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W e performed a financial related audit of the Department of Health and Hospitals (DHH or the 
department) and the Lo uisiana Health Care Authority (LHCA or the authority). The purposes 
of our financial related audit were to review the professional service contracts between the 

department and Eligibility Services, Inf., (ESI) to determine (1) compliance with applicable 
laws and regulations; (2) the nature of the work performed  an d the method(s) of payment; an d 
(3) the adequacy of the internal co ntrols affecting the co ntracts. 

Our audit was pe rformed in accordance  with Government Auditing Standards, issued by the 
Comptroller General of the United States, applica ble to a financial related audit. Our lim ited 
procedures consisted of (1) examining selected department an d authority records; 
(2) interviewing certain department and authority personnel and certain ESI personnel; 
(3) reviewing applicable Lo uisiana laws and regulations ; (4) reviewing pertinent department 
and authority policies, procedures, rules, an d regulations ; an d (5) making inquiries to the 
extent we cons idered necessary to achieve our  purpose. Our procedures also included an 
as sessment of th e likelihood of irregularities an d illegal ac ts, an d an y such matters that cam e to 
our attention are pres ented in our findin gs an d recomm endations . 

Bas ed  on the ap plica tion of the procedur es referred to previously, the accompanying findings 
an d recommendations represent those co nditions  that we fee l warran t attention by the appro- 
priate parties. M anagements' responses to the findings and rec ommendations presented in th is 
report ar e included  in Attachm ents I an d II. W here applica ble, our additional co m ments

, 

based on m anagem ents' responses , ar e included in Attac hment III. 
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These lim ited procedures are substantially les s in scope than an audit of financial statements in 
accordance with governm ent auditin~  standards, the purposes  of which are to provide assur- 
ance s on the entity's presented financial statements, asses s the entity's internal control 
structure, and as sess the entity's compliance  with laws an d regulations that co uld materially 
im pact its financial statements. Had we performed such an  audit, or had we performed 
additional procedur es, other matters m ight ha ve co m e to  our  attention that would have been 
reported  to you. 

Th is report is intended for the use of management of DHH an d LHCA an d should only be used 
by those who fully understand the lim ited purposes of the procedur es performed. By state law, 
this report is a public document an d has been distributed to appropriate public offi cials as 
required  by Louisiana Revised  Statute 24:516. 

CGEW :M W B:BJJ:dl 

Daniel G. Kyle, CPA, CFE 
Legislative Audito r 
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Executive Sum m ary 
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Financial R elated Audit 

D epartm ent of H ealth and H ospitals and 
the Louisiana H ealth Care Authority 
Contracts with Eligibility Services, Inc. 

The Department of Health and Hospitals (DHH or the 
department) and the Louisiana Health Care Authority (LHCA or 
the authority) paid Eligibility Services, Inc,, (ESD $18,998,535 
from August 1990 through Dec ember 31, 1994. Our finaneiai 
related audit of th e DHH an d LHCA contracts with ESI found that: 

DHH an d LHCA may have overpaid ESI $4,437,971 based 
on th e billing method an d reimbursement percentages used 
by ESI. 

DHH an d LHCA failed m adequately monitor the ESI 
contracts and failed  to ensure that ESI has co mplied with  
the co ntrac tual provisions, resulting in potential co ntract 
overp aym ents. 

DHH and LHCA paid ESI $5,029,459 where no additional 
revenues were generated for the state , an d they allowed  ESI 
to bill the department bas ed  on hospital M ed icaid per diem 
rates that were not in effect at the tim e th e contracts were 
ne gotiated. 

DHH and LHCA paid ESI $7,710,968 without required  
approvals from th e Division of Adm inistration and 
Department of State Civil Serv ice . 

DHH an d LHCA allowed  an oth er contractor, Deloitte an d 
Touche, to participate in th e revenues  "generated" by ESI, 
at an  additional potential co st of $7,522,507. 

Daniel G. Kyle, Ph.D ., CPA, CFE, Legislative Auditor 

Phone No. (504) 339-3800 



 

The objectives of our f'maneial related audit were to review the professional service 
contracts between the Department of Health  and Hospitals and a contractor, Eligibility 
Serv ices, Inc., to determ ine: 

compliance  with applicable laws and regulations; 

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

the adequacy of the internal co ntrols affecting the co ntracts. 

The following svm marizes the findings and recom m endations that res ulted from our  
financial related audit of the Department of Health  and Hospitals and th e Louisiana Health 

Care Authority an d the two co ntracts with Eligibility Serv ices, Inc., (ESI). Detailed 
information relating to the findings and recomm endations ma y be  found on th e page number 
referenced. 

Contract M onitoring 

Finding: 

(Page 17) 

DHH an d LHCA have not established  adequate controls to 
ensur e co mpliance with the DHH written contract m onitoring 
plan and have not ensur ed  that ESI has complied  with 
contractual provisions. 

DHH and LHCA should establish co ntrols to ensur e that ESI 
has co mplied with contrac tual provisions and should ensure 
that subsequent agreements do not place a co ntrac to r at a 
potential advantage over the department or the authority. 

F[vding: DHH and LHCA ma y have overpaid 
$2,150,797 for the original co ntract. 

(Page 19) 

ESI by an estima ted 



DHH and LHCA 

DHH and LHCA manasement should refer the matter to their 
res pective legM counsels and co nsider see king repayment of 
an y am ounts to which ESI is not entitled . ALso, managem ent 
should monitor co ntractor billings to ensure  that they are made 
in acco rdance w ith the contract. 

(Page 20) 

Under the current co ntract, DHH accepted ESI's bid that is 
based on hospital per diem rates and a fed eral financial 

participation (FFP) rate that were no t in effect at the time the 
proposal was  issued . In addition, the billing method the 
department allowed ESI to use was different from ESI's bid, 
which was accepted by the de partment, resulting in potential 
overpayments estimated at $2,287,174. 

The departm ent should re fer the ma tter to its legal coum cl an d 
cons ider seeking re im bursement for an y am ount to which ESI 
is not entided . Also, DHH sh ould ensure that contract terms 
are bas ed  on accurate and current data, and negotiated terms  
result in the lowes t possible co st to  th e state . 



(Page 22) 

DHH and LHCA allowed payments of $5,029,459 to be made 
to ESI although no additional revenue was generated for the 
state. Furthermore. $755,308 of these payments were 
calculated from rates that were never implemented by DHH. 

DHH an d LHCA should ensure that the payment method a 
contractor is allowed  to use is accur ate and is in accordance 
with  the terms of the contract and RFP and that the goal of th e 
RFP is accomplished . Furtherm ore, DHH and LHCA should 
be part/cularly vigilant to ensur e that revenue has been 
increased when compensation to co ntractors is intended  to be 
measur ed  by those revenues. 

Finding: 

(Page 23) 

DHH and LHCA did not subm it docum entation, as  re quired  
by Louisiana law, to the Offi ce  of Contractual Review an d the 
Department of State Civil Service  for chan ges in payment 
methodology resulting in payments of $7,710,968. The 
changes  in the method of payment appear to be m od ifications 
to th e original co ntracts. 

DHH an d LHCA should ensur e that an y modifications to 
future co ntracts are submitted to the Office  of Contrac tual 
Review an d the Department of State Civil Serv ice for review 
an d approval as required by Louisiana law. 

Fm ding: 

(Page 24) 

D HH an d LHCA did not ensur e th at rates established  by ESI 
for their compens ation from  the M ed icaid teaching pool were 
calculated from the correct data, resulting in potent ial over- 
payments to ESI estimated at $67,520. 
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Paym ents in Excess of Contract M axim nm 

Finding: 

(Page 25) 

LHCA did not properly monitor total payments made to ESI 
and paid the contractor $20,736 above the maximum amount 
allowed under the original contract. 

LHCA managem ent should refer the matter to its legal co unsel 
and co nsider seeking repayment of any am ount to which ESI is 
not entitled . Al so, management should monitor contractor 
billings to prevent payments in  excess of the contract 

m axim um . 

Finding: 

(Page 25) 

In violation of Louisiana law , DHH and LHCA provided ESI 
a working capital advance of $303,750. 

The depanm eut and the authority should em ure that ali 
contractors who request a working capital advance are 
statutorily eligible for such advances before requesting them 
from th e D ivision of Adm inistration. Also, the departm ent 
an d the authority should ensure th at th ey do not appear to 
p~o,~ide an  advantage to in6ividual contractors par ticipating in 
the RFP process. 

Finding: 

(P age 26) 

DHH an d LHCA ap pear to have allowed the inclusion of 
$50,150,047 in revenues generated by the activities of ESI in 
the revenues claim ed  and billed  by Deloitte and Touche, 



resulting in potential additional payments es timated at 

$7,522,507. 

In the future, DHH and LHCA shoul d not allow tw o con- 
wacmrs to be paid based on the same revenues . 

(Page 27) 

DHH has not complied with federal regulations relating to 
tim ely determ ination of eligibility and has no t ens ured that ESI 
has co mplied  with conWactual provisions  that require that 
M edicaid eligibility applications  be processed with in specific 
time cons traints. 

M anagement shoul d enforce co mpliance  with the terms of the 
contract and with federal regulations . The department should 
cons ide r action against the co ntractor for nonco mp liance, 
which may include remov ing applications from the co ntractor 
and processing them through the M ed ical Assistance Program 
units or imposing other penalties against the contractor for its 
failur e to co mp ly with co ntractual provisions . 

Extended Inpatient Stays 

Finding: 

(Page 28) 

DHH and LHCA paid ESI for extended  inpatient hospital 
stays. 

DHH an d LHCA should establish co ntrols to red uce  
unnecessary referrals to ESI for extended  inpatient stays. 

H nding: 

(Page 29) 

DHH allowed ESI to benefit from hospital per diem rate 
increases that were not the result of service s provided  by the 
co ntrac tor. 
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DHH should evaluate all contra~  at eac h renewal period to 
ensure that the department is still obminin~ needed services at 
the least possible cost and should ensure that any increases in a 
contract's maxim um  are supported by additional services 

supplied by the contractor. 

(Page 30) 

DHH has allowed ehang~  in contract provisions from the 
original contract to the current contract that appear to have 
directly benefitted ESL 

DHH should review the current contract and any future RFP, 
responses, an d co ntracts to determ ine th e im pac t of the terms 
negotiated to ensur e that no party has a distinct advantage over 
the other. 



C hapter O ne: Introduction 

The Department of Health and Hospitals (DHH or the department) was created in 
accordance with Title 36, Chapter 6 of the Louisiana Revised Statutes of 1950, as a part of the 
executive bran ch of government. DHH is charged with providing health and medical services 
for the uninsured and medically indigent citizens of Louisiana either direc tly, through the 
operation of health care facilities, or indirec tly, by agreement with the Lo uisiana Health Car e 

Authority (LHCA or the authority). Services provided by DHH include, but are not limited 
to, serv ice s for the mentally ill, for persons with mental retardation and developmental 
disabilities, for alcohol an d drug abusers, public health serv ices, and serv ices provided under 
the M edicaid program . DHH oversees the operations of seven dev elopm ental ce nters, six 
mental hospitals, two long-term care hospitals, th e state health  departm ent, var ious regulatory 
an d lice m ing boards, mental health an d substance  abus e clinics, and other health related 
facilities located throughout Lo uisiana. The state's acute ca re hospitals were the responsibility 
of DHH until Jan uary 1, 1992, when they were transferred  to LHCA in acco rdan ce  with Act 
390 of the 1991 Re gular Ses sion of the Lo uisiana Legislature. 

The Lo uisiana Health Care Authority was created in acco rdance  with Title 46, Chapter 
6 of the Lo uisiana Revised  Statutes of 1950, as  a political subdivision of th e state . LHCA is 
governed by a 12-member board, co nsisting of tw o ex-offi cio members (the Secretary of DHH 
an d the Commissioner of Administration), nine at-large membe rs (appointed by the governor), 
an d the chief executive office r of the authority. LHCA is charged  with the operation of the 
state's nine acute care hospitals which provide health and med ical serv ices for the uninsur ed 
and med ically indigent citize ns of Lo uisiana an d opportunities for clin ical educa tion for the 
state's students Of medicine, nursing, an d allied  health fields . 

The Code of Fed eral Re gulations 42 CFR 431.10(a)(1) requires that Med ica id state 
plans spec ify a single state agency  established  or designated to adm inister or superv ise th e 
adm inistration of th e M edica id program for the state . Section 1.1 of th e Lo uisiana State Plan 
designa tes DHH as the agency adm inistering the M ed ica id program for the state. The Code of 
Fed eral Regulations also requires  that the state plan  spec ify wheth er th e agency determ ining 

eligibility is the Med icaid agency or the single state agency established by Title IV-A (Aid to 
Families with Dependent Children - AFDC) of the Social Sec urity Act. Sec tion 2.1 of the 
state plan  for Lo uisiana spec ifies that DHH , as  th e M ed icaid agency, is responsible for the 
determina tion of eligibility. 
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BACKGROUND 

During our  audit of DHH for the fisca l years ended June 30, 1991, and 1992, we 
became aware of a professional service contract between DHH and ESI, a private co mpan y 
providing assistance in ce rtifying individuals as  M edicaid eligible. This co ntract was  designed  
to enhattce collections by the departm ent through ESI's as sistance in  gath ering inform ation for 
the determ ination of M ed icaid eligibility for clients serv ed  by the state facilities . In addition, 
ESI was to provide training ses sions at each facility detailing the types of cases it was 
suCCessful in pur suing. Payments to ESI were contingent upon its ability to generate revenues 
from the data gathered for these M ed icaid ce rtifica tions and were based on perce ntages of the 

fed eral fmane ial participation rates (FFP - the fed eral share or reimbursement of Med icaid 
expend itures incurred  by the state), The original co ntract began August 29, 1990, and 
provided  for an original maxim um payment of $2,430,000 to ESI. Two subsequent 
amendments increased the co ntract to $13,415,455 over a three-year period. Due to time 
delays in M edicaid billing, the department agreed that ESI co uld be paid based on eligible 
receipts due to the departm ent, ra ther than on ac tual receipts. 

Effec tive August 20, 1993, DHH negotiated a new co ntract with ESI. As with the 
1990 co ntract, reim bursement is based  on perce ntages of the FFP of actual receipts, and ESI 
may be paid for eligible receipts due to the department once  an  individual is certified  as 
M edicaid eligible. Th e co ntract maximum payable is $8,100,000, an d it is renewable for two 
one-year periods. In July 1994, the departm ent renewed  the contrac t for a one-year period. 

Our examination of the contracts co vered the pe riod from August 29, 1990, through 
December 31, 1994. Before July 1, 1992 , DHH was res pons ible for monitoring the 1990 
co ntrac t. However, beginning July 1, 1992 , LHCA assumed this respons ibility on behalf of 
DHH. LHCA is continuing to make payments under th is co ntract. Beginning with the 1993 
conn'act, DHH assumed  responsibility for managin g and paying ESI. For the period 
August 29, 1990, through December 31, 1994, the department and the authority paid ESI 
$18,998,535. Table 1 on the following page provides a breakdown of payments ma de by 
DHH and by LHCA over the lives of the contracts through December 31, 1994. 
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Table 1 
Schedule of Total Contract Payments 

Through December 31, 1994 

Fiscal Year D HH LHCA Total 

1991 $746,688 $746,688 
1992 3,099,451 3,099,451 
1993 $4,814,587 4,814,587 
1994 2,000,000 3,691,792  5,691,792  
1995 3,562,343 1,083,674 4,646,017 

Total $9,408,482 $9,590.053 $18,998,535 

;ource: Prepared  by Legislative Auditor's staff from var ious 
department and authority contract payment inform ation 
sources. 

Payments under the 1990~ ntract have totaled  $13,436,192 , from August 29, 1990, 
through December 31, 1994. This payment total represents an increase ofi$I1,006,192  over 
the original co ntrac t maximum of $2,430,000, an  overall 452 percent increase as shown in 
Table 3 on page 11. The remainin~ $5,562,343 was paid under the 1993 co ntract. The 
August 29, 1990, co ntract is more fully discussed in Cha pter Two, and the August 20, 1993, 
contract is discussed in  Chapter Three. 

The objectives of this examination were to review the professional service co ntracts 
between the department and ESI to determin~ (1) co mpliance with applicable laws and 
regulations; (2) the nature of the work performed  an d the method(s) of payment; and (3) the 
adequacy of the internal controls affecting the contrac ts . 

The remainder of this report is organ ized into three additional chapters plus attachments 
as follows: 
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Chapter Two addresses the August 29, 1990, contract with ESI. 

Chapter Three addr esses the August 20, 1993, contract with ESI. 

Chapter Four addres ses the Legislative Auditor's findings and recommendations 

Attachm ent I co ntains DHH management's responses to the f'mdings and recom - 
mendations. 

Attachm ent H  contains LHCA management's responses to the fin dings and recom - 
mendations. 

Attsehm ent HI co ntains the Legislative Auditor's ad ditional co mments to manage- 
merits' responses. 

The discussions of the co ntracts will include background information leading up to the 
issuance of the Requests for Proposals (RFPs), co ntract awarded, contact terms, and contract 
payments. The findings and recomm endations are pres ented in the executive summ ary as well 
as in their respec tive chapter. 

Information provided by ESI indicated that 21 of its Louisiana employees (one-third of its 
staff) are former Lo uisiana state employees . Among these employees is M s. Billy 
Cadwallader Ram sey, who term inated her employment with DHH as the Confidential Assistant 
to the Sec retary, M r. J. Christopher Pilley, on September 25, 1992, at which time she began  
working for Adm inistaff, Inc. Adm inistaff is a staff leasing co mpany which had entered into a 
contractual agree ment with ESIto hire its emp loyees an d thereafter lease them back to ESI. 
Subsequently, M s. Ram sey was  employed direc tly by ESI. The department rec eived  an  ethics 
ruling from the Departm ent of State Civil Service, Comm ission on Ethics for Public 
Employees da ted September 30, 1992, that allowed  her emp loym ent with ESI unde r ce rtain 
conditions . DHH had requested th is ru ling before M s. Ramsey's term ination bas ed on 
generalized, broad  inform ation available at the tim e. Our review of the eth ics ruling and 
M s. Ramsey's activities relative to the co ntracts between DHH and ESI disclosed  information 
that we feel was not presented to  the Ethics Comm ission with  th e request for the ruling . As  a 
result of our financial related audit of the ESI co ntracts, we are subm itting th is information to 
th e Comm ission on Eth ics for Public Employee s for ree valuation. 



C hapter Tw o: 1990 C ontract 

During the late 1980s, there was a statewide initiative to reduce  the costs of state 

government because of projected budgetary shortfalls in succeeding years. State agencies were 
restricted in their ability to hire additional staff and were challenged to work with in these 

constraints. 

2 

To follow up with persons who are potentially eligible for M edicaid and for 
other third party resources to enhance collections  for uncompensated care 

provided  by the department; 

To obtain reasonable proposals to design, develop, and im plement policies and 
procedur es that will enhance co llec tions with in three months of the contract 

award; 

3. To realize net savings to DHH from the proposal; 

4. To conduct quarterly tra'ming sessions  at eac h facility detailing which types of 
cases th e co ntractor was successful in pursuing; an d 

5. To provide quarterly written reports co ntain ing information provided in training  
sessions  as well as  reco mm endations  for changes in operating procedur es  that, 
in th e contractor's opinion, would enhance the effec tiveness of co llec ting 
unco mpensated care. 

The RFP specified that the perce ntage of savings (or increased collec tions) payable to 
the co ntractor would rem ain unchanged  from the original rate for the renewal periods. Also, 
th e RFP stated th at the co ntrac to r would not rec eive a perce ntage of additional federal financial 

participation (FFP) or collections received  by DHH on subsequent claims for the same 
recipient. FFP is th e perce ntage am ount of M ed ica id expenditures reim bursed  to states by the 
federal governm ent. 
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W hen ESI responded to the RFP, it was a newly form ed corporation with no state or 

fed eral tax identification number and no fmane ial history (required  in the RFP). However, 
ESI stated that an agreement had been reached  with an  individual to provide $250,000 for 
initial capitalization and m  provide additional financial resources if needed. In its proposal , 
ESI stated that it was  co nfident that it would be adequately funded through this initial 
capitalization an d through pending co ntracts in California an d Florida. W ith in eight m onths of 
the inception of the contract, the departm ent began providing ESI with working capital 
advances, which were paid once per year to ESI. ESI, in  turn, repaid th e departm ent w ithin 
ea ch fiscal year in  which the advance was  paid. 

ESI did not ha ve th ree customer references as required by th e RFP. However, resum es  
of key co rporate officials submitted with the response showed their backgrounds in the health 
care indus try an d experience  with  eligibility determ inations. ESI stated that it had employment 
applica tions from individuals who had made co mmitm ents to work for ESI once a formal 
co ntract was awarded. 

DHH received  three  proposals in respo nse to the RFP, and ESI was the successful 
propo ser. Though newly formed, with no financial or servic~ history, ESI was awarded  a 
single co ntract with the DHH , which was signed  by then DHH Secretary, David Ramsey, 
effec tive August 29, 1990. This co ntrac t will be referred m as the original or 1990 co ntract. 

ESI was to  as sist the departm ent in th e recovery  of unco mpe nsated care by following 
up on those individuals referred  by the departm ent an d who may have been eligible for 
M edica id and other third party sour ces. Furthermore, ESI was required to design, develop, 
an d im plement policies , procedures, an d reports that would enhance  co llections by the 
department an d to conduct training sessions at ea ch fac ility to familiarize the department with 
the types of cases that ESI was successful in pursuing. ESI's earnings were bas ed on revenues 
rece ived by the department for those patients referred  to ESI who were certified  as M edica id 
eligible. 

Total payments under the co ntrac t were $13,436,192 for the period August 29, 1990, 
through August 19, 1993. This total includes a payment in excess of the co ntract maximum of 
$20,737. 
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ESI's primary responsibility under the contract was to as sist th e department in 
certifying patients/recipients as M edicaid eligible. The contract spec ified that the department 
would dec ide who would be referred  to ESI for follow-up, and ESI was not allowed  to refuse a 
referral without written approval from the de partment. ESI was also required to co ntact third 
party resource s to obtain information needed  to  determ ine eligibility for th ose resour ces. 

The co ntract established spec ific tim e requirements for processing applications for the 
determ ination of M ed icaid eligibility. For individuals who were discharged from the hospital 

before an application being taken by the department's Med ical Assistance Program (MAP) 
unit, the department had the option of contacting the client, conducting a face to face 
interview, an d sec ur ing the signed  applica tion form , or the departm ent co uld have subm itted 
the individual to ESI without further follow-up by the M AP unit. M AP units are DHH 
administered  sec tions that work in the various regions with in the state to process M ed icaid 
eligibility ap plications . Even if a co ntractor gathers the information required to make an 
eligibility determination, only the DHH employee at the M AP unit can ac tually establish/ 
certify a specific recipient as Med icaid eligible. DHH is specified  as the Medicaid agency and 
as the responsible agency for the determ ination of eligibility by the Louisiana State Plan 

If the department was not successful in co ntacting the client, conducting the interv iew, 
and sec uring the signed  ap plica tion with in  10 working days after th e discharge date , then th e 
applicant was  to be referred  to  the co ntrac to r. ESI was  required to ban d deliver the signed  
application and all other information necessary to es tablish eligibility with in 30 calendar da ys 
after the referral date. 

If the department was able to contac t the client, co nduct an  interv iew , an d sec ure an  
application within the required  10 working days, the M AP unit ha d 20 calendar days from the 
date of ap plication to complete the determination. If, due to the ap plicant's failure to provide 
the requested information, the MAP unit had not established  eligibility within 20 calendar 
days, then the applica tion was  to be referred  to th e contractor. 

ESI was  required to process all referrals from the M A P uni ts within 45 to 60 da ys as  
manda ted by the Code of Federal Regulations so that there would be no delay in the M ed ica id 
application process. ESI was required  to process these applica tions  based  on the da te of 
applica tion, not th e da te of the referral . 

ESI was  not to rece ive a perce ntage of additional FFP or collections  rece ived by the 
departm ent on claim s subm itted  before or after the inpatient stay which resulted in the referral . 
Th is elim inated the possibility that ESI m ight be paid for multiple inpatient stays once an  
individual was  determ ined to be M ed icaid eligible. This provision res tricted payment to ESI 
only for th e inpatient stay for which the referral was  m ade. 
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Payments to ESI were based on percentage fees established in the conffact. ESI would 

be paid 22 percent of the FFP of the fast $1,000,000 in actual collections, 21 percent of the 
FFP of the second $1,000,000 in ac tual collections, and 20 perce nt of the FFP of the actual 
collec tions in excess of $2,000,000 until the co ntract maximum of $13,415,455 was met. The 
co ntrac t was  subsequently amended  to allow payments to ESI for eligible receipts instead of 
ac tual co llections. This provision meant that once a person was certified  as  M ed icaid eligible, 
ESI co uld bill the department for its expec ted fee before ac tual M ed icaid paym ent to the 
fac ility for the services provided . 

Th e co ntrac t term was  originally for a period of 12 months beginning August 29, 1990. 
DHH had the option to renew the co ntract for two additional one-year periods and 
subsequently exercised th is option, renewing the co ntract through August 19, 1993. 

Med icaid disproportionate share (DISPRO) is additional reimbursement to states 
providing a disproportiona te am ount of free  care to m edically indigent individuals. The 
DISPRO payments are meant to help recoup the additional costs incurred  by states in providing 
this free  care to med ically indigent individuals. ESI has received  a perce ntage of DISPRO 
paid to the facilities . 

No provisions were included  in the co ntract for potential windfall increases in hospital 
revenues that were the result of M edicaid rate increases . During the lives  of the contrac ts, 
DISPRO reim bursement rates increased dram atically. Table 2 on the following page shows 
the per diem rates in effect for each facility at the beginning of the contract and the rate in 
effec t at the end of the co ntract. 

Documentation from the proposers' co nference disclosed  that the departm ent provided 
prospective proposers with the hospital per diem  rates, which included D ISPRO, in effect at 
the time the RFP was issued  in November 1989. Th ose rates were the July 1, 1988

, rates in 
Table 2. Th erefore , the bids submitted to the department would have been bas ed on these 
ra tes. 
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Table 2 
M edicaid Per Diem Rates During the Contract Life 

July 1, July I, Novem ber I, July I, M arch I, 
Faci]Ry 19S~ 1990 1990 1992 1993 

Earl K. Long $903.56 $1,390.16 $2,004 .21 $2,065.40 $724.83 

Huey P. Long 671.74 746.64 1,226.53 1,825.88 573.80 

E. A. Conway 869.04 856.24 1,380.11 1,613.46 641.31 

W . O. M oss 743.74 1,593.45 3,394.40 2,151.65 371.64 

M edical Cen~er of Louisiana 

at New (h-P.am 836.67 1584.66 2362.41 3110.14 697.99 

University Medical Center 855.27 994.22 1,670.83 1,847.83 646.59 

Leonard Cl~bert 569.08 1,153.16 1,681.66 1,774.52 755.46 

Source: Prepared by Legislazive Auditor's staff from information furnished  by DHH 
Institutional Reim bursements Section. 

Before M arch 1, 1993, DHH paid DISPRO to the facilities as a part of their per diem 
rate. For each M edicaid recipient inpatient billing, the per diem  amount paid consisted of the 
actual cost of providing care to an individual plus a DISPRO portion, which co mpe nsated 
fac ilities for providing flee care to the med ically indigent. As shown in Table 2, the pe r diems 
increased dramatically during the life of the co ntract before M arch 1, 1993. Dur ing the life of 
the co ntract, the departm ent received  approval from the Health Car e Financing Administration 
(HCFA) to change a factor it used  in determining the DISPRO reimbursement (called  the 
standard multiplier), resulting in significant increases in Med icaid revenues. DHH's 
applica tion for th e change in th is fac tor was not based  on services provided by ESI. 

For the period M arch 1, 1993, through September 30, 1994, the department used a 
different means of DISPRO reimbur sement to the fac ilities , employing a "pooling" method . 

HCFA , w ith the federal fiscal year that began October 1
, 1992, lim ited th e am ount of money 

to be paid to states for DISPRO reim bursem ent. States were "capped " at the am ount of 
DISPRO they had paid dur ing the fed eral fiscal year that began  Oc tober 1

, 1991. Louisiana 
paid approximately $1,200,000,000 (includes the state's share or match) in DISPRO dur ing 
that fed eral fiscal year an d was lim ited to th is am ount for future years

. 
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Under this pooling approach, DHH M edicaid administration determ ined  the allocation 
of DISPRO among four ca tegories or poo ls: M ed icaid Teachinf, M edicaid Non-Teaching, 
M ed icaid Psychiatric Care, and Indigent. Both  privately-owned and state-owned fac ilities  
could participate in each of the pools. The total dollars allocable to all these poo ls were fixed  
based  on the cap of $1,200,000,000. Th e federal share of this am ount was set at the beginning 
of each fed eral fiscal year bas ed on the FFP. If, for example, the FFP was set at 75 percent, 
then $900,000,000 of the total allocable to DISPRO was paid from fed eral funds. Th e 
remzining $300,000,000 would be paid from state funds. 

DHH M ed ica id adm inistration determ ined  th e am ount to  be allocated to each of the 
four poo ls. Using historical data for each fac ility that participated in the ca tegories , DHH 
determ ined  a per diem to be paid for each type of stay. For example, DHH gathered da ta for 
all paid M ed ica id da ys from cost information on file with th e department at M arch 31, 1993, 
for each facility that was participating in the M ed icaid pool. A paid M ed icaid da y is defined 
as an inpatient da y for a M ed ica id eligible recipient, thus making the fac ility eligible for 
M ed ica id paym ents. These da ys were then used  to derive th e per diem  that would be as signed  
for a paid M ed ica id da y for distribution from the M edicaid pool. No longer was  the DISPRO 
reimbur sement tied  directly to a patient. Instead, paid M edica id da ys for an  inpatient are 
added to all paid M ed icaid da ys for that facility then multiplied times the per diem to arrive at 
the to tal allocable from  poo ling. 

Th e greatest share of DISPRO was allocated to th e Ind igent pool. Louisiana has been 
providing a significant am ount of free care to the med ically indigent. Simply stated, an 
indigent da y results from  an inpatient stay for an  individual who is not M ed ica id eligible an d 
who has no oth er res ources to pay for se rvices provided. ESI's function, to as sist th e 
departm ent in certifying individuals as  M ed ica id eligible, would red uce the num ber of da ys 
that th e hospitals would include in  th e Indigent poo l, thus reducing th eir respective shares of 
the Indigent poo l allocation. Th e number of da ys for a rec ipient ce rtified  as  M ed icaid eligible 
would be moved  from the Ind igent poo l to the M ed ica id pool, decreasing a fac ility 's share of 
the Indigent poo l an d increasing its share of the M ed icaid pool. A facility would, therefore, 
not be eligible for participation in both the M ed ica id an d Indigent pools for the sam e da ys. 

Th e realloca tion with in  an d am ong  poo ls has no effect on the overall am ount of federal 
revenues for DISPRO received  at the state level since HCFA fixed the am ount of DISPRO 
states may pay. Also, beginning Octo be r 1, 1992, th e state 's FFP has steadily dec lined , 
decreasing the am ount of federal reim bur sement received by the state an d increasing the share 
of state dollars that ar e required to be ma tched agains t federal dollars. 



 

ESI was paid $13,436,192 over the life of the contract, or $20,737 more than the 
contrac t m axim um  payable shown in Table 3. These paym ents were bas ed on the percentage 
rates established  in th e contrac t. 

Table 3 
DHH Contracts - Conta'act Provisions 

Description Amount 

Original ConWact M aximum Payable $2,430,000 

Number of Am endments Affecting M aximum  Payable 2 

Dollar Total of Am endments to the 
Maximum Payable $10,985,455 

Percentage Increase 4529[ 

Amended Contract M ax im um  Payable $13,415,455 

Source: Pr epared  by Legislative Auditor's staff from 
co ntract and co ntrac t am endm ents. Percentage is 
rounded  to the near est whole number. 





C hapter Three: 1993 C ontract 

On June 29, 1993, the Department of Health and Hospitals (DHH or the department) 
released a Request for Proposals (RFP) to continue the work performed  by Eligibility Services, 
Inc., (ESI) under the original co ntract. 

The RFP stated that DHH was seeking proposals for the purposes  of identifying 
individuals who are potentially eligible for M ed icaid and other th ird party res ources to enhan ce 
collections for uncompens ated care. The RFP es tablished reim bursem ent to the successful 
bidder as  a perce ntage of enhanced co llections  received by th e state, and the pe rce ntage would 

remain unchanged from the original rate for the renewal pe riods. The objectives of the RFP 
were as  follows: 

1. To follow up with persons who are po tentially eligible for M ed icaid and for 
other th ird party res our ces to  enhance collections for unco mpensated care 
provided  by the departm ent; 

2. To obtain reasonable proposals to des ign, develop, an d implement policies an d 
procedures with in three  months of awar ding the contract that will enhance  
collec tions ; 

3. To use all possible sour ces that would result in  increased revenue to th e state; 

4. To co nduct quarterly training sessions  at each facility detailing which types  of 
cases  the contrac tor was  successful in pursuing; 

5. To obtain as sistance  from  the co ntractor to identify
, fac ilitate, an d manage 

access to all fu nding sour ces available to obtain health  insur ance  coverage for 
the uninsured, unde r-insured , an d medically indigent residents of Louisiana; 

6. To as sist the uninsured , under-ios ured
, an d med ically indigent patients in 

accessing an d availing th emselves of all benefits to reduce  th e amount of 
uncompensated care provided by public facilities; and 
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To provide quarterly written reports containing information provided in training 
sessions as well as  recommendations for changes in operating procedures  that, 
in  the co ntractor's opinion, would enhance the effectiveness of co llec ting for 

The RFP stated that the co ntractor would not receive a percentage of additional FFP or 
collections  which may be received  by DHH on subsequent claim s for the sam e rec ipient unless 
the rec ipient's claim  would subsequently be referred m the contractor. Th is marked  a change 
from the first co ntract, which did not allow payment for m ultiple inpatient stays. 

DHH received five proposals in response to the RFP, and ESI was the successful 
proposer. ESI was awarded  a single co ntract w ith  DHH , Offi ce  of the Secretary, effec tive 
August 20, 1993. This co ntract will be referred  to as the current or 1993 contrac t. 

The services to be provided  in the co ntract were to as sist the department in the rec overy 
of reim bur sement for unco mpens ated  care by as sisting persons  referred  by the departm ent who 
may be eligible for M ed icaid an d for other th ird party res ources. ESI was further required  to 
des ign, develop, and implement policies, procedur es , and reports which would enhance  
collec tions by th e department and conduct training ses sions  at each facility. ESI's earnings 
were based on revenues received by the departm ent for th ose patients referred to ESI who 
were ce rtified  as  M ed icaid eligible. 

Total payments under the co ntract were $5,562,343 for the pe riod August 20, 1993, 
th rough Dec em ber 31, 1994. 

ESI's primary respons ibility under the co ntrac ts was to assist the department in 
certifying individuals as M ed icaid eligible. Th e co ntract spec ified  that the depar tment would 
decide who would b~ referred to ESI for follow-up. ESI was also required  to contact th ird 
party resour ces to obtain information needed to determ ine eligibility for th ird par ty resour ces. 

Th e co ntract established  spec ific time requirements for processing applications  for the 
determination of M ed ica id eligibility that were generally identical to those of the original 
co ntrac t. 
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ESI was required to process all referrals from the M AP units within 45 to 90 days as 
mandated by the Code of Fed eral Regulations so that there would be no delay in the M ed icaid 
applica tion process. ESI was required to process these applications  bas ed  on the da te of 
application, not the date of th e referral. 

A provision in the current conu'act allows ESI to receive a percentage of additional 
FFP or collections  received by th e department on cl~!m~ subm itted after or before the inpatient 
stay which resulted in the referral. This provision allows ESI payment even though M ed icaid 
eligibility may have been es tablished  before the re ferral made by the M A P units. Th e original 
co ntract specifically prohibited thes e multiple payments. 

Payments to ESI were based  on percentage fees established in th e co ntract. ESI would 
be paid 17 percent of the FFP of the fwst $40,000,000 in actual co llec tions , 16 perce nt of the 
FFP of the second $40,000,000 in ac tual co llec tions , and 15 pe rce nt of the ac tual co llec tions 
in excess of $80,000,000 until the contract maximum of $8,100,000 is met. 

The co ntract term was  originally for a pe riod  of 12 months be ginning August 20, 1993. 
DHH had the option to renew the co ntract for two additional one-year periods and 
subsequently exercised  th is option for a one-year renewal . Th e departm ent may renew the 
contract for an  addi tional one -year period . 

ESI has been paid $5,562,343 from the inception of the co ntract through  December 31, 
1994. DHH accepted the proposal from ESI, da ted July 23, 1993, based on M ed icaid per 
diem rates that were in effect at February 28, 1993, even though the departm ent had ins tituted 
the change in th e m eth od  of paying DISPRO to th e fac ilities on M arch 1, 1993. The method  
of payments for DISPRO was  changed to th e pooling m eth od as  described in Cha pter 2, 
page 9, an d ESI has continued to receive payments from the DISPRO pools. 

As with the original contract, ESI was  to ha ve been paid a perce ntage of the FFP 
received by the state for enhanced co llections  attributable to its work. However, as  discussed  
in the findings at pages 19-21, ESI has used  a static FFP rate of 74.48 percent for all billings. 
Th is rate was  not in effec t at any tim e during th e life of th e co ntrac t. 





Chapter Four: Findings and Recom m endations 

DH H and LH CA have not established adequate controls to ensure com plian ce with the 
DHH written contract m onitoring plan an d ha ve not ensured that ESI has com plied with  

contractual provisions. Louisiana Revised Statute (LSA-R.S.) 39:1497(4) requires that 
agencies certify to the Office  of Contractual Re view that they have developed  and intend to 
im plement a written plan  for co ntract m onitoring. DHH subm itted th is ce rtification, an d 
documentation we exam ined has shown that a monitoring plan  ha d been developed. However, 
we noted numerous instances of a failure to adeq uately monitor the co ntract as disclosed by the 

following (each of the following should be considered  separately - an y dollar amounts should 
not be aggregated as explained  in the referenc ed findings): 

1. DHH and LHCA did not monitor an d verify billings from ESI to ensure that 
payments were based on accur ate data. ESI was  overpaid based  on the 
m isapplica tion of reimbursement rates as  follows: 

DHH and LHCA did not ensur e that ESI used  the co rrect federal 

f'manc ial participation (FFP) rate, which is based on the da te of receipt 
of federal funds, an d th at ESI used  th e co rrect reimbur sem ent rates as 
spec ified  in the original co ntract, res ulting in potential overp ayments of 
$2,150,797 (page 19). 

DHH and LHCA allowed ESI to use a meth od of reimbursement that 

was different than  the method specified  in the contract (reimbursement 
bas ed on a perce ntage of the M ed icaid per diem rate versus 

reimbursement from the DISPRO pools), resulting in potential 
overpayments to the co ntractor for $2,287,174 (page 20). 

The department m ay have incurred questioned costs of at least 
$1,075,399 for potential overpayments to ESI. These co sts would be 
reim bursable to the federal government (pag e 21). 

ESI billed the department an d the authority for a share of DISPRO 
allocated to the indigent pool using a rate that was  never implemented by 
the department, resulting in potential overpayments to ESI of $755,308 
(page 22). 
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2 

3 

5 

6 

DHH and LHCA allowed a change in the payment methodology 
different than that specified in both contracts, resulting in payments of 

$7,710,968 without the required  approvals (page 23). 

DHH and LHCA did not ensure that the calculation of payments from 
the M ed icaid teaching pool were based on accurate data, resulting in 

potential overpayments of $67,520 to ESI (pag e 24). 

LHCA did not adequately monitor payments to ESI, resulting in 
payments of $20,736 in excess of the co ntract maximum for the original 
co ntract (pag e 25). 

DHH and LHCA did not monitor and verify billings from F_.SI to prevent excess 
payments based on the pooling of DISPRO revenues  to the facilities, res ulting 

in payments to ESI of $5,029,459 where no additional revenues were generated 
for the state (pag e 22). 

DHH and LHCA allowed advance paym ents to  th e co ntractor that are prohibited  

by Louisiana law (page 25). 

DHH an d LHCA have allowed  another co ntractor, Deloitte and Touche, an  
international accounting and auditing t'trm providing management advisory 
services to DHH and LHCA, to participate in the revenues generated by the 
work of ESI. Both co ntractors ha ve been paid on the same basis (a percentage 
of revenues generated) for the same revenues . Payments to Deloitte an d Touche 
for ESI generated revenues were approximately $7,522,507 (page 26). 

DHH an d LHCA ha ve not provided  for enforce ment of co ntractual provisions 
relating to tim ely processing of M ed icaid eligibility applications  by ESI, 

resulting in nonco mpliance with federal regulations (pag e 27). 

DHH an d LHCA allowed  facilities to refer individuals to ESI for M ed icaid 
eligibility determ inations sooner than m ight otherwise ha ve been necessary an d 
ha ve paid ESI fees  for extended  inpatient stays. Payments to ESI for 228 

inpatients' stays of 30 da ys or more total $2,709,237 (page 28). 

7. DHH ne gotiated a second co ntract with ESI that provided a distinct advan tage to 
ESI by allowing the co ntractor payment from multiple inpatient stays and has 
allowed  ESI to receive al l referrals at th ree fac ilities, increasing the revenues 

available to ESI (page 30). 

As shown previously, failur e to adequa tely develop, m onitor, and enforce  contract provisions  
may result in excess payments m a contractor an d may result in noncompliance  with fed eral 
regulations an d Louisiana law . 
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DHH and LHCA should establish controls to ensure that ESI has co mplied with co ntractual 
provisions and should ens ure that subsequent agreem ents do not place a contracto r at a 
potential advan tage over the departm ent or th e auth ority. 

The DHH respons e is at Attachment I and the LHCA res pons e is at Attachm ent  II 

DI1H and LHCA may have overpaid ESI by an estimated $2,150,797 for the original 
contract. Th e co ntract specified  that ESI would be paid a perce ntage share of the fed eral 

financial participation (FFP) received by the DHH/LHCA facilities as a result of ESI's work. 
The FFP rate to be applied to overall co llections  was  not fixed  in the co ntract. Th is rate 
chan ges October 1 of each year, which is the beginning of th e fed eral linea l year. Our 
exam ination of the co ntract disclosed  the following: 

1. On M arch 1, 1993, DHH dramatically red uced the M edicaid per diem rates, 

removing disproportionate share (DISPRO) from these rates. DHH then be gan 
reimbur sing the facilities for their share of DISPRO using a pooling co ncept 
(for an  explanation of DISPRO pools, see page 9). W e co mpared  the amount 
that ESI was paid under the pooling method to the highest per diem rates that 
were in effect dur ing the life of the co ntract, the rates at February 28, 1993, 
an d determined that ESI was paid $1,890,273 more than if the highest rates had 
been used. 

2 

3 

The contract specified the perce ntage rates that ESI would be paid for enhance d 

co llections (page 8) until the maxim um was met. However, of 320 ESI invoices 
exam ined , 1Ol were billed  at 22 perce nt of the FFP. 

The FFP rate th at ESI used  for billing was  74.48 pe rce nt. Th is rate remained  
unchanged for all billings subm itted by ESI, even though it was effec tive only 
for departm ental receipts for the period October 1, 1990, through 
September 30, 1991. The FFP rate of 74.48 pe rcent was applied  to all 320 ESI 
invoices. 

As a result of th e m isapplication of th e reim bur sem ent pe rce ntage rate an d th e 
FFP rate, ESI was overpaid a combined  $240,737. 

Th e FFP rate of 74.48 percent was applied  to all poo ling invoice s as  well as the 
regular ESI billings. Th e overp ayment to ESI because of th e failure to cons ider 
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the annual change in the FFP rate for additional pooling invoices is estimated at 

$19,787. 

W e es tim ate that overpayments to ESI resulting from the situations previously described total 
$2,150,797. 

DHH and LHCA management should refer th e matter to  their res pective legal counsels and 
cons ider seeking repaym ent of any am ounts to which ESI is not entitled . Also, management 
should monitor contractor billings to ens ure that they are made in accordance with the 
contract. 

The DHH response is at Attachment I and th e LHCA response is at Attachm ent  II 

Under the current contract, DHH accepted ESI's bid that is based  on hospital per diem  
rates and a federal financial participation (FFP) rate that were not in effect at the time 
the propos al was issued. In addition, th e billln~ m ethod the departm ent allowed ESI to 
use was  different from  ESI's bid, which was accepted  by th e departm ent, resultin g in  
potential overpayments estimated at $2,287,174. The request for proposals (RFP) states 
that th e purpose of the co ntract is to  enhance collec tions  for uncompensated care and that the 
contrac tor is to be reimbursed on a percentage of these enhanced collections to the state. Good 
busines s practices dictate tha t the departm ent negotiate contract terms that would res ult in the 
lowest possible cost to the state. Our exam ination disclosed th e following: 

ESI's propo sal was bas ed  on a percentage of the FFP of hospital per diem  rates 
in effec t at February 28, 1993. DHH had dram atically red uced those rates on 
M arch 1, 1993, four  months before the issuance of the RFP on June 29, 1993. 
However, from the inception of th e contrac t, ESI billings ha ve been calculated 
based  on a perce ntage of revenue received by the fac ilities from both th e 

Med icaid and indigent disproportionate share (DISPRO) pools (for an 
explanation of DISPRO pools, see page 9), as well as the increased FFP 
relating to the hospitals' per diem rates for each patient billed. Beca use the 
department allowed a method of co mpensation that was  neither clearly 
delineated in the co ntract nor in accordance with the terms of the bidder's 
proposal, we estimate that the co ntrac tor was paid $2,287,174 more than it 
would ha ve received if payments had been made bas ed on the rates in effect at 

February 28, 1993, in co njunction with a static FFP rate of 74.48 percent. 
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2 The department accepted ESI's proposal based on a static FFP rate of 74.48 
percent, the rate in effect for federal fiscal year ended September 30, 1991. 
However, this rate chan~es at the beginnin~ of eac h fed eral f~scal year, and at 
the time th e contract was negotiated, th e rate in effec t was 73.71 percent. It 
decreased to 73.49 percent less than two months after the co ntrac t's effective 
date . Use of an expired FFP rate res ults in payments to  the co ntrac to r in excess 
of enhanced co llections to  the state . W e es tim ate the co ntrac tor has been 
reim bursed  appro~timately $79,636 more than would have been received  ha d the 
effec tive FFP rates been applied . 

The department should refer the matter to its legal co unsel and consider see king reimbursement 
for any amount to which ESI is not entitled . Also, DHH should ens ure that co na'act terms are 
bas ed  on accurate an d current data, an d negotiated terms result in the lowes t possible co st to 
the state. 

The DHH response is at Attac hm ent I an d th e LHCA res po nse is at Attachm ent  II. 

As a result of potential overpaym ents to ESI, DEIH  m y be liable for repaym ent of the 
federal share of those overpaym ents, which is estim ated  at $1,075,399, to th e Health Care 
Financing Admint,~aration (H CFA). Prudent business practices and ade quate internal 
controls require that the departm ent pay only for services that mee t th e needs of the 
department, are acceptable, and fulfill the terms of the co ntrac t. In addition, Office  of 

Management and Budget (OMB) Circular A-87, Section C, provides that costs are allowable 
when necessary an d reasonable, and allocable to a particular fed eral program to the extent of 
the benefits received ~ 

As shown in the previous tw o findings tiffed  1990 Contract - Overpayments an d 1993 
Contract- Ov erp ayments, we estimate that the overp ayments to ESI totaled $4,437,971. Of 
this am ount, at least $1,075,399 has bee n drawn from HCFA as the fed eral share of allowable 
M ed icaid adm inistrative costs. However, an y am ount  dr awn that was  related to an  
overpayment would hot be necessary an d reasona ble in accordance  with Circular A-87

. The 
de par tm ent may be liable for repayment to HCFA of the fed eral funds dr awn. 

The departm ent  should refer th e ma tter to its legal co unsel an d determ ine the am ount of 
questioned  co sts that may be owed to HCFA . Al so, managem ent should ens ure that paym ents 
are made in accordance with contracts to reduce the po ssibility that questioned  costs would be 
incurred . 
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The DHH response is at Attachm ent I and the LHCA response is at Attachm ent II. 

DHH and LHCA allowed paym ents of $5,029,459 to be made to ESI although no 
additional revenue was generated for the state. Furtherm ore , $755,308 of these 
paym ents were calculated from  rates that were never im plem ented by DH H . The reques ts 

for proposals 07dcP) issued by DHH indicate that the objectives of the proposed contracts are 
to enhan ce co llec tions for uncompensated care an d that the successful contractor will be 
reimbursed on a perce ntage of enhanced co llec tions by the state. Furtherm ore, both co ntracts 
spec ify th at the co ntractor is to receive a percentage fee of the enhanced fed eral financial 

participation (FFP), which the department receives as a result of information provided by the 
co ntracto r that is necessary to establish M ed icaid eligibility. Good business practices dictate 
that a co ntractor's co mpensation be based  on accurate data . Our exam ination disclosed  the 
following: 

1. On M arch 1, 1993, while the original co ntract was the responsibility of LHCA, 
the hospital pe r diem rates were significantly red uced becaus e amounts paid to 

hospitals for disproportionate share (DISPRO) were removed  from the hospital 
per diem ra tes. The am ounts to  be  paid to hospitals for DISPRO were then 
placed in  pools and each hospital received a share of the pool bas ed  on the 
number of M ed icaid patient da ys or indigent patient da ys on des igna ted reports 

maintained  by DHH (for an explanation of this pooling method, see page 9). 
For referrals of patient stays after M arch 1, 1993, ESI billed LHCA for a 
perce ntage of the am ount received from both  th e indigent an d M edica id pools as  
well as for FFP relating to the hospital per diem rates. However, a single 
individual co uld not be properly reported as  both a M ed icaid patient and an  
indigent. Th e work that ESI does would, by its nature

, remove patients from 
th e indigent pool and place th em in the M edicaid poo ls. Although th e state's 
revenues  from the indigent poo l would not be enh an ced by ESI's work

, LHCA 
allowed $2,290,985 to be paid to ESI based on am ounts the hospitals received  
from the indigent pool. 

Under the current co ntract, DHH has co nt inued to pay ESI based on co llec tions 
from the DISPRO poo ls, and ESI has received  a total of $2,738,784 based  on 
am ounts the hospitals received  from the indigent poo l although no addi tional 
revenue was  received  by th e state. 

For the period Octobe r 1, 1993, through M ar ch 31, 1994, ESI was co mpensated 
from the indigent poo l based  on a single hospital per diem rate of $3,039 when 



the actual rate implemented by the department ranged from $1,914 to $2,023, 
depending on the fac ilities to which DISPRO was paid. This resul ted in 
potential overpayments to the contractor estimated at $755,308. 

DHH and LHCA should ensure that the payment m ethod a co ntractor is allowed  to use is 
accurate and is in accordance with the terms of the co ntract and RFP and that the goal of the 
RFP is accomplished . Furthermore, DHH and LHCA sh ould be particularly vigilant to ens ure 
that revenue has been increased when co mpens ation to  co ntractors is intended  to be measured 
by those revenues. 

The DHH response is at Attac hment I and the LHCA response is at Attachment II. 

Additional Com m ents by the Audi tor 

Our additional co mm ents ar e at Attachm ent III. 

DH H and LH CA did not subm it docum entation, as required by Louisiana law, to the 
Offi ce of Contractual Review an d the Department of State Civil Service, for changes  in  
payment methodology resulting in payments of $7,710,968. The chan ges in the method 
of paym ent appear to be m odifications to th e original contracts. Louisiana Revised 

Statutes (LSA-R.S.) 39:1484(5) and (6) define co ntracts to include all contract mod ifications, 
an d LSA-R.S. 39:1502 provides that no co ntrac t is valid nor will the state be bound by the 
co ntract until it is approved in writing by the director of the Offi ce  of Contractual Review . In 

addition, Lo uisiana Administrative Code (LAC) 34:V.121(G)(1) requires that certain co ntrac ts 
be approved  by the Department of State Civil Service. Our review disclosed the following: 

Beginning M arch 1, 1993, while the original co ntract was  the responsibility of 
LHCA, hospital per diem rates were reduced to remove disproportionate share 

(DISPRO) payments from the rates. For hospital stays after that date, 
Eligibility Services, Inc., (ESI) adjusted its billings to include a share of the 
payments hospitals received from both the M ed icaid and indigent DISPRO 
pools, as  well as the percentage of increased fed eral fina ncial participation 
(FFP) as specified  in the co ntract (for an  explanation of the DISPRO pools, see 
page 9). Although these invoices were paid, the authority was una ble to 
provide any documentation indica ting th at managem ent had agreed to the 
change. Furthermore, approval for the change was neither requested nor 
received  from the Office of Contractual Review an d/or Civil Service. As a 
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result of this condition, $3,511,074 was paid on the original co ntract without 
the approvals cited in the statutes mentioned previously. 

2. The original co ntract expired on August 19, 1993, and a successor co ntract 
became effective August 20, 1993. Even though ESI had modified its billing 
procedures under the original co ntract, this chan~ e in  co mpensation m eth od- 
ology was not co nsidered  in the terms of the new contract. The ne w co ntract 
specified  ESI would receive co mpensation as a percentage of increased FFP just 
as it had in the previous contract. However, ESI continued to bill, and the 
department continued  to pay, invoices bas ed  on a share of the payments 
hospitals received from the M ed icaid and indigent DISPRO pools in addition to 
the perce ntage of increased FFP specified  in the terms of the co ntrac t. As a 
result, $4,199,894 was paid on this co ntract without the approvals cited in the 
statutes m entioned  previous ly. 

DHH and LHCA should ensur e that an y modifications to future contracts are subm itted to the 
Office  of Contractual Review an d th e Department of State Civil Service  for review an d 
approval as required by Louisiana law. 

Th e DHH response is at Attachment I and the LHCA res ponse is at Attachm ent II 

DHH and LHCA did not ensure that rates  established by ESI for th eir com pe nsation 
from  the M edicaid teBehln~ pool were calculated from  the correct data resulting in 
potential overpaym ents to ESI estim ated at $67,520. Good internal co ntrols would dictate 
that a sufficient review of billing methods be made to ensur e that billings are bas ed on accur ate 

data. For the first pooling period  (M arch 1, 1993, through September 30, 1993) DHH 
calculated the am ount that each hospital would receive from the M edica id disproportionate 

share (DISPRO) pools based  on annualized Medicaid days rather than ac tual M edicaid da ys 
(the poo ling method of paying DISPRO is discussed  on page 9). That is, if a hospital had 
im tituted a new program  dur ing th e prior year which was  in  effect only a portion of that year, 

that hospital's days Would be adjusted as if the new program  had been in effect for an entire 
year. Because ESI calculated their co mpensation based on ac tual da ys rather than  an nualized 
da ys, their co mpensation was  too high for M ed ical Center of Louisiana at New Orleans, 
resulting in overpayments of $16,667 by DHH an d $50,853 by LHCA. 



DHH and LHCA management should refer the matter to their respective legal counseLs and 
should co nsider seeking repayment of any amounts to which ESI is not entitled. Also, 
management should monitor co ntractor billings to  ensure that they are made in accordance 

with th e co ntract. 

The DHH respons e is at Attachment  I an d the LHCA response is at Attachm ent II 

PAYM ENTS IN EXCESS O F CONTRA CT M AXIM UM  

LH CA did not properly m onitor tot al paym ents m ade to ESI and paid the contractor 

$20,736 above the maximum amount allowed under th e original contract. All payments to 
a co ntractor should strictly adhere to the terms of the contract. Al though an  accountant was 
monitoring payments to ESI to ens ure that the authority did not exceed the contrac t maxim um , 
the total payments used by the accoun tant for fiscal years 1993 and 1994 were not reconciled 
m the authority 's co ntrac t management system an d/or to ac tual disbur sements recorded in the 
state's accounting system . As a result, the monitoring procedur e applied was ineffective 
because it was based on inaccurate data, and payments to ESI exceeded  the $13,415,455 
contract maximum by $20,736. 

LHCA management should refer the matter to its legal co unsel an d co ns ider see king repayment 
of any am ount to which ESI is not entitled. Also, m anagem ent should m onitor contractor 
billings to prevent payments in exce ss of th e co ntrac t maxim um . 

The DHH response is at Attachment I an d the LHCA res ponse is at Attachm ent II 

In violation of Louisiana law, DH H and LH CA provided ESI a working capital advan ce 

of $303,750. Louisiana Revised Statute (LSA-R.S.) 39:1512(13) provides that an advan ce can 
be made if the using agency is a non-profit co rporation an d ce rtain oth er criteria are m et. 
Neither DHH nor ESI is a non-profit co rp oration. Therefore, an  advan ce would be prohibited 
by Article 7, Section 14 of the Louisiana Cons titution of 1974. Eight months after the co ntract 
becam e effective, the departm ent requested and received authorization from th e Division of 
Administration, Office  of Contractual Review to am end th e co ntract to pay the contractor a 
working capital advan ce. Th e advan ce  of $303,750 was repaid at the end of each co ntrac t 
year, hut it was  imm ed iately reissued  to th e co ntractor when the contract renewal options  were 
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exercised. Failure to comply with Louisiana law has the effect of providing the contractor an 
interest free loan for 2.3 years. In addition, negotiating an am endment after the effective date 
of the co ntract that allowed a working capital advan ce for a ne wly formed co mpany and which 
was not co nsidered  in the original Request for Proposals (RFP) may have precluded  
participation of other undercapitalized, but qualified , contractors in the bidding process. 

The departm ent an d th e auth ority should ens ur e that all co ntractors who request a working 
capital ad van ce are statutorily eligible for such advances before requesting th em from th e 
Division of Administration. Also, the department an d the authority should ensur e that they do 
not appear to provide an  advan tage to individual co ntractors participating in the RFP process. 

The DHH res pons e is at Attachm ent  I and th e LHCA respons e is at Attachm ent  II. 

Our  additional comments ar e at Attachm ent III 

DHH and LHCA appear to have allowed the inclusion of $50,150,047 in revenues 
generated by the activities of ESI in the revenues claim ed and billed by Deloitte and 
Touche, resulting in potential additional paym ents estim ated at $7,522,507. Prudent 
business practices would dictate that the department an d the authority not allow one contractor 
to participate in the revenues  gene rated by another contractor in instance s where the m eth od of 
reimbursement  for both co ntracts is es sent ially th e sam e. 

Since Septem ber 1989, Deloitte an d Touche, an  international account ing and auditing firm 
providing m anagement  advisory service s to D HH an d LHCA th rough numerous revenue 
enhance ment co ntrac ts, which included  operations  improvements, has been paid a percentage 
of revenues generated . A portion of the collec tions  generated as a res ult of ESI's work is 
included  in the revenues for which Deloitte and Touche has been paid. 

From August 1990 through December 1994, we have estimated that ESI has been paid for 
revenues "generated" of $132,653,407. Total revenues are gross, before co ns idering the 
effec ts of the fed eral financial participation (FFP) rate and the perce ntage reimbursement rates 
that ESI has used. 

A review of the Deloitte an d Touche billings indica ted that ESI revenues were not ded ucted 
from the revenues  that Deloitte and Touche billed  for its pe rce ntage reim bursement. Before 
October 1, 1992, Deloitte an d Touche was  paid for all M ed icaid revenues  rec eived by the 



DHH/LHCA facilities. After that date, D ISPRO was removed from  the revenues billable by 

Deloitte and Touche. Adjusting the revenues "generated" by ESI for the effects of DISPRO 
results in approximately $50,150,049 in revenues that have also been included  in Deloitte an d 
Touche billings. 

M anagement an d Deloitte and Touche have explained that the work of ESI did not ac tually 
generate revenues. Once ESI completed its work, a patient's account still had to be billed , and 
Deloitte an d Touche received  credit for the billings. M anagem ent stated that elaim g worked  by 
ESI would not ha ve been paid had Deloitte and Touche not pro vided revenue enhancem ent and 
operations im provement consul tin~  services. The department and the auth ority made a 
co ns cious dec ision to allow both ESI an d Deloitte and Touche to participate in the ESI 

generated revenues at their respective reim bursement percentages (at rates ranging from 31 to 
37 percent on the same $50,150,04 9 in revenues). 

The department an d the authority should not ha ve allowed  payment to ESI on a revenue basis 
if that work did not result in increased revenues . However, ce rtifying a patient as  M ed icaid 
eligible would entitle the fac ilities to payment for that patient's care. If ESI's work res ulted in 
increased  revenue, then Deloitte and Touche should not have bee n allowed  to benefit from that 
work. By allowing Deloitte and Touche to participate in ESI generated revenues, the 
department an d the auth ority may have incurred  an  additional co st of approxim ately 

$7,522,507 in co ntractual payments. 

In the future, DHH and LHCA should not allow two co ntrac tors to be  paid bas ed  on the sam e 
revenues. 

Th e DHH response is at Attachment  I an d th e LHCA respons e is at Attachm ent  II 

TIM ELY ELIGIBILITY DETERM INATIONS 

DHH  has not com plied with federal regulations relating to tim ely determ ination of 
eligibility and has not ensured th at ESI has  com plied with co ntractual provisions that 
re quire th at M edicaid eligibility applications  be  processed within specific tim e 
constraints. Th e C~xte of Federal Regulations 42 CFR 435.911(a)(1) an d (2) require that 
applications for determination of eligibility be processed within 90 days for app)icants applying 
on the basis of disability an d 45 days for all other applicants. The co ntracts negotiated 
betwee n D HH and ESI established  tim e guidelines for subm ission of applica tions to ESI an d 
for processing applica tions by ESI, which allow th e department to co mply with federal 
regulations . 
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Documentation provided by DHH and LHCA facilities disclosed that ESI has not been in 
compliance with the tim e guidelines  throughout th e lives of th e two contracts, holding 
applications for periods of up to 501 days. In addition, the departm ent has not exercised  its 
ability to take the initial application and attempt to  gather the information for the determ ination 
of eligibility before referring the ap plicant to ESI. For example, three  LHCA facilities now 
refer 100 percent of ap plicants directly to ESI. 

A review of the billings subm itted by ESI to  the departm ent for paym ent  indica te that 
inpatients at other LHCA facilities  are being referred before their discharge, and before the 
fac ilities taking eligibility ap plica tions, within one or tw o da ys of admission. This indica tes 
that the Medical Assistance Program (MAP) units are making no attempt to process 
ap plica tions for M ed icaid eligibility. Despite the fac t that ESI is rece iving referrals before 
ap plica tions being taken, the compan y is still not co mplying with the tinm requirements 
established  in the co ntract that allow the department to co mp ly with federal regulations. 

The contrac t co ntains no provision(s) for action against the co ntrac tor for failure to co mply 
with the terms of the co ntrac t other than standard language allowing ca nce llation of the 
co ntract by the departm ent upon 30 da ys written notice  to the co ntrac to r. Th ere is no evidence  
that the department has initiated any action against ESI for noncompliance . 

M anagement should enforce co mpliance  with the terms of the co ntract and with fed eral 
regulations. Th e department should co ns ider ac tion against the co ntractor for noncompliance

, 

which m ay include rem ov ing ap plica tions  from th e co ntractor and processing them through the 
MA P units or im posing other penalties  against the co ntractor for its fa ilure to co mply with 
contrac tual provisions . 

Th e DHH respons e is at Attachm ent I an d the LHCA res pons e is at Attachment II. 

Of the total $18,998,534 paid by DHH an d LHCA to ESI for the period August 
1990 through December 1994, $2,709,237

, or 14.26 perce nt, was paid for 
inpatient stays of 30 days or m ore. 
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2. A review of the ESI billings indicaWA that 228 individuals had inpatient stays 
ranging from 30 to 291 days, and ESI collected fees ranging from $1,197 to 
$73,923 for these stays. The average fee paid to ESI for each of.these 228 
individuals' stays was $11,883. A review of the admission da tes and the 
referral dates to ESI disclosed that many of th e referrals for th ese individuals 
occurred with in several da ys of th e patients' adm ission da tes, indicating that th e 

Med ical Assistance Program (M AP) units may not have attempted to take the 
inpatient applica tions and that referral to ESI was almost immediate. In 
addition, there was  no indica tion that th ese individuals' applica tions  required  
additional contractor effort beyond that for referrals for stays under 30 days . 

DHH an d LHCA ha ve paid $2,709,237 to ESI that they ma y not have had to pay had 
procedures bee n in place to ens ure that these individuals' ap plica tions  were processed  by the 
DHH M AP Unit personnel. 

DHH an d LHCA should es tablish co ntrols to  red uce unnecessary referrals to  ESI for extended  
inpatient stays. 

The DHH res ponse is at Attachm ent I an d th e LHCA response is at Attachm ent II. 

ADJUSTM ENTS TO PER DIEM  RATES 

DHH allowed ESI to benefit from  hospital per diem  rate increases that were not the 
result of services provided by the co ntractor. Good business practices dictate that 
management ens ur e that needed services are acquired at th e least possible cost to the state an d 
that co ntractors do not derive windfall benefits not directly related to the services they provide. 
Th e hospital per diem rates in effec t at December 8, 1989, were provided  to the proposers at 
the proposers' co nference and would have bee n the rates on which the proposers most likely 
based their bids. However, by the da te the contract becam e effec tive, August 29

, 1990, per 
diem rates  had increased  an  average of 52.7 percent. No language was  included  in the 
co ntrac t to preclude the contrac tor from benefitting from rate increase windfalls. In addition

, 

by August 28, 1991, the date the first renewal option was  exercised , rates ha d increased an 
average of an  additional 64.9 percent. Although the contrac t spec ified  th at the perce ntage fee 
would remain the sam e for any renewal periods, the departm ent  had the option to cance l th e 
contract and rebid. However, it did not do so. 

Failur e to ens ure that contrac tors do not benefit from windfalls not direc tly related to the 
services th ey provide can result in unnecessary costs to th e state as  may have ha ppened  in th is 
case, particular ly since  the maximum amount payable under this contract was increas ed  from 
$2,430,000 to $13,415,455 over the three -year life of the contrac t. 
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DHH should evaluate all contracts at each renewal period to ensure that the department is still 
obtaining needed services at the least possible co st and should ensure that any increases in a 
co ntrac t's maximum are supported by additional serv ices supplied by the co ntrac tor; 

The DHH response is at Attachm ent I and the. LHCA respons e is at Attachm ent II 

Our additional comm ents are at Attachm ent III. 

DHH  has allowed changes in contract provisions from  the original contract  to the current 
contract that appear to have directly benefitted ESI. Good business prac tices would dictate 
that DHH negotiate co ntract terms that do not provide an  addi tional ad van tage or put at a 
disadvantage, either party to a co ntract. Our exam ination of the departm ent's co ntracts with 
ESI disclosed the following: 

During the life of the current contract, the Medical Assistance Program (MAP) 
units operating at leonard Chabert M edical Center and W . O . M oss M edical 

Center were elim inated (the regions maintain M AP personnel to approve 
applications co mpleted by ESI). In ad dition, the Med ical Center of Louisiana at 
U niversity Hos pital does not have a M A P unit nor does it use the M AP unit at 

Medical Center of Louisiana at New Orleans (Charity Hospital). At these 
fac ilities, ESI receives 100 perce nt of the inpatient referrals for individuals who 
are not identified  as M ed icaid eligible at the tim e of adm ission. As  a result, the 
department is paying ESI more than it otherwise m ight if the department's M AP 
units were to take ap plica tions  an d attempt to gather information to determ ine 
M ed ica id eligibility. 

2 

For example, under the original co ntract, Leonard Cha bert M edical Center 
accounted for 17.3 percent of the total paym ents to  ESI. Under the current 
co ntract, the med ical ce nter now accounts for 41 perce nt of the total payments. 

In the original co ntrac t, ESI was not allowed  to rece ive payment  for multiple 
referrals, which res ult when individuals ar e referred  to ESI for an  inpatient 
hospital stay before or after the stay for which the original referral is made. 
The current co ntract allows ESI to get paid for specific m ultiple referrals

, even 

though M ed ica id eligibility may have already been established. Th e likelihood 



Fottr: F Page 31 

that multiple referrals will occur at the above three facilities is increased since 
ESI gets 100 percent of the referrals. 

A review of the invoices submitted by ESI to the department for the current 
contract resulted in  our identification of 116 nam es that were  duplica ted from 
one to three tim es, res ulting in paym ents for multiple referrals es tim ated at 
$235,908 (excluding the initial inpatient stay). This amount does not include 
sim ilar nam es  that may, upon further inves tigation, result in the identification of 
additional multiple referrals, nor does it include  ide ntifica tion of individuals 
who ma y have received service s from two or more  of the state facilities. Also

, 

th is figur e does not include ce rtifications for fam ily members that res ult in 

automa tic eligibility for other family members (i.e., babies who are deemed  
eligible based  on a M ed icaid application approved  for an eligible mother). 

M ed ical Center of Louisiana at University Hospital, Leonard Chabert M ed ical 
Center, and W . O. M oss M ed ical Center have accounted for 56.08 percent

, 

36.78 perce nt, an d 3.18 perce nt of the ide ntified  payments for multiple 
referrals, respectively. 

Failure to adequately gauge the impac t of a co ntrac t's terms may res ult in po tential additional 
costs to the dep artm ent, as  shown above. 

The DHH res ponse is at Attac hmem I and the LHCA response is at Attachment IL 

Additional Connnents by the Audi tor 

Our additioua l comm ents are at Attachment  III. 
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D H H  M anagem ent's R esponses 



Edwin W . Edwards 
GOVERNOR 

STATE OF LOUISIANA 
DEPARTMENT OF HEALTH AND HOSPITALS 

Dr. Daniel Kyle, CPA, CFE 
Legislative Auditor 
Office of Leg islative Auditor 
P. O. Box 94397 
Baton Rouge, LA 70804-9397 

August 1, 1995 

~ m nt of 
H EA L TH  and 
H O S P IT A LS  

Rose V. Forru ! 
SECRETARY 

Dear Dr. Kyle: 

M s. Margaret Bum m 's letter of June 5, 1995 to M r. Stan Mead regarding your 
office 's audit of the Department of Health and Hospitals (DHH) contract with Eligibility 
Service s Incorporated (ESI) was referred to me for reply. I want to thank your office  for 
allowing me additional time to respond to the findings of the audit. 

Attached please find a point by point re sponse to the findings of your office 
reg arding the ESI contract . In your letter to the departm ent and the Louisiana Health 
Care Authority (LHCA) you indicated  that "this report is intended for the use of the 
management of the Department of Health and Hospitals and should only be used by 
those who fully understand the lim ited purposes of the procedure  perform ed." Viewed 
in that context the departm ent believes th at the re port m issed the mark on several issues, 
including co ntract overpaym ent, questioned costs, re im bursem ent from disproportionat e 
share funds, and contract modifications among oth ers. The re port did however raise 
several issues which do have merit, including contract m onitoring pro cedures, erroneous 
FFP, untimely eligibility determ inations and co nt ra ct advance s. Accordingly while th e 
departm ent did not concur with all of the findings of your office it does concur 
im pro vem ents ca n and should be im plemented  in pro blem s are as identified by your office. 
DHH, LHCA, and ESI have already instituted a process of good faith negotiation as 
require d bythe co ntra ct and state law, to attempt to reconcile disputed contract ual issues." 
The departmen t will keep your office  advised of any developments in that re gard. 

Thanking you for the opportunity to respond to th eir preliminary re port, I rem ain 

Charles F. Castille 
Deputy Secretary 

OFFICE OF THE SECRETARY ~ P.O. BOX 629 ~ BATON ROUGE, LOUISIANA 70821-0629 
"AN EQUAL OPPORTUNITY EMPLOYER" 
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M s. Rose Forrest 
M r. Tom Collins 
M r. Stan M ead 
Dr. W illiam  Cherry 
M r. Don Elbourne 



Contract Monitodng 

DHH concurs in part that it did not establish adequate controls to ensure 
co m pliance with the DHH written contract monitoring plan. Other alleged failures 
to adequately m onitor the co ntract are re petitions of later findings noted in the 
audit and responses therato will be made to those spe cific findings. 

DHH does not co ncur that it m ay have overpaid ESI by an estim ated 
$2,150,797 for the odginal (1990) contract. The auditor notes that in March 1993 
DHH re moved disproportionate share from th e per diem rates of the state charity 
hospitals and beg an using a pool concept. The auditor co ntends that based on 
the rates in effect on February 28, 1993 ESI was overpaid by $1,890,273. The 
auditor notes that LHCA was responsible for m onitoring th e odginal contract after 
July 1, 1992. DHH co uld not have overpaid Esi after March 1993 since it was 
not re sponsible for monitoring th e contract at that time. 

DHH does acknowledge th at inco rrect percenta ge rates may have been 
applied to ESI invoices. DHH, LHCA, and ESI m et recently to re view source 
documents and to determine the extent of overpaym ent, if any, by whom it was 
m ade and to secure reim bursement if an overpaym ent was m ade. This wi ll 
enable the parties  to perform a co m plete reco nciliation to determ ine the extent 
of any over or under payments. Th is is in co mpliance  with the term s of the 
co ntract and state law which require initial good faith neg otiations to resolve 
contract disputes. DHH also co ncurs that the inco rrect FFP rate may have used 
after September, 1991. This issue will also be subject to good faith negotiation 
as noted above. 

DHH does not co ncur with the finding of the Leg islative Auditor that DHH 
inappropriately accepted a bid from ESI based on hospital per diem rates not in 
effect at the time the proposal was issued. DHH does acknowledge that the FFP 
rate used to det erm ine re im bursem ent for ESI re im burs em ents were  incorrect . 

As noted by the auditor, DHH changed  to a pool methodology for allocating 
disproportionate share payments in March 1993. The pool methodology was 
adm inistratively im plem ented to m axim ize overcollections and to insure that the 
federal disproportionate share cap was not exceeded . The DHH Secretary at the 
time indicated that he never intended the charge in the method ology to affect how 
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the contractor would be reim bursed. He indicated that in the RFP the 
co ntractor's foe was to be calculated as a percentage of FFP and that since 
disproportionate share  funds are  included as a portion of FFP the contractor was 
entitled to a percentage of disproportionate share regardless of how DHH 
adm inistratively chose to allocate those funds to the hospitals. Accordingly, the 
contract was awarded  in accordance with~ the term s of the RFP ca lling for 
reim bursem ent based on "a percenta ge of enhance d Federal Financial 
Participation'. 

The departm ent's position at th e time it entered into the 1993 contract was 
that the pool methodology should not affect either neg atively or positively how 
ESI was to be reim bursed . The department is examining whether ESI m ay have 
benefitted by the applica tto n of the pool methodology as opposed to th e previous 
paym ent m ethod used in the 1990 co ntract wh er e disproportionate share  fu nds 
were part of the hospital rates. If it is determined  that ESI was co m pensated 
more than it would have been had all disproportionate share funds co ntinued to 
have been part of the hospital per diem rates, then recoupm ent action will be 
initiated through goo d faith negotiations as required bythe contract and state law. 

W ith reg ard to the FFP rate, DHH and ESI acknowled ge th at erroneous 
payments did occur. ESI contends th at for a period of time the FFP rate went up 
but was not changed  and that ESI was underpaid during this time. The parties 
will enter into goo d faith neg otiations as noted above to reconcile the issue of 
over or under paym ents. 

DHH does not concu r that DHH may be liable for repaym ent of the federal 
share  of overp aym ents tothe Health Care  Financing Administra tion. This finding 
is predica ted on the previous finding bythe auditor that an overpayment occurred 
and that DHH would not take adm inistrative to recoup an overpaym ent if one did 
occur. As noted previou sly DHH does not concur that an overpaym ent occ urred 
based on it inappropriately accepting an ES! co ntract based  on hospital per diem 
rates not in effect . To the extent ESI benefitted m ore than it should have through 
the applica tion of the pool m ethodology  DHH intends to recoup said fu nds if 
overp ayments were made. If the fu nds are recouped, or, if as ESI co ntends, 
underp aym ents were m ade, then th ere would be no basis for th e auditors finding. 

V. Payment from the Indigent Pool 

DHH does not co ncu r that it allowed paym ents of $5,029,459 to be made 
to ESI although no additional revenue was genera ted for the state. The auditor's 
co ntention that DHH paid ESI $2,738,784 based on amounts received from the 
indigent poo l although no additional revenue was recognized by the sta te is 



predicated on the theory that if ESI failed to make a patient Medicaid eligible and 
the hospital was paid uncompensated costs for indigent care , ESI efforts did not 
benefit the state and it should not be reim bursed  for thos e indigent days. This 
co ntention however fails to take into account the requirem ent that in order for 
state hospitals to co ntinue to qualify for 200%  reim bursem ent of unco m pe nsated 
(i.e. indigent) costs those hos pitals must achieve and maintain a certain level of 
M edica id days . The value provided by ESI was that it allowed th e sta te hos pitals 
to maintain that critica l threshold level of Medica id days during a period of time 
when th e state hos pitals were losing their traditional market share  of Medicaid 
patients to private hos pitals. ESrs efforts th erefore allowed m any of th ose 
hospitals to co ntinue to qualify as high disproportionate share hospitals and 
rem ain eligible to be co mpensated at 200% of cost of uncom pe nsated ca re . 
Accordingly ESI activities did generate additional revenue for th e state and as a 
result ESI was entitled to be reim bursed. 

The co ntention by the auditor that ESI received  $755,308 in overpayments 
because it was co mpensated  from the indigent pool based on a $3,039 rate when 
the actual rate ranged from $1,914 to $2,023 is more difficult to understa nd. It 
m ay be that the auditor believes ESI should receive only the hospital rate 
allocated  to the indigent pool rather than the actual amount of  reim bursement for 
uncom pensated  care re alized. It is unclear however if this is th e point being 
m ade. Suffice it to say, no m atter what the per diem rates were, ESI was entitled 
under the co ntract to receive reim bursement for a percentage of reim bursem ent 
of uncompensated (indigent) cost as a part of enhance d FFP. 

DHH does not concur that it failed to subm it docu m entation as required by 
law to the Office of Contractual Review and the Department of Civil Service for 
changes in payment met hodology which "appear" to be m odifica tions of the 
odginal contract which ch anges in met hodology resulted  in payments of 
$7,710,968. At the outset it should be noted that the auditor does not allege that 
the payment of $7,710,968 was inappropriate, only that this was the amount paid 
based on changes in m ethodology which  it asserts "appear" to be co ntract 
m od ifica tions. 

The payment of ESI invoice s for disproportionate share funds did not require 
a co ntract amendm ent . It was clearly the intent of the parties to make those 
payments in the 1990 co ntract. The pooling m ethod ology was established in 
March 1993 and th e new co ntract was executed  in August 1993. Both ESI and 
DHH were aware of the pooling methodology at the time the new contract was 
being neg otiated and exec uted . Since  DHH cleady intended to co ntinue to allow 
ESI to re ceive reim bursem ent from "enhanced" FFP

, which included 
disproportionate share, there was no need to am end the contract at som e later 
date. Accord ingly DHH did not fail to subm it docum entation to Offi ce of 



 

DHH is continuing to review the auditor's finding that ESI may have bean 
overpaid as a result of co mputation errors based on actual days in the teaching 
pools rath er than annualized days. W hen the pools were established, a 
prospective paym ent was established based on the number of days of service a 
hospital was expected to deliver. In the state hospitals, th ese days were 
annualized  to reflect changes  in services, however, the plan did not cell for 
re conciliation to actual days  unless th e hos pital's estimate was used. DHH did 
provide ESI with schedules reflecting the pool amount per day that would be paid 
to each  hospital and ESI billed  in accordance with these schedules. 
Theoretice lly, if downward adjustments to the poo ls were made at a subsequent 
date to reflect actual days, th en ESI could have been overpaid. It is highly 
unlikely th at this would have occurred since th e state plan provided that any 
overpayments made on th e basis of erroneous annualization of days would be 
recouped and distributed to th e largest hospital in the state, i.e. Medical Center 
of Louisiana at New Orleans. We are not aware that any such  adjustments were 
m ade. 

VIII. Paym ent in Excess of Contract Maxim um 

This finding and recomm endation deals with LHCA only and does not 
require response by DHH. 

IX. Contract Advances 

DHH does not fully co ncur with the Legislative Auditors finding it violated 
Louisiana law by providing ESI a working capital advance of $303,780. The 
amendment to the 1990 co ntract allowing a working capital advance was 
specifically aut hodzed by the Division of Adm inistration, Office  of Contractual 
Review  to allow DHH and ESI to resolve a cash flow problem caused by the long 
pedod of it took for the co ntractor to get reim bursed  for activities that it had 
perform ed. W hile such  an am endm ent was not  specifically auth odzed by the 
RFP, it was not prohibited either. The opinion of  the Leg islative Auditor that ESI 
was undercapita lized and that oth er undercapitalized but oth erwise qualified 
bidders m ay have bea n precluded from participation is speculative at best. In 
effect what the am endm ent sought to achieve was equity so that ESI would not 
be forced in a pos ition of m aking a loan to the DHH by co ntinuing in ope ration 



X. Deloitte and Touche Billings 

DHH does not concur with the Legislative Auditors finding that it 
inappropriately allowed inclusion of revenues generated by ESI in re venue 
claim ed and billed  by Deloitte and Touche. ESI and Deloitte and Touch e have 
separate and distinct roles. There are  a large number of discrete functions which  
m ust operate co rrectly and in the pro per sequence in order for hospitals to 
m axim ize revenue. In the case of patients in state LHCA hospitals applying for 
M edica id, this required the co m bined efforts of ESI and Deloitte and Touche, 
each perform ing their discrete co ntractual responsibilities. A Medica id claim 
could not be paid had ESI not facilitated the eligibility certification, nor would the 
claim have been paid had Deloitte & Touch e not provided revenue enhance ment 
and ope rations im provem ent consulting service s. Due to th is co m bined  effort, 
DHH and LHCA did m ake a co nscious decision to allow each contractor to 
participate in the revenues generated  by their co mbined  effort. It should also be 
not ed that the co mbined effort of these co ntractors in m axim izing new Medica id 
days was critical to maxim izing disproportionate share funds for DHH. 

Accord ingly, based  on the co m bined effo rt of ESI and Deloltte and Touch e 
in generating additional revenue in new M edica id days, it was appropriate that 
both co ntractors participate in the additional revenues generated thereby all in 
accordance with the term s of their co ntracts. 

XI. Tim ely Eligibility Determ inations 

DHH does concur with the findings of the Legislative Auditors th at it did not 
assure tha{ ESI co mplied with federal reg ulations requiring that Medicaid eligibility 
applications be pro ce ssed within specified tim e co nstraints. The departm ent has 
dire cted the Eligibility Operations Section of the Bureau of Health Serv ice s 
Financing to work with ESI and require it to co mply with the contractual language. 
Failure of ESI to live up to these requirem ents co uld lead to sanct ions and 
possible contract term ination. 



Xll. Extended Inpatient Stay 
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DHH does concur that ESI was paid for extended hospital days, but it does 
not co ncur th at such payment was inappropdate. As noted by the auditor, state 
agencies were restricted in the late 1980's from hiring additional staff. DHH was 
required to seek the services of contractors like ESI to enhance  collections. 
Specifically th e ESI contract ca lled for it to provide serv ices th at  personnel in the 
DHH MAP units could not  provide. O bviously if DHH's M ap units could have 
perform ed  all of the eligibility documentation activities required of them the RFP 
would never have been issued or a co ntract awarded . W hile it is true that ESI 
m ay have benefitted from extended  sta ys  such  reim bursem ent was in co m pliance 
with the term s of th e contract . 

It should also be noted th at ESI often undertook eligibility docum enta tion 
efforts which failed to produce a collectable claim . It is estim ated that  these 
uncollectible claims exceeded  $2.5 million in one facility (Chanty Hospital). The 
contractor took an inherent risk in accepting referrals som e of which did not 
produce a fee to ESI. Accordingly wh ile ESI might have ben efitted from extended 
stays, it also lost m oney on unco llectible claim s, 

XIII. Adjustments to Per Diem Rates 

DHH does not co ncu r th at it allowed ESI to benefit from hospital per diem 
rate increases that wa re not th e result of service pro vided by the contract. This 
allegation is similar to the allegation regarding allowing ESI to participate in 
revenue gen erated thro ugh the indigent pools and the responses are also similar. 

It is im portant to not e that thro ughout both contract periods DHH m ade 
modifications to the hospital reim bursem ent methodology that impacted ESI. The 
hospital base per diem 's were periodica lly inflated to comply with the Medicaid 
State Plan. The m ultiplier and vadous oth er elements of th e original 
dispro portionate share  form ula were periodica lly m odified to enhance hospital 
reim bursem ent and to assum e that  the departm en t and the LHCA m et th e 
budgetary expectations impo sed  by the legislature. As noted earlier ESI played 
a key role in helping the departm ent and th e LHCA m eet these goals by assisting 
the hospitals in m eeting the threshold cdteda to qualify for disproportionate share . 
As a consequence, it was the departm en t's position that ESI should participate 
in th ese paym ents in accordance  with the contract provisions. 

XIV. Contract Provisions - M iscellaneous 

DHH does not concur with the finding of the Leg islature auditor that DHH 
allowed ch anges in co ntract provisions from the original to the current co ntract 
that appear to have directly benefitted ESI. Again the auditor doe s not alleg e 
overpaym ents, only that the changes "may result in potential additional costs'. 



 

A ttachm ent II 

LH C A  M anagem ent's R esponses 



LH C A  LOUISIANA HEALTH CARE AUTHORITY 

Dr. Danid G. Kyle, CPA, CFE 
Legislative Auditor 
1600 North Third Street 
Baton Rouge, LA 70802 

July 7, 1995 

RE: Response by the Louisiana Health Care Authority to the Legislative Auditor's Financial 
and Compliance Audit Division, Financial Related Audit, Correspondence of June 5, 
1995, regarding Eligibility Services, Inc. 

Dear D r. Kyle 

Thank you for granting the additional time to respond to the Financial Related Audit of the State 
of Louisiana's contract with Eligibility Services, Inc. Because of responsibilities related to 
Legislative Session and the close & the Fiscal Year, the LHCA would not have had sufficient 
time to prepare an adequate response without this extension of time. W e appreciate your 
understanding an d cooperation. 

It is our opinion that the ESI contract should never have been transferred  to the LHCA bac ause 
of the nature of the services provided under the contract. The responsibility for determination 
of eligibility is a function reserved to the state Department of Health an d Hospitals, not the 
LHCA. 

.The original co ntract was initiated by DHH at a time when the state was in a fiscal crisis. At that 
time, the state's two-pronged objective was to enhance any and all non-state general fund 
revenues while at the same time reduce the number of state employees. Because DHH found 
itself in co nflict wi th these goals, it decided to contract out a service the department believed 
would, and in fact did, benefit the state. 

Although the LHCA does not agree wi th all of the findings, we do take very seriously the 
findings of the Legislative Auditor and believe man y of the rec ommendations in the Finan cial 
Related Audit have merit. W e intend to utilize many of these rec om mendations in future 

contracts. More to the subject at hand, DHI-I, LHCA and ESI will be meeting to (1) determine 
the extent of any potential overpayment, and (2) by whom the potential overpayment was mad e. 
W e will seek reimbursement upon a determ ina tion that an  overp ayment was made, in acco rdance 
wi th terms of the co ntract and state law requiring initial good faith negotiations to resolve 
contractual disputes. 
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It should be understood that the original contract and all but Amen dmem  No. 7 to the contract was 
initiated by DHH. Although funds for the F.SI co nffact were appropriated  to the LHCA for the fiscal 
year beginning July 1, ! 992, the controvevJy over th e LHCA Gove rn ing Board appointments created 
a climate of uncertainty which continued  until late 1992. Additionally, this was a time of transition 
during which the LHCA was emerging as an  entity separate from DHH and management and staffing 
functions were being shifted from DHH to the LHCA. During this period, the LHCA and DHH 
cooperated  in the monitoring and payment of invoices under th e ESI co ntract. 

It is with this explanation of the  origin ofthe co ntract that we offer our responses to the findings of 
the Legislative Auditor. 

Contract M onitoring 

The LHCA co ncurs, in part, that it did not establish adequate co ntrols to em ure proper monitoring 
of the co ntract as discussed in findings in the audit. The management of LHCA intends to establish 
co ntrols to assure that subsequen t agreemen ts do not place a co ntractor at a potential advan tage over 
the department as recommen ded  by the Legislative Auditor. 

It should be noted  that whereas the LHCA was appropriated funds to pay for the original ESI 
co ntract for the fiscal year beginning July 1, 1992, Chris Pilley, then secretary of DHH, signed the 

amendment extending the contract into its third year (August 28, 1992' through Au gust 20, 1993.) 
This amendment was approved by  the Division of Administration on June 12, 1992. Contract 
monitoring procedur es previously established  by DHH an d in place at that time continued  to be 
followed  by the LHCA. The LHCA monitored and verified  bglings  from ESI to assure that payments 
were based on data supplied  by DHH. Each 
accordance with procedur es set forth by DHH. 

1990 Contract - Overpaym ent 

Poim Number 1. LHCA does not concur that it ma y have overpaid ESI by  an estima ted $1,890,273 
for the Original co ntract. LHCA paid ESI based on the formula methodology schedule prep ared 6- 
21-93 (see attachment 1) approved  by Chris Piiley, Secretary of DHH. 



which was primarily based on the Medicaid utilization and uncompensated care (free care) charges 
of each individual facility. 

On M arch 1, 1993, DHH modified the DSH payment methodology an d created a system that placed  
hospitals in pools. Each po ol was allocated to individual hospitals bas ed on the number of M ed icaid 
days or free  care days of the hospital, In other words, the basic componen ts of M edicaid D SH, 
M ed icaid and free care, were split up an d removed from th e actual per diem rate paid to a hospital. 
DHI-I calculated the "effective per diem rate'~ associated  with each pool. ESI was allowed  to 
participate in revenues related to M ed icaid days as  if M edicaid D SH were continued to be paid 
through an all inclusive per diem rate. 

In several instan ces, the Legislative Auditor refers to a percentage of the Federal Financial 

Participation (FFP) on the Medicaid per diem rate as being the basis for ESI compensation. This is 
not true as the contract states that the contractor will be paid a perc, emag e of enhanced  FFP, an d does 
not make any mention to per diem rates. Paying DSH through pools should not invalidate ESrs 
compensation which is based on FFP co llected and not on bas e per diem rates. A/lowi ng ESI to 
participate in the DSH pools, appeared to be the only method available which allowed ESI to be 
co mpensated in the Medicaid cellections which were in the base per diem  rate (which included DSH 
using a formula that included Medicaid utilization an d free care charges) at the time the co ntract was 
established . 

In a letter dated  Dec ember 2, 1994 to M r. Bruce Jan et, CPA Audit M anager, from Charles Castille, 
Deputy Sec retary of DHH, he identifies that his investigation determined  tha t the intent of the 
parties at the time the ESI contract was negotiated was  that "enhanced  Federal Financial 
Participation" included disproportionate share funds. It is wi th the understanding of this intent that 
the formula methodology  schedule was applied to the invoice s. 

Point Number 2. LHCA reviewed  all of the invoices it paid connec ted with the contract and found 
tha t none of the invoices were billed at 22%  of FFP as  charged by the Legislative Auditor. Ther efore, 
we do not concur with the Auditor's statement that ESI was overpaid by $240,737. 

Point Number 3. As in Point Number 1, the paym ents by LHCA were based on the FFP rate as 
stipdated  in the formula methodology  schedule approved  by form er Secretary Pilley. It does appear 
that the rate was  incorrect and as previously mentioned DHI-I, LHCA, and ESI will be meeting to 
determine the extent of an y overpayment an d by whom it was made an d will secure reimbursement 
if an overp aym ent was made, in compliance with the term s of the contract an d state law which 
requires initial good faith negotiations to resolve co ntract disputes . 

1993 Contract - O verpaym ent 

This finding deals with the current contract between ESI an d DHH and should more appropriately 
be addressed by DHH. 
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Questioned Cost 

This finding should more appropriately be addressed by DHH. 

Paym ent from indigent pool 

LHCA does not concur with the findings that DHH and the LHCA allowed paym ents to be made to 
E$I although no additional revenue was generated for the state. Th e sam e argumen t stated under the 
1990 Contract - Overpaym ent finding applies to this finding. 

M odifications to Contracts 

LHCA does not concur that "the cha nges in method of paym ent appear to be a modification to the 
original co ntracts." Th e contract states that the co ntractor will be paid a percentage of en hanced FFP 
an d does not mention the method of reimbursement to the LHCA. In addition the auditor states 
"Although these invoices were paid, the authority was unable to provide any documentation 
indicating that management ha d agreed to the change." This doc umentation is in the form of the 
form ula methodology schedule prepared June 21, 1993 an d approved by Chris Pilley, then Secretary 
of DHH. 

Overpaym ent com putation errors 

LHCA does concur that ESI may ha ve been overpaid as a result of co mputational errors an d as 
previously mentioned  DHH, LHCA, and ESI will be meeting to determine the extent of an y 
overpaym ent an d by whom it was made an d will secure reimbursement if an overp ayment was  made, 
in co mpliance wi th the terms of the eou tract and state law which require initial good faith negotiations 
to resolve contract disputes. 

Paym ents in Exces s of Contract M axim um  

LH CA concurs in part th at it did not properly
, 
monitor total paym ents made to ESI and paid the 

contractor $20,736 above the maximum amount allowed  under the original co ntract. The LHCA did 
not reconcile the Contract M anagemen t System  an d the Financial Accountability and Control System 
in state fiscal year 1992-93. As a result, at the tim e of the au dit, LHCA was  utilizing erroneous 

contract balances. This has been adjusted and although LHCA did pay the contractor $20,736 above 
the maximum amount allowed under the original contract, LHCA also had presented to ESI credit 
memos of $28,693.66 which when processe d will bring the co ntract wi thin the contra ct maximum . 

Contra ct Advances  

LHCA does not concur with the tim ing that DHH an d LHCA provided ESI a working capital 
advance of $303,750. Prior to any monies being transferred to ESI, DI-IH asked the Division of 
Administration to review an d approve the paym ent of those funds to ESI. The request was approved 
by the Division of Administration. LHCA did not participate in this process. 



Deloitte and Touche Billings 

LHCA does not concur that the inclusion of $50,150,047 in revenues generated by the activities of 
ESI in the revenues claimed and billed by Deloitte and Touche, resulting in potential additional 
payments of $7,522,507. The function provided by Deloitte and Touche an d the fu nction provided  
by ESI are distinct and separate. ESI determines the eligibility of patients and assists in obtaining the 

documentation for the patient's eligibility. Deloitte and Touche assists LHCA in insuring that all 
possible eligible funds are collected an d secured for those eligible patients. Therefore, our opinion 
is that inclusion of the $50,150,047 is correct. 

ESI and Deioitte & Touche are paid for different services required  to receive payment for M ed icaid 
claims, both sets of services being essential to overall reven ue maximization. Paym en ts to ESI and 
Deloitte & Touche are based on overall revenues achieved as this is the most appropriate 
reimbursement methodology and performan ce measure for the services rendered by each. 

The establishment of a patient's eligibility for M ed icaid, as ESI does, is a critical item in the overall 
revenue gen eration process. However, services rendered  by ESI to certify M ed icaid patients will not 
result in new rev enue to the State without also charging, coding, billing an d collecting for the 
services, ar eas in which Deloitte & Touche provides assistance. Ther efore, the combination of 

services provided by ESI and Deloitte & Touche in the instance of new Medicaid eligibles, are both 
required to enhan ce the revenues of the LHCA. Since rev enue impact is the most appropriate 
measure for the services perform ed by both  ESI an d Deloitte & Touche, revenue enhan cement is an  

appropriate basis for their reimbursement. When Deloitte & Touche and ESI jointly affect revenues 
associated with an individual patient, there is in fact a higher cost to th e LI-ICA or DI-R-I. Howev er, 
the benefit to the State is still a considerable multiple since  without the combined  services, such 
revenue w ould be lost entirely. 

It must also  be recognized  that the $50,150047 in question included a significant portion of M ed icaid 
disproportionate share paym ent. Wh ile ESI is compensated on FFP which includes disproportionate 
share, Deloitte & Touche in the current contract beginning October 1, 1992, does not include 
disproportionate share as  a basis for which its compensation is determ ined. Therefore, it is in 
appropriate to charge that both organizations are claiming these revenues as a basis for paym ent. 

Tim ely Eligibility Determ inations 

Eligibility determination as mentioned previously is the responsibility of DI-IK It is LHCA's 
estimation, that complian ce with federal regulation in this regard should be addres se d by DHH . 

Extended Inpatient Stay 

LHCA does not co ncur wi th the legislative Auditors that "unnecessary paym ents" were made to the 
contractor. Although payments were made for extended inpatient stays

, it was in compliance wi th 
the terms upon which the contractor based their bid. One factor cannot be considered in isolation. 

Bidders had to consider the work required on those cas es tha t are never certified M ed icaid eligible 
or are certified  M edicaid eligible for short stays. It should be noted that the co ntract stipulated  that 



the contractor co uld not refuse a referral of a case. These risk factors have to be co nsidered along 

with the extended stays when evaluating the appropriateness of paym ents. 

Adjustments to Per Diem Rated 

As previously mentioned the amendment to extend the co ntract into the third year was signed  by 
Chris PiUey, former Secretary of DI-IH and was approved June 12, 1992 prior to the beginning of the 
fiscal year 1992-93 in which LHCA was  appropriated  the funds for the co ntract. It is therefore the 
opinion of LHCA that this finding is more appropriately addressed by DHH. 

Contract Provisions - M iscellaneous 

This finding deals with the current contract betw een DHH and ESI an d should more appropriately 

be addressed  by DHH . 

W e appreciate your allowing us to review the draft of your report an d look forw ard to working wi th 

your office on this project in the future. 

Sincerely, 

Chief Executive Offi cer 

co: Don Elboum e, CFO 
Art Landry, Comptroller 
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DHH does acknowledge that ESI was allowed to accept all referrals at Chabert 
Medical Center, W . O. Moss Med ica l Center and University Hospital (New 
Orleans). This change from the odginal contract was not implemented to benefit 
ESI, but to provide essential services at facilities where DHH either had no MAP 
Units or wh ere th er e were ch ro nic strategies of MAP pers onnel. W ith regard to 
Moss, it changed from essentially an outpatient fadlity to a full fledged inpatient 
hospital at the time the now contract with ESI was awarded . Moss did not have 
sufficient MAP personnel tohandle the increased workload. Chabert experienced 
significa nt problem s with Med icaid eligibility. As noted by the auditor University 
Hospital (formerly Hotel Dieu) was acquired by the state in eady 1993 and had 
no MAP Unit. LHCA m anagemen t requested DHH to allow ESI to handle aU 
referrals at these facilities as a pilot project and DHH agreed. The intent of the 
project was to ascertain if it would be more efficient to the ESI personnel perform 
eligibility functions and have MAP personnel perform certifica tion functions (wh ich 
function could only be done by DHH employees). 

The auditor co ntends that at those facilities ESI gets a greater benefit of  
m ultiple referrals since it handles all referrals. It should be noted that the auditor 
does not co ntend that the contract was deliberately constructed to achieve this 
result. DHH in agreeing to the reques t of LHCA manage ment to allow ESI to 
handle referrals at all these fadlities was an attem pt to address a greater 
problem , The failure of any of these fadlities to met the Med ica id threshold limits 
for high disproportionate share  hos pital far outweighed any loss DHH might have 
incurred by m ultiple referrals. DHH contends that it m ade the pro per 
m anagem ent decision. 



A ttachm ent III 

Legislative A uditor's 

A dditional C om m ents 



~,tmehment m : l~ i~|ative Auditor's Additional Comments 

The DHH management response relating to $755,308 in overpayments from the indigent pool 
appears to interp ret our finding to mean that ESI should receive only th e hospital rate allocated 
to th e indigent pool rather than th e actual am ount of reimbursement for uncompensated  care 
realized. W e noted that ESI was paid based  on $3,039 for indigent pool DISPRO revenues, 
even th ough the ac tual rates applied to  those poo ls by DHH dur ing that tim e period ranged 

from $1,914 to $2,023. Since ESI established per diems for each of the pool categories (see 
Chap ter 2, page 9 for a description of DISPRO pools), we reviewed  these rates separately. 
Th e $755,308 overpayment is not related to our findings based  on whether we believe that ESI 
should have been entitled to payments from the indigent poo l. It is based only on the per diem 
rates used at which ESI billed . 

Although th e payment of working capital advances may have bee n intended  to correct 

perceived  inequities resulting from tasks for which DHH was respo nsible (i.e., timely billing), 
it is questionable that the working capital advance was necessary. At the same time that a 
contract am endm ent allow ing the advan ce was auth orized, an additional am endm ent that 

allowed  ESI to be paid for eligible receipts (in advan ce of actual rec eipt of funds by the 
hospitals) was also authorized . Allowing ESI to be paid based on eligible receipts should have 
been sufficient  to co mpensate for an y inequity ca used by any tim ing delays as sociated  w ith 
billing. ESI stated  in its respons e to th e RFP for the original contract th at it wouM have 
sufficiem working capital available to fulfill th e terms of th e co nU'act. In addition, other 
bidders who may ha ve been precluded  from participation in  the RFP m ight ha ve subm itted 
bids if th ey ha d known that the departm ent would ha ve allowed  a working capital advance . 

Th e state is not respo m ible for maintaining a profit for business. Businesses loan  oth er 
businesses  and state government's money, whether in cash or goods or services, as  a norm al 
operating prac tice. There is no difference  in ESI providing a serv ice than a vendor delivering 
goods with  a prom ise to pay in th e future by the state. If vendors ha ve cash flow problems

, 

they generally seek loans from financial institutions . Likewise
, ESI co uld ha ve sought loans 

from financial institutions  bas ed on the contract it had with DHH . In effec t, by providing a 
working capital advance, DHH has acted as  ESI's financial institution an d provided a business 
loan at zero percent in terest. 
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The changes in the per diem  rates for the hospitals were not m ade based on any work 
perform ed  by ESI. In fact, from th e tim e that ESI pres ented its proposal to the departm ent to  
the actual tim e that th e contract was negotiated, per diem  rates at the various facilities  had 
increased , in some instances by over  100 pe rcent. Th es e changes were not th e result of any 
effort on the part of ESI since they becam e effective before work began  under the co ntract. 
However, ESI was  allowed  to participate in these, an d all other increases in the per diems. 
The increases would not ha ve been a function of eligibility determ inations. DISPRO revenues 
increased  because of the increased co sts of prov jdin~ free care. ESI's work, providing 
information to assist the state in certifying free care patients as M edicaid eligible, has the 
effec t of red ucing the co st of free care and red ucing the facilities ' shares of DISPRO reve- 

nue . 

DHH has stated that ESI played  a key role in helping the department and the authority by 
assisting the hospitals in meeting the threshold criteria to qualify for participation in DISPRO 
revenues . A review of th e RFP, th e contract, an d oth er as sociated docum ents provided no 

evide nce that this was an  objective of the co ntract. If this is now stated to be one of the 
objectives, then the nature of the work to be performed by ESI is not as it was defined in the 
contract. 

Finally, D HH allowed ESI to participate in  an d be nefit from all increases  in pe r diem rates, 
but did not require that ESI also  participate in any dec reases in per diem  rates, resulting in all 
the risk being borne by the state while the co ntractor received all the benefits. 

CONTRACT PROVISIONS - 

Durin g the period the departm ent co ntrac ted with  ESI, th e M AP unit at Leonard Chabert 
M ed ical Center was elim inated. Based on our estimate of the structure necessary to support 

eligibility determinations in this region (from interviews with DHH personnel, a review of the 
ESI staff structure, and an analysis of applicable civil serv ice salaries), a staff of 13 would be 
necessary to  perform th e eligibility determ inations function for Chabert. Our estima te of the 
maximum annual cOSt of this staff, including benefits, is $532,000. For the period 
November 1993 th rough Decembe r 1994, when there was  no M AP unit function at Chabe rt, 
an d ESI received all referrals for eligibility determinations, ESI has been paid $2,280,324, or 
more than four tim es th e am ount it would ha ve co st th e department had it maintained  th e 
function without ESI for the same tim e period . 
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