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February 8, 1995 

DEPARTM ENT OF H EALTH AND H OSPITALS 
STATE O F LO UISIAN A 
Baton Rouge, Louisiana 

LO UISIAN A H EALTH  CARE AUTH ORITY 
STATE  O F LO UISIAN A 
Baton Rouge, Lo uisiana 

1600 NORTH "[HIRD S'fREE] 
P.O. BOX 94397 

TEL (504) 339-3800 
FAX (504) 339-3870 

W e perform ed a specified  procedures exam ination of the Departm ent of H ealth and Hospitals 
(the department) and the Lo uisiana Health Care Authority (the authority). The purposes of our 
specified  procedure s exam ination were to re view the professional service contracts betw een the 
dep artment an d Deloitte an d Touche an d the authority and Deloitte an d Touche to determ ine 
(1) compliance with applicable laws an d regulations; (2) the nature of the work pe rformed an d 
the method(s) of payment; an d (3) the adequacy of the internal co ntrols affecting the co ntracts. 

Our exam ination was perform ed in accordance with Government Auditing Standards, issued by 
the Comptroller General of the United  States, applicable to a specifi ed  procedures exam ina- 
tion. Our limited procedures co nsisted of (1) examining selected  department an d authority 
records; (2) interviewing ce rtain dep artment an d authority pe rsonnel and certain Deloittc an d 
Touche personnel; (3) reviewing app licable Lo uisiana law an d regulations; (4)reviewing 
pertinent dep artment and authority policies, procedures, rules, an d regulations; and (5) making 
in quiries to the extent we co nsidered necessary to achieve our purposes. OU r procedure s also 
in cluded an  assessm ent of the likelihood of irregu larities an d illegal acts, and any such m atters 
th at cam e to our attention are pre se nted in our f'mdings an d recom m endations. 

Based on the app lication of the procedure s referred to pre viously, the ace ompan ying findings 
and recomm enda tions represent th ose co nditions th at we feel warrant attention by th e app ro- 
priate parties. M anagem ents' re sponses to th e findings an d recom m enda tions pre sented in this 
report are included  in Attachm ent I. In addition, m anagement subm itted  numero us exhibits 
that are not in cluded in  Attachm ent I. These  exhibits are available for in spection at the Baton 
Rouge offi ce  of th e Legislative Audito r. After consideration of th e original re sponse s

, w e 
modified  our findings and/or recommenda tions where app lica ble; however, re vised re sponse s 
have not been requested . 
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DEPARTM ENT OF H EALTH  AND H O SPITALS 
IX)UISIAN A H EALTH CARE AUTH ORITY 
STATE OF LOUISIAN A 
February 8, 1995 

These lim ited proco dures are substantially less in scope than an audit of financial statem ents in 
aeco rdanee with governm ent auditing standards, th e purposes of which are to provide assur- 
ances on the entity's presented financial statements, asse ss the entity's internal control 
structure, and assess the enfity's compliance with laws and regulations that could materially 
impact its financial statem ents. Had we perform ed  such an audit

, or had we perform ed  
additional procedure s, other matters m ight ha ve co m e to our attention that would have been 
reported  to you. 

CGEW :BJJ:m f 

D aniel O . Kyle, CPA , CFE 
Legislative Auditor 



Financial and Com pliance Audit Division 
Specified Procedures E~am ination 

Departm ent of H ealth and H ospitals 
Louisiana H ea lth Care Authority 
Contracts with D eloitte and Touche 

The Department of Health and Hospitals (DHH) and the 
Louisiana Health Care Authority (LHCA) paid Deloittc and Touche 
$48,912,759 from September 1989 through June 1993. Our 
specified procedures exam ination of th e DHH an d LH CA contracts 
with Deloitte and Touche found that: 

Both DHH an d LHCA do not appear to ha ve co mplied  
with Lo uisiana laws an d co ntract provisions relating to 
co ntract approvals, contract m odifications, retention of 
records, an d co ntract m onitoring. 

DH H an d LH CA have not ensured that the m eth od of 
paym ent to Deloitte an d Touche is directly related to  th e 
typos of services perform ed . 

Deloitte an d Touche appears to have be nefitted from th e 
revenues generated by an oth er co ntractor, re sulting in 
additional costs to th e dep artment and the authority. 

The base pe riod  re venues, established  as the basis for 

co ntract payments, were not adjusted over the three year 
lives of the DHH co ntracts for an y revenues that were  not 
th e re sult of Deloitte and Touche activities. 

Th e $70,000,000 base period  revenues -for LHCA's 
contract with Deloitte an d Touche is inordinately low when 
co mpared to the DHH co ntracts for the sam e facilities. 
W e estim ated the base pe riod  revenues should ha ve been 
be tween $98,307,599 and $180,466,990. 

Da~ el G. Kyle, Ph.D ., CPA, CFE, Legislative Auditor 

Phone No. (504) 339-3800 
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The objectives of our specified procedures examination were to review the professional 
service contracts betw een the Departm ent of Health and H ospitals an d th e Louisiana H ealth 
Care Auth ority an d a co ntractor, Deloitte and Touche, to determ ine: 

0 

Compliance  with applicable laws an d regulations; 

The nature of the work performed  an d the method(s) of payment; and 

The adequacy of th e internal co nl~ols affecting the co ntracts. 

The followin g summ arizes th e fin dings an d recomm endations that resulted from our 
spec ified  proce dures  exam ination of th e D epartm ent of H ealth  an d H ospitals an d the Lo uisiana 
Health Care Authority co ntracts with  Deloitte an d Touche. Detailed  inform ation re lating to  
the findings an d recomm endations m ay be found on th e page numbe r re fere nced. 

Finding: 

(Page 13) 

Th e Department of Health an d Hosp itals (DHI-I) did not 
submit th e base pe riod  revenue agreements, which appear to 
be  m od ifica tions to th e original co ntracts, for Charity H ospital 
at New Orleans, Office  of M ental H ealth , an d Office of 
Hosp itals to th e Office of Contractual Review an d the 
Departm ent of Civil Service for review an d approval as 
required by Louisiana law. In addition, DHH did not make 
an y written co ntract m odifica tions to support apparent changes 
in  th e sco pe of th ese co ntracts that would also require the 
approval of th e Offi ce of Contractual Re view an d the 
Department of Civil Serv ice . 

DHI-I should ensure  that an y m odifica tions to  future  co ntracts 
are subm itted  to  th e Office  of Contractual Review an d th e 
Departm ent of Civil Serv ice for review and approval as  
required by Lo uisiana law . 
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Finding: 

(Page 15) 

The Department of Health and Hospitals (DHH) did not retain 
certain docum entation needed to support calculations of th e 
base period re venues as required by Louisiana law. 

DI-IH  should take th e necessary steps to ensure that all public 
records are retained in aco ordance  with the tim e pe riods estab- 
fished  by Lo uisiana law . 

Contract M onitoring 

Finding: 

(Page 16) 

The Department of Health an d Hospitals (DHH) has not estab- 
lished  adequate controls to  ensure  co mpliance  with its written 
co ntract m onitoring plan. 

DI-IH  should take the necessary steps to  ensure  that all con- 
tracts are adeq ua tely m oni to red. 

Finding: 

(Page 17) 

The Depam nent of Health an d Hospitals (DHH) did not 
ensure that the method  of payment for th e services pe rformed  
under the co ntracts accurately reflects the nature  of those 
se rvices. 

DHI-I should ensure  that th e m ethod of paym ent is directly 
re lated to th e types of se rvice s pe rform ed . 
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Finding: 

(Page 18) 

The Department of Health and Hospitals (DHH) an d the 
Louisiana Health Care Authority (IM CA) appear to have 
allowed the inclusion of $44,558,435 in revenues generated by 
the activities of a separate contractor in  th e revenues claim ed  
an d billed  by D eloitte and Touche. 

DHH an d LHCA should not allow two contractors to be paid 
based on th e sam e re venues in  th e future. 

Adjustments to Base Period Revenues 

Finding: 

(Page 20) 

The Department of Health an d Hospitals (DHH) did not adjust 
th e base period re venues for th e contracts with Charity 
Hosp ital at New Orleans, the Office of M ental Health, and the 
Office of Hosp itals for an y revenues that were not the re sult of 
Deloitte an d Touche activities. 

Dim  should ensure  that fu ture  Requests for Proposals an d 
contracts of this nature provide for adjustments so that the 
contractor will be  compe nsated  only for those revenues 
directly attributable to  its work. 

Finding: 

(Page 29) 

Th e Lo uisiana Health Care Authority (LHCA) did not submit 
tim ely the co ntract and th e base pe riod  agreem ent, whi ch 
es tablishes the basis'for co ntract-paym ents an d appears to be a 
contract m odification, to th e Office  of Contractual Review for 
re view an d appro val as required by Lo uisiana law . In 
addition, LH CA did not receive appro val from th e Office  of 
Contractual Review an d the Departm ent of Civil Service  for 
th e base pe riod  agreem ent as  re quire d by Lo uisiana law . 



Executive 

LH CA should ensure that any furo re  contracts an d 
modifications are submitted tim ely to the Office of Contractual 
Review for review and approval as required by Louisiana law 

or should provide written justification for late submissions. In 
addition, LH CA should have the base period  agreem ent 
approved by the Offi ce of Contractual Review an d th e 
Departm ent of Civil Service  before  making an y further pay- 
m erits under th e co ntract. 

Contract M onitoring 

Finding: 

(Page 31) 

The Lo uisiana Health Care Authority (LHCA) has not estab- 
lished adequate controls to ensure  co mpliance  with a w ritten 
co ntract m onitoring plan. 

LH CA should im m ediately take th e necessary steps to develop 
an d im plem ent a written plan for co ntract m onitoring. 

Finding: 

(Page 32) 

Th e base pe riod  re venues established for the Lo uisiana Health 

Care Authority's (LHCA) co ntract with Deloitte and Touche 
are inordinately low . 

LHCA should consider adjusting the base pe riod  revenue 
figure  for th e current contract for an y extensions of th e 
co ntract term to an am ount th at re flects m ore accurately th e 
ability of the facilities to generate revenues independent of a 
third party co ntractor. 
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Finding: 

(Page 34) 

The Louisiana Health Care Authority (IJ-ICA) did not ensure 
that the method of paym ent for the services performed under 
the contract accurately reflects th e nature  of th ose services. 

LHCA should ensure  that the method of paym ent is directly 
re lated to the types of se rv ices pe rform ed. 

Finding: 

(Page 35) 

The Lo uisiana Health Care Authority (LHCA) negotiated a 
base pe riod agreement, which appears to be a co ntract 
m odification, that is inconsistent with  th e term s and conditions 

of the Request for Proposal (RFP) an d the co ntract. 

LH CA should ensure  that an y m odifica tions to future  co ntracts 
are co nsistent with th e term s and co nditions in the original 
RFP and co ntract . In addition, LH CA should co nsider th e 
appropriateness of issuing another RFP an d soliciting new 
propo sals to co ntinue the re venue enhancem ent and operations 
improvement activities for the third co ntract year. 



F~xecutive 



C hapter O ne: Introduction 

The Department of Health and Hospitals (DttH or the department) was created in 
accordance with Title 36, Chapter 6 of th e Louisiana Revised  Statutes, as a part of th e 
executive branch of governm ent. DHH is charged  with providing health  an d m edica l services 
for th e uninsured an d m edically in digent citizens of Louisiana either direc tly, through the 
operation of health care facilities, or in directly, by agreement with  th e Louisiana Health Care 
Authority (/..HCA). Service s provided by DHH include but are not limited to services for the 
m entally ill, for pe rsons with m ental retardation an d developm ental disabilities, for alcohol an d 
drug abuse rs, public health  se rv ices, an d serv ices provided  under th e M edica id pro gram . 
DHH oversees th e ope ra tions of seven developm ental centers , six m ental hosp itals, two 
long-term care hosp itals, the state health  dep artm ent, various regulatory and lice nsing boards, 
m ental health  an d substance  abuse clinics, an d oth er health re lated facilities located  throughout 
Lo uisiana. Th e state's acute care hosp itals were the re sponsibility of DHH until Jan uary 1, 
1992, when th ey were transferred to  th e LtICA in accordance  with Act 390 of the 1991 
Regu lar Session of th e Louisian a Legislature. 

Th e Louisiana Health Care Authority (LHCA or the authority) was created  in 
acco rdance  with Title 46, Chapter 6 of the Louisiana Revised  Statutes of 1950, as a politica l 
subdivision of th e state . LH CA is governed by a 12-m embe r bo ard, co nsisting of 2 ex-offi eio 
members (the Sec retary of the Depam nent of Health an d Hospitals an d the Commissioner of 
Administration), 9 at-large membe rs (appointed  by the governor), an d the chief exec utive 
officer of the authority . LHCA is charged  with the operation of the state's 9 acute ca re 
hosp itals that provide health  an d m ed ical serv ice s for th e uninsured an d m edically in digent 
citizens of Lo uisiana an d opportunities for clinica l ed ucation for th e state's students of 
m ed icin e, nurs ing, an d allied  health fields. 

BACK GROUND 

D uring our audi t of DH H for the fisca l years ended  June 30
, 1991, an d 1992, we 

bec am e aware of several professional se rv ice  co ntracts be twee n DHH  an d Deloitte an d 
Touche, an  international acco unting an d auditing f'trm pro viding m anagem ent advisory serv ices 
to DHH . Th ese  co ntracts were described as  re venue enhance m ent co ntracts

, an d paym ents to 
Deloitte an d Touche were co ntingent upon its ability to  generate re venues for DHH abo ve an 
established  base pe riod re venue figure . This be nchm ark re venue figure was set using a base  



One: Introduction 2 

period of revenues for the fiscal year ended June 30, 1989. The original contracts were 
initiated in September of 1989 and provided  for an original maximum payment of $4,472,500 
for one year. Subsequent amendments increased the co ntracts to $33,047,500 over a 
three-year period . 

Effective Octobe r 1, 1992, DH I-I negotiated a new co ntract with  Deloitte and Touche 
on be half of LHCA , using th e sam e basic structure for paym ents to Deloitte and Touche. The 
maximum payable for this co ntract is $55,050,000 over three years. 

Our exam ination of the contracts co vered fiscal years 1990 through 1993. During this 
time pe riod, the dep artment and the authority paid Deloitte an d Touche a total of $48,912,759. 
Du loitte an d Touche may earn an  additional $39,184,741 ff the LHCA co ntract renewal option 
that extends th e co ntract for two additional one-year period s is exercised. Table 1 provides a 
breakdown of paym ents m ade by DHH an d by IM CA over th e fives  of th e co ntracts through 
June 30, 1993. 

Table 1 
Schedule of Total Contract Paym ents 

Through June 30, 1993 

The DHtI payment total of $33,04 7,500 ~prescnts an  increase of $28,575,000 over the 
original co ntract m aximums of $4 ,472,500, an overall 638.9 pe r cent in crease as shown in 
Table 2. Th e DH H co ntracts are m ore  fully discussed in  Chapter Two, and the LH CA con- 
tract is di scussed in Chapter Three. 
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OBJECTIVES 

The objectives of this examination were to review the professional service contracts 
between the depam nont and Deloitte and Touche and th e authority and Deloitte an d Touche to 
determine (1) co mpliance  with applicable laws an d regulations; (2) the nature of the work 
perform ed an d the method(s) of payment; an d (3) the adequacy of the internal co ntrols 
affec ting the co ntracts. 

Th e re mainder of this report is organized in to two additional chapters plus an  attach- 
m cnt as follows: 

Chapter Two addresses the Deloitte an d Touche co ntracts with  DHI-I 

Chapter Three addresses th e Deloitte an d Touche co ntract with LH CA 

Attachm ent I is DHtt and LH CA m an agements' response s to findings an d 
recom m endations. 

The discussions of th e co ntracts will in clude background inform ation leading up to th e 

issuance of the Requests for Proposals (RFPs), co ntract awarded, contract term s, payments 
made, serv ice s provided, an d findings an d recommenda tions. Th e fmdings an d recommen- 
dations are pre sented in  the exec utive sum m ary as well as in th eir re spective chapters . 
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C hapter T w o: D H H  C ontracts 

During the late 1980s, th ere was a statewide initiative to reduce th e costs of state 
government because of projected budgetary shortfalls in succe eding yearS. State agencies were 
re stricted in their ability to hire additional staff and were challenged to work within these 

co nstraints. 

The Department of Health and Hospitals (DHH) determined  that the goals of the 
initiative would best be  met through the issuance  of a Request for Proposal (RFP) for co st 
savings programs for the department. The objectives of the RFP were as follows: 

To obtain reasonable pro posals to design, develop, an d im plem ent changes to 

DHH 's operations; 

2 

3 

To produce  net sa vings for DHH from th e proposals; an d 

To obtain onhaneements to assist DHH in  co ntrolling co sts an d/or significantly 
im pro vin g m anagement practice s. 

Th e RFP that was issued in  February 1989 sought ideas co nce rning th e m anagem ent, 
funding, staffing, and opera tions of the pro gram s and service s provided  by th e divisions 
specified in th e RFP. Included were an alyses of th e existing structures, pro gram s, po licies, 
procedure s, fin ancing, reim bursem ent, fu nding, and oth er areas as  necessary to stream line 
ope rations, reduce  state expenditure s, an d enhan ce  fed eral fu nding. Sep arate pro po sals were  
required for each area/division that prospective co ntractors were  in terested  in developing an d 
im plem enting. 

Each propo sal was to identify the projected net state savings and the contractor's 
propo sed  pe rcentage fee based  on th ese  sa vings. Reim bursement to th e co ntractor would occur 
only as a result of net sa vings accrued by the state an d would not be paid on estim ates or 

projections. Since the department did not wan t to inhibit or limit propo sals from potential 
co ntraetors, th e RFP -was very broad in nature  an d did not .specificallyand clearly identify th e 

objectives an d dellverables to be  attained . 
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Deloitte and Touche was am ong the successful bidders and was awarded five contracts 
with DHH . The contracts awarded  were defined  as  revenue enhancement co ntracts, an d 

1. M ental Retardation Facilities an d Program s 

2 Charity Hospital at New Orleans (now M edical Center of Louisiana at New 
Orleans) 

3. M ental H ealth Facilities an d Program s 

4. Office of H ospitals - included  the following facilities: 
Earl K . Long M edical Center 
U niversity M edical Center 
South Louisiana M edical Center (now Leonard J. Chabert M edical Center) 
E. A . Conway M edical Center 
H uey P. Long M edical Center 
I.allie Kemp M edical Center 
W ashington-St. Tam man y M ed ical Center 
Villa Feliciana Geriatric M ed ical Center 
N ew Orleans H om e and Re habilitation Center 

5. State Participants in the M ed icaid Program 

No payments were m ade under the M ental Retardation Facilities an d Program s or th e 
State Participa nts in the M edicaid Program co ntracts through June 30, 1993; ac cordingly, 
those co ntracts will not be discussed fu rther in this report. Total paym ents under th e 
remaining co ntracts with Charity Hospital at New Orleans, Office  of M ental Health, and 
Office  of Hospitals were $33,047,500 for the period Septembe r 1989, through June 30, 1993. 

Subsequently, DHH entered in to a new co ntract with Deloitte an d Touche for th e 
Office of M ental Health an d Offi ce  of Alco hol an d D ra g Abuse, effective for one year 
be ginning Dece mbe r 1, 1993. DHH has the option to re new the co ntraet for tw o additional 
one-year pe riod s. The annual maximum is $2,475,000, an d th e co ntract maxim um is 
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$7,425,000 over the potential three-year life of the contract. The base period revenue figure 
of $25,000,000 will not change throughout th e life of the co ntract. 

Deloitte and Touche's prim ary re sponsibility under the co ntracts was to analyze 
revenue recovery opponunitles. D eloJtte an d Touche had th e option of whether or no~ to 
pursue those are as it identified for re venue enhan cement. 

Th e contract term s were  originally for a pe riod of eighteen m onths beginning 
September of 1989. Dcloittc an d Touche was  allowed to  identify revenue enhancem ent 
opportunities with implementation of the identified  revenue enhance ment opportunities 
be ginning no later th an th e seventh m onth of th e co ntracts. DH H had th e option to re new th e 
contracts through August 31, 1992, an d subsequently exercised this option. 

In addition to the original co ntracts, there were separate base pe riod  re venue 
agreem ents that were negotiated  be twee n DHH an d Deloitte an d Touche that established  the 
amount of base period  revenues, th e manner by which ce rtain administrative charges would be  
handled , an d th e m anner by whi ch M edicaid co st repo rt se ttlem ents would be  han dled. DHH 
did not co nsider th e base pe riod agreem ents as am endm ents to  the original co ntracts . Th ese 
base period  re venue agreem ents were executed until June 12, 1991, alm ost two years after the 
original co ntracts were executed . Once established, the base pe riod  re venues re m ained 
unchan ged th roughout the lives of the co ntracts. 

Table 2 on the following page provides an an alysis of the am ount of the original 
contracts, dollar am ount an d number of am endm ents, an d the am ount of th e base  pe riod 
re venues. 
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Table 2 
DH H  Contracts - Contra ct Provisions 

Charity Totals 
Hospital at Office of Offi ce of (M emorandum 

Descrivtinn New Orleans Hosvltals M ental Health Onlv'~ 

Original Contract M aximum Payable $1,462,500 $975,000 $2,035,000 $4,472,500 

Number of Amen dments 6 5 3 14 

Dollar Total of Am en dments to th e 
M aximums Payable $15,100,000 $11,200,000 $2,275,000 $28,575,000 

Percentage Increase 1,032 ~ 1,149~ 112~ 639 

Amended Co ntract M aximum Payable $16,562,500 $12,175,000 $4 ,310,000 $33,047,500 

Base Period Revenue Am ount $51,063,082 $89,535,728 $57,005,269 $197,604,079 

Source: Prepared by Legislative Audito~'s staff from ~ontracts, contract amendments, and 
base period revenue agreeme~s. All per~ tagus are robnded to the nearest 
whole numbers. ,~ i "~.S% ~p .~'3,4 [. 

Deloitte and Touche was paid $33,047,500, the total of the contract maximums payable 
as shown in Table 2, over the lives of th e co ntracts. These paym ents were based on 
percentage rates established in each of the co ntracts. The base pe riod revenues were  co nverted  
to a weekly figure  an d were  then sum marize~ on a cumulative basis. On an ongoing basis, 
this cumulative base pe riod figu re  was co mpared to the cumulative current pe riod re venues to 
determ ine the excess of current pe riod re venues over the base pe riod re venues. DHH  paid 
Deloitte an d Touche a pe rcentage of any excess based on the co ntract re im bursem ent rates an d 
m axim um s established . 

As an example, th e base  pe riod  re venue figu re  established  for Charity Hospital at New 
Orleans was $51,063,082. Of this am ount, $38,202,087 related to M ed icaid an d this figure 
was divided  by 52 to arrive at a weekly figu re of $734,656. If during any one week, current 
period  M edicaid revenues exceeded  $734,656, then Deloitte an d Touche was paid a pe rcentage 
of that excess. If during an y one wee k current period  M ed icaid re venues were  less than or 
equal to $734,656, then Deloitte and Touche was not entitled  to an y payment. If current 
pe riod  M edicaid revenues were less than $734,656, Deloitte and Touche was not required to 
offse t th e decrease s against future pe riods. 
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DHH and Deloitte an d Touche have represented that numerous projects were 
undertaken during the lives of th e contracts. In addition, in a letter to our offi ce dated M ay 7, 
1993, Deloitte an d Touche stated that it used th e service s of 132 Deloitte an d Touche 
professional staff an d 167 administrative/clerical/billing staff from temporary services (Kelly 
and Norrell). Since it is not practical to provide a co mplete description of all Deloitte an d 
Touche projects in this report, the following represents a brief description of several of the 
projects co nducted  under the co ntracts with Charity Hospital at New Orleans, Office of 
H osp itals, an d M ental H ealth Facilities an d Program s. 

D~loitte an d Touche provided  assistance  in th e patient accounting areas, focusing on th e 
elim in ation of th e unpaid claim s backlogs, implementation of m anagem ent reporting an d 
co ntrols, reorganization of patient accounting re sources to focus on high value areas, 
implem entation of ongoing staff training, an d re-engineering th e process of liquidating claim s. 

Deloitte an d Touche identified tha t th ere  was a significant backlog in processing 
M ed icaid claim s as  a re sult of cash flow weaknesse s. The M edicaid claim s denial rate was 
approximately 50 per ce nt; patient accounting did not have the responsibility for unbilled 
claim s; an d the hosp itals di d not have a process for billing certified  re gistere d nurse an esthetist 
(CRNA) service s. Deloitte and Touche provided computer software to aid the hosp itals in 
tra cking claim s, provided  training for th e collec tion departm ent, an d developed a m eans to 
compile the CRNA billings. 

Deloitte an d Touche staff an d m anagem ent re sources were shifted  to areas with  the 
greatest re venue enhance m ent opportunities, freeing up hosp ital re sources to focus on other 
areas. Deloitte an d Touche augmented  staff in the facilities to process billings an d reproc ess 
deni ed claim s, an d this staff support is co ntinuing under th e co ntract with LH CA at various 

facilities. Deloitte an d Touche red efined job descriptions to reflect the current scope of 
activities and used productivity reports to track the efforts of individual clerks, teams, an d 
overall patient accounting areas. 
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Deloitte and Touche analyzed the eligibility screening process at various facilities, 
proposing a num ber of changes to increa~  the num be r of patients with com m ercial in surance 

and/or would be  candidates for M edicaid eligibility. It should be noted that DHH had entered 
into a co ntract with an other firm, Eligibility Services, Incorporated, (BSI) to provide Medicaid 
eligibility determ ination serv ices for th e facilities during th e tim e period that Deloitte an d 
Touche was pro viding its se rvice s. 

Deloitte and Touche developed  co mputer software to track M edicaid applications an d to 
produce various m anagement ~pons in addi tion to  th e reports eurrently be ing prepared in th e 
M edical Assistance Program (M AP) units. The M AP units function at the facilities to accept 
applica tions and determine M edicaid eligibility for pa tients entering the facilities. 

Deloitte an d Touche perform ed a monthly match of state M edicaid eligible records 
against outstanding billed, unco llected patient records. 

DHH  had Deloitte and Touche perform  re views of th e KDP syste m s in  place  at the 
various facilities. Th e reviews in cluded an in vento ry of the hardware and so ftware at each 
facility as well as specific analyse s of th e in di vidual system co nfigurations an d uses of th e 
system ca pabilities. Deloitte an d Touche co nducted in terviews with relevant personnel an d 
perform ed  an analysis of th e reports produced at each facifity. 

A report was prepared for each facility reviewed detailing obse rvations an d fin dings 
re lative to th e use of the system as well as suggestions for pe rform an ce optim ization. Deloitte 
an d Touche also aided  the depanraent in recruiting a Chief Inform ation Officer (CIO) at 
Charity Hospital at New Orleans. 

The re venue enhan cem ent activities  provided  the basis for expanding th e work 
perform ed  under the co ntracts to  the ope rations areas. Am ong th e areas addressed by Deloitte 
an d Touche under operations im provem ents was nursing, to in clude enhanced clinical 
co mpetency and improved  overall quality of care. Specific services an d areas reviewed  were 
inpatient nursing .serv ices (med icine, surgical, pe rioperative, and m aternal child), nursing 
ed ucation and co nsultation, the quality improvement program, and functions relating to 
ce ntralized staffing, scheduling, and recru itm ent. 

M aterials management operations were re viewed  for organization, procurement pe lieies 
an d pra ctice s, purc hase ord er processing, an d system auto m ation. Deloitte an d Touche 
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redefined reporting relationships and identified personnel requirements, positions, and job 
descriptions to m axim ize the effectiveness of th e m aterials m anagem ent areas. D eloitte an d 
Touche recruite d and filled  certain key m anagem ent po sitions, /nitiated in ventory redaction 
activities, an d re vised and im plem ented policies an d procedures. 

Additional work was perform ed re lative to the inform ation system s areas. The 
facilities used the service s of Shared M edical Systems (SM S) for software applications. 
Deloitte an d Touche worked  with th e facilities for SM S utilization improvement, superv ising 
the re sources assigned  to Charity Hospital at New Orleans an d working with SM S and other 
Charity Hospital at New Or leans an d DHH resources to conduct system pe rform an ce 
evaluations. 

In a re view of the m anagem ent reporting area, Deloitte and Touche determ ined  that 
m anagement had no m eans to m easure th e pe rform an ce of hosp ital departm ents, and th ere was  
no co nsistent m eans of defining, m easuring, or capturing data acro ss departm ents. As a result, 
Deloitte an d Touche pro vided  th e facifities with report generating so ftware. 

DHH  requested the assistance  of D oloitte an d Touche in  M edicaid di sp ro portionate 

share rate (DISPRO) modeling. DISPRO is additional reim bursement to states providing a 
disp ro portionate am ount of free care to  m edically indigent in dividuals. Th e DISPRO 
paym ents are m eant to  help recoup the additional co sts in curred by states  in  providing this free 
care to m ed ically in digent in di viduals. Deloitte an d Touche as sisted  DH I-I with th e calculation 
of the DISPRO ra tes an d th e developm ent of m odels used to  determ in e the DISPRO ra tes an d 

payment adjustments for the future. In addition, Deloitte an d Touche provided the depaxtment 
with the structural capability to calculate the DISPRO rates and reviewed DISPRO 
m ethod ologies an d in terpre tations an d existing DHH  calculations to  m axim ize re venues for 
state-supported  hosp itals. 

Deloitte an d Touche provided  user m an uals, calculated the DISPRO ra tes, developed 
and pre sented  DISPRO ed ucation program s, developed and pre sented  DISPRO training for 
Blue Cro ss auditors who have the re sponsibility for auditing DISPRO qualification and rate 
calculations of all pro viders participating in the M edicaid pro gram , an d developed calculations 
allowing the m ental health facilities to  in crease the am ount of DISPRO paym ents. 

DISPRO received  for Charity Hosp ital at New Orleans~and the five Office of Hosp itals 
facilities for whi ch Deloitte and Touche billed  is shown in Table 3 on the followin g page. 
This table depicts th at nearly one-half of all re venues received  during the lives of the co ntracts 
were the re sult of the in creased  DISPRO paym ents. During th e lives of the co ntracts, the 
dep artment received approval from the Health Care Finan cing Administration (HCFA) to 
change a factor it used in determ ining the DISPRO reim bursement (called  the standard 
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multiplier), resulting in significant increasos in facility revvnues . DHH applied for the change 
in this factor before  Deloitte and Toucbe 's in volvement with the facilities. 

Table 3 
Schedule of M edicaid DISPRO Paym ents 
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Following are the fin dings and recomm endations of our specified procedures 
exam in ation of the professional services contracts between th e Departm ent of Health and 
H ospitals an d Deloitte and Touche. 

The Departm ent of Health and Hospitals (I)EIID did not submit the base period revenue 
agreem ents, which appear to be m odifications to the original contracts, for Charity 
H ospita l at New O rlea ns , O ffice of M enta l H ea lth, and O ffi ce of H ospita ls to the O ffi ce  
of Contra ctual Review and the Departm ent of Civil Service for review and approval as 
required by Louisiana law. In addi tion, DHH  di d not m ake any written co ntract 
m odifications to support apparent ch anges in th e scope  of these co ntra cts that would also 
require the approval of the O ffice  of Contra ctual Review and the De partm ent of Civil 

Service . Louisiana Revised Statutes (LSA-R.S.) 39:1484(5) an d (6) define co ntracts to 
include all co ntract m odifications, an d LSA-R.S. 39:1502 provides that no co ntract is valid 
nor will the state be  bound by th e co ntract until it is appro ved  in writing by th e director of the 
Office  of Contractual Review. In addition, Lo uisiana Administrative Cod e (LAC) 
34:V.121(G)(I) requires that ce rtain co ntracts be  approved  by the Department of .Civil 
Service. However, our review of the co ntracts and th e base period  revenue agreements 
disclosed the followin g: 

1. The Request for Propo sal an d th e co ntracts for the agencies mentioned  
previously were not specifi c as to th e basis upon which paym ents would be  
m ade. As a result, the base  period  revenue agreem ents clef're ed  an d/or re fined  
co ntractual provisions an d appear to have m odified  the original co ntract s. The 

contracts did provide for base period  revenue adjustments. However, DHH and 
Deloitte and Touche relied on the language in the base  pe riod  revenue 
agreements to determ ine the manner in which payments were to be made to 
Deloitte an d Touche. Th ese agreem ents appeared to m odify the original 
co ntracts but were  not subm itted to  an d/ or app ro ved  by the Office  of 
Contractual Re view an d th e Departm ent of Civil Serv ice . 

Each-of-the above co ntracts included pro visions-that-an y m od ifications to  the 
co ntracts be  written an d signed  to  be  valid. During the lives of the co ntracts, 
DHH  requested th at D eloitte and Touche engage in  ope rations im pro vem ent 

activities (Chapter 2, pages 6-11) in addition to the revenue enhancement 
activities be ing pe rform ed . As  the co ntracts pro gressed, Deloitte an d Touche 's 
tim e spent with the ope ra tions activities in creased. H owever, no written 
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contract m odifications w ere m ade  to support appare nt changos in the scope  of 
th e co ntracts, which would have given th e Offi ce of Contractual Review and the 
Depam nent of Civil Service  an opportunity to  review them . 

As a re sult of the co nditions mentioned previously, $33,047,500 was paid on the co ntracts, 
and based on these base period re venue agreem ents, with out th e appro vals cited in th e statutes 
m entioned pre viously. 

DIM  should ensure  that any m odifica tions to future  co ntracts are submitted to th e Office of 
Contractual Review and th e Depar~ ent of Civil Serv ice  for re view and approval as  required 
by Louisiana law . 

D epartm ent of H ealth and H ospitals Response 

The Secre tary of DtIH did not concur with th e finding an d recomm endation and further stated  
that th e co ntract itself defines, at a significant level of detail, th e co ntractor re im bursem ent 
m ethod s an d recognizes th e m utual agreem ent to  be developed co nce rn ing fiscal year 1989 
baseline am ounts. Th e cited letter is not a co ntract am endment, it m erely im plements that 
co ntract provision. Furthermore , DHH was advised by the Division of Administration (DOA) 
at the tim e th at no am endm ent was  required. All 19 actual co ntract am endm ents were 
reviewed  an d approved  by DOA, as required (Attachment I). 

Additional Com m ents by the Auditor 

In a letter da ted M ay 3, 1993, the General Counsel, Office of General Counsel, Division of 
Adm inistration, stated  th at "th e baseline letters exec uted between th e Departm ent an d Deloitte 
and Touche appear to be  th e basis for calculating th e am ount of compensation whi ch Deloitte 
an d Touche was to receive under th e term s an d co nditions of the co ntract. This being the ca se 
these letters seem to modify the co ntract, an d under the provisions of R.S. 39:1484 (5) & (6) 
and R.S. 39:1502, such m odifica tions to co ntracts are required to be  subm itted to the Division 
of Adm inistration, Offi ce of Contractual Re view for approval ." 

In addi tion, in a letter dated  Jan uary 4, 1993, th e form er secretary of DHH stated  that th e 
success of re venue enhance m ents pro vided  the im petus to  expan d in to ope rations areas. In  our 
opinion, thi s in dica tes management made a co nscious decision to expand be yond the original 
sco pe of the co ntracts. Also, ope rations activities m ay not be  m easurable based on re venues 
genera ted  since  they m ay re sult in  outcom es differe nt from -th ose  of revenue genera ting 
enhance ments. Th ere fore , th ese  activities m ay fall outside th e scope of th e original co ntracts. 
As a re sult, it is our position that th e preponderance  of evidence  suggests th at these  activities 
constituled contra ct m odifica tions. 
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The Department of Health and Hospitals 0DHED did not retain certain documentation 
needed to support calculations of the base period revenues as required by Louisiana law. 
Louisiana Revised Statute (LSA-R.S.) 24:514(C) provides that no officer will destroy public 
records belonging to his office  prior to exam ination by the Legislative Auditor. In addition, 
LSA-R.S. 44:36 requires that record s be  preserved for th e tim e specified  in schedules 
developed and approved  by th e state archivist an d director of th e division of archives. 
Rehting to the contracts an d calculations of the base period revenues, this sched ule requires 
DHH to retain th ese record s for a pe riod of six years. 

During our exam ination of DHH 's contracts with Deloitte and Touche, we attempted to 
determine th e m ethod  by whi ch th e base  pe riod  revenues had been established  since  they were  

the basis for subsequent payments. To accomplish this objective, we sought to verify the 
co mputation of th e base period  re venue am ounts. However, th e departm ent di d not m aintain 
documentation sufficient for us to  m ake this determination resulting in nonco mpliance with 
Lo uisiana la w . 

DHH should take th e necessary steps to ensure that all public records are retained  in 
accordance  with th e tim e pe riods established  by Louisiana law . 

D epartm ent of H ea lth and H ospita ls Res ponse 

The Secre tary of DHH  di d not concur with the fin ding an d recom m endation an d further stated 
that thi s inform ation was not requested by th e auditor during th e fin ancial audit of the pe riods 
in question. Th e record  retention period  expired be fore  th e audi tor provided  any written 
notice  of the current re view . Furtherm ore , th e am ounts cited  would have had no impact on 
the actual co ntractor reimbursement (Attachment I). 

Addi tional Com m ents by the Audi tor 

Our re view began  during our finan cial an d co mpliance  audit of DI-IH for fiscal year ended  
June 30, 1992. Le tters from state archives da ted July 14 an d July 18, 1994, indicate th at 
doc um entation supposing th e underlyin g inform ation in contracts is to be  kep t for a pe riod of 
throe years after th e termination of the co ntracts. In  addition, we obtained  copies of retention 
sc hed ules from state archives, signed  by repre se ntatives of both state archi ves  and th e 
dep artm ent, defining th e record  re tention pe riod  to  be  six years. There fore , th e departm ent 
should m aintain the inform ation through August 31, 1995. 
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The Departm ent of Health and Hospitals (DEIH ) has not established adequate controls to 
ensure com pliance with its written contract m onitoring plan. Louisiana Revised Statute 
(LSA-R.S.) 39:1497(4) requires that agencies certify to the Office of Contractual Review that 
th ey have developed and intend to  implem ent a written plan for contract m onito ring. DHH 
submitted this certification an d developed a written plan that established  the in dividuals 
functioning as co ntract m onito rs and how th e co ntracts were to  be m onito red. However, the 
departm ent could supply no evidence  that the plan had been applied  to  th e Deloitte an d Touche 
co ntracts, spec ifically, the billings an d subsequent payments totaling $33,047,500, as disclosed 
by the followin g: 

The contract m onitors for th e Office of M ental H ealth  and Office  of Hospitals 
co ntracts both stated th ey reviewed  th e billings only for reasonablenes s to  
determine if th e co ntract m axim um s ha d been reached . Our exam ination 
disclosed that paym ents to Deloitte an d Touche on th e M ental H ealth  co ntract 
exceeded the co ntract maximum by $25,000. Upon notification of this 
overpaym ent, th e departm ent im m ediately requested  an d received  reim burse- 
m ent from Deloitte an d Touche. 

2. Th e co ntract m onito r for th e Charity H osp ital at New Orleans co ntract stated 
that alth ough in terim  billings were reviewed in this m anner, a m ore co mplete 
re view of th e f'm al billing was  conducted. W e were  provided  with no 
docum entation to  support this statem ent. 

Failure to establish adequate in ternal co ntrols re lating to  co ntract m oni to ring dim inishes th e 
assurance  that the required work was  perform ed  in accordance  with the term s of the co ntract 
and/or that the billings were  accurate . 

Dim  should take the necessary StOps to  ensure  that all co ntracts are adequately m onito red 

Departm ent of H ealth and H ospitals Respo nse 

Th e Secre tary of DHH did not concur with  the fin ding an d recomm endation an d fu rther stated 
that th e co ntract was  m onitored at an extensive level of detail, in cluding volumin ous reporting 
from the co ntractor. As m onthly billings were on a cumulative bas is for each co ntract year

, 

had an y item s been in advertently overlooked , th ey would have been ca ught in subsequent 
reviews (Attachment I). 
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Additional Com m ents by the Auditor 

The m ethod of billing m ay not have allowed the di scovery of interim  inadvertent errors during 
the final review as evidenced by th e $25,000 overpaym ent. This overpaym ent was  di scovered 
by the auditor during th e review of the contracts, 9 1/2 m onth s after th e date th e co ntracts 
expired and six m onths after th e fin al paym ent to Deloitte an d Touche was  m ade by the 
departm ent. Because of th e significant m ounts that were  paid to  D eloitte and Touche, we 
believe that the dep artment should ha ve applied a greater level of sc ruff y than that applied  to 
other dep artm ental transactions. 

M ETH OD O F PAYM ENT FOR SERVICES 

The Departm ent of Health and Hospitals (DHH) did not ensure that th e method of 
paym ent for the services perform ed under the contracts accura tely re flects th e nature  of 
those serv ices, Prudent business practices would di ctate that se rvices provided  that are not 
m easura ble in term s of re venues be paid on a basis that m ore  accura tely re flects th e nature  of 
th e work perform ed. 

The co ntracts awarded to  Deloitte an d Touche were  described as re venue enhance ment 
contracts, an d Deloitte an d Touche's earnings were  co ntingent upon its ability to  genera te 
re venues above an  established  base pe riod re venue figure . Th e term "re venue enhance ment" 
was not fully defined  in the ~  or the co ntract. In addition, we noted that as the contracts 
progressed  over their lives, the success of th e revenue enhance m ent activities provided  th e 
basis for expanding the work pe rform ed under the co ntracts to  areas of ope rations 
improvements. H owever, the dep artm ent co ntinued  to  re im burse Deloitte and Touche based 
on re venues genera ted above the base pe riod re venue am ounts. It is questionable that paym ent 
for ope ra tions im provements as  a pe rcentage of re venue is appropriate. 

DHH should ensure that th e m ethod  of paym ent is directly re lated  to  the types of serv ices 
pe rform ed . 

Departm ent of H ealth and H ospita ls R esponse 

Th e Sec re tary of DH H did not co ncur with the fm ding an d recom menda tion and further stated 
that th e co ntract is purpose ly broadly fram ed. The RFP and detailed  co ntract proposal are 
fu lly in corpora ted into the co ntract . Th e realization of significant re venue enhance ments 
requited extensive opera tions im provem ents be pe rform ed  by Deloitte & Touche, which was  
app ropriate an d co vered by the co ntract. And it worked  (Attachment I). 
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A dditional Com m ents by the Auditor 

In a letter dated January 4, 1993, the form er secretary of DHH stated that th e success of 
revenue enhancem ents provided the im petus to expand into  operations areas. In  our opinion, 
this in dicates m anagem ent m ade a conscious decision to  expand beyond th e original scope. 
W e do not question th e work perform ed by th e co ntractor. H owever, th e opera tions initiatives 
that were  undertaken expanded  th e work pe rform ed  under th e co ntracts. W hile th e results of 
ope rations initiatives m ay have had an im pact on th e re venue generation process, not all of 
them m ay ha ve been re lated  to  specific revenues, directly im pacting th e revenue results, and, 
therefore , were  not quantifmble in term s of revenues generated. W e question whether 
paym ent for these se rvices based on a pe rcentage of revenues  was th e m ost appropriate 
m ethod. 

ELIGIBILITY SERVICES, INCORPORATED, BIIJJNGS 

The Department of Health and Hospitals (DHH) and the Louisiana Health Care 
Authority 0LtlCA) appear to have allowed the inclusion of $44,558,435 in re venues 
generated by the activities of a separa te co ntra ctor in the revenues  claim ed  and billed  by 
D eloitte and Touche. Prudent business pra ctice s would di ctate that the departm ent an d the 
auth ority not allow one co ntractor to  participate  in  th e re venues genera ted by an other 
co ntractor in in stance s where  th e m ethod  of re im bursem ent for both co ntracts is esse ntially the 
sam e, 

Eligibility Service s, In co rporated, (ESD provided  assistance  to the medical ce nters by 
pe rforming tasks relating to certifying patients as Medicaid eligible. ESI was reim bursed 
based on a pe rcentage of "eligible receipts" (revenues from patient claims for which the 
medical facilities were eh'gible to receive M ed icaid reim bursement). ESI's reim bursement rate 
ranged from 20 to 22 pe r cent or $13,415,455, based on $44,558,435 in eligible receipts. 

A re view of the Deloitte an d Touche billings in di cated  tha t the ESI re venues were not ded ucted 
from the re venues that Deloitte an d Touche billed  for its pe rcentage re im bursem ent. 
M an agem ent an d D eloitte and Touche explained  tha t th e work of ESI did not actually generate 
re venues. Once  ESI co mpleted its work, the patient's account still had to be  billed, and 
Deloitte an d Touche received credit for these  billings. M anagem ent stated  that claim s worked  
by ESI would not have been paid ha d Deloitte an d Touche not provided  revenue enhance ment 
an d operations im provement co nsulting service s. The department an d the authority made a 
co nscious decision to  allow both ESI an d Deloitte and Touche to  participa te in th e ESI 

generated  revenues at their respective reim bursement pe rcentages (total rate of 35 per cent). 

The department an d the authority should not have 
if that work did not re sult in  in creased re venues. 

allowed  paym ent to  ESI on a re venue bas is 
H owever, ce l~ifTin g a patient as  M edicaid 
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eligible would entitle the facilities  to paym ent for that patient's care. If ESI*s work resulted in 
increased revenue, then Deloitte and Touche should not have been allowed to benefit from that 
work. By allowin g D eloitte and Touche to participate in  ESI generated revenues, th e 
departm ent an d th e auth ority m ay ha ve in curred an  additional cost of approxim ately 
$6,683,765 in co ntractual pa yments. 

DHH an d LH CA should not allow two co ntractors to  be  paid based on the sam e re venues in 
the future . 

Departm ent of H ealth and H ospitals and 
Louisiana H ea lth Care Authority's Response 

The Secre tary of DHH and the Chief Executive Officer of LttCA did not co ncur with the 
Finding and recommendation an d fu rther stated that ESI an d Deloitte and Touche are paid for 
to tally differe nt service s required by the state to receive paym ent for M edicaid claim s, both 
sets of serv ice  be ing essential to overall re venue m aximization. The firm s are not paid for th e 
sam e serv ice s, an d the state be nefits m ore  than tw ice  over the co m bin ed  fee paid in  th ose 
in stance s where  both fin ns are involved . Fin ally, the auditor's co mputations reported  in this 
area are grossly in error (Attachment 1). 

Additional Com m ents by the Auditor 

W hile we recognize that the se rv ice s listed in the DHI-I an d IM CA re sponse required to 
generate re venues are necessary, we question wheth er DH H an d LttCA should be engaging th e 
serv ices of tw o co ntractors for the perform an ce  of di stinct functions an d pa ying th em fee s 
based on the sam e re venues . Th ough Deloitte an d Touche exce eded  th e co ntract m axim um , it 
is our po sition that DHH  an d LHCA co uld not ha ve known the outco me at the tim e the 

methods of payment were be ing negotiated , an d adjustments for the revenues billed by the 
contractors should have been required. 

In th eir re sponse , DI-IH an d LttCA ha ve stated tha t M edicaid eligibility will not be  established  
for the patients se rv ed by ESI without the se rvice s of ESI, an d M edicaid will not be  paid 

without the assistance of Deloitte an d Touche once eligibility has been established for the ESI 
patients. DHH an d LH CA should address th ese issues to determ in e whether th e co ntinued  
dependence  on tw o co ntractors for the pe rform an ce  of these ta sks at a com bin ed  co st of as 
much as 35 per ce nt of re venues is absolutely necessary, or whether th ese fu nctions co uld be  
assumed an d -m aintained by DHH an d LttCA staff, .specifically since 4he state ope ra tes th e 
M ed icaid pro gram an d DH I-I an d LttCA facifities. 

In determ ining the am ount of re venues billed by PSI, we agree th at to tal re venues should be 
reduced from $44,558,435 to $25,465,836 before determ ining the am ount earned by Deloitte 
an d Touche. Th e re im bursem ent ra te we have used for th e re venues attributable to th e DHH  
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contracts is 15 per Cent. In addition, the reim bursem ent share of 15 pe r cent should be used 
for the LH CA co ntract since the inclusion of re venues rep orted by ESI aff~ ts th e m axim um 
am ount of re venues generated by D eloitte and Touche, where  Deloitte and Touche is earning 
15 pe r ce nt on re venues. As a re sult, D HH  and LH CA have in curred an additional potential 
co st of approximately $3,819,875, instead of $6,683,765 as previously reported in our finding 
on page 19. 

The Department of Health and Hospitals (DHED did not a~ns t the base period revenues 
for the contracts with Charity H ospita l at New O rlea ns, th e O ffi ce of M enta l H ealth, and 
the Offi ce of Hospita ls for any re venues that were  not th e result of Deloitte and Touche 
activities . Adequate internal co ntrols would provide for a distinction between increased 
revenues attributable to th e work of a co ntractor and th ose in creases attributable to the 
departm ent or other extern al sources, an d good business practices would di ctate th at 
m an agement assure this di stinction is m ade when compe nsating th e co ntractor. 

During the lives of the dep artm ent's co ntracts with Deloitte and Touche, th e base pe riod 
re venues were  based on re venues for th e fiscal year ended  June 30, 1989, the year im m ediately 
preceding the in ception of th e co ntracts. They were  th e basis upon which paym ents to Deloitte 

an d Touche were to be made. However, no adjustments to these revenues were made for 
(1) non-Deloitte an d Touche generated increases, such as inflation adjustments for hospital 
M ed icaid reim bursement rates; (2) the impact of the department's initial request to increase the 
standard multiplier from DISPRO 2 to DISPRO 3 (Table 3 depicts that DISPRO revenues 
accounted for app ro ximately one-half of all re venues at the medical Ce nters during the co ntract 
pe riod); or O) the impact of demographic changes or chan ges in fed eral regulations that would 
result in increased M ed icare/M ed icaid funds, et Cetera. Failure to adjust base pe riod  revenues 
for non-co ntracto r activities co uld have re sulted in excess co mpe nsa tion to the co ntractor. 

DHH should ensure that fu ture  Requests for Propo sals an d co ntracts of thi s natu re  pro vide for 

adjustments so that the co ntractor will be co mpe nsated  only for those revenues directly 
attributable to its work. 

D epartm ent of H ea lth and H ospita ls Res pons e 

The Secretary of DHH  di d not concur with the fin ding an d recom m endation and fu rther stated 

that the finding is untrue. W here app ropriate an d mutually agreed, a numbe r of adjustm ents to 
base pe riod  re venues were in fact m ade to  app ro priately m easure the im pact of Deloitte & 
Touche services. Furtherm ore, the fin dings ha ve no im pact on am ounts actually paid to  th e 
co ntractor (Attachment I). 
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Additional Com m ents by the Auditor 
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The adjustments referred to in management'a response were made be fore execution of the final 
base period agreem ents. Once the agreements were  signed, the base period re venues rem ained 
unchanged throughout the lives of the contracts. 

In a letter dated M arch 9, 1994, th e Sec retary of DHH in dicated  that th e change in the 
M ed icaid dispropo rtionate share m ultiplier had been proposed by a DI-H-I rule change effective 
in November 1990, before  the tim e that Deloitte and Touche becam e involved  in th e M edicaid 

program. DHH made no provisions or adjustm ents for this change in the base period revenues 
or the re venues for which Deloitte an d Touche was paid. 

In re gard to m anagement's contention that our fin dings have no impact on am ounts actually 
paid to th e co ntractor, it is our position that Dim  co uld not have known th at th e co ntract 
m aximum s would have been m et with or with out DISPRO at the tim e th e co ntracts, base 
period agreem ents, and other am endm ents were  negotiated . Once th e base pe riod  agreem ents 
were  negotiated , DHH allowed  Deloitte and Touche credit for 100 per cent of the in creases in 
revenues, regardless of their source s. 
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C hapter T hree: L H C A  C ontract 

In January of 1992, the Louisiana Health Care Authority (LHCA) was created, an d the 
Department of Health and Hospitals (DHID Offi ce  of Hospitals acute care facilities were 
transferred to th e authority. LH CA m anagem ent decided  to continue th e re venue enhancem ent 
an d operations improvement activities originated under DHH , as  discussed in Chapter 2. The 
authority issued  a new Request for Proposal ('RFP) for these two activities in July of 1992. 

The objective of the RFP was to co ntinue current efforts relating to revenue enhan ce- 
ment activities an d to provide operations im provement initiatives at th e LHCA facilities. 
LH CA sought th e following: 

co ntinue enhance m ent efforts already in progress at each hosp ital; 

assure a reasonable basis to  plan revenue and costs; 

assure  in vestor co nfidence  in  the re venue stream  suppo rting the bonds planned  
by the authority ; 

assure  actual re venue targets are m et to suppo rt opera tions an d/or bo nd 
fundings; an d 

procure such se rvices at no additional operating costs to the authority or an y of 
its facilities. 

The co ntracto r was to  pro vide revenue enhancement an d ope rations im provement 
initiatives to include maintenan ce  of effort an d development and im plementation of new 
initiatives. M aintenance of effort required that th e successful propose r m aintain the level of 
effort/work be ing pe rform ed  at th e facilities under the DHH co ntracts. Th e successfu l pro- 
po ser was required to provide staff to train and/or augment authority staff in revenue 
enhan ce ment an d operations im provement activities on an  interim basis (defmed as a six-month 
pe riod) until LHCA ha d sufficient staff available to assume the responsibilities . 

Th e RFP requited numerous ope ra tions im provements activities. These  activities 
in cluded , but were not lim ited  to, th e following: 

~ co nduct operations review/im provement projects at the LHCA facilities; 
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consult in the developm ent and implem entation of autom ated  system s 
enhan cem ents on behalf of the auth ority and each of its facilities; 

transfer successfully im plem ented operations improvements to additional author- 
ity facilities; 

pro vide oth er additional support as can be  supported by additional cost reduction 
and/or revenue enhancem ent. 

Deloitte an d Touche was the successful proposer of three vendors who re sponded to the 
RFP an d was awarded  a single co ntract for all the LH CA facilities. As with th e DHH con- 
tracts, Deloitte an d Touche was to  be paid for current pe riod revenues in exce ss of the base 
pe riod re venues at pe rcentage rates specified  in th e co ntract. The base  period  re venues were 
established  at $70,000,000, which represents the amount the authority estimated they would 
collect, exclusive of DISPRO , without the as sistance  of a co ntractor. Total paym ents through 
June 30, 1993, under the LI-ICA co ntract were $15,865,259. 

Deloitte an d Touehe's re sponsibilities under the co ntract are co nsistent with the 
requirem ents of the RFP. D eloitte an d Touche is required to  analyze co llection opportunities 
for ea ch hospital an d to  pro vide opera tions im provem ent assistance  to ea ch hosp ital pursuant 
with the pro posal. In addition, th e co ntract states that Deloitte an d Touche may pro vide re ve- 
nue enhancement assistance  for ea ch hosp ital for areas determ in ed  by Deloitte and Touche to 
have significant co llection potential for be th Deloitte an d Touebe  an d I-J/CA . 

The co ntract term was originally for a pe riod  of one year be ginning October 1, 1992. 

LttCA had the option to  re new the co ntract for two additional one-year pe riod s and has 
exercised the option through the third year. Th e annual maximum is $18,350,000, an d the 
contract maximum is $55,050,000 over the potential three-year life .of the contract. 
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$15,865,259 in payments were made. The base pvrlod re venue amount of $70,000,000 will 

not change throughout the life of the contract. 

Table 4 provides an analysis of co ntractor reim bursem ent rates an d the dollar am ounts 
based upon certain levels of revenues. The revenue figures shown in Table 4 are exclusive of 
DISPRO since th e authority has re m oved  DISPRO from th e re venues that Deloitte an d Touche 

is eligible to receive. 

Table 4 
LH CA Contract - Contra ct Provisions 
Reim bursem ent Per Contra ct  Year 

Through June 30, 1993, Deloitte and Touche was paid $15,865,259, and was poten- 
tially eligible for an  additional $2,484,741 to reach the co ntract maximum of $18,350,000 per 
co ntract year. 

A s shown in Table 4, the basic m ethod of paym ent to Deloitte an d Touche under the 
LH CA contract re mains unchan ged from the DHH co ntracts. A base period  re venue figu re  of 
$70,000,000 was established for fiscal 1992. Deloitte and Touche is paid for revenues in 
exce ss of that base amount up to $240,000,000. If revenues exceed  $240,000,000, Deloitte 
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and Touche will receive no additional re imbursem ent. DISPRO funds are re m oved from the 
revenues for which Deloitte and Touche m ay be paid. 

LHCA pays no m oney to I~ loitte and Touche until cum ulative re van ues for a contract 
year (Octobe r 1 through Septembe r 30) exceed $70,000,000. In addition, 25 per cent of pay- 
m ents to  Deloitte an d Touche are withheld until cumulative re venues for a co ntract year equal 
or exceed $200,000,000. At that tim e, th e amount retained is due to  Deloitte and Touche. 

Numerous services, both revenue enhance ment and operations activities , have been 
pro vided by Deloitte and Touche since the in ce ption of the co ntract with LHCA . In a draft 
plan to the auth ority, Deloitte an d Touche in di cated that fro m October 1, 1992, through 
Septembe r 30, 1993, the first co ntract pe riod, 125,161 hours were spent pe rform ing all tasks. 
Of these hours, 61,547, or 49 pe r cent, were  spent on operations improvem ents. Sin ce it is 

not practical to provide a complete description of all Deloitte and Touche projects in this 
report, th e following repre sents a brief description of several of the revenue enhan ce m ent and 
operations activities. This inform ation was based on Deloitte an d Touche status reports sub- 
m ined  to LI-ICA m anagem ent. 

Eligibility Service s, In co rporated, (ESI) is a co ntractor pro viding service s to the 
authority by assisting facilities in certifying patients as M edica id eligible. Deloitte and Touche 
has pro vided  assistance  to the authority by rec onciling the ESI billings. These serv ice s have 
been described as re venue enh an ce m ent activities. 

Deloitte an d Touche worked with th e M edical Center of Louisiana at New Orleans 
(Charity Hospital at New Orleans) an d Leonard J. Chabe rt M edical Center to verify the ESI 
billings, re viewin g th e in voice s an d co rrect ing in accura te  billings. The ESI in voice s were  

reviewed to assure that names, dates of service , patient account numbe rs, da tes of eligibility, 
an d M edicaid numbe rs were accurate. Th e invoices were then adjusted for an y discrepancies 
be tween hosp ital inform ation and th e ESI in voice s. 

Th e clairas for which ESI was paid were  th en updated into  a da tabase  th at tracks  claim s 
until fin al paym ent is re ceived by the hosp ital. Deloitte  an d Touche then identified paid an d 
unco llec tible claim s. 
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At Charity H ospital at New Orleans, D eloitte and Touche worked with the M ed ical 

Assistance Program (M AP) unit an d billing office to review ESI invoices an d conducted  
re search on a sample of outstanding ESI claim s. 

Service s in M edicaid in patient billing have been provided both under th e DHH and 
LH CA co ntracts. These se rv ice s are described as re venue enhance m ent activities. 

Deloitte an d Touche has provided as sistance  with  th e implem entation of a database that 
tracks denied  claim s an d has as sisted with  th e resolution of issues required for paym ent of all 
inpatient M ed icaid claim s. Som e of th ese  issues re late to  claim s requiring m edical records, 
eligibility, co nse nt form s, an d oth er docum entation. Conse nt form s are doc um ents signed  by 
patients required for ce rtain procedures before M edicaid will pay the claim s. For example, ff 
a tubal ligation is to be co vered, the facility must submit a sign ed  co nsent for sterilization to be 
paid for th e procedure. 

Deloitte an d Touche has as sisted  th e facilities  in  submi tting all co rrected  M edicaid 
claim s for pa yment to UNISYS, th e "fiscal interm ediary" through which all claims are pro- 
cessed an d paid to the facilities. As sistance  in refining the quality co ntrol process to eliminate 
m ultiple submissions of th e sam e claim has also boon pro vided . Deloitte an d Touche has 
worked  with UN ISYS an d th e DI-IH  Bureau of Health  Services Financing to re solve issues in 
the subm ission process. 

Other M edicaid billing activities included (1) worked  with Shared M edical System 
(SM S) an d the Hospital Inform ation System (HIS) to optimize the use of the SM S; (2) worked  
with hosp ital depam nents to ensure receipt of inform ation an d docum entation in a tim ely 
manner; (3) involved  other hospital departments or state agencies in claims resolution; 
(4) an alyzed and implemented ways to reduce  paper flows an d inform ation requirements; an d 
(5) analyzed procedures to maximize the billing of claims electronically an d increase the use of 
auto m ation in  th e billing process. 

Deloitte and Touche has pro vided  re venue enhance m ent assistance  for CRNA billings 
se rvice s at Charity H osp ital at New Orleans by im plementing a re vised process to impro ve 
CRN A billing, re solvin g-subm ission issues with-the fi seat.-in term ediary, working to  ensure 
tim ely claim s subm ission, an d re solvin g claim s in volvin g external departm ents an d/or agen- 
cies. The issues in the subm ission process with the fiscal in term ediary included  item s such as  
those claim s that are in co rrectly deni ed  or claim s that are pe nding be yond norm al tim e fram es. 
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M edicaid match involves comparison of outstanding patient claims not identified as 

M edicaid eligible to database Fries co ntaining M edicaid eligible information in the hopes of 
identifyin g th ese claim s as  M edicaid eligible. D eloitte  and Touche has provided this as sistance 
with th e use  of a co mputer program to  identify claim s not billed  and to recover claim s classi- 
fied  as  bad debts. These  m atches in clude submission of first tim e claim s an d tracking claim s 
until they are eith er paid or determined  to  be unco llectible. Th e activities in clude  th e utiliT~- 

tion of an enhanced match process to capture patients being certified as Medicaid eligible 
substantially later than patient stays, allowing the facilities to  retroactively bill for service s 
provided be fore  eligibility ce rtification. This work has continued  fro m th e DItH co ntracts. 

Am ong th e operations impro vem ent activities  perform ed  by Deloitle an d Touche is 
nursing im pro vement assistance  at Charity Hospital at New Orleans. These im pro vements 
have included restructuring the ce ntralized staffing process by (1) im plementing standardized 
four-week schedule forms for man ual an d automated staff sched uling; (2) identifying pertinent 
management repo rting da ta elements and methods for collecting, co mpiling, developing trends, 
and repotting the da ta; (3) co nvening a task force to idco tify opportunities to enhance unit end 
staWmg office  operations; an d (4) co ntinuing to refine work steps an d work assignments for 
pro fessional an d non-pro fessional staff re sponsible for staffing decision-m aking. 

A m arketing plan was designed  for recru iting additional in -house  pool nurses. Deloitte 
an d Touche developed and assign ed  recruitment budgets for each nursing unit, developed four 
separate marketing strategies for both the short an d long term , an d reviewed  the draft of the 
marketing strategies with the nursing leadership group. 

Deloitte an d Touche has pro vided  efforts in  nursin g organization by redesigning th e 
org anizational structure  an d staff ro les to facilitate appropriate an d adequate support, through 
co ntinuing to recru it for a newly created  m anagement analyst position in th e nursing busin ess 
office, re-enginec ring th e ro le of nursing office  staffmg clerks, an d reviewing an d 
re structu ring of nurse educato rs ' roles and re sponsibilities. 

D eloitte an d Touche has beenp re viding th e authority -w ith  -t~pera tions im pro vem ent 
initiatives re lating to the automated  systems employed  at th e various IM CA facilities. At 
Charity H osp ital at New Or leans, this in cludes evalua tion of th e patient accounting system

, 

selec tion of a system for th e radiology departm ent
, selection of a system for outpatient 

sched uling, an d co ntinued  SM S system support. At the authority level, Deloit~e an d Touche 
has participated in strategic planning and technical assistance co mmittees. 
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Deloitte  and Touche is currently providing extensive assistance to LH CA relating to the 
general ledger system . The auth ority is seeking to develop a system whereby all facilities 
financial statements will "roll up" into one set of financial statements for the authority as a 
whole. Deloitte and Touche is providing as sistance  with  extensive analysis an d recom m enda- 
tions for th e general ledger application in cluded in the SM S. 

Doloitte and Touche also (1) performed  diagnostic as sessments of the ambulatory care 
ope rations at each LHCA facility, (2) facilitated the hiring of a Deloitte an d Touche staff 
person at Charity Hospital at New Orleans as manager of plant operations, (3) reviewed 
medical records ope rations at LHCA facilities, (4) analyzed the impact of the potential 
acquisition of the Catahoula Hospital at Jonesville, (5) analyzed the impa ct of re-establishing 
full services at W . O. M oss M ed ical Center in Lake Charles, (6) reviewed  planned  bed 
acq uisitions at Lallie Kemp M edical Center in Independence , an d (7) prepared analyses 
re lating to  development of m anaged  care system s. 

Other activities are pe rform ed by Deloitte an d Touche as  requested  by LH CA 
m anagem ent. 

Followin g are the fin dings an d recom m enda tions of our specified  procedure s exam ina- 
tion of th e professional se rv ice contract between th e Louisiana Health Care  Auth ority an d 
Deloitte and Touche. 

Th e Lo uisiana Health Care Authority (LHCA) did not submit tim ely the co ntract and the 
base period agreem ent, which establishes the basis for contract paym ents and appears to 
be a co ntra ct m odification, to the Office of Contra ctual Review for re view and approval 
as  required by Louisiana law. In addition, LH CA di d not receive appro val fro m  the 
O ffice  of Contra ctual Review and the Departm ent of Civil Service for the base period 

agreement as required by Lo uisiana law. Lo uisiana Revised Statutes (LSA-R.S.) 
39:1484(5) and (6) define co ntracts to include all co ntract modifications, such as the base 
pe riod agreem ent, and LSA-R.S. 39:1502 provides that no co ntract is valid nor will the state 
be  bound by the co ntract until it is appro ved in writing by the director of the Offi ce of 
Contractual Review. In addition, Lo uisiana Administrative Code ('LAC) 34:V.121 (A) 
requires that co ntracts are to be subm itted  be fore their effective dates to  the Office  of 
Contractual Review , an d no co ntract will be  approved  which has been subm itted  60 da ys after 
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The LH CA contract with Dcloitte and Touche bec am e effective October 1, 
1992, and was signed by the departm ent an d Doloitte and Touche on 
January 15, 1993, 106 days afte r its effec tive da te. Records on f'fle with  the 
Office of Contractual Review show that th e co ntract was received on 
February 10, 1993, 132 days after th e contract's effective da te. H owever, no 
written justification for the late submission was submi tted an d included in the 
Offi ce  of Contractu al Review 's files. 

2. The base period agreement, which establishes the basis for co ntract payments 
be tween IM CA an d Deloitte an d Touche an d appears to be a modifica tion, was 
subm itted  to th e Offi ce  of Contractual Review on July 29, 1993, 301 da ys after 
th e co ntract 's effective da te. The auth ority had already paid Deloitte an d 
Touche $15,865,259 through June 30, 1993. No written justification for the 
late submission was subm itted an d included  in the Office  of Contractual 
Review 's f'fles . Subsequently, th e Office  of Contractual Re view return ed  th e 
agreem ent to the auth ority on August I1, 1993, with out approval, due to th e 
co mplex natu re of the agreement, an d recommended that th e authority consult 
with the Atto rn ey General and th e Legislative Auditor to determ ine if th e 
baseline was consistent with the Request for Proposal an d the co ntract. The 
auth ority did not di sclose this fact to us during our exam ination, an d as of 
June 3, 1994, the authority still has not received approval from the Offi ce  of 
Contractual Review for the base pe riod agreement. In addition, the base period  
agreem ent was never subm itted  to th e DebaRm ent of Civil Service  for review 
and app ro val. 

As a result of the co nditions mentioned  previously, $15,865,259 was paid on the co ntracts, 
an d based on the base period  agreement, without the app rovals and justifications cited in the 
statutes previously m entioned . 

LHCA should ensure that an y future co ntracts an d modifica tions are submitted tim ely to th e 
Office  of Contractual Review for review an d appro val as  required by Louisiana law or should 

provide written justification for late submissions. In addition, LHCA should have the base 
period  agreem ent-appro ved  by th e Office  of Contractual Re view and th e Departm ent of Civil 
Service  be fore  m aking any further paym ents under the co ntract . 
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Louisiana H ealth Care Authority's R esponse 

31 

The Chief Executive Officer of LHCA did not concur with th e finding and recom m endation 

and further stated that written justification was in fact provided. As the Division of 
Administration (DOA) approved the contract without funbe r justification, none was provided. 
On the baseline issue, co ntractor reim bursement m eth ods are defined  at a detailed level in th e 
co ntract. The letter is not a co ntract am endm ent, as  co ncurred with  by D OA at th e tim e 

(Attachment I). 

Additional Com m ents by the Auditor 

Th e written justification referred to in management's response has not been provided to the 
Office  of Contractual Review as required by LAC 34:V.121(A) for the original co ntract that 
was subm itted for app roval . 

W e were  first m ade aware of th e base period agreement for th e LH CA co ntract on M ay 4, 
1993, an d m et with LItCA m an agem ent to discuss the agreem ent on Ma y 7, 1993. W e 
received  a co py of the exec uted base  pe riod agreement August 25, 1993, but we were not 
made aware that the Offi ce of Contractual Review suggested that LH CA sock advice from th e 
Atto rn ey General 's Office  an d the Office  of Legislative Audito r in  determining ff th e baseline 
agreed to  was co nsistent with th e RFP and whether paym ents to be received  by th e co ntractor 
were reasonable in light of the work to be pe rform ed under the co ntract. 

Th e base pe riod  agreement specifically states th at ff the form ula applied  to fiscal 1992 
revenues does not re sult in $200,000,000 in revenues, then the fees bid by Deloitte and 
Touche will be  re negotiated . This form ula is then applied  to re venues in subsequent years to 
determ in e the re im bursement to Deloitte an d Touche. As such, it is our position that th e ba se 
pe riod  agreement appears to be  a mod ifica tion of the original co ntract that should have been 
subm itted  to the Offi ce  of Contractual Review an d th e Departm ent of Civil Service . 

The Louisiana Health Care Authority (LHCA) has not established adequate controls to 
ensure co m pliance with a written co ntract m onitoring plan. Lo uisiana Re vised Statute 

(LSA-R.S.) 39:1497(4) requires that co ntracting agencies certify to the Office of Contracam] 
Review th at they in tend to develop an d im plem ent a written plan for co ntract m onito ring. 
Prudent business practice s would di ctate th at co ntracting agencies develop an d im plem ent a 
written m oni toring plan to in clude a billing appro val process. 

At the tim e the LH CA co ntract with Deloitte an d Touche was  subm itted to th e Office of 
Contra ctu al Review, the auth ority ce rtified  that it ha d developed and in tended  to im plement a 
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written plan for contract m onitoring. H owever, in a letter dated Febru ary 25, 1994, the 
LH CA Chief Financial Officer/Undersecretary stated that there are no specific written pro- 
cedure s at the present tim e which document what has been done to  verify that th e required 
work has been perform ed or whi ch doc um ent that th e billings subm itted by th e contractor were  
accurate. As a result, the authority has paid Deloitte and Touche $15,865,259 without a 
written co ntract m onito ring plan. 

Failure to establish adequate in ternal co ntrols re lating to  co ntract m oni toring dim inishes the 
assurance th at th e required work was perform ed  in accordance with th e term s of th e co ntract 
and/or that th e billings were  accurate . 

LHCA should im mediately take th e necessary steps to develop an d implement a written plan 
for contract m oni toring. 

Louisiana H ealth Care Authority*s Response 

The Chief Executive Office r of LHCA did not co ncur with th e finding an d recommendation 
and further stated that the contract itself defines extensive monitoring requirements. The 
co ntract was m onitored at an extensive level of detail, supported by volum inous re gular 
reporting from the co ntractor, both monthly and quarterly (Attachment I). 

Additional Com m ents by the Audi tor 

W ritten proce dure s for a form al in voice  audit an d re view m ethodology were  not developed an d 
implemented  until M arch 1994, at least 8 m onth s beyond the pe riod  under review and 1 1/2 
years after th e inception of th e co ntract. For the fiscal year ended  June 30, 1993, LHCA paid 
Deloitte an d Touche $15,865,259 without establishing a written monitoring plan an d with no 
form al audit and re view m ethodology in  place . 
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To determine ff the $70,000,000 was reasonable, we performed two analyses. First, we 
removed  the effects of DISPRO from the baseline figure for fiscal year 1989, the base pe riod 
year for the original DHH  contracts. The result was a base pe riod revenue figu re , exclusive of 
DISPRO, of $98,307,599. Th e $70,000,000 se lected for th e LHCA co ntract baseline is 
$28,307,599 below the amount the facilities were able to earn three years previously with no 
co ntractor as sistance. This analysis would indicate that th e $70,000,000 selec ted  as th e 
base line re venue figu re  was  in ordinately low . 

Our second analysis estim ated  th e am ount of re venue, exclusive of DISPRO , that was actually 
earned in fiscal year 1992, th e most recently co mpleted f~ d year at th e time the co ntract was 
let. The result was  a ba se pe riod revenue figu re , exclusive of DISPRO, of $180,466,990. 
Alth ough this am ount was  realized with the assistance of the co ntractor, to  set th e base line at 
less than this figu re  suggests that the enhance m ents im plem ented by th e co ntractor were not 
pe rm anent; the auth ority is una ble or unwilling to  as sume and/or implem ent the enhancements 
with its own pe rsonnel, thereby creating the necessity for a co ntinuing relationship with a 
co ntractor to  co ntinue earning revenue at th e 1992 level; or the baseline was se t at an  
in ordinately low figu re . 

W e estimate that a reasona ble baseline would fall betw een $98,307,599 and $180,466,990. By 
selec ting $70,000,000, we estimate that Deloitte an d Touche earns be tw een $4,246,140 an d 
$10,095,874 annually (based on Deloitte an d Touche's current rate of reim bursement) from 
revenue that would have been generated  by the authority even without the assistance of a con- 
tractor. Over the three-year life of th e co ntract, th ese  earnings co uld be as much as 
$12,738,420 to $30,287,622. 

LHCA should co nsider adjusting the base pe riod revenue figu re for the current co ntract for 
an y extensions of the contract term to an  am ount that re flects m ore accura tely th e ability of the 
facilities to generate revenues in dependent of a third party co ntractor. 

Louisiana H ealth Care Authority's Response 

The Chi ef Exec utive Office r of LH CA did not concur with the fmding an d recom mendation 
an d further stated  that th e auditor's computations are in co rrect. Furtherm ore , using a differe nt 
baseline figu re would not have affec ted co ntractor reim bursements (Attachment 1). 

Addi tional Com m ents by the Audi tor 

In its re sponse, IJICA management stated  that the $70,000,000 baseline was an  approximation 
of the level of fiscal 1989 net co llec tions to determ ine th e co llec tions be fore the Deloitte an d 
Touche co ntracts with DHH  and was determ in ed in a one hour work se ssion. M anagement 
also stated  that the use of the $70,000,000 base pe riod revenue figu re  had no im pact on th e 
procure ment or the am ount of co mpensation paid to  the co ntractor, an d fu rtherm ore , that no 



Three: LH CA Contract 

workpapers were developed nor retained. It is our position that the lack of documentation 
supporting th e base period revenues is a critical issue, especially since th e base period  revenues 
were established  at $70,000,000 and were les s than the 1989 base period revenues established  
for th e original DHH /Deloitte an d Touche contracts. 

It is also our po sition that the use  of a baseline for f'~ al 1989 re venues , four years before  the 
LttCA contract with Deloitte an d Touche, is in ordinately low , as evidenced by our 
co mputation. Setting th e baseline at th e 1989 level would suggest that LHCA did not consider 
the impact of th e re venue enhance m ents that Deloitte an d Touche initiated be fore  th e LHCA 
contract. If the established baseline of $70,000,000 has no im pact on procurement or 
co ntractor re im bursement, then th e contract is not a tre e re venue enhance ment co ntract 
co ntingent upon th e co ntractor's perform an ce , but it is a fixed  price  co ntract in which IM CA 
has guaranteed a specific level of earnings to th e co ntractor. Sin ce  th e baseline was set at 
$70,000,000, it appears this amount was  certain to be  achieved  an d exceeded , essentially 
guaranteeing that th e co ntractor would receive som e pa ym ent. In addi tion, ff an  established  
baseline has no im pa ct on procure m ent or co ntractor re im bursem ent, th en th e effective rate of 
re im bursem ent m ay be  significantly hi gher than  th e avera ge 9.5 per ce nt established  in th e 
co ntract. There fore , we question why a baseline was established  an d used. 

The Louisiana Health Care Authority (LHCA) did not ensure  that the method of 
paym ent for the services perf orm ed under the contract accurately re flects the nature  of 
those serv ices. Prudent busin ess pract ice s would di ctate that services provided that are not 
m easura ble in term s of re venues be  paid on a basis that accura tely re flects the nature of the 
w ork pe rform ed . 

The co ntra ct awarded  to Deloitte an d Touche was  described as  "re venue enh an ce m ent an d 
opera tions im provem ent," and Deloitte an d Touche's earnings were  co ntingent upo n its ability 
to generate revenues above an  established  base pe riod revenue figu re of $70,000,000. Th e 
term s "revenue enh an cement" or "ope rations im provement" were not fully def'med  in the RFP 
or th e co ntract. In addition, our review of th e draft work plan submitted  by Deloitte an d 
Touche to LH CA sum m arizing the work perform ed during the first co ntract pe riod  in dicated 
tha t 61,547 hours or 49 pe r ce nt were  spent on ope ra tions im provem ents. Finally, a re view of 
some of the tasks characterized as revenue enh ance ment may actually be operations 
im provement activities (Chapter 3, pages 26-29). ESI invoice  reconciliation, for example, is 
classifi ed in Deloitte an d Touche status reports as re venue enhancem ent

, but it appears to be 
m ore  of an  ope ra tions im provem ent activity. It is questionable th at pa ym ent for ope ra tions 
im provements as  a pe rcentage of revenue is appropriate. 
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LH CA should ensure that th e m ethod of paym ent is directly related to th e types of services 
perform ed. 

Louisiana H ealth Care Authority's Response 

The Chief Executive Office r of IM CA did not concur with  th e finding and recom mendation 
and further stated th at the co ntract is purposely broadly fram ed . Specific tasks and activities 
were  identified  in great detail in  th e RFP and contracto r proposal which are fu lly in corporated  

into the co ntract by reference  (Attachment I). 

A dditional Com m ents by the Auditor 

W e do not question the work perform ed by the co ntractor. W hile the results of operations 
initiatives m ay have had an im pact on th e revenue genera tion process, not all of th em m ay 
have been re lated  to  specifi c re venues, directly im pacting th e re venue results, an d, there fore , 
were  not quantifiable in term s of re venues genera ted. W e question whether pa yment for these  
serv ice s based on a pe rcentage of re venues was the m ost appropriate m ethod. 

The Louisiana Hea lth Care  Authority (LHCA) negotiated a base period agreement, which 
appears to be a co ntract m odification, that is in consistent with the term s and co nditions  
of the Request for Propo sal (RFP) and the co ntra ct. Prudent business practice s would 
dictate that an y modifications to a co ntract be co nsistent with th e RFP an d th e co ntract or 
alternatively, issue an other RFP. Th e RFP specifi ed  that co ntractor proposals were  not to 
result in additional co st to the authority (i.e., co ntractor earnings based on enhanced revenues, 
not current level of revenues), and the co ntract specified  tha t reimbursement to Deloitte an d 
Touche was co ntingent upon its ability to generate revenues above the established baseline of 
$70,000,000. 

Th e based pe riod  agreem ent, which appears to be  a m odifica tion to  the co ntract an d app roved  
by the authority, stated  that ff $200,000,000 in revenues were not reached  for fiscal year 1992 
based  on a series of calculations employed, th en the pe rcentage re im bursem ent rate would be 
re negotiated . W e be fieve this implies that Deloitte and Touche, based on its proposal, will 
earn at least $12,350,000 as shown in Table 4, regardless of the level of revenues, an d is 
inconsistent with the (1) RFP an d the co ntract, (2) specifications in the RFP requiring that the 
services be provided at no additional co st to the authority, an d (3) co ntract which specifies that 
earnings are contingent upon the co ntractor's ability to generate additional revenues. In 
addition, allowing wha t appears to  be m odifica tions to  co ntracts that are not co nsistent with the 
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term s and conditions of the original RFP and contract could result in exce ss compe nsation to 
the contractor. 

LH CA should ensure that any m odifications to future contracts are consistent with the term s 
and co nditions in th e original RFP and contract. In addition, IM CA should co nsider the 
appropriateness of issuing anoth er RFP an d soliciting new proposals to co ntinue th e revenue 
enhan cement an d operations improvement activities for th e third co ntract year. 

Louisiana H ealth Care Authority~s Response 

The Chief Executive Office r of LH CA did not co ncur with  th e finding and recom mendation 
an d fu rther stated that the co ntract itself defin es at great detail th e co ntractor reim bursem ent 
m ethods an d recognizes th e required m utual agreem ent co nce rning base pe riod re venues. The 
baseline letter is not a co ntract am endm ent, but m erely implem ents co ntract provisions. Th e 

Division of Administration co ncurred with this at the time (Attachment I). 

A dditional Conunents by the Auditor 

Th e base pe riod agreement establishes a form ula used to derive fiscal 1992 revenues an d 
applies thi s form ula to re venues in subsequent years, years for which Deloitte an d Touche is 
re im bursed. Th e base  period  agreem ent states th at if th e form ula does not re sult in at least 
$200,000,000 in revenues, then additional negotiations of th e fee structure would be 
warranted. It is our position that this co nstitu tes a guarantee of a specific level of revenues 
and appears to m odify th e co ntract. The RFP an d th e co ntract include no guarantee  of th e 
level of earnings in  1992 nor provisions for ro negotiation of th e co ntractor re im bursem ent. 
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It is with regret that we write you to inform you of the Departm ent of H ealth & Hospitals 
and the Louisiana H ealth Care Authority's disagreement with the draft findings resulting from 
your special procedures review of our Reven ue Enhancement and Operations Improvement 
Contracts wi th the firm ofDaloitte & Touche. Both of our  organizations are f~ ly committed to 
the functions  of an indep endent auditor, an d ar e co ntinually striving to improve the management, 
operations, perform ance and co ntrols of our agencies. However, we regrettably find the report to 
provide no meaningful guidance  in th ese areas. 

After a tw o year review by your offi ce , which co nsumed  liter ally th ousands of hours from 
both our Agencies' staff'an d the contractor, the dr aft report which was provided was found to he 
replete with factual errors, co mputational mistakes an d inco rrect co nclusions . The draft report 
focuses on a few technical co mpliance issues which are highly judgmantal, while overlooking the 
overall significant benefits derived  by the DHH, LHCA, an d the State. This is gr ossly unfair to 
agency management an d staff an d our co ntractor, who have worked  so diligently as  a team to 

meet the State's revenue objectives during these difficult times. 

More specifically, we believe it is im portant to recognize that all subject co ntracts were 
competitively procured , negotiated  in good faith on an  arms length bas is, len ding to highly 
competitive co ntract performance rates. Alth ough th e co ntracts, in fact, co st $48 million over this 
period, the co ntractor made a huge commitment of resources including people, systems an d 
subcontractors, which led to cumulative collections to our facilities over this period of 
approximately $1.3 billion over FY 89 levels. 

Considering that the responsibility & these contracts has been shared  over tim e by our 
organizations, the generally co mmon findings addressed  to both our agen cies in your  draft

, an d 
the strength of conviction which we share co nce rning these fin dings, th e DHH an d LHCA ar e 
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responding joiutly to your draft report. W e also respectively request that our response and the 
related supporting attachm ents be included  in their totality in th e published  audit report. 

~ Before summarizing our specific objections, we believe it is important to put these 
co ntracts in th eir proper context, which your  smff ha ve not done. At the tim e of th e 1989 
co mpetitive procurem ent, th e State and DHH w ere faced with  huge budget shortfalls, internal 
staff outbacks an d no capacity to invest capital to find necessary management improvements. 
W ith the knowled ge and concurrence  of th e Division of Administration and Civil Service , we 
went to th e marketplace to seek creative solutions through a Request for Proposal. Deloitte & 
Touche was selected  over a number of proposers. 

Over the ensuing three  years, Deloitte & Touche co mmitted  significant ca pital, at risk, to 
improve our health care revenue operations  an d performance , under an anm~gemen t in which th ey 
would only be paid if successful. Ov er this period, several hundred  people were deployed  by th e 
contractor, automated  system s were developed , policies an d procedur es put in place , an d our staff 
trained . Deloitte & Touche carried  th ese huge investmen ts for as long as  a year at a time, wi th 
the risk that such investmen ts would not succeed. Even  at that, the fee s paid to Deloitte & 
Touche are generally in line wi th wha t would have been paid to a co ntractor under a more 
traditional fee s an d expenses arrangemen t. 

Fortunately for the State, th e arrangement worked  beyond our  wildest exp ectations . Ov er 
the four years en ding June 30, 1993, cumulative facility reven ue co llections exceeded  FY 89 
levels by approxim ately $1.3 billion. Also, whereas FY 89 co llections for th e LH CA hospitals 
were approxim ately 44%  of exp enditures req uiring state general fund to support hospital 
expenditures, FY 93 co llections ex ceeded  expenditures by approximately 57%  which resulted in 
the LHCA generating approxim ately $300 m illion extra dollars for the State. 

Relative to the spec ific findings, we ha ve summarized our  response as  follows 

Draft Auditor 
Finding 

Summary of Summary of 
DHH/LH CA Resnons e Rationale 

DHH-Contraet M odifications Disagree 

page 2 

The co ntract itself defines, at a significant 
lev el of detail, th e co ntractor 
reimbursement m ethods en d recognizes th e 
mutual agree men t to be developed  
concerning FY 89 bas eline am ounts. The 
cited  letter is not a co ntract am en dm en t, it 
merely implem en ts that co ntract provision. 
Furthermore, the DHH was  advised by th e 
D OA at the time that no am endm en t w as 
req uired. All nineteen actual co ntract 
am endm en ts were reviewed an d approved 
by D OA, as req uired . 



DH I-I-Retention of Reco rds Disagree 

DHH -Contract M onitoring D isagree  

DHH-N ature of W ork Disagree 
Perform ed 

DI-IH & LH CA-Eligibility Disa gree  
Services, Inc. Billings 

DHH-Adjustments to Base Disagree 
Period Revenues 

This inform ation was  not requested  by the 
Auditor during their financial audit of the 
periods in question. The record retention 
period expired before th e Auditor provided 
any written notice of th e curren t review . 
Furthermore, th e amounts cited  would have 
had no impact on th e actual contractor 
reimbursement. 

The en ntract w as  m onitored  at an extensive 
level of detnil, including voluminous 
reporting from th e contractor. As m onthly 
billings were on a cumulative bas is for each 
contract year, had any items been 
inadverten tly overlooked, they would ha ve 
been caught in subsequent reviews. 

Th e co ntract is purposely broadly fram ed. 
Th e RFP an d detailed  co ntract proposal are 
fully inco rporated  into the contract. Th e 
realization of significant revenue 
enhance ments req uired  extensive operations  
improvements be perform ed  by Deioitte & 
Touche, which w as  appropriate and 
co vered by the co ntract, And it worked . 

ESI an d D eloitte & Touche are paid for 
totally different service s both  req uired  by 
the State to rece ive payment for M ed icaid 
claims , both sets of serviee  being essential 
to overall revenue maximization. The firms 
are not paid for the sam e services, an d th e 
State benefits m ore than twice over the 
co mbined fee  paid in those instances where 
both firm s ar e involved. Finally, the 
Auditor's computations  reported in this 
ar ea  ar e gr ossly in error. 

The finding is untrue. W here appropriate 
and mutually agreed, a num ber of 

adjustments to base period rev enues were 
in fact m ade to appropriately measure the 
impact ofDeloitte & Touche service s. 
Furtherm ore, the findings have no im pact 
on am ounts actually paid to th e co ntractor 



LHCA-Contract and Base Disagree 
Period Agr ee m ent Approvals 

LHCA-Contract M onitoring Disagr ee 

LHCA-Retention of Records Disagree 

LH CA-Base Period Revenues Disa gree 

LH CA-N ature of W ork Disagr ee  
Perform ed 

LHCA-Contract M odifications Disagr ee 

page 4 

W ritten justification was in fact provided 
As D OA approved  the contract without 

further justification, none was provided . 
On the base/ine issue, contractor 
reimbursement methods are defined  at a 
detailed  level in the contract. The letter is 
not a contract am endm ent, as  co ncurred  
with by D OA at the time. 

The co ntract itself defin es extensive 
monitoring requirem ents. The contract was 
monitored at an extensive level of detail, 
supported by voluminous regular reporting 
from th e co ntractor, both monthly and 
quarterly. 

The'~vorkpapers" referred to by th e 
Auditor never existed, nor were they 

. 

necessary to derive th e am ounts included in 
th e RFP, Furtherm ore, the am oun ts in 
question w ould have had no impact on 
actual co ntractor reimbursement paid. 

The Auditors co mputations are incorrect. 
Furthermore, using a different bas eline 
figure would not have affected  co ntra~or 
reimbursemen t. 

The co nt ract is purposely fram ed  broadly. 
Specific tasks an d activities were identified 
in gr eat detail in the RFP and co ntractor 
proposal which ar e fully inco rporated  into 
th e co ntract by reference. 

The co ntract itself defin es at gr eat detail the 
co ntractor reimbursemen t methods an d 
recognizes the required  mutual agr eement 
co ncern ing base period revenues. The 
baseline letter is not a co ntract am endment, 
but merely implements co ntract provisions. 
DOA co ncurred with this at th e tim e. 



M ore detailed support for our response concerning each of the findings is provided  in the 
following sections. 

W e are also particularly concern ed  over the harsh tone of the points as presented in the 
Executive Summary. They are presented in a considerably stronger manner than would be 
supported by the detailed fin dings, and in a manner that could only serve to be inflammatory in th e 
public arena. 

Finally, we would like to reiterate that DHH, LHCA an d Deloitte & Touche were 
extremely successful in fulfilling the objective of the RFPs to identify an d implement revenue 
enhancement activities. That success allowed  not only DHH an d LHCA but all of state 
governm ent to address significan t budget shortfalls over th e last several years. 

W e would be plea sed to discuss our respons es and th e supporting rationale with you an d 
your staff at your convenien ce . 

Very truly yours, 

Rose Forrest 
Secretary-DHH 

p~ e5 



CONTRACT M ODIFICATIONS (page 12) 

DI-IH should ensure that any modifications to future contracts are submitted to th e Office 
of Contractual Review and the Department of Civil Service for review and approvaJ as 
required by Louisiana law. 

DH H  R esponse: 

The DHtt does not co ncur with the finding nor th erefore, wi th  th e reco mmendation. 
Accordingly, no plan for co rrective action is submi tted  nor req uired. 

DH H Rationale and Support: 

The Legislative Auditor is co rrect that Lo uisiana Revised Statute (LSA-R.S.) 39:1484(5) 
an d (6) defin e contracts to intrude all co ntract modifications . 

H owever, the Auditor is inco rrect that th e base period revenue agreements are co ntract 
m odifica tions. 

The contracts clearly define the meth ods under which th e contractor perform an ce would 
be measured  an d reimbur sed . For exam ple, th e Charity Hospital of Lo uisiana Contract 
has a considerable level of specificity co nce rning these matters as defin ed in Exhibit 1. 

The co~tr~cts co ,tieing su~, spec'd~ tem~ mere ea~  subject to prior review end 
approval by the D OA Office of Contractual Review and th e Departm en t of Civil Service 
including these terms. 

The bas eline agreements do not modify an y co ntract term concerning co ntractor 
performance or reimbursement. The baseline agr eemen ts merely dominan t at a detailed  
level th e bas e period revenue perform ance levels against which a~ual co ntract period 
co llections would be measured , under the methods established  in the contracts. 



It is also important to note th at this letter of agrce ment process is recognized explicitly in 
each contract. For example, the Charity H ospital of N ew Orleans contract reference is 
provided  at Exhibit 2. 

Given the time required for year en d FY 89 data to be compiled  for baseline p~rposes and 
the review activities req uired  by both  parties before such a mutual agreem en t co uld be 
rea ched , it was simply not possible for su ch a m utual agreement to be finalized before th e 
co ntract was  exec uted , particu larly co nsidering the need to co ntract in a tim ely manner 
given the State's acute financial difficulties faced during that period. Furthermore, the 
baseline agreement co uld not be finalized  until th e terms governing its preparation were 
finalized  in the contract. 

Furthermore, DHH did discuss with th e director of the OflSce of Contrec tual Review " 
whether or not it woul d be nec essary to submit a co ntract am en dmen t to reflect th e base 
period revenue agr ee ment. DHH was advised  that since  the original co ntract req uired  th e 
parties to the co ntract to develop a base period rev en ue agree men t, th ere was no need to 
amend the co ntract to reflect the agr ee ment. DHH agree d wi th this recommendation since  
such an  agree ment was a co ntract management req uirement, as opposed  to an  am endment. 
The appar ent relian ce by the auditor on State law requiring that m odifications  to a 
co ntract are not valid unless approved in writing by th e director of the Office of 
Contractual Review is therefore clearly mi splae, ed , since  this agr eemen t was not a 
m odification of the co ntract . 

In support of our position, it is also im portant to recognize that in each an d ev ery instance  
when a change to a D eloitte & Touche co ntract term was necessary

, DHH did prepare 
formal contract m odifi cations which w ere reviewed  an d approved  in advan ce by both th e 
D OA Offi ce  of Contractual Review an d Civil Service, as  req uired . 

Spec ifically, all of the following number of actual co ntract m odifications fully adhered to 
thi s required process: 
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Relative to the Auditor's additional representation that Deloitte & Touche engaged in 
"operations im provem ent activities in addition to revenue enhancem ent activities", the 
Auditor seems to totally fail to recognize th e role that hospital operations play in hospital 
revenue production. By far th e prep onderance of th e operations  improvement activities 
cited  by the Au ditor (pag es 8-9) are integral to making long range im provemen ts to 
revenue performance. Improvemen ts noted  by th e Auditor in areas such as eligibility 
determination, tracking hospital information systems su pporting reven ue performance, 
management reporting on rev enue performance , an d M edicaid eligibility file matches all 
directly support long term revenue performance  im pro vem ents. In other areas, operations  
im provements addressed  other cost savings opportunities, which were also clearly an 

overall objective of the RFP. 

In conclusion, DHH holds that the Au ditor's findin8 is erroneous and that th e assertion 
that payments were made to the co ntractor on co ntracts without proper approvals is 
totally wi thout merit. 



Finding: 

The Department of Health and Hospitals (DHH) did not retain certain documentation 
needed to support calculations of the base period revenues as  required by Louisiana law 

R ecom m endation: 

DHH should take the necessary steps to ensure that all public records are retained in 
accordance with the tim e periods established  by Lo uisiana law. 

DH H  R esponse: 

The Department of Health and Hospitals does not co ncu r wi th the Legislative Auditor's 
finding that it did not retain certain docu mentation needed  to support the num bers utilized 
in the calculations of the base period revenue. This appears to be a subjective assessment 
not supported  by the facts. Furtherm ore, th e findings would not be  an  issue had the 
Auditor reviewed  an d reported  on this contract in a tim ely manner as  opposed  to this 
current report which is approximately 5 years after th e negotiation of th e co ntract en d 
determination of the base period revenues. Accordingiy, no plan for c, orreetive action is 
submitted . 

DH H Rationale and Support: 

The Auditor cites two statutes, (LSA-R.S. 44:36 an d LSA-R.S. 24:514(C). DHH has not 
violated  eith er provision cited . 

LSA - R.S 44:36 req uires that records be preserved  for th e tim e specified  in sched ules 
developed  an d approved by the State ar chivist an d director of the division of ar chives. 
Thi s sched ule requires that public documents be kept for three years. 

As conceded in earlier correspondence  from th e Auditor, the Au ditor was  provided  
during their review and reviewed the calculations  of the base period rev en ue, but 
complains that the Department of Health and Hospitals staff co uld provide no supporting 
w orkpapers w hich served  th e bas is for ce rtain num bers used  in the calculations . These 
workpaper s were for fiscal year 1988-1989. According to LSA - R.S. 44:36, the 
Department was  under no legal obligation to maintain th ese workpapers after 1992, even  
if such work papers were determined  to be public documen ts en d no written  notice of this 

subject review was provided prior to the end of FY 92. 

LSA - R.S. 24:514(C) provides that no officer can destroy public records belonging to his 
office prior to examination by the Legislative Au ditor. The Auditor performs a review  of 
the Department of Heahh and Hospitals annually. Any information not req uired  by the 
Auditor during this review is not req uired  to be retained  provided  statutes related to 
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document retention time (LSA - R.S. 44:36) have been complied with. The Auditor's 
review of fiscal year 1989 which compared  the baseline, and fiscal year 1990, th e first year 
to which the bas eline applied , has bee n retained. It is ludicrous for the Auditor to suggest 
tha t every piece of paper not specifically review ed  by th e Auditor for a year by an agency 
must be retained , unless subject to LSA-RS 44:36. 

The fact that the workpapers are unavailable now does not in an yway imply that th e 
detailed backup data co ntained  on the w orkpapers w as  not availab le, review ed an d 
supported at the time that th e baseline agreements were negotiated. If th e workpapers ar e 
now unavailable, it would appear to be more a function of the Au ditor's untimely review, 
rather than the Department of Health  and Hospital's laok of doco mentation. In addition, 
the information which has been provided  to the Auditor is more than suffi cient to 
document and support the bas e period revenue amounts. 



CONTRACT M ONITORING (page 13) 

Finding: 

As of September 20, 1994 

The Department of Health and Hospitals (DHH) has not established adequate controls to 
ensure co mpliance with its' written co ntract monitoring plan as required by Louisiana law . 

Recom m endation: 

DHH should take 1he necessary steps to ens ure that all co ntracts are adeq uately m onitored 
in acco rdance with the plan  submitted to the Offi ce of Contractual Review. 

DHH  Response: 

The Department of Health and Hospitals does not agree with the Legislative Auditor's 
finding that it did not establish adeq uate co ntrols to ensure co mplian ce with its written 
contract monitoring plan  as  req uired  by Louisiana law. 

DH H Rationale and Support: 

The Auditor states that, as required  by Lo uisiana law, DHH did develop a co ntract 
monitoring plan an d certify to the O~fice of Contractunl Review  that th e plan would be 
im plem ent ed. The Auditor further  states howev er, that th e D ep artm ent provided no 
evidence  th at the plan  had bee n applied  to the Deloitte & Touche co ntracts. The Auditor 
states that the lack of co ntract monitoring is evidenced by (1) statements from the Office 
of M en tal Health an d Office  of Hospitals co ntract monitors that th ey reviewed  billings 

only for reasonableness, (2) the identification of a $25,000 overpayment to Deloitte & 
Touche under the Mental Health Contract and (3) statements from the contract monitor 
for the Charity H ospital at N ew Orleans th at while a m ore co mplete review w as perform ed 
of the final bill for the contract, interim billings were reviewed only for reasonableness. 

The Auditor does not contend that the Department did not review the invoice s, nor that 
information available to DHH was  inadequate for m onitoring. The Auditor's only 
contention is that the Department applied  a "reasonableness" test to the interim monthly 
invoices which the Auditor believes m ay not have bee n sufficient. The Auditor also 
conced es that the final billing at Charity Hospital in New Orleans was reported  to be 
"reviewed in detail", which provides the State wi th the appropriate monitoring and control 
req uired , co nsidering the rolling, cumulative co ntractual basis of co ntract billings (See 
Exhibit 3). 

The Deloitte & Touche invoices were subjected to the same level of scrutiny as invoices 
under every other D epartment contract. The Department believes the co ntract review was 
appropriate an d conformed  to the prepared co ntract monitoring plan . The D ep artment 
simply does not have the m anpower to review every  invoice  to the extent the Auditor 
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contends is necessary. Furthermore, considering the cumulative nature of co ntractor 
billings, any interim inadvertent errors would have been caught in th e final annual review 

The $25,000 error cited by th e Auditor as being due to inadequate co ntract m onitoring 
activities, was, in fact, due to an inadverten t data input error on th e m a~m um co ntract 
amount which w e believe would ha ve been ultimately identified  and resolved . This was  
not a co ntract m onitoring error, an d th e error was  immaterial, representing less that 1/10 
of 1%  of the total contract paym ents. W hen Deloitt~ & Touche was notified  of this error 
repaym ent was  immed iately made to th e D epartm en t. 



NATURE OF THE W ORK PERFORM ED (page 14) 

Finding: 

As of Sep tember 20, 1994 

The Department of Health and Hospitals (DHH) did not dearly define the tasks to be 
perform ed under the contracts for Charity H ospital at N ew Orleans, the Offi ce of M ental 
Health, and th e Office of Hospitals as required  by Louisiana law. Additionally, DHH did 
not ensure that the m ethod of payment for th e service s under  th e contracts accurately 
reflects th e nature of th ose service s perform ed. 

R ecom m endation: 

DHH should ensure that future Requests for Proposals (RFPs) clearly identify the 
objectives and deliverables to be attained, and that the co ntracts adequately describe or 
define the terms an d the na ture of the work to be perform ed, in accordan ce  with Lo uisiana 
law . Additionally, DHH should ensure that th e method of paym ent is directly related  to 
the types of service s perform ed. 

R esponse: 

The DHH does not co ncur with the fin din~ nor th erefore, wi th th e recommendation. 
Accordingly, no plan for co rrective action is submitted nor req uired . 

DH H Rationale and Support: 

The Auditor has made two as sertions wi th  which DHH does not agree. The Auditor's 
assertions an d th e related  DHH positions  are summarized below : 

1. DHH did not clearly define the tasks  to be perform ed 

The Req uest for Proposal (Exhibit 4) defin ed the revenue enhancement an d co st 
savings obje~ ves of the State. The DOA reviewed an d approved  the Req uest for 
Proposal. The Deloitte & Touche proposal (excerpts at Exhibit 5) defin es the planned 
service s at a co nsiderably greater lev el of detail, including tasks and timeframes. The 
complete Req uest for Proposal an d the complete Deloitte & Touche proposal ar e fully 
incorporated  dire, ctly by reference into the DHH co ntracts themselves (E xhibit 6). This 
co ntract, wi th the referenced docum ents, w ere reviewed and approved  by th e D OA 
Offi ce of Contractual Review and by Civil Service . 

As documented  in numerous prior submi ssions  to th e Auditor,D eloitte & Touche 
provided extensive an d regular documentation to the Dep artment concerning project 
activities an d defiverables. All new related  initiatives were reviewed  in advance  an d 
approved  in advan ce  by DHH . Furthermore, all co ntract modifications, of which th ere 
were 19 across all of the DHH co ntracts, were reviewed  an d approved  in writing by 
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D OA . The contract also prescribes reporting and m onitoring requiremem s for the 

engagement (E~tibit 7). 

2. The m ethod of paym ent is not related to services perform ed  

By far the preponderan ce of the project lasks and hours expended  are direl y related to 
revenue generation, both short-term  and longer term . Accordingly, the reimbur sement 
of a contractor based  on the results achiev ed  is th e m ost directly related  m ethod of 
paym ent possible. 

In the case of the operations improvement service s, a significant portion of th ese  
service s are also directly related  to rev enue generation. W ork related  to admissions, 
eligibility determination, charge capture, information systems, and file matching, as 
examples, all directly affect a hospital's longer term revenue gen eration abilities. 



ELIGIBILITY SERVICES INC. BILLINGS (page 15) 

Recom m endation: 

DHH and LHCA should not allow two contractors to be paid on the sam e basis for th e 
sam e revenues in the future. 

DItH and LH CA Response: 

The Louisiana Health Care Auth ority an d th e Departm ent of Health and Hospitals do not 
concur with th e finding and recommendations regarding th e payment of ESI and Deloitte 
an d Touche. ESI an d Deloitte & Touche are paid for differen t service s required to receive 
payment for M edicaid claims, both  sets of services being essential to overall revenue 
maxim ization. Paym ents to ESI and D einitte & Touche are bas ed on overall revenues 
achieved  as this is the most appropriate reimbursement methodology an d perform an ce  
measure for th e services rendered by each. Furtherm ore, th e Auditor makes a number of 
factual an d computational errors in th eir as sertions. 

DH EI and LH CA Rationale and Support: 

The establishment of a patient's eligibility for M edicaid, as ESI does, is a critical step in 
the overall revenue generation proce ss. However, service s rendered by ESI to certify 
M edicaid patients will not result in new revenue to the State without also charging, 
coding, billing and collecting for the services, ar eas in which Deloitte & Touche provides 
assistan ce . Therefore, the combination of services provided  by ESI an d Deloitte & 
Touche in the instance of new Medicaid eligibles, are both required to enhance the 
revenues of the LH CA an d DHH . Since  revenue im pact is the m ost appropriate m easure 
for th e service s perform ed by both ESI an d Deloitte & Touche, rev en ue enhance ment is an  

appropriate basis for their reimbursement. When Deloitte & Touche and ESI jointly affect 
rev enues as sociated  wi th  an  individual patient, th ere is in fact a higher co st to the LHCA 
or DHH . However, the benefit to the State is still a co nsiderable multiple since  without 
the co mbined service s, such revenue would be lost en tirely. 

This issue is best understood in th e context of the entire rev enue cycle, which co nstitutes a 
very complicated an d interrelated proce ss, of which eligibility determination, ESI's role, is 
only one step. As docum ented in numerous Deloitte & Touche presentations and status 
reports, the revenue cy cle includes the following activities: 

~ Registration 



* Admissions 
~ Eligibility D eterm ination 
. Charge Capture 
. M edical Records Coding 
. Billing 
~ Collections 
* Cost Reporting 
~ Rate Setting 

As of September 20, 1994 

ESI assists in the eligibility determination activities of the hospitals, which would 
otherwise be perform ed intern ally by the hospitals as suming adequate ~ g. ESI's 
services establish the bas is for additional reimbursement, th ough th eir activities do not in 

themselves cause increased collections. Without ESI's services, Medicaid eligibility would 
not he established  for the patients served by ESI and th e hospital would be unable to hill 
M edicaid for the service s rendered  to th ose patients. 

Though ESI's services are critical to enhance  revenues for th ese patien ts, they ar e not 
sufficient to generate th e co llections alone. Accordingly, D eloitte & Touche as sistan ce  is 
considerably beyond the sco pe of ESI's as sistance . D eloitte & Touche's scope of services 
delivered to the LHCA is very broad an d includes as sistance  in all of the ar eas affecting 
revenue perform ance described above. W ithout Deloitte & Touche's as sistance, claims 

for services provided to patients certified for Medicaid eligibility through  ESI's efforts 
would not be paid. 

All of the Deloitte & Touche services described below aff ect the ability of the hospital to 
receive reim bursement for patients certified through  the efforts of ESI, but none duplicate 
the services perform ed  by ESI: 

~ Deloitte & Touche has assisted in improving the data quality of the registration 
proce ss m CH/M CLNO, a critical initial step in the revenue cycle. 

D eloitte & Touche has developed  and im plemented a PC database product for the M AP 
Units through out the Authority, to track and manage eligibility claims, whether referred to 
ESI or retained  in-house. W ithout this database, the M AP units would be unable to trace 
eligibility claims and manage compliance with federal and State guidelines for eligibility 
application processing. 

Deloitte & Touche has provided extensive assistance through out the Au thority to 
im prove charging for service s rendered . This as sistance supports~e, omplete charging 
for service s rendered, at appropriate price s, an d proper billing lea ding to timely 
co llections. 

~ D eloitte & Touche provides assistan ce to resolve co ding backlogs in med ical records 
departments in the Authority . As  a M ed icaid claim can  not be submitted wi thout 



coding, this constitutes another required step in the revenue cycle, and where Deloitte 
& Touche's services extend beyond ESI's scope, 

Deloitte & Touche provides a broad array of services to assist Authority hospital's in 
billing and collecting for services rendered. These services range from developing, 
implementing and maintaining a PC system to automate the proce ss and management 
of these functions to analytical and managem ent as sistance  in identifying an d resolving 
claim s proce ssing constraints. These activities co nstitute additional required  steps in 
the claims paym ent cycle which ff not completed  would preclude paym en t for services 
rendered. 

In addition to our belief that the reim bursem ent m ethodology em ployed is 
appropriate for Deloitte &  Touche and ESI, th e calculation em ployed by the 
Auditor to estim ate Deloitte & Touche re im burs em ents associated  with ESI 
revenues is in error. The Auditor fails to account for the fact that Deloitte & Touche 
co llections far exceeded the co ntractual fee caps to th e extent that th ere was no 
incre m ental cost ofD eloitte & Touche's as sistance  in gen erating th e additional revenues 
resulting from ESI services. In other words, even if th e ESI related  rev enue was 
excluded , D eloitte & Touche would have earned th e full fee paid. 

Furtherm ore, even if the Au ditor employs the erroneous logic that th ere w as  a duplication 
of reimbursem ent an d even if the Auditor ignores th e fact that co llec tions  in excess of the 
Deloitte & Touche contractual caps far exceeded th e revenues associated with ESI 
service s, th e calculation ofDeloitte & Touche's reimbursements on the $44,558,435 of 
ESI related  revenues is also in error as  it is applied inco nsistently with th e actual 
co ntractual reimbursement methodology under which D eloitte & Touche was  paid. 
Specifically, the Au ditor erroneously includes M ed icaid disproportionate share revenues in 
calculating Deloitte & Touche potential reimbursemen ts and assumes, in error, tha t 
D eloitte & Touche participation rate over the period in question was always 15%  of total 
co llections. 

In  fact, the revenues associated  wi th ESI paym ents for the period 10/1/92 - 6/30/93 were 
$26,524,866. For that period, it was co ntractually req uired tha t disproportionate share 
revenues be ex cluded  from co llect ions to derive net co llections for purposes ofD eloitte & 
Touche reimbursement. W hen the co ntractually specified  disproportionate share 

adjustment factor applied to these revenues, the resulting net co llections equal $7,432,267 
for the period 10/1/92 - 6/30/94. Furthermore, when the co rrect Deloitte & Touche 
participation rate for this period which averaged  9.5%  is applied  to net co llections, th e 
result would be $706,065 in Deloitte & Touche reim bursements for this period as sociated  
with ESI related  rev enue. Again howev er, Deloitte & Touche significantly exceeded 
co ntractual fee  caps to the extent that th ere was no incTemen tai cost to the D epartmen t or 
the Authority for an y ESI related revenues. 
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DHH ADJUSTM ENTS TO BASE PERIOD REVENUES (page 16) 

Finding: 

The Department of Health and Hospitals (DHH) did not adjust the base period revenues 
for th e contracts with Charity Hospital at New Orleans, th e Office of M ental Healtl~ an d 
the O~ ce  of Hospitals for an y revenues that were not the result of De|eilte & Touche 
activities. 

Recom m endation: 

DHH should ensure that future RFPs and contracts of this nature provide for adjustments 
so that the co ntractor will be co mpensated only for those revenues directly attributable to 
their w ork. 

DHH  Response: 

The Departm ent of Health an d Hospitals does not agree wi th th e Legislative Auditor's 
finding that it did not adjust the base period revenues for the co ntracts with Charity 
H ospital at N ew Orleans, the Offi ce  of M ental Health  and th e Offi ce  of Hospitals for an y 
revenues that w ere not the result ofDeloitte & Touche activities 

DHH  Rationale and Support: 

The Auditor properly states tha t th e base period rev en ues used  to calculate D eloitte & 
Touche reimbursement were based on revenues for th e fiscal year ended June 30, 1989, 
the year imm ediately preceding th e ince ption of th e co ntracts. The Auditor further states 
that no adjustments to these revenues were made for (1) non-Deloitte & Touche related 
increases, such as inflation adjustmen ts for hospital M edicaid reim bursement rates; (2) the 
impact of the increase of the M edicaid disproportionate share multiplier from DISPRO 2 
to DISPRO 3 an d (3) the impact of demographic changes or changes in federal regulations 
that would result in increased  M ed ieald/M ed ice re funds. 

The Auditor's statement that no adjustm ents were ma de to the base period revenues for 
non-Deloitte & Touche generated  increases or th e im pact of demographic chan ges or 
changes in federal regu lations is inco rrect. W here appropriate and mutually agree d

, a 

number of adjustments to base period revenues were in fact made to appropriately 
measure the im pact ofDeloitte & Touche services. A few examples of such adjustm ents 
include: 

~ An $11.9 million adjustment to the Office of Mental Health baseline to reflect the a 
change in the paym ent methodology for m ental health  hospitals from a co st bas ed  
system to a fiat rate system . 

Adjustments to increase base DISPRO levels at two hospitals due to State delay in 
im plem entation of increas ed  rates. 

13 
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* No D eloitte & Touche participation in extensive activities to rev erse Graduate M edical 

Education (GME) disallowen ce's for 1986-1989. 
~ Limited  Deloitte & Touche participation in a portion of the benefits realized  through 

its work to obtain additional reimbursement for leave days at men tal he, alth hospitals. 

Related  to developing an upda ted  baseline each year to incorporate inflation and other 
external reim bursem ent factors, it w ould be unfair to expect a co ntractor to take the 
co nsiderable financial risk of investing in longer term  revenue enhancemen ts w hich, if 
successful, would benefit the State, without th e co ntractor being able to fix the baseline 
against which perform ance would be measured . This issue was  discussed  extens ively with 
the Office of Contractual Review at th e time th ese co ntracts were be ing negotiated. The 
Director of th e Offi ce  of Contractual l~eviow requested  emphatically that a stable baseline 
be used  to remove the administrative nightmare related  to determining a new bas eline ea ch 
year with revenue figures which co uldn't be finalized for sixty to ninety days after th e end 
of the year an d to ensure th ere would be a co ntract maximum . A revised bas eline under 
this sce nario would be nothing better than a "gu esstim ate", with  dire co nsequences if th e 
gu ess proved to be wrong. 

Furthermore, a rolling baseline is not practical because th e RFP asked  co ntractors to 
propose a participation rate based on co llections  ab ove th e baseline. If th e baseline was 
movable, th e contractors would not ha ve been able to rationally price th eir services, and 
also m ake proposal evaluation very difficult. 

W ith regard to th e issue of including M ed icaid disproportionate share paymen ts in revenue 
calculations, it should be noted  that disproportionate share reim bursements (DISPRO) are 
revenue an d explicitly recognized as  such in co ntractual agreem ents. In addition, it should 
be noted  that DHH  facilities w ere receiving some lev el of DISPRO prior to the D eloitte & 
Touche co ntract. Accordingly, any increase in rev enues, including DISPRO revenues, 
should have been legitimately included and were used to determine co ntractor 
reimbursement. The suggestion by the Legislative Auditor that Deloitte & Touche should 
not have bee n allowed  to share in DISPRO rev enue enhancements because of the chan ge 
in the multiplier from 2 to 3 ignores th e fact that th e approval of that change did not tak e 
place  until late FY 1992 and tha t approval was  due in large m easure to analyses, rate 
m odeling, an d data co llection perform ed  by Deloitte & Touche in support of th e DHH 
proposed multiplier change. The Auditor's co mm ents also ignore the extensive DHH 
requested  efforts an d results ofDeloitte & Touche to get claim s paid once  th e rates were 

finalized. For example, Deloitte & Touche did significant work to increase eligible days 
which significantly increased base period co sts subject to the multiplier. Further, Deloitte 
& Touche did significan t work in the patient accounting area wi thout which DISPRO 
would not have bee n paid at all for many patient days. These efforts are documented  in 
considerable detail in prior co rrespondence  provided to your 

Finally, it is important to note that the Auditor conceded in earlier discussions  tha t even  if 
the effect s of D ISPRO w ere removed from contract paym en ts, D eloitte & Touche w oul d 
not ha ve received an y additional payments since it would ha ve achieved  th e contract 
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maximum fees without DISPRO. The letter previously submitted by Secretary Forrest 
concerning M edicaid disproportionate share is provided as Exhibit 8. 
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CO NTRACT AND BASEPERIOD AGREEM ENT APPROVALS 

(page 23) 

Finding: 

The Louisiana Health Care Authority (LHCA) did not submit the contract and the base 
period agreement, which establishes th e basis for contract payments, on a tim ely basis to 
th e Office of Contractual review for approval as required by Lo u!~iRna law . Additionally, 
LHCA did not receive approval from th e Office of Contractual Review and th e 
D epartm ent of Civil Service  for th e bas e period agreemen t as required by Lo uisiana law. 

R ecom m endation: 

LHCA should ensure that any future co ntracts and m odifications ar e su bmi tted  tim ely to 
the Offi ce of Contractual Review for review  an d approval as  required by Lo ui siana law or 

should provide written justification for late submi ssions. Ad ditionally, LHCA should have 
th e bas e period agr eement approved  by th e Offi ce  of Contractual Review  an d the 
D epartm ent of Civil Service  prior to m aking any further paym ents under  th e co ntract. 

LH CA Response: 

The LH CA does not co n~ r with th e finding, nor th erefore, wi th th e recomm endation. 
Accordingly, no plan  for co rrective action is su bmitted  nor req uired . 

LH CA Rationale and Support: 

Tw o assertions ar e made by the Auditor wi th which w e do not agree . LH CA 's position 
on each assertion is summarized below : 

As subsequently documented, written co mm unica tions  concern ing approved timing did 
take place . As  the D0A and Civil Service  approved  th e co ntract when ultimately 
submi tted , no subsequen t written explanation was  su bmi tted  by th e LHCA, nor was  it 
required . 

The Auditor is approaching the end of wha t has become of a two year long review of th e 
Deloitte & Touche contracts. Not only has this review  req uired  a dram atic level of time 
from th e State agen cies involved and Deloitte & Touche, it has also resulted  in both th e 
DHH and LH CA taking additional precautionary care to as sure flutt an  already sound 
proce ss is wi thout flaw . The Auditor's finding co nce rning timing is th erefore to a large 
extent a self-fu lfilling prophecy - your tw o year review ha s in fact slowed  down the LHCA 
contract deeisinn-m aking and execution proce sses co nce rning D eloitte & Touche. 
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The Auditors' finding is also totally without context concerning th e situation facing the 
Authority during the time period in question. The LHCA Board was not in place due to 
litigation over the standing of th e original Board m embers. Rath er than allowing hospital 
operations to grind to a halt, th e Authority 's Acting CEO worked diligently with  the 
Govern or's Office  and th e Secretary of DHH co nce rning co ntract approvals. 

The subject contract is a very co mplex co ntract requiring careful procurement, bid 
evaluation, and negotiation wi th  the selected  co ntractor. The previous hospital revenue 
contracts expired August 31, 1992. Given delays in the procurem ent proce ss, Deioitte & 
Touche actually was authorized and agreed to work without reimbursemen t for the month 
of September 1992. Considering the criticality ofreven uepefformance to theLHCA and 
the State during this period an d the importance of co ntinuing the critical contractor 
service s wi thout a gap, the new contract was  awar ded effective October 1, 1992, an d 
Deloitte & Touche co mmen ce d work on that date. This was  done wi th the full knowledge 
an d co ncurrence  of the Division of Administration, as docu mented  in Exhibit 9. The 
ensuing co ntract negotiations involving th e DOA, Civil Service , and informally the 
Auditor, were pursued diligently, but simply req uired  m ore tim e due to th e co mplexities 
involved and other issues facing the Authority at that time. 

The Auditor is also incorrect that a rationale was not submitted . It was submitted as is 
evident in the letter in Exhibit 9. 

Finally, the Auditor mi squotes the Louisiana Au thority Code (LAC) 34121 (A) in stating 
the code requires contracts be submitted  before th e effective dates to th e Office  of 
Contract Review . The co de states "contracts should be submi tted  before their effective 
date " 

The Legislative Auditor is co rrect that Louisian a Revised Statute (LSA-R.S.) 39:1484(5) 
an d (6) define co ntracts to include all contract modifications. 

However, as  previously discu ssed  the Auditor is inco rre4"t that th e bas e period revenue 
agreements ar e co ntract m odifications. 

The contract clear ly defines the meth ods under which the co ntractor perform ance would 
he measured  an d reimbursed , as identified  in Exhibit 10. 

The LHCA co ntract co ntaining these specific terms was subject to prior review an d 
approval by the D OA Offi ce  of Contractual Review and the D epartm ent of Civil Service

, including these term s
. 
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contract period collections would be measured under the methods established in the 
contract. 

It is also important to note that this letter of agreement process is recognized explicitly in 
the LH CA contract, as defined in Exhibit I I. Given the tim e required for year end FY92 
data to be co mpiled  after year end for baseline purposes and th e review activities required 
by both parties before such a mutual agreemen t co uld be reached , it was simply not 
possible for such a m utual agreement to be final!Ted before th e contract w as  executed , 
particularly considering the need to co ntract in a timely manner Riven  th e State's acute 
financial diffi culties faced during that period. 

Furthermore, DHH did discuss on behalf of LHCA with the Director of th e Office of 
Contractual Review whether or not it would be necessary to submit a co ntract amendment 
to reflect the base period revenue agreement. DHH was advised  that since  th e original 
co ntract required  the parties to the co ntract to develop a base period rev enue agr ee ment, 
there was no need to am end the contract to reflect th e agree men t, and that th e bas e period 
agr eement is not a co ntract am endment. DHH agreed wi th this recommendation since th e 
baseline agree ment was  a co ntract managemen t requirement, as  opposed  to an  

The reliance by the Auditor on State law req uiring that "modifications  to a co ntract are 
not valid unless approved  in writing by the Director of the Orifice of Contractual Review" 
is th erefore clearly misplaced, since  this agreement was  not a modifica tion of th e co ntract . 

In further support of our position, in the one instance to date when a change to a co ntract 
term was  nece ssary to extend the co ntract for Contract Year 2, LHCA did prepare a 
form al contract m odification which was  reviewed an d approved by th e D OA Offi ce of 
Contractual Review. This is provided  in Exhibit 12. 

The ~  reason tha t the baseline agreement was not submi tted to this same review and 
approval proce ss was that it was  not a contract modification, but only documentation in 
support of a mutual agr ee ment defined explicitly in th e co ntract . H ow ever, the agr eem ent 
was  submitted to DOA for informational purposes as  evident in th e letter in Exhibit 13. 
No req uest for approval was  stated  or im plied . Furthermore, co ntrary to th e Auditors' 
implications that something was "not disclosed" co nce rning this matter. A letter from the 
Off~ce  of Contractual Review dated  Au gust 11, 1993 was  in th e LH CA Contract file 

acknowledRing reeeipt of the Deloitte & Touche/LHCA Baseline letter. The letter only 
"suggested" the LHCA see k advice from th e Attorn ey General and Legislative Auditor. A 
hand written note on the letter documents that a co py of the Bas eline letter was sent to th e 
Le gislative Auditor's office on Au gu st 25, 1993 (see 'Exhibit 14.) 

W e would also like to point out the co ns iderable effort we took to obtain your staffs 
review of this agr eement up front as evidien oed  by th e fax transmission to the Au ditor 
(Exhibit 15). LHCA Executive Staffalso report num erous verbal co mm unications wi th 
the Legislative Auditor throughout the proce ss co ncerning th e baseline agr ee ment. 

18 



CONTRACT M ONITORING (page 24) 

Finding: 

As of September 20, 1994 

The Louisiana Health Care Authority (LHCA) has not established adequate controls to 
ensure co mpliance with Lo uisiana law related to developing and im plementing a written 

contract monitoring plan . 

Recom m endation: 

LHCA should imm ed iately take the necessary steps to dev elop an d im plement a written 
plan  for contract monitoring as req uired  by Louisiana law. 

LH CA Response: 

The Lo uisiana Health Care Auth ority does not agr ee wi th  ",.he Legislative Auditor's finding 
that it did not establish adeq uate co ntrols to ensure co mplian ce wi th Lo ui siana law related  
to developing an d im plem enting a written co ntract m onitoring plan . Conseq uently, no 
corrective action plan has been developed or will be submitted . 

LH CA Rationale and Support: 

The co ntract itself defines explicit an d detailed  contractor reporting an d monitoring 
requirements (Exhibit 16). The contract req uires an d LHCA receives extensive monthly 
and quarterly status reports from Deloitte & Touche which ar e reviewed  and approved  by 
each hospital administrator. The statu s reports detail current activities being perform ed  
an d provide a co ntinuing form al, written instrument forco ntract m onitoring an d review by 
LHCA executive management. There is actualiy a co nsiderable amount of monitoring an d 
should be in co mplian ce  wi th co ntract monitoring as  required  by Louisiana State law . 

As  is evident above, in our CFO's haste to respond to th e Auditor in the tight timefram e 
requested , th e letter dated Febru ary 25, 1994 reported  in error that no specific written 
plan  was in place  which documented  what has been done to verify that the required  work 
has  bee n perform ed . 

First, the bas eline agree ment under which payment to the contractor was to be based  was  
under negotiation at the end of the FY 1993. To verify am ounts due to the contractor at 
fiscal year end, the ChiefFinancial Office r of th e Au th ority called  in one of the fin ancial 
man agers from the facilities that ha d experience wi th Deloitte & Touche invoices an d 
billing m ethodology. Although a full audit progr am  was  not dev eloped  at th at time, th e 
individual did perform analytical proce dures an d verifications  to document that revenues 
had been co llected  in excess of th e amounts th e co ntractor was  to be reim bursed . Sine. 
the end of the fiscal year was near, we had the respons ibility to properly reco rd these 
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expenditures in th e fiscal year that they were budgeted to be paid. Being aware of the 
need to fairly present the LHCA's expenditu res for fiscal year I993, and being reassured 
by th e facility financial manager that adequate levels of revenue had been collected to 
more than safely satisfy the total am ount of invoices presented  for paym ent by D eloitte & 
Touche, the Chief Financial Offi cer co nditionally approved the paym en t of th e invoices as 
authorized and explained  in a letter dated  M ay 28, 1993 from th e CEO to Deloitte & 
Touche. This letter and additional back-up letters are found in Exhibit 17. 

N ext, in M arch 1994, a form al invoice  audit an d review m ethodology which was 
developed by a separate LHCA contractor had been implemented . The Authority 
req uested  D eloitte & Touche to submit additional informalion for th e invoice  for 
September 1993 an d th e formal audit methodology  was perform ed  on the September 
invoice which was  the final, cumulative year end invoice  for Contract Year 1. By 
reviewing the final cumulative invoice  for Contract Year I using th e formal audit 
methodology , a comprehensive review  was  perform ed  an d an y errors, if they existed , 
would be iden tified . Since  this m ethodology  was  implemen ted, all invoice s from the 

inception of the contract ha ve been subjected to the detailed audit program review, The 
year end review provides th e full monitoring and control req uired  co ns idering the rolling, 
cumulative co ntractual basis of co ntract billings (Exhibit 18). 

Finally, Deloitte & Touche provides ext ensive monthly and quarterly written reporting on 
contract activities. These reports are reviewed an d monitored  at a detailed  level by LHCA 
m an agem ent. 



RETENTION OF RE CORDS (page 25) 

Finding: 

As of September 20, 1994 

The Louisiana Health Care Authority (LHCA) did not retain certain do~mnentation 
needed to support calculations of the base period revenue as required by Lo uisiana law 

Recom m endation: 

LHCA should take the necessary steps to ensure that all public records are retained  in 
accordance with the time periods established by Lo uisiana law. 

LHCA Response: 

The Authority does not concur. Not only were no workpapers dev eloped or required , th e 
use of the $70 million baseline amount had no impact on the provurement or th e am ount 
of co mpen sation paid to the contractor. Accordingly, no plan for co rrective action is 
submitted . 

LH CA Rationale and Support: 

The Lo uisiana Health Care Authority bee~ane effective near the time of the subject 
procurement. The RFP that the contractor is working un der was jointly developed by the 
Department of Health an d Hospitals an d the Lo uisiana Health Care Authority staffin June 
1992. At this time, the baseline of $70 million was determined an d included in the 
Request for Proposal. This baseline amount was also acknowled ged  in th e RF questions 
an d answers, contractors proposal an d subsequently in the co ntract. The Request for 
Proposal an d the co ntract were reviewed by the Division of Administration Office of 
Contractual Review an d Civil Service  which apparently did not have a problem wi th this 
base period am ount. 

The summer and fall of 1992 were very disruptive tim es for the Louisian a Health Care 
Au thority for it was at this time that the Authority was being physically separated  from 
DHH. Subsequently, there have been two co mplete physical moves of th e LHCA offi ce s 
and turnover of all major officers of the Authority. As a result, the current LHCA 
administration had no part in the development of the base period revenue figure. 

Acco rding to the DHH representatives who developed the RFP and the $70 million figu re, 
no workpapers were developed nor necessary for the determination. Rath er, using 
existing available information, these individuals sought to identify the appropriate lev el of 
FY 89 net co llections together in a one hour work session, in order to approximate 
co llections prior to the Deloitte & Touche co ntract. The results of tha t work session are 
the am ounts in the RFP, and no workpapers were developed nor retained. Accordingly, 
there is no workpaper retention issue. 
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It is important to recognize that all bidders were provided the same inform ation, and 
would have used  the sam e $70 million amount to determine th eir bid. 

It is also im portant to recognize that even had a different am ount been chosen, it is highly 
unlikely that the total cost to th e State w ould have been affected  assuming a co mparable 
level ofperformanee . This is because a change aff ee ting th e range of dollar s for fee 
participation would have aff ected  th e percent bid by any bidder an d not the dollar value of 
the bid. M ore speoifically any bidder would determine th eir performance fee  co nsidering 

the mathematical relationship of the budgeted co sts for the project an d the range of 
revenue available. Accordingly, had a figure oth er than $70 million been selected and 
defined , the performance rate submitted  by each bidder would have of nece ssity bee n 

adjusted by said bidders. 

And assuming a performance  fee  reflective of a different bas eline, w e believe it is highly 
likely that Deloitte & Touche, or an y other qualified  contractor, w ould ha ve earned  the 
maximum co ntraetual performance fee  with co mparable revenue performance  to that 
produce d by D eloitte & Touche. 



BASE PERIOD REVENUES (page 26) 

Finding 

As of September 20, 1994 

The base period revenues established for the Louisiana H ealth Care Authority's contract 
with D eloitte and Touche ar e inordinately low . 

R ecom m endation 

LH CA should not have set the base period ~'venue figure at an am ount less than the figure 
for the fiscal year ended June 30, 1989, the base period for the original DHH co ntracts. 
Furthermore, LHCA should co nsider adjusting the base period revenue figure for the 
current co ntract for any extens ions of the co ntract term to an  =mount that reflects m ore 
accurately the ability of the facilities to generate reven ues indepen dent of a third party 
co ntract or. 

LH CA R esponse 

The LHCA does not co ncur wi th this finding, nor th erefore, with th e recomm endation. 
Aeco rd/ngly, no plan for corrective action is submitted nor required. 

LH CA Rationale and Support 

In spite of numerous submissions  on our part over th e past two years, we believe the 
Auditor has does not seem to fully comprehend the complexities of this large revenue 
enhancement co ntract nor th e bas ic underlying business principles co ncerning investm ent, 
risk an d co ntractor reim bursem ent. Specifically, the Auditor does not appear to 
understand the role that th e setting of a base period reven ue =m oun t plays in th e overall 
co ntract structure an d co ntractor reimbursement. 

W hen the Request for Proposal w as  dev eloped in 1992, rep resentatives of DHH an d a 
pas t LHCA administration determined  th e work tasks to be completed an d th e fin ancial 
stru cture of the co ntract. Based  on this sco pe of work, the Request for Proposal included 
langu age which provided  the bas ic financial structure of th e contract including: 

The contractor would not be paid any money until a certain level of net co llections 
were reached  which the RFP dev elopers co ns idered to be approximate to FY 1989 
hospital co llections  net of M ed icaid disproportionate share and oth er one-tim e an d 
unique paym en ts. This provision was developed  to avoid paying th e co ntractor for 
hospital revenue performance  achieved  prior to the co ntractor's involvem en t. The 
am ount, $70 million, was  determined  to be the =m ount of net co llections which must 
be received by LHCA prior to the co ntractor receiving an y reimbursemen t. 
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Twenty five percent of cont ractor reimbursement would be held back until the net 
co llections received by LH CA reached  $200 million. This provision provided  
incen tive to the co ntractor to exceed $200 m illion in net co llections. 

In addition, the contract with Deloitte & Touche limited the level of net collections in 
which D eloitte & Touche co uld participate to $240 million. This provision had the affect 
to eliminate a potential windfall to th e co ntractor unrelated  to th e impact of th eir activities 

It must be remembered that the RFP called for th e co ntractor to perform num erous 

projects related to revenue enhancement including short term revenue enhancement 
initiatives, operations  im provement activities which were co mpleted  to increase LHCA 
revenues in the long term, and certain other RFP req u~'~'ted  services. As such, the RFP 
was requesting the co ntractor to provide th e resources and necessary as sociated  capital in 
an "at risk" situation until certain lev el of net co llections  were received  by th e LH CA. In 
other words, this is not a typical "co llections" co ntract where th e co ntractor only identifies 
short term  account s receivable collections  problems and dev otes all th eir time to short 
term  revenue generating activities which leave no lasting im pact on th e hospitals. Rath er, 
the contractor is providing a clearly defined  broad scope of service s focusing on short- 
term  and long-term  improvement, with the co ntractor's overall rev enue participation 
financing all such services. 

The Auditor is inco rrect in asserting that the co ntractor would receive less reim bursement 
using a bas e period net co llections  figure higher than $70 million. If this bas e period 
revenue figure would have been high er, each bidder would have bid a high  participation 
rate. The rea son for this is two fold. First, th e activities req uired of the bidder and related 
co sts would not change. As th ere would be less net co llections  for the co ntractor to 
participate in, an y bidder would increase their participation rate to co ver th e budgeted  
co sts an d return on investment under the contract. The second reason is that at a high  net 
collections base, a bidder would be req uired  to provide as sistance  for a longer time 
wi thout any reimbursement, which, as  an y financial professional knows, w ould increase 
the cost of investment for the co ntractor which w ould cause them to req uire a higher 
participation rate. W e believe that change in the bas e period revenue figure would not 
have significan tly im pacted  total reimbursemen t to a co ntractor, as suming comparable 
revenue perform an ce . 

Furtherm ore, co ntrary to the Auditor's as sertions , th e co ntra ctor is not assured  co mplete 
paym ent of their participation rate under the co nt ra ct structure, because co ntractor 
reimbursement is bas ed  on actual performance in th e co nt ract year. If net co llections  did 
not reach $70 million, the co ntractor would receive no reim bursemen t. And if net 
co llection did not rea ch $200 million, 25%  of their fees ar e wi thheld. It is also im portant 
to reco gnize tha t approxim ately 50%  of co nt ractor reim bursem ent is dependent upon th e 
co ntractor producing net collections of grea ter than $200 mi llion which is significantly 
above an y baseline which the Auditor is proposing should ha ve been used . In addition, th e 
fact tha t net co llections for the first co ntra ct year exceeded  $240 million, provi des the 
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reality that no matter the level of base period revenues or the participation rate, D eloitte & 
Touche would ha ve reached its contract ~ um based on superior performance. 



NATURE OF THE W ORK PERFORM ED (page 27) 

Finding: 

The Louisiana Health Care Authority (LHCA) did not clearly define the tasks to be 
perform ed under the contract with  Deloitte and Touche as required by Lo uisiana law. 
Additionally, LHCA did not ensure that the method of payment for th e services under 
contract accurately reflects th e nature of th ose service s. 

Recom m endation: 

LHCA should ensure that future Requests for Proposals (RFPs) clearly identify the 
objectives an d deliverables to be attained, and ",hat the contracts adequately describe or 
defin e the terms an d nature of work to be perform ed , in avco rdance  wi th Lo uisiana law 
Additionally, LHCA should ensure that the method of payment is directly related  to th e 
types of services perform ed . 

Response: 

The LHCA does not concur with th e finding, nor therefore, with the recomm endation. 
Accordingly, no plan for co rrective action is submitted , nor req uired . 

LH CA Rationale and Support: 

The Request for Proposal (Exhibit 19) defin es the detailed service s expected of the 
contractor including revenue enhance ment an d operations improvement services. The 
Request for Proposal also clearly establishes that all such service s ar e to be paid from 

revenue enhancement participation (E xhibit 20). The DOA reviewed an d approved the 
Request for Proposal. The Deloitte & Touche proposal (Exhibit 21) defines the planned 
service s by RFP ar ea at co nsiderably grea ter level of detail, including tasks, hours, and 
timeframes. The Daloitte & Touche proposal also establishes a proce ss for reallocation of 

co ntract resources ffdictated by LHCA needs (Exhibit 22). Th e co mplete Req uest for 
Proposal cited  and the complete Daloitte & Touche proposal ar e fully inco rporated  
directly by reference into the contract itself(E xhibit 23). This is co nsiderably more detail 
than  most State co ntracts. This contract, wi th the referenced  documents, was also 
reviewed  and approved  by D OA an d Civil Service. 

As required under the co ntract ( Previous Exhibit 16), Deloitte & Touche provides 
detailed  monthly statu s letters an d detailed  quarterly reports to th e LHCA Executive 

Steering Committee. These briefin gs also address all project tasks at a detailed level 

By far the preponderan ce of the project tasks an d hours expended are directly related to 
revenue generation, both short-term and longer term . Accordingly, the reim bursement of 
a contractor based  on the results achieved is th e most directly related  method of payment 
possible. 
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In the ease of the defined "operations improvem ent services" under the contract, a 
significant portion of th ese services are also directly related  to reven ue gener ation. For 
exam ple, efforts related to admissions, eligibility determination, charge capture, 
inform ation systems, and file matching, as examples, directly affect longer term hospit~ 
revenue gen eration abilities. 

In  th e RFP task ar eas not directly related to revenue, it was clear to all bidders that th e 
defined  fee participation was th e intended  m eans to also finance such service s. 
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CONTRACT M ODIFICATIONS (Page 27) 

Finding: 

The Louisiana Health Care Auth ority has allowed modifications which are not in accord 
with th e terms and conditions  of th e Request for Proposal an d the Contract. 

Recom m endation: 

LHCA should ensure that an y modifications  to future co ntracts are co nstant wi th th e 
terms and conditions in th e original RFP and co ntract. Additionally, LHCA should 
co nsider the appropriateness of issuing an other RFP an d soliciting new proposals to 
co ntinue the revenue enhancemen t and operations improvement activities for th e third 

co ntract year. 

Response: 

The LHCA does not concur with th e findings nor th erefore, wi th th e recommendation 
Accordingly, no plan for co rrective action is submitted  nor req uired . 

LH CA Rationale and Support 

The LH CA has not allowed  modifica tions  which are not in acco rd wi th th e terms an d 
conditions  of th e RFP or co ntract, co ntrary to the representations  of the Auditor. This is 
because the base period agreement is not a co ntract m odifica tion. 

The co ntract m easures an d defines at a detailed  level th e terms and co nditions under which 

the contractor performance is being reimbursed ( Previous Exhibit 10). The contract 
containing these specific terms was subject to prior review an d approval by the DOA 
Offi ce of Contractual Review an d the Department of Civil Service , including these term s. 

The base period agr eement does not modify these co ntract terms in any manner. The bas e 
period agr eement merely documents at a detailed  lev el th e base period revenue 
performance levels against which contract period co llections  would be measured  under th e 
methods established  in the co ntract. It is also im portant to note that this baseline 
agreement process is recognized explicitly in the contract (Previous Exhibit I l). 

The Auditor is also incorrect th at the establishmen t of FY 92 net co llections at $200 
m illion som ehow creates a guarantee  for D eloitre &  Touche. Th e RFP and RFP questions  
an d an swers clearly established  for all bidders that $200 million was th e State's belief as  to 
w hat FY 92 net co llections  actually w ere. This is noted in Exhibit 24. Furtherm ore, the 
Deloitte & Touche proposal, which was accepted  by the State, clearly established th e 
dependency of the Deloitte & Touche bid on the accuracy  of the State's representation of 
FY 92 co llections which was being used  by all bidders. This is described  in Exhibit 25. 
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M oreover, as is clearly described in the Contract at Exhibit 26, the contractor is paid 
based on actual net co llections performance in th~ contract year. and not FY 92 net 
collections. Even ff actuai FY 92 co llections w ere greater or less than $200 million, th ere 
would be no affect on actual co ntractor reimbursement in th e co ntract performance year. 
Rather, it is th e actual net co llections in the co ntract performance year which govern 
co ntractor reimbursement. Accordingly, th e Auditor representation that th e co ntractor 
w ill earn at least $12.5 million in th e co ntract year is unfounded . 

Finally, relative to th e recommended rebidding, th e Au ditor's drai~ rep ort was received  in 
late August 1994. Even ff we believed  that rebidding Contract year 3 made sense based  
on the Auditor's findings, which we do not, th e Auditor has an unrealistic understanding 
of the tim e required  for public procuremen t in Louisiana. The current co ntract year 
expires September 30, 1994, less than six weeks aRer th e Au ditor's draft rep ort was 
delivered . It would be im possible to reprocure such services without incurring at least a 
several month gap in these essential revenue enhancemen t services, during a period that 
m axim izing LH CA revenue perform ance  is cfifioai to th e State. 


