospital
Special hospital
Chemical dependency recovery hospital
Total

Long-term care facilities:
Skilled nursing facility
Intermédiate care facility
Intermediate care facility/develop. disabled
Total

Recap

General Acute Care Facility

Long-Term Care Facility

Net Revenue Required

Note: Shaded figures have been changed from the Alternative Fee

Schedule, as represented in Exhibit Il.

Time (Hours) Amount
4,652
180
0
120
4,952 $3,488,151
13,997
623
2,126
16,746 $11,795,754
21,698 $15,283,905
Number of
Facilities Amount Fee per Bed
504
90
6
12
612 $3,488,151 $29.59
1,211
19
28
1,258 ~$11,795,754 ¢ $97.56
L&C Original  Alternative Fee  Revised Fee
Schedule Schedule
$48.25 $29.59
$160.27 $97.56
$25,018,126 $15,283,905
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ISSUE #3
FEE SUBSIDY

Condition The overall current fee methodology used by L&C re-
sults in general acute care and long-term care health fa-
cilities subsidizing L&C’s services to other health facili-
ties (e.g., intermediate care facilities/developmentally
disabled-habilitative and nursing, clinics, congregate liv-
ing health facilities, etc.). Fees for these other facilities
are fixed and some of these fees are significantly less
than the actual costs incurred by L&C.

As discussed in Issue 1 of this report, L&C has two
general types of fees it charges health facilities: fixed fees
and fees based on estimated costs (cost based) to provide
the services. Except for a few miscellaneous services, all
fees are defined in Section 1266 of the Health & Safety -
Code or other statutes. The law stipulates whether these
fees are fixed or cost-based; L&C does not make the de-
termination.

Cause General acute care and long-term care health facilities’
fees are calculated pursuant to Section 1266 based on
L&C'’s total organizational budget (all funds) not recov-
ered through other fixed fee revenue, federal funds, or
other program revenue. That is, general acute care and
long-term care health facilities” fees essentially are calcu-
lated to recover any estimated budget shortfall. None of
the other facilities that L&C licenses have their fees cal-
culated within the fee methodology required by Section
1266. The other facilities’ fees are set by statute at a spe-
cific dollar amount even though L&C may have an
increasing amount of workload for these facilities.

Effect - There is a certain amount of inequity within the current
fee methodology. The inequity of fees could become
worse since the federal workload requirements for most
facilities have increased. This is due to recent implemen-
tation of the Omnibus Budget Reconciliation Act (OBRA)
which has significantly increased the tasks required for
the survey process and the reporting requirements, with
no increase in federal dollars. The OBRA Certification
surveys take three times as long as prior surveys or
licensing surveys. Three of the more significant
discrepancies between the fixed fees charged to facilities
and the actual costs are included in Figure 3-a (all three
facilities are affected by OBRA requirements).
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Conclusion
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Figure 3-a
Fixed Fee vs. Actual Costs

Intermediate Care Facilities (DD-H/DD-N):

Annual estimated costs $1,069,000
Annual estimated revenue $195,000
Subsidy $874,000
Clinics:
Annual estimated costs $74,000
Annual estimated revenue $2,000
Subsidy $72,000

Congregate Living Health Facilities:

Annual estimated costs $45,000
Annual estimated revenue $32,000
Subsidy 13,000
Total Subsidy $959,000

We estimated the costs in Figure 3-a using workload
standards established by L&C and assuming an average
hourly rate of $26 for surveyor personnel. Annual pro-
ductive hours for a surveyor were estimated at 1,880
which is adjusted for vacation, holidays, and personal
days of absence. Also, annual benefits were assumed to
be 31% of salary.

The revenue was based on the fixed fees currently pre-

- scribed by law and were multiplied by the estimated

number of services to be performed based on L&C’s
workload standards. '

The fee methodology is inequitable. Fixed fees currently
charged to certain health facilities are significantly less
than the actual costs necessary for L&C to perform the
services according to the law and applicable regulations.

Therefore, non-fixed fee facilities are further increasing
the subsidy of fixed fee facilities with each additional
federal requirement (e.g., OBRA requirements).
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Recommendation
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The Legislature should re-evaluate the fixed fees af-
forded certain facilities under Section 1266 and other ap-
plicable statutes. It should request the Department of
Health Services to prepare an analysis estimating actual
costs to provide services for those facilities currently be-
ing charged a fixed fee. The Legislature should then de-
cide whether it wants to retain these fees or change
them.
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ISSUE #4
BUDGET FUNCTION

Condition

‘Cause

Effect

Bureau of State Audits

There is a lack of timely budget reporting from the De-
partment level to L&C for tracking, monitoring, and
decision making. Consequently, L&C has difficulty in
monitoring its budget performance during the year.

Also, the budget development process for fiscal 1993
produced budgets that were not representative of L&C'’s
actual program operations. This was initially discovered
in our audit of the fee schedule as discussed in Issue 2.
For fiscal year 1993, we estimated that L&C’s budget will
be $9.7 million greater than the actual expenditures.

With respect to the budget monitoring condition, it ap-
pears that the usage of CALSTARS (the Department’s ac-
counting system) has not been optimal. CALSTARS was
implemented at the Department approximately two
years ago. They have experienced a number of problems
with CALSTARS in terms of understanding its func-
tionality and key reporting capabilities. Fiscal staff at the
Department level and L&C have not had adequate
training on this new accounting system.

Regarding the budget development condition, the pri-
mary cause was the Department’s underestimation of
additional funding from HCFA to reimburse L&C for
costs incurred to comply with the recently enacted
OBRA requirements.

Budgets are intelligent estimates to provide financial di-
rection to an organization. L&C’s budget, however, for
fiscal 1993 is estimated to be overstated by $9.7 million.
That is approximately a 20% deviation from actual
expenditures and associated reimbursements from fees.

Although in fiscal year 1993 it does not appear that L&C
incurred expenditures in excess of its actual revenue
(especially for the federal funds reimbursements), the
risk was present during the year as the spending author-
ity exceeded the actual expenditures. Since budgets at
L&C were not monitored on a timely basis as discussed
earlier, this risk was even greater. Thus, budgets

(especially revenue estimates) should be prepared that

are as realistic as possible to prevent fiscal problems.
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Budget monitoring is a crucial function in any organiza-
tion. L&C is operating without meaningful, timely in-
formation, and therefore, is unable to ensure responsi-
ble fiscal management. It is especially difficult for L&C to
properly plan for future fiscal events if they are unsure
as to their current budget status during the operating
year. Additionally, the lack of timely information may
cause delays in meeting federal reporting and billing
timeframes. Currently, L&C is required by HCFA to bill
them on a quarterly basis for reimbursement of costs
incurred for that quarter. Untimely accounting infor-
mation adds to the already delayed billing process which
increases the cost of money associated with financing
L&C’s operations.

Conclusion There is no timely mechanism for monitoring the bud-
get expenditures at the program level, and therefore,
L&C does not know how much money has been spent,
how much is available, and how much L&C can request
from HCFA for reimbursement. L&C needs to obtain
CALSTARS information timely enough to compare
monthly and quarterly reports for budget monitoring
purposes. L&C also needs to focus on preparing realistic
annual revenue and expenditure budgets. It should
increase its participation in the Department’s budget
development process.

Recommendation The Department should pursue the following:

e Provide CALSTARS training to key fiscal staff at the
department and L&C levels. An emphasis should be
placed on usage of standard CALSTARS' reports and
its capabilities.

e Investigate options available on CALSTARS to better
assist L&C with budget monitoring and
development.

e If, after investigating CALSTARS, it is determined
that it is not responsive, consider developing stand-
alone budget monitoring reports through the use of
standard spreadsheets. The base information for
these spreadsheets should be from CALSTARS with
manual adjustments to reflect accruals and/or trans-
actions not processed on CALSTARS due to timing
differences. These adjustments should be done
through simple analytical techniques (e.g., assume
straight time for travel expenditures) where appro-
priate as opposed to more precise (and time
consuming) detailed techniques.
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These spreadsheets should be viewed as barometers
of budget performance and not as a precise account-
ing system (precision is the role of CALSTARS).

Increase involvement of L&C management in the
annual budget development process with the goal of
achieving a budget that is more representative of its
program. There has been some improvement by
L&C in its budget development process. HCFA has
recognized this and believes the fiscal year 1994
budget reflects a more realistic budget. However,
more improvement is still warranted in this area.
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ISSUE #5
HCFA MANDATES

Condition
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L&C is not completing all of the Priority 1 (See Page 4 of
Appendix A) federal mandates of the Health Care
Financing Administration (HCFA). Per the Budget Call
Letter from HCFA, survey activities shall be scheduled
and conducted in accordance with national priorities.
According to HCFA, the priority ranking reflects
program emphases and budget realities.

Priority 1 includes initial surveys. They have the highest
priority according to the budget call letter from HCFA. In
order to participate in Medicare and/or Medicaid, a
provider or supplier must first be surveyed and found to
meet all federal requirements. If following the survey,
the facility is found out of compliance, the denial of
certification shall be processed promptly.

Also included within Priority 1 mandates are the mini-
mum coverage levels. All Long Term Care (LTC) facili-
ties and Home Health Agencies (HHAs) must be sur-
veyed and certified on an average of every 12 months.
L&C must ensure that it meets the following minimum
mandated coverage levels by facility type as indicated in
Figure 5-a:

Figure 5-a
Minimum Mandated Coverage Levels
Facility Type Coverage

Level
Skilled Nursing Facility (LTC) 100%
Nursing Facility (LTC) 100%
Intermediate Care Facility (LTC) 100%
Home Health Agencies 100%
Mammography (Radiological Health) 50%
All others 10%
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According to HCFA, Priority 2 includes complaint sur-
veys (complaints relating to the facilities). Complaints
indicating immediate and serious threat to patient
health and safety shall have priority. An on-site visit
will be necessary if the complaint alleges a serious threat
to patient health or safety.

Cause There has been an increase in OBRA requirements
which has resulted in survey completions taking more
time. Priority 1 surveys are extremely time intensive to
domplete. HCFA does not include within the definition
of a Priority 1 survey responses to complaints. However,
the State places a higher priority upon complaint sur-
veys (Priority 2). L&C’s workload is weighted heavily for
complaint surveys, and it would stand to reason there
may not be enough time to accomplish all initial sur-
veys. There appears to be a lack of surveyors to
accomplish both Priorities 1 and 2.

Effect ' Although, as recently reported by HCFA, L&C has made
a significant improvement in fiscal year 1993 from pre-
vious years, it still is currently unable to complete the
required Priority 1 mandates within the required time-
frames. This includes both the minimum coverage lev-
els (as discussed in Condition) as well as surveying the
LTC facilities and HHAs within the required timeframes
(on an average of every 12 months). There is the poten-
tial for financial liabilities assessed by HCFA for
noncompliance and/or reduction of future funds.

Conclusion Because of State policy, it is almost impossible to com-
plete all the Priority 1 mandates of the federal govern-
ment. The State places a higher priority on complaints
than HCFA due to a potential threat to health and safety.
Consequently, Priority 1 surveys may not be completed
as mandated by HCFA.

The HCFA Budget Call Letter (revision) dated September
28, 1992, from HCFA specified that “it was imperative
that L&C accomplish the mandated workload with the
funds provided in that budget. For several years L&C has.
not accomplished all of the required surveys. This year
must be different. If changes are required in the numbers
of surveyors or the extent of time allowed for Long Term
Care facilities (LTC) surveys in order to have time and
staff for surveys of other types of facilities, then the
changes should be made. HCFA will cooperate with L&C
to evaluate and implement such changes. In addition, it
is essential that L&C secure and maintain accurate data of
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accomplishments which is entered timely into the HCFA
data system to back up its expenditure claims.”

In reviewing a recent OSCAR report (federal reporting
system), we concluded that full compliance with com-
pletion of the Priority 1 minimum coverage levels were
not met within the required timeframes. This is
illustrated in Figure 5-b.

Figure 5-b
Current Priority 1 Compliance

Surveys Not
Completed
Survey Within :
Facility Required | Compliance
Facility Type Sampled | Timeframe | Failure Rate
Long-Term Care 1,358 48 3.5%
Facilities*
Home Health 522 224 42.9%
Agencies
* Includes skilled nursing, nursing, and intermediate care
facilities

The survey activities for long-term care facilities is
approximately 70% to 80% of L&C’s workload, and there
has been a significant improvement in fiscal year 1993 in
L&C'’s compliance with completing Priority 1 surveys of
long-term care facilities. However, based on our sample
in Figure 5-b, they still have a compliance failure rate of
3.5%. Although L&C’s workload is considerably less for
HHA'’s, L&C’s compliance with timely completion of
Priority 1 surveys for that facility type is much more se-
vere. It has a compliance failure rate of 42.9% based on
our sample size.

The Department should pursue the following:

e Develop a better understanding with HCFA as to the
interpretation of the priorities and L&C's ability to
accomplish those priorities.

¢ Continue efforts for additional staff (surveyors) for
adequate coverage.

e Ultimately, the goal for the department should be to
comply with the Agency Budget Call Letter through
changes in staffing levels or redirection of priorities,
or negotiate with HCFA to change mandatory
workload requirements.
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ISSUE #6
FACILITY
PREPAREDNESS

Condition

Cause

Effect

Conclusion

Recommendation
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Approximately 104 health facilities are unprepared to
undergo their initial survey. Following notification to
the field office that they believe they are ready for an
inspection, the survey team will travel to the facility to
conduct the inspection survey. If the facility is not fully
prepared for the survey, the survey team is unable to
complete its work, and consequently, will have to revisit
the facility at a later date.

Health facilities are not sufficiently oriented as to the
full requirements of an annual survey.

L&C sometimes has to make multiple visits to a facility to
complete a survey. In 1992, there were approximately 104
surveys out of 1,847 surveys scheduled which were re-
classified as prelicensing surveys due to the fact that the
facilities were unprepared. In FY 1993, this number de-
creased to 56 out of 1,752 surveys scheduled. This number
is still rather significant when the number of hours to per-
form this task is taken into consideration. The Workload
Summary for September 1993 shows that each prelicens-
ing survey took an average of 38 hours. Prelicensing sur-
veys result in increasing the average time and cost of an
initial survey.

This has the potential to be a major problem contributing
to the untimely completion of surveys. L&C has pro-
vided seminars to certain facilities to educate and prepare
them for the survey process. However, other techniques
need to be explored to increase facility preparedness.

‘The Department should develop for facilities a simple

self-diagnostic checklist containing all major require-
ments. A regulatory reference should be included for
each major category on the checklist. The checklist
should become an ongoing part of the training currently
offered to facilities via seminars.

L&C should consider implementing direct financial
penalties for facilities that are not prepared on the first
visit.
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ISSUE #7
ANTIQUATED
SYSTEMS

Condition

Cause
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Antiquated automated systems are used to support the
L&C survey reporting process. Not only do the individ-
ual information systems (OSCAR/ACLAIMS) lack
functionality, they are also not integrated. This issue is
further compounded by the inability to easily retrieve
information from the system due to an inadequate
report writer.

ACLAIMS is the Automated Certification and Licensing
Administrative Information Management System. It is a
management information system utilized to track all
information dealing with all the facilities that Licensing
and Certification licenses and/or certifies. It is a state
system which HCFA helped to develop prior to the de-
velopment of OSCAR. OSCAR is the primary federal
system for input of certification activities. The main-
frame system is located physically in Baltimore, Mary-
land, and accessible to L&C by modem. ACLAIMS and
OSCAR are proprietary systems; therefore, L&C does not
have the ability to modify these systems.

OSCAR does not integrate with ACLAIMS. ACLAIMS
will only interface with the surveyor's laptop software (a
word processing package called ASPEN). The ASPEN
information is interfaced nightly with ACLAIMS, which
then enables L&C to generate certain basic reports that
the federal system (OSCAR) is unable to produce.

Another problem with ACLAIMS is its recent upgrade
to a new, more state-of-the-art management data base
system and report writer. Personnel at the field offices
and headquarters have not been able to access informa-
tion on this system due to the apparent lack of training
or knowledge of the new system. Some of the field
offices are not even aware that ACLAIMS was converted
to a new database system.

There is a lack of strategic systems planning and imple-
mentation of integrated solutions for ongoing external
(federal and/or state) requirements. Until recently, there
has been a lack of management support for strategic sys-
tem planning. In addition, HCFA is developing systems
without input from the states.
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Effect
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The result of having non-integrated systems is a time-
consuming and error-prone survey reporting (including
complaint investigations) process. For example, the
database of the OSCAR system, as stated in the State
Agency Evaluation Process (SAEP) report (a HCFA re-
port), was 49% inaccurate (however, no penalties were
assessed by HCFA for this incident) during the period
reviewed due to faulty data entry procedures. It should
be noted here that HCFA’s measurement (i.e., 49%) of
database accuracy during their review was liberal. That
is, if one data element of the form entered into the sys-
tem was inaccurate, the entire form was considered in
error even if all other data elements for that form were
correct. Nonetheless, data entry errors of this magnitude
are not conducive to an efficient running system.

Due to the inaccessibility to users of the ACLAIMS
system, too many logs and procedures are performed
manually. For example, the field offices have a very
heavy workload with the citation collection process.
Each field office is responsible for the collection of
citation civil money penalty fines for compliance
violations as well as the issuance of such citations. A
number of manual logs and procedures have been
developed at many of the field offices to support the
citation process. Most of the information tracked
manually is maintained on the ACLAIMS database but
is not accessible.

Although there are currently a number of systems used
within L&C, most of them are not integrated. As stated
previously, OSCAR is not integrated with ACLAIMS or

~ with ASPEN. Surveyors enter information into the

ASPEN system. From there, the surveyor takes either
the resultant hard copy or disk to the administrative

support staff who then keys in the same information
into the OSCAR system.

The Department should pursue the following:

e Evaluate short-term technology solutions recently
proposed by its Data Systems Branch and consider
implementing low-cost high-return solutions that
will not be in conflict with longer-term solutions
developed through a strategic systems plan.

¢ Request its Data Systems Branch to continue its
development of a strategic information systems plan
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(i.e., assess technology currently being used, evaluate
alternatives, feasibility study, etc.).

¢ In the interim, data entry controls (e.g., reconcilia-

tion, batch controls, review, etc.) should be strength-
ened. Similar controls should be implemented if a
new system solution is developed.

¢ Specific to ACLAIMS:

Hold work sessions to identify reports needed by
field offices and central staff and develop high
priority ones first.

Train field office and technical staff (both head-
quarters staff and Data Systems Branch) on the
new ACLAIMS report writer. ‘

Distribute standard core reports on a routine
basis.
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ISSUE #8

POLICY AND
PROCEDURES
DOCUMENTATION

Condition

Cause

Effect
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The management and organizational policy and
procedures documentation is predominately manual.
This situation is compounded by the multiple sources of
documentation required to administer the program. For
example, there were at least 38 manuals in one district
administrator's office. Documentation includes State
Operations Manual (federal policy and procedures), State
Agency Letters (federal policy and procedures), state and
federal regulations, State Administration Manual,
Health Administration Manual, associated state statutes,
regulations, Social Security Act, etc. It is impractical to
manage the volumes of hard copy documentation kept
in binders, especially when most of the binders do not
contain a useful or, in some cases, do not even have, an
index.

L&C is administering a complex program which is gov-
ermned by multiple federal and state directives. This re-
sults in the need for numerous types of reference docu-
mentation to address program requirements. Currently,
this documentation is predominately manual. Storage
of the volumes of policies and procedures in binders
makes the management, maintenance and access to this
documentation impractical and ineffective.

Access to all forms of documentation is time consuming
and error prone due to the large volume of field office
inquiries. In many cases, the same or similar inquiry is
made by more than one field office but is asked at differ-
ent times. The Policy Unit may not be aware of its previ-
ous response to inquiries or were unable to practically
retrieve the response from its manual files or PROFS
(electronic mail).

Additionally, the number of volumes of documentation
makes it difficult to update information. It was noted
that not one 1993 supplement of the Health & Safety
Code was available at headquarters. Only one operations
manual with a complete set of policies and procedures
was available to the headquarters staff.
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The current method for managing the volumes of doc-
umentation is inappropriate for L&C's needs. The only
form of communication available currently to link the
field office and headquarters is PROFS. Although some
of the Policy Units’ responses to individual field office
questions are logged on PROFS, this form of automation
is not intended to serve as a fully functional database
system. As a result, there is an inability to access all rele-
vant documentation on a practical and timely basis. This
most often leads to the inconsistent implementation of
policies.

The Department should implement immediate mea-
sures for ensuring the uniform communication and ap-
plication of program policies and procedures. We
recommend the following:

* Automate the management of policy and procedures
and key legal and regulatory documentation. The fol-
lowing two automation options should be studied by
the Department:

CD ROM Technology: This option would entail
storing all pertinent documentation on compact
disks (CD) which would be accessible through a
personal computer (PC) configured with a CD
ROM player. Converting the documentation to
CD's could be accomplished by contracting with
an outside vendor who specializes in that area.
Also, some application development will be re-
quired to manage and retrieve the data from the
CD's. Implementation of this option may have a
substantial one-time investment, but the cost
savings in the future should be offsetting.

PC Data Base: This option consists of creating an
indexing system using one of the data base man-
agement systems currently available on the mar-
ket (e.g., Dbase XX, Oracle, etc.). In short, it would
entail creating an automated index of major top-
ics contained in the various documentation
sources and linking those topics to key words.
L&C staff could then search the data base for key
words and obtain reference information to the
authoritative documentation (e.g., policy state-
ments, regulations, statute, etc.). The advantage
of this option is its simplicity with respect to im-
plementation and a low initial investment. Over
the long-term, however, it will not generate the
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cost savings of the CD ROM option discussed
above as the manual binders will still exist.

Regardless of which of the above two automation
options are implemented by the Department, the
following matters will need to be addressed:

Develop a field office communication strategy
(e.g., modems which most field offices already
have on their PC’s) to access the new system
remotely.

Train staff on the new system for managing
documentation.

In addition to improving the management of the
current manual documentation, the following
operational changes should be implemented:

Establish a hotline at headquarters for supervi-
sors and evaluators to use for immediate or
urgent assistance.

Create a newsletter to allow for communication

where questions are posed and questions are
answered.

Maintain an up-to-date library centrally at the

Policy Unit containing a master set of policy and
procedure documentation and all regulation ref-
erences. This should be done regardless of the
system option chosen. However, if the CD ROM
option is selected the field offices should no
longer maintain its own documentation.
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CNA APPLICATION
PROCESSING

Condition

Cause
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Overtime is the primary solution currently employed
for reducing the backlog of Certified Nurse Aide (CNA)
certifications. The standard CNA certification processing
time is currently averaging up to 45 days. Until recently,
it was as high as 12 weeks which is the maximum time
allowed per statute. Although a 12-week processing time
is within statute, L&C believed it was not adequate with
respect to customer service and, therefore, applied the
necessary resources to achieve full customer service
within the current 45 day processing time. This policy
resulted in extensive use of overtime. The use of over-
time, however, significantly increases the average pro-
cessing cost of an application. Other techniques and
personnel changes may be more cost effective.

Another problem exists in the disproportionate number
of telephone inquiries made to check application status
once the processing time has exceeded a few weeks. The
large volume of telephone inquiries distracts personnel
from processing applications. Thus, a more significant
backlog evolves which further leads to a longer days-to-
process time.

The primary cause of this problem is the approximate
47% increase in application volume from the prior fiscal
year without a proportionate increase in personnel. Con-
sequently, the backlog in the current year increased sig-

nificantly at certain points. Hence, overtime was utilized.

Other contributing factors to the lengthy processing time
include:

e Form letters are produced manually

- Inefficient automation of HAL screen sequencing

(HAL is a mainframe computer system located at the
California Health and Welfare Data Center that
handles the state as well as the federal certification
process of CNA's and the Nurse Aide Registry.)

e Significant volume of problematic
(incomplete/incorrect) applications

¢ Incoming documents are being sorted more than
once
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Additional time involved in reviewing
applications/forms for new Federal requirements

There is an increase in the average cost-to-process the
applications due to the overtime utilized to address the
backlog.

The method currently used (e.g., overtime compensa-
tion) by L&C to maintain a 45-day goal is not cost-effec-
tive. Other non-personnel changes to the CNA process
could be implemented to reduce the average days-to-
process and average cost-to-process.

The Department should pursue the following:

Evaluate staffing levels in recognition of the approx-
imate 47% increase in volume in the current fiscal
year. Specifically, prepare a cost/benefit analysis to
determine if it would be more economical to hire
permanent staff or temporary staff to drive down av-
erage cost of processing applications (via avoidance
of overtime compensation) and to decrease the
average days to process an application.

Enhance the existing electronic voice system to allow
applicants to check status.

To reduce the number of telephone inquiries, send a
computer-produced form letter (PC Word Processor)
to indicate acknowledgment of receipt of the applica-
tion and to indicate estimated time lapse (set the ex-
pectation up front of average processing time of 45
days). '

Assign limited number of staff specifically to backlog
and focus on current applications to prevent the
backlog from growing.

Enhance HAL system to have automatic screen se-
quencing (when entering data on one screen and one
hits enter key on that screen, it will automatically go
to next screen. Currently, screen number must be
entered in order to go to another screen).

For renewals, use pre-printed forms containing
applicant information existing on system database
and require applicants to review applications and
only change incorrect data. This would require an
enhancement to the current system and would
reduce problematic applications.
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ISSUE #10 :
CITATION COLLECTION
PROCESS

Condition
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As discussed in Issue 7 of this report, ACLAIMS is a
system utilized to track all information pertaining to the
licensing and certification of facilities. It is being used, in
addition to other primary citation functions, as a citation
accounts receivable system when it was not initially
designed to perform accounting functions. It was
initially designed to support the field offices in the
creation and tracking of citations.

A brief description of the citation process is as follows:
The field office performs the initial investigation of a
problem or complaint. If a citation is issued at the end of
the process, the field office records the citation informa-
tion on ACLAIMS. At that point, the amount assessed
for the citation is essentially an accounts receivable
transaction and is tracked on ACLAIMS as it is the only
system available for that task.

Specifically, the issue consists of the following
conditions:

e Itis not possible to obtain accurate and timely
accounting information from ACLAIMS normally
utilized to manage an accounts receivable function
(e.g., standard citation payments, citation payments
received through the medical offset program, cita-
tion reductions by field offices, etc.). Most of these
problems are timing related and are caused by the
number of manual procedures performed (due to a
lack of ACLAIMS functionality), reliance on field
offices to update their Local Area Network (LAN)
databases with current citation information, and
manual interfaces with other external systems (e.g.,
medical offset program) currently in existence.

Because ACLAIMS’ database is not accurate and
complete, critical reports for managing the accounts.
receivable process are not generated. For example, an
aged receivables report is not currently produced
showing how long a citation receivable has been out-
standing (e.g., 30 days, 60 days, 90 days, etc.). Also, a
report is not produced to determine the nature and
amount of citations written-off in a fiscal year. Thus,
accountability is difficult to maintain. These reports
(and other similar types of reports) have been created
in the past, but since the information was inaccurate
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or incomplete, they were not used by management
and, consequently, have been discontinued.

e ACLAIMS accounts for citation assessments on a
cash basis as opposed to an accrual basis. Therefore, it
is not possible (without a significant manual effort)
to decipher which of the citation amounts issued
(i.e., the accounts receivable transaction) have been
collected in the current fiscal year.

* Running reports on ACLAIMS to consolidate ac-
counts receivable information from all field offices is
very slow as a data extract routine must first be run
across all 18 LANSs. That is, since ACLAIMS
computing processes are decentralized on the various
LANSs physically located at the field offices, the data
from these 18 LANs must be combined in order to
generate a meaningful accounts receivable report for
the entire L&C organization.

¢ ACLAIMS is not capable of calculating interest on
overdue citations. This must be done manually.

ACLAIMS was never designed to serve as a fully func-
tional accounts receivable system. Its primary function is
to support the creation and tracking of citations.

Citations issued (civil money penalties) for the seven-
month period ended July 31, 1993 amounted to approxi-
mately $2 million. For the same period, L&C has only
collected $82 million. This represents approximately
$800,000 in uncollected citations (i.e., receivables). It is
difficult to analyze on ACLAIMS the nature of the
$800,000. For example, some citations may be significantly
overdue and need additional collection efforts performed
by L&C, or some citation amounts may have been
written-off or reduced by L&C. To further compound the
problem (as discussed earlier), ACLAIMS only tracks
payment of citations on a cash basis. Therefore, it is not
even completely correct to compare the $800,000 of
uncollected receivables to the gross citations of $2 million
issued in fiscal year 1993.

The potential risk exists that citation revenues are not
being maximized due to an inadequate accounts
receivable system.
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Conduct a feasibility study to determine the best
course of action to enhance systems support for the
accounts receivable process. Possible alternatives to
investigate include:

Ascertain if ACLAIMS can be modified economi-
cally to provide the necessary accounts receivable
functionality.

If modification of ACLAIMS is not economical or
strategic, consider purchasing a PC-based accounts
receivable package and developing an interface to
ACLAIMS to avoid re-entry of data.

Once a system solution is selected, ensure that the
new system is capable of generating accurate and
complete accounts receivable reports (e.g., aged
receivables reports).

Ensure adequate training on the final systems
solution resulting from the feasibility study (i.e.,
modifications to ACLAIMS or a new PC-based
system).

Regardless of the system solution, management of
the accounts receivable function should be
centralized at the L&C program level (instead of
relying on field offices to manage). This should
increase coordination and timely updating of citation
accounts receivable information and, thus, aid in
maximizing revenue collections.
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CITATION PLAN OF
CORRECTION

Condition

Cause

Effect
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When a citation is issued to a facility for a violation(s),
many of the field offices have a surveyor or other per-
sonnel deliver the citation in person and wait “on-site”
until facility personnel write a plan of correction (POC). By
the time a citation is delivered, there is no longer a life-
threatening situation existing as it was acted upon im-
mediately when the condition was initially discovered.

After delivery of a citation to a facility, it is L&C's policy
that a representative wait on-site until a POC is written
by the facility. This is not specifically required by statute.
Title 22 allows for two options. Title 22 states that the
representative (L&C) shall serve the licensee personally.
If the licensee is not served personally, a copy of the
citation shall be sent by registered or certified mail to the
licensee. It is not stated in Title 22 that the represen-
tative must wait on-site until a POC is received.

Current policy requiring on-site completion of a POC
results in the surveyor or a representative expending
time which could be spent elsewhere. For example, in
fiscal year 1993 there were approximately 1,770 citations
issued to facilities. At a minimum, field offices in com-
pliance with this policy are incurring at least one hour
waiting for a POC. Assuming that 75% of the field offices
wait on-site for POCs, a total of approximately 1,327 in
unproductive hours are expended annually.

This practice is not a good use of a surveyor’s time and
does not appear to enhance compliance with statute or
regulations.

The Department should pursue the following:

e Change the policy and practice to allow for the
delivery of citations by registered mail.

e Change policy to allow a "Plan of Correction” to be
prepared no later than 10 calendar days, from the
date of issuance of the citation or the POC may be
faxed within 48 hours from date of issuance. Field
offices should be allowed to establish shorter time-
frames in light of the severity of citations, providing
they follow a set criteria which has been approved by
headquarters.

Deloitte &
Touche

A
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ISSUE #12
COMPLAINT
INVESTIGATIONS

Condition

Cause

Effect

Conclusion

Recommendation

Bureau of State Audits

There are a significant number of ongoing complaints
processed by the field offices. Complaints are not always
investigated within the mandated timeframes by all field
offices or, if they are, other mandatory requirements are
often sacrificed, such as federally mandated surveys as
mentioned in Issue 5. For example, according to the
Staffing and Systems Analysis (attachment to the state-re-
quired Fee Report), for the period July 1, 1991 - June 30,
1992, there were a total of 6,836 complaint investigations
for all facility types. According to L&C policy, complaints
are investigated as to priority by the level of immediate
and serious threat. A Priority 1, for example, is the most
serious complaint and must be investigated within one
day; Priority 2, 10 days; and Priority 3 (the least serious of
complaints), 90 days. Complaint investigations of all facil-
ity types at all priority levels were late approximately 50%
of the time (3,409 of the 6,836 complaint investigations
were late). That is a significant number of late complaint
investigations.

The organizational structure at most of the field offices is
not conducive to promptly addressing all complaints.
Generally, the same staff for both initial or routine sur-
veys are also responsible for complaint investigations.
Complaints by their very nature are unscheduled and dis-
rupting to those field offices with that type of structure.
Consequently, surveyors or survey teams are pulled from
an existing survey in order to investigate a complaint.

L&C is not in compliance with statute regarding timely
investigation of complaints.

A change to the field office organizational structure is
necessary to maximize surveyor time and to better
achieve statutory compliance for complaints.

The Department should pursue the following:

e Create "Complaint Teams" at the field offices, where
appropriate, to focus exclusively on complaints.

e Rotate staff on "Complaint Teams" periodically to
prevent burn-out. The rotation should enrich the
work environment for surveyor staff as it would
provide a break in the routine of performing
surveys.

Deloitte &
___Touche

A



Page IV-1

STATE OF CALIFORNIA—HEALTH AND WELFARE AGENCY PETE WILSON, Governor

DEPARTMENT OF HEALTH SERVICES
714/744 P STREET

P.O. BOX 942732

SACRAMENTO, CA 942347320

(916) 657-1425

December 23, 1993

Mr. Kurt R. Sjoberg
State Auditor

Bureau of State Audits
660 J Street, Suite 300
Sacramento, CA 95814

Dear Mr. Sjoberg:

The Department of Health Services submits the attached
responses to the December 16, 1993 draft audit report
completed by the Bureau of State Audits through its contractor,
Deloitte & Touche. While we are not in agreement on several
of the issues discussed, or the audit’s conclusions, we found
many of the recommendations to be beneficial.

_ If you need further information, please feel free to
contact Ms. Margaret DeBow, Deputy Director, Licensing and
Certification, at (916) 445-3054.

Sincerely,

oo [ELley

. Kimberly Belshe’
irector

T«

cc: Sandra R. Smoley, R.N.
Secretary
"Health and Welfare Agency
1600 Ninth Street, Room 460
Sacramento, CA 95814

* The Audit Team's response to the issues raised by the Department of Health Services are on

pages V-1 to V-11 of the report.
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Response to Executive Summary and Introduction

The Licensing and Certification program staff has appreciated
working with contract audit staff and the outside perspective
brought to this effort. Ours is a very complex program area with
authority over 30 different types of health facility licensure
and certification categories, and over 150,000 Certified Nurse
Assistants, Hemodialysis Technicians, and Home Health Aides.
Although, it is certainly not an easy program to understand, we
were hopeful that the time spent with contract audit staff would
result in a report that would accurately point out program
deficiencies while acknowledging the many accomplishments
achieved over the past few years. We welcomed the opportunity to
explain the Licensing and Certification program to contract audit
staff in recognition of the importance to continually assess our
performance, management, and policies. The mission of protecting
the health and safety of Californians receiving care in health
facilities is a public trust that staff take very seriously.

We are concerned that this report does not present a balanced
perspective in discussing the very complex issues contained
within it. A significant amount of very important information
that was provided to the contract audit staff was not included or
was presented in a cursory manner.

Although our concerns are more detailed in the body of this
response, we offer the following by way of example:

* The Executive Summary draws attention to the fact that
in fiscal year 1993, budget amounts were $9.7 million
greater than actual expenditures. To describe this
amount as an "off-set" is confusing. Those licensing
fees collected in excess of expenditures went into the
General Fund to support other General Fund programs.

* The Executive Summary portrays the fee calculation
process as containing multiple errors and alleges that
the program is out of compliance with Health and Safety
Code Section 1266 requirements for calculating fees.
We disagree with this conclusion. We maintain that
there wvas 2 single true "error" which was caused by an
unnoticed addition error made by the Federal health
Care Pinancing Administration when it communicated the
program's award amount to the department. It did not
materially affect the fee. (See attached chart.) '
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Response to Executive Summary and Introduction

The Licensing and Certification program staff has appreciated
working with contract audit staff and the outside perspective
brought to this effort. Ours is a very complex program area with
authority over 30 different types of health facility licensure and
certification categories, and over 150,000 Certified Nurse
Assistants, Hemodialysis Technicians, and Home Health Aides.
Although, it is certainly not an easy program to understand, we
were hopeful that the time spent with contract audit staff would
result in a report that would accurately point out program
deficiencies while acknowledging the many accomplishments achieved
over the past few years. We welcomed the opportunity to explain
the Licensing and Certification program to contract audit staff in
recognition of the importance to continually assess our
performance, management, and policies. The mission of protecting
the health and safety of Californians receiving care in health
facilities is a public trust that staff take very seriously.

We are concerned that this report does not present a balanced
perspective in discussing the very complex issues contained within
it. A significant amount of very important information that was
provided to the contract audit staff was not included or was
presented in a cursory manner.

Although our concerns are more detailed in the body of this
response, we offer the following by way of example:

* The Executive Summary draws attention to the fact that in
fiscal year 1993, budget amounts were $9.7 million
greater than actual expenditures. To describe this
amount as an “off-set"™ is confusing. Those licensing
fees collected in excess of expenditures went into the
General Fund to support other General Fund programs.

* The Executive Summary portrays the fee calculation
process as containing multiple errors and alleges that
the program is out of compliance with Health and Safety
Code Section 1266 requirements for calculating fees. We
disagree with this conclusion. We maintain that there
was a single true %error®" which was caused by an
unnoticed addition error made by the Federal Health Care
Financing Administration when it communicated the
program’s award amount to the department. It did not

materially affect the fee. (See attached chart.)
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Response to Executive Summary and Introduction
Page 2

* The Executive Summary also presents the fee calculation
process as having "significant weaknesses®™. Licensing
and Certification used the most current data available to
the program when calculating the fees. '

* While we concur that our budget is not fully supportive
of our operation, it is not for the reason stated in the
Executive Summary - weaknesses in our budget development
process; but, due to a lack of expenditure authority to
access General Funds in the amount equal to the revenue
generated by licensing fees and which equates to the cost
of complying with state and federal mandates.

* The reporting mandate of Health and Safety Code
Section 1266 requires the Bureau of State Audits to
determine if costs included in the fee schedule reflect
the appropriate resources needed to meet state and
federal requirements and if such resources are
efficiently utilized. The report, as written, does not
ansver those questions. While the report presents much
discussion on the issue of compliance with federal
mandates, there is inadequate acknowledgment of state
licensing mandates other than those displayed on the
matrix in the Appendix.

* The Summary also makes statements about %antiquated
computer systems®”, both state and federal. While we
agree that the systems are not integrated, there is no
acknowledgment that we already have initiated Dboth
short-tera changes and long range planning to upgrade the
capability of our information systems.

‘In conclusion, the Executive Summary portrays a program which
significantly overcharges the regulated community, mismanages its
finances and still is unable to accomplish its mandated work. This
is unfortunate, because ve concur with many of the recommendations
and have received many excellent suggestions for improving our
operations. We had hoped that a balanced presentation of the
myriad of complex programs issues with which we are currently
grappling would be of assistance in making necessary changes. We
believe that the current presentation of information does just the

opposite.
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’ ~ Financial Category _Original Fee _Rcvised Fee |
_1___Schedule |

Budgeted general fund expenditures $18365,000 $18268,092
Federal funds budgeted $42267,499 $42267,499
Federal funds estimated receipts $33,174,986 $33612,428
Net revenue required $25018,126 324,483,776
Number of beds:

e General Acute Care 118336 117881
® Long~Term Care 120472 120912
Total cost allocated to facility types:

® General Acute Care $5,710,015 35,588,022
® Long—~Term Care $19308,111 $18.895,754

|LEadlity Type Schedule Fee Schedule
General Acute
Care facilties $4825 $47.40
Long Term Care
facilities $160.27 $156.28 |
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Page IV-6
Issue #1 - Fee Schedule Compliance

Conditio

bod License fees are set by the Legislature each year. Licensing
and Certification prepares a fee schedule based upon a
methodology specified in Health and Safety Code Section 1266.
License fees are deposited into the General Fund and Licensing
and Certification’s expenditures are limited to its General
Fund appropriation and federal funds received. Licensing and
Certification is not directly funded by user fees. Any amount
by which fees exceed or fall short of Licensing and
Certification expenditures impacts the General Fund, not
Licensing and Certification spending authority.

* Although Licensing and Certification acknowledges the need for
improved organization of its documentation and control
procedures, Licensing and Certification maintains that it has
complied with Section 1266, except for minor deviations. We
believe that some of the conclusions concerning control
weaknesses and identification of documentation by the audit
tean resulted from their original misunderstanding of the

- methodology prescribed by Health and Safety Code Section 1266.
The degree to which the potential for error was perceived is
not as significant as was suggested by their original
alternative fee schedule. It should be noted that the minor
discrepancies described in the report related to the correct
budgeted General Fund and Federal Fund amounts were identified
by Licensing and Certification as a result of its own audit of
the fee-setting documentation, not by the audit team. This
may confirm weakness in organization of work-papers, but not
the total absence of an audit trail or significant errors or
inappropriate logic.

* As Licensing and Certification reported to the audit teanm the
General Fund amount specified in the Governor’s proposed
budget in January, 1993 for the 1992-93 FY was $18,268,092.
In the "Licensing and Certification Original Schedule",
Licensing and Certification used $18,365,000, which was the
most current figure available to the Departnent when the fees
were calculated. Licensing and Certification pointed out to
the audit team, that it failed to adjust this figure following
publication of the Governor’s Budget, but the difference is
insignificant. (Section 1266 was amended, effective January
1, 1993, extending the date for making the fee report publicly
available to March 17, 1993. It should be noted however, that
the proposed fee schedule must be completed and submitted for
inclusion in the Governor’s proposed budget before January 10,

1993).
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Issue #1 - Yee Schedule Compliance
Page 2

* The total budgeted federal funds used in the "Original Fee
Schedule® was $42,267,499. This is the correct total amount
budget upon adoption of the Budget Act of 1992. This was also
the most current total available to Licensing and
Certification when the fees were calculated. Section 1266
does not specify use of the Governor’s proposed budget for
identifying the total federal funds budgeted. There is some
room for interpretation as to whether to use the figure
originally adopted in the Budget Act or the figure as later
modified. (The modified figure appearing in the Governor’s
proposed budget, January 1993 was $41,637,571). It is our
position that use of either figure could be justified. Again,
it should be noted that the figures used by Licensing and
Certification were the most current totals available at the
point at which the fees were calculated.

* We concur that the figure for "Federal funds estimated
receipts® was $583,257 lower than the figure used in the
"Original Fee Schedule" due to an error in the letter from
HCFA detailing Licensing and Certification funding for FY
1992-93.

* Licensing and Certification acknowledges that there were
point-in-time differences in identifying the number of beds
per facility category. The data requested for the facility
universe was produced after a single requisition, but the data
manipulations were not able to be completed for a single
point-in-time "snapshot®". The difference in the final product
is insignificant, however, Licensing and Certification will
explore the feasibility of obtaining a single report extracted
from one point-in-time data.

* Licensing and cCertification has revised the original fee
schedule with the following adjustments:

1) Decreased the General Fund total to $18,268,092,

2) Decreased the Federal funds estimated receipts to by
$583,257,

3) Modified bed count as suggested by audit teanm.

Cause

We agree that responsibilities related to preparation of the fee
schedule need to be more closely delineated and overseen by

management.
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Issue #1 - Fee Schedule Compliance
Page 3

Effect
See Licensing and Certification Revised Fee Schedule (attached).

conclus 10n

We agree that the Alternative Fee Schedule is not materially
different from Licensing and Certification’s schedule.

Recommendation

The Department agrees Licensing & Certification needs to improve
its procedures and documentation reflecting the application of the
statutory fee methodology so that there is an audit trail both for
future audits and future calculation of fees by Licensing and
Certification staff. It also agrees that cross-training of staff
should occur and that the most current information regarding
budgeted federal and state funds should be used. The accuracy of
documents from HCFA describing federal receipts will be verified.
We concur that the difference between the original schedule and the
Alternative Fee Schedule is not significant and that no adjustment
is necessary.



[ P Gy |

Original Fee
_ Schedule

o |

Budgeted genenl fnnd expendimrs 318365.(11) $18268,092
Federal funds budgeted $42.267,499 $42,267,499
Federal funds estimated receipts $33,174,986 $33612,428
Net revenue required $25018,126 $24,483,776
Number of beds:

® General Acute Care 118336 117881
® Long—Term Care 120472 120912
Total cost allocated to facility types:

o General Acute Care 85,710,015 35,588,022
. ng-‘l‘em Care $19.308,111 $18895,754

FR —

Fcc Per Bed

n L&C Original | L&C Revised |
| Facility Type )|  Schedule ]| Fee Schedule }

General Acute

Care facilties $4825 $47.40
Long Term Care

facilities $160.27 $156.28 |
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Issue #2 - Fee S8chedule Methodology

Condjition

Section 1266 of the Health and Safety Code requires that fees for
1993-94 FY be calculated using 1992-93 FY General Fund expenditures
identified in the Governor’s proposed budget, published January,
1993. This figure represents a fairly accurate description of
current year spending. However, Section 1266 includes an
adjustment related to federal funds received, compared to federal
funds budgeted, that has resulted in a distortion of the total to
be collected in fees. Because the receipt of federal funds has not
reached the level anticipated and no increases in General Funds
have offset the difference, fee revenue has exceeded Licensing and
Certification’s General Fund expenditures.

cause

So 1long as General Funds are not appropriated to offset
"shortfalls" in federal funds, the statutory adjustment related to
federal funds is unworkable. Additionally, difficulties budgeting
for federal funds have resulted from a variety of recent changes
including implementation of the Omnibus Budget Reconciliation Act
requirements in March 1991, and the attendant uncertainties
associated with that process including:

* unknowns as to the hours required associated with the new
survey process which Licensing and Certification over-
estimated

* continual changes in federal guidance as the new survey
process evolved

* training required before state surveyors would become totally
*productive® for conducting OBRA surveys

* lack of information regarding availability of federal funding
for this purpose as California had historically received more
federal funding than it could absorb; and, paucity of federal
funding had not been at issue in prior years.

Effect

We concur that if the fee methodology were based upon actual
expenditures, a different result would occur. However, the program
believes it followed the statutory methodology as written.

conclusion

We concur that the statutory mechanism needs revision to assure
that fees should correctly tie to costs incurred by provider
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Issue #2 - Fee Schedule Methodology
Page 2

category to the extent that access to care is not deleteriously
affected for provider categories that are essential to maintain

basic, primary care health services.

Recommendations

We agree that the current methodology, its workability and possible
altema:ives, should be explored and appropriate revisions
proposed.
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Issue §2 ~ Fee 8chedule Nethodology
Page 2

category to the extent that access to care is not deleteriously
affected for provider categories that are essential to maintain
basic, primary care health services.

Recompmendations

We agree that the current methodology, its workability and possible
alternatives, should be explored and appropriate revisions
proposed.
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Issue #3 - Yee Bubsidy

Condition

No comment.

Cause

No comment.

Effect

* We agree in general although we must point out that there has
been an increase in federal funding as arrayed on the attached
chart.

* We question revenue displayed in the amount for clinics of
$2000, as the annual fee for one specialty clinic is $2000.

Conclusion

No comment.

Recommendation

See comment under Issue $2 recommendation.
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Issue #4 - Budget Punction

Condition

We concur that the Department’s accounting system, Cal-Stars, has
not provided reports in a timely fashion to allow the most up-to-
date information for budget monitoring. - Because of this situation,
Licensing and Certification has maintained a parallel system of
"manual" budget monitoring as a "back-up" system. As a result, the
program initiated a self-imposed hiring freeze in late 1991 to
mitigate against budget overruns. When vacancies occur, the
Licensing and Certification management staff review, as a
management team, which positions we can and cannot refill. Each
district office has been given a hiring level which they are

allowed to maintain and refill vacant positions when the "floor"
minimum staffing levels have been reached.

With regard to budget development concerning federal funds, see
responses under Issue #2, Condition and Cause. Because of the
above described manual monitoring system, the difficulty
anticipating the level of federal funds that will be received would
not be a significant problem, if the statutory fee-setting
methodology did not include an adjustment, originally intended to
increase fee levels when federal shortfalls occurred. :

Cause

We agree with the need to have more training on Cal-Stars and have,
in fact, arranged with the Budget office to receive more timely
reports through a specialized report-production function.

Effect

We agree there is a risk involved with untimely reporting and that
Licensing and Certification needs to make every effort to submit

intelligent, realistic budget requests. Our growing experience
with OBRA has resulted in recently improved fiscal forecasting.
This was acknowledged by HCFA related to the 1994-95 FY request.

conclusion
We believe we have moved forward significantly to monitor our own

expenditures, including increased use of Cal-Stars. We also
maintain we have much more accurate data now upon which to base

future revenue and expenditure amounts.

Recommendations

‘We concur in general but disagree with the implication that
Licensing and Certification management is not sufficiently involved

in the budgeting process.
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Issue §5 - HCFA Mandates

* We concur with the statement that Licensing and
Certification did not complete all of the federal
mandates for federal fiscal year 1993.

* We concur with the statement that there has been an
increase "in survey completions taking more time."
Howvever, we believe that there are several factors
which resulted in Licensing and Certification not
completing 100% of federally-mandated activities.

* First, national standards for completing work and
determining the amount of federal funds to be
apportioned to the states do not consider the wide
variance in enforcement activities among states.
California cites facilities proportionately more than
do the vast majority of other states, resulting in more
"level A" follow up surveys. In addition, California
is among the few states which has the ability to issue
civil monetary penalties (citations and penalties)
citing federal regquirements.

* Second, HCFA builds its budget around certain
assumptions, including the universe of work to be
performed. The budget may not anticipate high growth
rates in certain types of facilities or acknowledge
data reflecting actual workload. For example, during
the 1993 federal fiscal year, 223 nev home health
agencies sought licensure and certification. The
budget issued by HCFA estimated 100 initial home health
agency surveys, less than 50% of the actual number. In
addition, HCFA estimated and agreed to pay for 3400
complaints in long term care facilities. Almost
exactly twice that number were actually received.

* Third, changes in program priorities during the course
of the federal fiscal year also compounded the issue.
In July of 1993, HCFA notified Licensing and
Certification that, rather than the 25 end-stage renal
dialysis (ESRD) clinic surveys required in the call
letter, California would be required to conduct 119
surveys. HCFA specifically stated that this activity
would supplant home health agency activity.
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Issue #5 - HCFA Mandates
Page 2

* Fourth, as discussed under Issue #12 (Complaint
Investigations), during the period of federal fiscal
years 1991 and 1992, evaluator staff made a concerted
effort to complete a tremendous backlog of
certification surveys. Upon liquidation of the
backlog, during federal fiscal years 1992 and 1993, the
staff concentrated on maintaining the certification
survey workload, complying with federally-mandated
activities, and eliminating the complaint backlog. We
believe that the program is currently on a more stable
course in terms of completing workload than it has been
in the prior three years. E

* Finally, we believe that Licensing and Certification's
ability to complete its workload goes beyond federally-
mandated activities. The department is also concerned
about the very important state mandated activities for
which it is not adequately funded.

Effect
* We appreciate acknowledgement of the significant
improvement in completing federally mandated
activities. We concur with the remainder of the
statenment. :
- conclusion

* The report refers to "state policy" as the barrier to
completing all Priority 1 mandates of the federal
government. This implies discretion which the program
does not have. As noted in the last point under
"Cause®, Licensing and Certification has needed to
balance certification activities conducted on behalf of
HCFA with state licensing activities. State statute
and, indeed, California's consumers of health care
place high priority on the investigation of complaints
as an indication of health and safety problems which
need immediate attention.

* We concur that Licensing and Certification must work
with HCFA to evaluate and implement changes necessary
to complete federally mandated work. However, because
the program is responsible for state mandated work, as
well, a large measure of the remedy rests within the
state administrative and legislative arenas.
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Issue §5 - HCFA Mandates
Page 3

* We are disappointed at the lack of balanced discussion
of whether the program costs reflect the appropriate
resource needed to meet state and federal requirements
as mandated by Health and Safety Code Section 1266.
The development of Appendix A does begin to document
the tremendous variety of state and federal mandates,
but does not begin to place that information in the
perspective of workload vs. resources available to
complete that workload.

Recommendation

* We concur with the recommendations and would note that
communications with HCFA, both at the regional and
national levels, are open and straightforward. We have
appreciated HCFA's guidance and support. We recognize
that HFCA has budget constraints that forces
prioritization of work to be performed. The department
is confident that, with the resolution of accurately
aligning Licensing and Certification's budget with the
cost of conducting work, that the program will be able
to complete both federal and state enforcement
activities.



Page IV-19

Issue #6 - Facility Preparedness

Condition

*

Cause

*

Effect

*

This issue applies only to initial surveys, not annual
surveys.

We concur.

We concur.

conclusion

*

We concur.

Recommendation

We concur that the development of self-diégnostic tools
for prospective licensees may reduce some number of
repeated pre-licensing visits.

We question whether the imposition of direct financial
penalties for certain facilities that are not prepared
for the first visit would be an effective deterrent. For
example, we have found that ICF/DD-H facilities are often
not ready to be surveyed on the first visit. Some of
these facilities are operated by parents of
developmentally disabled children who may not have a
significant amount of experience in providing health care
compared to other providers. We believe that imposition
of fines or other penalties may preclude such individuals
from becoming providers and we prefer the approach
recommended above. -
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Issue $7 -~ Antiquated Systems

* The department concurs that the current information
systems lack functionality and are not integrated. The
On-line Survey Certification and Reporting Systen
(OSCARS) is proprietary to the federal government. The
Automated Survey Processing Environment (ASPEN) was
developed by the State of Colorado and its use mandated
by the Health Care Financing Administration (HCFA).
Although the states are required to use both systems by
HCFA, these systems are not integrated.

* In addition, L&C has maintained the Automated
Certification and Licensing Administrative Information
Management System (ACLAIMS) in order to process and
track state licensing and federal certification
activities. ACLAIMS was developed by L&C prior to the
development of OSCARS. The HCFA did provide limited
funding support for the development of ACLAIMS. The
HCFA staff often request information from ACLAIMS that
is not available from OSCARS.

* Although the systems cannot fully integrate data, the
department's Data Systems Branch has successfully
developed an interface between ASPEN and ACLAIMS to
transfer data via disk rather than requiring key data
entry staff to enter the same data twice. The Data
Systems Branch and the L&C Information Systems staff
have offered to assist the HCFA and the State of
Colorado to modify the software for both ASPEN and
OSCARS so that the two federally-mandated systems can
be integrated.

* In reference to the “"recent upgrade®™ of. the ACLAINMS
database, the conversion involved upgrading the A
central site in Sacramento headquarters to MDBS IV.
Pleld office use of ACLAIMS was unaffected by the
upgrade to the central site; only headquarters' ability
to use the report writer function (which does not
perfora ad hoc queries well) was affected. We concur
that training and use of ACLAIMS in generating useful
management reports is imperative.
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Issue #7 - Antiquated Systems

Page 2

The department concurs that strategic systems planning
and implementation is essential. In February of 1993,
L&C met with the Data Systems Branch to request that a
comprehensive information needs assessment be
conducted. During the course of the discussions,
several "short term" and "low-cost, high-return"
solutions were identified. Data Systems has
concentrated on implementing these solutions in order
to provide immediate workload relief to field
personnel. In addition, Data Systems Branch and L & C
staff have been working on the interface between ASPEN
and ACLAIMS and resolving technical problems with the
nevly-released ASPEN software. The L & C staff has
also conducted extensive in-service training to field
staff on the use of ASPEN,

. Licensing and Certification has ordered the necessary

software and hardware to install a Local Area Network
(LAN) in headquarters, and a Wide Area Network (WAN) to
connect headquarters with the field offices. This will
enable headquarters and the field offices to transmit
information in a more efficient manner and offer
uniform access to data.

In addition, L&C has extensively developed the use of
laptop computers in the field to enable evaluator staff
to generate survey reports in the field. We are
exploring the development of using the laptop modems to
transmit the reports to the field office supervisor,
have corrections or changes made, transmitted ‘back to
the evaluators, and issue the report on site at the
facility. We expect the request for a comprehefsive
information needs assessment to be re-activated within
the next several months.

conclusion

*

We concur.

Recommendation

*

We concur with the recommendations.
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Issue #8 - Policy and Procedures Documentation

Condition

* We concur.
Cause

* We concur.
Effect

* We concur.
Conclusion

* We concur.
Recommendation

* As stated in this report, the initial costs associated
with implementation of parts of this recommendation could
be substantial. We concur that easy access to vital .
reference and resource material would save time and
therefore, result in a more efficient use of staff. 1In
a recent survey of program needs, this issue was rated
number 4 out of 15 possible areas of operational concern.
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Issue #9 - CNA Application Processing

condition

Concur.

Concur.

Concur.

gcause

Concur.

Recommendation

|

We concur that staffing levels should be re-evaluated. Prior
to the audit review, all certification functions were flow-
charted and a zero-based workload analysis was developed to
determine the 1level of staffing required for timely
processing. As the workload continues to increase, and
processing modifications are made, the staffing requirements
are refined.

The section has stayed within its budgeted position
expenditure authority and has worked the equivalent of .78
personnel year in overtime over the last six months. The
overtize has not been sufficient to reduce the turnaround time
below 8 _weeks. ' N '

: - ' 3
A cost benefit analysis/proposal is being developed to
determine the most economical method of staffing to reduce the
average certification processing time.

We are not convinced that our interactive voice response unit
(IVRU) system should be modified at this time. The system
provides the caller with the status of the certificate (active
or inactive) by accessing the computer with the applicant’s
social security number. As the section’s backlog reduced from
12 weeks to 8 weeks, for all certificate categories, the
number of calls logged by the IVRU also had a corresponding
reduction from approximately 32,000 to approximately 23,000

per month. . .
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Issue #9 - CMA Application Processing
Page 2

* We concur that the option of a computer generated letter be
explored. The section will work with the Data Processing
Branch to determine the capability of the existing data
processing system to generate "interim®™ 1letters to the
applicants upon receipt of the application. The section has
recently modified the remittance renewal application sent to
the applicant 120 days prior to expiration explaining the
average processing time and encouraging the applicant to

submit their renewal immediately to avoid expiration. Receipt =

of "interim" letters may reduce the number of calls from
applicants expecting immediate turnaround time but will not
reduce the calls from applicants who have waited until the
last minute to renew.

* We concur to assign staff to work specifically on backlogs in
all certification categories thereby preventing backlog
increases. This was implemented November 1, 1993. Most
recently, overtime focus has been placed on the Home Health
Aide applications reducing the average turnaround time
consistent with Certified Nurse Assistants (8 weeks).

* We concur to work with the Data Processing Section to explore
automatic screen sequencing options to improve the
productivity of data input. The section is currently
reviewing the possibility of bar-scanning applications to
improve the overall efficiency and accuracy of data input.

* We do not concur with the recommendation to use pre-printed
forms. The computer generated renewal remittance applications
majiled to the Certified applicants 120 days prior ¢to
expiration include the information already in the data base.
The applicant is requested to change any incorrect data.
However, approximately 60% to 70% of the Certified Nurse

- Assistants fail to advise the Department of address changes
during the two-year certification period resulting 4in a
significant amount of undeliverable mail. The section has
requested the post-office to provide address correction
notices by stamping the outgoing envelopes. The results of
this request have not been significant and are reliant on the
addressee’s move notification to the post office. The
Certified Rurse Assistant’s who cannot be notified through the
computer generated notice renew through their employers who
maintain applications and monitor the certification status of

their employees.

The appl:lcitions vwhich are returned are not due to data base
corrections but failure to provide proof of work in the last
24 months or failure to answer the conviction screening

question.
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ISSUE $#10 - Citation Collection Process

* We concur that it is not possible to obtain accurate and
timely accounting information from ACLAIMS. The report
presents the issue of citation collection processing as
an accounts receivable problem caused by ACLAIMS.
ACLAIMS was not developed as a penalty collection or
citation tracking systen. ‘

Conclusion

* We concur.
Cause

* We concur.
Effect

* We concur.
Recommendation

* We concur that the establishment of a reliable
centralized collection unit and a citation tracking
system is imperative. The L&C program has taken the
steps identified in the following recommendations toward
meeting those goals. :

1. The Program undertook a feasibility study and
- created a centralized collections pilot project.

2. The Centralized Collections Unit has demonstrated
progress using a PC-based system of
citation collections and managing the collections
process for three district offices.

3. The prbgran has reviewed and purchased software to
improve the system. ,

* We also concur that adequate training on the selected
systems is critical. Full implementation of the system
will include the development of procedures and training
plan.
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Issue #11 -~ Citation Plan of Correction

* Established policy requires that when a deficiency is
"acted on immediately" that fact is to be indicated on
the field visit report. The system problem which
initially led to the noncompliance must be reviewed and
addressed by the facility. This requires a POC to
address the "system"™ problem.

Cause

* We concur.
Effect

* We concur.
conclusion

* We concur.
Recommendation

*® We concur with the recommendation.
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Issue #12 - Complaint Investigations

* We concur that during the time period indicated in the
report that complaint investigations were not always
completed within the state mandated time frame. During
this period of time, the program was working to resolve
a substantial survey backlog which resulted from the
decision to delay implementation of the Omnibus Budget
Reconciliation Act (OBRA) of 1987.

* Upon elimination of the survey backlog, progranm
priorities re-established the policy that an on-site
inspection in response to all complaints about long
term care facilties be initiated within 10 days of
receipt. The complaints which indicate a serious
health and safety risk result in an on-site visit no
later that three days after receipt, with many being
investigated within 24 hours of receipt. The current
policy and general program practice is in full
compliance with state mandated time frames for
complaint investigation.

* It should be noted that the definition of Priority 1, 2
and 3 complaints is not a distinction made in state
statute or requlation, but previous program policy, to
indicate the severity of the complaint and offer
guidance for scheduling investigations.

* The organizational structure of the field offices did
not create the complaint backlog. The effect of
implementing a new, complex and more labor-intensive
survey process and addressing the survey backlog
created a temporary problem in responding td all
complaints within the required time frame.

* We concur that, during the time frame indicated in the
report, not all complaints were investigated within
required time frames. As mentioned above, this was a
temporary problem. Currently, L&C policy related to
complaint investigations and general practice is in
compliance with statutory requirements.
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Issue §12 - Complaint Investigations
Page 2

Conclusion

* We disagree that an across-the-board change in the
field office organization is necessary to maximize
surveyor time and acheive better compliance for
complaint investigations, but readily concede that the
L&C organizational structure needs to be flexible to
respond to changing mandates, priorities, and community
needs.

Recommendation

* We concur, in part, with the recommendation.
Currently, there are two district offices which have
established complaint teams. Certain other district
offices have minimal staffing levels which might make
specialization difficult. The program has, and
will continue to consider the establishment of
specialized complaint teams and other organizational
changes in order to conduct enforcement activities in a
more cost-effective and efficient way.
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Appendix A - State Mandated Activities

1.

6.

7.

The mandate to investigate complaints within 10 days is
applicable only to long-term care facilities (SNFP, ICF,
ICF/DD, ICF/DD-H, ICF/DD-N, and CIHF) and home health
agencies.

Provisional 1licenses may not be issued to GACHs, except
distinct parts. The "Distinct Parts Only" section should have
an "X" only under GACH - not under SNF.

Under "Supplemental services", there should not be an "X" for
CLHFs under "Issue special permit®. '

The authority to assess civil penalties is also applicable to
CLHFs, ICF/DD-Hs, and ICF/DD-Ns.

Approval of program flexibility is also applicable to CDRH,
Primary Care Clinics, CLHF, and Psychology clinics.

Regulations have not been adopted for CLHF, Hospice, Specialty
Clinics, or Hemodialysis Technicians.

Review of admissions contracts is applicable to ClLHPs.
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Appendix B - Workflow Diagrams
Initial Licensina

* We concur.

*® We concur.

CNA certification Process

* We concur.

Citation and Appeal

® We concur.

Development of New Policies/Regulations

* The chart implies that all new regulations or policies
originate from new law. This is not the case, and such
changes probably only represent 30 percent of new
policies or regulations. The balance are identified by
the program, brought to the program’s attention by
industry and/or advocates or result from new federal
directives.

* The chart also implies that new policy flows from top
management down. This is inaccurate as most of the
changes are identified by surveyors or supervisors or
administrators in the field, by Headquarters staff, or as
indicated above; by outside advocates or industry.

: 4
*  Tracking of these changes does not occur through an
administrative assistant. These changes are tracked by
the Policy Section’s internal tracking system, which is
automated, and continually updated.

* The chart does not acknowledge the detailed process
required to promulgate a new regqulation, and implies that
a nev regulation can'be adopted after it has gone through
an internal review and approval. The chart makes no
reference to the Administrative Procedures Act, which
establishes specific steps for the adoption of
regulations, including review by the Office of
Administrative Law.
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Appendix B - Workflow Diagrams
Page 2

* The chart implies that adoption of new regulations falls
itgto a "minor change" category, and usually this is not
e case. -

* The chart speaks to the implementation of "interim
regulations® which do not exist, except if regulations
are adopted on an emergency basis and are, therefore,
effective before public hearing.

EField office Ouestions/Policy. Interpretation Request Processing

* These issues are not tracked by an administrative
assistant but usually tracked on the Policy Section’s
internal tracking system, or by periodic monitoring by
the Section Chief via the PROFs note and logging systen.

* It is not clear why and under what circumstances
"finance® would give input to a policy. Unless the
policy is reflected in a proposed regulation, Department
of Pinance typically does not get involved in policy
review. Hovever, the fiscal implications of various
alternate policies (in terms of the impact of
alternatives on field workload) is very often a critical
factor.

*  The chart does not mention the involvement of the
following groups in formulation of the initial and final
policy drafts: legal, <field offices, advocates,
industry, other departments as necessary, HCFA, and other
federal agencies.

T & The chart does not differentiate between responses to
field questions where the policy issue has already been
addressed and written in the Policy and Procedures (P&P)
Manual, versus vhen the issue(s) raised require(s) the
development of a new policy. Sometimes, the need to
change regulations is also identified.



V. AUDIT TEAM’S RESPONSE TO L&C’S REPORT

REVIEW

INTRODUCTION

EXECUTIVE SUMMARY

L&C'S REVIEW
COMMENT

The Department has reviewed the content of the audit
report and has responded to the Audit Team by letter.
This letter is included in Section IV of the report.

In our opinion, most of L&C's review comments focus
on providing additional background information and
their own perspective on certain aspects of each finding.
In general, we do not disagree with these types of com-
ments. Therefore, in this section of the report we only
rebut L&C's review comments for which we have
disagreement.

It is important to recognize that L&C agrees with almost
all of the recommendations contained in the report. In
fact, L&C does not disagree with one entire recommen-
dation. There are a few recommendations that they dis-
agree with in part but not entirely. Therefore, although
L&C may disagree with some aspects of the Audit
Team's perspective on certain issues contained in the
report, they do acknowledge that the problem exists
within their program as they do not refute our recom-
mendations. For example, L&C provides significant re-
view comments concerning the details of Issue 1. How-
ever, at the end of their criticism they do not disagree
with any aspect of our detailed recommendation.

To facilitate communication, for each L&C review
comment that we take exception with we will provide a
brief excerpt of L&C's statement followed by a full rebut-
tal by the Audit Team. This will provide the reader with
a cross reference to L&C's letter in Appendix C.

“The licensing and Certification program staff has ap-
preciated working with the contract audit staff and the
outside perspective brought ..... that staff take very
seriously.

Deloitte &
__Touche
/\
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V. Audit Team’s Response to L&C’s Report Review

AUDIT TEAM'S
RESPONSE

L&C’S REVIEW
COMMENT

AUDIT TEAM'S
RESPONSE

Bureau of State Audits

We are concerned that this report does not present a bal-
anced perspective in discussing the very complex issues
contained within it ..... in a cursory manner.”

The Audit Team never intended to imply that L&C is
not a complex program. We make this point throughout
the report. In fact, in the Introduction section of the re-
port, we state that L&C is a very complex program and
continue to explain the environment in which it must
operate.

L&C is correct that the report does not highlight all of
the strengths and recent accomplishments of L&C. It
tends to focus on deficiencies. The purpose and scope of
this audit is governed by Section 1266 of the California
Health and Safety Code. Section 1266 does not require
the report to include such an analysis. Finally, we tried
wherever possible to mention positive aspects of L&C as
they were discovered during the audit.

“The Executive Summary draws attention to the fact
that in fiscal year 1993, budget amounts were $9.7 mil-
lion greater than actual expenditures. To describe this
amount as an ‘off-set’ is confusing ..... “

We do not believe that the wording is confusing. The
key point here is that the intent of Section 1266 is to
develop fees for general acute care and long-term care
health facilities that are calculated on a cost reimburse-
ment basis. If the budgeted amounts used to estimate
expenditures are $9.7 million greater than the actual ex-
penditures, the state has overcharged the health facili-
ties in that fiscal year by $9.7 million. While the state

‘may have not given L&C budgeting authority over these

funds and chose to use the additional revenue for other
purposes, it was paid by the health facilities to support
the state licensing function.

This problem is further compounded by L&C not cur-
rently meeting all of its state and federal mandatory re-
quirements due, in part, to a lack of financial resources.
Therefore, Legislative action to remedy the current
overage of $9.7 million (and future changes in fee
methodology) needs to recognize this condition and ad-
just fees accordingly. Workloads are discussed in more
detail in Issue 5 and 12 of the report.

Deloitte &
__Touche
PAY

-
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L&C’S REVIEW
COMMENT

AUDIT TEAM'S
RESPONSE

L&C’S REVIEW
COMMENT

AUDIT TEAM'S
RESPONSE

L&C'S REVIEW
COMMENT

Bureau of State Audits

“The Executive Summary portrays the fee calculation
process as containing multiple errors and alleges that
the program is out of compliance with Health and Safety
Code Section 1266 requirements for calculating fees. We
disagree with this conclusion. We maintain that there
was a single true ‘error’ ..... It did not materially affect the
fee.”

We agree with L&C that the individual errors discov-
ered during the audit did not result in a material differ-
ence in the end product of a fee schedule calculation.
We disagree, however, with L&C's statement that there
was only a single true "error". Our detailed justification
is provided in the body of Issue 1.

Finally, it should be highlighted again that the Audit
Team was more critical of the control environment sur-
rounding the preparation of the fee schedule than the
actual errors themselves. As stated in the conclusion of
Issue 1, the apparent lack of controls at L&C may lead to
more significant errors in the future if corrective action
is not taken. The main theme discussed in Issue 1 was
the lack of procedures and adequate L&C work papers at
the time of the audit, not the materiality of individual
€errors.

“The Executive Summary also presents the fee calcula-
tion process as having ‘significant weaknesses’. Licens-
ing and Certification used the most current data avail-
able to the program when calculating the fees.”

As discussed in more detail in Issue 1, L&C did not use

_timely budget information in our opinion. L&C ob-

tained the general fund budget amount for fiscal 1993
during October 1992 when it first began its preparation of
the fee schedule. They had ample time in our opinion to
obtain a budget version more recent than October 1992
prior to its deadline of January 17, 1993.

“While we concur that our budget is not fully support-

ive of our operation, it is not for the reason stated in the
Executive Summary - weaknesses in our budget devel
opment process; but, due to a lack of expenditure au-
thority to access General Funds in the amount equal to
the revenue generated by licensing fees and which
equates to the cost of complying with state and federal
mandates.”

Ueloitte &
___Touche

Q
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V. Audit Team’s Response to L&C’s Report Review

AUDIT TEAM'S
RESPONSE

L&C'S REVIEW
COMMENT

AUDIT TEAM'S
RESPONSE

L&C'S REVIEW
COMMENT

Bureau of State Audits

As discussed earlier in the Audit Team's response, L&C
budgetary authority is a state internal problem. This is
why we recommend in Issue 2 of the report to change
Section 1266 to prevent such barriers (e.g., each annual
fee schedule should be adjusted to reflect discrepancies
between estimated figures and actual figures, establish a
special fund to permit L&C to have expenditure author-

ity, etc.)

“The reporting mandate of Health and Safety Code
Section 1266 requires the Bureau of State Audits to de-
termine if costs included in the fee schedule reflect the
appropriate resources needed to meet state and federal
requirements and if such resources are efficiently uti-
lized. The report, as written, does not answer those
questions .....”

The report does comply with all audit objectives detailed
in Section 1266. Specifically, the audit objective concern-
ing assessment of whether costs included in the fee
schedule reflect the appropriate resources needed to meet
state and federal requirements is met. It is acknowledged
in more than one part of the report that L&C is not fully
compliant with all state and federal mandates. In Issue 2
of the report, it indicates that L&C's workload (for state
and federal mandates) should be recognized in all
decisions impacting fee adjustments and future statutes.
A comprehensive workload analysis is not required by
Section 1266 for this audit. The report does not specif-
ically provide an estimate of the resources (in terms of
additional full-time personnel or fiscal resources)
required to meet all state and federal mandates.

“In conclusion, the Executive Summary portrays a pro-
gram which significantly overcharges the regulated
community, mismanages its finances and still is unable
to accomplish its mandated work. This is unfortunate,
because we concur with many of the recommendations
and have received many excellent suggestions for im-
proving our operations. We had hoped that a balanced
presentation of the myriad of complex programs issues
with which we are currently grappling would be of assis-
tance in making necessary changes. We believe that the
current presentation of information does just the
opposite.”

Deloitte & |
Touche
N\
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AUDIT TEAM'S
RESPONSE

ISSUE 1

L&C’S REVIEW
COMMENT

AUDIT TEAM'S
RESPONSE

Bureau of State Audits

As discussed in the Introduction of this section, L&C
agrees with almost all of the recommendations con-
tained in the report. In fact, L&C does not disagree with
one entire recommendation. There are a few recom
mendations that they disagree with in part but not en-
tirely. Therefore, although L&C may disagree with some
aspects of the Audit Team's perspective on certain issues
contained in the report, they do acknowledge that the
problem exists within their program as they do not
refute our recommendations.

We did not intend to paint a picture of L&C as a pro-
gram that is in significant chaos and is mismanaged in
all respects. We have identified deficiencies in its pro-
grams pursuant to the scope of the Section 1266 audit
and believe that the more significant issues discussed in
this report can be resolved within a reasonable time-
frame. They are not insurmountable.

Finally - as mentioned earlier - the scope of this audit
pursuant to Section 1266 and the content of this report,
require certain items to be reviewed; not the entire L&C

program.

“License fees are set by the Legislature each year ..... Any
amount by which fees exceed or fall short of Licensing
and Certification expenditures impacts the General
Fund, not Licensing and Certification spending
authority.”

As discussed earlier in this section, the key point here is
that L&C at the program level does not currently have
budgetary authority over excess revenues (e.g., the $9.7
million in fiscal 1993). This is an internal state problem,
however. The intent of Section 1266 is to develop fees
for general acute care and long-term care health facilities
that are calculated on a cost reimbursement basis. If the
budgeted amounts used to estimate expenditures are
$9.7 million greater than the actual expenditures, the
state has overcharged the health facilities in that fiscal
year by $9.7 million. While the state may have chosen to
use this additional revenue for other purposes, it was
paid by the health facilities to support the state licensing
function.

Deloitte &
_Touche
AY
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L&C’S REVIEW “Although Licensing and Certification acknowledges the

COMMENT need for improved organization of its documentation
and control procedures, Licensing and Certification
maintains that it has complied with Section 1266, except
for minor deviations ..... It should be noted that the mi-
nor discrepancies described in the report related to the
correct budgeted General Fund and Federal Fund
amounts were identified by Licensing and Certification as
a result of its own audit of the fee-setting documentation,
not by the audit team .....”

AUDIT TEAM'S As discussed earlier in this section and detailed in Issue

RESPONSE 1 of the report, L&C did have errors in its fee schedule,
did not use timely financial data, and procedures and
work papers were incomplete at the time of the audit.
Also, some of the errors were significant individually
but when netted with the other errors were not mate-
rial. So, we have concluded that although the net effect
to the fee schedule is not material, the fee schedule
control environment is deficient, and if not corrected,
may lead to material errors in the future; therefore, L&C
is not fully compliant with Section 1266.

Finally, L&C contends that they had discovered the dis-
crepancies related to the correct budgeted General Fund
and Federal Fund amounts as a result of its own audit of
the fee schedule, and not the Audit Team. This is a mis-
leading statement. First, Section 1266 is somewhat am-
biguous as to what information should be used for cer-
tain components of the fee schedule. The Audit Team
had raised a number of questions to L&C staff regarding
their own interpretation of Section 1266. It was after
these questions were raised that L&C conducted its own
audit (as they have phrased it). In essence, their review
was not an audit but rather a response to questions
posed by the Audit Team. Hence, if the audit had not
been conducted by the Audit Team, it is likely that L&C
would not have discovered the errors.

L&C’S REVIEW “As Licensing and Certification reported to the audit

COMMENT team the General Fund amount specified in the Gover-
nor's proposed budget in January, 1993 for the 1992-93
FY was $18,268,092. In the ‘Licensing and Certification
Original Schedule’, Licensing and Certification used
$18,365,000, which was the most current figure available
to the Department when the fees were calculated. Li-
censing and Certification pointed out to the audit team,
that it failed to adjust this figure following publication

Deloitte &

Bureau of State Audits . Tﬂ!lcne
A
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AUDIT TEAM'S
RESPONSE

L&C'S REVIEW
COMMENT

AUDIT TEAM'S
RESPONSE

Bureau of State Audits

of the Governor's Budget, but the difference is
insignificant ..... budget before January 10, 1993).”

This review comment concerning timeliness of budget
information is discussed earlier in this section. An addi-
tional point is warranted here, however. L&C contends
that it informed the Audit Team that L&C failed to ad-
just the General Fund budget amount to the final ver-
sion of the Governor's proposed budget (as required by
Section 1266) as published on January 10, 1993, but the
difference was insignificant. L&C is implying in their
review comment that it had checked that amount when
it was actually published or shortly before that point
(and before the audit began) and the difference was in-
significant. This is not correct as there was no documen-
tation in L&C's work papers to support this procedure.
L&C did not compare the amount they used in their fee
schedule (i.e., $18,365,000) to the correct amount (i.e.,
$18,268,092) contained in the Governor's proposed
budget until after the Audit Team began its field work.

“The total budgeted federal funds used in the ‘Original
Fee Schedule’ was $42,267,499. This is the correct total
amount budgeted upon adoption of the Budget Act of
1992. This was also the most current total available to Li-
censing and Certification when the fees were calculated.
Section 1266 does not specify use of the Governor's pro-
posed budget for identifying the total federal funds
budgeted. There is some room for interpretation .....

We agree that Section 1266 is ambiguous in certain areas
and requires professional interpretation. As discussed
more fully in Issue 1 of the report, the Audit Team con-
cluded that the Federal Fund budget amount should be
obtained from the same point in time (i.e., the same
budget version) to maintain comparability of financial
data. It would lack sound financial judgment to decide
otherwise as budget information can change signifi-
cantly within a program between funding sources. In
many cases, a significant change in one fund can have a
major impact on the budget proposed for another fund.
Therefore, if one does not obtain program budget in-
formation from the same point in time, it is likely the
financial information is not comparable, and, therefore

~ not sound.

Deloitte &
__Touche

A
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V. Audit Team’s Response to L&C's Report Review

L&C'S REVIEW
COMMENT

Bureau of State Audits

At the end of L&C's review comments addressing the
Executive Summary and Issue 1 of the report, they in-
clude two tables (see below) which were replicated from

the report itself. However, they changed the Federal

Funds Budgeted (as represented in the body of the report
in Figure 1-a) from $41,637,571 to $42,267,499. This

change by L&C is fully explained by them in their re-

sponse letter. As a result of L&C changing that number,

other financial totals and allocations effected by that

number also were changed in the table (i.e., Net Rev-
enue Required, Total Cost Allocated to Facility Types:
General Acute Care and Long-Term Care).

The overall changes made by L&C to Figure 1-a of the
report also caused a change to Figure 1-b of the report,
which essentially is the end result of the fee schedule

(i.e., Fee Per Bed).

Financial Category Original Fee | Alternative

Schedule | Fee Schedule

Budgeted general fund | $18,365,000 | $18,268,092
expenditures
Federal funds budgeted | $42,267,499 | $42,267,499
Federal funds estimated | $33,174,986 | $33,612,428
receipts
Net revenue required | $25,018,126 | $24,483,776
Number of beds:
e General Acute Care 118,336 117,881
e Long-Term Care 120,472 120,912
Total costs allocated to
facility types:

e General Acute Care | $5,710,015| $5,588,022
e Long-Term Care $19,308,111 | $18,895,754
Fee Per Bed

L&C Original Alternative
Facility Type Schedule Fee Schedule

General Acute

Care Facilities $48.25 $47.40
Long Term Care
Facilities $160.27 $156.28

Deloitte &
Touche
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V. Audit Team’s Response to L&C’s Report Review Page V-9

AUDIT TEAM'S
RESPONSE

ISSUE 2

L&C’S REVIEW
COMMENT

AUDIT TEAM'S
RESPONSE

ISSUE 3

L&C'S REVIEW
COMMENT

AUDIT TEAM'S
RESPONSE

Bureau of State Audits

As discussed previously in this section of the report, the
Audit Team does not agree with L&C's argument to use
$42,267,499 as the correct Federal Funds Budget amount.
We believe the amount should be $41,637,571. There-
fore, the Audit Team does not agree with L&C's changes
to Figure 1-a or 1-b of the report, and believe that the fee
per bed for General Acute Care and Long-Term Care of
$46.18 and $152.26, respectively, are correctly stated in
the report.

“So long as General Funds are not appropriated to offset
‘shortfalls’ in federal funds, the statutory adjustment re-
lated to federal funds is unworkable. Additionally, diffi-
culties budgeting for federal funds have resulted from a
variety of recent changes including implementation of
the Omnibus Budget Reconciliation Act requirements in
march 1991, and the attendant uncertainties associated
with that process, including ....."”

We agree that changes are necessary to current statutes
in order to solve the problems associated with establish-
ing fees and the Audit Team has provided recommen-
dations in the report to achieve that goal.

“We queétion revenue displayed in the amount for clin-
ics of $2,000, as the annual fee for one specialty clinic is
$2,000.”

The Audit Team estimated the revenue for select fees
using the best information available to us at the time of
the audit. It was difficult for us to interpret the L&C re-
port that we used to obtain this information, and staff at
L&C were unable to provide accurate information.
Therefore, we acknowledge that this figure may be
somewhat low. However, the substance of the problem
is with Intermediate Care Facilities (DD-H/DD-N). The
total subsidy there is estimated to be $874,000. Therefore,
excluding the $2,000 from the analysis has no real
impact on the issue as originally stated.

Deloitte &
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/\



Page V - 10

V. Audit Team’s Response to L&C’s Report Review

ISSUE 5

L&C’S REVIEW
COMMENT

AUDIT TEAM'S
RESPONSE

APPENDIX A

L&C'S REVIEW
COMMENT

AUDIT TEAM'S
RESPONSE

Bureau of State Audits

“We are disappointed at the lack of balanced discussion
of whether the program costs reflect the appropriate re-
sources needed to meet state and federal requirements as
mandated by Health and Safety Code Section 1266 ..... “

The Audit Team believes it has provided sufficient dis-
cussion in the report concerning L&C's workload and
how it impacts fees. This was addressed more than once
in this section of the report. In addition, Issue 5 also rec-
ognizes this aspect of the overall problem. It is addressed
in the Cause statement and in the third
Recommendation.

L&C had a total of seven review comments for Ap-
pendix A, Program Matrices, of the report. They are not
repeated here as the Audit Team's response below
addresses all of them.

As discussed in Section II, Scope and Methodology, of
the report one of the objectives of the audit was to de-
termine if L&C was in compliance with all significant
state and federal mandates. Since L&C did not have a
comprehensive document listing all of its mandatory
state and federal requirements, the Audit Team invested
a significant amount of time researching laws and regu-
lations applicable to L&C's program. We documented
our research in the form of a matrix and held a number
of meetings with L&C personnel to verify our informa-
tion. After a few iterations, we believed that the pro-
gram matrices as represented in Appendix A were suffi-
ciently accurate to meet the objective of the audit.

Specific to the seven review comments provided by
L&C, we are not able to confirm or deny their criticisms.
L&C did not provide us with legal references to verify
their assertions. Furthermore, as with most laws and
regulations there is a certain amount of interpretation
required. The Audit Team was fairly conservative in
our conclusions. It is possible, therefore, that our
opinion may differ from L&C's, but without legal
references we are not able to make this determination.

Deloitte &
___Touche
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APPENDIX B

L&C’S REVIEW
COMMENT

AUDIT TEAM'S
RESPONSE

Bureau of State Audits

In conclusion, we do not believe that additional time in-
curred here to reconcile the Audit Team's opinion with
L&C 's opinion would change the substance of any of
the issues discussed in the body of the report. Therefore,
we are not revising Appendix A.

L&C had a total of 10 review comments for Appendix B,
Workflow Diagrams, of the report. These review com-
ments were directed at the last two workflows in Ap-
pendix B (i.e., Development of New Policies/Regula-
tions and Field Office Questions/Policy Interpretation
Request Processing). They are not repeated here as the
Audit Team's response below addresses all of them.

Another objective of the audit was to assess L&C's effi-
ciency and effectiveness as discussed in Section II, Scope
and Methodology, of the report. One of the tools used to
meet this objective was development of workflow dia-
grams for the major functions of L&C's operations.
These workflow diagrams were used as discussion tools
in the re-engineering work sessions. They were never
intended to represent every detail of a function. As with
the program matrices discussed above, we did incur
time with L&C personnel during the re-engineering
work sessions to verify the accuracy of the workflow di-
agrams. After a few iterations, we believed that the
workflow diagrams as represented in Appendix B were
sufficiently accurate to meet the objective of the audit.-

The Audit Team decided to include the workflow dia-
grams in the report to illustrate the complexity of L&C's
program. They do not directly support any of the issues
identified in the report.

Specific to the ten review comments provided by L&C,
we do not believe that additional time incurred in this
area by the Audit Team and L&C personnel would
change the substance of any of the issues discussed in
the body of the report. Therefore, we are not revising
Appendix B.

Deloitte &
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APPENDIX A - PROGRAM MATRICES

The program matrices include the State and Federal
mandates of the Department of Health Services'
Licensing and Certification Program. The purpose of
creating these matrices was to identify L&C’s program
responsibilities for health care facilities as stated in
regulations, statutes, and other pertinent laws. These
were used in our review in determining whether all
these statutory requirements were actually being
performed.

The requirements specifically were extracted from the
California Health and Safety Code, Welfare and In-
stitutions Code, and the Business and Professions Code,
Title 22 of the California Code of Regulations, HCFA's
Budget Call Letter, Social Security Act (Title 18 and 19),
Code of Federal Regulations, and the State Plan (Medi-
Cal).

The matrix was created so that one could identify each
mandate and what program or facility to which it per-
tained. For example, on page 1 of State Mandated, line 1,
Section 1266 of the Health and Safety Code required that
the Department of Health Services submit by March 17 a
report regarding the methodology and calculations used
to determine those fees. This is an administrative func-
tion and does not apply specifically to a program or a fa-
cility. The fourth requirement, Inspect health facilities,
is required of the Department of all those facilities
marked by an "X". A translation of the acronyms of the
various programs and facilities is listed below:

Deloitte &
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Appendix A - Program Matrices

Bureau of State Audits

Admin. Administrative function

CNA Certified Nurse Assistant (Federal
term is Certified Nurse Aide)

HHAides Home Health Aides

HemoTech Hemodialysis Technicians

GACH General Acute Care Hospital

APH Acute Psychiatric Hospital

SNF Skilled Nursing Facility

ICF . Intermediate Care Facility

ICF/DD Intermediate Care Facility/
Developmentally Disabled

ICF/DD-H Intermediate Care Facility/
Developmentally Disabled -
Habilitative

ICF/DD-N Intermediate Care Facility/
Developmentally Disabled -
Nursing

HHA Home Health Agencies

PHF Psychiatric Health Facility

ADHC Adult Day Health Center

CDRH Chemical Dependency Recovery

Hospitals

Prim. Care Clinics

Primary Care Clinics

CLHF Congregate Living Health Facility
Hospice Hospice
Psych. Clinic Psychology Clinic

Specialty Clinic

Specialty Clinic

Deloitte &
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4\



Appendix A - Program Matrices

Page A -

3

Bureau of State Audits

Additional Federally Mandated Matrix Acronyms:

ICF/MR Intermediate Care Facility/Mentally
Retarded (Federal term for all ICF’s)

Rural HC Rural Health Clinic

CORF Comprehensive Outpatient
Rehabilitation Facility

ASC Ambulatory Surgical Center

Exc. Hosp/Unit-PPS

Exclusion Hospitals/Unit -
Prospective Payment System

Mamm

Mammography

Deloitte &
Touche
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APPENDIX B - WORKFLOW DIAGRAMS

The following workflow diagrams were created to
document current processes of significant functions at
Licensing and Certification to aid in assessing operating
efficiencies. This helped to identify re-engineering
initiatives, and it provided a discussion tool during the
focus group work sessions.
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age B-2

PROVIDER

Sends request for licensing to L&C

INITIAL LICENSING

L&C FIELD OFFICE

Supervisor creates file, calculates
fees, sends form package to provider

I

Y

\J

Fills out forms, returns forms to L&C

Supervisor reviews forms and follows
up on questions

!

Y

Notifies L&C of readiness for
inspection

Inspection team formed, meet to
discuss inspection plan

Y

Meet with facility administration,
informing of procedures

Inspect the facility, the staff (contract
or actual personnel), policies &
procedures, equipment. Document
any deficiencies,

Formulate plan of correction, if
deficiencies noted

L

or contingent license (with
deficiencies)

Y

Write up report (Form 2567) with
either no deficiency or a list of
deficiencies

Y

Supervisor reviews report, sends copy
to provider, files report at office

Y

Team revisit facility to inspect
corrections, on a surprise basis

Y

Write up report (Form 2567B), send
copy to provider, file report at office

I

Y

Update ACCLAIMS

Issue license (effective immediately) |




PROVIDER

COMPLAINTS INVESTIGATION

L&C FIELD SURVEYORS

Receive status schedule

L&C FIELD
SUPERVISOR AND
MANAGEMENT

Page B-3

OTHER ENTITIES

Complaint received by
support staff who put
pertinent information on
intake form

Y

Supervisor reviews intake
form and prioritize the
complaint

!

Support staff input
information into ACCLAIMS
and a manual log

Y

Y

Call complainant to ask if
he/she intends to accompany
the survey (No more than
four hours in advance)

Management assigns case to
surveyor team. Information
put down on assignment log

Support staff updates
ACCLAIMS to indicate start
of survey

Y

Conference with facility
administrator (However,
cannot inform him/her of the
actual complaint)

Y

Focus survey on specific
inspection

Y

Write-up report on site

Support staff input report
and update ACCLAIMS

*.

Supervisor reviews report
and decides on action

|

Y

HCFA decides on final de-
certification

Citation and appeal (See
process)




Page B-4

PROVIDER

Provides guided tour of
facility

CERTIFICATION/RECERTIFICATION SURVEY

L&C FIELD SURVEYORS

Obtain facility file, facility
profile (fr. OSCAR) and
preassembled form packet

Y

Review prior files, plan work,
assign tasks

Y

——— Meet with facility

administrator

Responds with a
plan ot correction

L

Tour facility, note problems;
introduce team to residents;
preselect sample residents

Y

Team meets to discuss any
special problems and select
sample

Y

Review sample
charts/medical records;
interview & observe med-
pass & meals (2)

Y

Verify medical orders, drug
regiment review

[ ]

Group meeting, update status
& go thru all regulations;
observations validated &

deficiencies discussed.

Decide whether extended or

focus survey necessary

(Level-A condition)

Hold exit conference with
administration to clarify
issues, discuss conclusions,
address concerns

Y

deficiencies & report for
certification

¥

Send letters to: 1) Inform of
continued certification, 2)
request for plan of
correction, & 3) list
deficiencies

y

Input of reports into
OSCAR/ODIE

Y

Surprise follow-up survey to
ensure plan of correction
implemented

L&C FIELD
SUPERVISOR AND
MANAGEMENT

Based on prior survey date,

. current workload &

"Deadline” for current survey,
schedule the survey & assign
to team

Using ASPEN, write-up - Supervisor reviews printed

report from ASPEN

OTHER ENTITIES

HCFA reviews
recommendation for
certification




MAILROOM &
'FRONT-END
PROCESS

Mail desk opens mail,
separating remittance stubs
and applications, picking out
non-money transaction &
problem mail

Z

on-money & problems

Update information in HAL
for non-money transactions
(name /address change)

'

Send form letter to inform

licensees whose applications

cannot be renewed. (did not
answer crucial questions)

CNA CERTIFICATION PROCESS

REMITTANCE STUB
PROCESSING

Applications

| Access HAL or review fiche

Sort out payments for batch
processing (with check
enclosed and all proper

information

Y

Send batched stubs to
accounting for processing;
the rest are retained in CNA
for handling manually

Y

Separate checks from stubs;
checks batched and
deposited

Y

HAL accessed to verify and
update information; Form
letter prepared to advise
licensee for additional
information or payment

Y

Licensees needing special
processing (amnesty-related

or enforcement - held)

RENEWAL
APPLICATION
PROCESSING

to verify that licensee is in
system, mark record for
check received

y

\l

Form letter prepared to advise
licensee for additional
information or payment

Y

File applications by date and
by alpha (name) after
removing check

Y

Pull applications from file,
update information in HAL,
record payment, change
status of certification. Initial

and date application and file
|

Licensees needing special
processing (Amnesty-related

or enforcement - held)
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SPECIAL
PROCESSING

1

Enforcement officer and
amnesty technician special
handle cases

Weekly computer generated
certifications printing
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PROVIDER

CITATION & APPEAL

L&C FIELD SURVEYORS

Identify problems or
complaints

Y

Issue intent to cite, with
reference to specific
regulations violated, copy to
office

Y

Gather evidence & other
information at facility

Y

Write up citation after
discussion with appropriate
experts, if necessary

L&C FIELD
SUPERVISOR AND

MANAGEMENT OTHER ENTITIES

Administration support:
Maintain intent log

Supervisor: Reviews citation
and determines if valid

Y

Administration support: Input
into ACCLAIMS &
OSCAR/ODIE (if Fed.)
Read & sign citation, Hand deliver citation < SUP“W/"”' determines
formulate plan of correction. package to provided (within penalty assessment
May appeal citation 72 hours)
. Review plan of correction Administration support
| LSe_rrlefMes» and decide if sufficient. - update ACCLAIMS
Appea Establish deadline for
correction
Revisit the facility after
Decide appeal venue deadline to ensuré
compliance. Either issue
K ) ————————————
Form 25678 for compliance
or notice of non-compliance
and fines
File apbea/ n :
| District court = Attorney General's Office
handles the case in District
OR Participate in appeals as court
File appeal for necessary
|_gm| arbitration
= Administrative Law Judge
OR v
Mail CRC (Citation Review - .
Administrative support:
Conterence) request - Receives request, stamps
request, schedule CRC, Hearing officer holds CRC
update ACCLAIMS with all parties concerned
i / Hearing officer sends
Distribute report to al ing officer

decision of outcome to fiel
office

partied




LEGISLATURE

New Statutes

DEVELOPMENT OF NEW POLICIES/REGULATIONS

L&C MANAGEMENT

Senior L&C managers meet
to determine the need for
new policies or regulations

L&C POLICY
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OTHER ENTITIES

If changes minor

If changes
major

Chiefs & other
managers
review draft

Administrative assistant logs

issue in master log;
supervisor assigns task to
staff

Y

Staff requests comments and

inputs from interested
parties

Legal, finance, and/or HCFA
give inputs to L&C

Y

Legal, finance review draft

Staff drafts regulation or ~ f————
policy and sends draft for
review
-
Staff finalizes draft

Y

||

Supervisor reviews draft

Y

Y

L pmiFinalizes regulation or policy

Formulate work group for

Work group composed of

development

representatives from policy,
operations, legal, and other

Chiefs & other managers
review draft

[

Y

Policy takes the lead in
drafting the new regulation
or policy

related parties meet to
formulate plan

Y

Work group review and
discuss draft

N

Y

Distribute policy or
regulation to field, sister
-agencies, advocacy groups,
etc.

Publish an interim policy or

regulation to field offices

Field offices try out interim
policy or regulation and
give feedback to HQ

Finalizes regulation or policy

|
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FIELD OFFICE QUESTIONS/POLICY INTERPRETATION
REQUEST PROCESSING

FIELD OFFICE

Identifies question or need
for policy interpretation

Notifies provider of action
taken and the need for HQ
to act on the issue

Sends PROFS
or memo

L&C OPERATION

Branch Chief acts on issue or

OR

Raises
question with
preceptor

forwards PROFS/memo

Chief preceptor forwards
question

chief or supervisor assigns
staff to work on issue

Field office staff reviews
response

L&C POLICY

Administration Assistant logs
issue in master log; section

1

Staff researches the issue and
discusses findings with
supervisor. If necessary,

obtain opinion of outside
experts

Y

Staff drafts response |

v

Supervisor reviews draft

v

-t Chief preceptor forwards

response to preceptors

Forwards

preceptor

Sends updates on operation

all-tacility letter

Management reviews draft
and finalizes on response

advice to chief

manual and, if necessary, j-—

" OTHER ENTITIES

g L€gal or finance gives input

to issue

OR
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