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SUMMARY

Since the Medi-Cal program began in 1966, the State
has contracted with a fiscal intermediary to process and pay
medical billings for  services received by Medi-Cal
beneficiaries. In 1978, the Department of Health Services
awarded a 5 1/2-year $129 million contract to the Computer
Sciences Corporation (CSC). Award of the contract necessitated
significant shifts in responsibilities and resources from a
project devoted to procuring a contractor to a branch mandated
with designing, developing, and implementing a Medicaid
Management Information System for processing millions of
Medi-Cal claims each month. Since 1978, the department has
focused its overall contract management efforts on implementing
this system. In addition to carrying out the design,
development and implementation of the system, the department is

responsible for monitoring the CSC's performance.

Although the CSC began processing Medi-Cal claims
over 18 months ago, the Department of Hgalth Services has not
adequately monitored the CSC's performance as specifically
provided by the contract. The department (1) has not
adequately planned and implemented a complete performance
monitoring system and (2) has not eliminated restrictions on

its monitoring activities. That is, the department has not



sufficiently monitored the accuracy of the claims processing
system even though its quality control program supplies some
information on the accuracy of claims payment. Neither has the
department designed and implemented methods to independently
review the performance of the CSC. The department also has not
obtained complete access to the CSC's sites, systems
documentation, and records. And the department has not defined
measurements or methods to calculate performance standards
necessary to determine whether the CSC has performed its

contracted functions.

Because the department has not developed a complete
performance monitoring plan which identifies all methods for
reviewing and verifying the CSC's processing system, it has
underestimated the number of staff necessary to monitor the
CSC's performance. Also, due to limited staff resources, an
insufficient number of existing staff has been allocated to
conduct certain critical monitoring functions. Finally, the
department has not provided adequate training to personnel who

perform monitoring functions.

As a result, the department has limited information
for adequately assessing the CSC's performance. Without
complete information, the department cannot ensure that the CSC

has met contract performance standards. Further, inadequate



monitoring of the CSC's performance could affect the
department's ability to make decisions concerning subsequent

fiscal intermediaries.

Therefore, to ensure that the CSC performs its
contracted functions, we recommend that the Department of

Health Services adopt the following recommendations:

- Plan and implement a comprehensive monitoring system
which includes all monitoring provisions required by

the contract and the federal regulations;

- Develop  and implement  adequate  methods  to
independently verify information from the CSC and to

monitor the performance of the CSC;

- Eliminate constraints to its monitoring activity by
asserting its authority under the contract to acquire
and maintain access to CSC sites, documentation, and

records;

- Establish formal definitions of measurements or
methods necessary to calculate performance standards

and compel the CSC to meet those standards;

- Evaluate staff requirements to adequately implement

the comprehensive monitoring plan recommended above;



- Actively recruit personnel with data processing
expertise needed to design and implement independent
review or consider using independent contractors in
areas where the needed technical expertise may not be

available within state resources;

- Increase training to acquaint staff with aspects of
fixed-price contracts and the CSC's computer

processing system.

As design, development, and implementation
responsibilities have decreased, the department has initiated
actions to improve its monitoring of the contract with the CSC.
Beginning in June 1980, the department expanded its training
for personnel through beginning development of courses on
contract management and computer operations. Effective
December 1, 1980, the department reorganized and began

development of formal plans to improve contract monitoring.



INTRODUCTION

In response to Chapter 1129, Statutes of 1980
(AB 1414) and a request of the Joint Legislative Audit
Committee, we have reviewed the Department of Health Services'
performance monitoring of the state's fiscal intermediary
contract with the Computer Sciences Corporation (CSC).*
Performance monitoring is but one aspect of the department's
management of the CSC contract. This study, conducted under
the authority vested in the Auditor General by Sections 10527
and 10528 of the Government Code, is the Auditor General's

second review of the fiscal intermediary contract with the CSC.

In conjunction with this review, we retained the
services of the international consulting firm Coopers and
Lybrand to conduct an independent review to measure the CSC's
performance against contracted standards for claims processing
times and aged inventory. The firm's report is entitled Review

of Computer Sciences Corporation's Compliance with Medi-Cal

Claims Processing Time Standards (P-021.1).

* We also obtained information on the Health and Welfare
Agency's oversight of the CSC contract; this information is
detailed in Appendix A.
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Background

In this section we detail the funding of the Medi-Cal
program, describe the role of the Department of Health Services
in administering the program, and outline the events leading to

the contract with the Computer Sciences Corporation.

In March 1966, the Legislature created the California
Medical Assistance Program, Medi-Cal. The State and the
Federal Government jointly fund this program: in fiscal year
1979-80, the state's share was 57 percent and the federal share
was 43 percent. For fiscal year 1979-80, the Medi-Cal program
cost approximately $3.7 billion. Budgeted fiscal year 1980-81

program costs total $4.1 billion.

The Department of Health Services has been designated
as the single state agency responsible for administering
federal Medicare and Medicaid programs. Among  its
responsibilities, the department procures and manages the
contract with the fiscal intermediary, an entity that contracts
with the State to perform certain Medicaid functions, such as

claims processing and payment.

The department has delegated the management and

monitoring of its contract with the CSC to its Fiscal



Intermediary Management Branch (FIMB).* This branch assumes
responsibility for the successful implementation, management,
and monitoring of the CSC contract. The State relies on its
efforts for assurance that the CSC s fulfilling its
contractual obligations and that Medi-Cal claims are being

properly processed.

Medi-Cal claims payment activities have been
performed under contract by a nongovernmental fiscal
intermediary since the Medi-Cal program was implemented 1in
1966. The first fiscal intermediary contract was held by the
Medi-Cal Intermediary Operations (MIO) on a no profit/no loss
basis; that is, the State reimbursed the MIO for the costs it
incurred. With the Legislature's concurrence, the Department
of Health Services began in 1976 to seek competitive bids for a
new fiscal intermediary system. This system was intended to
increase the financial responsibility of the contractor, to
establish a more efficient and effective claims processing
system, to improve the state's ability to identify program
abuse, and to ensure that the State had the option to operate

the claims processing system.

Following a process of competitive bidding, the
Department of Health Services signed a 5 1/2-year contract

worth $129 million with the Computer Sciences Corporation in

* The organizational <chart of the FIMB dis included in
Appendix B. Effective December 1, 1980, the FIMB was
elevated to division status and is undergoing reorganization.
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August 1978. This contract, which became effective on
September 1, 1978, provides that the CSC design, develop,
install, and operate the Medi-Cal claims processing system and
eventually turn over the system to the department. By
December 1, 1979, the CSC had begun processing claims for

hospitals, pharmacists, and long-term care facilities.

The contract further stated that the system would
begin processing physician claims on March 1, 1980. However,
on February 20, 1980, the director of the Department of Health
Services delayed implementation of the final provider group

until June 1, 1980.

Previous Auditor General Report

Chapter 43, Statutes of 1980 (SB 1356) provided that
the Joint Legislative Audit Committee conduct an audit of the
CSC and the Medi-Cal contract and report its findings by
May 15, 1980. The Office of the Auditor General, with the aid
of Deloitte, Haskins, and Sells, reviewed the operations of the

CSC and in May 1980 published Report P-005, A Review of

Cohputer Sciences Corporation and the Department of Health

Services Medi-Cal Fiscal Intermediary Operations. The report

included these findings:

- The CSC and the department did not perform adequate

acceptance testing prior to operations;



- The CSC failed to meet specified performance
standards for claims processing times and for
percentage of claims inventory in the system over

30 days;

- The CSC did not accurately and promptly satisfy

reporting requirements;

- The department sometimes failed to assess penalties
on the CSC for its noncompliance with reporting

requirements.

To improve the efficiency and effectiveness of the
claims processing system, the Auditor General recommended that
the department increase its contract monitoring and oversight
activities. On June 1, 1980 the CSC system began processing

the claims of medical providers.

Scope and Methodology

The objective of this audit was to evaluate the
adequacy of the Department of Health Services' fiscal
intermediary performance monitoring system. This audit does
not evaluate other contract management responsibilities. To

accomplish our objective, we followed these steps:

- Reviewed the contract and its supporting attachments

and bulletins;



- Compared the contract to functional workload

documents prepared by the FIMB;*

- Compared the workload documents to the FIMB's

performance;

- Interviewed officials and personnel of the Health and
Welfare Agency, the department, the FIMB, and the
CSC;

- Obtained information from the Department of Social
Services of New York State, the State Controller's
Office, the Health Care Financing Administration, and

agencies receiving information from the CSC;

- Reviewed the activities of the Medi-Cal Fiscal

Intermediary Monitoring Committee.

In addition, we retained the consulting services of
the firm of Coopers and Lybrand, which reported its assessments
of the CSC's compliance with certain claims processing times

and claims inventory standards.

* WorkToad documents include the monitoring responsibilities of
individual units and assessments of person years required to
perform assigned tasks.
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Study Limitations

The Legislature specifically requested that we review
the sufficiency, allocation, and management of personnel
resources and the qualifications of staff employed by the FIMB.
Our review of personnel resources was limited because duty
statements, position justifications, and training records
contained in the department's personnel files were not current.
Therefore, we relied almost totally wupon interviews and
workload documents developed by the FIMB. Since these workload
documents do not represent a complete 1ist of all monitoring
requirements and no historical output measurements exist, we
were unable to fully determine the sufficiency of personnel

resources.

We found the FIMB staff to be conscientious and
hard-working. They recognize many of the deficiencies reported
in Chapters I and II and have initiated actions in recent
months to improve performance monitoring. These actions will

be discussed more fully in Chapter III.
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CHAPTER I

THE DEPARTMENT OF HEALTH SERVICES
HAS INSUFFICIENTLY MONITORED THE CSC CONTRACT

Since the fiscal intermediary contract with the CSC
was procured in 1978, the Department of Health Services has
focused its overall contract management efforts on designing,
developing, and implementing the claims processing system.
However, since the CSC began processing claims in June 1979,
the department has not monitored the CSC's contract performance
on a systematic, comprehensive, or independent basis. The
contract specifically provides that the State evaluate the
contractor's performance on a continuing basis to assure that
the CSC adheres to the contract terms. Although the contract
has now been in effect for two years and the CSC began
processing claims over 18 months ago, the department has not
developed a complete monitoring plan or implemented a formal
system for monitoring the contract. In addition, the
department has not taken sufficient actions to eliminate

constraints which 1imit its ability to monitor the CSC.

As a vresult of these monitoring problems, the
Department of Health Services cannot ensure that the CSC claims
processing system is performing those functions for which the

State contracted. Further, unless it improves its monitoring
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of the CSC contract, the department will be unable to make

appropriate decisions about subsequent fiscal intermediaries.

The Department Has Not Planned
and Implemented an Adequate
System of Monitoring

Although the Fiscal Intermediary Management Branch
has formed organizational units which conduct certain
monitoring activities, the branch has not developed and
implemented a formal plan for monitoring the contract with the
csc. Consequently, the department's monitoring has been
incomplete: it has not sufficiently monitored the accuracy of
the claims processing system by considering all contract
provisions and by comprehensively reviewing all system
components. Rather, the department primarily monitors the

timeliness of claims processing.

The department's Medi-Cal Quality Control Branch
samples paid claims and produces some information on the
accuracy of claims payment. However, the Medi-Cal quality
control program does not currently evaluate all medical policy
jssues by considering prior medical services received by the
Medi-Cal beneficiary. Further, the FIMB has wused the

information produced from the samples on only a limited basis.

Because of these conditions, the department cannot

sufficiently verify that the CSC 1is accurately processing
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claims. Furthermore, the department does not independently
verify the CSC's information, such as reports, tapes, and
computer printouts. As a result, monitoring is almost entirely
dependent upon the CSC's unverified data, some of which are

untimely and inaccurate.

Since the contract became effective, the FIMB has
concentrated most of its staff resources on the conversion from
the MIO to the CSC claims processing system. This conversion
included phasing out the MIO system and designing, developing,
and installing the CSC's claims processing system. Installing
each claim type on the CSC's system required that the FIMB
staff focus upon resolving conversion problems. The department
did not plan to concentrate staff resources on monitoring the
contractor's performance until the conversion was completed.

And, as stated above, no formal monitoring plan was developed.

Without a formal monitoring plan, the department
cannot adequately determine the number of staff required to
conduct contract performance monitoring. Since June 1978, the
department has increased the number of staff responsible for
managing the CSC contract but has not sufficiently identified
monitoring responsibilities or assessed resources necessary to
carry out those responsibilities. In addition, the department
has not properly allocated staff to review system documentation
nor has it conducted sufficient training. These issues are

more fully discussed in Chapter II.
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The Department Has Not Sufficiently
Monitored the Accuracy of the
Claims Processing System

As discussed 1in the Introduction, the department
delegates management of the Medi-Cal contract to its Fiscal
Intermediary Management Branch. However, the FIMB has not
comprehensively monitored contract activities as provided by
the Medi-Cal contract. Specifically, the FIMB reviews
processing times but has not instituted or implemented a
sufficient methodology for monitoring the accuracy of
payments. Nor has the FIMB effectively used information
generated in claims payment accuracy. Although the FIMB
receives useful data on the accuracy of paid claims from the
Medi-Cal Quality Control Branch, this information does not
assess the accuracy of claims payment based upon all major
criteria. Moreover, the FIMB only reviews the data and records
trends; it does not initiate further actions based upon the
data. Without comprehensive monitoring of the Medi-Cal
contract, the department cannot ensure that the CSC s

accurately processing claims.

Along with the CSC, the FIMB is responsible for
ensuring that Medi-Cal payments are promptly and accurately
processed. This responsibility is consistent with the contract
and also with provisions of the federal Medicaid Management
Information System (MMIS).  The contract provides that the

State "evaluate the contractor's performance on a continuing
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basis...." Additionally, the contract articulates the
priorities of the Fiscal Intermediary Management Branch in its
monitoring activities:

The Fiscal Intermediary Section directs,

monitors, and evaluates the performance of

the state-contracted fiscal intermediary to

assure that the Contractor is complying

with the terms of the contract and to

ensure that providers are appropriately
paid in a timely manner.

To meet the provisions of the contract, the FIMB has
organized its staff to conduct performance monitoring, contract
compliance and policy implementation, and provider services.
The 14 units within the FIMB use a workload document that 1ists
various monitoring and management functions to be performed by
each unit. Unit managers prepared the document in 1979 by
listing priorities they believed their unit should perform
rather than by comprehensively 1listing all monitoring
provisions required by the contract. Unit managers regularly
perform some selected monitoring functions Tlisted in the
workload document and conduct other monitoring functions in

response to department requests.

Generally, the FIMB monitors the timeliness of claims

processing. For example, the branch reviews reports to

evaluate claims cycle time performance. Also, it reviews
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reports to identify suspension problems causing delays and then
samples pre-payment claims to identify and determine causes for

suspensions.*

The FIMB, however, does not sufficiently monitor the
accuracy of the claims processing system partially because of
inadequate planning and lack of resources to assign to
identified areas which require contract performance monitoring.
For instance, the FIMB does not perform these designated

functions intended to ensure accuracy in processing:

- Tracing live claims to evaluate the accuracy of the

CSC's claims processing system;

- Reviewing the CSC's technical capability to

accurately process claims;

- Periodically testing data processing equipment to
determine whether the CSC has the capability of

accurately processing claims.

Assuring the accuracy of <claims processing is
important now that the CSC is processing claims for all
provider types. In October 1980, the CSC paid over $270
million and processed over 9 million claim lines to providers.
Presently, the claim types with the highest volume are

pharmacy, outpatient, and physician.

* A recently added section is beginning to monitor post-payment
claims.
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Currently, the FIMB relies upon the Medi-Cal Quality
Control Branch claims accuracy review program to assess the
accuracy of claims adjudicated and approved for payment by the
CSC. The program, initiated in May 1978, is required by the
Federal Government. Each month, project staff randomly select
200 claims from each of the eight claim types (1,600 claims 1in
total). Staff review these claims to determine if they have
been properly paid based upon services provided, beneficiary
and provider eligibility, prior authorization for the service,
pricing, and computations. The Quality Control Branch produces
schedules of data monthly but submits a report to the Federal

Government once every six months as required.

Although the Quality Control Branch's accuracy review
produces useful data, it does not evaluate claims payment
accuracy based upon medical policy and beneficiary history.
For example, the review would not identify a female beneficiary
for whom providers had billed two hysterectomies or a
beneficiary who had received more psychiatric outpatient visits
than are allowable under program guidelines. The Chief of the
Quality Control Branch has stated that the branch's review is
designed to identify such potential inaccuracies, but problems
with the CSC's data have thus far prevented them from making

such determinations.
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Although the Quality Control Branch produces useful
data which it submits to the FIMB for review, the FIMB only
reviews the reports to record trends by claim type. According
to staff of the FIMB, the data is reviewed and trends recorded,
but no actions are taken or further review initiated as a

result of the data.

In addition to the Medi-Cal Quality Control Branch
program, the FIMB's performance monitoring unit added a section
in July 1980 to monitor paid claims for accuracy. The unit has
produced one report indicating that out of a sample of 97 claim
1ines, 10 errors in claims processing were found; 5 of these
were payment calculations. Although the report sample was not
designed for statistical projection, it does indicate that the
department needs to develop a more comprehensive methodology
and to increase the testing and the monitoring of claims

processing accuracy.

To adequately measure the accuracy of claims
processing, the FIMB also should periodically trace claims
through the system. One methodology for this accuracy check
has been developed by the Federal Health Care Financing
Administration. Its Medicaid bill processing system test was
designed to monitor the effectiveness of claims processing
systems in preventing erroneous payments. A sample of claims

are periodically fed into the system and then traced to test
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the system's accuracy. Although the FIMB has been reviewing
the feasibility of applying such a methodology, it had not
intended to implement such a program until all claim types were

implemented.

These monitoring deficiencies <can be partially
attributed to a lack of adequate planning and implementation.
The contract with the CSC was drafted in 1977 and procured in
1978; the first claim type was installed in June 1979.
Throughout that time, the department inadequately planned for
its performance monitoring role. Even though the last claim
type was installed on the system six months ago, the department
still has not developed or implemented a system of monitoring
performance based upon comprehensive planning.  Rather, thé
department has concentrated on the design, development, and
installation of claim types. FIMB staff have been occupied
with acceptance  testing and review of installation
deliverables.* Also, since inception of the contract, the
department has responded to problems identified by providers,
the Legislature, or administrators. FIMB staff have indicated
that much of their time is spent retrieving data and preparing

memoranda in response to various requests.

* Deliverables is a general term used in the contract to
describe documentation that must be turned over to the State.
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The FIMB has developed a workload document to
delegate monitoring responsibility to its staff. However, the
FIMB did not produce this document until September 1979,
approximately one year after procurement of the contract and
three months after claims processing had begun. Further, as
already indicated, the document reflects priorities established
by individual unit leaders rather than a comprehensive listing

of all monitoring requirements of the contract.

Without comprehensive monitoring of the Medi-Cal
contract for payment accuracy, the department cannot ensure
that the CSC is accurately processing claims. For example, the
department may allow overpayments to providers which could be
identified and corrected. In our last report, we noted that
the CSC could have made potential overpayments to providers.
We identified 462 paid pharmacy claims, each totaling between
$250 and $5,000--amounts substantially greater than the average
price of a pharmacy claim. Of a sample of four claims, we
priced three and found each under ten dollars.  (The fourth
claim was not priced because the itemized drug was not on the
drug pricing file.) By totaling the three priced claims, we
estimated almost $1,300 in potential overpayments. Although
many of the remaining 459 claims may have been accurately paid,
monitoring is essential 1in this area to assure proper payment

of claims.
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As a further demonstration of the need for more
comprehensive review of payment accuracy, the State
Controller's Office identified $3.2 million 1in potential
overpayments to providers from February through October 1980.
This office typically scans payment amounts for errors by
comparing the amounts of paid claims with Tisted services. By
examining claims amounts which appear substantially greater
than what is normally expected or average for that service, the
office investigates the claims for accuracy. Although we
cannot determine the total extent of overpayments made by the
CSC, we conclude that the $3.2 million in potential

overpayments represents a conservative estimate.

The Department Has Not
Independently Verified
CSC Information

Although the department uses the CSC's management
reports as provided by the contract to monitor processing
activity and to detect problem areas, it does not independently
verify the data contained in these reports. Presently, the
FIMB has not developed an adequate methodology or implemented
an ongoing system of testing to independently verify the
accuracy of the CSC's data. As a result, there is no assurance
that the data being used to assess performance is accurate.
Additionally, without verification of this information, the
functioning of other agencies that depend upon information from

the CSC is impaired.
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The contract intended that the State be able to
monitor system performance by reviewing certain reports:

Various management reports are produced...

for purposes of monitoring processing

activity. Various inventory reports by

claim type...shall be produced and utilized

to detect and resolve problem areas and/or
processing bottlenecks....

As noted earlier in this section, the department
reviews the CSC's reports to assess the timeliness of the CSC's
claims processing and to identify areas and problems which
cause claims to suspend. Additionally, the FIMB reviews
reports to determine areas in which claims are suspending and
to identify the causes of such suspensions. Although the
department compares certain CSC reports to one another to
verify the consistency of the data, it does not independently

verify the accuracy of the data in those reports.

We contacted the New York State Department of Social
Services which is responsible for monitoring Medicaid claims
processing in that state. New York State entered into a
similar Medicaid fiscal intermediary contract in 1977. Like
California, New York receives the contractor's reports which it
uses to monitor the contract. New York, however, has also
developed its own audit programs, monitoring reports, and
computer programs to retrieve information independent of the

contractor. Independent verification ensures confidence in the
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usefulness of data. Without this review, the department
cannot assure that management decisions are based upon accurate

information.

To illustrate this need for independent verification
of data, we matched information from the review conducted by
Coopers and Lybrand with departmental data compiled from the
CSC's reports. Coopers and Lybrand submitted data on claims
processing times for June through October 1980. We found that
for five months, the CSC's data compiled by the department
differed from the independently gathered data in 34 out of 35
instances. In three cases, the department could have found the
CSC” out of compliance with the contract had it conducted
independent reviews rather than relying on data produced by the
CSC. Without such review, the department has limited assurance
that the CSC is accurately processing claims as required by the

contract.

Additionally, units wifhin and outside the department
rely on data from the CSC. At least three organizational
entities within the  department--the Surveillance and
Utilization Review Branch, the Beneficiary Utilization Review
Unit, and the Recovery Section--have been affected by the CSC's
inaccurate and untimely information. In addition, the Attorney
General's Medi-Cal Fraud Unit has been affected because it too

relies on reports produced by the CSC.
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The department's Surveillance and Utilization Review
Branch detects fraud and abuse in the Medi-Cal program. Under
provision of the MMIS, the CSC 1is required to produce reports
for this branch. However, many of the reports which the CSC is
required to send to this branch have been inaccurate and many
have been untimely. Additionally, the CSC has not produced
these reports for all provider types. Because these reports
are not produced, timely, or accurate, the branch relies upon
information from other sources, such as reports from the
previous fiscal intermediary. The branch indicates that, as a

result, its ability to detect fraud and abuse is impaired.

Another  departmental entity, the Beneficiary
Utilization Review Unit, which identifies recipient abuse of
Medi-Cal services, should receive claims detail reports from
the CSC for all provider types. However, the unit currently
receives only those for pharmacy and lTong-term care. This unit
anticipates problems if these reports are not soon available.
Finally, the department's Health Recovery Section, which
performs collection functions for Medi-Cal, relies on payment
profiles from the CSC. Using these profiles, the section
determines demand for recoveries from third parties such as
insurance  companies. Accurate payment histories of
institutional and medical providers is critical. Because the
section does not receive all necessary reports from the CSC,
staff must manually recreate the information which should have

been received.
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The Attorney General's Medi-Cal Fraud Unit
investigates and prosecutes Medi-Cal fraud. An official of
this unit cited a case under investigation for which claims
detail reports and original claims are needed to document fraud
on the part of a provider. Since the CSC is not producing
needed reports nor able to promptly retrieve a reproduction of
the reports, as required by the contract, the unit Tlacks
evidence for the investigation. As a result, potential

recoveries could be lost.

The Department Has Not
Eliminated Constraints Which
Limit Contract Monitoring

The department has not acted to eliminate certain
constraints and to assert state control necessary to ensure
effective monitoring of the fiscal intermediary contract.
Although negotiation with the CSC may be necessary to make some
contract provisions workable, the department has not asserted
control over the claims processing system as provided for by
the contract. Specifically, the department has not asserted
the necessary authority to acquire and maintain access to the
CSC's sites, systems documentation, and records.* Nor has the
department defined critical measurements or methods to
calculate performance standards to compel the CSC to perform

according to contract specifications. As a result of the

* Systems documentation includes electronic data processing
programs developed by the CSC for Medi-Cal claims processing.
This information enables the department to fully review the
CSC's data processing system.
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department's failure to assert control and to define contract
standards, it is unable to fully monitor the CSC's processing

of claims for payment.

The Department Needs

to Acquire Access to the CSC's

Sites, Systems Documentation

and Records

Although the Medi-Cal contract gives the department

access to the CSC's sites, systems documentation, and records
related to the Medi-Cal contract, department staff indicate
that the CSC restricts the department's access to its
production sites. Additionally, the CSC does not promptly
deliver systems documentation and prohibits the State from
reviewing certain Medi-Cal records. Because the department
does not assert its authority over the CSC, the State cannot

ensure that the CSC properly and correctly processes claims for

payment.

The terms of the Medi-Cal contract support the
State's access to the CSC's system. In fact, the contract
awards the State proprietary rights to the CSC's claims
processing system:

The State of California shall have

proprietary rights to the entire claims

processing system and information and

retrieval systems used by the
contractor....
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The contract also stresses that the CSC is to maintain open and
effective communications with state operating management. The
contract clarifies this point:

Open communications are characterized by

direct contact between individuals...as

needed, with no red tape or authorization

needed. Telephone or site visits are used
as appropriate....

Although the Medi-Cal contract clearly allows the
State access to the CSC's sites and functions, department staff
indicate that the CSC limits such access. Specifically, the
CSC prohibits department staff from entering its processing or
production areas wunless the department staff make an
appointment with CSC management before the visit and are
accompanied by CSC management during the visit. As a result,
the department cannot make unannounced visits to monitor the

quality of claims processing operations.

Yet federal Medicaid contracts in other states allow
on-site government monitoring. Representatives of New York
State's Health Department, for example, conduct on-site
monitoring of the Medicaid fiscal intermediary to assess the
performance of the claims processing system. Department
officials indicate that their staff members have unrestricted
access to contractor production sites and system documentation.

Staff need not make appointments before visiting the site and
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may freely review operations without Timitations imposed by the

contractor. Unannounced visits are not uncommon.

We also found that the CSC does not promptly deliver
documentation to the State, although the contract directs it to
do so:

Within two months after the contractor's

system is operational statewide, the

contractor will deliver to the state a copy

of all...systems, programming, and

operations documentation.

Under the provisions of the contract, the CSC should have
delivered this documentation to the department by the end of
July 1980. However, as of November 18, 1980, the CSC had
delivered only a portion of the detailed design specifications

and data base descriptions; the CSC still has not delivered any

operations documentation.

This delay in the delivery of the documentation has
limited the department's ability to plan and implement
comprehensive testing of the CSC system. The contract
identifies a post-implementation review to be conducted by the
department and the CSC six months after the full system is
operational. However, the department may be unable to conduct
this review in a timely manner because of the delay in

receiving the documentation.

-29-



Additionally, this delay may affect the department's
ability to comply with the provisions of the contract. For
example, if the department is delayed in designing and
implementing a system for ongoing review, it may not properly
evaluate the adequacy of the system independently of the CSC's
assessment. Furthermore, this may delay the department's
review of program documentation prior to federal evaluation of

the system; this evaluation is scheduled for March 1981.

The CSC also prohibits department access to records
it considers proprietary even though the records relate to the
administration of the Medi-Cal <claims processing system.
Specifically, the CSC will not allow the department to review
employee salary schedules, incentive programs, and personnel
records which would inform the department of the CSC's staffing
conditions. The CSC further prohibits the State from examining
cost data which would allow the department to assess the CSC's

fiscal management.

Nonetheless, the Medi-Cal contract requires the CSC

to provide information to the State as needed:

The contractor shall make reasonable
efforts to respond to the State's general
need for information regarding  the
operation and management of the services
provided under the contract.
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Even though the contract entitles the department to
proprietary rights over the CSC claims processing system, the
CSC established the terms and conditions for on-site
monitoring. Further, the CSC has prohibited the department
from acquiring systems documentation and other pertinent
records. Ultimately, the department cannot ensure that the CSC
is accurately processing claims for payment consistent with
state policy without acquiring and maintaining access to CSC

sites, records, and documentation.

In our review of the department's present monitoring
system, we identified potential effects which could result from
these monitoring restrictions. The processing of suspended
claims illustrates this potential effect. To implement state
and federal policies, the department requires that claims
undergo certain edits and audits--sets of criteria which will
cause a claim to suspend if the criteria are not satisfied.
Edits and audits are designated by error codes which the CSC
may override, subject to the department's authorization. To
override an error code, a CSC claims examiner reviews the
exceptions listed in the suspense manual which is approved by
the State. If one of the exceptions for that code should apply

to that claim, the error code may be overridden.

When a claims examiner overrides an edit or audit
code, the reason for the override is not recorded. Even though

several reports currently produced by the CSC list overrides by
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claim and examiner, these reports do not identify the reasons
for the override. Therefore, 1if an examiner improperly
overrides a code, the department cannot always detect what

exception the claim satisfied by reviewing the CSC's reports.

Unless the department conducts adequate on-site
monitoring or modifies the claims processing to include an
audit trail, documenting the reasons for overrides, there is no
assurance that the CSC's claims examiners are overriding only
those error codes for claims which meet state-authorized
exceptions. The department cannot monitor this function by

reviewing reports now produced by the CSC.

The Department Needs
to Clarify and Define
Monitoring Standards

The department has also limited its ability to
adequately monitor the contract by not clarifying, defining,
and applying monitoring standards. The contract does not
clearly provide measurements or methods to calculate contract
standards which the department requires the CSC to meet, and
the department has not supplied formal measurements or
calculations for some of these standards. As a result, the
department is unable to fully determine when the CSC has failed

to comply with contract specifications.
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The contract provides sanctions for the department's
use in ensuring that the CSC meets the terms of the contract:
If the contractor is not  meeting
performance standards, the state will take
action in accordance with the procedures
identified in Terms and Conditions,
Liquidated Damages, Section 4.28.
But in some cases, the department cannot determine whether the

CSC's performance levels are substandard because it has not

established clear definitions.

The department has formally defined and applies some
but not all contract performance standards. The department has
defined the performance standards for timeliness of daily,
weekly, and monthly reports. Although the department has
provided interpretations of standards for claims processing
times, it did not formally define them until November 1980.
Even now, after two years of processing claims, the department
and the CSC still have not agreed how the CSC's actual

performance should be calculated.

At the same time, the CSC has provided its
interpretation of contract standards. To calculate claims
processing times, the CSC includes only original claims that
remain entirely under its control and that are not submitted
for medical review. The department includes all claims,
whether originals or adjustments, but excludes the number of

days any claims are outside the control of the CSC. Also, the
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department does not begin calculating processing time for

claims until they have been returned from the provider.

The difference 1in interpretation of standards
produces different assessments of performance. Our contractor,
Coopers and Lybrand, found that for June through October of
1980, the department and the CSC differed on claims processing
times for most claim types. Time required for claims

processing varied by as much as three days.

Effects of Monitoring Problems

As a result of these problems in monitoring the CSC's
claim processing system, the Department of Health Services
cannot ensure that the State is receiving what it contracted
for in entering into the $129 million contract. Because
deficient performance monitoring prohibits the State from
reviewing, assessing, and evaluating the accuracy and
effectiveness of.the entire system, the State has an inadequate
basis upon which to formulate decisions concerning the present
contract or future contracts. According to department
officials, the State will begin in fiscal year 1981-82 to
consider fiscal intermediary options for the future--to either
procure another contract through competitive bidding or provide

for state operation of the Medi-Cal claims processing system.
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CHAPTER 1II

INADEQUATE PLANNING HAS CONTRIBUTED
TO INSUFFICIENT MANAGEMENT OF STAFF RESOURCES
FOR PERFORMANCE MONITORING

Although the Fiscal Intermediary Management Branch
has formed organizational units which conduct certain
monitoring activities, the branch has not developed and
implemented a formal plan for monitoring the CSC contract. The
branch's incomplete development of a sufficient performance
monitoring plan which identifies methods for reviewing and
verifying the CSC's processing system has contributed to
insufficient management of staff resources for monitoring CSC's
performance. The branch's staffing levels have increased, yet
branch management has not sufficiently analyzed performance
monitoring responsibilities and related staffing requirements.
Through planning activities which have occurred, the FIMB has
jdentified some performance monitoring responsibilities and has
assigned them to wunits within the branch. However, such
planning activities have not sufficiently assessed the number
of staff necessary to accomplish even those responsibilities
and, as a result, many monitoring functions are not being
performed. Insufficient planning has also affected the
allocation of staff resources. Specifically, the FIMB may not
have properly allocated a sufficient number of qualified staff
to review critical records documenting the programming logic of

the system.
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Insufficient job orientation and training may also
have limited the FIMB's effectiveness. Because of the
complexity of the contract and the claims processing system,
personnel should undergo formal training to understand the
contract as well as the branch's responsibilities. However,
few FIMB staff have received any formal training from either
the branch or the CSC even though federal regulations require

.it.

Staffing Increases Made Without
Sufficient Assessment of Staffing Needs

Since June 1978, the level of staff directly
responsible for managing the CSC contract has increased from 39
to 104 authorized positions. (As of October 1, 1980, only 80
positions were filled.) However, the FIMB has augmented its
staff without sufficiently identifying contract monitoring
responsibilities or determining the resources necessary to
carry out those responsibilities. In fact, the original
procurement project, which became the FIMB, did not develop
workload documents for estimating staffing requirements and
allocating staff among units until September 1979. After
contract procurement, key individuals who had developed the

contract left state service. Now the FIMB 1is using the same
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basic workload documents to support its proposal for additional

staff for fiscal year 1981-82.%

As depicted in Table 1, the level of staffing for the

FIMB has increased since fiscal year 1978-79.

TABLE 1

FISCAL INTERMEDIARY MANAGEMENT BRANCH
STAFFING LEVELS SINCE 1978-79

Number of Positions Full-term Number of Positions
Fiscal Year at Beginning of Year Augmentations at End of Year
1978-79 39 0 39
1979-80 74 0 74
1980-81 74 30° 104°

a

b

The Department of Finance considers seven of these as limited-term
positions; thus, the FIMB's authorized full-termtotal for fiscal year
1980-81 is 97 positions.

This figure represents the authorized total as of October 1980.

Originally, the FIMB was allocated 39 staff positions to
procure a fiscal intermediary contract. But in late 1978 and
continuing through fiscal year 1979-80, branch officials
realized that they had underestimated their staffing
requirements. Officials began augmenting staff by shifting
additional personnel to the CSC contract and by borrowing

employees from a variety of other units in the department. The

* Since current workload documents do not represent a
comprehensive 1ist of all monitoring requirements and no
historical output measurements existed, we were unable to
determine if the 104 positions presently authorized are
sufficient for managing the CSC contract.
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FIMB used these borrowed employees temporarily and then

returned them to their original units.

For fiscal year 1979-80, the branch was authorized 74
positions to be allocated among 14 units--an increase of 35
authorized positions over the previous year. The FIMB then
requested seven additional staff members for its fiscal year
1980-81 budget. The Legislature granted this request, bringing
the FIMB's total of authorized positions to 8l1. By October
1980, the branch had gained the remaining 23 positions as a
result of staff augmentations included in AB 1414
(Chapter 1129, Statutes of 1980). This brought the FIMB's

total authorized positions to 104.%*

The FIMB submitted its first workload document in
September 1979 as part of its budget change proposal for the
fiscal year 1980-81 budget. The Department of Finance
requested that the FIMB submit this document to Jjustify its
need for increased staffing. We examined the document to see
if it listed the state's monitoring responsibilities, most of
which are given throughout the Request For Proposal (RFP).

Although the workload document makes no detailed reference to

* Appendix C arrays the 104 positions within the FIMB's range
of classifications.
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the contract, we found that it addressed most of the 36 general

monitoring responsibilities we identified in the RFP.*

The FIMB used this same basic workload document to
Jjustify other staff increases. Based upon the original
documents, the branch was granted its fiscal year 1980-81
request for seven additional staff. And in June 1980, the same
document was modified and submitted to support the department's
AB 1414 requests. The FIMB has used this document again in its
budget change proposal which requested 13 additional staff for
fiscal year 1981-82. The Department of Finance denied this

request.

Twenty-three of the FIMB authorized positions were
only recently funded under AB 1414. The FIMB has been
attempting to fill these positions since October 1980. At the
time of our review, only 80 of the 104 budgeted positions were
occupied. Fifty-seven of these 80 positions were
professional-level staff. We interviewed 34 of these 57
personnel. Appendix D 1lists the classification of these 57
positions and notes the number of staff interviewed in each

position.

* We did not verify the adequacy of the workload documents;
instead, we checked whether they included information on most
items addressed in the RFP.
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Since June 1978, the FIMB's staffing has increased
from 39 to 104 budgeted positions even though contract
monitoring responsibilities and assessments of the resources
required to carry out those responsibilities have not been
specified. As a result, there has been an insufficient number
of staff in the past to accomplish all design, development, and
implementation requirements and to monitor the CSC's
performance. Further, without sufficient assessment of staff
requirements, there will be no assurance that the number of
budgeted positions, their classifications, and allocation among
units are appropriate as design, development, and

implementation activities decrease.

Identified Workload Responsibilities
Have Not Been Performed

As discussed in Chapter I, the department has not
monitored several performance areas and contract provisions
because it 1écks a complete plan. This lack of comprehensive
planning has also resulted in the FIMB's incomplete performance
of all identified workload responsibilities. For example, the
FIMB has done 1little 1in regards to reviewing the CSC's
responses to provider's questions. Neither has the branch

monitored the CSC's implementation of operating instructions.

The FIMB generates workload documents for each unit.
Currently, units do not perform all tasks detailed in their

workload documents. Since the documents do not adequately list
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all monitoring responsibilities, these omissions could further
impair the FIMB's monitoring effectiveness. None of the FIMB
units reviewed was addressing all identified workload

responsibilities.*

During our review, certain unit supervisors
identified approximately 24 monitoring responsibilities which
were not being performed. For example, the FIMB unit
responsible for provider relations is not currently reviewing
the CSC's responses to providers. When providers have specific
questions regarding processing procedures or a particular
claim, they may phone the CSC directly. It is important to
monitor the CSC's response to these providers to assure that
questions are promptly and accurately resolved. By monitoring
this activity, the FIMB also could learn which claims are
causing providers difficulties and determine whether the CSC is

following contract provisions in resolving these conflicts.

Additionally, the FIMB is not fully monitoring the
CSC's implementation of operating instructions. Work1oad
documents state that this activity is "...essential to
efficient and effective change in the operation of the system."

Since there has been no comprehensive review of system

* We reviewed 11 out of 12 functioning units. We did not
review the Contract Conversion Information Unit since its
workload document does not include any monitoring
responsibilities. It is a temporary unit established to deal
with only the Legislature and provider association inquiries.
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documentation and only limited access to the CSC's production
sites, this monitoring responsibility is increasingly
significant. Without monitoring the CSC's follow-up to
operating instructions, the State may not be able to verify
that Medi-Cal policies established by the FIMB are being

promptly or appropriately implemented.

Unit supervisors also stated that the new MMIS
certification requirements are not being reviewed. Federal
procedures are expected to change to reflect yearly
certification and a point-scoring method for the MMIS review.
Reviewing and preparing for these changes should be stressed
since compliance with this federal system is critical to the

funding of the Medi-Cal claims processing system.

Other identified workload responsibilities which have
not been performed include reviewing manual processes, applying
policies and procedures for hearing contract disputes,
monitoring performance of the CSC's computer hardware, tracing
live claims, and reviewing the CSC's technical capabilities.
Chapter I included discussions on the effects of some of these

problems.

These conditions reflect the department's incomplete
planning for and inaccurate identification of the number of
positions required to perform all identified workload

responsibilities. Also, staff members currently concentrate on
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responsibilities other than performance monitoring. For
example, staff are still working on design clean-up activities
even though the system was declared fully operational on
June 1, 1980. By spending time on design issues, staff cannot

address monitoring responsibilities.

Also, staff spend approximately 25 percent of their
time responding to immediate or ad hoc requests. Ad hoc
requests may come from a variety of sources, including
providers, the Legislature, the Health and Welfare Agency, and
department administrators. In a recent request, staff were
asked to design a method to provide immediate payment on
hospital claims that were suspended for a specific error code.
In addition, they have been requested to immediately answer
individual provider inquiries. Branch officials have stated
that these projects greatly 1impede the staff's ability to

perform regularly scheduled assignments.

FIMB officials state that from 1978 to the present,
they have underestimated the person-years required to perform
workload responsibilities. Even though the FIMB 1is not
addressing all workload responsibilities, staff overtime now
extends up to 30 hours per month for analysts, 64 hours per
month for first line supervisors, and 116 hours per month for
branch administrators. The branch's failure to adequately
evaluate workload responsibilities adversely affects the

management and administration of personnel resources.
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The branch's failure to perform certain workload
responsibilities has resulted because it has not adequately
planned for and administered its personnel resources devoted to
performance monitoring. Consequently, the branch is deficient
in its monitoring responsibilities. As discussed in Chapter I,
because of inadequate monitoring, the State has no assurance

that the CSC is processing claims as intended by the contract.

Staff Have Been Insufficiently Allocated
to Review System Documentation

Because the department has not adequately planned,
the FIMB may have insufficient workload projections upon which
to base certain budgeted staffing requirements and to allocate
those staff within the branch. Specifically, the System
Monitoring and Policy Implementation Units responsible for
reviewing the CSC's system documentation may not employ a
sufficient number of staff with the expertise necessary to
review the detailed documentation for logic, accuracy, and

completeness.

System documentation contains all programming,
system, and Tlogic information which 1is necessary to process
Medi-Cal claims. Because this documentation is comprehensive
as well as technically complex, individuals with expertise in
data processing are required to thoroughly review and

comprehend it. To fully exercise all monitoring rights and
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responsibilities over the CSC's processing system, FIMB staff

must thoroughly review and understand this documentation.

The workload documents generated by the FIMB assign
the responsibility of reviewing detailed system documentation
to three units: Systems Monitoring, Policy Implementation Unit
No. 1, and Policy Implementation Unit No. 2.* These units are
responsible for assuring documentation logic, accuracy, and
completeness. The system monitoring unit is responsible for a
review of detailed system design and for assuring that "all
system documentation used for the MMIS meet[s] and maintain[s]
the federal standards described 1in Federal Information
Processing Standard Publication Number 38." The policy
implementation units are responsible in part for reviewing
"system input and output documentation in the form of
inventories, worksheets, system flow<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>