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MEDICARE AND MEDICAID FRAUDS

WEDNESDAY, MARCH 9, 1977

U.S. SenaTe Seeciar CommrrreE oN AcING,
IN CoopErATION WITH THE SUBCOMMITTEE ON HEALTH
AND THE SUBCOMMITTEE ON OVERSIGHT
oF THE House Ways anp MEeans CoMMITTEE,
Washington, D.C.
MORNING SESSION

The committees met, at the invitation of the House Ways and Means
Committee, at 10 a.m., in the House Ways and Means hearing room
Longworth House Office Building, Hon. Frank Church, chairman of
the genate Special Committee on Aging, presiding.

Present: Senator Church; Representatives Gibbons, Rostenkowski,
giorman, Rangel, Gephardt, Stark, Pickle, Bafalis, Jones, Pike, and

artin.

Also present: From the Special Committee on Aging: William
E. Oriol, staff director; David A. Affeldt, chief counsel; \gal J. Hala-
mandaris, associate counsel ; John Guy Miller, minority staff director;
David A. Rust, minority professional staff member; Patricia G. Oriol,
chief clerk; Alison Case, assistant chief clerk; Thomas G. Cline,
research assistant; and FEugene R. Cummings, printing assistant.
From the Subcommittee on Health: Paul C. gRettig, staff director;
John Salmon, counsel; Mary Nell Lehnhard and Erwin Hytner,
professional staff members; and Harvey Pies, assistant minority
counsel. From the Subcommittee on Oversight: Larry J. Ross,
counsel, and Julian Granger, professional staff member.

Senator Crurca. The committee will come to order.

Representative RostENkowskr Senator Church, on behalf of my
cochairman of the House Ways and Means Subcommittee on Over-
sight, Sam Gibbons, the members of my health subcommittee, we
would like to welcome you to this side of Capitol Hill.

Senator Caurca. Thank you very much.

Representative Rostengowsk1. We found that certainly the hear-
ings yesterday were most enlightening and, I am sure, are going to
bear fruit in legislation.

I would like to say to my colleagues that in working with Senator
Church’s committee, we are working under Senate rules so the cam-
eras and recording devices are allowed in the committee room.

Senator Church, we want to again express our desire for full co-
operation to build on this record so that people in the health com-
munity will be serviced by their Government in the manner in which
we intend through legislation that they be served.

I welcome you again.

Now, Mr. Chairman, I am sure we are ready to proceed.

(975)
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OPENING STATEMENT BY SENATOR FRANK CHURCH, PRESIDING

Senator CrurcH. Thank you very much, Congressman Rostenkow-
ski, I appreciate coming over here to the grandeur of the House; it is
the first time that I have ever been able to preside in this splendid
room. :

The cooperation of the Ways and Means Committee, along with the
work of our committee on aging staff, has enabled us to collect the
evidence that we are presenting through these hearings. I, too, appre-
ciate the support and assistance of the Members of the House in con-
nection with these hearings.

Before we call the first witness this morning, I would like to com-
ment on the recognition that the new administration is giving to the
revelations that began over a year ago when the Moss subcommittee
of the Senate Special Committee on Aging commenced its investiga-
tion into fraudulent practices in the medicaid program. Those hear-
ings led to a series of very shocking disclosures concerning medicaid
mills, overtreatment, double billing, and widescale fraud. -

* The subcommittee also examined the nursing home field and uncov-
ered a whole pattern of fraudulent practice, including the secret re-
bates that were given by pharmacists and other suppliers to nursing
homes in order to secure lucrative contracts and then the inflated bills
were being passed on to the Government.

Yesterday we really commenced a new phase of this investigation;
we began our look at the medicare program. The average Federal con-
tribution to medicaid nationwide may be two-thirds of the total
amount, but where medicare is concerned the Federal contribution is
100 percent. We are also looking at the title XX homemaker/chore
services in which the Federal contribution is 75 percent and here
again we are beginning to uncover the same pattern of fraudulent
practices.

So I am gratified that the administration itself is beginning now to
respond to the disclosures that our investigations and hearings have
uncovered. This recognition has been shown 1n several ways.

First, the Carter budget contained references to the massive fraud
in medicare, medicaid, and other programs and asked for increased
financial support from the Congress to stem the tide.

Second, Attorney General Griffin Bell recently issued a warning
that medicare and medicaid cheaters are undermining the integrity of
Government health programs and promised a high priority Federal
campaign to prosecute the offenders.

Finally, as today’s papers reveal, Secretary Califano has announced
a reorganization plan which is justified in part by the need to place
heavy emphasis upon the need for more effective investigation and
prosecution of the fraud we know to permeate these programs.

So, I think, gentlemen, that our hearings are producing results. The
response of the executive branch is encouraging but I think it is
also clear that legislative remedies will be required. We may need a
restructuring of the program and enhancing the capacity of govern-
ments at all levels—Federal, State and local—to handle the investiga-
tive and enforcement problems which confront us.
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[The prepared statement by Senator Lawton Chiles follows:]
STATEMENT OF SENATOR LAWTON CHILES

Mr. Chairman, first of all, let me congratulate you for spearheading
this review of the procedures of medical care agencies and the investi-
gations into medicare and medicaid fraud.

My Governmental Affairs Subcommittee on Federal Spending
Practices conducted an extensive investigation into the problems that
were pervasive in the health care industry in the State of Florida.
After a year of thorough investigations and study, the subcommittee
held hearings on the issue in Florida. )

The subcommittee, which I chair, heard witness after witness tell of
irregularities, abuses and outright fraud in the home health care in-
dustry. Florida offered a classic case study of, and provided insight
into, the problems that have arisen all over the ¢country with regards
to the private nonprofit home health care agencies. These agencies are
practically self-regulatory and virtually independent of meaningful
guidelines for operations. o

Mr. Chairman, everyone agrees that the intent and validity of home
health care programs is, without a doubt, a vital and important part
of the lives of millions of elderly persons all over this country. Thé
payment, for those services, as provided by the law, under medicare is
also of great importance to the persons most involved—the American
taxpayer. The concern for quality home health care was and is upper-
most in the minds of everyone. There is considerable concern over the
administration of the agencies. We have disturbing reports about
some health care in Iflorida involving private, nonprofit home health
agencies and medicare payments, which include: ’

Reports that persons were tested for respiratory function tests
when they were not physically able to do so. v

Reports that medicare has had trouble collecting from an agency
which has a vast amount of money owed to medicare.

Reports that bribes and rebates are all too common in the referral
of medicare payments.

The tremendous proliferation of home health agencies in the State.

Overutilization of services allowed by medicare simply because they
are allowed.

Reports that some medical supply companiés advertise in the media
about “cost free” equipment for medicare patients.

Reports that oxygen abuses are continuing in spite of the fact that
medicare authorities have been notified about this abuse.

Reports that in New Jerséy, for instance, a wheelchair that cost
$168 to purchase was rented for 72 months at a total cost of $1,080.

A hospital bed that cost $283.50 was rented for 58 months at a cost
of $1.654.20—medicare funds pay 80 percent of rental cost.

Although these are perhaps isolated items they underscore the po-
tential abuse that can exist in the rental equipment.

Perhaps one solution is to raise the amount that the law allows for
full, immediate reimbursement for equipment from 859 or less to a
higher figure. When we consider the fact that the amendment allow-
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ing $50 was passed in 1968, illustrates that Congress in this respect
has not kept pace with rising costs.

At any rate we need to close the “end” on equipment rentals.

Finally, I think Congress is committed to provide high-quality
health care for the elderly and closing the loopholes that presently
exist in the medicare/home health field.

In hearings held in Tampa and Miami, Fla., the subcommittee
heard from a total of 28 witnesses. The theme remained the same:
abuses and illegalities are certainly present in the program and proper
safeguards are not !

The subcommittee felt that several key and important aspects of the
investigation should be developed in the hearings. Those special areas
were:

One: The great discrepancy between the “cost of operation” of pub-
lic and private nonprofit home health agencies. The particular costs
which were most obvious were skilled nursing care, nursing aide care,
administrative salaries, pension plans, et cetera.

Two: The illegal payments of rebates, referral fees, bribes and
kickbacks with involving false medical reports and highly question-
able medical practices.

Three: The overutilization of home visits by private, nonprofit
home health agencies often to the detriment of the patients involved.
The investigation by subcommittee staffers turned up instances where
many patients were forced to turn to public agencies after being
dropped by the private agencies after their allotted medicare visits
had been exhausted.

Four: The overutilization of durable medical equipment to the ex-
tent that many times the original cost of the item has been greatly
exceeded in the payments of rental fees.

Five: The steady proliferation of private, nonprofit home health
agencies in Florida because of the ease involved in the establishment
of such an agency.

Six: The possible conflict of interest that exists when a doctor owns
or has substantial vested interest in a home health agency where he
refers patient/clients.

Seven : The deliberate evasion of certain aspects of the law in order
to gain an unfair competitive advantage by some durable medical
equipment dealers. Prime example of this type of practice is the agree-
ment that the DME dealers customarily forgive the 20 percent co-pay
and instead turn it over to the private, nonprofit home health agency
“for doing the necessary paperwork.”

Eight: The addition of an “administrative markup” to the DME
roviders invoice by home health agencies and the submission of the
arger figure to the Bureau of Health Insurance for payment. Such a

“markup” is in violation of BHI regulations.

Mr. Chairman, it is my hope “That the patient will not become the
‘forgotten person’ during the entire controversy, that the importance
of proper home health care for the elderly will ultimately gain from
this investigation.”

There is no real incentive to keep the cost of health care down. The
government—State, local, or Federal—to the payee, seems to have
limitless funds for those who would “let the government pay.”
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So, abuses continue and payments to the agencies by the govern-
ment skyrocket.

It is very clear, Mr. Chairman, that somewhere along the line, the
Government has got to put a stop to the abuses and illegalities that
abound and eat up hard-earned tax dollars.

Mr. Chairman, if there are no objections, I would like to submit the
findings of my Federal Spending Practices Subcommittee and con-
clude with my personal observations concerning public, nonprofit
home health agencies. :

The image of a nonprofit home health care agency has historically
been that based on the actions of organizations such as the Visiting
Nurses Association. Characteristically, the public nonprofit organiza-
tions like the VNA and the County Nurses Association have operated
on the principle thesis of providing services to the poor and the

.elderly at minimal cost to community and the taxpayer.

The supreme dedication of many of these public spirited and highly
motivated persons has led to not only a high level of care for many
patients, but also a firm appreciation for the worth of these agencies
to the communities in which they serve.

From all the evidence presented by the subcommittee, I have been
extremely impressed with the quality of services provided by the
public, nonprofit organizations and even more impressed with the
sincerity of effort put forth by the public nonprofit agencies. The sub-
committee investigators held hours of interviews with clients and
other personnel involved in home health care and generally conceded
that those persons who staffed and maintained the public agencies
were of high caliber and expertise.

Although I was not in the Congress during the enactment of the
original medicare bill, I am assured Congress had the image of public
agencies involved when they wrote the provision for the private, non-
profit agencies. .

During the almost year-long investigation of home health agencies,
the continuing story of gross irregularities and administrative cover-
ups by agency administrators was repeated over and over again. We
heard evidence of records were forged, claims were billed for visits
never made, personnel wrote in diagnosis for patients before they
were seen and reports were prepared for doctors who merely signed
sheets depicting actions never in effect, taken.

Medicare officials were billed for some expenses that defy explana-
tion—such as the Christmas party by Unicare, Inc., of Miami. While
the total expenses of some $4,000 was not a tremendous amount it rep-
resents the 1dea that as long as medicare pays, it doesn’t matter what
the expense is billed for.

The entire question of the interrelationships of persons involved in
home health agencies must be clearly defined. Doctors who own home
health care agencies must allow for complete disclosure of that owner-
ship and the patient and medicare officials must take special note of
that ownership. Monitoring procedures by the intermediary must be
particularly stringent for these agencies. Because of the abuse in over-
utilization and referrals by doctors themselves, medical firms, hos-
pitals and/or nursing homes should be restricted to involvement in
only one area of patient care which is reimbursed by the medicare
program or National Health Insurance Act.
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The subcommittee investigated the entire scope of involvement and
interrelationships of medical supply companies and home health
agencies. The abuses concerned with central billing procedures, signed
and/or vocal agreements to actually circumvent the law by forgiving
the 20 percent co-insurance and annual deductible were widespread
and accepted practices. Any medical supply company that blanketly
forgives the deductible or co-insurance a specific category of patient
or agency should be considered guilty of an abuse of the act and sub-
ject to the the penalties provided by the act. Intermediaries should be
carefully instructed to insure against incorrect payments to chain
medical supply companies using central office billing procedures.

The subcommittee lends its support to a certificate of need require-
ment as developed by the Florida Department of Health and Re-
habilitative Services. :

Medicare officials must begin to establish some limits on salaries,
pension plans, and charges that are uniform and reasonable. The
Bureau’s current policy 1s much too lenient and leaves too much to
agencies to decide.

The practice of comparing private, nonprofit agencies to one an-
other is not practical. First of all, it establishes a false charge and
salary rate. Normal competition practices do not apply because the
private nonprofit agencies do not have to justify costs to the customer
but rather to the Government which is not the customer but is the
payee. So as long as agencies are allowed to set their own rates, those
rates will be excessive.

It is the imperative that the governmental agency responsible for
correct monitoring be allowed to establish proper rates for charges
and salaries.

The private, nonprofits, or so-called 100 percenters, have absolutely
nothing to lose by going into business at total government expense.
The current system of cost reimbursement provides no incentive for
efficiency. In order to establish some type of financial security, a bond-
ing process must be established. In the present situation, private non-
profit agencies may manipulate charges and submit cost estimates that
are far out of the realm of reasonableness and secure funds under the
interim payments that can be used by them for any purpose. The re-
payment of those funds is interest-free and comes from a deduction
of their medicare account. This entire process can lead to definite
abuses. The beneficiaries receiving the services have no idea as to the
amounts reimbursed since notices to the beneficiaries list only the
number of visits and no amount of reimbursement per visit. There-
fore, the beneficiary does not act as a damper on overutilization.

The obviously profit-motivation of the so-called nonprofit agencics
has been more than substantiated in testimony and other inquiries
made before the Subcommittee on Federal Spending Practices. I am
now more convinced than ever that real reform has to be properly
instituted if the program is to be saved for those persons most in
need—the elderly—by those most concerned—the taxpayers.

Specific guidelines and regulations along with legislation mav not
eliminate all of the problems we face with the administration of this
program. However, T feel that public support and credibility can be
restored if public officials and medicare administrators implement the
desired changes in the program recommended in this report.
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Further, I want to reiterate my support for quality health care for
the elderly through the medicare program. Such cave is vital to the
well-being of many of the elderly in the State of Florida and across
the Nation. The very fact that this care is so vital makes it even more
important that it become as fraud-free as possible.

The subcommittee is indebted to those persons whose primary inter-
est goes beyond job security and cooperated with subcommittee inves-
tigators on this inquiry. '

If the projection for medicare as a program is to be a healthy one,
then abuses and illegalities have no place in this prognosis.

The subcommittee found that the additional action which should
be taken included the following provisions either to be instituted
through proper legislation or guidelines from the Bureau of Health
Insurance:

One: That there should be adequate formal—education—training
for full-time administrators in the health care agencies. That educa-
‘tion should be in one of the health fields with experience in adminis-
tration of a health facility. Many of the agency administrators inter-
viewed in hearings and through the investigation had backgrounds
in totally unrelated fields to that of health care service.

Two: That the membership of the governing body or the advisory
committee of a home health agency be comprised of legal residents
within the geographical area served by the home health agency. This
action would eliminate administrative expenses such as transporta-
tion and lodging which are now charged to medicare.

The number of high-salaried administrators must be limited. One
agency in the survey by the subcommittee defined 9 persons in an
agency of less than 100 as top administrative personnel.

Medical directors who can be classified as “in-house” should be
restricted in the percent of the total clients that he can refer to “his”
agency. No more than 23 percent would be reasonable.

Three: Special investigation by the fraud and abuse section—
should include careful scrutiny to identify those agencies which:

First: Knowingly provide services to patients not truly “home-
bound,” which also add services to those initially requested by the
patient’s doctors, and permit personnel to do those things not in-
cluded in needed services.

Second : Solicit discounts and kickbacks.

Third: Arbitrarily add “administrative markups” to bills for
goods purchased by them or services performed for them.

Agencies that are identified as conducting these abusive practices
should be penalized either by immediate nonacceptance of claims or
by placement in a probationary status for a stipulated time period
which could result in a “nonacceptance” status. Where actual at-
tempts at fraud is obvious the administrator should be quickly prose-
cuted.

The subcommittee thoroughly investigated the situation and found
that the interrelationship of durable medical equipment suppliers and
home health agencies often led to abusive practices.

Acceptable legislation should result in the following results:

Four: 100 percent reimbursement for durable medical equipment
under part B either to the patient or to the dealer accepting assign-
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ment when the patient’s request and authorized the need for the
equipment and is entitled to and receiving home health care from a
Iicensed agency.

Five: The role of a home health agency should be strictly defined
in the hospital discharged process. An agency, either public or pri- ‘
vate, should be definitely restricted from doing the actual discharging |
of medicare patients but instead should be available for service if ‘
¢alled by the hospital.

Six: In the area of contracted service personnel, contracts should
be limited to those personnel providing skilled services dealing di-
rectly with the patient, such as a physical therapist or speech thera-
pist.

. Seven: Franchise fees should not be viewed as reimbursable by
medicare rather as an administrative expense incurred by the agency.

Eight : Total office expenses including initial furnishings, rent and
space size should have the same limiting criteria, including geo-
graphical considerations as previously stated for charges, salaries,
et cetera.

Turther luxury automobiles and sports cars should be prohibited
for agency rental and use to be billed to medicare. Documental cases
of abuses in this area includes rental of Corvettes and other sports
ears by private, nonprofit agencies.

Nine: Any financial relationships between durable medical equip-
ment dealers and home health agencies should be entirely forbidden.

Ten: The dealer should be required to present the option of pur-
chase or rental of equipment to the patient. The option agreed to
should be in writing and properly submitted to the intermediary for
reimbursement.

Eleven : Cases where the period of use will exceed the present retail
price of the item should be encouraged and the offer of sale should be
properly documented.

Twelve : Certain items should never be sold.

These items should require documentation in writing of reasonable
followup procedures on a regular basis for the established rental fee,
or require emergency backup at all times.

Durable medical equipment to be rented only

Dialysis equipment Oxygen humidifers
Flowmeters Demurrage on oxygen tanks
Fluidic breathing assistors Oxygen regulators (medical)
Humidifers (oxygen) Oxygen tents

Infusion pumps Oxygen walker systems
IPPB machines Respirators

Iron Lungs Suction equipment
Nebulizers

Darable mediocal equipment to be sold only— (when need i for more than 1 mo.)

Bed pans (autoclavable hospital type) Oxygen

Canes Postural drainage boards
Commodes Qual canes

Crutches Sitz baths

Face masks and cannulas (oxygen) Traction equipment

Gel flotation pads for wheelchairs Urinals (autoclavable hospital type)
Heating pads Vaporizers

Heat lamps : ‘Walkers

Masks (oxygen)
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Durable medical equipment to be sold or rented
Alternating pressure pads and mattresses Mattress, with hospital bed only

Bed side rails Patient lifts

Gel flotation mattresses Rollabout chairs

Hospital beds Trapeze bars

Pneumatic compressor (lymphedema ‘Water and pressure pads and
pump) mattresses

Lymphedema pumps (nonsegmental ‘Wheelchairs

therapy type)

Further, the subcommittee found that in instances where sales are
made, those sales should carry restrictions and conditions similar to
those previously listed. Sales should be made as follows:

One: Dealers should be required to offer to the patient to sell or
rent.

Two: Intermediaries should be required to notify dealers the allow-
able sales price on all items of equipment.

Three: Lumpsum payments by the intermediary should be made to
the dealer or to the beneficiary at the time of sale, and that payment,
should not be subject to the annual deductible or coinsurance.

Four: The patient should be allowed to use an amount up to the
prevailing price disclosed by the intermediary toward the purchase
of any quality of equipment that the patient wants,

Example 1
The medicare allowable price for a wheelchair is $175. The patient
could use $50 of this and buy and pay in full for a used chair.

Example 2

The patient could apply this $175 toward the purchase of a new,
‘$350 wheelchair and pay the difference to the dealer himself.

Five: The dealer should be required to document the offer of sale
and the transaction.

Six: The determination of the validity of the sale should be the
patient or the patient’s own physician.

Seven: Provision should be made for repairs on items previously
sold through medicare.

FINDING NO. 1

As evidenced by the committee’s report and testimony heard by the
subcommittee, the subcommittee submits that there is a decided ab-
sence of hard, specific guidelines and instructions from the Bureau
of Health Insurance (Social Security Administration).

The fact that many agencies seized the opportunity caused by the
absence of specific guidelines to raise salaries to unreasonable levels
was totally indefensible.

The private nonprofit administrators set salary levels for them-
selves and other supervisory personnel at those high levels because
they (the administrators) could not show the funds received as
“profit.”

CONCLUSION

The Bureau of Health Insurance (SSA) should develop guidelines
which would limit or place a “cap” on the charges that the Home
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Health Agency can impose, for skilled nursing care, home health aide
visits, as well as those for physical therapist, speech therapist, et
ceterd. Limits which should be placed on the salary for administrators.
of private, nonprofit home health agencies could be based on the com-
parison of the executive directors of visiting nurses associations or-
the administrators of 50-bed hospitals. :
Unquestionably, the salary of administrators and top personnel
should be completely divorced from the gross revenue that the agency
takes in.
' CHANGES IN THE PRESENT SYSTEM

This change would not demand changes in legislation but would
.demand guidelines from the Bureau of Health Insurance (SSA).

FINDING NO. 2

Gross irregularities in administrative procedures were alleged by
home health care personnel. Backdating and alterations of records by
home health personnel with the primary purpose of defrauding the:
U.S. Government, were claimed to be fairly common occurrences.
General administrative coverups included the forging of client rec-
ords, claims being billed for visits never made, diagnosis being made-
by unqualified persons, nurses aides and general office staff—general
abuses of car allowances and gas allotment.

CONCLUSION

The need for aggressive monitoring of the administrative claims by
the Bureau of Health Insurance is paramount. The prevailing feeling'
among many private nonprofit home health agencies was that any
cost could be charged because the present monitoring system would
not pick up the irregularities that occur.

CHANGES .IN THE PRESENT SYSTEM

An enlargement in the fraud and abuse section of the Bureau of
Health Insurance so that investigators could closely monitor alleged
abuses. The system for checking and auditing records should not in-
.volve' 3 weeks to a month prior notice.' Auditing should be done on
short notice so that tampering with official records could not be ade--
quately accomplished.

FINDING NO. 3

Pension plans for the employees of private nonprofit home health
agencies are not designed to conform to any specific guidelines and
limitations. - :
) CONCLUSION

¢

Pension. plans should- have ceilings imposed to ‘assure that condi--
tions the subcommittee learned about are not continued nor repeated.
The subcommittee feels that an 8 percent limit would be more than
sufficient but would defer the Bureau of Health Insurance guidelines:
“on the matter. . :



985

. CHANGE IN THE SYSTEM

No guidelines on pension plans presently exist. The Bureau of
Health Insurance should develop those guidelines and submit recom-
mendations for legislation.

FINDING NO. 4

Private nonprofit agencies do not have to establish financial sta-
bility in order to start soliciting clients and go into business. Fran-
chise fees, initial. consulting fees, should not be reimbursable items
from medicare.

CONCLUSION

Either a proper bonding procedure should be established or a pri-
vate, nonprofit home health agency should have to document the
existence of substantial permanent capital to cover possible overpay-
ment to the agency.

CHANGE IN THE PRESENT SYSTEM

The basic change in the reimbursable system to accommodate the
above conclusion must be achieved by statute.

FINDING NO. 5

Under present legislation a private, nonprofit home health agency
generally excludes all patients except medicare eligibles.

Currently, all administrative expenses are charged to medicare.
The committee found that some of the expenses billed to medicare
were very dubious. .

CONCLUSION

By statute, a requirement that at least 25 percent of the patients of
a provider be other than medicare eligibles in order for certification
to be granted. Justification for such legislation can be found in the
statutory requirement relating to the formation and operation of
‘health maintenance organizations—30 percent -of the participants in
an HMD must be under the age of 65.

GCHANGES IN THE PRESENT SYSTEM

The significant change in the system to conform to the above con-
clusion must be by statute. -

FINDING NO. 6

The subcommittee found that durable medical equipment suppliers
.and some private nonprofit home health agencies have .entered into
agreements to circumvent the law, particularly in providing for an
administrative markup on items sold by the suppliers on referral by
the agencies. T

CONCLUSION

The actual cost-for items should be documented by having a copy
of such items attached to claims submitted. »

s
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CHANGE IN THE PRESENT SYSTEM

Guidelines could be established by the Bureau of Health Insurance,
or appropriate legislation.

FINDING NO. 7

The subcommittee found that many items were rented to patients at
a total cost far in excess of the total cost of the item in many cases.
This abuse has been documented through appropriate records in the
‘SSA as well as interviews with suppliers and clients.

CONCLUSION

Provisions should be made for the lump sum reimbursement for the
purchase of durable medical equipment where long-term need has
‘been clearly documented by the attending physician.

CHANGE IN THE PRESENT SYSTEM
By the appropriate statute.
FINDING NO. 8

The subcommittee found proliferation of private, nonprofit home
health agencies to be a definite problem.

The tremendous growth of this type of agency—private, non-
profit—with little or no controls attached to their certification re-
quirement doubtlessly led to some of the abusive practices that

occurred.
CONCLUSION

A certificate of need provision must be included in the requirement
for certification by the private, nonprofit home health agencies.

CHANGE IN THE SYSTEM

By statute, the certificate of need should be required on a national

basis.
FINDING NO. 9

The subcommittee found that normal investigative procedures for
the fraud and abuse section of the Bureau of Health Insurance de-
pend solely upon responding to a complaint. The section does not, it
seems, allow investigators to act on their own initiative.

CONCLUSION

The fraud and abuse section does not presently have the manpower
capability to properly investigate instances of alleged abuses and
illegalities that have been reported in the home health care field.

CHANGE IN THE FIELD

By guidelines from the Social Security Administration or appro-
priate legislation.
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FINDING NO. 10

The subcommittee found that many problems existed in determin-
ing which services were truly needed that were being administered
to clients under the guise of needed services. Many agencies over-
prescribed services and had no accountability to the State after
-certification.

CONCLUSIONS

In order to help restore public credibility in the area of home health
.care, private nonprofit home health agencies must be required to:

Undergo periodic review of a State home health agency advisory
.council, appointed by the Governor, which would also advise the pub-
lic nursing section or any other official health agency in matters relat-
ing to regulations, standards of care, policies governing services, and
«expansion of home health care programs in the State.

The Council would be composed of a licensed physician, a regis-
‘tered nurse, a physical therapist, a speech pathologist, a medical social
worker, an occupational therapist and three citizens interested in the
.development of home health care programs. Such a council will pro-
vide representation from the various disciplines rendering service who
‘have expertise in these areas and are knowledgeable about standards
.of care and operational procedures for their professions.

Agencies should also organize their board of directors to conform’
to having at least seven members, no more than two of which are
‘relatives. S

FINAL RECOMMENDATIONS

Additional recommendations that the subcommittee found include
‘the following:

One: The administrative records of an agency that does not deal
with the individual patient should be open to public inspection, such
as administrative salary levels, charges for visits, amount paid the
agency by the intermediary, et cetera.

Two: The utilization review program performed by the intermedi-
ary be expanded to conduct, not only onsite inspections but a complete
followup concerning assurances from the patient’s doctor as well as a
comprehensive number of patients that the services rendered were
both needed and requested by the patient’s doctor.

Three: The large body of regulations and guidelines that are estab-
lished, and will be established, be made available to every agency
licensed by the State so that the limitations placed on cost can be uni-
formly applicable. Agencies can only adhere to “reasonable” cost
when they, the agency, know what “reasonable cost” are.

Four: Rental arrangements between doctors and laboratories or
doctors and home health agencies or doctors and pharmacies or any
other above combination should be carefully reviewed by the Bureau
of Health Insurance with the stated power of the Bureau to termi-
nafe ?Iuch agreements when medicare payments are in any way in-
volved.

Five: That any form of compensation in terms of rewards, prizes,
gifts, and so forth shall be considered a kickback when it involves a
medical supplier and/or a home health agency receiving Federal
funds for medical care.

[End of prepared statement. ]




988

Senator Crurci. Now, today we continue with another case which
relates to in-home services provided to California residents. Before
we call those witnesses who are regularly scheduled to appear, the
Chair would like to accommodate a representative of the Governor
of California, Governor Brown, Mr. Mario Obledo, who has asked to
be the first witness. :

If Mr. Mario Obledo will come forward and take a seat at the wit-
ness stand, we will be glad to hear him at this time.

Mr. Obledo, all of the witnesses in these hearings have been sworn
so if you would, please raise your hand and take the oath.

Do you solemnly swear that all the testimony you will give in these
proceedings will be the truth, the whole truth and nothing but the
truth, so help you God ? :

Mr. Osrepo. I do.

Senator CHUrCH. You may proceed.

STATEMENT OF MARIO OBLEDO, SECRETARY, CALIFORNIA
HEALTH AND WELFARE AGENCY, APPEARING ON BEHALF
OF GOV. EDMUND G. BROWN

Mr. Oprepo. Good morning, Mr. Chairman and members of the
committee.

At the request of the Governor of the State of California, Edmund
@. Brown, Jr., I come to offer the full support of the State in your
effort to uncover fraud and abuse in the health care services field.

My name is Mario Obledo, and I am the secretary of the Health
and Welfare Agency which has the responsibility in California for
the medicaid and the title XX programs.

Last fall when the Senate Subcommittee on Long-Term Care was
receiving national attention for its excellent exposure of medicaid
fraud, I wrote to Senator Frank Moss, the chairman of the subcom-
mittee, to compliment his good work and to offer our cooperation.

Speaking for Governor Brown and for the agency which I direct,
I am here to strongly emphasize our intention to continue that coop-
eration in attacking fraud and abuse in the various health care pro-
grams we must administer. I need not point out to you the necessity
for close coordination between the Federal Government and the
States in monitoring these important programs.

California is prepared to do its part. In that regard I recently wrote
Mr. Thomas Morris, the newly appointed Inspector General of the
Department of HEW, to offer him the same complete cooperation
which T am today extending to this committee.

California is a big State and we administer a very large amount of
the funds that the Congress appropriates for these health care pro-
grams. In light of our size, we have an enviable record compared to
other States for monitoring fraud in these areas. As reported in this:
committee’s publication on medicaid mills, California receives 13 per-
cent of all medicaid funding and we have presented at least 85 percent
of all of the pending fraud cases nationwide.

In comparison, New York, which administers 23 percent of all
medicaid funds, is responsible for only one-tenth of 1 percent of al¥
pending fraud cases.
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‘While California is proud of this record, we are in no way content.
I would be the first to point out that the degree of fraud and abuse
currently under these programs appears to be extensive so that the
time has arrived to undertake their investigation in a most compre-
hensive and detailed manner.
~ Several months ago Governor Brown mandated that I make a thor-
ough investigation into the types of abuses referred to yesterday and
in previous hearings. As a result, I instituted a new system of fraud
and abuse controls known as the surveillance and utilization review
system which we refer to as SURS. Basically SURS is designed to
detect patterns of practices by doctors and others that are inappro-
priate or abusive.

This is accomplished by analyzing computer reports and other rec-
ords produced by our fiscal intermediaries. When abusive practices
are suspected, additional documentation is gathered such as paid
service claims, profiles of all services received by the patient’s hospital
treatments that appear questionable and profiles of all services
claimed by the practitioner for the previous year and then a case is
assembled. '

The SURS team which consists of physicians, nurses, dentists, and
pharmacists then visit the office of the practitioner and compare the
case documents with office records. If the office review confirms the
suspicion of abuse, appropriate corrective action is undertaken. This
may consist of educating the office staff on program requirements,
policies, and billing procedures. If the abuse is significant, adminis-
trative action is taken to place the provider on 100 percent prepay-
ment review or to suspend him from the program altogether. If the
intent to defraud is apparent, legal action is begun. In all cases over-
payments identified in the review are recovered.

A 6-month project will continue through September 1977 and will
include reviews of doctors, hospital in-patient and outpatient services,
optometrists, clinical and X-ray laboratories, psychiatrists, dentists
and other provider groups. The sample will include providers whose
practices exceed group or regional norms for certain key service cate-
gories and a random gronp of unexemptional providers. '

The reviews of the latter group will be used as controls to validate
the efficiency of their criteria used to select the primary group. '

When the pilot project is completed the SUR staff will use the
accumulated data to make projections of both the scope of abuse and
the monetary impact it has on the medicaid program. From this in-
formation it then will be possible to evaluate and refine the SUR
program to determine what the future scope of the review svsteni
should be in order to guarantee the maximum level of control relative
to cfficient use of resources and to accurately predict where abuse will
be found.

Additionally, a few weeks ago I formed strike force teams com-
prised of auditors, investigators, program specialists and data ana-
lysts to investigate and audit, a selected sample of nursing homes,
homemaker chore programs and regional centers for the developmen-
tally disabled. The purpose of the review is to uncover fraudulent and
abusive practices, to identify problems and to develop a frand detee-
tion system to be implemented on a statewide basis. The 12 strike
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force units are presently in the field and will be reporting to me o
April 1.

I;3eyond this T have appointed a special assistant in the Office of the-
Secretary to coordinate the fraud detection activities of all of the nine-
departments under my jurisdiction.

In the meantime, however, we have not been inactive. In 1975 and.
in 1976 investigations were made of almost 15,000 complaints result-
ing in convictions of over 100 providers and administrative actions:
against 438 others. Altogether fraud and abuse controls in the State-
of California have resulted in program savings of $86 million in 1975
and $146 million in 1976. ]

The actions taken by California to prevent fraud and abuse such as:
preservice, prepayment and postpayment utilization controls apply
equally as well to the home health care services for the aging.

Let me address the title XX program if I may. In 1974 the home--
maker/chore program was at a level of approximately $80 million. In-
1977 the proposed budget is approximately $126 million. In order to-
control cost and fraud we have drafted regulations scheduled for-
public hearing next month and for implementation on June 1. The-
major provisions call for awarding block grants to counties, for denial
of domestic services; if an able-bodied person is residing in the home,.
a medical evaluation will be required of every intake client and serv-
ices will be available only to those persons which clearly may require:
institutionalization if the services are not provided. We are striving-
tﬁ contain costs while providing services to those persons that require
them.

‘We have also increased the number of auditors assigned to the
homemaker/chore program. My feeling is that we will uncover wide-
spread abuse. We in California believe that the actions we are pres-
ently undertaking represent a comprehensive, effective means of con-
trolling fraud and abuse.

Yesterday, Mr. Chairman, I asked the legal counsel of the Depart-
ment of Health to ascertain whether the State could force the counties
in which Unicare, Inc., conducts business to cancel their contract on:
the ground that its officials had refused to cooperate with this com-
mittee. We in California will not do business with organizations or
individuals guilty of impropriety or the semblance of impropriety.
‘We intend to clean up the entire health care business in the State.

‘We want to insure that persons entitled to health care receive such
attention, but only from providers of honesty and integrity.

In order to assist the States the Federal Government may do well
by adopting the recommendations of the National Governors Confer-
ence task force on medicaid reform and beyond that by passage of
H.R. 3. T am informed that most of H.R. 3 provisions are currently
law in California.

‘While uncovering fraud we should make every effort to control cost.
Last year our State decided to reimburse hospitals at a rate not higher
than 10 percent over the previous year’s cost. Our decision has been
challenged in the courts by the California Hospital Association and
even though we lost the case at the trial level I am confident that we
are going to prevail on appeal.
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So on behalf of Governor Brown I would like to request the con-
tinued support and cooperation of both the Senate and the House
committees. Specifically your investigators are always welcome to
California to work closely with us and help make these programs ac-
countable to the public to insure that all public money are utilized in
the public interest.

The integrity of the entire health delivery system has been called
into question because of numerous dishonest providers. I am sure that
decent law-abiding ethical providers do exist although that assurance
sometimes seems to falter.

Until we start severely penalizing the lawbreakers, I have doubts
as to whether our efforts to cure the health business will succeed.

The unethical providers in California should here and now take
notice that the Brown administration will not tolerate their dishon-
esty, their greed, their theft of public money or the unlawful abuse of
the health care of its citizens.

Upon return to Sacramento I will recommend to the Governor the:
appointment of a special prosecutor for health care programs so that
enforcement activities can receive the highest priority. .

Thank you, Mr. Chairman.

Senator Crurca. Thank you, Mr. Obledo, for your testimony. It is
most welcome to hear about the steps that you are taking to perfect
and to implement new regulations dealing with the home care and the
title XX homemaker/chore elements of this program.

Now, we have been looking into two cases, one the case of Flora M.
Souza and the other the one that we will get into today, the case of
Peter C. Gottheiner. These were the two largest providers of title XX
home care in California by far.

Prior to the Federal investigation of these two providers, did you
have occasion at any time to investigate or to prosecute or to take any
action against these two providers in the home care field 2

Mr. OsrEpo. I have been informed, Mr. Chairman, that the Depart-
ment of Health did conduct an audit of the Gottheiner operation in
San Francisco and that as a result of that audit the Federal authori-
ties took interest in the case and working together in cooperation were
able to uncover certain instances of alleged improprieties.

I understand that Mr. Gottheiner has formed another corporation
and is doing business in another State, but insofar as my personal
knowledge is concerned, we have no contractual relationship with him
in the State of California.

In regard to the other entity under question which is the Home
Kare, the medicare operations, I have been informed that we never
conducted a fiscal audit of that operation because the State money is
minor in that operation and—— :

Senator CrurcH. That is the very point, if T may interject there.

Mr. OBLEpoO. Yes.

Senator Crurcr. That is the very point I was hoping you would
make because if we are going to clean up this mess it is obvious that
we are going to have to have the cooperation of State and local qov-
ernments who are principally charged with law enforcement and bet-
ter equipped than the Federal Government to deal with these
problems.
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Tt is true that whereas in the medicaid program there is a good deal
of State money at stake and naturally an interest on the part of the
State government to protect that money, there is little or no State
money at stake in the medicare program. We learned yesterday that as
far as title XX was concerned, the bulk of the money being Federal
and the State Government administering the program through the
county governments that actually award the contracts, that the effec-
tive administration of the program had been delegated to county gov-
ernments who had nothing at stake; that is to say, the county budgets
themselves did not carry any portion of the program, so that there is
very weak motivation here for effective: policing of these programs.
This is one thing perhaps we can correct by legislation.

Now, I am delighted to have your testimony because it does under-
score that State governments will be naturally more interested in pro-
testing and pressing those programs in which there is a substantial
investment of State funds and that may mean to us that the principal
focus for Federal enforcement should be in those programs where all
or nearly all of the money is Federal. That is something for us to
consider. : '

In any event, we welcome your statement and I am wondering in
the light of yesterday’s hearings if you are planning further investi-
gation of the Souza operations? ‘

Mr. Oprepo. We are, Mr. Chairman. Late last night T received a
copy of a State audit of the Unicare, Inc., operation in San Jose. 1
had an opportunity to glance through the audit. It raised very seri-
ous questions in my mind about the operation and I intend to do some
followup work. I believe the committee will be furnished a copy of
the audit.?

I noticed one thing that glared at me was the statement in the audit
that our State persons had been denied access to books of other entities
and I feel very strongly that that is where this matter of cooperation
comes into play because if we go into entities that have Medicare
money and title XX money or State moneys in some respect and we
are denied access to books that may have a bearing on the State ex-
penditures but we have no jurisdiction, so to speak, I don’t believe
that we get the full flavor of the operation and that is why a team
effort is necessary. I might add that your counsel has been working
with us very closely and I am very appreciative. As a team effort we
will be able to get at these problems, and that 1s one reason why I
formed the strike forces.

I learned that the Department of Benefit Payments had their audi-
tors and another department has investigators, a third department
had another component and we were going to the providers to con-
duct our audits separately so the auditor would be there, but, as stated
by the Travelers Insurance person, “I am an auditor; I am not an
investigator.” ’

So these review teams or strike force teams take persons of different
disciplines, group them together and go to the provider and are able
to develop a comprehensive and detailed audit not only from the fiscal
and program standpoint but from any criminal aspect as well.

1 See app. 4, item 2, p. 1212,
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Senator Crurca. Yes; that would seem to me to make good sense.

Any questions of Mr. Obledo? :

Mr. Pike. .

Representative Prxe. Two questions, Mr. Chairman. 4

First, I was amazed by your statistic that New York has 23 percent
of the funds under the Medicaid program but has accounted for only
one-tenth of one percent of the fraud prosecutions. As of what date is
that statistic?

Mr. OBrEDO. I believe it was the end of last year. )

Representative Pixe. My other question is, you said something—
and I don’t have your statement but I am going to come close—we
will not do business with those whose businesses are conducted with
impropriety or the semblance of impropriety.

T have no trouble with impropriety but who is going to make the
judgment as to the semblance of impropriety ¢ »

Mr. Opiepo. I believe that that decision would ultimately come to
my desk.

Representative Prxe. Don’t you have a little trouble with the con-
cept that you can turn off a business from doing business with the
United States of America in a sense because of what you deem to be
the semblance of impropriety ? '

Mr. OsrEepo. That decision is going to be a difficult decision, but it is
my intent so long as I am Secretary to conduct a program or to con-
duct a health care delivery system that is above reproach in every
aspect and I believe that there are sufficient

Representative Prxx. I think your position is very, very popular at
the present time, but I think that you are going to have a great deal
of difficulty when you get into the courts on cutting off business based
on the semblance of impropriety.

Mr. Osrepo. I don’t believe, Mr. Pike, that the State has any obli-
gation to contract with anyone and does not have to offer any particu-
lar reason for failing to contract.

Representative Prke. It is a very interesting concept.

Senator Cuurca. Mr. Corman.

Representative Corrran. I am pleased to welcome my fellow Cali-
fornian to the committee.

Mr. Osreno. Thank you.

Representative Coraran. I certainly appreciate your statement.

Let me ask, who is the fiscal intermediary for Medi-Cal?

Mr. OsLEpo. That is the so-called Blues.

Representative Corarax. Blues?

Mr. OBrEDO. Yes, sir, it is called Blue Cross-Blue Shield in northern
%alifornia and I believe they subcontract with a system out of Dallas,

ex.

Representative Coraran. What is your evaluation of what we get or
what we spend with the intermediaries?

~ Mr. OsLepo. Well, T have received some preliminary briefings be-
cause when I became Secretary it came to my attention that we had
an enormous contract with our fiscal intermediary and yet there had
been no accountability. so I formed a group of lawyers and aunditors
to check into the situation and preliminary indications to me are that
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there has been an unreasonable profit by the fiscal intermediary in the
conduct of the contract. So presently we are trying to renegotiate our
contract. .

Representative Cormaxn. What about the quality of their work? Are
you satisfied that they supply you sufficient information to red flag
the problem areas?

Mr. OpLrpo. I believe that they do, Mr. Corman, yes.

Representative Corman. What kind of cooperation do you get from
the California Medical and the California Hospital Associations?
Besides their fuss with you about how much money they should get,
how are they helping you with the investigations of impropriety ?

Mr. Oecepo. I have personally been in touch with the physicians as
such. I am scheduled in & meeting with the president of the California
Medical Association to ask for their assistance and cooperation in the
conduct of our investigation.

Representative Corman. Have you run up against any problems
with the alleged sanctity of the doctor-patient relationship in your
attempts to audit accounts?

Mr. Osrepo. Some of that has been called to my attention but I
-don’t have any firsthand evidence or knowledge.

Representative Corman. Thank you very much.

Mr. Ozrepo. Thank you, sir.

Senator CaurcH. Mr. Rangel.

Representative Raneer. Thank you, Mr. Chairman.

Thank you, Mr. Secretary for your testimony here this morning.
Your State must be in a lot of trouble when they have to use New
York State as an example to compare themselves with. [Laughter.]

Mr. Oprepo. I might add, Mr. Rangel, that I believe that we are
-doing better than almost any State.

Representative Rancer. Very good.

Mr. OBLEDO. Yes.

Representative Ranger. Most of the cases that have come before
this committee involve outright criminal fraud and some of the things
that are immoral appear to be legal even though it is not the inten-
‘tion of the Congress that money be used in that manner.

As relates to titles XVIII and XIX with the case that we went
through yesterday it appears to me that if you exclude those cases
where Home Kare was padding the visits or listing visits that they
didn’t fully make, or extending the length of time of the visit, that
there is really no handle as to whether or not they should be reim-
bursed if in fact a visit was made, notwithstanding the fact that two
or three visits were made. Is that correct? Can you visit a patient as
many times as the doctor prescribed and still be under the framework
-of the law ?

Mr. Osrepo. Probably. In California we have a so-called prior au-
thorization procedure where they have to get prior authorization be-
fore the visit is given official sanction and:

Representative Rancer. Prior authorization from whom? Well,
-counsel, please feel free to interrupt. I just want to get clarification
s0 I can understand the rest of the testimony. T was under the impres-
sion that Home Kare was able to keep within that $18 figure merely
because of their high volume reflected in higher charges per patient.

Mr. Haramanparis. That is correct.
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Representative Ranger. If they dealt in volume, my question to the
‘Secretary is, could they deal in volume legally? Can they actually
have more than a medically necessary number of visits and be com-
pensated for it and yet not violate the law?

. Representative Marrin. Will the gentleman yield ?

What we found yesterday is that, apparently aside from the
problem of fraudulent misrepresentation of expense accounts which
amounts to a certain drain on the public funds, this particular con-
cept that Mr. Rangel is raising with you amounts to a far larger
drain, a far larger abuse of the public programs. In the first place, it
means that someone can be the low bidder and get the contract and
then by high volume float the profit to the same size as the high bidder
might have gotten.

Senator Caurca. Or beyond.

Representative MarTIN. Or beyond.

And, second. That it ends up costing us more money than if the
provider had made the necessary number of calls.

Further, what can you do about that in California? We are going
to have to solve that problem.

Mr. Oprepo. The title XIX programs and the title XX programs?

Senator CaurcH. Before you answer the two questions, let me add
a third element to it.

We heard allegations yesterday that in some cases, several calls
were charged separately, allegedly made in a single day. Now, does
that immediately suggest the program is out of control ¢

Representative RanceL. We are talking about title XTX.

Mr. Osrepo. In title XIX we have in California a so-called prior
authorization procedure. Specifically title XIX is our Medi-Cal pro-
gram or the so-called medicaid program at the Federal level, so that
providers must gain the authorization of the State before they can
provide the services in order to be available for the reimbursement.

Representative Rancer. Does the State authorize the number of
visits before there is reimbursement to the provider ?

fflMr. OsLepo. Well, no. I am a little confused. Visits to the doctor’s
office?

Representative Raxcer. No, the doctor visiting the patient.

Mr. Oerpo. For the doctor visiting the patient there is a prior
authorization.

Representative Rancer. How would you have any way of knowing
how often it is necessary for a doctor to visit a patient? How could
you determine unless the doctor tells you ?

Mr. Osrepo. Well, we have doctors on our staffs who clear these
prior authorization procedures. They are on call and they get a tele-
phone call.

Representative RANGEL. Are you saying that for every recipient of
medical services under title XIX, prior to a visit, for purposes of
reimbursement, the necessity of that visit has been checked out and
authorized by the State?

Mr. OrEpo. That is the way that I understand it, sir.

Representative Ranger. Will counsel explain to me how can we
then accuse the private sector of too many visits if in fact those visits
have been authorized by the doctor not only—
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Senator Crurcn. I think there is an explanation for this. It is a
very good question that you raise.

We were looking yesterday into an agency that was dealing 96 per-
cent with medicare, not medicaid, and the medicare program is not
subject to the same check or prior authorization that the Medi-Cal pro-
gram is in California which we normally refer to as medicaid. I think
that is the answer. ‘

Representative Raneer. Then with the medicare do you have any
trouble at all?

Mr. OsrEDO. No, We have nothing to do with the medicare program,
the title XVIII program.

Representative Rancer. Does the American Medical Association
work with you at all to provide ethical guidelines for their members?

Mr. Osrepo. I have never communicated with the American Medi-
cal Association as such. Perhaps the director of our Medi-Cal or medi-
caid program in the State Department has. There are some technical
questions. The gentleman is here and I will be glad to respond insofar
as that operation’s budget. ’

Representative Ranger. Thank you.

Mr. Osrepo. Getting back to Mr. Martin focusing on title XX on
the homemaker/chore program, Mr. Gary Macomber who is the
deputy director in charge of the social services in the department of
health will be testifying and perhaps you can get the answer to that
question.

I understand that we are on an hourly rate basis and that is one
method of controlling costs. I may point out one additional thing if I
might. With the social services program, Mr. Martin, the Federal
Government has placed a ceiling or cap on the moneys available to the
States. For instance, California receives about $245 million. Out of
that approximately $50 million is devoted to the homemaker/chore
program.

Well, you know, we have that base. The program has grown enor-
mously in the last 3 years which means that money must come out of
the State general revenue fund and so we are becoming extremely con-
cerned because it seems to be an open-ended program. While the Fed-
eral Government has placed a cap or limit on the amounts awarded to
the States, the State must of necessity provide the excess and so we
see this program at the rate it is going now to become a $200 million
program in the next 2 or 3 years, so that of necessity we have to take
nto consideration some type of cost containment.

Representative Marrin. I gather you regard what you just de-
scribed, namely, the requirement that the State has to make up for the
excess in cost as a desirable control factor, as a desirable incentive for
the State to keep a close watch on the systems—— _

Mr. Oprrpo. It is a very strong incentive. .

Representative MarTIN. Very strong what ?

Mr. OsrEpo. Incentive.

Representative MarTIN. Philosophically you would approve of that
kind of incentive? )

Mr. Osrepo. Well, T am an idealist without illusions. I know that
we have so much money in the general revenue fund. Our medicaid
program, for instance, Senator, our budget there was $2.6 billion this
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year. It is going to $3.2 billion. Last year we conducted a study and
concluded that 1f everyone that was eligible to utilize that program
would utilize it it would bankrupt the State of California in 3 or 4
months.

Representative MarTin. Let me ask you this. The evidence we got so
far indicates there was a greater utilization of this unnecessary high
volume of house calls in the medicare program which you do not
administer, than was true of the medicaid program which you do
administer. Apparently you must have some systematic early warning
system to alert your people to excessive numbers of house calls.

Mr. OBrEpo. Well, prior to the creation of this surveillance and
utilization review system which is the new system because now we
have got the capability of using our computers, but prior to that time
we had as checks the prior authorization, the prepayment utilization
control system and beyond that the postpayment utilization control
system and so we were using those systems as a method to check fraud
and abuse so that is where we are. - : :

Are there any other questions?

Senator CHUrcH. Yes, sir. . :

Representative GepaARDT. We are to hear testimony this afternoon
from the auditor of audit region IX' for the special committee and he
will apparently testify with regard to title XX that the Department
of Health, Education, and Welfare made recommendation to your
State department of health in order to correct some problems in San
Francisco with regard to the rate proceedings by the county adminis-
tration, and that they recommended that the State require the county
to negotiate provider profit after considering factors for risk and
investment.

He is further apparently going to testify for the California State
Department that the hourly rates. were reasonable and that each of
the contractors made-excessive returns on investment. He is going to
say that the State indicated that competitive solicitation procedures
would be strengthened by that primarily on the ground that the funds
have already been spent, that the.State has not attempted to recover
the .excessive expenditures of State and Federal funds from San
Francisco County and refund the Federal share.

From that testimony and testimony we heard yesterday, at least in
title XX programs and perhaps the Medi-Cal or medicaid program,
there appears to be a lot of buckpassing between the Federal, State;
county, and intermediary officials. S ‘

How do you think that we can best correct this situation so that we
can identify who is responsible for auditing both fiscal and per-
formance ? ' T e S

Mr. Osrepo. I believe that perhaps legislation should be enacted to
place accountability in one unit of Government for some particular
program such as the National Conference Task Force on Medical
Reform has, I believe, recommended. . - :

The title XX program has tremendous problems, particularly the
homemaker/chore, in the State of California. I am . not acquainted
with the specifics of the San Francisco situation. I was informed that
when the ‘State enacted guidelines for competitive bidding on the
homemaler/chore contracts that San Francisco refused to comply
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with our guideline and that it was the only county in the State that:
so refused and that we have taken sanctions against the county.

Now, Mr. Gary Macomber, the administrator of the title XX pro-
grams, will be testifying here today and perhaps that particular ques--
tion can be posed to him for his answer.

Representative GEpaARDT. Thank you.

Senator CrxorcH. Mr. Stark.

Representative Starg. Welcome, to the committee, Mr. Secretary..

In regard to the facilities operated by either Mrs. Souza or Mr.
Gottheiner, do you or does your staff have an opinion on the quality
of services that they provide? Have you looked into that?

Mr. Osrepo. I have not looked into it personally. I have been in--
formed by staff that the quality of services was good.

Representative Stark. For both Gottheiner and Souza ?

Mr. Osrroo. Yes, sir, if I recall correctly, but particularly for
unicare. ‘

Representative Starg. Then do you have an opinion as to the cost.
per visit? Whoever pays for it, State or Federal, if the quality is.
sufficient would you say that the price is about average, low or high in.
both the Souza and the Gottheiner operations?

Mr. Oprepo. I would not be able to say, Mr. Stark. I am not really:
acquainted with the market or the rates that are presently being paid..
I am acquainted with our capitation rate in the health program and
our nursing home rate. Of course, all the providers claim that our
rates are extremely low. -
 Representative Stark. Thank you.

' Senator CrurcH. Would the gentleman yield at this time?

Representative Stark. Yes.

Senator CrurcH. I think that it ought to be underscored that the:

evidence yesterday showed that although Unicare was the lowest
bidder under California law, the practice is that the county will
award the title XX programs to the lowest bidder. It was enabled to:
bid lower by virtue of passing a portion of its costs to another corpo-
ration owned by the same people who in turn charged the Federal
Government, so in the end the taxpayers of the country enabled,.
through this fraudulent practice, Unicare to be the lowest bidder.
. So unless you get an accounting and investigative system that ex-
tends beyond a single corporate entity in a single program, you are-
not going to find out what is really going on at all. I think that is the
point that vou are making, Mr. Obledo, that you are going to have to-
reach bevond one program in order to get a real idea of how the cat is-
getting skinned. ' ’

Mr. OsrLepo. During my tenure as Secretary I have had occasion to-
meet what I call very sophisticated providers that seemed to know the
methods of operation in order to insure nonaccountability for public-
money. o -

Senator CrurcH. One further question and then I am finished. You.
mentioned the need to establish some kind of Government agency in
connection with policing and enforcement of these programs and I
think that is a very good point. You lave also established that if the-
State has money involved it is more likely to be interested in protect-
iﬁg-tﬁlatdinvestment and thus will focus 1ts attention ‘on programs of:
that kind.
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If the Federal Government were to assume full responsibility for
policing medicare but were to pass to the State government the full
responsibility for policing medicaid and title XX programs, allowing
the State in connection with such enforcement and prosecution to re-
tain whatever is recovered, do you think that might prove helpful ?

Mr. Osrepo. Absolutely. I think that would be a grand idea and it
would provide initiative to the States to monitor and enforce.

Senator Crurce. And through improved enforcement it might
even save the Federal Government a good deal of money. ;

Mr. Osrepo. I understand that special teams and investigators, et
cetera, have resulted in savings to the Government.

Senator CrurcH. Yes, but what we know of it so far in the State of
New York, the special prosecutor and his investigative team looking
into nursing home fraud has more than paid its own way. In fact, he
is gathering in more in penalties and recoveries than the total cost of
the investigation and the prosecution, and they are just beginning to
get'into gear.

Well, thank you. ‘

If there are no further questions of this witness, we appreciate very
much your testimony, Mr. Obledo. ‘ :

Mr. Osrepo. One further thing, Mr. Chairman, is that we can have a
battalion of auditors, an army of investigators, a great number of
accountants ‘and yet some fraudulent practice will still continue to
exist. Ultimately it depends on the integrity and the characteristics of
individuals and };roviders as to whether or not the system will ulti-
mately be scandal free so to speak. That would be my hope. As with
everything else, it comes back to the individual person and their
morality and their integrity, particularly when you are dealing with
public moneys. ' ' ' oo ;

Thank you very, very much. '

Senator Crurca. Thank you, Mr. Obledo. '

We will next hear from a panel of witnesses consisting of Gerald A.
Hawes and John Williams who are the managing auditor.and auditor
general respectively of the joint legislative audit committee of the
State of California; Herbert Witt, who is the regional audit manager
of the HEW audit agency in San Francisco; and Gary  Macomber
who is the director of the department of social services, State depart-
ment of health in the State of California. M

Senator Crurca. Do each of you swear that the testimony you will
give will be the truth, the whole truth, and nothing but the truth, so
help you God ? : o

Mr. Wrrriams. I do.

Mr. Hawes. I do.

Mr. Wrrr. I do.

Mr. Macoaezr. I do.

STATEMENT OF JOHN WILLIAMS, AUDITOR GENERAL, STATE OF
- CALIFORNIA, SACRAMENTO, CALIF. ‘

Mr. WiLLiams. Mr. Chairman, I am John Williams, auditor gen-
eral of the State of California, Sacramento, Calif.

I welcome this opportunity to speak to you this morning abéut only
one of the many programs administered by the California Depart-
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ment 6f Health which, in our opinion, is mismanaged and substan-
tially out of control. o

This program, the homemaker/chore program, has been in existence
in California for upward of 4 years and during that time and up to
today the management of that program is yet embryonic, while the
spending is mature. ‘

T applaud Secretary Obledo for the statements that he made this
morning concerning his strike forces and the efforts that he and the
administration are going to take to combat the fraud elements.

It is my belief, Mr. Chairman, that while those efforts are worth-
while and necessary, they are attacking only symptoms rather than
the causes of the problems, and it is that subject that I would like to
address this morning in addition to two audits that my office has con-
ducted over the last 2 years of this program.

You have already heard testimony relating to some of these prob-
lems yesterday and in testimony before Congress by the members of
my staff some 16 to 18 months ago on this program. I wish I could say
today that substantial improvements in the management of the home-
maker/chore program have occurred. I am not prepared to offer those
assurances today. : ‘ :

We understand that improvements are on the horizon. Secretary
Obledo indicated that draft regulations are supposed to be issued
next month or to be discussed in hearings. However, we continue to
view the positive statements of the California Department of Health
with caution as they continueto make unfulfilled promises. S

The regulations that the State of California is mandated by Fed-
eral regulation to establish to implement this program have not yet
been established, and time and time and time again they have been
promised and further delayed.

Now, our office has conducted two audits of the homemaker/chore
program in California; the first in' June 1975,* and -we indicated
_therein 18 recommendations to improve the management of this pro-
glram- now running in excess of $100 million a’ year in California
alone. - : : : :

The second report * which we prepared at thé request of the Cali-
fornia Legislature was issued in November 1976 and reported, among
other things, that only 1 of 13 recommendations that we made in
1975 have been implemented—not only that, it had been inadequately
implemented. ' : - : .

We found that-the departmerit of health not only did not monitor
this program, but had not established appropriate regulations to con-
trol costs, and had not taken measures to insure the fiscal integrity of
the providers. They had not established standards of quality nor pro-
vided a comprehensive system of adequate and proper home ‘care for
the elderly. -

_ We also reported that at least one proprietor provider was divert-
ing ‘assets from a parent company that was doing business in nine
California counties. I submit today these audit reports

Representative Gispons. May I interrupt here and ask a question,
because I want to get this firmly in my mind. T

Did you start this audit in 1975 ¢

18ee appendix 2, p. 1132,
2 Retained in committee files.
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Mr. Wirriams. Our first audit was conducted, and the report was
issued in June 1975.

Representative Gieeoxs. When did you make the report to the
legislature and to the other State officials?

Mr. Wirriams. It was made in June 1975.

Representative Gmsoxs. Who is in charge of that program now?
Was 1t the witness we have just heard ?

Mr. Wirrianms. I don’t believe the secretary was in charge at that
time. I became auditor general in 1976, so I am not certain who was
in charge in 1975.

Representative Giseoxs. Who was the Governor at this time?

Mr. Wiriays. In 1975, Edmund G. Brown, Jr.

Representative Giesoxs. Thank you.

Mr. WiLriams. Now, to continue, Mr. Chairman, I will submit for
the record today copies of those reports which we issued. I believe
committee staff have them, but we have more available if you wish to
examine them.

T am aware that this hearing has concentrated on California prac-
tices and that yesterday’s testimony by their staff and General Ac-
counting Office staff pointed out problems in California, and the
testimony from the HIEW audit agency has also focused on California.

I would like to point out that it is the policy of the California Joint
Legislative Andit Committee, to which I report as auditor general, to
report on the misuse of public funds whether those funds be local,
State, or Federal if administered by the State of California.

It is also our policy to issue audits that may vesult in Federal ex-
ceptions to Federal funds administered by California, and the with-
holding of Federal funds from the State. This policy makes my office
unpopular with the executive branch, but it is a policy that we ad-
here to.

As you know, the homemaker/chore program requires a 25 percent
match at the local or State level to earn the Federal support necessary
for the continuation of these services—services which the department
of health estimates are saving $40 million annually in California by
precluding the more expensive institutionalization of people who
would not be able to remain in their homes without such support.

You may not be aware that California in the last fiscal year spent
$28 million more than was necessary to earn the Federal matching
funds. This expenditure in excess of the Federal ceiling resulted in
the net effect of a 52 percent Federal match instead of a 75 percent.

There are two related problems. The first is the ceiling on Federal
funding that has existed since 1972 despite inflationary pressures, that
have been rampant since the ceiling was established.

Now, the second problem, and from our vantage point perhaps the
more important one, is that the overfunding that occurs in California
has resulted in a California Department of Health attitude expressed
in an answer to an HEW audit that reads as follows, and I quote:

The homemaker and chore service program is heavily supported with State
general fund money. Federal funds are not being used to pay for excessive
costs. Although there were excessive costs, Federal financial participation was
nonexistent or minimal at most. :

87-469—77——3
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Now, what the State department of health in California appears to
be saying to HEW is that since over $28 million in unmatched State
moneys 1s being spent on the program, the HEW auditor must find at
least $28 million of Federal exceptions before a legitimate claim exists
since we have a commingling of State and Federal funds.

This laissez-faire attitude, if you will, on the part of California has
resulted in a number of differences in the operation of the program.

For example, 57 out of our total of 58 counties each determines
eligibility standards, provider methods, provider services, and pro-
vider rates. In short, we have 57 separate and distinct homemaker/
chore programs in California and have had since the program incep-
tion. It is costly, it is inefficient, and demonstrably ineffective.

Abuses of public moneys have become a commonplace event from
outright fraud to the more subtle abuses stemming from inattentive
or incompetent management of public funds, Abuses which have oc-
curred in the homemaker/chore program, in my opinion, are not
markedly different from those which the public has experienced in the
military-industrial complex. While program abuses cannot be toler-
ated and must be curtailed, a more important issue must be addressed
and that issue is inefficient, uneconomical, and ineffective human serv-
ice program management.

Fraud and questionable spending practices by providers of public
goods and services are but symptoms of a larger problem and account
for only a small portion of excessive program costs and poor delivery
systems. Yet because of public outrage it receives perhaps the greatest
attention and the more important issues remain veiled in the bureauc-
racy and perpetuate.

I submit to this committee and Members of the Congress that the
greater fraud is inept, inattentive, and incompetent public program
management. I would like to quote from the California Legislature,
chairman of the joint legislative audit committee, on this particular
program after having read the report that we issued in November nf
this year.

“If the department of health deliberately set out to avoid State
eligibility for Federal matching funds, it could not have succeeded
more admirably. Assuming that professional health personnel are
literate”—and this refers to the department of health—*“then one can
only conclude that they either do not read Federal regulations, do not
understand Federal regulations, or are incompetent.”

These same professional personnel similarly have not responded to
a chorus of recommendations on this program in prior reports by the
auditor general, the director of finance, the legislative analyst, and
the director of health.

A long history of reports on public programs has been issued by
the Comptroller General of the United States under whom I used to
serve. Also, reports by the HEW audit agency and the office of auditor
general of California, clearly evidence that improper management. of
programs far overshadows fraudulent activities. Moreover, it is im-
proper management which fosters the outrageous actions of providers
of public goods and services.

‘We cannot legislate competence any more so than we could mandate
that a retarded child earn a college degree. Some say that the Cali-
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fornia Department of Health is too big, too cumbersome, too complex
to effectively manage; hence, perhaps 1t should be split into smaller,
more easily managed units. Those are points made by some factions.
In my experience this simply does not work and is not necessary.
History shows that similar attempts in the public sector were soon
replaced by the fad to consolidate. If this presumed panacea to or-
ganizational ills—that is, this splitting up of a major department—
were viable, then perhaps we would not have such organizations as
General Motors, American Telephone & Telegraph and so on. They
far outshadow the size of our California Department of Health.

Now perhaps with the issue of sunset legislation that is going across
the country in State legislatures, perhaps it is that Sunset should be
directed not so much toward programs but toward program managers
in civil service positions.

Now, we have made a strong case in our audit reports and we hope
that greater efforts will be taken by the Califorma Department of
Health to strengthen and move these regulations along in a timely
fashion and properly manage this program and cut down on the
abuses of it.

It is also our hope that the U.S. Department of Health, Education,
and Welfare will be more aggressive in pushing not only California
but other States as well into a posture that will insure uniformity of
programs within each State and closer adherence to Federal and State
regulations that now exist.

Mr. Chairman, I have with me today a member of my staff on my
right, Mr. Gerald Hawes, who has been closely involved with both of
those audits and who has been following events in California over the
last 4 months in regard to this program and he would like to report
briefly on those recent developments in the program as well as expand
on information that has come to our attention since the release of our
audit.

Thank you.

Senator CrURCH. Thank you.

Mr. Hawes.

STATEMENT OF GERALD A. HAWES, MANAGING AUDITOR, JOINT
LEGISLATIVE AUDIT COMMITTEE, STATE OF CALIFORNIA,
SACRAMENTO, CALIF.

Mr. Hawes. Members of Congress, as Mr. Williams has stated, 1
have been involved with two audits of the California administration
of the homemaker and chore program. I have had frequent contact
with the California Legislative Human Resources Committee which
has taken an increasingly active role in the oversight function of this
program. I have seen draft regulations that have been issued which
the secretary of the health and welfare agency referred to this morn-
ing. I am not sure that I have seen the latest draft. The one I have is
dated, I think, January 11.

I am not prepared to offer this committee any assurances that,
things are going to get better in California. The current drafts appear
to me to continue to violate the law, they don’t set up uniform stand-,
ards for service delivery systems. We are talking, in effect, about
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block grants of Federal and State money to the counties that adminis-
ter the program with minimal restrictions on how the money is spent.

The department of health’s office of legal affairs has indicated in a
memo dated October 4, 1976, that individual providers in Los Angeles
are in fact employees of that county and therefore the county has the
obligation to pay workmen’s compensation costs and otherwise meet
its obligations as an employer.

Los Angeles County does not do this for individual providers. They
consider them to be the employees of the recipients even though the
county controls the working hours and the working conditions. To my
knowledge, the policy people in the department of health have taken
no action to enforce this law and their own counsel’s interpretation
of it.

The current program in California was hastily established in 1973
to replace the attendant care program and it has been plagued with
poor management and, as Mr. Williams said, inadequate regulations
and runaway program costs. One reason for the cost overruns appears
to be that the State continues to do business with certain proprietary
providers year after year in spite of questionable activities on the part
of those providers. .

The brief history of one such provider I think illustrates my point
rather well. At least as early as September 28, 1967, the director of the
California Department of Health Care Services considered the sus-
pension of a provider you have already heard testimony about for
“pilling for visits not rendered.” By 1971 this company was involved
in disputes with medicare involving over $800,000. This dispute, to the
best of my knowledge, has never been resolved. No prosecution was at-
tempted even though action was recommended by medicare.

On December 8, 1967, a supervisor of the investigation section of
the California Office of Health Care Services recommended that be-
cause of this provider’s past performance, surveillance of his future
claim should be maintained. This kind of surveillance gets very ex-
pensive. I don’t know what the investigation cost that was discussed
1n yesterday’s hearing was, but I am sure it was very expensive.

This gets us around to responsible bidders and whether or not re-
sponsible bidders should be required to meet certain standards so that
people who have a poor track record can be excluded from taking part
in these kinds of programs. By 1974, the provider that I had men-
tioned was also offering homemaker services in other States, including
Utah and Illinois. By June 1976, things seemed to be coming to a
head. The provider resigned from his corporation after securing a
large loan, $200,000 I believe. This visiting service firm, 2 months
later, filed bankruptcy leaving the individual providers unpaid and
clients without service. I believe that same provider, who will I be-
lieve testify before you today, has now formed another company
called the National Home Care, Inc., and that he is currently doing
business in Illinois. I also believe that he is the low bidder in a San
Diego County, Calif. contract but that the contract has not been
awarded. )

The whole problem of the bidding process in California is that it is
on an hourly bidding basis, it encourages proprietary providers at
least to offer as many visits as possible. You heard testimony yester-
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day that if Unicare was put out of business that visiting nurses would
come in and charge $30 an hour for nursing services and $45 an hour
for a speech therapist. That might be the case, but I doubt that they
would be there as long. I think that some of the bidding practices
should be thought of in terms of episodes of care rather than on an
hourly basis. )

Senator CrurcH. Isn’t this just like a cost-plus method of doing
business ?

Mr. Hawes. That is exactly what it appears to be like.

Senator Cuurca. I think for a time during the Second World War
we were financing our military with cost-plus contracts. We learned
that all of the incentive was to build the costs as high as possible be-
cause that increased the profit as cream off the top.

Mr. Hawes. That is right.

Senator Cuorcr. The lesson to providers is clear: the bigger the
costs, the bigger the profit, so bilk the Government in every possible
way. Some years ago we learned, as we renegotiated some of those
contracts as a result of a congressional inquiry into that, of hundreds
of millions of dollars that had been lost to the Government.

Now, we are trying to operate a health care program the same way.
So the whole incentive is to build up the costs one way or another, bilk
the Government, take the profit off the top, the higher the cost the
bigger the profit. Isn’t that the case ¢

Mr. Hawes. Yes.

Senator Crurcn. Well, then, we are never going to get a handle on
escalating costs without finding a new and different way to finance
and administer the program. Do you think that is true?

Mr. Hawes. Social service programs have in the past been funded
on a request-for-proposal basis rather than an invitation for bid. With
an REP you get away from hourly rates, and you get to the point
where you are talking about results. I think some of the social and
health service delivery systems that were funded on a request-for-
proposal basis with certain gnarantees that it might be more respon-
sive and halt some of these runaway costs. The provider guarantees
to deliver, for a specified amonnt of money, a person who no longer
needs a homemaker, a person who no longer needs a speech therapist,
because 4 or 5 visits will be sufficient instead of 10, 15, or 50. I think
that may be one answer.

Perhaps the new HEW Inspector General, the Comptroller General
and the California auditor general continuing legislative oversight at
both the State level—and it is obviously occurring at both the State
and national level—can provide some objective and independent in-
formation that will make human services both fiscally responsible and
humanistic in their approach to Government-financed programs.

I think I could go on but probably other people have made many of
my points. I might make one more point about the testimony of the
secretary of the California Flealth and Welfare Agency. He testified
before you this morning that he applauded the investigation of Sena-
i;or Moss’s subcommittee staff in terms of medicaid mills in the fall of

ast year.

At that time I was trying to help Senator Moss’ subcommittee ob-
tain Medi-Cal cards. I have here before me a copy of a memo that I
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sent to our file dated July 8, 1976. It details to some extent my efforts
to get a hold of those cards which included a meeting in the Gover-
nor’s office with both Dr. Lackner and the Governor’s legislative
liaison person.

I was told by Dr. Lackner that the reason that the department of
health wouldn’t cooperate with either our committee or the U.S.
Senate Committee on Aging was because there was concern that too
many investigators would discourage providers of medicaid from ac-
cepting medicaid patients and the department of health didn’t want
to exacerbate the delivery of Medi-Cal services to low-income Cali-
fornians.

He concluded by assuring me that the U.S. Senate committee was
resourceful enough without the State department of health to do that.
Well, as a matter of fact, we did get those cards 24 hours later and
the Senate investigators were able to come into California but it was
without the California Department of Health’s cooperation.

[The memorandum referred to follows:]

INTEROFFICE MEMORANDUM

Date: July §, 1976—3 p.m.

To: File.

From : Jerry Hawes.

Subject : Attempts to secure Medi-Cal cards for the U.S. Senate Committee on
Aging.

In early May, telephone discussions between Val Halamandaris, associate
counsel for the Senate Committee on Aging, and Jerry Hawes of the auditor
general's office, indicated that there was an interest expressed by Senate
Committee on Aging staff to secure valid California Medi-Cal cards for an
investigation that committee was conducting on the medicaid program.

During the week of June 21, Mr. William Batt of this office contacted Mr.
Al Brown and Mr. Burns in the Medi-Cal division requesting the issuance of
such cards. Mr. Batt was assured that the cards could be made available.

Mr. Hawes made telephone contact with Mr. Al Brown in the morning of
July 6, 1976, and he assured him that there would be no problem in obtaining
cards for the Senate investigators and that he should work out the details with
his assistant, Mr. Leeper. He also requested a letter, which is attached, to Mr.
Helsel formalizing the request. A phone call was made to Mr. Leeper that
same morning. He also assured the auditor general’s office that there would
be no problem if he had a letter formally requesting the issuance of such cards.
Said letter was hand-carried to his office at 8:45 p.m. on July 6, 1976.

Mr. Leeper called back on the morning of July 7, 1976, and requested birth-
dates for the persons whose names would appear on the cards. These were
provided at 10:55 a.m. on that morning. Mr. Leeper assured this office that
there would be no problem in getting the cards.

Later that afternoon, he again called the auditor general’'s office to get
another letter specifying exactly what the investigators were going to do and
that this letter should be on U.S. Senate stationery. Mr. Hawes informed him
that there would be a logistical problem in getting such a letter from Wash-
ington to Sacramento by the morning of July 9, when the cards, by previous
agreement, were to be turned over to the Senate investigators.

Mr. Leeper then suggested that Mr. Hawes call Lee Helsel and discuss the
issue with him. Such a call took place at 4:30 on the afternoon of July 7.
Mr. Helsel expressed reservations concerning both economic liability and
problems of professional ethics regarding issuance of such cards. When it was
pointed out to him that his own department of health investigators routinely
used this kind of device to assess Medi-Cal provider integrity, he replied that
the department of health was not going to cooperate with Senator Moss (the
first time his name had been mentioned in all of the previous negotiations)
because Senator Moss would use his findings to attack the California Depart-
ment of Health.

On the morning of July 8, Mr. Hennessey and Mrs. Hawes met with legisla-
tive counsel, and at their suggestion, called Mr. Cullen to see if his intervention
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might assist the auditor general’s office in its efforts to supply support for the
U.S. Senate investigators.

Mr. Cullen and Mr. Hennessey arranged for a meeting between Marc Poche
of the Governor's staff and Mr. Hawes at 2 p.m. on the afternoon of July 8.
Mr. Hawes attended that meeting. He spoke with Mr. Poche for about 10
minutes, assured Mr. Poche that the purpose of the cards was to develop a
standard of adequate performance with which to measure the experience the
Senate investigators had encountered in New York, that there was no intention
of attacking the California Department of Health, and that previous Moss
committee reports had lauded California and Michigan for having better
controls than the State of New York against abuses found in clinical diagnostic
laboratories.

Mr. Poche then called in Dr. Lackner, the director of the department of
health, who happened to be in the next office; and Dr. Lackner informed
Mr. Hawes that the reason that the department of health would not cooperate
with either the Joint Legislative Audit Committee or the U.S. Senate Com-
mittee on Aging, was because there was concern that too many investigators
would discourage providers of medical care from accepting Medi-Cal patients,
and that he did not want to exacerbate an already difficult situation regarding
adequate medical care for low-income Californians. He concluded by assuring
Mr. Hawes that the U.S. Senate committee was resourceful enough to get cards
without the cooperation of the State department of health.

The meeting, at all times, was very friendly and courteous and firm in the
stand taken by both Mr. Poche and Dr. Lackner.

Enclosure.

JOINT LEGISLATIVE AUDIT COMMITTEE,
OFFICE OF THE AUDITOR GENERAL,
CALIFORNIA LEGISLATURE,
July 6, 1976.
Mr. LEE HELSEL,
Deputy Director, Medi-Cal Division,
California State Department of Health,
Sacramento, Calif.

DeArR Mg. HELSEL: A member of my staff, Mr. Jerry Hawes, has had contact
with your office relative to a request from the U.S. Senate Special Committee
on Aging, which is conducting a national investigation of the medicaid program.
It now appears certain that the Senate investigative staff will be in California
on July 9 and will require eight valid California Medi-Cal cards for the month
of July. Ideally, four of these cards would show recipient addresses in the
northern part of the State, while the other four would show recipient addresses
in the southern part of the State.

This office has had an excellent working relationship with the Senate
committee for 8 months, and we are anxious to help them in this phase of
their investigation. Consequently, we would like to impose upon the department
of health to assist us in meeting this request to acquire the needed Medi-Cal
cards. As previously discussed, it would also be helpful if Mr. Vern Leeper
could be available in Sacramento on July 9 to brief the Senate investigators
on the use of these cards.

Thank you for the cooperation you have givén us in the past and for any
help you can give us on this request.

Yours very truly,

JoHN H. WILLIAMS,
Auditor General.

Senator Caurcr. Thank you for your very forthright testimony.

I think before we go to questions we might hear from the other
members of the panel if that is all right with members here at the
committee.

STATEMENT OF HERBERT WITT, REGIONAL AUDIT MANAGER,
HEW AUDIT AGENCY, SAN FRANCISCO, CALIF.

Mr. Wirt. Mr. Chairman, my name is Herbert Witt and I am the
regional audit manager, HEW Audit Agency, San Francisco, Calif.
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Mr. Chairman, we are pleased to be here today to discuss the results
of our audit * on the purchase of homemaker and chore services by the
San Francisco County Welfare Department. The audit was made
after we learned of a State of California Department of Health pro-
gram review which indicated that problems existed in this area.

Incidentally, when we came in we found that the conditions con-
tinued to exist and as of the present time based on our best informa-
tion San Francisco rates have not been corrected and still remain at
the high level we found in our audit report.

The audit involved an examination of the procedures used to con-
tract for the purchase of social services by public agencies. Under the
California State plan, the responsibility for negotiating contracts for
the purchase of homemaker and chore services has been delegated to
the individual county welfare departments.

Our audit of three proprietary organizations disclosed that exces-
sive hourly rates of payment were established by San Francisco
County for the purchase of services. The rates were set by the San
Francisco Social Services Commission, a five-person board whose
members are appointed by the mayor of the city and county of San
Francisco.

The service providers were selected by the commission during 1971
and 1972 without publicly soliciting bids or proposals. The commis-
sion negotiated the initial rates and subsequent increases using incom-
plete and inaccurate cost data.

For example, even though on at least one occasion the commission
specifically asked for financial statements certified by the contractor’s
CPA. to support rate increases, no such statements were ever fur-
nished. Additional rate increases were, however, granted by the com-
mission.

As a result of the rates approved, the San Francisco County welfare
office made excessive payments of $981,596 out of the $5,416,193 ex-
pended during the period July 1, 1972, through September 30, 1975.

Beginning October 1, 1975, new regulations (45 CER 288.71) took
effect, specifically prescribing documentation supporting the reason-
ableness of rates paid for purchased services as a condition to Federal
financial participation. Our review showed that payments of $713,390
made between October 1, 1975 and February 29, 1976, were not eligi-
ble fcar Federal financial participation because they were not so sup-
ported.

Th(ei following are some examples of how excessive payments oc-
curred :

One contractor had unsupported or ineligible costs as follows: In
the one contractor who has been discussed earlier this morning:

Szenator Crurcs. Now, that contractor is Peter C. Gottheiner, is it
not ¢

Mr. Wrrr. That is correct, yes.

Senator Crorca. We will hear from him later ?

Mr. Wrrr. That is correct—$91,276 was claimed for payroll and
fringe benefit costs of an affiliated corporation which were unrelated
to contract performance, based on documentation which was available.
Mr. Gottheiner may state that the audit was not correct, however this

1 See appendix 3, p. 1153,
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was based on his written records and he was unable to provide us with
any other documentation or any other support of this $91,000.

In addition, $57,566 of training, travel and promotion expenses for
which there was no documentation supporting the relationship to
contract performance.

Also, $13,691 in Federal income taxes, tax penalties, interest and
organization expenses which had nothing at all to do with Federal
reimbursement.

Senator CrrurcH. You mean he was charging as expense his income
tax to the Federal Government?

Mr. Wrrr. That is right.

Senator CaurcH. And tax penalties or failure to pay as well?

Mr. WirT. Yes.

Senator Crorer. That never occurred to me before. [Laughter. ]

That is a new one. Is that legal?

Mr. Wirr. These were corporate income taxes which were indicated
as being costs of doing business in presentations made to the county.
Now, these costs were undetected by the county since no close examina-
tion was made of cost reports. During the period covered in our audit
hourly rates for one contractor were increased as follows:

February 1, 1971—initial rate—$5 per hour.

July 1, 1971—Increase at contractor’s request but unsubstantiated—
$6 per hour.

July 1, 1972—Increase at contractor’s request—$7 per hour.

The $7 rate has remained in effect through July 30, 1976. Rates for
the two other contractors since July 1, 1972 have been $6 per hour.
These are the other two proprietary contracts. . :

During July 1972 the commission rejected proposals from two other
companies to provide the same services at rates ranging from $4.75 to
$5.75 per hour.

I might say, parenthetically, there was no analysis or review and no
basis nor anything in the record as to why these other proposals were
not considered.

Further, the commission awarded rates to providers without ade-
quately considering such factors as risk and investment. One contrac-
tor in 1973 earned a 35.25-percent profit on costs, and a 982-percent
return on investment. This is after making the disallowances and con-
sidering these unallowable costs as profit.

‘Another contractor in 1974 earned an 18.76-percent profit on costs
and 839-percent return on investment. A third contractor, for its fiscal
vear ended January 31, 1974, earned a 24.57-percent profit on costs,
and 7,282-percent return on investment.

Inadequate consideration of risk factors was llustrated by the com-
mission’s award of a rate to one contractor which exceeded the pro-
vider’s current cost requirements in July 1971 to make up for losses
incurred in the previous 5 months.

T would like to add that this was just based on his statement without
checking as to his records. The commission, by this action, appeared
to be assuming essential elements of risk in protecting the contractor
from ordinary operating losses.

Senator Crrurcr. May I just go back to your figures. There were
three contractors, three providers in San Francisco.
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Mr. Wrrr. Yes, three proprietary providers.

Senator CrurcH. Three proprietary providers.

Mr. Wrrr. Yes.

Senator CaurcH. And even after disallowing improper or unlaw-
ful claims for reimbursement or for claims that were made, one con-
tractor earned 35.25-percent profit on costs which represented a 982-
percent return on investment 1n just 1 year?

Mr. Wrrr. That is right. :

Senator CuUrcH. Another contractor after the elimination of any
Improper or questionable claims earned 18.7 5-percent profit on costs
which was a 339-percent return on investment in just 1 year.

And a third—this seems unbelievable—had a 24.50-percent profit
on costs and a 7,232-percent return on investment in just 1 year?

Mr. Wirr. That is right. Now, that is after disaliowance of certain
costs and considering those as profit and this is what the return would
be. Incidentally, on this third contractor it was right after it started
doing business and therefore without much investment and it was able
to earn this much money.

Senator CrurcH. Is there no mechanism at all for determining the
profit being made by these proprietary providers in awarding them
their contracts and in paying them their fees?

Mr. Wirr. The normal procedure under negotiation would be the
request for proposals and the review of the proposal to obtain histori-
cal experience reports from the contractor. A review is made of these
to see that they have been audited to assure that the records are cor-
Ifectﬁ so that you have a review of what the record has been in terms of
profit.

Now, in this case San Francisco did not go throu gh the normal pro-
cedures, they just accepted what the contractor presented to them as
gospel. This meant that they were unable to detect that the contrac-
tors were making exorbitant profit and were including the cost of
affiliated companies or promotional expenses and liquor and enter-
tainment, and so forth, as part of these costs.

Senator Cruurca. I see.

Mr. Wrrr. The State agency relied primarily upon county adminis-
tration for assuring that reasonable procurement practices were re-
flected in county contracts for homemaker and chore services, Also,
when problems were identified, the State relied primarily upon volun-
tary corrective action by the county. Thus, the State of California
did not require the county to promptly reduce rates of payment which
were identified as excessive.

We made several recommendations to the State department of
health in order to correct the problems. We recommended that pro-
cedures be established to assure that hourly rates are approved only
after receipt and analysis of complete and accurate contractor cost
data. We also recommended that the State require the county to nego-
tiate provider profit or fee only after considering such factors as risk
and investment. In addition, we recommended that the State depart-
ment of health strengthen its controls over the program by establish-
ing guidelines defining reasonable cost and profit and by taking action
to correct identified problems. These are the highlights of the 90-page
audit report. We would be glad to answer any questions.

Representative Greeoxs. I have a question.
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Senator Crurca. Yes, Mr. Gibbons.

Representative Gipons. You are the Federal auditor, is that
correct?

Mr. Wrrr. Yes.

Representative Greeons. What happened to your audit after it
reached the Federal Government? :

Mr. Wrrr. Our audit report was issued at the end of October 1976.
The department of social and rehabilitation service has asked the State
to reply to the report. At this point a reply has been received and
they are considering what_ further action is to be taken. The reply
from the State was received in approximately the last sixty days.

Representative Gsrons. Based upon your experience, when do you
think the Federal Government will act, if ever?

Mr. Wrrr. Well, the Federal Government is relying primarily upon
the State of ‘California to take corrective action in this regard.

Representative Giseoxs. But you didn’t answer my question. T am
asking you when, based upon your experience—and I assume you have
had a lot of experience—do you think that the Federal Government
will ever respond to the audit?

Mr. Wirr. I think so. ,

Representative Giseons. When?

Mr. Wrrr. I can’t answer.

Representative Grspons. Who is responsible for responding ?

Mr. Wrrr. The local commissioner of the Social and Rehabilitation
Service. o

Representative Gieeowns. I am talking about the Federal Govern-
ment. ,

Mr. Wrrr. Yes, that is within the Federal Government—Social and
Rehabilitation Service.

Representative Giseons. The local commissioner?

Mr. WitT. Yes, sir.

Representative Giesoxs. Are you talking about somebody in the
California government ?

Mr. Wrrr, No, this is a regional commissioner of the Social and Re-
habilitation Service. .

Representative Gesoxs. He is also in San Francisco; is that right?

Mr. Wrrt. Yes, sir.

Representative Greroxs. Well, now, does anybody above him ever.
get to see this audit before it gets filed or tossed away?

Mr. Wrrr. Yes. There is a followup procedure concerning what ac-
tion is taken by the Social and Rehabilitation Service. If the audit
agency, for example, comes in on the followup review and determines
that corrective action has not been taken, then we so report it.

Representative Gseoxs. How long does that take ?

Mr. Wrrr. Well, that can vary depending on the individual circum-
stances. The Regional Commissioner of the Social and Rehabilitation
Service issues a formal action statement and we will review it and
determine at what point we will go in to follow up.

Representative Grepons. What worries me is that it sounds like we
have a gigantic paper shuffle going on here when you know you have
a serious problem. When is somebody who will take some affirmative
action going to get hold of it and do something about it? That is my
question. How long does it take?
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Mr. Wrrr. Well, one thing, in terms of action based on our audit
report, we have asked for money back. That is one action.

Senator Cuaurcr. Who is going to get it?

Mr. Wrrr. That will be done automatically by the Social and Reha-
bilitation Service as the action is taken. However, they will reduce
the money in the quarterly expenditure report from the State. Now,
the State, however, has a Tight to appeal but that is one type of ex-
ample of the action taken.

Representative Gizpoxs. To your knowledge, do your audit reports
ever get to the Congress? :

Mr. Wrrr. Well, I know Mr. Halamandaris was very interested in
the report and we got a copy to him.

Representative Giseoxs. If he comes to find it, he can get it.

Mr. Wirr. Pardon ?

Representative Giesons. To throw some classification on it, that
makes it impossible for you. '

Mr. Wrrr. No. The HEW Audit Agency reports are all available
to the public and to the Congress and we would be more than happy,
if you have not received copies of these, to make them available.

Mr. GisBons. It would seem like there would be a lot of good leads
to some corrective Jegislation in that, because by the time it gets to
the congressional level, frankly it is usually so ‘old that it is not of
much formal use to us. I would hope that we could find some way
to get the reports to us rapidly and that the Congress can respond
more rapidly. I understand the necessity for asking the States agency
to comment, but frankly it is my impression that it is just a paper
shuffling operation.

Finally, you are going to assess the State of California for a lot of
money and then they are going to come in and bargain and then
eventually the whole thing will be forgotten or washed away. It looks
like you and your staff have done good work. What worries me is
that there is no followup, no cleanup and it just goes on and on
and on.

Would you like to respond to that, please, sir? Is my observation
correct that it just goes on and on and on?
© Mr. Wrrr. In some cases there are problems in obtaining corrective
action. I would hope in this particular case that action will be taken.

Representative Gieons. In this particular case with the notoriety
it has gotten there is going to be some corrective action taken but I
am worried about the ones we don’t know about.

Mr. Chairman, I won’t take up any more time. :

Senator CrorcH. I think you have made your point, Mr, Gibbons.

Mr. Corman.

Representative Coraran. Mr. Chairman.

We keep hearing title XX is a very difficult program to monitor.
And that if the States have a larger stake in it than their present
25 percent share, that somehow it will be the magical formula to
make them monitor better. Do you believe that it does not work out
well? T assume from your testimony that the 25-percent State con-
tribution is not really sufficient to assure the program is monitored
carefully.

Mr. Hawes. If I may speak to that, in California the non-Federal
cost has gone up to 48 percent of the total cost because of ceiling on
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title XX. They have taken the posture in California that it is a
county administered program and a State supervised program and
the regulations have been minimal. Perhaps the regulations that are
developed over the next several months and that are promised to
become effective on July 1 will make the State more responsibie for
controlling these costs.

Currently the State has not shown that much interest until the
program appears to be running out of money and then there is an
emergency request to the legislature for an appropriation to keep the
program alive.

Representative Coraran. Do the counties have any money in the
title XX programs?

Mr. Hawrs. They have some money. I think last year they spent
$7 million.

Representative Coraax. That is a relatively small amount com-
pared to the total coverage.

Mr. Wmrrams. May I add, are you concerned about whether the
vested interest would provide any greater oversight or control? We
have in California programs that are 100-percent State funded, that
are run no better than this one.

Senator Crurcr. Then maybe there isn’t any answer.

Mr., Wrrrraas. I certainly hope there is.

Representative Coraran. The least efficient way programs are
funded 1s jointly. The Congress should decide how much 1s going to
be spent for these programs, then totally fund and monitor them. It
is very difficult to do otherwise.

Title XX responds to people with unusual and changing social
service needs. It would be difficult to develop contractual specifica-
tions for providing these services on a low bid or performance basis,
unless there is a very large population group. How long, for example,
should a stroke victim be rehabilitated?

It is not clear that private contracting procedures can ever respond
to these complicated individual situations. _

Education and police services are not put out for bid or paid ac-
cording to a performance contract, title XX services are even more
complex. . .

A different approach must be used. Business principles work well
in many situations, but not for home health and certainly not for the
specialized title XX services.

Thank you, Mr. Chairman.

Senator Cuurca. I want to say that Mr. Obledo testified that be-
fore anyone could make a home service call under the California
medicaid—Medi-Cal—program it had to be first approved by the
agency. If that is the case, and it takes that degree of effort to control
fraud, the State of California might just as well take over the pro-
gram and administer it in its entirety.

Mr. Macomber, you have the audit on the Gottheiner case; is that
correct ?

Mr. Maconeer. That is correct, Mr. Chairman.

Representativé Martin. I just want to pursue one item in the
statement.

You say incidences of abuses which you term as audit exceptions
make your office unpopular with the executive branch.
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Mr. WirLiams. Yes, sir, that is correct.

. Representative Martin. That seems to me a terrible pregnant
phrase and I ask what you mean by that?

Mr. Wiiriams. I guess as a legislative auditor in California, I
presume you could classify me as the natural enemy of the executive
branch. I provide the legislative oversight function for the California
Legislature and program management.

Representative MarTin. Do you mean to say that you are implying
no more than you assumed that you are unpopular?

Mr. WitLiams. That is correct. That is an assumption. I think
some of the news releases, press releases in rebuttal to our reports
indicate some displeasure.

Representative Martin. That is a field disclosure. There has been
no overt effort to restrain your auditing.

Mr. Wirrtams. No, sir, none whatever.

Representative MarTiN. Fine. Thank you, sir.

Representative GeprarpT. Mr. Chairman.

Senator CrUrcH. Yes, Mr. Gephardt.

Representative Gepraror. Mr. Witt, Mr. Gibbons asked you about
what action the Federal Government could take under the law to
have the HEW cut off funds that are going into California for that
program because of the inability or the lack of desire on the part
of the State department to do something to correct the actions you
have asked them to take?

Mr. Wrrr. Under certain circumstances they can find the State
out of conformity, but this is a sort of difficult process. Normally the
Department would hope to try to work with the State in getting the
corrective action taken.

Representative GepaaroT. When was your audit report released?

Mr. Wrrr. Qur audit report was released on October 29, 1976.

Representative GEprardT. And to date not only have we not gotten
the excessive payments back from the dates prior to that but there
has been no change in current policy; is that correct?

Mr. Wrrr. That is correct.

Representative Gepaarpr. And the excessive rates are still being
charged and paid under the programj; is that correct?

Mr. Wrrr. That is correct.

Representative GepaarDT. And you are telling Mr. Gibbons that
you are not clear on exactly when some action might be taken either
to cut off funds or to get some compliance or whatever?

Mr. Wrrr. The State delayed in replying to our final audit report.
The State has to answer to the so-called Social and Rehabilitation
Service. Within the last 60 days the response was obtained and at this
point SRS is considering what action is taken. I see the State respond-
ing around the first of the year and then from there SRS will take
whatever action is required.

Representative Geprarpr. Mr. Hawes, you seem to have some faith
that there can be fiscal and performance auditing with regard to
these kinds of programs. Do you think that audit function should be
placed at the Federal level or at the county level or through private
concerns, intermediaries?

Mr. Hawss. I think it should probably be placed at the local level,
the lowest level, as much as possible, with some oversight and recheck-
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ing at the subsequent higher levels on a sample basis. I don’t see how
it can all be done at the Federal level. I think most of it should be
done locally. I think that in the business of home health care and the
homemaker/chore programs if there were simply some ground rules
on statutes and regulations that when a person contracts to provide
a public service that they be required—whether it is a proprietary
agency, a public agency or a nonprofit agency—to submit who they
will be subcontracting with and who the principals in that sub-
contractor are and I think that would prevent a lot of the abuses
you heard about in the last 2 days. If that simple mandate were made
so that as a requirement of getting public funds the method of
spending those funds would be spelled out.

Representative Gepmaror. Do you think that the regulations for
determining, for instance, reasonable cost are sufficient that they give
adequate guidelines so local officials can understand what they are
supposed to do in enforcement ?

Mr. Hawes. I am not sure that I feel qualified to say whether or
not the reasonable cost guidelines are sufficient.

Mr. Wirriams. May I add a few points to that?

Representative GepaarpT. Yes.

Mr. Woriams. When we get into large multimillion dollar pro-
grams of this nature where there is a significant amount of contract-
Ing going on, there ought to be some firm guidelines and criteria for
what constitutes an allowable cost and what is an unallowable cost.
Now, Federal procurement regulations have had those for years in
defense contracts, particularly cost type contracts. Those  specific
unallowables are clear cut.

There certainly are some gray areas. That type of thing does not
currently exist in this situation.

To answer further a question as to what level of performance of
auditing or the audit oversight should be, I would tend to agree with
Mr. Hawes that at the local level might be an idea, but I don’t think
it is practical. No. 1, most of the county agencies do not have ade-
quate resources to perform an audit. California particularly would
have 58 different types of audits—58 counties—and it would seem
to me that the function of auditing and oversight of these providers
would more logically fall at the Sgtate level, statewide, applying the
same cost principles and audit procedures.

Representative GeEpaarpT. With the hope that when problems are
found sanctions are imposed and that seems to be one of our problems.

That is all, Mr. Chairman.

Senator CHURCH. Mr. Pickle.

Representative Prcrre. I would like to make a request of the staff
regarding the'role of the intermediary. I am fuzzy on what is ex-
pected of intermediaries like Travelers when they make an audit.
When they testified yesterday, though I was not there for all the
hearing, I had the feeling that they were trying to account for dollars
more than passing judgment on whether something was being done
right or wrong.

Now, these gentlemen are taking a much more militant approach;
it is an oversight approach. I would like to know from the staff what
1s the respoensibility of Travelers in this case, the intermediary, what
are they supposed to do in the audit and would that differ from what
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you people are doing? I think we need not only set the guidelines,
we ought to know what is expected of them. Tf we just account for
dollars we could save a lot of money. If all they are going to do
under the present law is say Travelers is supposed to do a lot more
than they actually did, maybe we ought to file a suit against them
for negligence, but, first, I would like to have some good analysis.
What is expected of auditors? I ask the committee staff to give us
that so we can make some comparison.

Representative Gieeons [presiding]. Mr. Pickle, T will do that.

Mr. Gary Macomber, director, Department of Social Services,
State Department of Health, State of California.

We will hear you now, Mr. Macomber.

STATEMENT OF GARY MACOMBER, DIRECTOR, DEPARTMENT OF
SOCIAL SERVICES, CALIFORNIA STATE DEPARTMENT OF
HEALTH

Mr. Macomeer. Thank you.

This division supervises the administration of 23 separate social
service programs in the State of California which are principally
county administered so our role is not as a direct provider but as a
‘supervisory agency.

I didn’t come prepared to rebut the auditor general’s comments,
but a few of them I feel I have to speak to.

Our view of the auditor general

Senator CrurcH. Excuse me. I apologize for interrupting but it
is 5 minutes after 12 and it is my understanding that you will move
us deeper into the case of Peter C. Gottheiner and we won’t be able
to really question you before having to adjourn for lunch.

I would like to have the whole case presented at one time rather
than to try to break it into two pieces. So I would suggest if the
members don’t object that we adjourn now for lunch and come back
at 1:30. .

Does that present any problem for you?

Mr. Wirriams. We can work it out.

Senator Caurcr. I believe we best recess.

The committee is recessed for lunch; we will return to this room
at 1:30 this afternoon.

[Whereupon, at 12:08 p.m. the committee recessed, to reconvene at
1:30 p.m., the same day.]

‘ AFTERNOON SESSION

| [The committee reconvened at 1:30 p.m., Hon. Frank Church, chair-

| man, presiding.] .

| Senator CrurcH. The hearing will come to order.

| When we recessed this morning Gary Macomber was about to give
‘ his testimony and we will turn to him at this time.

STATEMENT OF GARY MACOMBER—Resumed

Mr. Macomeer. Thank you, Mr. Chairman.

I was not prepared to respond to the auditor general’s report, but
I feel I should make some comment. There are some errors in the
report. '




1017

Before I go into the testimony—I don’t think we ever object to
objective criticism when it is founded in fact, but such was not the
case in this instance. I think one of the recommendations that was
referred to was that we were not maximizing our Federal reimburse-
ment regarding the homemaker/chore program in terms of title X1IX.
This is a lowering of State costs to the program. To do such would
cost the taxpayers $24 million a year; therefore we have not chosen
to do that.

I think we should point out that counties do not determine eligi-
bility on an individual county-by-county standard basis for the pro-
grams determined according to State standards that are governed
by Federal law and regulations.

Contrary to the testimony that was already given, regulations have
been filed specifying allowable costs and procedures that bidders must
go through before securing a contract, the experience that is required
in financial statements, and I will provide these to the committee.!

The audit referred to what the auditor general accomplished in
June 1975. I think you will find there is a close resemblance to the
audit we did in March and April 1975 and I will provide a copy of
that to the committee.?

Senator CrurcH. Very well.

Mr. MacomsEr. Just to put the matter in perspective, in California
we serve about 70,000 aged and disabled folks in the homemaker/
chore programs to permit them to remain in their homes as a result
instead of an institution.

Some 70 or 80 percent are noncontractor services; they are services
provided by another individual who is the employee of the recipient
of services. ' '

Related to the question of whether they are employees of the
county, this is a matter that the legislature has been aware of in
California and they may make that clear in some hearings on workers’
compensation, but the bulk of the people providing the services are
individuals.

The State code requires that the first preference be given to former
or current recipients of public assistance to enable them to be self-
sufficient and to enable them to function as a homemaker or chore
service worker.

The State Welfare Institution Code mandates that we allow coun-
ties to exercise as many as three options in providing services; that
is, through a contract or through an individual as I just described
or through county employees on a per-hour basis. Far and away the
most expensive basis is county employees. That runs in the neighbor-
hood of $20 per hour compared to $2 or $3 an hour for an individual
provider and $3 to $5 for a contract provider. '

I would like to now go into the circumstances of visiting home
services and home health, the things that the committee has asked
me to speak to.

At the time of the bankruptcy of the firms in August 1976 the two
companies held nine contracts in California counties for the delivery
of homemaker/chore services.

1 Sew appendix 4, p. 1197,
2 See appendix 5, p. 1228.
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Senator CrurcH. Who owned the two companies?

Mr. Macomeer. The ownership was divided at the time. I have it
in the audit report. I will get into it later.

At the time of the bankruptcy Mr. Peter Gottheiner was no longer
officially associated with the firm having divested himself of his
Interest in June of 1976. I can lead up to that.

Senator Crurcu. All right.

Mr. Macomser. The statewide total value of the contracts for the
fiscal year in question was in excess of $4 million. All of these con-
tracts with the exception of the one in San Francisco County, which
is the one we were hearing about this morning, we have 59 counties
in California and all counties other than San Francisco County have
complied with competitive bidding requirements. The State now has
San Francisco County, and has had for several months, in formal
compliance proceedings to force that county to go into competitive
bidding. They have in fact issued an invitation for bid and bids have
been received and they will be responding to those bids very shortly.

Each county in California administers its own purchase of service
arrangements under policies and guidelines established by the State
department of health in accordance with State and Federal laws and
regulations. State staff in the department of health review for ap-
proval or disapproval the county’s bidding process, including invita-
tions for bids, the complete bid package received by the county and
the county’s award of contract.

Under the State’s requirements, each bidder must submit to the
county along with his bid a current financial statement to help the
county in its assessment of the bidder’s qualifications and ability to
fulfill the obligations of the anticipated contract, if awarded to him.
Without evidence to the contrary, such financial statements have been
in practice accepted on general face value, since neither the State nor
the counties had the staff capacity for auditing or other verification
of the statements.

The major concern of both State and county agencies in being
alert to the activities of the two firms centered on continuous delivery
of service to the recipients of services, without interruption, at a cost
that may be termed to be reasonable.

Senator Caurca. How do you determine it to be reasonable if you
have no idea of the actual measure of profit being realized ?

Mr. Macomeer. We subject all the counties, with the exception of
San Francisco, where the profits that Mr. Witt and others were re-
ferring to this morning, to go through a competitive bid process on
each bid package. The rate is broken down at our office and broken
out to assure that the individuals providing the service are receiving
the minimum wage or appropriate higher wage depending upon the
specific salary structure of that particular firm. The regulations that
we filed also specify allowable cost. We have picked up the same
allowable cost the Federal Government uses and that is our require-
ment now as to what can be charged against the contract cost.

Senator CarurcH. When did you do this?

Mr. Macomser. The regulations were developed last fall and were
filed on December 30 with the secretary of state in California.
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Senator CuurcH. So you completed this reform in your adminis-
trative controls a couple of months ago?

Mr. Macomser. Yes, sir.

The first solid evidence that we had that the delivery of services
was threatened came when payroll checks issued by Visiting Home
Services, Inc., or VHS began to bounce in two California counties.
This information came to us in August 1976 and we immediately
advised them to examine the contractor and the program carefully
to determine the solvency and performance.

With the assistance and support from the State department of
health staff, all counties concerned began to make arrangements for
alternate methods of service delivery. Payroll checks in other coun-
ties were not being honored for payment by the firm’s bank. As
soon as each county felt its contract was being breached, its service
delivery was picked up and operated through an alternate method
with the county welfare departments working through county coun-
sel in close coordination with our State agency and State counsel.

Arrangements were made for a State audit team to investigate the
fiscal solvency of Visiting Home Services, Inc., and a meeting was
held between State representatives and VHS representatives to set
up an audit schedule. Auditors found that the lack of sufficient
record and bookkeeping practices made it nearly impossible to dis-
cover specific details of the firm’s internal operations.

Although Peter Gottheiner himself had previously, in June 1976,
stepped out of official connection with the firm, he did in fact attend
all of these meetings and participated as if the firm were still under
his control. The audit team’s findings disclosed many questionable
circumstances in the handling of funds in the firm generally and in
withdrawals of cash from the firm’s account without adequate ex-
planation, some withdrawals continuing to go to Peter Gottheiner
after his “disassociation” from the firm.

Examples of extraordinary amounts of money disbursed to Peter
Gottheiner from the accounts of Visiting Home Services and Home
Health firms totaled some $236,000 during the year prior to the fiscal
collapse and were listed under such items, including salary, as take-
out moneys for unidentified consultants and repayments of unidenti-
fied loans, excessive travel and promotion expenses, nonprogram-
related personal expenses, and payroll salary for ex-wife with no
evidence of her employment.

Audit findings were turned over to other governmental agencies as
appropriate including the State attorney general, the State employ-
ment development department, the State franchise tax board and
the Intelligence Unit of the Federal Internal Revenue Service, and
this occurs in the early fall.

Senator CrurcH. This is 1975%

Mr. MacoMBER. 1976.

Senator Crurca. What happened to your 1975 audit?

Mr. MacomsERr. Following the 1975 audit a letter was prepared
and guidelines presented at each county office in June 1975 setting
forth the requirement for competitive bidding in each individual
county and specifying the contents of what the invitation for bid
must contain. As I said, all counties with the exception of San Fran-
cisco complied with that directive.
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Senator CrurcH. But your 1975 audit, we are talking now about
this particular firm.

}11\{[1'. MacoumBer. Yes, sir. The 1975 audit covered this firm and two
others.

Senator Crrorcs. All right, this firm and two others, and it showed,
according to the résumé that I have, a considerable number of charges
being made for entertainment, business expenses and travel, includ-
ing out-of-State and foreign expense reimbursements not adequately
supported, out-of-pocket expenses of $26,000 and $49,098 in 1974
which were totally unsupported by bills or receipts, reimbursements
to the president, Mr. Gottheiner, of $45430. The audit indicated that
there was no basis for determining what these expenditures were and
so on and so forth, and go on down through a whole number of
findings in your audit. That must have signaled that something was
very wrong with the corporation.

Mr. Maconser. I think one of the gentlemen this morning made a
good point of the question whether it is a questionable activity or
whether it is an illegal activity or contrary to a contract. The con-
tracts that San Francisco County entered into at that time with their
providers at that point were not subject to State approval and they
have not been forwarded. The activities of the contractor were not
such that could be disallowed under the existing contracts between
San Francisco County and their contractor. Therefore, we began the
work and in June 1975, as I mentioned, distributed the requirement
of going to competitive bid.

Senator Caurcr. Well, you are avoiding my question, I think. You
did an audit of this firm which suggested that the firm was being
milked.

Mr. Macomeer. Was being what, sir?

Senator Cmurca. Milked.

Mr. MAcOMBER. Yes.

Senator Crorcn. And yet you didn’t alert the counties to this, you
didn’t suggest that your audit raised grave questions about this
agency and its fiscal management and its ability to continue to render
services at a reasonable rate to the counties?

Mr. Macomser. This was one instance out of eight or nine counties
that the contractor was providing services in. In all other counties
program reviews indicated the services were being delivered, the
counties felt the services rendered were of very adequate quality; they
were paying a reasonable price for those services. _

Senator Crurce. Did you conduct an audit in those other counties?

Mr. Macomeer. We did an audit in not all of the counties. We had
4 evaluators for all 23 programs to be administered.

Senator Crurch. Well, in your audit, you had no basis upon
which to assume that a man who would operate one company in this
way in San Francisco County would operate any differently in other
places, did you?

Mr. Macomser. I was not in the department at that time, I can
only guess what the thinking was at that time and it was that they
were satisfied that the competitive bidding process would be adequate
as a control measure. I am not that satisfied that it is adequate as a
control measure.
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Senator CHurcH. So in any case, the answer to my question is no,
having made the audit, a warning did not go out to all the counties.

Mr. Macoyser. A directive went out to San Francisco.

Senator Crurcu. I understand that, but did a warning about the
way this company was being managed go to the counties?

Mr. Macoyeer. I think it was general information at that time. It
was not officially transmitted to each county welfare department.

Senator CHURCH. So the answer to my question is no, the warning
did not go out.

Mr. Macoxeer. I believe so.

Senator Cuurcr. Thank you.

Mr. MacoMBEr. Going back to the period of August 1976 when the
firm entered their bankruptcy proceedings, for a 10-day period, while
the special auditing was acting on a full-time assignment, the firm’s
books were closed and the trustee was installed.

Immediately after ending his association with the California-based
firms in June of 1976, Mr. Peter Gottheiner had incorporated a new
firm in the State of Illinois under the name of National Home Care,
Inc. This new firm has entered bids in some California counties to
provide homemaker/chore services but with no success. No contracts
m California have been awarded to this new firm. It is the State’s
present position that while our counties are free to accept bids from
this firm, they are also free to disqualify the bids at this point on
grounds of fiscal instability due to the history of Mr. Gottheiner’s
operation in this State while associated here with other firms.

Currently in San Diego County new bids have been received and
reviewed by the county for the purpose of recommending an award
of contract. Of the bids received in San Diego, the lowest bid ivas
submitted by the new Gottheiner firm out of Illinois.

County authorities have recommended to the county board of su-
pervisors that the Gottheiner bid be disqualified on the basis of finan-
cial instability. The State will support the recommendation to dis-
qualify. State investigators have reason to believe that the new Ill-
nois firm’s fiscal operations are presently paralleling some of the
operations that led up to the bankruptcy of the California firm.

For example, the new firm, National Home Care, included in its
financial statement accompanying the San Diego bid an item claiming
$206,400 assets in the form of “subscriptions receivable.” A letter
dated August 5, 1976, from certified public accountant Victor Harvey,
an employee of National Home Care, written to the San Diego
County supervisors attests to the firm’s “stability, solvency, and fiscal
responsibility” through fiscal investment pledges as needed for new
contracts and supposedly from individuals but they were not named.

I have this material for the committee.

This closely resembles a statement signed by Victor Harvey dated
May 7, 1976, when he was employed by Visiting Home Services in
California, written in support of that firm’s fiscal solvency through
a promise of investments based on new contract awards, which later
proved false. The promissory note from Ralph Gomez promising to
provide capital to Visiting Home Services in the amount of $250,000
1s dated January 15, 1976, but it was not notarized until June 21,
1976. It was submitted in support of a bid in California to indicate
fiscal solvency. The note was never honored and the VHS firm failed
and went bankrupt.
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Such similarities between the California operation when Peter
Gottheiner was associated with it and the current National Home
Care operation in Illinois would preclude us from approving awards
of contracts to the latter firm at this time due to the potential risk
of failure in contract performance and subsequent disruption of vital
services to recipients of in-home supportive services.

Shortly after the bankruptcy of Visiting Home Services, Inc., in
California the State department of health drafted and implemented
regulations designed to prevent recurrence of such a sitnation through
tighter controls over the contract bidding process. Proposals for leg-
islative changes and further regulatory changes are now under de-
velopment and drafting that will give controlling governmental
agencies protection agamst the procurement of service contracts in
this program by unstable vendors in the future so as to assure effective
use of tax dollars and continuation of needed services to recipients.

Thank you. o '

Senator CrurcH. As I understand this case, back in February of
1971, the Assistant Regional Director of HEW forwarded the Gott-
heiner file to the U.S. Attorney James Browning for criminal prose-
cution and it was alleged that Gottheiner billed Medi-Cal for services
not rendered in violation of section 208 of the Social Security Act.

In the same month Gottheiner moved into title XX social services,
set up a new corporation and was awarded a contract by the city and
county of San Francisco. ‘

Then in March, the next month, the corporation that had been
doing the business with the medicaid and medicare programs was
dissolved and claims against it were never collected. Then doing
business now with the social services in a new corporation, Gottheiner
proceeded to handle the corporate affairs in such a way that in March
of 1975 Thomas Tierney, the director of the bureau of health insur-
ance, claimed that the corporation owed to the government $804,655.
Then Mr. Gottheiner resigned from the corporation. Then the corpora-
tion filed bankruptcy. Now, the $804,655 is lost to the Government.

Then Mr. Gottheiner forms a new corporation and applies for do-
ing business in Illinois and some other States. He apparently takes on
and sheds corporations the way a snake sheds his skin leaving the
unpaid bills behind and yet continues to do business as he forms the
next corporation with one of these programs or another.

Now, the record in California suggests that there ought to have
been some way to have alerted the county governments as to the pre-
vious experience that the State had had with this particular person.
Unfortunately, there does not seem to have been any kind of coordi-
nation that would have prevented the second loss following on the
first. We are talking about quite a lot of money.

Mr. Macomser. I think the counties were aware although they had
not gone through a formal notification but that the law that governs
our State, welfare and institutions code, requires that bids go to the
Jowest, responsible bidder bidding in that particular county and there
is no authority in the code, and this is something we are trying to
get legislated into the code, for the State to certify providers of
services but as long as it is in current State code there was the ability
to provide the services and the amount charged was the lowest re-
sponsible bid. There was not a great deal of discretion.
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Senator CrUrcH. Well, we know now that the lowest responsible
bid does not prevent corruption on the very broad scale as was illus-
trated in our investigation of the Souza case yesterday. Did you ever
conduct an audit for Souza’s Unicare ?

Mr. Macomeer. We conducted an audit of Unicare and My. Hala-
mandaris requested it. I have a copy of the audit with me. I just
received it Monday and will make all the workpapers available to
the committee.!

Senator CHURcH. When did you conduct that audit?

Mr. MacomBer, It has been going for 2 or 3 months, to the best
of my recollection.

Senator CaurcH. Would it be fair to say you commenced the audit
once you learned of the investigation of our committees into the
Souza matter? .

Mr. Macomser. No, sir. We commenced the audit when we received
our audit capability which was in December. From the st of .J uly
we had the audit capability of 2 man-years of audit staff for a $468
million program. In December we received an augmentation of 14
which enabled us to do the kind of audits we wanted to do.

Senator CEHURcH. Were you satisfied with what you were able to
find by the audit you conducted? .

Mr. Macomser. I think we would like to look at the companion
companies involved. We would very much like, I think, to do some
additional joint audits together with the Federal Government. The
audit of Unicare that we accomplished showed apparently no illegal
charges to the title XX program but leaves us questioning whether
some overhead was passed on to other Government programs.

Senator CrurcH. And by being aware of the audit of the corpora-
tion you are really not able to know whether that corporation is in
fact being subsidized by the taxpayers in order that it can make the
lowest bid ?

Mr. Macoxeer. Very much so.

Senator CrrurcH. Does Mrs. Souza now have some of the contracts
that Mr. Gottheiner had before the company declared bankruptcy ?

Mr. MacoMzer. I believe she does, yes.

. Seneator Caurcr. How was she able to get them so quickly, do you
xnow ?

Mr. MacoMBEr. The counties that had services severed by the bank-
ruptey of VHS, we authorized them so that the recipients could
continue to receive services, to purchase them from private agencies
pending going to a competitive bid process. They had that option
or the option of going to the next lowest responsible bidder when
the rates were bid in late last spring; so in some instances they
would have been the selected lowest bidder or they would have gone
through a competitive bid process once again. All the counties in
which VHS failed to provide services did not go to the agency, some
picked up where done by employees, some were other providers.

Senator Crurca. Mr. Halamandaris, do you have questions?

Mr. Haraymanparis. No, thank' you. '

! See appendix 4, item 2, p. 1211,
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Representative Grmeons. I don’t really understand the relationship
of Mr. Macomber, to Mr. Williams. You don’t work for him, I
assume.

Mr. Macomeer. No, sir.

Representative Gresons. You work for the department of social
services of the State of California, which I would assume is an
agency of the executive branch of the government.

Mr. MacoMeER. Yes, sir. It is part of Mr. Obledo’s agency.

Representative Giosons. And those 2 man-years of audit power you
talk about, what program does that support?

Mr. Macomeer. It supported our entire social service program
from the contractor’s prospective. We do have a capability within
the State controller’s office that

Representative Gmseons. The program you are essentially talking
about, is title XX of the Social Security Act; is that correct?

Mr. MacoMBER. Yes, Sir.

Representative Gissons. And I don’t know what part California
gets. I usually do.

Mr. MacoMBEr. $245 million.

Representative Gibbons. $245 million, but that is about all we put
up, $245 million. What year was that?

Mr. MacomBER. We have been frozen in our allocation for the past
3 years. The national appropriation is $2.5 billion per year.

Senator Crurcm. That is for all social services under title XX?

Mr. Macomner. Yes, sir.

Representative Grssons. Why were you frozen at that amount ?

Mr. MacomBer. Congress.

Representative Gmpoxs. Is it because you had so much that nobody
else had anything?

Mr. Macomser. I think all States are experiencing the same thing
we are experiencing. :

Representative GisBoxs. Why did you have only two auditors? I
am not criticizing you. I ask why did California, with $245 million
of money only have two auditors? Do we prohibit you from having
anymore in the Federal law?

Mr. Macomser. I think there is a dual crunch when you have a
closed-in allocation, and your financing is really less each year
because of the impact of inflation, so you are in a situation of laying
off staff rather than bringing new staff on and there is not the addi-
tional funds available for these administrative expenses.

Representative Gieeons. Mr. Williams wanted to interrupt.

Mr. Wirriams. I was not going to interrupt.

One point, there are 3,550 auditors within the executive branch
and the department of finance is one of the largest organizations
within the executive branch that has the capability of performing
that audit. )

Representative Gispoxs. But he said they had 2 man-years, T guess
that is two people, to audit this $245 million program. What hap-
pened ? Did you just decide or California decided to close their eyes
on this?

Mr. Macomeer. No. I think the bulk of the responsibility rests at
the county level with some State supervision. Contract monitoring
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and auditing is a county requirement. The counties work in the same
fiscal bind, even more so than the State government, with the decreas-
ing Federal revenue source.

Senator Caurca. Would the gentleman yield ?

Representative GiBBons. Yes.

Senator Cuurca. This is just another illustration of the pass-the-
buck syndrome. We have a $2.7 billion social service program under
title XX of the Social Security Act. The Federal Government does
not monitor nor audit nor police the program because that is left up
to the States. Clearly California had a capability, with 8,550 auditors,
to allocate more than two to a program that in the State alone
amounted to a quarter of a billion dollars, but the State failed to do
it. The excuse that is given is that that was a responsibility to coun-
ties and the counties didn’t have any particular interest in the pro-
gram. I am sure the county commissioners would assure us that they
do not have the resources to police the program because none of their
funds were involved in the program anyway. I can’t imagine a sys-
tem that is better designed to invite the kind of fraud that we
have than this pass-the-buck arrangement. Please don’t misunder-
stand; I am not blaming you for this.

Mr. Macoamser. Thank you.

Senator Caurcr. But I think you really helped make it clear just
what the situation is and that we have to find some way to come to
grips with it.

Mr. Macoamser. I think, Senator, since the buck has stopped and
with the augmentation that we have received, that we have the
ability now. It is unfortunate that it took 2 years to clamp down
on these activities. We are in the process of going through every one
of the homemaker/chore providers on a priority basis. We have in
our title XX program 1,300 individual contracts with providers of
one type of service or another so it is a heavy job to carry out, even
with the 16, sir.

Senator Cmurcu. Mr. Halamandaris, do you have any further
questions ?

Mr. Harasaxparis. No further questions.

Senator Crurca. Thank you very much for your testimony.

Frederick Keeley will come forward and take the witness chair.

Mr. Keeley, would you raise your hand and take the oath.

Do you solemnly swear that the testimony you will give will be
the truth, the whole truth, and nothing but the truth, so help yon
God?

Mr. Keecey. I do.

STATEMENT OF FREDERICK KEELEY, FORMER EMPLOYEE OF
HOME CARE, INC. SAN JOSE, CALIF.

Senator Crorcr. Mr. Keeley, you appear here under subpena, do
you not?

Mr. Keerey. Yes, I do, Senator.

Senator CrurcH. Do you understand that you arve protected by
the immunity that is extended to congressional witnesses who appear
under subpena insofar as it relates to answers you give to questions
put to you?
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Mr. Keerey. I understand that, Senator.

Senator Crurca. Very well.

Mr. Havamanparis. Mr. Keeley, I would appreciate it very much
if you would tell this committee the circumstances surrounding the
awarding of a contract to Mr. Gottheiner in the State of Illinois.
If you know the amount of the contract, the circumstances under
which it was let, we would appreciate hearing about it.

Mr. Keerey. In approximately February of 1976 1 was employed
by Visiting Home Services, Inc., of San Francisco in the capacity
of special assistant to the president, and the president of the cor-
poration at that time was Peter Gottheiner. On or about February
10, 1976, that corporation held a board of directors meeting in San
Francisco at which time, among other items contained in the pack
of materials presented to me was a memo to the board of directors
from Ronald B. Gottheiner, executive vice president of the corpora-
tion, regarding the State of Illinois.

I believe that Mr. Halamandaris has a copy of that memo.

[The memorandungl referred to follows:]

To: Members of the board of directors of Visiting Home Services, Inc.
From: Ron B. Gottheiner, executive vice president.

Date: February 10, 1976.

Re: The State of Illinois.

Mr. President, members of the board, ladies and gentlemen: On January 12,
13, and 14, 1976, my father and myself went to Springfield and Chicago, Illinois
for various prearranged meetings in reference to a contract for the delivery of
in-home supportive services to the State of Illinois. We have been in contact
with them for more than 3 years, and we had two meetings prior to this one
with the assistant director and the chief of services, Department of Public Aid,
State of Illinois. There was also extensive correspondence in the way of very
detailed proposals requested by the Department of Public Aid.

Our proposal, which originally was designed for a pilot program to involve
about 300 recipients in Cook County, was very carefully evaluated, and we
received word that our concept, offer and rates were above expectations and
that they desired to contract with us for the entire State. A formal recom-
mendation from Jesse B. Harris, assistant director, Department of Public Aiqg,
was made to James L. Trainor, director, for approval of a contract.

However, in the meantime, political developments of considerable magnitude
brought their entire services program, as well as the award of new contracts,
to a standstill. One of the main reasons for that state of affairs was a power
play between the two major gubernatorial candidates, the incumbent, Gov.
Daniel Walker, and the present secretary of state, Mr. Michael Howlett.
Although both of the major candidates are Democrats, the social services
program is unfortunately being utilized as a political football ; but we were
assured that after the primaries, which will be held on March 16, everything
will go back to normal with either candidate. We expect to provide services to
this State not later than July 1, 1976.

Through some excellent connections and friends in Chicago, we were invited
to meet not only with Director James Trainor, Assistant Director Jesse Harris,
and Mrs. Margaret Washnitzer, chief, bureau of self-support, but we were also
most fortunate to have a lengthy and most successful talk with Hon. Don A.
Moore, Senator, State of Illinois, and chairman of a 12-man legislative advisory
committee on social services. Senator Moore is a Republican, and the com-
mittee consists of six senators and six assemblymen, one-half being Republican
and one-half being Democrat. Senator Moore is very highly regarded among
the other committee members, and likewise highly respected by the Governor
and the other candidates. His executive director, Joel Edelman, was an
administrator and executive vice president to Michael Reese Hospital in
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Chicago, and member of the board of trustees for 3 years. Thereafter, he was
the director of public aid, State of Illinois, and is now the executive director
and close friend of Senator Don A. Moore, the chairman of the legislative
committee making all the decisions on social services, including contracts.

During our short stay, we developed a genuine friendship and close relation-
ship not only with Senator Moore and Mr. Edelman, but with other legislators
whom we met, and their staffs.

We were asked to submit immediately a proposal which would provide full-
time employment, with all benefits, for 500 present welfare recipients as a
pilot program, and which would likewise require the delivery of services to
about 2,500 recipients, at an average of 30 hours per month. This would mean
almost 1 million service hours per year on a demonstration program only ; after
our services would be implemented statewide, the contract could well reach
between 7 to 10 million hours per year.

Our proposal will be submitted within the next week, since all the ground-
work has been completed, and we expect a favorable response shortly after
their primaries.

Needless to say, you will be advised of all new developments individually.

Thank you very much.

Respectfully submitted,
RoN B. GOTTHEINER,
Bzecutive Vice President.

Mr. Havarxanparss. Yes; what I would like to do at this point is
send this memo down to you and have you take a look and identify
this document for authenticity and then have it returned to me.

[The witness acknowledged the document as a true copy.]

Mr. HaraManparis. Thank you, Mr. Keeley. We have a copy of
that memorandum from Ronald B. Gottheiner in front of us which
you have identified. Can you then tell us what the gist of this memo-
randum is, please?

Mr. Keerey. The gist of the memorandum is that Ronald B.
Gottheiner, Peter Gottheiner visited the State of Illinois for the pur-
pose of exploring the possibility of contracting that State for home-
maker/chore services. It indicates that they met with certain State
officials and a member of the State senate and that they developed a
close personal relationship. The memo seems to indicate that they
felt positively that they would be able to obtain at least a demonstra-
tion project grant for homemaker/chore services in that State.

Mr. Havaymaxparis. What further action was suggested in the
memo? What route were they to take to secure the contract?

Mr. KeeLey. It was suggested that the corporation continue to be
in contact with those State officials and that an arrangement be made
between a particular law firm in that State and the corporation.

Mr. Haramanparis. Is this a copy of the contract® to which you
refer?

Mr. KeeLey. Yes, it is.

Mr. Havamanparss. That is a contract between the law firm and
Mr. Gottheiner, is it not?

Mr. KeELEY. Yes. '

Mr. Haramanparts. Would you tell us, please, what the compensa-
tion is for the law firm in that contract?

Mr. Keerey. It is an attorney’s contract between the Visiting Home
Services and the law firm of Moriarty, Rose & Hultquist, Ltd. Under

1 See p. 1029,
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section 2 regarding retainer and contingent fees it indicates that the
clients shall pay the attorneys a retainer fee of $7,000 in the follow-
ing installments and it lists A through D and the installments. Later
in that same document it indicates that on behalf of Visiting Home
Services the attorneys will attempt to successfully negotiate contracts
with the State of Illinois on behalf of the client and the compen-
sation therefor will be 4.8 percent of the first million dollars in con-
tracts and 1.2 percent of all sums in excess of $1 million.

Senator Crurcx. The law firm’s fee was to be based upon a per-
centage of the take?

Mr. KeeLEy. As it were. A

Senator CrurcH. As it were. The bigger the contract, the bigger
the fee. Since they are talking about millions of dollars, that would
come to a mighty tidy fee, wouldn’t it ?

Mr. Keerey. I imagine that it would, Senator.

[The contract and related material follow :]

MoRIARTY, RoSE & HULTQUIST, LTD.,
ATTORNEYS & COUNSELORS,
Chicago, Il. May 11, 1976.
Re Visiting Home Services, Inc.
Hon. FRANK M. CzINGA,
Cringa & Lepore,
Evergreen Park, Il.

DEeAR FRANK: At the time I appeared before the Committee on Public Aiq,
you asked about the volume of business that our client, Visting Home Services,
Inc. does in the State of California. I have just received these figures from the
President of the company and herewith forward a copy of his letter of May 8,
1976.

These figures have been supplied to you and are available to the members of
the Committee in strictest confidence. We have not asked for nor do we believe
that we would be entitled to receive the information concerning sales of Upjohn.
We respect the confidentiality of our competitor in this regard.

" Yours very truly,
MAURICE JAMES MORIARTY.

Enclosures.

VisiTING HoME SERVICES, INC.
May 8, 1976
M. J. MoriarTY, Esq.,
Moriarty, Rose & Hultquist,
Chicago, Il.

DeArR MR. MorIARTY: Following our telephone conversation in which I
acknowledged receipt of your letter dated April 28, 1976, I want to express to
you once more our Sincere thanks for having won the first round.

In reply to your letter, I am still not sure whether or not to operate under
Visiting Home Services, Inc. or if we should form an Illinois corporation.
However, probably prior to your receipt of this letter, I will be in touch with
you by telephone.

In reply to your memo on Page 2, Paragraph 6, we attach under separate
cover the dollar amounts for contracts in the State of California and other
areas.

As mentioned before, I will be talking to you; and we can discuss everything
further by telephone.

‘Warmest personal regards to you and friends.

Very sincerely,
PETER GOTTHEINER, RPT,
President.




1029

Visiring HoME SERvicEs, INc.
May 8, 1976.
M. J. Moriarty, Esq.,
Moriarty, Rose & Hultquist,
Chicago, Il.
DEeaRr MR. MORIARTY : Following are the dollar amounts of contracts for delivery
of in-home supportive services.

State of California :

County of Fresno_ - ______________ o $725, 000
County of Imperial_______________ 375, 000
County of Madera________________________:_ — 175, 000
County of Merced_________ o __ 350, 000
County of Plumas_______________ . —_— — 75, 000
City and County of San FranciSeo. - - o ________ 840, 000
County of Santa Barbara__ 600, 000
County of Tehama___ - - 200, 000
Entire State of Utah___________________________ o 1, 000, 000
Minnesota : Ramsey and Hennepin Counties._______________________ 250, 000
Missouri : Nine small rural counties R — 480, 000

Washington, D.C.__ -
Respectfully submitted,

PETER GOTTHEINER, RPT,
President.

[Western Union Mailgram]
M. J. MoRIARTY,
Chicago, I., May 5, 1976.
PETER GOTTHEINER,
Visiting Homes Services, Inc.,
San Francisco Calif.
We anticipate contract between Visiting Homes and State of Illinois to be
executed prior to July 1976.
M. J. MORIARTY,
Attorney.

Mor1arTY, RosE & HULTQUIST, LTD.,
ATTORNEYS & COUNSELORS,

. Chicago, Ill., April 28, 1976.

Mr. PETER GOTTHEINER, R.P.T.,

President, Visiting Home Services, Inc.,

San Francisco, Calif.

Dear PETER: I am returning an executed copy of the Attorneys’ Contract and
a very brief summary of the proceedings in Springfield. Also included is a
statement of the costs advanced and expenses incurred in conjunction with our
negotiations for the Illinois contracts.

If you wish to form an Illinois corporation under the name “Visiting Flome
Services of Illinois, Inc.”, let us know. We should have this accomplished
prior to the execution of a ‘formal agreement with the State.

As I reported to you by telephone, we are pleased with the progress and
look forward to a profitable venture for you in Illinois. At the conclusion of
the first year’s contract, I feel quite confident that we will be able to
demonstrate to the State the savings that have resulted from your services.

Yours very truly,
Mor1arTY, ROSE & HuULTQUIST, LTD.
MAURICE JAMES MORIARTY.
Enclosures.
ATTORNEYS' CONTRACT

This agreement, made and entered into this 23rd day of April, A.D. 1976, by
and between VISITING HOME SERVICES, INC, a California corporation,
with its principal place of business at 450 Sutter in the City and County of
San Francisco, California (hereinafter referred to as “Client”) and
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MORIARTY, ROSE & HULTQUIST, LTD., a Professional Corporation organized
and existing by virtue of the laws of the State of Illinois with its principal
place of business at 150 N. Wacker Drive in the City of Chicago, County of
Cook and State of Illinois (hereinafter called “Attorneys”).

1. SCOPE OF EMPLOYMENT

The client hereby employs the Attorneys to represent the Client as local
counsel in the State of Illinois. The Attorneys shall negotiate on behalf of the
Client and prepare legal documents for the Client, at the Client's request,
relating to contracts for the employment of the Client’s services in the private
and public sectors in the State of Illinois.

2. RETAINER AND CONTINGENT FEES

The Client shall pay the Attorneys a retainer fee of Seven Thousand Dollars
($7,000) in the following installments: (@) April 15, 1976, $2,000; (b) May 15,
1976. $2,000; (¢) June 15, 1976, $2,000; and (2) June 30, 1976, $1,000.

Tn the event that no contracts are in effect in Illinois on July 1, 1976, the
Attorneys’ retainer fee shall be reduced to One Thousand Dollars ($1,000)
per month from July 1, 1976, to December 31, 1976, or until the first contract
shall be in force in Illinois, whichever event shall occur first.

The parties acknowledge that the retainer fees will be insufficient to cover
the time required to service the Client’s business in the State of Illinois. The
parties therefore agree that the Attorneys’ retainer fee will be substituted for
the following contingent percentages on all contracts in the State of Illinois
successfully negotiated by the Attorneys for the Client: (a) 4.8% on the first
million dollars in contracts; and (b) 1.2% on all sums in excess of one million
dollars.

3. TERM OF CONTRACT

The retainer fees and contingent fees specified in paragraph 2 hereof shall
continue to be paid so long as the Client shall have contracts in force and
effect in the State of Illinois.

4, COST AND EXPENSES

All costs and expenses involved in travel and long distance telephone shall
be paid by the Client upon invoice from the Attorneys.

5. ATTORNEYS' LIEN

The Attorneys are given a lien for the recovery of any payments due
pursuant to this Contract. The Attorneys shall have all general, possessory, or
retaining liens, and all special or charging liens, known to the common law
against the Client’s property including the Client's receivables from services
rendered in the State of Illinois.

6. NOTICE

All notices required under this Contract shall be in writing and shall be
deemed to have been duly served if delivered to the party for whom it is
intended or sent by registered or certified mail to the business address of the
parties as specified in this agreement.

7. GOVERNING LAW

This Contract shall be accepted when signed by the Attorneys at Chicago,
Illinois. The laws of the State of Illinois shall govern the construction and
interpretation of the Contract.

In witness whereof, Attorneys and Client have executed this Contract at
Chicago, Illinois, the day and year first above written.

VisiTiNG HoME SERVICES, INc., “Client”.
MoRIARTY, RoSE & HurLTQUIST, LTD., “Altorneys”.
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MAYER AND O’BRIEN, INC.
Chicago, Ill., April 15, 1976.
Mr. PETER GOTTHEINER,
Visiting Home Services, Inc.
San Francisco, Calif.

DEAR MR. GOTTHEINER : I was wondering if you had had any response to your
letter of February 28, 1976, in which you proposed a limited program for the
Visiting Home Services, Inc. to Mr. James L. Trainor, director of public aid
to the State of Illinois. .

While public aid is underfire from many directions presently it would seem
that they ought to be exploring ways and means of saving money and improv-
ing the service, and that your proposal would be most timely. On the other
hand, I also feel that it is well to keep the matter alive even in a low pressure
manner since, as you undoubtedly know, there will be a change in the
governors office as of next January. In the meantime, it seems well to keep
the pressure low as it is most advisable that this matter not become a political
football (as we have discussed in the past).

I hope all goes well with you and Ron, and I hope that we will be seeing you
in Chicago one of these days.

My best,

HowarD G. MAYER.

Mor1arTY, ROSE & HULTQUIST, LTD.,
ATTORNEYS & COUNSELORS,
Chicago, Ill., April 13, 1976.
PETER GOTTHEINER, R.P.T.,
President, Visiting Home Services, Inc.
San Francisco, Calif.

DEAR PETER : Enclosed is the original and copy of our retainer and contingent
fee agreement. Please have this reviewed by your counsel and return with the
initial monthly retainer of $2,000 on or before April 23. As indicated to you by
telephone today, I will be leaving for Springfield on the 25th and will return
the evening of the 26th.

The documents that I have promised should be in the mail by the 19th. After
you have had an opportunity to review these, give me a call. Bven if I am
absent from the office, you may dictate your notes to my secretary.

The contingent fee amounts to $4,000 per month for the first million dollars
in contracts with an additional $1,000 per month per million dollars over that
sum. I believe this to be in keeping with your letter to me of March 20, 1976.
We anticipate that we will have your first contract by July 1, 1976.

If you will return the signed original and copy, we will accept the agreement
and sign it here and return a complete executed copy for your records.

Best regards.

Sincerely,
MAURICE JAMES MORIARTY.

Doess, DoYLE & NIELSEN,
ATTORNEYS AND COUNSELORS AT LaAw,
San Francisco, Calif., March 18, 1976.
Morr1s JAMES MoRIARTY, Esq.,
Chicago, I1.
DeArR MR. MORIARTY: As General Counse! for Visiting Home Services, Ine.,
I am responding to the instructions of Peter Gottheiner, its President, in
acknowledging that this office is prepared to assist you in providing any
information you may require in your capacity as Counsel for Visiting Home
Services, Inc. in Illinois.
I look forward to meeting you at some future time, either here or in your
area.
Sincerely,
HARroLD 8. DogBs.



1032

VisITING HoME SERVICES, INC., STATE OF ILLINOIS, GRANT FOR A RECIPIENT OF
PuBLic AID

$6,000 per annum equals $500 per month.

If this person works 35 hours per week for the same $500 per month, his/her
wages would be $3.30 per hour.

210 hours fringes on $3.30 equals $693 divided by 12 months equals $57.75 per
month.

TFollowing are the fringe benefits our company offers to full-time employees:
Paid holidays. [ - -

Paid vacation days - e — 10
Paid sick days 12
OLA] e e e — e m 30

Thirty paid days times 7 hours per day equals 210 hours per annum, multi-
plied by $3.30 per hour equals $093 per annum, or $57.75 per month.

Per month

BaSiC WAZeS oo e $500. 00
Fringes ——__———- [ 57.75
9.75 percent employer’s share of Federal and State taxeS— -~ 54. 38

" 8 percent worker’s compensation insurance oo e 16. 73
Health insurance (medical and dental) — 45. 00
Payrolling eXPenSeS o e 1. 50
Tiability insurance__ - ______ - ——e .10
Pravel eXPenses . oo e 42. 00
Total e —— —— - 717.46

Each worker employed for 40 hours per week in total could work in the client’s
home only approximately 35 hours per week, because 5 hours a week, or approxi-
mately 1 hour per day, would be used up in traveling time.

Thirty-five hours of work per week totals 151.5 hours per month.

In order to provide work for 500 present recipients of public aid who would be
requested to work full time, our agency would require 75,750 hours per month
to keep these 500 people occupied for 151.5 service hours and 22 traveling hours
per month.

Based on our experience and track record, the average number of in-home -
supportive service hours per month per recipient will be 30.

75,750 hours divided by 30 hours per month would require 2,525 clients for
this demonstration program. In order to safeguard you, as well as us, with the
average number of clients, we would say thata minimum of 2,500 and a maximum
of 3,000 clients per month could be serviced.

At wages of $717.46 per month, including all fringe benefits as listed, fhe
employer’s share of taxes, worker’s compensation insurance, a comprehensive
health insurance plan (medical and dental), payrolling expenses, liability insur-
ance and traveling expenses, 500 employees would receive $358,730 per month.
This amount, divided by 75,750 hours of service per month, represents an hourly
rate of $4.74 per month.

At a ratio of one supervisor for the equivalent of every 15 full-time home-
makers, 500 homemakers would require 30 supervisors. A supervisor’s wage
would be 30 percent higher (or $650 per month) than the wages for homemakers.

Working the same number of hours and receiving the same fringe benefits of
30 paid days, or 210 paid hours, per annum, would give them a rate of $4.79 per
hour.

Thirty paid days times 7 hours a day equals 210 hours per annum, mutiplied
by $4.29 per hour equals $300.90 per annum, or $75.08 per month.

Per month
BasicC WaAZES e o $650. 00
Fringes oo 5. 08
9.75 percent employer’s share of Federal and State taxes____ .- 70.70
Worker’s compensation______ _— - [ 21.75
Health insurance.-- —— e 45. 00
Payrolling expenses..___- R, 1. 50
Liability insurance — — .10
Travel eXpenses oo _ 42.00

Total — - 906.13
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$906.13 multiplied by 30 people equals $27,183.90, divided by 75,750 hours equals
$.36 per hour.

Administrative, clerical and accounting personnel, including the ahove identi-
cal fringe benefits, equals $24,997.50 per month, divided by 75,750 hours equals
$.33 per hour.

Orientation training for each employee at a minimum of 50 hours and on-going
training sessions for 500 unskilled workers would cost about $4,545 per month,
or an equivalent of $.06 per hour.

Consulting fees equal $7,575, divided by 75,750 hours equals $.10 per hour
(Illinois consultant).

General expenses of rent for several offices, telephone including answering serv-
ice, computer billing, various insurance start-up expenses, equipment and sup-
plies, printing, advertising, miscellaneous, equals $15,150, divided by 75,750 hours
equals $.20 per hour.

Home office expenses, including home office supervision (administrative and
service) and including legal and accounting fees, equals $9,090, divided by 75,750
hours equals $.12 per hour.

Administrative reserve and profit (5%) equals $22,725, divided by 75,750
bhours equals $.30 per hour.

Summary : Per hour
A. Homemaker wages, taxes, and fringes.._________________________ $4. T4

B. Field supervisor wages, taxes, and fringes________ .. __________ .36

C. Administrative/clerical, taxes, and fringes______________________ .33

D, Training __________ U . 06

E. Consultant ____.______ [ _— — .10

¥. General expenses-_____________________ —~ .20

G. Home office expenses_ e .12

H. Administrative research (profit) at 5 percent____________________ .30
Total e 6. 21

75,750 hours multiplied by $6.21 is $470,407.50 per month, or $5,644,890 per
annum.

500 recipients of public aid receiving $6,000 per annum in grants equals
$3,000,000. )

If you divide $3,000,000 by 500 recipients, you would arrive at a total expendi-
ture of $6,000 per recipient per annum (including medical and dental insurance).
$3,000,000 divided by 909,000 hours (75,750 hours multiplied by 12 months) of
homemaker services amount to $3.30 per hour, which you would be obliged to pay
for these 500 welfare recipients in any case, even if they are not working.

Per annum

Cost for services, including allitems______________________________ $5, 644, 890
Deduct welfare grants, including insurance____.__________________ 3, 000, 000
Total - e ee 2, 644, 890

75,750 hours per month equals 909,000 hours per annum.
A cost of $2.644,890 equals $2.91 per hour.
On $2,644,890 per annum :

The Federal Government pays 75 percent___ . ______________ $1, 983, 667. 50
The State of Illinois pays 25 percent___________.___ 661. 222, 50
On the remaining welfare grant of $3,000,000, to the best of our knowledge :
The Federal Government pays 50 percent, or_ . _________________ $1, 500, 000
The State of Illinois pays 25 percent, or : 750, 000
The county pays 25 percent, or _— - 750, 000

Total . 3, 000, 000

On the other hand, the breakdown on funding for $5,644,890 would be paid
out as follows:

Federal Government (75 percent)_ $4, 233. 667, 50
State of Illinois (25 percent) . 1, 411, 222, 50
County (0 percent)___ 0

87-469—T77——F5
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In addition, the Federal Government and the State of Illinois would derive
revenues from Federal and State income taxes. The welfare rolls and the unem-
ployment rate would be reduced by 500 persons.

This proposal would cost the program only $2.91 per hour in-home support-
ive services if the grants for public aid are deducted from the recipients.

Since recipients of public aid do not receive fringe benefits such as paid holi-
days, paid vacation days, and paid sick days, the amounts for these fringe bene-
fits of $57.75 per month per worker plus $5.63 for employer’s share of Federal
and State taxes, or a total of $63.38 per worker per month, are optional and
could be saved.

The figure of $63.838 per worker per month multiplied by 500 workers equals
$31,690. per month. This figure, divided by 75,750 hours per month, would
reduce the rate by approximately $.42 to $5.79 per hour. It would likewise
reduce the above-listed figure of $2.91 per hour to $2.49 per hour.

Visiring HoOME SERVICES, INC,,
February 28, 1976.
Mr. JAMES L. TRAINOR,
Director of Public Aid,
State of Illinois
Springfield, I1.

DEAR Mg. TraiNor: This proposal is submitted to you following at least
two (2) years of corresponding and negotiating with your staff.

We hope that you are fully aware of our previous correspondence submitted,
our qualifications and ability to deliver a high level of care, our past performance
record and our expertise and reputation in home care.

Visiting Home Services, Inc. was incorporated March 15, 1971, and is
registered as a corporation with the California Corporation Commission and
the Secretary of State.

Since that time, Visiting Home Services, Inc. has provided in-home supportive
services and is presently under contract with the following states:

CALIFORNIA
Fresno County San Francisco County
Imperial County Santa Barbara County
Madera County Plumas County
Merced County Tehama County

MINNESOTA
Hennepin County Ramsey County
MISSOURI

Nodaway County Johnson County
Adair County Pettis County
Buchanan County Saline County
Platte County Randolph County
Clay County Boone County

THE ENTIRE STATE OF UTAH

Ogden District Blanding District
Salt Lake City District Riehfleld District
Provo District Vernal District

- Logan District Cedar City District

Price District
WASHINGTON, D.C.

In all of the above areas combined, we provide approximately 1,250,000 hours
per year.

Our working force is very reliable, and our supervisory and administrative
staff are professional and fully dedicated to assisting the aged, blind and
disabled.
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Our. concept of in-home care is as follows:
Maintenance or improvement of physical health
Modification of personal functioning or mental health. '
Family acceptance and support of limitations requiring special treatment.
Protection from abuse, neglect and exploitation.
Individuals returned to their own home.
Modification of client skills.
Social contact and reduction of isolation.
Modification of hindering cultural and language factors
Maintenance of individual families in their own home.
Modification of household management skills.
Development of skill and personal growth.
Modification of money management skills. '

Our homemakers will help consumers by providing a variety of direct services
under the direction of your social services staff. Services from our homemaker
staff include, but are not limited to, the following: housekeeping; meal
planning and preparation; personal service; financial mandgement and/or
budgeting; shopping; transportation; support and trammg for self-care (non-
medical) and independence.

When awarded a contract for homemaker services, our agency agrees to meet
all the standards and contract specifications required by you. We exceed
standards set by the state and federal governments and the National Council
of Homemakers and Home Health Aides.

Due to our years of expertise in this field, we were successful in many
cases in reducing some of the hours without depriving the recipient of any
needed services, to the psychological benefit of the client and the economic
advantage of the paying agency. We have accomplished this sufficiently in
other counties and states for the following reasons:

(1) Utilization of more qualified, experienced and better trained personnel.

(2) Closer supervision.

(3) More frequent evaluation visits.

(4) More careful assessment of the individual’s physical, psychologxcal and
environmental condition.

(5) By taking appropriate action when observing their progress or problems.

(6). By utilization of the client’s rehabilitative potential in activities of
daily living. We train, guide and encourage the aged and disabled to assist in
their .own rehabilitation, making them more independent and developing a
greater sense of self-support and self-respect.

However, we wish to emphasize that our supervisors will merely recommend
changes to your Department after careful evaluation and assessment of the
client. The final decision to decrease or increase hours will always remain
solely the responsibility of your department.

We wish to mention that Visiting Home Services, Inc. is exclusively a
professional homemaker/chore service agency.

Personalized and professional services will be available 365 days a year, not
only to clients of your program, but also to the private, self-paying sector in
your community.

We wish to assure you of professional and personalized service at the
highest quality.

Sincerely,
PETER GOTTHEINER, R.P.T.,
President.

VisiTiNg HoME SERVICES, INC.,

. February 28, 1976.
Mr. JAMES L. TRAINOR,
Director of Public Aid,
State of Illinois
Springfield, IL.

DEArR Me. TrAINOR: The enclosed proposal for a demonstmtlou program of
in-home supportive services to eligible recipients of Public Aid in the State of
Illinois was prepared after our meeting with you and Mr. Harris; as well as
with the Hon. Don A. Moore, Senator State of Illinois, Chalrman, Legislative
Advisor Committee; Joel Edelman, Executive Director, Legislative Advisory
Committee on Publlc Aid.
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Our proposal is based on full-time employment including all fringe benefits
of 500 recipients of Public Aid. According to information received, the annual
grant per recipient is approximately $6,000, which includes food stamps,
Medicaid and all other benefits.

You will note in our enclosure that we calculated the total grant (including
the above benefits) in the amount of $6,000 per annum.

In order to provide full-time employment for 500 welfare recipients, the
demonstration program would require about 2,500 to 3,000 clients per month
averaging approximately 30 hours or less of service per client, per month.

You will note on Page Three of our enclosure, that the total cost per hour
is $6.21.

However, you will further note on Page One of our enclosure the comprehen-
sive package of fringe benefits for homemakers and on Page Two of our
enclosure the comprehensive package for field supervisors.

We realize that a person on Public Aid does not get paid for sick leave,
vacation and holidays. These fringe benefits total about 129, for homemakers
and almost 189 for field supervisors. After evaluating these figures, you may
recommend omission of fringe benefits which would then reduce the hourly
rate proportionally to $5.79.

In conclusion, we wish to refer to Page Four of our enclosure which shows
that after deducting the grant, including all benefits for the recipients of
Public Aid, that the total additional cost for one (1) hour of homemaker
services, including training, supervision, administrative, etc., would only cost
you $2.91 per hour, including holidays, vacations and sick leave. This figure is
based on a demonstration program of 2,500 to 3,000 clients requiring a total of
approximately 75,750 hours per month.

-1 Please be advised that the less cases and service hours in this program
would slightly increase the hourly cost, while more cases and service hours
would decrease the hourly cost.

This concept would not only provide full-time employment and fiseal inde-
pendency for welfare recipients but guarantee the delivery of professional and
personalized in-home supportive services at the highest quality.

We would consider it a great privilege to be given the opportunity to
demonstrate our ability and expertise in the State of Illinois.

Visiting Home Services, Inc. would be ready, willing and able to commence
services thirty (30) days after notification of award of contract.

We hope to hear from you at your earliest convenience. Should you have
any further questions, please do not hesitate to call us collect (415-989—4455).

Furthermore, please be advised that we will be in Chicago on March 15 and
16 and would be pleased to meet with you and your staff either there or in
Springfield.

Thank you kindly.

Respectfully submitted, .
PETER GOTTHEINER, R.P.T.,

President.
Enclosure. . .
See December 1975 explanation
1. Trader Vic's: Robert Whittaker and assistant—Peter._____________ $133. 00
2. Vanessi's: Henning, Griffin, Bowers, Twomey : Peter________ S 102. 80
3. Rubens: Fresno director, assistant director, Ron, Lory, Peter_______ 55. 00
4. Marin Joe's: Ron (Jeannie), Lory (Hank), Peter (Virginia)_______ 101. 00
5. All office staff (Santa Barbara)—Lory, Peter__ . ___________________ 106. 71
6. American Express:
Forum—-Springfield Hotel bill U 196. 35
Southern Air Rest—Springfield . - 55.99
Southern Air Rest—Springfield (legislators and staff)__________ 156. 73
Templebar: Griffin, Twomey—Peter 18. 68
Sir Francis Drake Hotel-—Millie, Judy 45. 00
Sid and Jim: Fred Keeley, wife, Peter. ——— 65.00
Hyatt: Barrett, Friend—Peter_ 34.15
Charthouse—Santa Barbara director, assistant director—Lory,
Peter 40. 00
Santa Barbara Inn—Hotel bill e 69. 15
Villa Chartier: Jack Stewart, Fred Keeley, Lory, Ron, Peter____ 19. 40

Sheraton Inn, Fresno—Fresno staff, Lory, Peter______________ 41.91
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7. NOD€ o ___ . _—

8. None ... e e e e

9. Red Lion Motel—Sacramento : Hotel bill, including entertainment of .
welfare directors: Lory, Fred, Ron, Peter_ _— 406. 97

10. Fresno Hilton: Fresno staff, Lory, Peter-_ -

11. Benaderets: Griffin, Chinn, Wada — 56. 77

12. Benaderets: Dobbs, Wada_________ S, 67. 89

13. John Walker : as per list, Griffin_ e e 227. 78

Mr. Havamanparts. Mr. Keeley, were they successful in getting
an Illinois contract for Mr. Gottheiner and, if so, do you know the
amount of that contract?

Mr. Keerey. To the best of my knowledge, events took place which
precluded more than prevented Visiting Home Services, Inc., from
obtaining a contract in that State and I believe that those events
went something like this: That Mr. Peter Gottheiner was at one
point in time no longer president of the corporation and was sep-
arated therefrom. To my knowledge, he immediately went to the
State of Illinois. When he returned I was in a meeting at which time,
to the best of my recollection, he stated that the attorney’s contract
to which I made reference earlier was no longer valid and that not-
withstanding any corporate affiliation that the law firm and the State
of Illinois were doing business with Peter Gottheiner and not with
any particular corporation.

Mr. Haramaxoaris. Let me jump in at that point. Do I understand
it, & preliminary commitment had been made by the State of Illinois
to Visiting Home Services that Mr. Gottheiner declared bankruptcy,
went to Illinois, returned and somehow the contract which had been
executed between the State of Illinois and Mr. Gottheiner’s VHS sud-
denly had been translated into an instrument and agreement between
the State of Illinois and Mr. Gottheiner as an individual; is that
essentially correct?

Mr. KeeLey. Not essentially correct. The attorney’s contract be-
tween Visiting Home Services and the law firm of Moriarty, Rose &
Hultquist was the document in question, not a contract with the State
of Illinois, but it is the attorney’s contract wherein they are being
paid to obtain contracts in the State of Illinois.

During that meeting I was told that the law firm was in an ar-
rangement with Mr. Gottheiner notwithstanding his corporate affil-
iation so as a practical matter what you have 1s an attorney’s con-
tract which has Visiting Home Services’ name on it although it is
signed by Peter Gottheiner as president for the corporation and when
he is no longer president of the corporation and forms a new one
Visiting Home Services, Inc., was told that that attorney’s contract
is void.

Senator CrurcH. Do you know whether in one form or another,
doing business as one corporation or another or individually, he did
in fact succeed in getting a contract from the State of Illinois?

Mr. KeeLey. When I was still employed by Visiting Home Services
I was told by an officer of the corporation that Mr. Gottheiner’s new
corporation, National Home Care, Inc., I believe, which is an Illinois
corporation, I believe, the secretary of which is Mr. Moriarty was, T
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believe, one of the senior partners in the law firm named in the con-
tract, that they had been successful in negotiating a contract on his
b}(;,half in that State. I don’t know of my own knowledge. I was told
that. .

Senator CHURCH. You were told that.

Mr. KeeLey. Yes. .

Senator Caurca. And the new corporation has the law firm or a
member of the law firm involved in the corporation itself ?

Mr. Keerey. To the best of my knowledge.

Senator Cuurcu. Well, we have seen in the course of this investiga-
tion instances were medicare mills have been built and the facilities
have been made available to doctors who then pay a percentage of
the fees charged to the Government to the owner of the property and
we have seen cases where physicians have been paid on the basis of
the same percentage arrangement of the bills that are submitted to
the Government and now we see a case where the law firms are moving
in to adjust their fees in proportion to the amount charged the Gov-
ernment. So wherever you look you find the same tendencies at work,
all of which constitute an inducement and incentive to maximize the
costs to the Government and thus to the people of the country for
these programs. ’

Mr. Haramanparss. Mr. Keeley, I would like to ask you to identify
for the record Mr. Ralph Gomez. Can you tell us if you were ever
physically threatened by Mr. Gomez and, if so, why? :

Mr. Keerey. Ralph Gomez was formerly a vice president of Visit-
ing Home Services in San Francisco. During a discussion I had with
Mr. Gomez I felt that he had threatened me with respect to a state-
ment that he had made regarding the Illinois contract.

Mr. Hanamaxparis. Do you remember his exact words and man-
ner? You say that you felt he threatened you. Do you have some
doubt? Why did he threaten you?

Mr. KeeLey. I have no doubt about it.

Representative Gissons. Would you identify Mr. Gomez a little
more completely for the record. I am not sure I know who he is.

Mr. KerLey. He was formerly vice president of Visiting Home
Services in San Francisco which is the corporation and prior to Na-
tional Home Care of which Peter Gottheiner was president.

Representative Gissons. How long have you known Mr. Gomez?

Mr. Kerrey. T knew him from February 4, 1976, until I departed
the corporation in August of 1976.

Representative Giseons. About 9 months then; is that right?

Mr. Keerey. All right.

Representative Gissons. Where did this threat take place?

Mr. Keerey. In the Visiting Home Services corporate headquarters
office at 450 Sutter Street, San Francisco during a meeting.

Representative GisBons. Do you remember the date and time?

Mr. KeeLey. T can’t recall the date and time.

Representative Gissons. Do you know what month it was?

Mr. Keerey. Approximately August of 1976.

Representative Gispons. Could you tell us the nature of this threat?

Mr. Keerey. Yes. I can. I want to make sure I understand your
question properly, Mr. Gibbons.
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d'llie‘pi'esentative Gispoxns. I want to know what he said or what he
id.

Mr. KeeLey. You are asking me what he said ?

Representative Gieons. You just go ahead and tell me what he
said and what he did.

Mr. KeeLey. At the end of a meeting between Mr. Gottheiner and
Mr. Ralph Gomez and myself he indicated that if I disclosed the
nature of that conversation to anyone that the world would not be
big enough for me to hide from him. '

Repléesentative GisBoxs. Did he do anything other than say that
to you?

Mr. KreLey. No, he didn’t but I think that in a business context,
in a professional environment, when a person looks you in the eye
and says that kind of thing that it is unmistakable what they mean
to say.

Representative Gieeons. Thank you.

Senator CrurcH. Any further questions?

Representative Gineoxs. We are talking now about title XX
money; is that right? '

Mr. KeeLey. That is right.

Representative Gmssons. This is Mr. Gottheiner—he has already
withdrawn either forcibly or voluntarily from titles XVIII and
XIX and he has gotten over to title XX now; is that right?

Mr. Keerey. Correct.

Representative Gisrons. How many more titles have we got?
[Laughter.]

Senator Crurcn. I think from what we have learned so far that
we would be well advised to look at the use of contingency fees
based upon a percentage of the charge to the Government whether
it be by law firms or by physicians or by real estaté owners with an
eye toward prohibiting such fees as a matter of good public policy. I
can see no reason why a law firm could not charge a set fee for a given
service and I can see lots of reasons why it is against the public inter-
est to permit a law firm to collect a fee based upon the size of the
charge to the Government, for medical services that may be procured.

I think in this particular case there is also an illustration of how
corporations can be used as shells. A corporation is formed and the
money that flows into it is diverted to personal uses by the officers
of the corporation. Then if in the auditing process these costs are
disallowed and the corporation is faced with a large demand on the
part of the Government for a return of money improperly paid, the
corporation declares bankruptcy, the money is never recovered, a
new corporation is then formed by the same people and they move
from title XVIIT to title XIX and the same process is repeated.
And when they are finally driven from the State, after the local agen-
cies finally catch on. they form new corporations under new names
and begin doing business in the same fashion in other States.

Always the persons concerned are protected in their personal
assets by the limited liability of the corporation and thus claims
against these persons cannot be pressed for the corporations form a
leal shield that can’t be penetrated and behind that shield this kind
of thing goes on.
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I don’t know how we would deal with that problem legislatively
but it is certainly one we have to also consider.

No more questions.

I want to thank you for your testimony again today, it has been
very helpful to the committee. .

Mr. KeeLey. Could I ask for just a moment of time, Senator?

Senator CrurcH. Surely.

Mr. KeeLEy. It seems to me that the committee’s interest is basically
of a fiscal financial nature. I would like to tell you that I think one
of the real tragedies of this entire program, title XX, homemaker/
chore programs, is that when corporations are allowed to get into the
situation where they default on contracts or otherwise are suspended
from the program there are two groups of persons who are seriously
disadvantaged: Obviously the recipients of the program—the aged
and blind and disabled people are the least able to fight for their
own interests. The second group of people who are adversely affected
by it are the actual workers who provide the services.

I think the problem here is really at the State level. The contract
requires the contractor to hire or give preference in hiring to former,
potential and current recipients of public assistance. Generally speak-
ing, it is women—it is poorly educated women, it is minority women.
I think that maybe not this committee but some entity of the Gov-
ernment ought to take a look at the fairly racist, fairly sexist pro-
gram that they are perpetuating by allowing corporations to engage
in these kinds of practices.

Thank you very much.

Senator CrxurcH. Thank you very much, Mr. Keeley.

Our next witness is Peter C. Gottheiner.

Mr. Gottheiner, will you please take the oath?

Do you swear that all the testimony that you will give in this pro-
ceeding will be the truth, the whole truth and nothing but the
truth, so help you God?

STATEMENT OF PETER GOTTHEINER, NATIONAL HOME CARE, INC.,,
SAN FRANCISCO, CALIF.

Mr. GorraEINER. I do.

Senator CuurcH. Mr. Gottheiner, you have a lengthy statement
that you prepared.* T am wondering if you would be willing to put
that statement in the record considering your own problems of time
and those of the committee so that we could proceed directly to
questions.

Mr. GorrHEINER. Yes, Mr. Chairman, with the exception of some
minor changes of which T was not aware.

Senator CrurcH. Very well. Would you indicate those changes.

Mr. GorruriNer. Yes. On page 4 T mentioned $3.6 billion after I
had talked with Mr. Halamandaris but I found out yesterday that
the ficure for the homemaker program was only $340 million. I
think $3.6 billion was a title XX program.

Senator CrurcH. You are correct.

Mr. GorrrEINER. Therefore, I would like to correct that figure.

1 See p. 1058.
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On page 6 in the second paragraph I wish to add what was brought
out by Mr. Macomber and which is in the records of the report of
the Auditor General, Mr. Hawes, that the cost of the program as
administered by the county is up to $24 an hour.

We then go to page 12.

Mr. Hanadanparts. Excuse me, Mr. Gottheiner. Would you repeat
the last one on page 6.

Mr. GorrueiNer. That the services provided by the county might
be up to $24 an hour. That is according to the report.

Mr. Havamanparis. What page are you reading, sir?

Mr. GorTHEINER. I believe it was 4. No, sorry. Four was the first
one.

Page 6.

With your permission, would you mind going back to page 2?

The paragraph before the last where it says, “The two existing
non-hospital-based home health agencies in San Francisco, Visiting
Nurses Association and San Francisco Home Health Services, did
not like competition, since they were used to monopolizing the pro-
gram; and they did a good job of this,” I wish to add “and I think
it would be important for your committee to know that the Visiting
Nurses Association had about 90 percent of the hospitals in San
Francisco staffed with their own discharged coordinators. They are on
the Visiting Nurses’ payroll and work in the hospital for the hospital
as well as the Visiting Nurses’ pay undoubtedly goes to the medicare
program, the funds which came out of title XVIII and XIX.”

I think I would appreciate if that would go in the record.

I also forgot to mention when you swore me in I don’t have the
initial “C”—I don’t know what it stands for. It could stand for
crook, I guess, for chiseling, for charisma, but I don’t have an initial.

Senator CrurcH. We will strike it from the record.

Myr. GorrueiNer. Thank you.

Okay, on page 12 where I mention the example with the words
“football game,”’—after having read the Washington Post this morn-
ing—and I read about it before it was introduced for the legislatures
and I am sure that that bill is all not retroactive. That bill takes
effect when it is signed by the President and not a year before like
the other things.

I would like to add in the next paragraph the words “innocent
wrongdoings.” :

On the same page in the paragraph beginning, “In general, let me
tell you that the percentage of profit which Health Help, Inc., has
been accused of making”—and that ficure was mentioned this morn-
ing, which was 38 percent for the Visiting Home Services profit
margin, and I am sure the State of California, the department of
health, can verify it because on the line item budget the profit is
mentioned and all you have to do is divide it by the total number of
the costs between 2 to 4 percent and the profit in health was somehow
higher, but I come to that later. :

On page 15 'my secretary made an error. It is the year 1975-76.
That was nationwide by about 5 percent, the lowest cost provider in
in-home supportive services.
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On page 16 in the last paragraph; the “by nonprofit agencies”—
that was a Fresno County economic commission in the county of
Fresno which was $3.55 for homemaker, and I would like to add for
the record, even though it is in the testimony, that is the highest
rate in the State. It is likewise by a nonprofit organization at $7.75.

On page 17 the dates in the second line are 1974 to 1975 and in the
first line of paragraph 2, 1975 to 1976.

On page 19 I wish to add that some of those additions, Mr. Chair-
man, are based on the various things I heard since yesterday morning,
that it was me who several times recommended to the State depart-
ment of health, of not only California but in other areas, instead of
an hourly bid to ask for a bid per month. We have 2,000 cases. For
how many would you do the program. I think it would be much
more of an incentive and much more economical.

On page 23 if I may read the first sentence on that page. “If that
was the case, I would certainly have hoped, in the interest of justice,
that two proprietary agencies and one nonprofit agency would have
been audited instead of no nonprofit agency and three for-profit
agencies,” for the reason brought out that it was again the so-called
nonprofit agency which charged 11 percent more than the companv
I was president of and which supposedly ripped the program off.
If we make 38 percent profit with no profit restrictions, and we didn’t
by far make any—I will bring that out later—then how come under
the same identical program, the same identical specification another
company which calls itself nonprofit, charges $7.75 and has never
been audited ?

On page 25 after the word “reluctantly” I would like to add “often
we were not approved when we were the low bidder and were not
approved when we were the high bidder.” There seems to be. for a
while in counties and in the State, a dislike for a low rate which T
cannot understand at the sterling cost of the program which was
brought out.

On page 25 in the first paragraph where it says “(3), the lowest,
cost for services,” I would like to add “per hour and/or decline per
months.”

On page 26 we have to change the figures to 300. That is becanse
I want to tell you something afterwards. Instead of 340 million that
is 360 million, it is easier to divide by 12. In other words. all the
figures vou see, if you would strike one 0 instead of 300 million per
month, 30 million per month. On the next page instead of 60 million
service hours, 6 million service hours, and the number of recipients
instead of 500,000, 50,000.

That was again in the Washington Post today and I heard it over
the news yesterday, that Secretary Califano intends to save $2 billion
annually. This program, if it is operated properly, can save $200
million in 2 vears which would be $150 million Federal money and
$50 million State money.

With vour permission, Mr. Chairman, it is just very brief, that
was the basis on our proposal to the State of Illinois, which goes
wav back, _

Then if you use welfare recipients exclusively and you ficure an
average of that decline needs 30 hours per month, and that is the
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good average, and if you pay those welfare recipients little better
than what you get on welfare grants, deduct what they would get
from welfare grants and deduct that from medicaid or medicare in
California, food stamps and so on and so forth, give them an income
they can live on, give them fringe benefits as others have, you could
get 50,000 off the welfare roles. You could get 50,000 people in the
main stream of employment who could pay taxes and who would go
to the stores in the economy and the Federal Government would save
$150 million in 2 years and the State would save $50 million in 2
years.

That is all the additions I have there.

Mr. Chairman, if I may ask you something. I took some notes, as
I mentioned, during the hearings yesterday and today and there are
some discrepancies. There were some statements made which are not
factual and if T may just run them down, I think we could save some
time.

Senator CrurcH. Surely.

Mr. GorraeiNer. Mr. Martin in his testimony said yesterday—
and I presume he meant Visiting Home Services—and I want to say,
all T hear, all T read, this is an organization, this was a corporation,
there it was Visting Home Services and National Home Care. I did
not operate as an individual before California other than as a reg-
istered physical therapist.

“We were kicked out of the medicare program,” that statement is
false. We were never kicked out of the medicare program. You have
in your exhibits several letters, one letter written by me to the repre-
sentative of Blue Shield who was a fiscal intermediary, that when I
noticed that and I had to say the company from whom I hired to
service where those things occurred. All I can give you is the Jocation.
It was in the summary earlier and you can figure it out yourselves.

T also heard that Unicare underbid title XX and that the Visiting
Nursing Association

Senator Cuurcr. Excuse me, Mr. Gottheiner. I don’t mean to
interrupt your pattern of thought but our record shows that you
received a letter from the Medi-Cal agency on September 28, 1967,
signed by Carol E. H. Mulder, suspending your corporation.

Mr. GorrHEINER. I never saw that letter, and the corporation was
never suspended. There is a letter from me dated June 30 to the
gentleman from Blue Shield, and anybody who knows Mr. Mulder
would assume Mulder served as chairman of the board of Visiting
Home Services several years later and as a consultant thereafter
and

Senator CrurcH. He later came to work for vour corporation.

Mr. Gorrueiner. He did not work for us. He got paid as a con-
sultant in Sacramento a very conservative fee of $15 an hour. Mr.
Mulder is one of the most honest persons. If he put 5 cents in the
parking meter, he told us he had to charge for 5 cents. The letter
vou are referring to—it was said if the money was not paid back or
something, but when I went out about it there is a copy of a letter
to Blue Shield advising I regretted what happened.

T had at that time six or seven physical therapists working for me
in the radius of about 100 miles one way or the other, 50 miles one
way, 50 miles the other way, and I did note that.
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What the therapist did do was the following: He provided the
services. Let’s say he took four patients or three patients and he
treated them simultaneously with exercising only. He billed each indi-
vidual for the time instead of prorating. When I found out about it
I called and then followed it up by letter to Blue Shield and pre-
vented the flow of money to Medi-Cal, but nothing, not even my
driver’s license, was ever revoked.

Senator Crurcm. Was one of these therapists Flora Souza?

Mr. Gorrmeiner. That is right, sir.

Senator Crurcu. She worked for you? .

Mr. GorrmriNer. She did ‘not work for me. I subcontracted with

‘her.

Senator Crrurch. You subcontracted with her.

Mr. GorrrriNer. Yes. I got paid for whatever she billed us, but I
was fhe one that returned the money and I returned it gladly because
she did it a long time. She had received his check already. We received
our payment of it before I found out about it and there was no way
to recover it. ' '

Senator Cruurcn. How did it happen that the director of the Medi-
Cal program in California became a consultant for both of your
corporations?

Mr. GorraEINER. I would be happy to tell you that, Senator.

Senator CrurcH. Later served as chairman of the board of the
national corporation. ‘

Mr. GorreriNer. Mr. Mulder resigned as director of Health Care
Services—or let me put the things in reverse. I met Mr. Mulder
many years ago in Sacramento when he was chief of the medical
services and the Medi-Cal program and he liked my ideas I brought
forward to him and then came to Washington, D.C., I think it was,
for President Kennedy and was one of the head persons under the
medicare program. A

T stayed in contact with him. Then he came back to California and
maybe 2 years later I asked him, since he lived in Sacramento close
to where all the legislation was going on, whether he would agree to
be chairman of the board and serve as consultant because I had the
highest respect—I still do, I always will—for Mr. Mulder and-he
accepted it.

Senator Crurca. Was this after he had left his post as Director?

Mr. GorraEiNer. That was maybe 2 years later.

Senator CrrurcH. About 2 years after he left his post. He was di-
rector of Medi-Cal?

Mr. GorraEINER. Yes.

Senator Crrurcu. Please go ahead. I apologize for the interruption.

Mr. GorrHeINER. No, that is all right.

I heard yesterday that Unicare underbid title XX. T knew for a
long time that the VNA provided more quality care. I have serious
doubts about it. That is a number of visits from the proprietary
agencies, 70 percent higher. Now, I had the Home Health Agency, as
you are aware of, and as it was brought out this morning these are
prescribed by a physician. Unless somebody cheats there is no way that
once you have your personal physician, your physician wants you to
have certain things. The girl who is filing or the claims clerk writes
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the physician. We had—and I speak out of experience—the worst
intermediary which was Blue Cross. We picked six doctors as a utili-
zation of your committee, all or most of them from members of the
Medical Society in San Francisco under the Committee on Aging and
Utilization. Those gentlemen got $50 an hour. We paid 1 day $900 to
a few claims and when the claims were reviewed the Blue Cross said,
“We are not accepting it.” .

You asked for improvement of the medicare program and I think
from what I heard from Mrs. Fox things have improved but then you
have a physical therapist or a nurse or a home care agency and the
doctor prescribes @ number of services. You are supposed to render
those services. The Home Health Agency got caught in the middle.
They provided the services, they had to pay their staff and at the end
of it lost $200,000 in the medicare program, but we will get into that
later. ‘

Senator Church, you said that in California the decision to void a
contract is up to the counties. That is correct, but the State depart-
ment of health has the veto power to approve or disapprove a
contract. .

It was also brought out that the State of California did not control
and wholeheartedly underwrite that. In February 1971 the city and
county of San Francisco was the first county who wanted a contract
for homemaker services. It was not until 1974 that Mr. Elich made
an audit here.

Then, Senator, you mentioned yesterday, I believe, that two agen-
cies provide title XX services and more or less monopolize California.
For your information, I presume you meant Unicare and Visiting
Home Services, but for your information and again to set the record
straight, some economic opportunity outfits—the Visiting Nurses As-
sociation, San Francisco Home Health Service, Sojourners, Home-
maker For Northern California, the Medicare Work Shop and then
various attendant care cases which are much higher than the contracts.

T think Mr. Keeley mentioned yesterday the merry-go-round for
titles XVIIT and XIX and XX. I precisely say the same thing in
my testimony, that under a home health agency they can provide
100 home health visits a year.

Now, it has happened, it happens all the time, when one company
does both things. They provide the 100 with it. Then the 100 with
1t run out, and they cannot bill medicaid or medicare any more. Then
they go to the department of social services because there is hardly
any difference between Home Health Services or Homemalker/Chore.
They get homemaker service until the next calendar year starts and
start all over again. So my suggestion to you is that the House agency
who provides title XVIIT and XIX service should not be on title
XX and vice versa and that can be cleaned up.

Representative Gmeons. Mr. Chairman.

Senator CHurcH. Yes. - :

Representative Gseons. Mr. Rostenkowski and I are going to have
to start voting pretty soon and I certainly don’t want to cut him off,
but T want to ask him some questions. ’

. Mr. Gottheiner, in 1973 through your home—did you charge $1,691
for pipe and tobacco costs? .
Mr. GorraeiNeR. No, sir. I can explain.
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" Representative Grseons. How did I get told you did if you didn’t?
Mr. GorrariNer. All right; I made one mistake. Since I was the
sole owner of the company, I had those checks made out on the com-
pany account, but they were debited to my income. In other words,
I was the sole incorporator at that time of Health Help, Inc.,
and I figured—and apparently it was wrong because that 1s what
started the ball rolling.

Representative Gispons. Don’t present title X VIII, XIX, or XX.

Mr. Gorrueiner. Title XX. Now, there are no profit restrictions;
there were none. o

Representative Giseons. How about the liquor charge?

Mzr. GorraemNer. That is the same thing.

Representative Gissons. Same thing.

Mr. Gorraeiner. That is the same thing, Mr. Gibbons.

Representative Giseons. And that home office you had for $1,498,
that was the same thing? '

Mr. GorrueiNer, Well, what I said, it had nothing to do with.
What I should have done is taken it out of the profit, put it in my
bank account and made out my own check.

Representative Gresoxs. How about the inaugural expense? Whose
inauguration was that?

Mr. GorraeINer. President Nixon and it was not an inaugural
expense.

Re}?rgsentative Giseons., $925. He was not inaugurated in 1975,
was he?

Mr. Gorraeiner. That was not 1975. The audit is 1973.

Representative Gmsons. Did you seek reimbursement?

Mr. Gorrueiner. No, it was the same thing. I don’t recall whether
it was Congressman Burton. I met with someone but anyway that
was strictly my own business and I should have taken all the profit
out and then paid it on my own, but it did not affect this in one
way or the other. '

Senator Cuurca. What you are saying is you should have paid
these personal expenses from your personal account.

Mr. GorraeINER. Correct.

Senator CrorcH. And not billed the company.

Mr. Gorraerner. I made that mistake and I was unaware of it
because I figured whatever the profit is left, whether it is paid out of
this account or that account—— :

Representative Giseons. Advancing you $80,000 in 1973.

Mr. GorraeEiNER. Pardon?

Representative Gispons. In 1973 the records indicate that Health
Help advanced you more than $80,000. -

Mr. GorrHEINER. It is part of my compensation I presume.

Representative Gieeons. You presume it was part of your com-
pensation ?

Mr. GorruriNEr. Yes, Mr. Gibbons.

Representative Giseons. I don’t know. Was it a loan or was it
compensation?

Mr. GorrHEINER. It was probably compensation.

Representative Giesons. You don’t know? You filed an income tax
return, I understand.

Mr. GOTTHEINER. Yes.
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Representative Gieeons. I don’t know, I guess you did.

Mr. GorrHEINER. I certainly did. The CPA. did it and I don’t know
whether the whole amount was compensation or part of it was com-
pensation and part of it was a loan.

Representative GisBons. That was also charged to title XX, Is that
right, or you got an advance?

Was it compensation in title XX,—$80,000?

Mr. GOTTHEINER. Yes.

Representative Gmeons. In fiscal 1973.

Mr. GorrueiNer. Like I said, it was probably half and half and
part compensation. It was charged to title XX unless it was a loan
and then a loan was

Representative Giseons. How about cash disbursements in 1973
for entertainment, $50,000.

Mr. GorrHEINER. In 19737

Representative Gissons. Yes, sir.

Mr. GorraeiNer. For which company? [Laughter.]

‘Representative Giesoxs. You got me confused. I guess it is——

Mr. GorrariNer. No, I didn’t ask the

Representative Gieeons. It looks like $50,000.

Mr. GorrueiNer. I did not ask the question to be funny.

Representative GieBons. I understand.

Mr. GorrueiNer. I wanted to tell you before I answer the ques-
tion. In 1971 Visiting Home Services was formed and Visiting Home
Services until 1973 had no contract, so probably the major part of
it, because Visiting Home Services had no income, was charged, was
regularly reimbursed by Home Services.

Representative Gispoxs. But you sought reimbursement.

Mr. Gorrurixer. Yes, Health Help was the only company who had
a contract that was in business and they advanced money at many
cccasions, or I did, or the company for Visiting Home Services, until
they got on their feet and for as long as I could keep it up.

Representative Giseons. Do you really need to entertain anybody
that much?

Mr. GorrHEINER. No, it was not entertaining, Mr. Gibbons.

Representative Giepons. What was it. '

Mr. GorrmeiNer. All right. We attempted to get contracts since
1972, There were a lot of travel expenses during the entire time of
the existence of Visiting Home Services. Almost everything was
billed on my credit card. When I went on a trip I then got that
reimbursed. Both companies used my credit card regardless whether
I traveled, whether other people traveled or whether I stayed at the
motel or whether other people stayed at the motel.

Representative GieBoxs. The staff writes this question that cash
disbursements for entertainment according to the audit exceeded
$50,000 for the period 1973. Either the audit is wrong or the staff is
wrong. Now, who is wrong?

Mr. GorruriNer. If the audit picked it up as entertainment, then
this staff was wrong. The staff was unfortunately wrong in a lot of
things in the accounting department but there was no way there was
that entertainment. There was a lot of travel.
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Representative Gissons. They were all reported as traveling ex-
penses, is that right?

" Mr. GorrHEINER. Most of them unless there was some entertaining
which was very, very minor.

Representative Gizeons. What do you mean by “very, very minor”?

Mr. GorruerNer. Well, I would say 80-percent traveling and maybe
20-percent entertainment.

enator CaurcH. Would the gentleman yield ?

Representative Giseons. Yes.

Senator CuurcH. This audit was done by the State of California.

Mr. GorrueINer. I am not objecting to the audit.

Senator CHURCH. You are not objecting to the audit?

Mr. Gorrreiner. No.

Senator CaURCH. You are not suggesting that the audit is inaccu-
rate are you?

Mr. GorraEINER. The auditor picked it up from the check stubs
but our personnel in the accounting department, which we will prob-
ably get into later, did a lot of entries which should have been en-
tered a different way.

Senator CrurcH. Why ?

Mr. GorrHEINER. Because they entered it the wrong way.

Senator CuurcH. Why? Why did they enter $50,000 under enter-
tainment for 1973% Who told them to do that? That certainly would
not have occurred to them.

Mr. GorrHEINER. It should have been travel and entertainment.

Senator Cuurcu. They didn’t write travel down ?

Mr. GoTTHEINER. No.

Senator Crurch. So in 1973 there was $50,000 worth of expenses
which were charged ultimately to the Government.

Mr. GorrueiNer. That is correct.

Senator Crurcu. For entertainment and travel, what does that
have to do with medicare, home visits?

Mr. GorrHEINER. It was travel to obtain contracts.

Senator CaurcH. And you think that is a legitimate charge?

Mr. GorruEiNer. I thought that was a legitimate charge as it is
now.

Senator CrurcH. Can you explain how HEW concluded, after
auditing your books, that you owe the Government over $800,000 in
reimbursements for overpayment.

Mr. GorrrEINER. I will be happy to give you the answer to that
afterwards. I mean any time.

Senator CrrurcH. Well, given the $80,000 you charged for 1 year’s
entertainment and travel, the $840,000 figure does not surprise me
too much, ‘ ‘

Mr. GorruEINER. No, Senator. Are you talking about title XVIII
or XIX now?: ’

Senator CHURCH. Yes. ~

Mr. GorrHEINER. That was not entertainment and travel.

Senator Crurcr. What was it ? '

Mr. GorrariNer. What was it?

Senator CHURCH. Yes.
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Mr. GorrueiNer. OK. Several years later—I don’t know as of
what year the audit is—the fiscal intermediary Blue Cross said that
my salary was only supposed to be $4,000 a year. They readjusted
things afterwards. We provided physical therapist services on the
open market and they said to further conserve the services, instead
of $15 for a home visit it should be only $5. They threw out the
legal fees, the accounting fee. They threw those out, not taking into
consideration that every time we were supposed to get paid the group
cost the computer broke down and we had to wait and in order to
pay the personnel they came to us 3 years later, again what they
mentioned before. We had a meeting with them and the gentleman
from HEW said they finally realized it was there, the CPA was
there, let’s forget it. They cannot come afterwards and say there was
a fee from Blue Cross.

He had a big book and he said “It is in the book, you cannot charge
further physical therapy, the open market rate.” Qur attorney asked
to see the book and they said, “No, sorry, you can’t see the book.” If
you can show us the book after the fact, how can we know before the
fact that they readjusted? Senator Church, the balance of it is that
in the final few months after the company was dissolved I personally
had to pay the withholding taxes and all the bills.

Like I said, I lost over $200,000. No one was fired and we were
told by HEW, by Mr. Fox and by the other gentlemen that as long
as no tax report 1s filed that that will be open forever.

Senator CrurcH. Any way, Mr. Gottheiner, the record shows that
in 1975 with respect to the services to be rendered under title XVIII
the Government computed an overpayment to you of $804,655.06.

Mr. GorrHeINER. Yes, but that was not in 1974.

Senator CuurcH. On March 24.

Mr. GorrHerNer. That is when the letter and the company went out
of business in 1971. _

Senator Crurcu. Well, the letter in any case.

Mr. Gorraeiner. We had

Senator Cuurcr. Your business may have already been closed but
on March 24, 1975, the Government computed an overpayment of
$804,655 and made that claim against you.

Mr. GorraeiNer. They made that claim several years after. That
was only a repeat letter. They made it before, as I mentioned.

Senator Crmurcr. Was any part of that sum repaid to the Govern-
ment ?

Mr. GorrarrNer. It was not because we met with them and they
disposed of the case at that time.

Senator Crurcm. They just said “We won’t pressure you for it”?

Mr. GorraENer. That is correct.

Senator Crurcm. All right. Then you went into title XX of the
program for home services? :

Mr. GorrueixNer. In 1971.

Senator Crurcu. In 1971, and on Qctober 29, 1976, the Department
of Benefit Payments for the State of California released their audit
of your title XX operations. T .

Mr. GorraeINer. Which one was it ?

87-469—77—6
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Senator CrurcH. On October 29, 1976, the Department of Benefit
Payments for the State of California released their audit® on your
title XX operations for the period of July 1, 1975 through June 30,
1976. The Department reported that funds were shifted back and
forth between Health Help and Visiting Home Services and pay-
ments were made through available resources. Accordingly, they
wrote, “Our review treats the two organizations as a single entity.”
The audit reported further that Health Help held the only lucrative
contract and funds from this revenue source were generally used
indiscriminately to finance both business and criminal expenses of
both expenses of both corporations.

Among the major findings of this audit was the following:
Gottheiner received $58,815 as expense advances and reimbursements
during the audit period. These included purchases of liquor and
tobacco and personal expenses at local restaurants and hotels. There
may have been duplicate and triplicate payments of some of these
expenses. ' '

That is the first major finding in the audit.

Mr. GorraEINER. May I ask you, Senator, is that the memorandum
signed by Mr. Stewart and Mr. Embly ? No?

Senator CHUrcH. Do you have a copy of this?

Mr. GorTHEINER. Is that the audit, Mr. McFarley ?

Senator CHURCH. Yes. '

Mr. GorraEINER. There was a——

Senator CHurcH. Among the major findings was finding 5: Re-
imbursements included the purchase of liquor and tobacco, personal
expenses in local restaurants and hotels. The further finding in the
audit was that there have been duplicate and triplicate payments of
some of these expenses. Do you have anything to say about that?

Mr. GorraEINER. Would you be kind enough to tell me what page
that is?

Senator CHUrcH. If you have the audit before you.

Mr. GorrHEINER. I don’t know if that is the one.

Mr. Havamanparis. Excuse me. This is the audit conducted by the
State of California. Do you have it in front of you?

Mr. GorrHEINER. No; I have the audit by Mr. MeCullough and I
have the audit by Mr. Manley and Mr.

Mr.‘2 Haramanparis. So you have not seen a copy of the Macomber
audit?

M}I;.2 GorTHEINER. Are you talking about the audit made by Mr.
Elich?

Mr. Havamanparis. No; the one that Mr. Macomber reported on
this morning. .

Mr. GorrHEINER. I do not have a copy of it.

Senator Crmurcu. Let me just mention the charges and then I
would like to hear what your explanation may be.

Gottheiner received $43,100 in consultant fees during the period
even though he was also receiving a salary for his services. Is that
true or false.

Mzr. GorrHEINER. During which period ?

1 See appendix 4, item 1, p. 1197.
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Senator CaurcH. From July 1, 1975 to June 30, 1976. That is what
the audit shows. Is it true or false? o

Mr. GorrueINer. What was the sheet, sir? . A

Senator Crurca. $43,100 in consulting fees plus additional total
salary you received. '

Mr. GorTHEINER. Yes; that agrees with the late audit.

Senator Crurce. That is true?

Mr. GorrueiNer. That is right. :

Senator Crurca. What justification was there for drawing a salavy
ﬁor gervices and then adding on top of them $43,100 for consulting

ees ? S

Mr. GorraeinNer. The reason for it was that I added it all up and
it comes to $23 an hour, that I worked a minimum of an 80- to 100-
hour week. I had a special office at home. I worked the weekends and
as I said I worked the double shift.

Senator CuurcH. I don’t want to quarrel with how much work
was involved, you would be the best judge of that, but you received
rather healthy salaries from the two corporations, $24,000 from Vis-
iting Hlome Services and $29,000 from Health Help for a total of
$53,000, but the additional $43,100 for consulting fees I find——

Mr. GorTHEINER. $96,000.

Senator Crurch. $96,100.

Mr. GorTHEINER. Yes, a month. o

Senator Crurcu. Then the audit finds that you were paid $91,168
in loan repayments during the period. The department’ could find
no evidence of any loans. :

Mr. GorrueiNer. The loan repayments are correct and if the de-
partment can’t find any evidence of the loans, as I mentioned before
when Health Help was the only money earning, bread earning or-
ganization, Health Help subsidized and it was the same like they
said they considered it as one entity. Health Help was my company
and I advanced funds in the neighborhod of $200,000 and those were
repayments of those funds. '

Senator CHURcH. One corporation advanced money according to
your testimony.

S Mr. Gorraener. Health Help advanced money to Visiting Flome
ervices. -

Senator CrurcH. And the audit shows that you personally received
loan repayments but your own testimony does not square. Why
should you receive this health reimbursement ? C

Mr. GorTHEINER. Senator, when Health Help had the surplus over
the years of whatever you wish to call it. I could have pocketed the
difference. I gave the money for the operation of Visting Home
Services and when Visiting Home Services was in business and had
a lot of contracts then Visiting Home Services started to repay some
of the money.

Senator CHURcH. Aren’t you really saying these two corporations
were just fictitious, you were actually operating your finances as an
individual entrepreneur? ' -

Mr. GorrHeINER. No, sir, they weren’t fictitious, they were both
corporations.

Senator CaurcH. Then why should you get the $91,000 in loan
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repayments for a loan which you say a corporation made to another
corporation ?

Mr. Gorraeiner. The corporation Health Help was a corporation
where I owned 100 percent of the stock.

Senator Cuurcu. Yes.

Mr. Gorrrminer. Visiting Home Services, I never was a stockholder
there. So one corporation was mine; the other was not. My profit
was in the owner company and it was later partially repald I did
not operate them as an individual entrepreneur. Minutes are avail-
able. The attorneys, I am sure, still have all the minutes and that was
one of the matters I took issue with because it said I operated them
as a sole proprietorship. If that would have been the case I would
not have been asked to resign.

Representative Bararis. Are you saying you drew the money out
of that corporation and loaned it to another corporation? T am con-
fused ?

Mr. Gorraziner. I did it. out of one into the other.

Representative Bararis. Then why did that corporation pay the
other corporation back instead of paying you? Would that not have
been the way to transfer it? In other Words, if they paid the loan
back, why didn’t they pay it back to the other company instead of
paying it back to you?

Mr. GorraeiNer. That is the arrangement the CPA told the girl
who was handling the accounts pay‘tble to make.

Representative “Bararts. Am I correct then they did not go back
to the lending corporation, they went back to you instead?

Mr. GOTTHI‘INI‘R I believe so, yes.

Senator Crurcr. Well, in this particular audit our study shows
that payments from the county agency for services billed for calendar
year 1973 totaled $683,326. Reimbursement costs under the contract
total $505,234 resulting in a net profit before taxes of $178,092 or 35
percent of the total costs.

Mr. GorrHEINER. Noj; I believe you must be referring to the HEW
audit.

Senator Cnurcu. Yes; to the HEW audit.

Mr. Gorrariner. In the HEW audit I had met afterwards with
the gentlemen here today. First of all, that audit was only a draft
and T wish to tell you a few things about the audit. No. 1, that audit
and their figures are consider: ‘Lbly incorrect. Their audit was based
on the qssumptlon that the company delivered 10,000 hours of serv-
ices to homes. The record will show, if you get it from the city and
county of San Francisco, that it provided a liftle less than 8 ,000 hours
of services.

Senator Cuurci. This audit has been finalized. The final ﬁrrmes
show 97,658 hours of work. If T divide that into-the profit it comes
to $1.82-per-hour profit or 35 percent of costs Whlch by any standard
is a very fat profit indeed:

Mr. GorrariNgr. It is correct. If it would hzwe been thu’r then
you are 100 percent correct, but it was not. I don’t know whether
it is final or in draft form, but I would like to tell you a fcw points
whlch will make it clearer. , .
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No. 1: The audit says that the general manager said we should get
only $6.50. Three pages later it said that he said between $6.60 and
$6.70. I don’t know on what figures that audit is based.

It is also not taken into consideration that there is a limit of $350,
I believe it was at that time, per recipient to get services for. We
had many who exceeded 70 hours a month, we had many cases where
the agency, the Department of Social Services, City and County of
San Francisco requested 60, 70 hours and so on. We only billed for
50 hours. That means we had a loss, what we called a writeoff. Those
writeoffs averaged between $3,000 to $4,000 a month multiplied by
12 is between $36,000 and $48,000 a year.

No. 2: In that year later we had a ministrike. None of the re-
cipients ever went without any service. We had either carpools or
cabs which was a very expensive venture.

No. 3: We had a woman working for us who was very dedicated.
She came to the office and the doctor said she had terminal cancer.
Fortunately by miracles the lady is still alive but I paid her for 9
months $750 a month without doing any work because I felt morally
obligated.

The next thing is we were the only company who gave the em-
ployees cash bonuses at Christmas as well as sent little food parcels to
the recipients.

Senator CrurcH. You say all of this is being paid for by the
Government ?

Mr. GorrHEINER. That is right.

Senator CuurcH. And you are testifying yourself that you paid
the cash benefits at Christmas and kept people on the payroll?

Mr. Gorrnerner. Correct.

Senator Crurcu. While they were sick. :

I know that you may have been motivated out of a spirit of con-
cern, Christmas spirit, but you know this money is coming from all
of us. ‘ '

Mr. GorrHEINER. Yes, Senator. :

Senator Crrorcr. And we are trying to get the costs of this pro-
gram under control.

Let me just go to another statement from the audit.

Mr. Gorrueiner. All right. , :

Senator CuurcH. The HEW audit, the statement of income and
expenses included $57,566 of expenses which were not related to the
San Francisco contract for calendar 1973. Certain costs reported by
the contractor were not subject to Federal reimbursement. Under this
criteria we have classified $13,691 of expenses as nonreimbursable.
This amount included $4,092 for Federal income taxes, $3,915 for
payment of tax penalty, $5,504 of interest on the expenses and $185
for expense.

You were charging us for your income taxes plus the penalties for
not paying them properly, plus the interest and expenses that you
accrued.

Mr. GorrHEINER. May I explain?

Senator Caurc. Yes, explain that.

Mr. GorrHEINER. I can give an explanation. [Laughter.]
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We had a certified public accountant. We had an accounting de-
partment and then at the end we had the genius of Mr. Gomez as a
so-called financial consultant.

Now, I have taken the oath. I have never lied, I will never lie, and
I am telling you that I had almost nothing to do with the accounting
department at any time because, as you see, with the various contracts,
the proposals, the bidding, the implementation, the supervision of
services which came out today was all right. That was my job re-
sponsibility and assignment. It was not until I read the audit I was
as shocked as you were. I have never known that the $4,000 income
taxes or the $3,000 penalty were charged back to the program. I was
totally unaware of 1it.

Representative Giseons. Good. I want to direct a question regard-
ing California Coordinated Health Care Services. I believe you were
the principal in that corporation.

Mr. GorrHEINER. A physician and myself.

Representative Gissoxs. A physician and yourself. What percent
of the corporation did you own?

Mr. GorTHEINER. Sixty and the physician 40,

Representative Gissons. Now, did the California Coordinated
Health Care Services dissolve in 1975 %

Mr. GorraeINER. No; it dissolved in 1971

Representative Giesons. At that time it had $800,000 in an un-
resolved audit pending against it.

Mr. GorraeiNer. I went through that before. I would be happy to
go through it again.

Representative Gisons. Who was the intermediary?

Mr. Gorrueiner. Blue Cross.

Representative Gissons. Blue Cross. :

Mr. Gorrmriner. The Government owes me probably in excess of
$200,000. [Laughter.]

Representative Giseoxs. If we owe you, sir, we want to be sure we
pay you. '

Did these exceptions include personal telephone bills like the tele-
phone expenses paid by Peter Gottheiner as an individual?

Mr. GorrueiNEr. Do they include personal telephone calls?

Representative GieBons. Yes.

Mr. Gorraeiner. Which expenses ?

Representative Gissoxs. The ones on Home Health Care.

Mr. GorraeiNer. No.

Representative Giesons. How about California Coordinated?

Mr. GorraEINer. I made my own phone bills and T am sure you
are aware, sir, that I was given $200 toward the office at home and
I had two telephones, one exclusively for business and one personal,
and that can be verified.

Representative Greeons. How about the next item? Apparently
you paid the Fairmont Hotel for an orchestra and a photographer
that was charged as expenses and is the subject of this 1971 audit
that HEW made of your California Coordinated in 1968 and 1969.

Mr. GOTTHEINER. Yes.

Representative Gispoxs. Did you believe that the orchestra and a
photographer were related to anything connected with medicare?
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Mr. GorrmeiNer. I don’t think it was much of an orchestra.
[Laughter.] :

I don’t think that—--

Representative Giesons. That is not exactly being responsive to
my question, Mr. Gottheiner.

Mr. Gorrmriner. I didn’t mean it that way. I mean the charges
for the orchestra were not mine. That was the second anniversary
Christmas party we had for the medical profession, for other people
in the hospital and medical related fields. That subject came up at
the meeting with the intermediary that I referred to. The attorney
was there and the CPA was there and again during that meeting it
was brought out that we were unaware that you cannot have once
a year, for the people who you are doing business with, a Christmas
party. That, unfortunately, is the problem in most governmental
programs, that the Government comes out with the program and
some are good and some are not so good, but I wish they would only
come out with a program after the regulations are written so the
people know what they are doing.

Representative Giseons. Let’s concentrate on this question because
this goes right to the heart of the issue. This is not the homemaker
service. .

Mr. GorrHeINER. I know.

Representative Giseons. Is this medicaid?

Mr. GorrHEINER. It is titles XVIII and XIX.

Representative Gierons. These are the titles that deal with medi-
care and medicaid?

Mr. GorTHEINER. Right.

Representative Giesons. Pursuant to these titles the old and poor
go to the hospital, although sometimes you cannot get fully reimbursed
for the visit, or the doctor examines you in his office and you get
reimbursed for that but you charged an orchestra—not a very good
orchestra—and photographers to medicare. Now, just explain to me
how in the world did you ever think that had anything to do with
medicare?

Mr. GorrHEINER. It had nothing to do with medicare. It had to do
with the business relationship with the people we were associated
with,

Representative Gierons. Yes; I understand that. But do you mean
to_tell me that you got money from Blue Cross for that?

Mr. GorrHEINER. If the truth be known, like I said, we did not
get the money. There were many more services rendered than there
were paid for and the employees got paid

Representative Gisons. Did you bill Blue Cross for the orchestra
and the photographers? :

Mr. GorTHEINER. I think it was not included in the cost statement.

Representative Giseons. Did Blue Cross pay it?

Mr. GorTHEINER. I don’t think they paid it. Blue Cross ordered a
lot of money when the company went out of business.

Representative Gispons. But did they claim that back or did they
pay it and then claim it back?

Mr. GorrueINEr. I don’t believe they paid it.
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R?epresentative Giszons. You are not sure whether they paid it or
not

Mr. GorruriNer. Noj; this is about 6 years ago. All I know is that
Blue Cross—and I have some correspondence here which I would be
more than happy to give you for the records. At that time Senator
Murphy wrote to Commissioner Ball that every time we had to meet
a payroll and we were expecting a check from Blue Cross, as I men-
tioned before, the computer broke down and that is why we even-
tually—but it was too late then—changed directly reimbursement
with Mr. Fox’s office.

Representative Gseons. What I am really trying to find out, did
Blue Cross honor a bill for you for an orchestra and a photographer?

Mr. GorrHeINER. To the best of my knowledge, no.

Representative Giseons. They never paid you any money for it ?

Mr. Gorraerxer. To the best of my knowledge, no.

Representative Gissons. But you billed them for it?

Mr. GorraEiNgr. Sir, I did not do any billing. I was the admin-
istrator and I was in charge of the physical therapy. We had a billing
department. Unfortunately, I am being made responsible for the
entire operation of

Representative GieBons. You own 60 percent of it.

Mr. GorruriNer. That is correct. That is correct, but the billing
part was never my responsibility. It is not in any of the companies.

Representative Gseons. Did the company go bankrupt?

Mr. GorrHEINER. I beg pardon?

Representative Gissons. Did the company go bankrupt?

Mr. Gorrirrver. Well, you can call it that, yes. '

Representative Giseons. Thank you.

Mr. Gorruriner. It was also brought out this morning that Visit-
ing Home Services had in Illinois a contract. They have never.

In Mr. Keeley’s testimony today it was brought out that Visiting
Home Services paid the law firm @ amount of dollars. I want to
have it on the record that National Home Care has reimbursed Vis-
iting Home Services for all the money or a little money they paid
to the law firm, and for your information the law firm has got a lot
of money because, talking about the Illinois contract, the contract was
supposed to be for 3 months for $126,000. The actual contract, the
actual billing, the actual services was $13.800 and that attornev’s
agreement, the attorney could have gotten $162,000. I will regretfully
tell you that National Home Care lost $28,000. A contract like that
we can do without.

Senator CrurcH. Well, on that volume of business, yes.

Mr. GorraeiNer. No; National Home Care has no business at this
time. I would like to make

Senator Crnurcr. How many corporations of yours have gone
bankrupt?

Mr. Gorruriner. None: I would like to point that out. Thank
vou, Senator, for asking the question; none. California Coordinated
Health Care Service went. out of business because Blue Cross stopped
paving us and I paid whatever was owed, never had bankruptcy.

No. 2: Visitine Home Services held out until June 15, no check
ever bounced. The service was good, the employees were satisfied.
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While I was there they did not go bankrupt. They went bankrupt
21% months later. I personally was not involved in any of the bank-
ruptcy and I wish you could have stayed, then it would not have
happened.

Senator CrurcH. I just have one further question.

Who in the Bureau of Health Insurance told you that they would
not pursue the recovery of over $800,000 in overpayments?

Mr. GorraEINER. I believe there were three gentlemen who were
present at the meeting. I can dig up the date and maybe through
Blue Cross we can find out the former attorney from whom we inter-
ceded, Mr. Gomez, and he can tell us who is the gentleman.

Senator Caurcu. Well, T have no further questions.

Mr. GorrHEINER. May I just make a couple more comments?

On the other audit here for Mr. Manly, again for the record, on
the last page I am referring to the audit of October 29, 1976, where,
Senator, you have the compensation out of the other audit, but the
figures as far as I am concerned are correct. I just would like to go
briefly through the others because it is on my conscience to tell you.

Mr. Gomez for the $49,000 he got, first of all, that was only for a
9-month period prorated over 1 or 2 hours a day where he made
personal telephone calls. His hourly rate was $200 an hour. My
daughter, Vivian, is listed with $1,875.

Senator Caurcu. Mr. Gomez, what was he doing making telephone
calls and getting $200 an hour for?

Mr. GorraerNer. What was he doing?

Senator CaurcH. Yes.

Mr. GorrueiNer. That is a question I asked myself a long time
ago. [Laughter.] ’

Senator CrurcH. The aunditor indicates he didn’t do anything.

Mr. GorruriNer. I think Mr. Gomez, if I may be very candid
with you, should not be a case for the auditors.

Senator CrurcH. Should not be what?

Mr. GorrHEINER. Should not be a case for the auditors.

Senator CruurcH. Should not be a case for the auditor?

Mr. GorrariNer. No; I think the category higher. I worked that
hard for the company 4 years ago, I had a heart attack in a welfare
office and to me, not even talking about, financially, it was morally
the worst blow when Mr. Gomez came in about 1 month later and
I knew what was going to happen. I had, and I admit it, franklv,
the worst crying spell and I tried to get drunk and get it over with,
drink myself to death. T mean, I didn’t do it, but I knew that Mr,
Gomez was a wing of the company and that is not the first companv.

But getting back to my daughter, $1,875; $375, the last check
bounced. That made it $1,500 and that was charged to me.

My son was a full-time worker for the company and he deserved
his income. The $8,300 from loan repayment he had to borrow once
and somebody gave him cash and wanted cash back and that was the
transaction. There will be entries, there should have been entries, and
I am sure there were entries for that money for the $8,300. My ex-
wife did some secretarial service, the rest I charged. It was charged
on me.
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Furthermore, she loaned the company $10,000 which she never got
back or she got back and Jennie got hers, my son’s wife. She was a
service coordinator and she worked full time, not as a family mem-
ber. She worked, she did her job like any outsider.

However, that financial business, Mr. Gomez’s son, whom we all
inherited and he worked for it, but he got paid.

And last, but not least, I would like to mention one more thing.
Mr. Clean, Mr. Keeley, talked yesterday about Unicare and today
about Visiting Home Services. I think it is sour grapes. He lost one
job, he lost the other job. If the company, Visiting Home Services,
would have stayed on, but Mr. Keeley says, this should not be
charged to medicare. When his girlfriend went to Connecticut for
about 6 weeks he came to the office even on Saturdays and Sundays
until my son finally had to change the lock to call her for an hour
or more. So I would like to put that in the record so that Mr. Clean
is not as clean as he sounds.

Senator Crurch. I think we have our work cut out for us.
[Laughter.]

Thank you very much for your testimony.

Mr, GorraEINgr. You are welcome, Senator. .

[The prepared statement of Mr. Gottheiner follows:]

[ Testimony resumes on p. 1069.]

PREPARED STATEMENT OF PETER GOTTHEINER

Mr. Chairman, honorable members of your committee, ladies and gentlemen:
May I take this opportunity to express my sincere gratitude for inviting me
and for giving me the opportunity to submit my testimony and answer your
questions.

The Committee on Aging under the Chairmanship of former Senator Frank
Moss from Utah held hearings approximately more than a year ago, and it was
at that time my name specifically and the names of the companies of which I
was president were mentioned. Extremely negative statements and allegations
were made by some witnesses, particularly by two competitors.

‘While reading these front page stories in the newspapers, I also read that
former Senator Moss will give me an opportunity to submit my testimony.

As a matter of fact, I met former Senator Moss at a small campaign gather-
ing in San Francisco, California; and I introduced myself and told him that I
was the person against whom many false allegations were made during his
Committee Hearings, and that I was pleased to learn that I would be given
an opportunity to reply. He seemed to have only a vague memory of the Hear-
ing and of my involvement; however, he promised to invite me to appear before
his Committee. Unfortunately, this never happened during his tenure as Chair-
man; and for that reason, I do appreciate it very much that I, Peter Gott-
heiner, can address you, read you my own statements and give you my own
answers candidly and honestly.

Until now, almost everything I heard about myself and about. the companies
which I headed was distorted, taken completely out of context, and based on
information which was somehow supplied by some malicious individuals who
were unable to compete with me professionally and ethically, but whose reign-
ing success drove them to a nationwide campaign of slanderous and anony-
mous letters to welfare directors, newspapers, ete.

Fortunately, I survived and carried on business, answering every question
I was asked and attempting to put the false allegations in their proper prospec-
tive. Gentlemen, without a perfectly clear conscience, belief in myself and the
faith that justice would prevail, I could not have survived this continuous
nightmare.

Jealous competitors haunted me since 1960 when the first contract was
awarded to me on sealed bids to provide physical therapeutic and rehabilita-
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tive services to employees of the City and County of San Francisco -who sus-
tained industrial injuries in their line of duty.

When I started a certified and licensed home health agency in 1968 I re-
ceived many referrals from satisfied and loyal physmlans who had referred
patients to me for physical therapy since my arrival in the United States
in 1949.

The two existing non-hospital based home health agencies in San Francisco,
Visiting Nurses Association and San Francisco Home Health Services, did not
like competition, since they were used to monopolizing the program; and they
did a good job of this.

The Visiting Nurses Association had discharge nurses stationed in 90 per-
cent of San Francisco’s hospitals, those nurses being on the hospital staff but
paid by the Visiting Nurses Association, and, consequently, charged to titles
XVIIT or XIX.

Charges were made, perjury was committed by 1ndlv1duals, including staff of
the Department of Health, State of California, accusing me and the company
of wrong-doing. The investigation took over a year, and the case was sub-
mitted to the U.S. Attorney, who in turn likewise investigated all charges
carefully.

The letter from the U.S. Attorney .is attached to my testimony and speaks
for itself. There was not a single instance of wrong-doing on the part of the
company or me.

I anticipate questions on this subject, as well as on all the other stories told
primarily about me and about the various organizations with which I was con-
nected. Since I do not know the content of your questions and do not wish to
second-guess, I will respond to them as they are asked. For that reason, they
are not included in the written testimony. If I feel that some relevant ques-
tions were not asked, I would very much like, with the permission of the
Chairman, to advise you of them and, at the same time, to reply to them.

Every member of your Committee is a Lawmaker; and it is for that reason
that I have included in my testimony some constructive criticism and my
reasons for it, as well as some constructive suggestions and recommendations
from which the entire nation could benefit, such as: Compassionate care of
the indigent and unfortunate homebound individuals eligible for this program,
which would prevent and substitute for institutionalized care in nursing homes;
Reduction in welfare recipients; Job opportunities; Savings of millions of
dollars.

I would be pleased, after you evaluate the merits of my suggestions, to offer
my knowledge and expertise or to serve on any Advisory Board which you
may intend to create and which, in turn, could provide you with additional
constructive imput for introduction of legislation that would make this pro-
gram one of the most popular, humanitarian and economic programs ever spon-
sored by the Federal Government.

Home care is, without a doubt, one of the most valuable programs- in the

nation.

With the continued spiraling cost of institutionalized care, the cost for home
care has a great bilateral advantage:

One: For the individual, whether he/she is aged, infirmed or blind, or is
eligible under another category of social, services to receive adequate help and
assistance in order to stay in his/her own home represents a tremendous
psychological value for the homebound or bedridden;

Two: The total expenditure, which is being paid 759% by the Federal Gov-
ernment and 259 by the respective State and, in very few cases, split up
12149, by the State and 12149, by the County, is only a small fraction of in-
stitutionalized care.

It was in 1964, when extended care facilities mushroomed all over the
country, that I began to realize and appreciate the immeasurable value and
advantages of retaining a person at home instead of transplanting him/her to
a nursing home facility, often fifty or more miles away from his/her nearest
relative.

The concept of in-home supportive services and its increasing popularity is
proven by the fact that approximately over $3.4 million is spent annually on
homemaker chore worker services and attendent care.

The cost for the same number of recipients in extended care facilities or
nursing homes would be five to eight times more, while the chances of con-
valescence and rehabilitation in a nursing home compared to home care has
been proven many times to be less.
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It is most unfortunate that in-home supportive services, until now, have
neither been adequately or properly controlled by the respective governmental
agency nor has advantage been taken of during this program of the vast source
of employment for recipients of public assistance. It is further regrettable that
many counties or states still operate this program as a formerly known “at-
tendent care” program, which means that the recipient of services is at the
same time the employer of his/her attendent. This, to me, is not only a con-
flict of interest but a most inefficient arrangement, because nobody can or
should be judge and jury at the same time.

I know as a matter of fact from statistics of the State of California, which
surely do not differ from any other state, that there is a large overutilization
of services for reasons such as: (a) the recipient requests more hours than
necessary; (b) the worker is an employee of the recipient and, therefore, has
to comply with his/her requests; (c¢) the worker is untrained and under-
qualified; (d) there is no supervision or monitoring of the services.

The recipients of services are allotted a lump sum by the respective Depart-
ment of Social Services, which he or she is requested to pay to the provider
of services. It has happened in many instances that either the attendent did
not receive hig/her full pay or, since many of these attendents are either rela-
tives, close friends or neighbors of the recipient, “arrangements” are being
made and fees are split.

For that reason, it is much more advantageous, economical, businesslike and
efficient if the provider of services is employed by someone other than the
recipient. Costs are considerably lower and quality of service is considerably
higher. One of the best examples in California is the largest county, Los
Angeles, which years ago had the intention of contracting for services but
reneged on this; and the second largest county, San Diego, has recently in-
vited proposals and bids to replace the old program.

Another way of providing these services is that some counties and states
have their own “in-house” program, utilizing civil service employees. Not only
is the cost for services considerably higher, but I am a firm believer that the
government . . . federal, state or county . . . should not engage in domestic or
personalized services.

If the county administers their own homemaker/chore program, the cost is
up to $24 per hour, according to the report by the Auditor General, State of
California.

This program started out as what it was originally designed for, which in
brief is home maintenance, home management and personal service. There is
absolutely no necessity for the utilization of medical or paramedical personnel.

For you gentlemen on this Committee who are married, your wife is a
homemaker ; and for those of you who are not married, your mother was and is
a homemaker. I seriously doubt that neither your wife nor your mother needed
a public health nurse, or registered nurse, or licensed vocational nurse to
teach her to be a homemaker.

These domestic services are provided primarily by females and, at times,
by widowers or unmarried men who learned to take care of these duties and
chores from their parents.

I am the first one to admit and fully agree that the in-home supportive serv-
ices program is becoming one of the largest industries in the nation, is becom-
ing very commercialized and competitive. Since it is paid for by public funds, it
should be operated as efficiently and economically as possible. A more qualified,
better trained and supervised homemaker/chore worker will complete his/her
chores and duties assigned in a shorter time than a less qualified, less trained
and less supervised person. Therefore, the training program of about 50-60
hours is essential; and proper supervision at a certain sensible ratio is very
important.

Supervisors not only assess the quality of services provided by the home-
maker/chore worker, but simultaneously evaluate the physical, psychological
and environmental condition of the client. They should also be trained to make
every effort to utilize to the fullest any rehabilitative potential of the indi-
vidual receiving services. Guidance, encouragement and proper training will in
many instances not only reduce hours and cost of service but, more importantly,
restore the recipient to independency in activities of daily living, self-respect
and self-help.
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Several of the homemaker/chore service agencies are also licensed under
Titles XVIII and XIX—Medicaid and Medicare. It was these agencies who
suddenly and strongly pushed and supported utilization of paramedical per-
sonnel in the in-home suportive services program. A home health agency is
required to provide home health services under the direction of a medical
director who is a licensed physician and surgeon, a public health nurse and
other registered nurses, a medical social worker, registered physical, occu-
pational and speech therapists, a dietician, and other paramedical’ personnel.

Almost the identical services which are rendered under litle XX by home-
makers and chore workers are rendered under Titles XVIII and XIX by
certified home health aides. Home health aides are required to complete a
training course of 120 hours; and most are supervised by registered nurses
again, if you pardon me, providing almost the identical services as home-
makers/chore workers.

The only differences are that Titles XVIII and XIX require supervision by
registered nurses, medical social workers, registered physical therapists, ete.,
while Title XX does not require such supervision.

For that reason, the cost of one hour of service rendered by a home health
aide with all his/her professional supervision compared to one hour of home-
maker/chore worker service costs approximately three times as much.

It is my belief that it was the precise reason to provide these domestic serv-
ices under Title XX without the unnecessary “window dressing” and, hence,
the increased costs. ‘

I invite your comparison of hourly rates between home health aides versus
homemaker and chore workers. The advantage for a home health agency to
operate simultaneously as a homemaker/chore service agency is proration and
utilization of the professional staff. However, these agencies claim that their
quality of service is better, which in my opinion is an extremenly poor ex-
cuse. One does not need nursing supervision to go shopping, prepare meals,
bathe the client, do light housecleaning, etc. '

Almost every company who is trying to have legislation on Title XVIIT and
XIX introduced whether on a federal, state or county level, to go the route of
high class and high priced, yet unnecessary, supervision calls itself ‘“non-
profit”. These so-called “non-profit” agencies have proven nationwide, almost
without exception, that they are unable and unqualified to compete with free
enterprise. In almost every area where bids for homemaker/chore services
with an hourly rate were submitted, these so-called ‘“non-profit” agencies’ bids
were considerably higher than the ones submitted by proprietary, for-profit
agencies.

If Mr. Gerald Hawes of the Auditor General’s Office, State of California, is
in the audience, he will attest to this fact; because it was his office that pub-
lished statistics and, at the same time, was unable to explain the fact that com-
panies who claim to make no profit had to charge more than other companies
who admittedly make a profit. Their only continued excuse is that they claim
to provide a better service, which has been proven not to be the case anywhere.
If these so-called ‘“non-profit” agencies would have their way and be able to
regulate the Title XX program, the cost would be at least 50% higher, while
the quality of service would not be one per cent better. .

For these reasons, I totally disagree with some of the conclusions, recom-
mendations and benefits in Appendix 8, particularly with: :

THE CONCLUSION

“In spite of statutory authorization to provide for a full range of in-home
supportive services, the Department of Health has not done so. This has re-
sulted in either the provision of medically-related service by unqualified pro-
viders or medically-related services which are not being provided at all.”

THE RECOMMENDATION

\

“We recommend that the Department of Health attempt regulations which
would permit the use of the full range of in-home medically-related social
services 8o that homemaker and chore worker clients will not have to depend
on unqualified providers for medically-related services.”

“We also recommend that the Department require the use of medical social
review teams or their equivalent, where indicated, to assure provision of ap-
propriate levels of services to clients.”
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! THE BENEFITS

“Implementation of these recommendations will permit the provision of the
optimum levels of services at the minimum cost.” ’

I believe that the above conclusions, recommendations and benefits probably
have certain merits but would make the program too cumbersome, complicated
and confusing, and too costly. . )

I have personally had many years of experience in home health services and
in in-home supportive services. Judging from that experience, it appears to me
that although both programs were designed to retain the aged, infirmed or
blind in his/her own surroundings, these two types of services should be totally
separate in delivery and billing, but yet coordinated in programmatics. Home
health services require paramedical personnel, while in-home supportive serv-
ices are described as home maintenance, home management and personnel
services.

I am in full support of each individual having their own physician, which
they usually do, and quite frankly it should be left up to the physician to de-
cide whether his patient requires home health services, such as skilled nurs-
ing, physical therapy, ete., or plain domestic services with a personal touch.

All funding comes from either the Federal Government, the State or the
Counties. The description of percentage between Titles XVIII and XIX varies
to Title XX. In reality, it is all allocated from public funds out of the tax-
payers’ money; and I strongly feel that these services should neither be
shifted around nor be combined.

If a client receives homemaker and/or chore services in order to remain
at home instead of being placed in a nursing home facility, and this client's
physical condition deteriorates, then this very same client should become a
patient of a certified home health agency and receive home health services as
prescribed by his/her physician from qualified paramedical personnel.

On the other hand, if a patient receives home health services, as prescribed
by his/her physician, and this patient’s physical condition improves to the
point where home health services are no longer required but domestic services
are, then this very same patient should become a client of an agency providing
homemaker and chore services. Almost every profession in the United. States
and especially the medical profession has many, many specialties within it.
A specialist in his own field is much more qualified and experienced to do a
better job at a lesser cost than in a specialty in which he/she has had no
training. I am sure that any person with a heart condition would not see a
dermatologist to care for his heart problem. I believe in the same principle
and differential for home health services versus in-home supportive services.
The Report with the conclusions, recommendations and benefits with which
I disagree does not take into consideration the much higher cost of training,
wages and supervision, if the programs were combined.

Figures speak for themselves in that the hourly rate for a certified home
health aide who actually performs almost identical services as a homemaker
is three times higher, as said previously. For that reason, I see no merits in
trying to combine both types of services.

The Report by the Office of the Auditor General of California entitled “A
Management Review of the Homemaker/Chore Services Program” dated June
11, 1975, submitted by Gerald A. Hawes, deals mainly with the many de-
ficiencies in the program caused and created almost exclusively by the De-
partment of Health, State of California.

It is as difficult as risky for any provider of services to participate
in a governmental program with no specific laws, regulations, guidelines and
directions. For that reason, it was the easiest way for the Department of
Health to point their finger at the provider of services who delivered the
largest volume in the State of California, which was Visiting Home Services,
Inc., a company which I founded and of which I was president until June
16. 1976.

No agency should be accused of administrative, management, accounting
or program deficiencies in the absence of laws, regulations, guidelines and
directions. .

If a referee in a football game throws his handkerchief, both teams know
that a penalty will be imposed on either of the two teams. The penalty is based
on the rules under which football is played. The referee then tells the teams
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and demonstrates to the audience the type of error or wrong-doing the player
has committed. The team is being penalized according to these rules. However,
no football game could be played without rules where the referee would throw
his handkerchief indicating a penalty and telling the players and the audience
that it is for an error or wrong-doing for which rules will be published in two
years.

Let me give you another example, gentlemen. A new bill for a code of ethics
pertaining to outside income was introduced. I'his bill does not become law
until after the President of the United States signs it. For that reason, it is
also not retroactive; and income of legislators, which could not be earned
after this legislation, but was earned prior to this legislation, would not have
to be refunded.

The Department of Health, State of California, finally drafted some regula-
tions in the beginning of January, 1977; and I think it is totally unjust to ac-
cuse people, innocent of wrong-doings, when they were never told what was
right and what was wrong. As far as Visiting Home Services, Inc. and its
subsidiary, Health Help, Inc. and myself are concerned, I acted in good faith,
professionally and ethically.

In general, let me tell you that the percentage of profit which Health Help,
Inc. has been accused of making is in actuality extremely lower than stated
in the various reports and is based on many distorted, erroneous figures and
imput. For that and other reasons, I consider the Audit Report on Health
Help, Inc. to be inaccurate.

The profit for which Health Help, Inc., has been accused of making was
38 percent as per the audit report. Although there is no limit in profit, this
figure is very wrong, due to numerous deductions which were not accounted
for in the audit. The average profit margin of contracts provided by Visiting
Home Services, Inc., was between 2 percent and 4 percent; otherwise, Visiting
Home Services, Inc,, could never have been the lowest bidder in most cases.

As far as the Audit Report dated October 29, 1976, on Visiting Home Serv-
ices, Inc. and Health Help, Inc., which was done after the filing of bankruptcy,
is concerned, I will attempt to answer your questions to the best of my
ability, as long as you realize that I was asked to resign three months prior
to the filing of the bankruptcy. .

However, I wish to take issue with and deeply resent a comment on Page
68, Paragraph 2, in this report; and I quote, “Peter Gottheiner held no stock
interest in Visiting Home Services, Inc. However, as President of both or-
ganizations and ostensibly only an employee of Visiting Home Services, Inc.,
he operated both Health Help, Inc. and Visiting Home Service, Inc. as sole
proprietorship”.

This is an assumption of the author of this report and the assumption is
untrue and is merely the personal opinion of the author.

I also wish to take issue with and resent the comments on Page 15, Para-
graph 2, in this report; and I quote, ‘“This is the second time within flve
years that an organization headed by Peter Gottheiner, and heavily involved
in providing medical or social benefits under governmental programs, has
sought refuge in bankruptcy action. Some $39,000 in audited overpayments
is still due the State of California from California Coordinated Healthcare
Services, Inc. for services provided under Title XIX. Other amounts are due
the Medicare (Federal) program from the same organization’.

I never sought refuge in bankruptcy, not within five years nor in the 57%
yvears of my life; and if anyone is owed money, it is California Coordinated
Health Care Services, Inc., the defunct but never bankrupt home health
agency, and not Medi-Cal nor the Medicare programs.

I will be pleased to go into further detail when responding to your questions.

In order not to take up additional time, I am enclosing in my written testi-
mony a news release dated November 4, 1976, from the Department of Health,
State of California, by Gary Macomber, Deputy Director, Social Services Di-
vision. I am also enclosing my reply dated November 30, 1976, to Mr. Ma-
comber in which I pointed out the various false statements made in the Press
Release. Again, if you have any questions, it will be my pleasure to respond.

I read with great interest the report by the Office of the Auditor General
of the State of California entitled “A Management Review of the Homemaker/
Chore Services Program”, dated June 11, 1975, submitted by Gerald A. Hawes,
addressed to the California Legislature, which was requested by Senator George



1064

Moscone, presently Mayor of the City and County of San Francisco, and
Assemblyman Willie Brown. Both legislators were representing the San Fran-
cisco constituency.

Mr. Hawe's findings were that the Department of Health has neither
adequate regulations nor appropriate management tools to effectively supervise
the County’s administration of the Homemaker/Chore Service Program. As
a result, the administration of the Homemaker/Chore Service Program, as well
as the cost of the Program, varies significantly from county to county.

As far as the cost factor is concerned, hourly rate ranges by providers were
included in the report. According to the heading, these hourly rates were as of
December 31, 1974.

It might interest you very much to note the decrease in costs for the fiscal
years 1975-1976 and 1976-1977.

When I speak of decrease, I am speaking only of decrease in cost for
in-home supportive services delivered by proprietary agencies. For some strange
reason, there is an increase in cost for so-called “non-profit” agencies.
~ For your information, I listed seventeen counties in California, which to
the best of my knowledge are all the counties who were contracting with
agencies. The following figures were taken from bids submitted to counties
for the fiscal year 1975-76 with the exception of the City and County of San
Francisco, which as you are probably aware invited bids but rejected them,
and is presently in the process of evaluating new bids.

Visiting Home Unicare, Inc. Homemakers Inc.,
Services, Inc. Upjohn Nonprofit
Home- Home- Home- Home-
County maker Chore maker Chore maker Chore maker Chore
3.24 3.23 3.54 3.39 3.63 3.53 3.44
3.42 3.29 3.80 3.19 4,51 3.40 a1
4,04 4.04 4,23 4.03 4.23 3.85 4.83
3.22 3.22 3.85 3.3 4.29 3.37 4.75
4.12 4.12 379 .79 4.09 4.03
3.56 3.56 3.46 3.21 3.42 3.37 3.70
4.34 4.34 4,50 A4S ek
- 3.19 .17 3.30 3.25 3.62 3.55 4.18
San Joaquin_. ... 3,98 3,98 4,60 4,25 4,37 4,24 4.70
San Luis Obispo..__ 4.10 4.10 4.33 4.27 4.78 4.51 5.14
Santa Barbara___... 3.22 322 3.32 3.32 3.38 3.38 3.59
Santa Clara.__ 517 .. 5.19 - 5.9l __________ 5.10
Santa Cruz. 4,93 - 4.85 467 .o 6.00 .
4.08 .08 4.50 4.75 4.21 4.75
324 3.24 .37 3.70 357 e
3.42 3.40 3.51 3.60 3,60 4.68

By computing the above figures which can be verified by the various counties,
excluding San FKrancisco, the average homemaker rates for all counties were
as follows: Visiting Home Services, Inc., the lowest cost— $3.81 per hour;
Unicare, Inc.—$4.02 per hour; Homemakers, Inc., Upjohn—$4.20 per hour;
and Nonprofit—$4.55 per hour.

The average Chore Worker rates for all counties were as follows: Visiting
Home Services, Inc., the lowest cost—$3.61 per hour; Unicare, Inc.—$3.66 per
hour; Homemakers, Inc., Upjohn—$3.72 per hour; and Nonprofit—$3.92 per
hour.

Most counties, with the exception of San Francisco, who contracted for
homemaker services exclusively, utilized almost exclusively chore services. The
only counties other than San Francisco who had a sizable amount of home-
maker hours was the county of Santa Clara.

The lowest rate for homemaker services was submitted by Visiting Home
Services, Inc. in the county of Riverside at $3.19 per hour and the lowest bid
for chore services was likewise submitted by Visiting Home Services, Inc. in
the county of Riverside for $3.17 per hour. The lowest bid submitted by
Unicare, Inc., was in the county of Riverside at $3.30 per hour for home-
maker services and $3.35 per hour for chore services.

The lowest bid submitted by Upjohn was in the county of Merced at $3.42
per hour for homemaker services and $3.37 per hour for chore services.
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The lowest bid submitted by nonprofit agencies (Fresno County Economie
Opportunity Commission) was in the county of Fresno at $3.55 per hour for
homemaker services and $3.50 per hour for chore services.

The highest rate statewide is presently $7.75 per hour charged by San
Francisco Home Health Services, one of the so-called nonprofit organizations.

At this point, I would like to draw your attention to the fact that while
sealed bids were required during the year 1974-75, the Counties of Tulare,
Riverside, Humboldt, Ventura, Santa Cruz, San Joaquin, all in the State of
California; the State of Kansas; the State of Missouri and the District of
Columbia did not award the contract to the lowest, responsible and qualified
bidder.

During the fiscal year 1975-76, the Counties of Riverside, San Bernardino,
Mendocino, Merced, San Joaquin; all in the State of California; the State of
Kansas; the State of Missouri; the District of Columbia and the County of
Allegheny, Pennsylvania, did not award the contract to the lowest, responsible
and qualified bidder.

Furthermore, during the first bidding procedure in the City and County
of San Francisco, as well as in the County of San Diego, the contract was not
awarded to the lowest, responsible and qualified bidder, but both counties
went for rebidding.

* I cannot comprehend the request for sealed bids and the disregard for the
cost when contracts were awarded in the specific instances listed above.

For example, in the County of Riverside, which requires almost a million
hours, they accepted a bid at $.92 per hour more, or 299, higher than the
lowest, qualified and responsible bidder for the award of the contract. The
annual difference is $92,000, but that is only one county. Multiply that by
the number listed and by the other counties or states of which I am unaware,
and you are seeing very sizable amounts being needlessly spent. If sealed
bids are required and sent out to qualified and responsible providers, the
lowest bidder should be awarded the contract, provided the line item budget
and the budget narrative are correct, and the company does not take any
shorteuts by not budgeting for enough administrative staff or supervisory
personnel or pays the employees less than called for in the specifications by
employing them primarily as casual workers who are only entitled to statutory
benefits. Furthermore, according to the summary also included in Mr. Hawe's
report, the following larger counties are likewise wasting money with their
in-house program, which again, according to Mr. Hawe's report, is the most
expensive one.' To cite a few, the County of Marin in California is $50 per
client per month above the average figure; the County of Monterey in Cali-
fornia is $8 per client per month above the average figure; the County of
Sacramento in California is $35 per client per month above the average figure;
the County of San Diego in California is $49 per month per client above the
average figure; and the County of Yolo in California is $45 per client per
month above the average figure.

In addition, I wish to add that the figures quoted in Appendlx B show that
the average cost per client per month during the second quarter of 1974-75 was
$119.69, in the State of California.

I have definite proof that in most counties where Visiting Home Services,
Inc. had contracts, the cost per client per month was consuierably lower than
quoted in the Summary.

The Department of Health, State of California, received from me corres-
pondence on two separate occasions where we offered to provide services at a
savings of $12 million anpually to the State. The County of Los Angeles, who
still provides most of their services under the old Attendent Care Program, .
carrying the individual provider contracts, could save a considerable amount
of money by contracting for services, as could the other counties mentioned
previously. Until this day, I have never received a written response from the
Department of Health in Sacramento, which clearly confirms Mr. Hawe's
findings of lack of adequate regulations to effectively control the cost of service
delivery and lack of management information system or adequate staff capable
of enforcing existing regulations and detecting potential problems in the
program by the Department of Health, State of California. I also recom-
mended to the Department of -Health, State of California, that bids should
be submitted on a cost per client per month instead of an hourly rate.

87-469—T77——17
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During the last several years, I have made numerous requests to the Depart-
ment of Fealth to issue clearer guidelines and more definitive regulations,
obviously without success. Most of the gentlemen at the Department of Health
whom I tried to contact were hardly ever available to speak with me because
they were tied up in meetings day after day, month after month, year after
year.

Gentlemen, there are a couple of proven examples in the State of California
which I want to mention by name.

(1) The Fresno County Economic Opportunity Commission, one of the so-
called “non-profit” organizations, charged $4.50 per hour a few years ago for
homemaker services in the County of Fresno. When competitive bids became
compulsory, their rate changed between June 30 and July 1 from $4.50 per
hour to $3.75 per hour. I brought this matter to the attention of the county
and state, telling them that either the Fresno County Economic Opportunity
Commission made a profit at $4.50 per hour, which was not allowed under
OASC-5, or they were losing money at $3.75 per hour. If they charged more
than their cost, they were either supposed to refund the overpayment, which
was the case in the County of Fresno in the sum of $75,000, or they utilized
" and commingled other funds which were not designated for the in-home sup-
portive services program to substitute for their loss, which is likewise illegal.

(2) Another example is San Francisco Home Health Services, who was under
contract with the City and County of San Francisco, and for years was
charging the rate of $7.75 per hour compared to proprietary companies who
charged $7.00 and $6.00 per hour. San Francisco Home Health Services’ volume
was almost fifty percent higher than that of the other agencies charging
$.75 or $1.75 less. It is the same in this program as in any other business
that wholesale is cheaper than retail, or that the cost for more hours should
not be as much as the cost for less hours of service.

Bids were submitted for the City and County of San Francisco on January
21, 1977. San Francisco Home Health Services submitted a bid of $8.03 per
hour, while our company submitted a bid of $5.82 per hour. This is a difference
of $2.31 or forty percent higher than a proprietary company who admittedly
included a profit in their line item budget.

As a matter of fact, every proprietary company who submitted bids in San
Francisco were lower than San Francisco Home Health Services.

(3) The identical situation happened in San Diego where Allied Home Health
Services and the Visiting Nurses Association in a joint venture submitted a
bid averaging $4.46 per hour versus the bid of our company at $3.80 per hour,
which again included a profit. This difference was seventeen percent.

In addition to the income from the City and County of San Francisco, San
Francisco Home Health Services received for years $100,000 in subsidies from
the United Way and additional funds from other voluntary organizations as
well as a one-time federal grant for almost $1 million for a demonstration
program. Allied Home Health Services and the Visiting Nurses Association
alike surely received subsidies from the United Way.

It is incomprehensible to me that despite the subsidies, grants, and the fact
that they supposedly not only make no profit, but are also tax-exempt, they
continuously bid higher and, in most cases, get away with it; while proprietary
agencies who deliver the same quality of services in a more business-like,
efficient and streamlined way with less administrative overhead and less
unnecessary window dressing, at the same time accomplishing the same goals
which are retaining the aged, disabled, ill or blind comfortably in their own
homes, are continually under criticism.

I sincerely hope that this comparison, which can easily be documented by
facts and figures, will make you gentlemen realize that it would be unfair
and unwise to surrender to the prejudiced, untrue and unsubstantiated alle-
gation that proprietary agencies take advantage of this program. I am pleased
to say that it is just the opposite; besides, the United States of America
depends upon free enterprise, and I am proud to be a part of it.

I believe we all agree that institutionalized care is too costly and that the
unemployment figure in our country is too high, as is the number of persons
who depend on public assistance.

In order to reduce program costs and to make the purchase of in-home
supportive services more competitive, counties and states are now required
to invite proposals and bids from potential providers of services.
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Being in full agreement with this procedure, I cannot understand that in
many instances counties or- states who invite competitive bidding totally
disregard the actual bid, which is the hourly rate for the delivery of home-
maker and chore services, including all supervision, administrative, training
and program expenses. Those counties and states who have the habit of dis-
regarding the lowest bid perpetuate that concept, which means that the goal
of the procedure—to obtain the best service for the lowest cost—is not
accomplished. Millions of dollars are being spent unnecessarily, often for unjust
priorities given to one contractor or another. According to Invitations For
Bids, awards of contracts are to be made to the lowest, responsible and
qualified bidder.

If a bid is submitted, most every governmental agency has it evaluated
by a department-appointed advisory or review board. The composition of such
a review board is predominantly from members of local volunteer organiza-
tions who are in most cases brainwashed in favor of so-called “non-profit”
home town organizations and are totally adverse to proprietary agencies and
totally disregarding the cost factor. Again, statistics support my statement
anywhere that so-called “non-profit” organizations have never submitted a
lower bid than a proprietary company which included profits in their line
item budgets and, consequently, in their bids. I believe that a lot of lobbying
was cdone favoring non-profit organizations and discrediting proprietary agen-
cies. A typical example was the HEW Audit for the City and County of San
Francisco.

The contract in that county was split between four companies, one of them
supposedly non-profit, and three of them for-profit. In addition, the Visiting
Nurses Association, another non-profit group, was also referred some cases
under contract. The HEW Audit, for strange and unknown reasons, was made
exclusively on the three proprietary agencies. Although San Francisco Home
Health Services, headed by Hadley Hall, received 119, and 299, respectively
more per hour than did these three for-profit agencies, and their caseload
was about 50% higher than any of the proprietary agencies, no audit was ever
conducted; and it it was conducted, it was never published.

When we inquired with the auditors why the fourth company was omitted
in the audit, we were given, in my opinion, an unjustifiable excuse that they
did not have the time nor the manpower to audit all four companies. If that
was the case, I would certainly have hoped, in the interest of justice, that
two proprietary agencies and one non-profit agency receiving the highest hourly
rate would have been audited instead of no non-profit agency and three for-
profit agencies.

The publications of that audit made it appear that all three proprietary
companies did bad things, one more than the other, while the actual audit
was, and to the best of my knowledge still is, in draft form.

In the particular case of Health Help, Inc., the company I founded and of
which I was president, the conclusive figures published were based on assump-
tions and not facts. I am sure that some of you gentlemen will ask questions
about the audit; and since I do not know how you will phrase these questions,
I cannot pre-write the answers. However, I will be more than happy to reply to
your questions candidly and honestly in a detailed fashion and to the best of
my ability.

For about three years, the rate for homemaker services provided by San
Francisco Home Health Services was $7.75 per hour compared to $7.00 and
$6.00 for profit-making agencies.

During the three years, an increase supposedly based on cost to $8.21 was
requested but disapproved. It makes one wonder how the company was able to
continue their operation at a $.46 per hour loss . . . that is if their actual cost
was $8.21, while others performed the same or better services for $7.00 or
$6.00 respectively.

On January 21, 1977, San Francisco Home Health Services submitted a bid
for the new homemaker contract for $8.03 per hour compared to other bids
of proprietary agencies which were all below $6.00 per hour for the identical
services provided by personnel with wages, benefits and seniority under the
identical union worker contract. :

On February 24, Mr. Hall, the Executive Director of San Francisco Home
Health Services, requested an increase on his old rate of $7.75 per hour to
$9.20 per hour for the two or three months of the remainder of the old
contract.
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How can this organization presently provide services for $7.75 while their
cost is supposedly $9.20 in February, 1977, and then submit a bid on a new
contract with higher wages and benefits for $8.03 on January 21, 1977.

I sincerely hope that this example will make you realize that all the nice
fairy tales published about non-profit companies are nothing but a “perpetuated
myth”, and favoritism toward them should end right here and now.

On the other hand, the fact remains that a lot of allegations have been
made against Health Help, Inc. and Visiting Home Services, Inc., both pro-
prietary companies, and that these allegations could have been extremely
harmful and destructive to those two companies, which I am afraid was the
purpose; because Visiting Home Services, Inc.,, was the most successful and
progressive company in the delivery of in-home supportive services in the
United States. The company was also the easiest target for any deficiencies in
the program as well as in the administration of the program, be it state or
county. When somebody had to be blamed, it was.the easiest to blame the
successful company with derogatory remarks and accusations, whether they
were factual or not. However, despite the tremendous publicity, and I mean
bad publicity, against Health Help, Inec., Visiting Home Services, Inc. and me,
in most of the newspapers in the country, nobody has ever bothered to listen
to my side of the story. Despite all the bad publicity- and allegations, Visiting
Home Services, Inc. continued to be awarded new contracts which were
approved by the State of California, and in many cases reluctantly. Often we
were not approved when we were the low bidder, and often we were not
approved when we were not the low bidder. It appeared that a company
in California .and some other States is being penalized for being the low
bidder. Counties in California or other states would not have awarded contracts
to Visiting Home Services, Inc. disregarding all the publicity if Visiting Home
Services, Inc., would not have lived up to the three major goals in the program:
1) the highest quality services, 2) well-compensated employees, and 3) the
lowest cost for services. I feel that this speaks for itself and should be seriously
taken into consideration when evaluating my testimony.

Despite the demise of Health Help, Inc. and Visiting Home Services, Inc.
and the fact that I was asked to resign three months before the companies
declared bankruptcy, the witchhunt on me personally continues, which in my
opinion is just as unfair ds it was in the beginning when I was singled out
as far as bad publicity was concerned.

I have been professionally involved in home care since ‘1964, much, much
longer than any one of my competitors. I provided physical therapy and re-
habilitative services since my arrival in the United States in 1949 in a profes-
sional, ethical and dedicated manner by medical prescription exclusively. I re-
tained my source of referrals from the medical profession, was well-supported
by the insurance industry and was the first one who provided physical therapy
and rehabilitative services under contract to the City and County of San
Francisco in 1960 to 25,000 city employees who sustained industrial injuries
in the line of duty.

Despite a statement made by Mr. Hall some time ago, I never had my physical -
therapy license, nor any other license, including my driver’s license, revoked.
When I entered the in-home supportive services field I not only did my very
best to render services at the highest standard, but at the same time to show
compassion for our workers as well as for the recipients of services. I con-
gidered myself advanced and creative and submitted numerous constructive
and logical suggestions to the various governmental agencies. Some of them
have been adopted, even if it took a long time in doing so. I consider myself
extremely involved in the home care industry, and I fully intend to continue
my involvement regardless of all the negative publicity in the past and with
the hope that this testimony before you will make my side of the coin known
to you and to the public and will gradually make Justlce prevail and clear the
air once. and forever.

The in-home supportive services program would give this nation the perfect
opportunity to accomplish great psychological improvement of the indigent and
homebound, job opportunities for welfare recipients and economic savings in
all aspects by: (1) encouraging and increasing home care versus institutional-
ized care; (2) training and hiring as exclusively as possible recipients of pub-
lic assistance and minorities to provide in-home supportive services.
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This can only be done if a recipient of public assistance’s wages are a little
higher than their welfare grants, if they are covered by health insurance at
least equal to Medicaid, and if they receive the modest fringe benefits as do
most other employees.

I wish to submit to you some rough figures. It takes an average of thirty
hours per month per client to keep this individual well cared for at home.
Some will need two or three times the number of hours, and many of them
will require less hours. If a person works an average of thirty hours per week,
he or she can provide service for approximately four clients. $340 million an-
nually nationwide is $30 million per month. At an average of $5.00 per hour,
which is a higher hourly rate than under contract, 6 million. service hours per
month could be rendered nationwide, . . - . . -

At an average of thirty hours per month, more than 2 million persons could
be serviced at a ratio of one homemaker/chore worker to every four clients,
and approximately 50,000 recipients of public assistance counld be removed
from welfare rolls. They could be returned to the mainstream of gainful em-
ployment, regaining their independence and self-respect, improving the econ-
omy, and paying taxes. If you deducted the savings in welfare .payments from
the cost of the program, you would be purchasing the service for an unbe-
lievably low cost. :

In addition to and'in order to simplify .and uniform the program, I suggest
the Federal Government and the State to perform. some kind of “Dun & Brad-
street” rating for in-home supportive services agencies. Let them fill in a ques-
tionnaire which would require disclosure of anything about the company that
the Federal Government or State wishes. to know. Give the agency a rating or
even disqualify some of them from ‘providing services for valid reasons. If a
county or state then invites bids with the criteria of awarding the bid to the
lowest, responsible and qualified bidder, they can easily obtain their rating for
quality and responsibility ; and all they have to do is look at the dollar figure
when they make an award. It would make it much easier for everyone con-
cerned, and a lot of money could be saved in repetitious bureaucratic proce-
dures on the county and state level as well as unnecessary and repetitious costs
of submitting and re-submitting bids, continuance of appearances before boards
of supervisors, involvement with legal counsel, etc. on the part of the providers.
These costs will sooner or later have to be added to the program, while the
cost for duplicating personnel, either on the county or state level, is likewise
unnecessary and could be saved, which, on & nationwide basis, would amount
to quite a bit of savings. S

In conclusion, government, be it Federal, State or county, should realize
that any program will be only as successful as they want it to be and as good
as they make it.

I believe that it would certainly be worth exploring the validity of these
recommendations. Thus, you would experience a pleasant surprise in mak-
ing more people happy by letting them stay in their own surroundings, in
making more people happy by removing them from welfare rolls and training
them for gainful employment, and in making more people happy by consider-
ably reducing the budget allocated for the in-home supportive services pro-
gram and welfare payments by combining the two into one project, from
which every American would benefit,

Again, thank you very much for having me honored with the opportunity
to testify before you.

Respectfully submitted,
PETER GOTTHEINER, R.P.T.

Senator CHURCH. Our next witness is Mr. Thomas Tierney, direc-
tor, Bureau of Health Insurance. I understand, Mr. James B. Card-
well, Commissioner of the Social Security Administration, was to
be here but, due to a conflicting engagement at the White House,
will be unable to attend. That was explained to the committee
earlier and he was excused. .

Mr. Tierney, we will look to you for the wrap-up testimony this
afternoon.
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Do you solemnly swear that the testimony you will give will be
the truth, the whole truth, and nothing but the truth, so help
you God ? .

STATEMENT OF THOMAS TIERNEY, DIRECTOR, BUREAU OF HEALTH
INSURANCE, U.S. DEPARTMENT OF HEALTH, EDUCATION, AND
WELFARE

Mr. Tierney. I do.

I would like to introduce Mr. Mike Piazza of the San Francisco
region who has been closely connected with some of your investigators
in these matters.

'As you said, Mr. Cardwell intended to be here but then got into
a schedule conflict and could not come back this afternoon. He
didn’t have a prepared statement; we went down to his office and
wrote a few points that he wanted to make and I have copies of it
here, at least enough for the members of the committee.

Senator CHURCH. Yes.

Mr. Tmerney. It is very brief. I don’t know whether you want it
read or not.

Senator Caurca. We will include it in the record.

Are these recommendations for changes in the law?

Mr. TmrnEY. Yes, specific legislative and administrative changes.

Senator Crurce. We will enter it in the record at this time.

Mr. Terney. All right.

[The statement follows:]

PREPARED STATEMENT OF HoN. JAMES B. CaArpwELL, COMMISSIONER, SOCIAL
SECURITY ADMINISTRATION

My comments are directed to lessons that we have learned not just as a
result of the individual cases that have come under review by the House and
Senate committees but also from our broader experience with home health
care generally.

POSSIBLE LEGISLATIVE CHANGES

Several changes in the basic structure of the medicare financing of home
health activities seem to bLe in order. The following might prove to be par-
ticularly useful at this time.

(1) The right of home health care agencies to nominate their own carrier
and/or intermediary has produced a number of anomalies that should not be
allowed to continue. For example, out of the more than 200 providers of home
health care in the State of California, one of the cases under review by this
joint hearing involves an agency that elected a given medicare intermediary
that processes claims for no other home health provider within the State of
California. (Other kinds of providers within the State and home health care
providers outside of the State are, of course, dealt with by this particular inter-
mediary/carrier.) One-on-one relationships between carriers/intermediaries
and providers are not acceptable. Most in doubt about such a relationship is the
lack of incentive on the part of the carrier or intermediary to develop a full-
scale and efficient system for screening and processing claims and. for that
matter, for reviewing and auditing the general activities of the provider. There
just isn’t enough activity to generate the need for the necessary range of re-
views and audits.

To deal with this anomaly, the Congress should consider the granting of
authority to the Secretary wherein he can make exceptions to the nomination
procedure that is the inherent right of all providers under the existing statute
without having to go through a hearing or without having to carry the burden
of proving that the exception is warranted. To be more specific, I would rec-
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ommend that the Bureau of Health Insurance be allowed to set up either a
single national intermediary to deal with home health care providers or a
series of regional intermediaries. In other words, establish an arrangement
where the volume of activity would generate a full range of reviews and audits.

(2) Stiffen criminal penalties for fraud and abuse. Those proposed in H.R.
3 and the Talmadge bill would probably be satisfactory.

(3) Provide the Bureau of Health Insurance and agents and others at in-
terest at the Federal level with full authority to gain access to not just the
records of the provider itself but the records of any interlocking activities of
the provider. This could be done by the granting of subpena power or a specific
right of access to be spelled out in the statute.

(4) Although I think it would take some additional time and effort, steps
should be taken to develop legislation which would better define those services
that can properly constitute home health care and be reimbursed as a part of
the medicare program. Today home health care seems to be in the eyes of the
beholder. Almost any service or activity provided by an agency can be argued
to justify reimbursement. Most important is the need to separate and identify
medical and health-related services from custodial and homemaker services.
The medical delivery system does not now have an established concept or
criterion for defining home health care or for the participation of profes-
sional and paraprofessional medical personnel in the furnishing of such care.
In short, as soon as possible, the Federal Government needs to decide what
should be covered under home health care versus what should be covered under
social and other services financed either directly or indirectly by the Govern-
ment. Until this is done, providers, reimbursers and beneficiaries alike will con-
tinue to be confused. This confusion invites fraud and abuse.

ADMINISTRATIVE CHANGES

(1) The program integrity staff of the Bureau of Health Insurance, par-
ticularly as it functions in the field, has had a need for a procedure to screen
and process initial complaints. Action to do this has already been taken by
the Bureau of Health Insurance in that specific staff is now designated within
each regional office for this purpose and a system has been designed to link
up any complaint with any previous history involving the same provider.

(2) A system is needed to automatically refer cases to the intermediary
or to the office of the inspector general, recently established as you know,
wherever a pattern of previous complaints exists. This is not now handled in an
efficient, systematic way. The Bureau of Health Insurance and the office of the
inspector general should work to develop such criteria.

(3) Again involving the office of the inspector general is the need to estab-
lish a systematic and routine audit of intermediaries on a predetermined cycle,
not just for fiscal purposes but, more importantly, to assess the effectiveness
of the claims processing practices and procedures employed by the interme-
diary. This is an established requirement for most Medicare activities, It seems
to be weak at the moment with respect to home health care agencies again, I
believe, because of a lack of volume relative to other medicare services. The
establishment of a limited number of intermediaries would help solve this
particular problem. .

(4) One of the problems facing medicare in the home health care area is
that many of the providers have been newly created and are without prior ex-
perience in the delivery of health care. They lack adequate organizational and
business practices and thus represent a source of both unintended errors and
deliberate fraud and abuse. Moreover, medicare and, where applicable, medi-
caid constitute the only course of their income. This invites them to maximize
their claims against the Government.

Steps should be taken to develop minimum requirements for participation in
the program such as proof of minimum acceptable and customary business prac-
tices and capacities. In cases where a prospective provider lacks experience and
adequate business acumen, he should be subjected to a special arm’s length
review and audit by, perhaps, a CPA in order to qualify for participation. This
idea needs to be perfected and probably would require legislation.

(3) Steps should be taken to review and evaluate the existing medicare pro-
vider reimbursement manual to determine whether special revisions might be
needed to deal with the special problems of home health care agencies.
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Mr. TiernEY. Senator, I think in fairness I should say that in
recommending the concept of either a single organization intermedi-
ary to do this job on a national basis or at least a limited number
on regional basis it is not meant to criticize the intermediary in this
particular case. I think the problems our California intermediary
experienced permeate the entire field. We have other situations in
which a single intermediary, while it may be expending literally
hundreds of millions of dollars in hospital care, is Eealing with only
a few home health agencies and quite frankly that does not, as the
Commissioner says, generate enough volume to keep them as alert
to problems as they would be otherwise. We think if one organization
were doing all of them it might be much better.

Senator CuurceH. Thank you. : .

Do you have any further testimony you would like to give?

Mr. TrerveY. No, sir. , ' _ '

Senator CaurcH. I have no questions.

Mr. Bafalis.

Representative Bararis. Thank you, Mr. Chairman. SR

Has there been any consideration given to requiring a bond on the

part of the people providing the service so that when you find sev-

eral hundred thousand dollars have been misappropriated the firm
does not go out of business and we have a chance of recovering
these funds?

. Mr. TmrneY. Yes; that has. certainly been considered. There are
lots of problems in it and again I don’t want to minimize what have
been very substantial amounts of money but nevertheless are rela-

- tively small in given situations. It is very difficult to get such a

solution, We are paying, as I said, hundreds of millions of dollars

to hospitals and if we were to ask somebody to bond a hospital

against giving unnecessary services or having unnecessary costs, I
think it would be impossible. Here we are asking a bonding company

‘to come in and in effect bond not only the integrity but also the

fiscal capacity of a relatively small agency. In our inquiries to date
that seems to be virtually impossible.

Representative Baratis. Are there any guidelines regarding the
administrative expenses as to’ what is and is not allowed? We just
heard a witness while you were sitting here that charged off a band,
charged off liquor and a number of other items as the cost of obtain-
ing business. Do we publish guidelines for the small operator so
that he fully understands what he can and cannot charge off as
part of his rate, and don’t we have the responsibility to do so?

Mr. Tmryey. If I may, the second greatest criticism of the medi-
care program—this may be the first at the moment—is the fact we
put out monumental amounts of paper. There are provider manuals
as well as intermediary manuals and carrier manuals that we try
to keep up to date and do go into elaborate detail as to what expense
medicare will reimburse and what it won’t. The problem is that
no matter how detailed our guidelines, we cannot anticipate every
contingency and circumstance. Moreover, the review of a provider’s
costs is not done as expenses are incurred but ex post facto, after
an accounting has ended. .

At the end of the year a provider compiles its costs and assembles
them into a cost report, which is uniform for everybody, and submits
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it. The intermediary desk reviews all cost reports and in those in-
stances where it seems appropriate, audits them. Often it is only
when you get into an audit that you discover certain kinds of non-
allowable expenses, included under the general and administrative
expenses section of the cost report. So 1t is not a case of sending
in a bill for a band or a photographer. ' :

Senator CHUrcH. It is a case of sending in the form that does

not mean anything unless you have an audit.
. Mr. TierNEY. You are right. Senator. In face of the fact that it
1s pretty clear in the provider reimbursement manuals that liquor
is not allowed at all, promotional activity is not allowed at all, ad-
vertising is not allowed at all, if somebody wants to include ex-
penses of that kind in a cost report it can be discovered and dis-
allowed, but usually by audit after the fact.

Representative Baravis. The concern I have is that the gentleman
says he never has gone into bankruptcy, he just stopped operating his
businesses. Obviously there are not any assets. Now he says he be-
lieves he has a $200,000 reimbursement coming, but let’s presume
that we find that we have overpaid him by $300,000 or $400,000.
Under the system of payment where an individual can set up a
series of companies as we have seen, establish a rate that is possibly
predicated on items which he would not get reimbursed for, and
when the audit starts, close down that business and open another
business. Eventually when we find that he does owe money there
is nothing in that corporation to pay it with. It seems that there
ought to be some way to protect the taxpayer. If we are going to
talk about national health insurance, Whicg will be much larger than
what we are doing in home health care—if we cannot administer this
program, I don’t know how we can begin to think about national
health insurance.

Mr. Tmrney. That is exactly the problem. Mr. Bafalis and I
think, one that the Commissioner was trying to address. This is not
to criticize home health agencies but the fact remains that a home
health agency need have no assets, it need have no building, it need
have no cash. It need only organize and get a registered nurse or a
physical therapist or both on the payroll and convince a State agency
that these are qualified people and that they are qualified therefore
to render care in somebody’s home and then the operation can be
off and running. Now that is what is so difficult. If you get a hos-
pital that goes bankrupt or a nursing home or something, you have
some assets to grab hold of. In the case of a home health agency
there usually is nothing.

Representative Bararis. It seems to me that the Congress should
establish programs and that we then ought to take the responsibility
when this kind of thing is allowed to happen. We ought to estab-
lish the kind of a program with requirements greater than the re-
quirements you have just outlined.

Mr. TiernEY. Yes, sir; let me just state the opposite side of that
coin because it is said so often and has been said to the Congress
in other committees looking at the positives of home health care,
and that is the government ought to be encouraging the use of home
health care; it ought to be begging people to go out and establish
agencies providing such services. On the other hand, we now come
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along and say to these agencies, by gosh, you have to furnish bonds,
you have to do this, you have to do that. I guess it is a case of
measuring to the best of your ability where the greater risk is. If
you get absolute assertions that it is all going to be swell, you will
not run into situations such as we'’re examining today, but then you
won’t have very many home health agencies either.

Representative Bararis. No, sir, but if you are chartering a bank
or if you are chartering an insurance company, or in Florida you
are going to operate a perpetual care cemetery, you are required by
the State to give guarantees that people who are making invest-
ments in those particular institutions are going to be able to be guar-
anteed for a period of time that their funds are safe or the invest-
ment they made is going to be protected. Now it seems to me at the
Federal level could do the very same thing. We have to accept the
responsibility for not having done it and I think therc is enough
intelligence within the Congress and the bureaucracy so that we
can design programs to protect the taxpayer and at the same time
give the type of service we have to give.

Mr. Trerney. I don’t disagree and I don’t want to be arguing
against that point of view. However, there is one, Mr. Bafalis, a
unique phenomenon in the home health care situation that is very
basic both to our understanding of the problem and how we deal
with it. For the most part, as the Commissioner said in his remarks,
there is no source of revenue other than medicare and whatever pays
for most of these agencies. Medicaid, Blue Cross and other argani-
zations still don’t cover home health care. Home health care had
never been a part of the whole spectrum of health services until
medicare came along so if you go too far saying you have got to
show experience, you have to show business acumen, you have to
show bond, and then you say, well, if that is not possible, you
cannot do business until you can, the likely result would be the
destruction of many of these agencies.

Representative Bararis. T have to disagree with that. Quite
frankly I have been in other businesses all my life and after listen-
ing to what T did today I think I missed the boat somewhere along
the way [laughter].

Senator CHURCH. You chose the wrong business.

Representative Bararts. This is the greatest opportunity to get
wealthy there is.

Mr. Trervey. Well, that is certainly a point of view I would
not argue with.

What you heard today is certainly discouraging. However, that
does not mean that all of them operate in that way and even new
ones need some opportunity to at least get started.

Senator CrurcH. Mr. Rostenkowski.

Representative Rostenkowski. Thank you, Mr. Chairman.

Mr. Tierney, what worries me is that this operation can become
so contagious that the legitimate operator, the person that really
wants to deliver home health care, can’t compete and I really have
been under the impression for as long as I have been working on
the Ways and Means Committee that the Bureau of Health Insur-
ance had an obligation with respect to watching how accounts were
flowing. T am wondering whether some of the people that are
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employed as administrators in this arca are doing their job when
we can send an auditor in from the Ways and Means Committee and
discover, in a very short while, some of the most unpalatable fraund
and abuses to a program that I should think you and your depart-
ment would be so familiar with that it should never have hap-
pened. It is really a shame, Mr. Tierney, that the ingenuity of
man works in the direction of abusing his Government more than
in helping it. I am really disappointed that we are at this juncture
principally because I think we are on the threshold of trying to
write a national health insurance program. I think Mr. Bafalis’
point is well taken. How can we manage something as large as a
health insurance program, when we cannot manage something as
small as this? How do we keep faith with the American people?
How can we legislate and have the support of the taxpayer whose
money these people have been using and really defrauding?

Mr. TiernNey. I think this certainly raises a question, Mr. Ros-
tenkowski, and we have to try our best to make it clear to the
American people that this is not characteristic of a government
health program. Let me say, if I may

Representative RosteENkowskr. You know the ordinary operation
of the program does not make news but this does make news. Given
that it is going to be, and has been, over a period of a year on the
front page of all of the newspapers, I can very well understand
that the American public loses faith not only in their legislature
but in the administrative offices as well.

Mr. Tmryer. I agree with you, and as you say, it does make the
headlines. But again, let me give it a little perspective, Mr. Ros-
tenkowski, and this is not said in defense of any given case. Medi-
care is dealing with over 4,000 nursing institutions, it is dealing
with independent laboratories, it is dealing with 250,000 physicians,
the carriers are processing about 94 million claims a year. This is a
big operation. Now we could try to audit every case down to the final
penny and this sort of thing would not happen, or you try to do
what seems to be reasonable and this sort of thing will happen,
somebody will sneak through.

Representative Rostenrowskr. I hope, Mr. Tierney, this is the
one that snuck through but the evidence shows us that there is a
pretty big hole in it.

Mr. Trerney. I don’t know which one we are talking about.

Representative RostEnkowskr. Yes; it is a shame, isn’t it?

Mr. Trvey. Well, I think we have had two of them to talk
about. The only point I was trying to make is that you cannot hire
enough inspectors or enough evaluators to go out and do a job.
Our program integrity operation in the California region consists
of only 16 people; yet they have got 10 percent of the medicare
business in the country.

We have tried to develop a system where we have not just in-
spectors going out but most of the people we have working in
medicare scrutinizing the process from the time a claim arrives at
the front door until it is finally audited out at the end. At the end
you are still going to lose a couple. This is the perspective from
which these problems should be viewed, and I have tried to get
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this into the newspaper but never succeeded. [f this can ever be
gotten across I think it should be encouraging to the Amierican
eople.
P Ipdon’t mean to suggest that our business is out to indict health
professionals but I think it is noteworthy that 10 years of its exist-
ence has referred more cases to the Justice Department and secured
more indictments and more convictions than all of the health in-
surance programs in the country combined—all the Blue Cross and
Blue Shield plans combined and all the commercial contracts.
Although we cannot get that message across very well I think this
kind of thing shows we do have a system, one that works rather well.

I think some of the things the Commissioner suggests, particu-
larly in this area, make sense and I would hope we might move
ahead with them. We now have 84 different intermediaries, I
think, dealing with these home health facilities—big, little, small,
urban, rural. That just does not generate in any one area or in
any one operation enough activity and I guess you might even
say enough interest to do everything that could be done.

Representative Rostengowskr. Mr. Tierney, when were you
aware that this operation was in effect? When did the Bureau of
Health Insurance become aware that Flora Souza was running a
corporation that was involved in something equal to carrying on a
fraudulent operation?

Mr. Trxey. I have been looking back through the record. I was
not aware of it at any time but in reviewing our reports it appears
that a complaint was filed in our regional office back in 1970, 1971.
I ask Mr. Piazza to please correct me or to fill in anything I miss.

The first complaint about the mismanagement of things was filed
by a former employee, someone who had worked there a very short
time, someone who again in the views of the people who were doing
the job at that time really didn’t seem to be too reliable. They
nevertheless said, OK, we have a complaint and turned it over to
the intermediary. The intermediary, not finding anything in its
records to indicate wrongdoing, dropped it.

Then we got more complaints not in that area, but regarding
services. Some people claimed they were receiving solicitations at
their homes to provide services they had not even asked for. 'Again
we looked into it and asked the intermediary to look into it. We
were lulled to sleep a little bit, Mr. Rostenkowski, by the fact that
their costs seemed quite reasonable. When the committee staff got
interested in the whole field and asked us to give a list of organi-
zations, I think it was becoming very clear we may have some
problems. This was one of them, and they have done an excellent
job since that time of zeroing in on this.

Representative RosTENKOWSKIL So your original complaint came
in 1970, 1971. Have there been other complaints about mismanage-
ment between 1970 and now?

Mr. TierNey. I recall one other.

Mr. Piazza. There has been a series of complaints over the years,
all dealing with somewhat different areas of the operation of Home
Care. There was a complaint in 1971 or 1972, as Mr. Tierney said,
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regarding the areas of costs that were charged to medicare by Home
Care. I think that is a particular episode that Mr. Tierney was
referring to. .

Mr. TrerNEY. I know better than to try to just kiss off any poor

erformance with you, Mr. Rostenkowski; I tried to do that once
Eefore. Sitting and looking at that record now and having had five
or six auditors spend months pouring through the thing, it looks
very bad. But I must tell you that at that time looking at this
situation in the whole context of this field it didn’t look like much
of a problem.,

Representative RosteNxowskr. Mr. Tierney, I agree that it looks
bad. It is horrible.

Mr. Tmr~EY. Yes, sir.

. Representative RosTENKOWsKI. You know the responsibility that
we are going to be charged with and we are going to have to walk
down that avenue together—you the administrator and we the legis-
lators. I just become very concerned with the attitude that people
are going to have toward their government with respect to a mas-
sive program that we are on the threshold of trying to write. I am
disappointed because this is just not the best way to start on a
health insurance program for the people in this country that I
think they deserve. :

I am disappointed because I don’t know that we can develop in
the next 2 or 3 years. the confidence that is necessary for us to
write good legislation. It may take more administrative acumen
or it may take more investigators in order for us to ultimately pro-
vide the health services that are necessary. I think that we are going
to have to hire more people but I think, Mr. Tierney, we are going
to have to hire people that are willing to work, that are willing to
watch the program, that are willing to make decisions and to charge
people . with falsely documenting applications or documents that
they are issuing to the Federal Government. '

I have no further questions.

Senator CHURCH. Mr. Martin.

Representative Marrin. I yield. .

Senator CrurcH. I promised Mr. Vanik that I would yield to
him next. . S 4

Representative . Vanik. Having been, as you know, Senator,
chairman of the Oversight Committee last year I requested your
office to let the staff have access to some audit papers on home
health care. Mr. Cardwell wrote me back a two-page letter telling
me why the Social Security Administration could not give me
these audit papers. Then yesterday I heard the ‘Senator say that
the law you cited to me was not intended to apply to Congress.
Then I discovered that the documents that I wanted wcre given to
Mrs. Souza’s lawyers under the freedom of information proceeding
[laughter]. The violators seem to have more access to the records
than the investigators and I feel like I am stonewalled. I feel this
was kept from us because we were on the trail, as you know, and
we wanted to see the important documents. '

What have you got to say about that? Did you change your mind
about the letter I got from Mr. Cardwell, that two-page letter that
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explained to me why my committee staff could not have access
to these working papers?

Mr. TmrneY. Not at all. I would like to explain, Mr. Vanik, a
lot of things happened yesterday but we didn’t change our mind.
HEW I mean.

I would hope that Mr. ‘Vaughan, Mr. Martin, and Mr. Halaman-
daris would agree that the Bureau of Health Insurance did every-
thing it could to cooperate in every way in providing everything it
could in this case. When we finally got down to the question of the
working paper backing up the audit done by the intermediary, for
better or worse, our HEW General Counsel said that under the
law we cannot disclose the names in those workpapers. So the letter
was written to you, Mr. Vanik, saying first of all we would be
glad to turn over the papers with the names deleted; second, that
this was general counsel’s opinion and if the committee’s counsel
wanted to sit down with them and fight it out, that would cer-
tainly be appropriate; and third, that if the committee, as a result
of its own investigation had developed the names so that it was not
a case of our disclosing, which our attorney said we could not do,
that would be fine, but nothing came of that.

Now when these people filed their demand for these documents
under the Freedom of Information Act—— A

Representative Vantk. I want to recall that I have had some
bad experience on that with the Administration because I had a
situation where the Internal Revenue Service Director would not
give us records under the Freedom of Information Act but gave
the whole ‘Government’s case to a person who was indicted for tax
evasion. I am wondering, who does the agency work for? It seems
to be a defendant’s agency and that was my problem with IRS and
apparently that has been my problem with your agency. What
about the plaintiffs, the people? What is our right to access? We
do it in their name. They do it to protect their resources. I think
the stretch should be made in behalf and in support of the investi-
gation.

” Mr. Trerney. I just have no argument with you: When the Social
Security Act was enacted, as you well know, there was great con-
cern about the privacy of people, beneficiaries and their earnings
records. The Congress wisely wrote into the law provisions that
would protect the privacy of information in Social Security files.
Now 40 years later the situation has changed and we have all kinds
of different people—doctors, lawyers, and others, certainly never
intended to be protected by those provisions but there stands the law.

Now I know that the regulation which interprets section 1106 is
being reviewed by the Department right now and I am quite sure
it is going to be liberalized. While the decision in this situation
sounds, I am sure, bureaucratic, it nevertheless represents the Gen-
eral Counsel’s considered interpretation of the law.

-Representative Vanig. You know, what puzzles me is that these
discretions, this is what we are talking about, the discretion to act
or not to act to provide the information or to hold it, if you are
going to have a doubt it seems to me it should be resolved in the
public’s interest and I don’t know that you have to worry too much
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if we have that sort of an approach. I want the public’s access to
really be equal, not less than anyone else’s but equal.

I have one other question, Mr. Chairman.

Do you believe that BHI officials should moonlight or be per-
mitted to take consulting fees from anyone who is a provider or
working for providers under the medicare/medicaid program? Have
you encountered any BHI officials taking such consulting fees or
having their expenses picked up by providers?

Mr. Tmryey. Well, the answer to that first question is no. I agree
that that is not acceptable. As to your second question I am not
aware of any such situation.

Representative Vanix. You don’t know.

Mr. Trerney. Wait a minute. You have clipped me enough, Mr.
Vanik.

There may have been situations in which people in the Bureau
of Health Insurance, maybe people in the Social Security Admin-
istration or in the Department of Health, Education, and Welfare
who may have had their transportation costs paid for addressing a
national association meeting or something of that kir?. You can
always argue about is that good or bad. I don’t think it is very
good since these usually are private organizations. If it is a big
national association you can still argue about that but it may be
less questionable than other situations. I never have known of any-
body in BHI to ever accept any kind of a fee for moonlighting or
to do more than perhaps make a mistake in letting somebody pick
up a dinner check or something of the sort.

Representative Vanmx. I am talking about a specific provider.
You don’t know of any cases in which this would have been done
for a special single provider?

Mr. Tmrney. I know that in the record in this situation, Mr.
Vanik, that there is a gentleman who works with BHI who was
on government business from Baltimore to Colorado Springs and
who as I recall it, on a weekend was offered a position by this
organization. So without claiming any per diem and by taking
annual leave and doing all those things appropriately he did fly
from Colorado Springs out to California, had the interview accord-
ing to the gentleman, quickly decided he was not interested, flew
back to Colorado Springs, got on the plane and flew home to
Baltimore. That is one.

Now there are a couple of other allegations I am told about
people’s names appearing on luncheon checks and one thing or
another. I know that the one individual whose name was brought
to my attention was not even in California when it was alleged he
was there.

Now if there were any BHI people involved in what the last
witness was talking about, I would plead with this committee to
let us know. I don’t want to sound like a Simon Pure but I think
one thing we hopefully have convinced the American people about,
Mr. Vanik, is that there is no crook in the Burean of Health In.
surance and if there ever is I hope we will all disclose it very
quickly.

Representative Vanik. Well, I just want to report to you that
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I understand that our staff has picked up at least two other situa-
tions in this one case so——

Mr. Tmryey. I might ask you if it is possible for your staff to
tell us about those and I will be very happy to give you a total
investigation.

Representative Vanig. Well, I am certain that that will be dis-
closed during the course -of the progress of this hearing.

Thank you very much.

Senator Caurca. You will be so informed.

What is the present annual cost of medicare?

Mr. Tieryey. You mean benefit, total program?

Senator CHURCH. Yes.

Mr. Trerney. I think we estimate for fiscal 1977 close to $22 bil-
lion, Senator. I would like to give you the exact figure.

Senator Caurce. Do you have any figures as to the number of
annual patients that the program now covers?

Mr. Terney. Now I get a little—

Senator Crurcr. You know what I am getting at. How many
people?

Mr. Tmerney. There are around 8.5 miillion inpatient hospital
admissions under the institutional part A expenditures. As I said
before, there are over 94 million services performed under part B.
Now that does not mean:there are that many claims; five or six
might be submitted in one claim. If I may, I would like to give
you the exact figure.

Senator Crurca. Our figure here is about 24 million beneficiaries,
all services considered.

Mr. TiervEY. YOou mean that is the number of people who get
some benefit ?

Senator CrurcH. No.

Mr. Trerney. I am surprised at that,

Senator Crmurca. No, no. The 24 million people is the number
covered and entitled to benefits. You say that about 8.5 million are
hospitalized in the course of a year.

Mr. TmrNEY. Yes, sir. ‘Again I would like to give yow the exact
figures. You have to remember that under part B there is a de-
ductible.

Senator CaurcH. Yes.

Mr. TiernEY. So that there are or were, and I think I could esti-
mate, 10 million people who exceed the deductible and get medicare
payments, Of course all of them are covered.

Senator CrurcH. Yes. So with 9 to 10 million receiving benefits
in a year’s time in a program that is costing $22 billion a year,
medicare has referred, according to our statlstlcs, about 741 cases
to the Justice Department since 1969.

Mr. Tierney. That is right. T might say, Senator, that is the
result of over 40,000 mvesbmatlons “of allegations of fraud and
abuse since the program started. That means there are a lot of
things that some old lady or some person comes into a district
office and says, “I don’t think this bill is right,” but nevertheless
we run that down.

Senator Crurcm. I think the point is that with a program as
mammoth as this you are quite right when you say that there will
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be no way that it can be policed to the point where all of these
frauds will ever be detected. Therefore, I think we must find a
method for administering this program that puts the incentive on
the side of honesty and which somehow gets us away from the
present dilemma which has been described several times over in
the past 2 days where the Government pays on a kind of cost
plus basis and where every incentive is to maximize the cost.

Now we just have to find some other way of doing it and I don’t
know what it will be but I do know that the legislation that is
presently being proposed as a remedial falls so far short of this
problem that we ought not to get up our hopes that much will be
accomplished with 1t. I think it does not begin to address the
magnitude of the problem that faces us.

At this point I would like to have the statement of Representative
Pepper put in the record. '

The statement of Representative Pepper follows:]

STATEMENT OF REPRESENTATIVE CLAUDE PEPPER, CHAIRMAN,
HOUSE SELECT COMMITTEE ON AGING

As chairman of the House Select Committee on Aging, I am pleased to have
the opportunity to express my views on the timely and important topic of fraud
and abuse among home health agencies.

The integrity of the health care system in America is dependent to a great
degree on our efforts in Congress to eliminate even the appearance of fraudu-
lent or abusive activity in federally supported or endorsed health care pro-
grams. American taxpayers and all who benefit from Federal or federally as-
sisted health programs deserve to know that these programs are the best we
can provide in our effort to insure every American of good health care at a
decent cost. I commend the efforts of my colleagues on these two important
committees of Congress who are endeavoring to address the important and
complex issue-of fraud and abuse in home health programs.

I continue to believe that home health care must be a vital component of
our American health care system, providing services which are at the same
time more personal and individual and cost efficient, as well. Ilxperts are in
agreement that home health care will be less costly than institutional care at
lower levels of impairment. Care for those with low disability is significantly
less expensive in their homes than in even the lowest level of institutional care.

The area of home health care has been studied for many years. In 1974, the
General Accounting Office reported to the Congress that home health care—
while not a substitute for appropriate institutional care—is generally a less
expensive alternative when such care would meet the patient’s needs. The GAO
reported that several studies focusing on savings realized by early transfer of
patients from hospitals to home care programs have pointed out that such care
can be less expensive than institutional care.

The Department of Health, Education and Welfare has recognized the need
for alternatives to institutional care and has funded projects to study this
area. In 1975, the General Accounting Office reported in its review of twenty
studies dealing with the cost of home care that nineteen presented data which
supported the proposition that home health care can be less expensive under
some circumstances than alternative institutional care. I firmly believe that
expanding the availability of home health care is important to the well-being
of older Americans, and for that reason I have introduced a number of pro-
posals whose aim it is to make home health care more generally available so
that institutionalization of the elderly can be the exception, rather than the
rule it has become. Implicit in my proposals is acknowledgement of the fact
that any health service which is financed in whole or in part by the Federal
Government must be financially sound. -

I am gratified that the authors of H.R. 3, the Medicare-Medicaid Anti-Fraud
and Abuse Amendments, Congressmen Rogers and Rostenkowski, have included
in this important legislation two proposals I have advanced. The first is the
requirement that providers and suppliers under both Medicare and Medicaid

87-469—77——S8
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disclose, upon request, ownership interest of 5 percent or more. Congressman
Edward Koch and I proposed disclosure in H. R. 453, which has 68 additional
cosponsors. It also was recommended by the Subcommittee on Health and
Long-Term Care, which I also chair, and by the full Committee on Aging last
year. It is imperative that operations which involve Federal funds be carried
out in the broad daylight.

Second, the authors of IL.R. 8 included my proposal for a requirement reaf-
firming the clear intent of Congress that Medicaid be the payor of last resort
where third parties such as insurance companies and auto no-fault insurance
programs have an obligation to pay. This in the intent of my bill, H.R. 1128,
which has been cosponsored by 64 of our colleagues.

The Social Security Act requires each State to take all reasonable measures
to determine the legal liabilities of third parties to pay for covered medical
services. The Department of Health, Education and Welfare estimates that
between $200 and $500 million could be saved each year through a vigorous
program of collecting from liable third parties. Yet HEW State audit agency
reports have proved that recovery programs by the States are sadly lacking.
And several States have enacted laws, primarily automobile no-fault insurance
programs, which serve to make Medicaid the primary payor, rather than the
payor of last resort as intended by Congress.

Medicaid costs the States—not just the Federal government—a great deal of
money. The States should recognize that it is in their own interest to seek out
other parties which have responsibility to pay for medical services that other-
wise deplete State budgets. I have urged, and will continue to urge, that HEW
emphasize the necessity that States comply with this important legal require-
ment.

It is my expectation, and my hope, that this legislation will be enacted with
the greatest possible speed.

H.R. 1116, which I introduced on January 4, 1977, and which is cosponsored
by 73 of my colleagues in the House, includes a number of provisions which
would assure the integrity of home health agencies and prevent opportunities
for abuse or fraud. Means of achieving control over the quality of performance
of home health service providers would be improved by amending the definition
of “home health agency” in section 1861 of the Social Security Act to require
home health service providers to have in effect a utilization review plan along
the same lines as those now required of hospitals and skilled nursing facilities.
This would assure that periodic assessment of need is carried out to provide
for the most efficient use of scare resources. The Secretary would be given
authority to make appropriate changes in regulations that would take into
consideration the non-institutional character of home health service providers.

Another change proposed by my bill, H.R. 1116, would require an annual
audit of the financial statements of home health service agencies by a certi-
fied public accountant as a basis for cost-related reimbursement. The auditor’s
opinion would state that expenses of the agency are in conformance with al-
lowable expenditures as authorized in HEW regulations and guidelines. This
would ensure that the financial statements are accurate, but even more im-
portantly, that the costs claimed in the financial report are legitimate, honest
costs invovled with providing health services. This is an important concept and
one which deserves the careful consideration of the Committees of the Congress.

To conform other sections of the Act affected by the proposed changes, pro-
visions in the Social Security Act dealing with duties and functions of Pro-
fessional Standards Review Organizations would be amended to make it clear
that nursing homes, intermediate care facilities and home health agencies, as
well as medical institutions, are to be routinely subject to review by such pro-
fessional organizations. Moreover, another provision of this bill would require
the inclusion in Professional Standards Review Organizations of nurses, social
workers, guidance counselors, and other health professionals as well as phy-
sicians

Further, my bill proposes to supplement that section of the medicare law
which defines reasonable cost by adding a provision that “payment with respect
to services provided by hospitals, skilled nursing facilities and home health
agencies shall to the maximum extent practicable be on a reasonable cost-
related basis”. A similar provision is included in H.R. 1126, which I also intro-
duced on January 4, 1977, and it provides that the Federal requirement for
State medical plans that makes it necessary for States to pay “for skilled nurs-
ing facility and intermediate care facility services provided under the plan on
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a reasonable cost-related basis,” after July 1, 1976, shall also apply to “nursing
homes, health agencies and other long-term care providers”.

I believe we should encourage the concept of cost-related payment to all
health care institutions under both medicare and medicaid. In the 92nd Con-
gress, the Senate Finance Committee expressed concern that in the absence of
statutory requirements, some long-term care facilities were being under-paid
by Medicaid while others were over-paid. Section 249 of Public Law 92-603, re-
quiring reimbursement on a reasonable cost-related basis, resulted from that
concern. I believe that we should expand this concept. Not only will it save
money, but it will also give the assurance that adequate funds are provided
to support a high quality of patient care in health care institutions. I believe
we must emphasize this goal in all our future deliberations.

I believe that proposals such as those I have outlined are central to our
efforts to assure the integrity not only of home health care providers but indeed
of all sectors of our health care system.

Congress and the Administration must let it be known that we will not
tolerate fraudulent or abusive activity by those who are fortunate enough to
participate in federally financed health care programs. We must act, in the
ways I have described, and in others deemed to be necessary, to tighten ap-
plicable laws and regulations and to maintain adequate oversight so that op-
portunities for such activity are not available.

However, I strongly believe that we must guard against giving the impres-
sion that we are less than supportive of the concept of home health care as an
essential, indeed the most natural, component of health care delivery. The
Subcommittee on Health and Long-Term Care has given a great deal of study
and attention to both the philosophy and the practice of providing health serv-
ices in the home for those who do not require the full-time attention of skilled
health professionals. A Subcommittee report of January, 1976 entitled “New
Perspectives in Health Care for Older Americans: Recommendations and
Policy Directions” revealed some of our findings on this subject. For example,
a January 1975 study contracted by the Department of Health, Education, and
Welfare cited figures indicating that between 144,000 and 260,000 persons, or
between 14 to 25 percent of the approximately one million elderly persons in
skilled and intermediate nursing homes, may be ‘‘unnecessarily maintained in
an institutional environment.” As further evidence of the extent of over-
institutionalization the Subcommittee heard from Dr. Robert Morris who testi-
fied in behalf of the Levinson Gerontological Policy Institute of Brandeis Uni-
versity that depending on the area of the country which was examined, un-
necessary institutionalization ranges from 10 percent to 40 percent. These
figures represent persons who have been placed in long-term’ care institutions
because there were no alternatives available to them.

In addition, my Subcommittee has collected evidence that there are from
two to three million non-institutionalized aged persons who are bedfast, home-
bound, or have difficulty in getting outdoors without help. Moreover, the Na-
tional Council of Senior Citizens estimates that one out of six older Ameri-
cans who do not reside in institutions need help in social services if they are to
be able to remain in their homes. These facts tell us that we need to take a
long and hard look at how Federal policies may contribute to what has become
the national rule, rather than exception, of placing older people in institutions
whether or not it is actually necessary. ) '

I quote from this Subcommittee report: “It is a tragedy of our times that
we as a nation should find ourselves in the position of thinking of home health
care for the elderly as an alternative to institutionalization. Somehow, it shocks
the conscience and goes against the grain to deal with the subject in that con-
text. It only stands to reason that in the natural order of things it should be
just the reverse. Institutionalization should be an alternative to home health
care.

While there will always be highly disabled patients who require full-time -

institutionalization in nursing homes, persons capable of remaining in their
own homes should have the right to choose.

That is why I have proposed legislation to expand coverage of home health
care under the medicare and medicaid programs. Essentially my proposals
would strike the requirement for prior hospitalization under Part A and elimi-
nate the limit currently in the law of 100 home health visits following dis-
charge from the hospital or skilled nursing facility. My proposed legislation
would also amend Part B of medicare to broaden home health coverage. Part
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B would be amended to strike out language that limits coverage to 100 home
health visits and provide instead that home health coverage is available under
Part B to the extent that it is not available under Part A without limit.
Limitations in Part B that restrict home health coverage to not more than 100
visits a year would be repealed.

H.R. 1126 would amend Title XIX of the Social Security Act (medicaid) to
include an expanded definition of home health services that would qualify for
medicaid coverage. This expanded definition of home health services would
make medicaid funding available for nutritional counseling, professional guid-
ance and personal counseling, periodic chore service, and hospital outreach
services.

There merely are general descriptions of the proposals I have introduced, and
which I believe merit the careful consideration of the legislative committees
of the Congress. The provisions I have described are but a small portion of the
proposals I have introduced to address what I believe to be the serious needs
of older Americans.

But I hope that my remarks have indicated clearly my deep concern that our
efforts here not jeopardize in any way the work that currently is underway to
expand vitally needed home health services for the benefit of all Americans.

In summary, I commend my colleagues for undertaking this most valuable
effort to detect and address fraudulent activities which could in the future
impair our ability to deliver home health services to those who desperately
need them. At the same time, I urge that you give equally needed emphasis to
the priority of expanding home health services to address the vast unmet need
which exists.

Senator CrurcH. I would also like to include in the record and
then' T am going to have to leave and other members may have
questions to ask—I will turn the remainder of the hearing over
to others who want to ask you further questions—we have a letter
here addressed to Herman Talmadge written by H. Eugene McNease
of the Regional Commissioner’s Office of External Affairs in At-
lanta, making a further complaint that when cases are turned over
to the Justice Department there is a great reluctance to prosecute
such cases. '

I think one of our real afflictions in the series of hearings we are
now conducting brings it out it is a white collar fraud in this
country, white collar embezzlement, involving business people and
professional people. Since it is quite a different thing than ordinary
street crime and frequently prestigous people in the community are
involved there seems to be not only a failure to adequately police the
system against their transgressions but also to prosecute once cases
are finally referred to the Justice Department. :

So without objection I will include this letter in the record to-
gether with the investigative memorandum pertaining to the case
of Peter Gottheiner. )

[The letter follows; the investigative memorandum appears in
appendix 1, p. 1105.]

REGIONAL CoMMISSIONER’S OFFICE
- OF IIXTERNAL AFFAIRS,
Atlanta, Ga., February 2, 1977.
Hon. HERMAN TALMADGE,

Russell Senate Office Building,
Washington, D.C.
(Attention of Russell King).

DEAR SgNaToR TaLManee: I was a Program Integrity Specialist for the Bu-
reau of Health Insurance, Social Security Administration, for four years until
July 1976 when I asked to be transferred. I am currently working in the Con-
gressional Inquiry section of the Atlanta Regional Commissioner’s Office,
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I asked to be transferred because I became indignant and dismayed with
the Justice Department and frustrated with the Bureau of Health Insurance.
In case after case U.S. Attorneys failed to prosecute violators of Medicare
laws vigorously while the Bureau of Health Insurance stood idly by. Allow me
to briefly review four cases that illustrate my point.

I investigated a case in Asheville, North Carolina in which three related
doctors cheated Medicare out of at least $34,000.00. I presented the case to the
U.S. Attorney in Asheville who delayed the case and finally refused to present
the case. They referred the case to Washington who sent it back with a recom-
mendation to prosecute civilly. Upon the recommendation of the Bureau of
Health Insurance Atlanta Regional Program Officer a settlement for one
quarter of the $34,000.00 was agreed upon.

I investigated Dr. O. B. Crocker, M.D. and Calhoun County Hospital of
Bruce, Mississippi. Dr. Crocker and his family owned and operated the hospi-
tal through a non-profit corporation. In filing the annual hospital cost reports
Dr. Crocker included family and personal expenses for reimbursement by
Medicare. One significant cost item was the remodeling of Dr. Crocker’s son's
law office. The family and personal expenses included as hospital expenses re-
imbursed by Medicare totalled $66,000.00 for four years. The U.S. Attorney’s
office in Oxford held my investigative report over six months until Dr. Crocker
died. Although three other persons were implicated, the U.S. Attorney de-
clined to prosecute anyone. He never even presented the evidence to a Federal
grand jury for their consideration.

My investigation of Dr. William J. Wheeler of Wilmington, North Carolina
revealed 30-40 counts of filing false Medicare claims. The Raleigh U.S. Attor-
ney’s office brought a ten-count indictment against Dr. Wheeler but did not
pursue the prosecution of the case for almost a year. Meanwhile the witnesses
because of pressure from Dr. Wheeler and advanced age became incompetent.
The U.8. Attorney’s office finally agreed to a plea of nolo contendre to five mis-
demeanor counts. The judge fined Dr. Wheeler a small sum and suspended his
sentence. He is continuing to practice in spite of recommendations that his
license be revoked.

I conducted an investigation in Tampa, Florida disclosing the following:a
kickback scheme between Feegle & Howard Doctors Lab and numerous medi-
cal doctors, osteopaths and chiropractors in four counties; a kickback scheme
between Feegle & Winkle Respiratory Services and South Florida Baptist Hos-
pital; and the filing of false Medicare claims for NX-rays, lab tests, and pul-
monary function studies by Medicare in Motion, Feegle & Howard Lab and
F&W Respiratory Services respectively.

Upon my direction a Federal grand jury heard testimony covering all these
violations. However, due to delay in the U.S. Attorney’s office, this grand jury
disbanded without handing down any indictments.

I was allowed thirty minutes to present the case to a new grand jury in
April 1976, ten months after my investigation began in July 1975. Upon the
recommendation of the U.S. Attorney’s office four individuals were indicted—
three of whom were insignificant participants, while none of at least twenty
doctors implicated were touched. Particularly significant is the fact that Dr.
John R. Feegle, the one person who was most significant in all these schemes,
was not prosecuted, indicted, nor subpoenaed for questioning. I objected
to this obvious special treatment. I was accused of misconduct and thrown off
the case by the U.S. Attorney’s office. I was subjected to unfounded accusations
and harassment. My career as an investigator was destroyed. But most sig-
nificant, the case was not prosecuted properly.

As a government agent investigating while collar crime, I have come to ex-
pect name calling and mud throwing from defense attorneys. This is part of
the game. But I was shocked when the U.S. Attorney’s oflice used this tactic
against me. This does not speak well of anyone but its use by the Justice De-
partment against a Federal agent is frightening.

It is important to realize that stronger penalties will not solve the problem.
There must be a strong resolve to investigate and vigorously prosecute all
violators whoever they are.

The protection of the integrity of these health programs is not the only
problem. Health care is already the Nation's second largest industry and grow-
ing as fast as any segment of our economy. National health insurance in some
form is certain to become a reality. Therefore, it is paramount we develop bet-
ter means of conveying health care and particularly medical care to the public.

i
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I believe this can only be accomplished through cooperation between gov-
ernment entities and the medical community, In fact leaders of the medical
community should take the initiative in solving problems of conveying medical
care to the public and reimbursement for these services. If they do not, the
government must.

The most significant problem we face is cost. Health care in general and
medical care in particular demand an ever increasing share of our consumer
dollar. Today’s costs after Medicare exceed the entire cost of health care prior
to Medicare in 1965. Therefore, the impact of spiraling health care costs is
obvious. The impact is sharpest on senior citizens who need health care more
but can afford it less. More significantly, spiraling health care costs make it
mandatory to have third party payers for all segments of our population. This
inevitability must be met with expertise to assure quality care for the patient
and to prevent abuse and fraud by providers.

Another problem is a growing disparity between health care available for
the affluent citizen and that available to the poor citizen. Young doctors look-
ing for medical practices are drawn to areas where the people are younger,
healthier and more affluent. They find medical practice in these areas is less
demanding and more rewarding monetarily than practice in urban ghettos or
depressed rural areas. Therefore, the gap continues to grow broader as medical
expertise becomes less accessible to those who need it most. We must change
our system to make it more desirable for doctors and hospitals in depressed
areas. A system that will convey equitable medical care to all segments of our
population must be developed and implemented.

These are some of the problems we face. There are many others! The ques-
tion of the hour is—who is going to take the initiative? I hope the medical
community will act on its own volition but experience has shown this is not
likely.

Therefore, the government must provide the leadership. I propose the fol-
lowing: a government-funded research and training program. This program
should have two purposes: to train doctors and medical support personnel at
government expense who will serve in depressed areas, and to search for new
management techniques, new technology, and better utilization of medical
facilities and expertise in order to provide quality health care to all while
controlling costs and eliminating wastes.

I believe such a program would show the way. It would enable us to take
an objective look at our present systems of delivering health care and reim-
bursing providers of these services. We must place the incentive on getting
the patient well as opposed to keeping him sick. We must develop minimum
and maximum standards of treatments according to valid diagnoses. We must
find a system to prevent the tremendous duplication of tests and services now
accepted as routine in the medical community.

In conclusion let me say, bigger government cannot solve the problems with-
out the cooperation of the medical community. It must show an intensified
concern to seek solutions and greater willingness to implement these in the
day-to-day care of patients. The time has come for doctors to come down off
their individual pedestals and work together. It is time the science of medicine
was exposed to the scrutiny of independent research. It is time the practice
of medicine was exposed to independent investigations. Realizing this is a new
and drastic step, we must have patience but perseverance.

Respectfully yours,
H. EuGENE MCNEASE.

Senator CrurcH. I turn the hearing over to Members of the House
who have further questions to ask.

Mr. TmryEY. Sir, may I——

Senator CaorcH. I apologize for having to leave.

Before I leave, what is it you would like to say?

Mr. TerNeY. I knew of this letter. I think in fairness to the indi-
viduals and to the Justice Department I should say that there is a
written statement about that letter, and I would like to have it
submitted.

Senator CHURCH. Yes. If you have any statement or if there is a
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statement on the part of the Justice Department in reply to the
letter, that statement, too, will be included in the record.

[The statement referred to follows:]

[ Testimony resumes on p. 1091.]

REPORT To THE DIRECTOR, BUREAU oF HEALTH INSURANCE, SSA, FROM THE
REGIONAL MEDICARE DIRECTOR, ATLANTA

Subject: Senator Talmadge’s letter dated February 15, 1977, re allegations
of Mr. H. Eugene McNease, former program integrity specialist, BHI,
Atlanta.

We appreciate the opportunity to comment on Mr. McNease's letter of Feb-
ruary 7, 1977, to Senator Talmadge. Mr. McNease's comments are for the most
part unfounded and biased. We are extremely pleased with the cooperation
of the Justice Department in this region, and with their prosecution efforts on
medicare cases in the majority of instances., We disagree with most of Mr.
MecNease’s comments on the four cases which he cites, and categorically dis-
agree with his allegations about inappropriate handling of cases by Justice.

We characterize Mr. McNease as a sincere but misguided, disgruntled former
employee who is somewhat bitter over his lack of success as an investigator.
His inadequate performance apparently stemmed from an inability to perceive
true facts and make judgments on the establishment of evidence in complicated
medicare cases. Mr. McNease implies in his second paragraph that his transfer
request was wholly on his own initiative based on dissatisfaction with Justice
and BHI. In part, at least, his transfer request was in response to our dis-
satisfaction with his performance and conduct.

With reference to the case in Asheville, N.C. (Appalachian Hall Hospital
and Doctors William R., Mark and Robert A. Griffin) Mr. McNease's state-
ments are either misleading or incorrect. Mr. McNease did investigate this
case, and his work did establish fairly conclusively that false claims had
been filled out by personnel employed by the doctors and the hospital. The
disputed services on the claims were services rendered by medical social
workers, but billed as physicians’ services. However, the claims were sub-
mitted on an unassigned basis; i.e., the suspects did not file the claims and
did not receive the medicare payments. The claims were submitted by the pa-
tients and medicare reimbursement went directly to the patients. The doctors

~and the hospital filed no claims and received no payments. This was the most

significant weakening factor in the criminal case. The U.S. attorney gave
every consideration to prosecuting this case, but the Justice Department in
Washington ultimately made the judgment that the case lacked prosecution
merit due to weakening factors. We agree with Justice’s judgment that this
case is not worthy of criminal prosecution.

The $34,000 figure Mr. McNease uses is incorrect. A recent onsite audit
established that the incorrect payments were approximately $23,000. However,
offsetting to this to some extent is the allegation by the doctors that they
did not bill for services which they rendered personally to medicare benefi-
ciaries. They would have been entitled to such medicare reimbursement if they
had filed claims. We believe that the appropriate amount of offset is approxi-
mately $5,000 which would make the overpayment approximately $18,000.

Nobody in this office has recommended a settlement of this case, and no
settlement has been agreed upon to our knowledge. Justice is considering an
offer in compromise from the suspects of $9,276. Additional information has
been requested before a decision on acceptance or rejection is made.

In his comment about the O. B. Crocker, M.D., case, Mr. McNease insinuates
that the U.S. attorney “held” his investigation report over 6 months until Dr.
Crocker died. This is patently ridiculous. No one anticipated Dr. Crocker’s
death. The fact is, Mr. McNease and his supervisor met with the U.S. attorney
and the U.S. attorney indicated he would seek an indictment. The case was
dropped only because of Dr. Crocker's death. Three other persons were impli-
cated, but their culpability was not established, and could not have been, in
our opinion. We satisfactorily resolved the case administratively. Mr. McNease
participated in this resolution.

We are very pleased with the outcome of the William J. Wheeler, M.D., case.
The U.S. attorney did not intentionally delay the case as Mr. McNease implies.
The reason the U.S. attorney brought a 10-count indictment, according to the
assistant in charge, is that when he and Mr. McNease interviewed the poten-
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tial witnesses Mr. McNease had developed, many of them did not recognize
Mr. McNease. In many of our cases our aged beneficiaries deteriorate as
witnesses, and were particularly weak in this case. Under these circumstances
we believe plea bargaining was-appropriate. Dr. Wheeler was fined $5,000,
not “a small sum” to us.

The fourth case (Winkle) was not properly developed by Mr. McNease. He
would have you believe that “upon my direction” testimony was presented to
a grand jury. Of course, the Justice Department directs such activity. The
grand jury term did end without an indictment, but only because it did not
hear sufficient evidence to indict. This was not due to intentional delays as
Mr. McNease asserts.

The individuals indicted were not “insignificant participants” as Mr. Mc-
Nease asserts. The doctors implicated were not sufficiently culpable to sustain
an indictment. Mr. McNease failed to develop sufficient evidence against them
during his investigation.

Dr. John R. Feegle was not indicted because there was no viable evidence
against him, Mr. McNease never has understood the inadequacy of his investi-
gation in this respect.

There was absolutely no casual relationship between Dr. Feegle and Mr.
McNease’s dismissal from the case as he has implied, but there were several
reasons why we removed him from this case. In general, the situation had
become untenable because the U.S. attorney no longer had confidence in his
work and requested his removal. The U.S. attorney found that he could not
rely on Mr. McNease’s investigative findings. Mr, McNease failed to investigate
areas requested by the U.S. attorney. Secret grand jury information found its
way to the press and Mr. McNease was suspected of being the source. Many
potential witnesses were not interviewed, and they should have been.

Mr. McNease befriended a primary witness and potential suspect beyond
reasonable bounds. He confided in this witness and socialized with him,
This situation created the defense argument that the witness was prejudiced,
and almost destroyed his effectiveness. Mr. McNease depended on this witness
to the exclusion of other potential witnesses and to the detriment of the case.
His personal conduct became an additional point of contention; ne dated the
defense attorney’s secretary, thereby creating a question of impropriety by
the Government.

In the final analysis Mr. McNease was discharged from the case about 8
weeks before trial because of his inadequate performance and misconduct.
Because of this, serious consideration had to be given te dropping the indict-
ment. However, two other BHI investigators did a 3-week crash job of com-
pletely reinvestigating the case, and after a 2%%-week trial, Ernest Winkle, the
primary suspect, was found guilty of 19 felony counts and was later sentenced
to 5 years in prison. We and the U.S. attorney’s office worked long hours to
achieve this success in spite of the poor job done by Mr. McNease.

As you know, as of December 31, 1976, the Atlanta region has achieved 50
convictions out of 220 nationally and leads the Nation in convictions. The
record speaks well for the overall cooperation and prosecutive efforts by the
Justice Department.

The Tampa U.S. attorney’s office is the focal point of Mr. McNease’s dis-
pleasure. That office has accomplished 11 of Atlanta’s 50 convictions. On an-
other case involving home health care, an assistant U.S. attorney has devoted
a substantial portion of his time for almost a year. Office space and secre-
tarial help have been provided our two investigators on the case. We enjoy
especially good relations with the Tampa office and are justly proud of our
joint accomplishments there.

Our personnel frequently receive complimentary letters from TU.S. attorneys
after successful prosecutions. The attached letter from Bernard Dempsey, a
former assistant U.S. attorney (who, incidentally, prosecuted two medicare
cases), marks the first time we've received such a letter from a defense
attorney. His comments about Mr. McNease are appropriate to this situation.

Of course, we can do nothing about sentences as Mr. McNease implies in his
comments on Dr. Wheeler, but the attached list of Atlanta convictions illus-
trates that, with experience in these cases, the courts are giving more meaning-
ful sentences.

So, our final assertion is that neither we nor the Justice Department stand
“idly by” as Mr. McNease suggests.

. If you need further details or add1t10na1 informatxon, please let me know.




TABLE Vi.—STATUS OF SUSPECTS RECOMMENDED FOR PROSECUTION AND DEFENDANTS AS OF DEC, 31, 1976

Submitted ‘to Prosecution Decision pending Prosecution . i No pros and Pending
Regional offices Justice Department « declined U.S. attorney undertaken Convictions Acquittals dismissals trial
c Y Q c Y Q Total 0/6 c Y Q [ Y Q c Y Q c Y Q Total 0/6
Boston________...._.. 54 20 119 12 2 12 26 7 16 14 37 4 3 1 0 0 0 3 2 12 19 5
New York._ ____ - 122 44 123 32 7 3 46 18 a4 19 11 24 12 7 3 0 0 4 0 0 13 0
Philadelphia. - 99 21 30 2 2 14 9 55 14 3 42 7 0 3 1 1 4 0 0 6 0
Atlanta_ . _ .. 103 25 19 11 0 0 26 12 66 17 16 5 18 17 10 5 2 6 2 0 0 0
Chicago. . 399 40 7 0 0 51 51 41 20 5 2 19 13 3 1 0 4 2 2 2 0
Dallas_ __... - 67 9 12 21 6 0 9 6 37 5 4 25 3 1 3 0 0 5 0 0 4 0
Kansas City - - 35 14 2 19 7 2 10 7 6 0 0 5 0 0 0 0 0 1 0 0 0 0
Denver___.... . 12 1 5 0 0 2 1 5 0 1] 5 1 1 0 0 0 0 0 0 0 0
San Francisco_.__..._. ‘24 42 32 40 4 0 33 7 51 17 12 29 6 0 5 0 0 4 4 0 13 0
Seattle ... 31 21 12 7 1 1] 18 5 6 3 1 4 2 1 0 0 0 0 0 0 2 0
National . _..___. 23746 237 186 184 29 110 235 123 327 109 150 220 710 3127 7 3 31 10 14 149 5

C=Cumulative total.

Y="Total in calendar year.
Q="Total in report quarter.
(’)/|6='T9tal pending more ghan 6 mos.

2 Consists totale of suspects not reported/recorded in prior quarters.

3 Reduced by 5; adjustment in chain organization referral figures.

4 One referral incorrectly reported last quarter as synopsis.

ts nct reported/recorded in prior quarters. (See table 1V, full scale investigations, prosecution recommendation column for number of referrals this quarter.)

6801
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REGION [V—ATLANTA-—CONVICTION LIST

Date
Defendant convicted Sentence State

1. Conway, John W, MD___________.. Aug. 18,1969 3 yr probation; fine: $1,000.......... Mississippi.

2. Cunningham, Roy P, M.D._...__.__ Dec. 18,1968 8 yr |mpr|sonment all but 90 d sus- South Carolina,

pended; 5 yr probation.

3. Chakmakis, Apostolos, D.O__.______ Oct. 22,1970 120din ]all ........................ Flonda

4. Evans, Frank E,, D.S.C Jan, 25,1971 2 yr probation; fine: §1,000.

5. Strong, Odis, M.D__ Feb. 10,1971 2 yr prison; fine: $16,150__.. —— Tennessee
6. Katz, Harry, ‘M.D_- Apr. 23,1971 2 yr prison; fine: $2,000... .. .. Florida.

7. Armadio, Alex, M.D_. .. _.____.....__ do.-_.-. 3yr suspended; fine: $1,000.. ... Do.

8. June 8,1971 60 d suspended; fine: $2,000. Do.

9. Oct. 2,1971 6 yr suspended; fine: $6,000. Do.
10. Nov. l, 1971 2 yr probation; fine: $2,000._ _ Mississippi.
11. Corum, Paul E,, M.D_ Nov. 5,1971 2 yrsuspended._ .. _..... Kentucky.
12, Shelnut, Mary. .. Aug. 8,1972 4 yrsuspended; fine: $5,000. - South Carollna.
13. Waddel, Florence ... ... ... do.......__._ do...... Do.
14. Hubbard, R, C., D.P.M__ Jan. 2,1973 ____. do.... . Florida,
15. Andersen, Donald P., M.D . May 17, 1973 5 yr probation Do.
16. Statham, John F., N.D - July 18,1973 1 yr suspended; fine: $2, 000 Do.
17. King, Weil S.,, N.D. ... o.o.... do....... 1 yr suspended; fine: $1,000 Do.
18. Mekjian, Jack, D.O_.__.........._. Oct. 10,1973 15fd |n£pnsonment—2 yr probatlon, Do.

ine:

19. Korach, Shlomo. __ ..o ..o Nov. 28,1973 30din jail; fine: $10,000__._......... Do.
20. Ricks, [} L,MD__ Nov. 19,1973 2yr probatlon fine: $2,000.. - Georgla.
21. Follette, L.'S., M. d do .

22. Belcher, Pat €., D.C._ - Do.
23. Adamson, Charles L., Db.C. . Do.
24, Bateson, Edward M., D.C. . Do.
25. Daum, Delmar, D.C____ - Do.
26. Bateson, Robert G., D.C. {11, N . Do.
27. Smith, Oakley. .. .. 75din pnson fine: §$7,500. . 27 Florida.
28. Chasin, 1. S., D.P.M Mar. 1, 1974 2yr probatlon fine: $5,000.. - Georgia,

Aug. 26,1974 3 yr probation; fine: $5,000____.._.___ Mississippi.
Nov. 8,1974 30 month suspended fine: $10 000. ... North Carolina.
Jan. 3,1975 30 mo imprisonment. _ . Tennesses.
Mar. 21,1975 19 mo imprisonment. ...
May 15 1975 1 yr probation; fine: $2,000....__
Jan, 19, 1976 2 yr imprisonment; fine: $6,625.50____. Tennessee

29. Brown, W. E., M.D___

30. Holt, George F., D.P.M_.
31. Jones, Bobby E____. .
32. Rousseau, Ronald, D.P.M_
33. Austin, Duff, M.O___.
34. Patrick, Robert, M.D_

35. English, Grace_ . Feb. 12,1976 1 yrprobation_ _______....._....____ Florida.

36. Evans, Lois A___ Mar, 3,1976 4 mo imprisonment; fine: $5,000__.. .. Do.

37. Evans, William B ___.________....__..... do_._.._. 3 yr suspended; fine: $5,000..______. Do.

38. Bernstain, Harold N., D.P.M_ Apr. 4,1976 60d lmpnsonment 3 yr probation...__ Do,
39. Wheeler, William J,, M.D__ Apr. §,1976 5 yr suspended; fine: §5,000...._.._._. North Carolina.
40, Evans, Boyd D. May 7,1976 4 mo imprisonment; fine: $10,000._ ... Florida.

41, Campbell, Roy L. May 17,1976 4 mo imprisonment. ..... North Carolina.
42, Mekjian, Jack, D. June 21,1976 Fine: $5,000. - Florida.

43, Colmar, Alan.__. July 23,1976 2yr probatm - Do.

44, Winkle, Ernest A_ Aug. 17,1976 5yr|mpr|sonment Do.

45, Levin, Harold M.D._. . 15,1976 20 yr suspended; +$4,000 Georgia.

46. Alvin H. Servita (Flagl . 18,1976 1 yr all but 30 d suspended Florida.

47. Nelson Regnet (Flagler) . 28,1976 1yr, ‘all but 45 d suspended___ Do.

48. Kenneth Burdick . 12,1976 2 yr |mpr|sonment fine: $45,00 Do.

49, Paul Dudler . 10,1976 2 yr lmprlsnnment ................... Do.

50. Nancy Dudley.. do.___... 6 mo impr ; 18 mo suspended; Do.

. 3 yr probation
51, Inrique Calimano, Jr....cccoeooao.s Feb. 10,1977 Lo ccccteeceen - Do

DeEMPSEY & KELLY,
ATTORNEYS AT LAw,
Tampa, Fla., August 24, 1976.
Mr. CaRIS C. MuLBOLLAND III,
Social Security Administration, Atlanta, Ga.

Dear CHRIS: Just a brief note to let you know how much I enjoyed seeing
you and speaking with you during the Winkle trial. Although I was disap-
pointed with the result from a personal viewpoint as an attorney, I want
to sincerely congratulate you and Doug Wright for the splendid job you did
in putting the case together. I know that you were faced with an extremely
hodgepodge situation and you two men performed a yeoman's task in preserv-
ing and presenting the evidence.

Many things came to my attention concerning the behavior of Mr. McNease
which are, to me, disgraceful and embarrassing as a former Federal employee
and as a citizen. I don’t wish to cause Mr. McNease any personal problems
which are not of his creation, but I would strongly suggest, for the benefit
of your fine organization, that he not be given responsibility to act on his own
as a representative of the Government in the future. Everyone who came in
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contact with him was appalled at some of the things he did and said. I hope
you will believe me when I say that I have no ill will toward Mr. McNease,
but I do not approve of his actions while representing my Government.

Once again, please accept my expression of admiration and congratulations
for a job well done. You and Doug Wright are indeed a credit to the Social
Security Administration.

Please give my regards to Bill Mote. When I am next in Atlanta and have a
few hours to kill in the evening, I'll give you a call and maybe the three of us
can get together for a few drinks.

‘With warm regards, I remain

Very truly yours,
BeErNARD H. DEMPSEY, JR.

Senator CaUrRCcH. Mr. Martin, do you have questions?

Representative MartiN. Yes, I do. I thank the chairman.

It is good to have you back testifying before this committee. You
were here just this past September 13, 1976, and according to the tes-
timony that you gave us then you were aware of the problem that has
been highlighted in these hearings not only of the fraudulent false
claims, but also of the unnecessary profiting by the use of high
volume business; that is, the excessive utilization of services, making
far more calls than the nonproprietary company might be giving.

Tt strikes me that in your recommendation for legislative and ad-
ministrative changes, that there is nothing that deals with that, yet
that seems to be the most expensive abuse as far as Federal programs
are concerned. Is it not legislatively or administratively possible
to correct that?

Mr. TrerNey. Mr. Martin, I wish I could be more helpful to the
committee in this area. I don’t mean to be evasive. This is an unusual
and, well, it is 2 unique aspect of medicare. It is a great idea, home
health care—don’t put these people in hospitals, take care of them
in their own homes. Now who can argue against that principle; it
is wonderful. In a hospital there is a medical staff, utilization re-
view, PSRO review, and other mechanisms for reviewing the quality
of and need for services in the home health area, such review is a
nebulous thing. I would not know how to suggest review of a home
health service. I think, Mr. Martin, that some of the suggestions that
the Commissioner made in his statement to the committee hold the
greatest promise and that is specialization in this area by a limited
number of organizations so that something eminates that really
answers these problems. But it is a tough problem.

Representative Martin. Isn’t there something in the records avail-
able to you that would raise a warning signal, that would raise an
alert that one provider is providing far more house calls than is
normal ?

Mr. TrerNEY. Oh, sure. That really is relatively easy, if you have
an aberrant situation to detect.

Representative Martin. No, but all you have to do is have some-
thing to alert you that there is excessive abuse and then you can
examine that, you can focus, you can home in on that one provider
to find out what the justification for all those calls is. It seems to me
that you could do that.

Mr. TiernNEY. You are right.

Representative MArRTIN. And you are aware of that problem.

Mr. TrerneY. It is being done in all the other aspects of the medi-
care program and it is being done in home health care but I put
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qualifications here for it is not very much. Here is a doctor that says
that this man requires home care and ought to have a nurse come
by once a week and that he also needs help with his catheter and
this and that. Who can argue? Another doctor says he does not need
that. It is tough. .

Representative MarTin. Mr. Tierney, I am sure it is. T am sure
it 1s very tough, and certainly where you have a provider that has
a small number of cases it would be difficult to base anything on
statistics because there would be no statistical reference, there would
be no validity to the particular numbers, but where you have the
largest provider of home health care services in the entire State
of California which, as we have learned yesterday and today, has
made many more house calls than is normal for the industry and
where it is indicated to us that from appearances that is the way
in which this company can underbid competitors and yet make more
money in profit with a smaller margin bloated into a large profit by
high volume use, surely when your largest providers have an ex-
cessive number of calls in-total that ought to alert you to some-
thing but apparently it has not.

Mr. TerNEY. Mr. Martin, if I could only respond to that quickly
in defense of the program.

Representative Marrin. Yes, sir. ‘

Mr. Tierney. We don’t contract with any agency to pay $3.50 a
visit or anything. The State does that. So there is not that same
factor in this situation. -Out of medicare theoretically, and I won’t
tell you that it cannot happen, it does not do any particular good
to do twice as many visits—all you get is the cost. It is not so much
a visit, in other words, is all T am trying to say for the record. The
State of California contracts with some of these people on a fee per
visit basis.

Representative MarTIN. I beg your pardon. If there is a profit-
making entity that is providing services, what is the basis of the
profit? Is it not a percentage of cost?

Mr. TierNEY. No, sir, we don’t recognize in the cost formula that
kind of a profit motive; we do in proprietary institutions.

Representative Marrin. You gave them the same profit no matter
how many calls they make?

Mr. Tierney. For the proprietary institutions generally, Mr.
Martin, the law specifies that in addition to their costs they get a
return on their net equity investments equal to one and a half times
‘che1 return on the Social Security fund investments. Now that is a
truly

Representative Martin. You make 10 calls or 2, no matter how
many.

Mr. Treryey. All the same.

Representative MarTiN. Mr. Tierney, in response to Mr. Rosten-
kowski’s question you indicated that the first complaint against Home
Kare, Inc.,-had come in 1970 which is about 7 years ago. At that
time I believe the complaint was from a former employee, a nurse
who was a former employee, that she had been offered kickbacks.
In 1972 there was a charge of fraudulent costs and in reply to Mr.
Rostenkowski you expressed the opinion that based on what was then
available the costs seemed reasonable to you on the basis of the cost
per visit.
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Mr. TierneY. Yes, sir. I mean on the basis of a comparison be-
tween what this organization was receiving in totality, which is of
course broken down to a visit or a service they were providing, they
were quite reasonable.

Representative Martiv. You would not have examined the reason-
ableness of those costs in terms of the large number of visits per
patient. There is no reason to even look at that?

Mr. Trerney. Yes, and it does go on, Mr. Martin. The intermedi-
aries have got this job of determining the reasonablencss of costs
and the medical necessity for services prov1ded and many cases are
turned down. As a matter of fact, in part B of the program we have
got a rather horrific problem. About 78 percent of all part B bills
submitted are reduced. So it is not just a case of paying everything
that comes in.

I don’t want to be guilty of trying to appear to be assuring you,

Mr. Martin, that everything is going fine in the home health busi-
ness because it is not. Among the most effective things that the Con-
gress has done and committees like this do is to have these hearings
]ust to call to the attention of the public the fact that here is a pro%
lem which demands attention.
- Every home health agency in the country now knows there is vast
concern about this. I know it is not your job to do it but I would
hope that the spotlight would continue to be turned on every facet of
the program which has an element of abuse in it. I really think that
the deterrent effect is probably better than any effect our investiga-
tions may have.

Representative MarTIN. Is it true that in addition to the case of
the complaint which first came to your attention in 1970 and another
one in 1972 that there have been four additional complaints against
Home Kare, Inc., for a total of six?

Mr. TIierNEY. Yes, sir.

Representative Marrin. Is that typical.of the 1ndustry to have
six complaints?

Mr. Tmr~yey. It is not'atypical, Mr. Martin, over a period of 6
years to have that many complaints from beneficiaries about the
services of an organization.

Representatlve MARTIN Is that all these were’a

Mr. Tierxey. No.

Representative MarTin. No complaint about klcl\b‘lcks and fraud ?

Mr. Tmryey. No. That:is not usual, no.

Representative MarTin. So that in itself is unusual

Mr. Trerney. That is unusual.

‘Representative MarTiN. And there should have been a key that
said, aha, there is something to look at a little closer here. As a
matfer of fact, you had the same 1nformants that our investigator
has had access to.

Mr. Trervey. Right, and it was a key. We did raise-the question
and the intermediary involved told us that there was nothing that
they had in their records to substantiate such a charge and we
dropped it. Looking back now I sure wish we had not.

Representative MarrIn. We have heard in testimony here that at
times it seemed that the entrepreneur, the principal of Home Kare,
Inc., learned immediately of some of the complaints and some of
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the evidence that was given by a previous witness in confidence to
employees of the Bureau of Health Insurance. Was that the first
time you had heard of that?

Mr. Tieryey. Mr. Martin, we have heard this complaint from
the staff members of the committee and have been as perplexed as
they have been. Apparently they do have evidence that she seems to
have known about what was going on and we both have been per-
plexed about how. We didn’t know how, but it did seem like some-
body must be doing it.

Representative Martin. They didn’t know the informants.

Mr. Terney. Pardon?

. Representative MarTiN. You said they didn’t know and we didn’t
now.

Mr. TerNEY. Your committee staff members.

Representative Martin. Well, at least you were here when Mr.
Keeley testified under oath. Although he was not cross examined,
he testified yesterday that someone had violated the pledge of
confidentiality.

Mr. Trerney. No, sir, I was not here but whatever evidence of
this there is we should follow to the very end.

Representative Marrry. You might be confused on one thing, Mr.
Tierney. Did Mr. Martin, on October 29, give you a memo relating
to Mr. Keith Olsen of your San Francisco office?

Mr. Teryey. If Mr. Martin says he did, I would have to check
the records. I have no memory of hearing about this memo before
and we have had discussions with Mr. Markin and Mr. Hal-
amandaris as recently as 10 days, 2 weeks ago, and I still have no
memory of hearing that assertion. Now if he gave me a note, I
don’t know what happened to it. I would like to see it.

Representative MarTiN. Well, I am sure that you would be willing
to assure us that you will pursue that particular testimony.

Mr. Tierney. 1 certainly will.

Representative Martin. Thoroughly.

Mr. Tierney. I certainly will for his sake, too.

Representative Marrin. Certainly. We also have some information
that we will try to pursue as to who the leak was in the Travelers
Co.

Mr. Tierney. Well, if you have any such information, I am
sure that the Travelers Insurance Co. would be very much interested
in it. I am sure it is not their policy to have their employees leaking.

Representative Marrin. We also had testimony that indicates
that three employees of the Burean of Health Insurance have from
time to time gotten consulting fees from, I believe, Home Kare, Inc.

Mr. TierNEY. No, sir. I missed that testimony. I heard the last
witness testify that three BHI people were at a meeting with him
and gave him reason to believe that the costs were all right. It is
difficult to understand in view of the record which shows that the
Bureau of Health Insurance then, and since, tried very hard to get
the Justice Department to prosecute the case.

Mr. Prazza. If T can add one thing, too. I think the record should
reflect that the Federal Government has not dropped the medical
claim against Peter Gottheiner. In California the complaint has
been filed for collection, $800,000 plus amount, and it is currently in
litigation.
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Representative Martin. I will give you a copy of the memorandum
Mr. Markin referred to so you will have that. I am not suggesting Mr.
Olsen did anything improper, lest anyone misinterpret this record.

Mr. Prazza. I appreciate that.

Representative MarTin. It is not a problem but I think it is some-
thing that you just neglected to recall.

Let me ask you a final question which I guess is the profound
question of this whole series of hearings and that is, is this program
really unmanageable?

Mr. Treryey. Beg pardon?

Representative MarTin. Is this program really unmanageable?

Mr. Tier~ey. Are you talking about the home health aspect of
it?

Representative MarTiN. Yes.

Mr. TerNEY. No, I don’t think it is unmanageable. I do think one
of the greatest problems with it from the very beginning, Mr. Mar-
tin, was the one I referred to in answering Senator Church—one of
the two things. There is no outside financing for this service, it is not
like hospitals or doctors that also get their money from other third
parties and other sources. For home health services, although there
may be some instances in which some organizations now pay for
such services, for the most part, medicare is still their primary source
of funding. In that fact lies a basic part of the problem because
obviously anybody in that business tries to maximize their cost allo-
cation to medicare.

The second part of it, I think, is maybe even more disturbing over
the long term and that is the medical necessity question. I have
testified before Senator Muskie’s committee and other committees
which want to see home health care blossom, want to see it become
a really major part of the medical system. At the moment it is only
about 1.7 percent of benefit payments even in medicare, but the prob-
lem with all that is that since it is the only train going through the
station every attempt is made to tie to it everything that needs to be
done to answer aged people’s historical social needs. These are prob-
lems which certainly need to be addressed, but I wonder whether
medicare should be the vehicle for their solution.

I hope that some day we will face up to the problem that older
people have tremendous social living needs that don’t have much of
anything to do with health care and to address those problems
separately. As long as we try to pretend that this is a health busi-
ness and that health insurance coverage is needed, the attempted
solution is always going to be unsatisfactory. At the moment, I
think that is the gist of the whole home health care problem.

That is not to say, as I have often been quoted as saying, that home
health care is not a good thing. Home health care is a good thing
but to try to provide for 25 million aged people all custodial, home-
maker-chore type services under the guise of a health program I
think will always be unsatisfactory.

Representative MarTin. Thank you. I have no further questions.

_Representative Gmsons (presiding). Excuse me. Before you be-
gin, Mr. Gephardt, let me say there is'one more witness after you, Mr.
Tierney, so I hope that you would keep your answers as concise as pos-
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sible. T would say yon may want to stay around because if you want to
respond to this witness, I will give you the opportunity.

Mr. Gephardt.

Representative Geemarpr. Mr. Tierney, could BHI suspend pay-
ments now to Home Kare, Inc.?

Mr. Tmrxey. Well, the answer, I think is, yes, we could. We
have had some experience in the past where, without terminating an
organization and without having any hearings, we have terminated
payment. Now we are talking about a home health organization that
1s totally dependent on medicare payments, and in such cases, I think
the courts have held we must give them due process. We have to
give them a hearing before terminating payment. The courts might
hold that way in the future. .

Representative Gepaarpr. My understanding is they are on PIP
today, is that correct? If so, in fact we had testimony yesterday from
Travelers that they didn’t think that it could be justified that they
would be on PIP. Can you take them off PIP today or tomorrow?

Mr. Tier~EeY. Yes.

* Representative GeprarpT. Do you think that is going to happen?

‘Mr. TierveY. I don’t mean to argue with Travelers but the ulti-
mate responsibility for making that décision under our contracts
and under our regulations lies with the intermediary to put them on
in the first place and to take them off when they no longer qualify.

‘ Representative Gepmarpr. All right. That leads me to the next
point and that is you have testified today that these may be iso-
lated instances. Most of the testimony I have heard in the last 2
days would indicate that the fraud and abuse is wide and deep, at
least in this program. Your recommendations which you made today
are an attempt to construct the system that will solve some of these
p‘roblems. Let me ask you some specific questions about-the proposals
you made. ) ,

" First you talk about the incentive problem and that really leads
you to intermediaries. What you are proposing, I take it, is that we
get rid of all these different intermediaries and go to either one
nationally or a few in the regions. Is that what you are saying?

Mr. TierxzeY. Yes, Mr. Gephardt. That is not because I am criticiz-
ing individual intermediaries. It is simply that this is a very small
spectrum, a very small, indeed miniscule, part of medicare and yet
we have 83 different organizations handling their claims. Some have
got one, some have got three, some have got four. The point I was
trying to make is that I don’t think that that kind of a volume
generates in anyone enough interest to establish a system to do the
job. Hopefully if you have one outfit doing it all, it might do better.
~tRepresentative GEPHARDT. Are we going in the right direction? I
read stories that say that Ross Bros. & Co. are going to run the
whole thing. ' ' ’ ' o

' Mr. TrerNEY. Noj there is nothing to believe that we are going in

the wrong direction. We do now have a study going on pursuant
to the recommendations of the so-called Perkins committee which
recommended to the Secretary that we examine the efficiencies and
economies of regional processing areas as opposed to the present.
arrangement. On the physician side, we have 48 carriers and now
there are some people who say that we could be better off if we had
four. There are others who say exactly the opposite, of course.
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Representative GEpaARDT. Do some suggest that we would be bet-.
ter off if we had none, do it ourselves?

Mr. Tmryey. I have heard that suggestion.

Representative GepaarpT. The point is made in the proposals that
we need standards with regard to home health care. Who should
promulgate these standards? The proposal really does not go to that
point. It says as soon as possible the Federal Government needs to
decide this, that, and the other thing about home health care. Whose
responsibility is it to promulgate those standards?

Mr. TerNEY. It is ours.

Representative GepHARDT. Your bureau?

Mr. TryEY. Yes, sir.

Representative GeprarpT. Can you tell me why they have not been
put together now?

Mr. Trervey. I am afraid I am going to be repeating myself.
I won’t do it long, Mr. Gibbons.

We have gotten a lot of people together. We have had groups
of physicians come in. We have had groups of medical directors of
carriers come in. The Congress at one time suggested, why don’t
we have a diagnostic category, an assumed proper length of stay,
or frequency of visits. The profession tells us that there is no way to
do this, no way to set a standard. You are talking about an 86-year-
old woman with a broken hip who lives in a tenament. What kind
of standard do you apply to her situation compared to that of the
66-year-old who has a lovely home?

Representative GepaARDT. Aren’t you then saying that home health
care 1s not administrable?

Mr. TrnEy. I think it is administrable, Mr. Gephardt. I think
if we were not concerned with the type of thing that you have been
concerned about here and if we were not concerned about this home-
maker-type service, if we really could zero in on health needs and
satisfy them, I think it is administrable.

Representative Gepraror. But it is my understanding that your
portion of the program is health care as opposed to the title XX
which it is my understanding is the homemaker-chore business.

Mr. Tiervey. That is true but in the home health care service
which we do provide, the law specifies that it must be related to a
health condition, that the doctor must lay out a plan of care and
whatnot and that once that happens, the people are also entitled to
homemaker service, home chore service, whatever seems appropriate.

Representative Gepmaror. Under title XX or title XVIII?

Mr. Teryey. Title XVIIL.

Under title XX it is much more direct. We go through the rig-
marole, if that is a proper term, of having a doctor certification of
need, a doctor laying out a health plan, the requirement of meeting
a defined level of care, the requirement of professional services in-
dicating what things can be done only by a professional nurse and
which can be done by a nurse’s aide and whatnot. I just have the
general feeling, Mr. Gephardt, when we get all through with that
that we are kidding ourselves. We actually are paying for a lot of
service of tremendous value to these old people and which they need
but which really are not health.

Representative GepaarpT. But until you do that I see no way to

87—469—77——9
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administer the program because unless you make those policy deter-
minations there is no way to evaluate what someone is doing and
what their costs are and what their costs should be so that what you
recommend later with regard to administrative changes to bring
enforcement to the program can never be achieved. 1 think what
you are finally concluding is that you cannot administer this kind
of a program as worthy as it may be.

Mr. TmrNeY. I don’t want to argue semantics with you. I would
not use the word “can’t.” I would use the words that no matter
how well we finally did it if we try to do it all under the guise
of home health care, we will still be doing things requiring a lot
of unnecessary paperwork, requiring in a lot of cases that some
professionals render opinions that they may not totally believe in
and getting into questionable situations. I don’t want to bore you
but back in 1969 the big thing the Senate Finance Committee was
concerned about in home health care was lack of medical necessity.
At that time there didn’t seem to be much fraud or abuse or any-
thing but there was tremendous evidence that in fact the people
receiving home health benefits were not sick. Because they had been
in the hospital and needed some help, home health care was assumed
to bg the way to provide that help, even though there was no medical
need.

I am not articulating this very well but that is the problem I
am talking about. I don’t think it means you can’t solve it, but it is
always going to be difficult. '

Representative GeprarpT. Do you think it is a lot easier to ad-
minister the rest of the medicare program because of the more easily
defined standards that can be applied ?

Mr. Tierney. I think more easily defined standards help. It also
helps to have institutions obviously with assets and value. In addi-
tion, there have been about 50 years of third-party experience in
paying for the services these institutions provide. We don’t have any
of that in home health services. - '

Representative GEpHARDT. We make policy decision when we de-
cide that is what we have to do to administer the program. It is
really against what I think are the important new trends in health
care which is to take it to the home to get people out of the hospital
to do preventive health care. Really what you are saying is that
when you get out of the hospital where we have tried and true
perimeters that we run into trouble in administering the program
and that is going to be a difficult problem. '

Representative Giseons. Will the gentleman from Missouri yield

Representative Greaaror. Yes, '

Representative Giseons. Let me say the witness is overweight and
has smoked constantly since he has been here and I don’t know
whether we are going to get much more out of him. I think we can
drop this pretty soon and go on to something that I think is going
to be more productive than his testimony.

Representative Gerraror. I am finished.

Representative GieBons. Go right ahead.

Representative GepaarDT. Noj I yield back my time.

Representative Giseons. Thank you.

Mr. TrerNEY. I am going to quit smoking next Monday.
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Representative Grssoxs. Fine.

Our next witness is Mr. H. Eugene McNease.

Mr: McNease, would you come forward.

Do you solemnly swear that the testimony Kon will give will be
the truth, the whole truth, and nothing but the truth, so help you

God?

STATEMENT OF H. EUGENE McNEASE, REGIONAL COMMISSIONERS
OFFICE, SOCIAL SECURITY ADMINISTRATION, ATLANTA, GA.

Mr. McNEase. 1 do.

Represeentative Gmeons. What is your occupation and where do
you live? i

Mr. McNEase. I am currently working in the congressional inquiry
section of the regional commissioner’s office of the Social Security
Administration in Atlanta, Ga. I live in Decatur, Ga.

Representative Gmseoxs. Mr. McNease, I think the letter that you
wrote to Senator Herman Talmadge dated February 7, 1977, has
already been placed in the record. Am I correct about that?

Mr. McNEase. Yes; you are.

Representative GmsBons. Were the contents of it made public at the
time the letter was placed in the record ?

Mr. McNEase. Senator Church made a brief statement.

Representative Gmeons. He did.

I think it would be helpful if you ran through that letter. I don’t
know whether you need to read it verbatim but it is concise and
perhaps it would help focus your testimony. :

Mr. McNEase. All right, sir.

The nature of it consists of four cases that I investigated while I
was employed as program integrity specialist for the Bureau of
Health Insurance.

. Representative Gieeoxs. In other words, the gentleman that just
testified was your boss, is that right?

Mr. McNEase. Yes, sir.

- Representative Giseoxs. All right. Go ahead.

Mr. McNEease. The four cases consist of two in North Carolina,
one in Mississippi, and one in the State of Florida. The first case I
will talk about 1s in Asheville, N.C. It involved three related doc-
tors, two brothers, and one first cousin, who at the very minimum
cheated medicare out of at least $34,000. I presented this case to the
U.S. attorney’s office in Asheville. I met with him three times and
was under the impression that he was going to pursue prosecution
of the case but ultimately he did not. He held it for several months
and then referred it to the Justice Department in Washington who
subsequently sent it back to him with a recommendation that civil
prosecution be pursued. I understand now that the regional office
in Atlanta has agreed with the U.S. attorney’s office in Asheville to
recommend an agreed settlement for one-quarter of that $34,000. I
also have heard lately that the Justice Department in Washington
refused to accept that recommendation so I don’t know what the
final outcome of that case is.

Representative Gmsons. When did your investigation begin?
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Mr. McNEease. This case began in early 1975 along about February
or March.
Representative Gieeons. Let’s go next to the Mississippi case
then, '

Mr. MoNEase. The Mississippi case involves Dr. O. B. Crocker
who along with close members of his family owned a hospital in Cal-
houn County, Miss., in the county seat of Bruce. Dr. Crocker and
his family owned this hospital through a nonprofit corporation and
in filing the annual cost reports about which we have heard testi-

" mony previously, included in his cost reports, family and personal
expenses for reimbursement by medicare totaling approximately
$66,000. One significant cost included in the cost reports was the
remodeling of his son’s law office.

I referred this case to the U.S. attorney’s office in the northern
district of Mississippi, worked with him as closely as possible but
he held it for several months. His story was that IRS was interested
in the same case and he wanted to wait until IRS had done an in-
vestigation or completed an investigation, I am not sure which.
Ultimately nothing was done about the case.

Representative Gisons. Let me interrupt you. At the same time
you were making these recommendations to the Justice Department
were you also making a recommendation to your own agency about
action on these?

~Mr. McNEase. Oh, Yes. There was correspondence back and forth
between our office and the U.S. attorney’s office in Oxford.

Representative Gieeoxs. Did they ever tell you not to push these
cases or to push them or what?

Mr. McNease. No, sir, there was never any instructions like that.
Most of our work was done more or less on our own judgment because
naturally we were all busy in different areas and there was not a
great deal of input from the regional office at all on individual cases.

Representative Gieons. Let me ask you whatever happened to
the Crocker case?

Mr. McNease. Well, ultimately Dr. Crocker died and although
there were three to four other persons directly implicated in the case
the Justice Department and the U.S. attorney’s office in Oxford re-
fused to indict anyone, refused prosecution because of the situation—
Dr. Crocker’s death—and we ultimately negotiated a settlement to get
the money back as best we could.

Representative GiBBoxs. Let’s go to the Wilmington, N.C. case.

Mr. McNEase. This involved Dr. William J. Wheeler of Wilming-
ton. I investigated this case and found just numerous counts. We
could have gotten as many counts as we wanted. I referred the case
to the U.S. attorney’s office in Raleigh who seemed to be motivated
and really charged up about prosecuting this case when last I saw
them. They assigned one of their top prosecutors, I was told, to the
case and soon afterwards we got an indictment, a 10-count felony
indictment. However, after that nothing happened. ’

I understand, after the fact, that this prosecutor who was assigned
to the case just kind of forgot it and eventually was taken off the
case and it was assigned to another assistant who was 3 months away
from retirement and was essentially trying to finish out his term.
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Meanwhile the potential witnesses due to their age and their condi-
tion and the pressure of continuing to see the same doctor because
they were black and the doctor was black and he was the only black
one in the community; so they essentially had no one else to go to—
so being under the pressure, plus age and sickness, some became
virtually incompetent as witnesses. The final outcome of the case
was that the U.S. attorney’s office finally agreed to a plea of nolo
contendere to five misdemeanors. The doctor was fined $5,000, given
5 year’s probation and is still practicing medicine, and as far as I
know he 1s still billing medicare and medicaid. I don’t know whether
he is being reimbursed for those or not.

Representative GiBons. Let’s go next to the Tampa, Fla. case.
As you know, Tampa is my congressional district. While I have
never had the opportunity to meet you, I am aware of that case
because I read about it in the newspaper. Would you explain, please,
what happened there?

Mr. MoNEase. Yes, sir. This case began as a result of informants
who came, I guess, for a number of reasons and volunteered their
information. It came to me just like a shot out of the dark with a
phone call one day. Getting into the case I found that there was not
one, not two, but three corporations involved and all of them were
centered in the Tampa Bay area.

The names of the three corporations were Fecgle and Howard
Doctors Lab, Inc.; Medicine in Motion, Inc.; and Feegle and Winkle
Respiratory, Inc. All three of these corporations instigated and car-
ried out schemes to defraud the medicare program. The chief of these
schemes was the kickback scheme between Feegle and Howard Doc-
tors Laboratory and medical doctors, osteopaths, and chiropractors
in four surrounding counties; and a kickback scheme between Feegle
and Winkle Respiratory Services and South Florida Baptist Hos-
pital in Plant City.

This is interesting so I will go into that since it is not a common
kickback scheme. What was involved was Feegle and Winkle Res-
piratory was not a certified medicare provider whatsoever—they had
no license, no authorization, nothing. They went out to nursing
homes, tested patients and rendered treatment to the patients and
then prepared their own bills, submitted their bills to Blue Cross-
blue Shield under the provider number of South Florida Baptist
Hospital. South Florida Baptist Hospital in turn received payment
from Blue Cross-Blue Shield and then wrote a check to Feegle and
Winkle Respiratory for 90 percent of the gross and retained 10 -
percent of the gross for themselves without rendering any service,
without rendering any supervision, without being involved, period.

After I got involved in this T quickly saw that it was a tremendous
task particularly for one person, one investigator, so I requested and
got the cooperation from the U.S. attorney’s office to have a Federal
grand jury convened to hear testimony covering all these violations
which was done. However, the delays in the U.S. attorney’s office
were such that this grand jury after hearing all this testimony dis-
banded before any indictments were handed down and when a new
grand jury was convened I was allotted just 30 minutes to present
the entire case to a new grand jury in April of 1976, 10 months
after the investigation had begun.
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. Upon the recommendation of the U.S. attorney’s office there were
four individuals indicted. Three of these individuals were more or
less insignificant in the entire operation while none of at least 21
-doctors who had received kickbacks were touched. Particularly sig-
‘nificant is the fact that Dr. John R. Feegle, the one person who is
‘most significant in all of these schemes and stood to profit more from
all the operations than any other person, was not tried, he was not
indicted, he was not even subpenaed for questioning. Of course I
objected to this obvious show of partiality and special treatment.

I understood that Dr. Feegle had a special position in the com-
munity; he is the Hillsborough County medical examiner and in
addition to being an M.D. he is a lawyer and a writer. He is widely
known for his practice of forensic medicine. Even so, I thought his
involvement in these schemes certainly merited questioning and I
protested the treatment he was receiving from the Justice Depart-
ment and particularly the U.S. attorney’s Office in Tampa.

Representative Giseons. Did you proceed with him to the BHI?®

Mr. McNEase. You know, in our conversations and reports to our
superiors of course it was divulged and talked about. But what could
you do? This is a rhetorical question, asked to emphasize the helpless-
ness I felt. I could do nothing. BHI could do nothing but come out
against the office as I did. They chose not to do that.

Representative Gieeons. I don’t know. What you are saying is
news to me. I never heard it before. In all of these what was the
attitude of BHI towards your investigations?

Mr. McNrase. Well, the BHI is the new man on the block, Con-
gressman Gibbons, as you may know and the investigative function
of BHI is even newer on the block. There are a lot of shall I say,
doubts in the minds of U.S. attorneys and prosecutors as to the ex-
pertise of investigations conducted by BHI since they don’t have a
reputation, they don’t have the sophisticated surveillance techniques
that other agents have with whom they are accustomed to dealing.

All of these do not induce a U.S. attorney to take up a case. You
are an attorney yourself, I believe, and most of you are. I understand
that no one wants to take on a case that he is likely to lose or if he
stands a chance to lose even if he 1s employed by the Federal Gov-
ernment. He wants a case that is strong, show a good public image,
and one that is going to be an easy case to prosecute, and I put easy
in quotes. There are no easy ones, I understand.

The answer is that we walked very softly when we dealt with U.S.
attorney’s offices since we were new. We were new and it was very
easy to offend and tear down any rapport that may have already
been developed with the U.S. attorney’s offices. One of the keys in
getting a reputation established is being patient, being diplomatic
and trying to be understanding but there is only so far that a person
can go and keep justice with himself and his own conscience.

Representative Gmesons. How much experience have you had as an
investigator ¢

Mr. McNease. Approximately 4 years. I began in November 1972
and continued through July 1976.

Representative Gmeons. With BHI?

Mr. McNEase. Yes, sir.
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Representative Greeons. And you still work with Social Security ¢

Mr. McNease. Yes, sir. -

Representative Gzsoxs. And you expect to get the C-5A treat-
ment after this testimony today. You know what happened to that
fellow at the Pentagon.

Mr. McNEase. Well, Congressman, needless to say I have suffered
traumatic experience as a result of my coming out against the U.S.
attorney’s office and speaking out and I expect it will continue. I
don’t expect anyone to admit that they have done wrong, that is not
a very easy thing to do. I don’t expect that they will admit or any-
one else will admit that there is a gap in prosecution of cases when
they have themselves been handling them. Persons don’t do that,
they defend themselves.

Obviously there are some things involved in these cases that they
were not, pleased with and they thought could have been done better.
Of course I am pretty sure they are right, but still that does not
excuse them for not prosecuting the cases vigorously and seeing that
the program was protected. It is unfortunate but it is true. And it
is seemingly overlooked. The real crime is not so much that the
tax money is being wasted, that it is being outright stolen, but
the real crime is that the people for whom these funds were made
-available, the sick, the afflicted, the old, the aged—those are the
people who are suffering as a result of it and that is the crime.

Representative Germaror. Would the gentleman yield?

Representative GBeons. Glad to yield.

Representative Germarpr. To your knowledge, was any action
taken by Social Security with regard to these cases you talked about?
Were the payments cut off? Were counter-actions taken?

Mr. McNEase. Oh, yés. When I got involved in these cases I
immediately notified the carriers and the intermediaries of the need
to withhold payment until we could make some sort of determination.

Representative Gepraror. Have they all been cut off ¢

Mr. McNEase. As far as I know. Now, I have not had close contact
with those for some months. : .

Representative Gepaarpr. From what your testimony is today
and from experience you have had it would appear that perhaps
U.S. attorneys are not the best equipped to deal with white collar
crime cases like this, perhaps the interest they have is not the
greatest in this kind of crime. Do we need a special prosecutor, a
task force in different districts to handle cases like this?

Mr. McNease. Congressman Vanik has proposed a plan which I
find very stimulating, not only to have special prosecutors to deal
with this program, or these programs I should say, but also a
special system of courts to handle all HEW problems. That would
probably be a real expensive process and it would take a great deal
of machinery to conduct it, but I noticed you were raising questions,
Mr. Gephardt, about whether or not these programs were man-
ageable. Well, this may be the only answer. If we plan to maintain
these programs, we have to go in there and enforce the regulations,
and we have to make some central objectives and we have to work
toward those, whatever the cost, if we are going to maintain the
programs.




1104

Representative Gepaaror. I agree. Thank you.

Mr. McNEase. I might say the major problem as I see it in national
health care management is the lack of leadership. We have gone
too long following the mule rather than leading. We have a runaway
mule on our hands now and there seems to be little anybody is able
to do.

If you will pardon a personal reference, one of the early lessons
T learned growing up on a small peanut farm in south Georgia was
how to lay off a straight row. The first thing you have to do is to
establish a clear marker at the other end of the field and then you
cannot drive the mule toward that marker, you have to lead him
because he cannot see the marker, he is looking straight down. You
have to continually lead that mule toward the marker so you have
a straight row. After you get a straight row the remainder of the
field can be planted without a great deal of effort, because you have
a guide to go by.

This program and these other programs that we have talked
about, medicaid and medicare, they were put into operation without
the necessary controls, and without a correct assessment of resources
necessary to meet the demand and to carry them out. That is essen-
tially it. We have got the horse and the team ahead of the driver
and there seems to be no way to direct them in the correct passage
they should be going.

Let me say this. It is really time to act and stop delaying and
giving lip service to a lot of problems that we already know exist.

Representative Gepaaror. That is all I have, Mr. Chairman.

Representative Gmsons. Thank you.

Mr. Martin.

Representative Marrin. I have no questions, Mr. Chairman.

T move that we go over and write a part of our record available for
other agencies of the Government.

Representative Gissons. Do you have any other documents you
wish to submit other than this letter?

Mr. McNEase. No, sir, I have nothing else.

Representative Giesons. Thank you for coming, sir. We appre-
ciate your testimony.

Mr. McNEase. I appreciate the opportunity.

Representative Gispoxs. This concludes the presentation of evi-
dence and testimony in this hearing. I am going to direct the staff to
prepare this record and to send it to the Justice Department among
other people for any possible inclusion in any crimimal prosecution
that is made that may result from all of this and to the Internal Rev-
enue Service for their investigation.

I am also instructing the staff to follow through on this and to
come up with a set of proposed recommendations as to legislation
and corrective action that can be taken administratively to straighten
tl;ishout. I would put a deadline of one month from today on all
of this.

Unless there are further questions or further comments, the meet-
ing is adjourned.

{ Whereupon, at 5:37 p.m., the hearing was adjourned.}




APPENDIXES

Appendix 1

INVESTIGATIVE MEMORANDUM *

Re Peter C. Gottheiner.

To: Senators Frank Church and Pete V. Domenici, Senate Committee on
Aging, and Representatives Dan Rostenkowski and Sam Gibbons, House
Ways and Means Committee,

From: Tom Cline, investigator, and Val J. Halamandaris, associate counsel,
Senate Committee on Aging.

1. SUMMARY

Peter Gottheiner has been a provider of home health services for more
than a decade. He has participated in and was suspended from Medicaid
(called Medi-Cal in California). He withdrew from Medicare one month
after the Department of Justice was asked to prosecute him. To this day,
Medicare claims he owes the program $804,655.06 in unresolved audit excep-
tions. Even though he was investigated by Santa Clara County District At-
torney, State of California Department of Health (several times), Blue Cross,
the Bureau of Health Insurance (several times), California Franchise Tax
Board as well as the Department of Justice, the audit exceptions still stand
and he continues to operate, reportedly receiving public funds now under Title
XX of the Social Security Act.

Title XX is a block grant program with 75 percent Federal matching funds
to help the States provide social services for indigents. One of the most
frequently offered services is called homemaker/chore services. About 10 per-
cent of Title XX funds or about $340 million are paid for such services nation-
wide. Gottheiner’s pattern of operation has been the same whether in Title XX
or Title XVIII (Medicare) or XIX (Medicaid). His first corporation pro-
viding home health services in Medicare went into “bankruptcy” when faced
by possible Justice Department action. Similarly, his first venture into the
Title XX business ended in bankruptcy. Gottheiner himself claims he left
two months before the fall. Once again he left behind audit exceptions per-
taining to excessive profits, luxury automobiles, excessive salaries, placing
relatives on the payroll who did no work, charging liquor and tobacco and
other expenses unrelated to patient care.

Gottheiner is a highly political figure. There is abundant evidence that
his political contacts have helped him to not only continue to operate but
to expand his services. Gottheiner has a history of hiring employees of State
Health and Welfare Departments who were in a position to grant him favors
or contracts.

Despite the outstanding audit exceptions under Medicare and now under
Title XX, Gottheiner now operates under a new corporate name., His
latest corporation, National Home Health Care, Inc., reportedly obtained an
Illinois contract to provide homemaker/chore services to some welfare clients
in that State.

II. BACKGROUND

On October 28, 1975, Senator Moss’ Subcommittee on Long-Term Care
conducted hearings on proposed HEW regulations which would allow for-
profit home health agencies to participate in the Medicaid program. During
the hearing, substantial evidence was received concerning fraud and abuse
in existing home health programs including Title XVIII (Medicare), Title
XIX (Medicaid), and Title XX of the Social Security Act. (Some 47 States

1 Senator Church, on page 1084, made this memorandum a part of the official record.
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are using Title XX money in part to provide homemaker/chore services or
other in-home services.)

At these hearings, the Committee became aware of Mr. Gottheiner and his
activities as the result of testimony presented by a California State official
and both proprietary and non-proprietary business competitors of Mr. Gott-
heiner’s. Among those who testified was Fred J. Keeley, at that time working
for Flora M. Souza and Home Kare. Keeley, who made serious charges
against Gottheiner, later went to work for Gottheiner and still later provided
the Committee with detailed evidence relating to the operations of both
Souza and Gottheiner.

III. PARTIES INVOLVED

1. Peter Gottheiner: The central figure in this study.

2. Ron GQottheiner: Peter Gottheiner’s son. He was formally Vice President
of both Visiting Home Services (in which he held an original 509, interest,
later reduced to 309%) and of Health Help. He became President of the
former upon his father’s resignation in June 1976.

3. Vivian Gottheiner: Peter Gottheiner’s daughter. She was listed on the
books as a VHS consultant.

4. Fva Gottheiner: Peter Gottheiner’s ex-wife. She was also on the VHS
payroll.

5. Jeanie Gottheiner: Ron Gottheiner's wife. Like the rest of the family,
she was paid by the organization.

6. Salvatore Marconi: A San Francisco restauranteur, Marconi was a prin-
cipal financial backer of VHS from November 1972 through November 1973,
and lent money on a cash “as-needed basis.” He owned 409 of VHS stock.

7. Ralph Gomez: Another of the corporation’s chief financial supporters
(from August 1975 through August 1976).

8. William Bagley: A former California State Assemblyman and a close
personal friend of Gottheiner. Bagley wrote letters on Gottheiner’s behalf
when the latter was suspended from the California Medical Assistance Program
(Medi-Cal).

9. Carel E. H. Mulder: As Director of the Office of Health Care Services
in California, Mulder signed the letter suspending Gottheiner from Medi-Cal.
Mulder later became a consultant to Health Help, Inc. and Chairman of
the Board of Visiting Home Services, Inc.

10. Jay Wimmer: Wimmer was a Programs Specialist in the State of Utah,
and seems to have played a major role in the awarding of the Utah Title XX
contract to Gottheiner’s firm. Wimmer reportedly tried to solicit business for
Gottheiner in other States while still employed by the Utah Division of
Family Services. In 1975, Wimmer went to work for Gottheiner a few
months after the Utah contract was awarded.

11. Hadley Hall: Executive Director of San Francisco Home Health Services,
a non-proprietary provider of homemaker/chore services. Hall is perhaps
Gottheiner’s most vehement critic, and is the defendant in a $12 million law
suit filed on behalf of Gottheiner and his corporations.

12. Fred Keeley: Like Hall, Keeley was a witness at the Committee’s October
1975 hearings. He was, at various times, employed by Gottheiner’s chief com-
petitor, Flora Souza, and by Gottheiner himself

13. Harold Dobbs: A San Francisco lawyer who handled Gottheiner’s de-
fense in the case referred to the Justice Department in February 1971. Dobbs
was an ex-mayoral candidate in San Francisco and represented Gottheiner
against criminal charges brought by the loeal U.S. attorney.

14. Janet Aitken: The Assistant United States Attorney in San Francisco
who handled the case against Gottheiner. Aitken admitted to a Committee in-
vestigator that she sat on the case for more than six months. Although origi-
nally convinced of Gottheiner’s guilt, Aitken apparently changed her mind after
a meeting with Harold Dobbs, Gottheiner’s lawyer.

15. Conrad Sadowski: An investigator with the Division of Administrative
Appraisal and Planning in the Office of Administration (SSA). Sadowski pro-
duced the report that served as the basis for BHI's (Bureau of Health Insur-
ance) referral of the Gottheiner matter to the Justice Department.

16. Richard Reisman: HEW Assistant Regional Attorney in San Francisco
who handled the Gottheiner case.

17. Kathryn Stewart: Former Director of Nursing for California Coordi-
nated. She told Sadowski that Gottheiner knowingly continued fraudulent
billing practices, even though she advised him that certain procedures were in
violation of Medicare law.
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IV. TEE ENTITIES AND A CHRONOLOGY

Gottheiner was born in Breslan, Germany. During the War, he emigrated
to Shanghai, China, where he managed Class 1 subsistence for the USA
Quartermaster Corps. In 1949 he emigrated to the United States.

In July of 1949, he obtained a California license as a physical therapist and
opened an office in San Francisco. He maintained a private practice until 1960
when he obtained an exclusive contract through 1964 with the City and
County of San Francisco for the treatment of employees injured in the line of
duty. During this time, the first in a series of allegations charging program
abuse arose. He was accused of misrepresenting services offered to the Work-
man’s Compensation Board. A restitution was ordered.

1966

In 1966, Gottheiner founded the California Coordinated Health Care Service,
a proprietary home health agency certified for both Federal and State participa-
tion in January of 1967. He was the corporation’s administrator and president.
By April, records of the California Department of Health show he was under
investigation by the Aedical Services Burcau for ewcessive billing, treatment
of « duration shorter than claimed and altering prescriptions.

Specifically, the investigators charged Mr. Gottheiner’s agency billed for a
full hour treatment for each recipient of physical therapy and treatment of less
than half that and, in many cases, treatment in group and billing as though
treated separately.

Additionally, the evidence indicated that someone, “possibly Mr. Gottheiner,
altered the Rx Form 165 in question.” The prescription forms were all pre-
typed and prepared and “smacked of wholesale prescribing of physical therapy
by Gottheiner, not the doctor,” the investigators said. The charge was that:
Gottheiner was giving physiotherapy without a physician’s authorization. In
a letter to John Fourt, Office of Health Care Services, Harvey E. Haslett, one-
of the investigators, spelled it out: “We have learned Gottheiner makes out’
the form MC 165. Some of the doctors have balked at being dictated to as to-
the length of treatment and who gives treatment.” Also under investigation -
was a charge of unethical solicitation.

A summary of the conclusion of the investigation is taken from the healths
department records:

“Our investigation was initiated as the result of a letter from Robert Monlux,-
M.D., deputy director, Santa Clara Department of Public Health. The therapist
stated to our investigators and the Santa Clara County DA investigator, Mr.
Bernard P. Blackmore, that he did not give more than half-hour treatments.
Gottheiner billed Medi-Ca® for a full hour of treatment in each instance.

“Also noted was a prescription for therapy in which the dates were altered
and the period of treatment raised.

“Qur investigator then approached the district attorney’s office in Santa Clara
County without evidence. The district attorney agreed that the evidence was
sufficient enough to ask the grand jury for an indictment for fraud.

“Mr. Gottheiner, knowing he was under investigation, returned $4,292 to the
fiscal intermediary claiming that clerical errors caused the overpayment. The
restitution made the district attorney change his mind and he has dropped
his plans to go to the grand jury.

“In our opinion, Mr. Peter Gottheiner should be suspended from participa-
tion in the Medi-Cal program effective immediately.”

SEPTEMBER 1967: SUSPENDED FroM MEDI-CAL (MEDICAID)

By letter, September 28, 1967, signed by Carel E. H. Mulder, Gottheiner was
suspended from Medi-Cal' He was informed he might request a hearing.
He did not.

The letter follows:

1Tn one of the enntinuing fronies of the evolving Gottheiner case. Carel E. H. Mulder
turns up with Gottheiner’s Healih Help agency. being listed as a consultant in corporate
stationerv in 1973 and later as chairman of the board of Gottheiner’s natfonal corporation,
Visiting Home Services.
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SEPTEMBER 28, 1967.
[Certified Mall—Return Recelpt Requested]

"Re suspension from California medical assistance program.
PeTER GOTTHEINER, R.P.T.
San Francisco, Calif.

DeAR MR. GOTTHEINER: Please take notice that pursuant to the provisions
of section 51455 of title 22 of the California Administrative Code, you are
hereby suspended from receiving further payments under the California medi-
cal assistance program. This suspension is effective immediately, and billings
rendered by you for services under the California medical assistance program
onorafter . __________ will not be accepted for payment.

The legal basis for this suspension is your repeated violation of section
51455(b) of title 22 of the California Administrative Code. This section
provides in material part:

“Causes for suspension shall consist of the following or substantially equiva-
‘lent actions under this program or the previous public assistance medical care
program or the medical assistance for the aged program.

“(1) Billing for visits not made or services not rendered.”

The factual basis for this suspension consists of the following violation:

Subdivision (1) was violated by continuous billings to the State of Cali-
fornia for 1 full hour of physical therapy when in fact half hour or less
of physical therapy was given.

You may request a hearing to present any defenses to the above charge,
should you so desire. Your written request for hearing must be received at
the Office of the Health and Welfare Agency, State capitol, Sacramento,
Qalif., within thirty (80) days after service of this nofice or suspension. Such
request should state your business name and address, if any, and list all cur-
rent licenses and permits issued to you by any State or Federal agency. Any
request for hearing must state which of the facts or circumstances set forth
in the order of suspension are admitted or denied, and the nature of the
relief sought.

Very truly yours,
Carer E. H, MULDER,
{ Director.

Curiously, there is some doubt if the suspension ever went into force. A
letter dated October 19, 1967 from Carel E. H. Mulder, Director of the Office
of Health Care Services (OHCS), California Department of Health, to
Charles Stewart reads in part as follows:

“You will recall Assemblyman Bagley (now Chairman of the Futures
Commodity Market) had suggested my meeting with him and Mr. Gottheiner
to compromise whatever action OHCS might be contemplating with respect
to suspension. . . .

“Mr. Bagley called me again today to inquire as to the status of this
case. I informed Mr. Bagley that OHCS has decided on the following course of
action.

“A demand letter for approximately $3,000 still due will be sent to Mr.
Gottheiner, having to be complied with within 60 days. If Mr. Gottheiner
can submit proof of payment, the demand will have been satisfied. In the
same letter he will be notified that Blue Shield has been requested to audit
his billings with particular care (a future action). If Mr. Gottheiner does
not comply with demand for repayment or if subsequent review by Blue
Shield or investigation by the County or this office discloses further irregu-
larities, he will be served a notice of suspension subject, of course, to his
right to request a hearing.

“Mr. Bagley deemed this an excellent solution and requested that he be
furnished a confidential copy of our letter to Mr. Gottheiner.”

[The letter and related correspondence follow:]

Memorandum
To: Charles W. Stewart.
OcroBeR 19, 1967,
From: Office of Health Care Services.
Subject: PETER GOTTHEINER, R.P.T.

You will recall Assemblyman Bagley had suggested my meeting with him and
Mr. Gottheiner to compromise whatever action OHCS might be contemplating
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with respect to suspension. I told him that I could not agree to such a
meeting until our investigation was completed.

Mr. Bagley called me again today to inquire as to the status of this case.
I informed him that our investigation has been completed, and it bas been
established that Mr. Gottheiner had submitted billings for an excessive amount
of more than $7,000, of which more than $4,000 has been repaid to CPS. Al-
though Mr. Bagley’s letter of September 25 reports that Mr. Gottheiner has
paid an additional $3,000 to CPS, no verification of this alleged payment has
been possible through CPS. I informed Mr. Bagley that OHCS has decided on
the following course of action.

A demand letter for the approximately $3,000 still due will be sent to Mr.
Gottheiner, having to be complied with within 60 days. If Mr. Gottheiner can
submit proof of payment (e.g., canceled checks), the demand will have been
satisfied. In the same letter he will be notified that Blue Shield has been re-
quested to audit his billings with particular care. If Mr. Gottheiner does not
comply with demand for repayment or if subsequent review by Blue Shield or
investigation by the county or this office discloses further irregularities, he will
be served a notice of suspension subject, of course, to his right to request a
hearing.

Mr. Bagley deemed this an excellent solution and requested that he be fur-
nished a confidential copy of our letter to Mr. Gottheiner.

Please have staff proceed in accordance with the above decision.

Carer E, H. MULDER.

ASSEMBLY, CALIFORNIA LEGISLATURE,
WriLLiaM T. BAGLEY, MEMBER OF ASSEMBLY,
Marin-Sonoma Counties, Calif., September 25, 1967.

Re Peter Gottheiner, Medi-Cal services.
Mr. Carer H. MULDER,

Director, Health Care Services,
Sacramento, Calif.

Dear CaBEL: As you may recall, I am a longtime acquaintance, and friend,
of Peter Gottheiner, a physical therapist in San Francisco. He bas brought
to my attention a situation which may have been called to your attention. I
am writing, and sending enclosures, to help clarify the situation, if need be.
Basically, my request is that your office, or the appropriate office, contact me
for any further information or for any further discussion if these are con-
sidered necessary.

The enclosed correspondence should be self-explanatory.

You will note a copy of a letter of July 26 to the Santa Clara County district
attorney’s office from Mr. Gottheiner’s attorney. This letter -reviews an error
in billing, and reviews the circumstances thereof. The district attorney’s office,
apparently at the behest of the local welfare department, had conducted some-
thing of an investigation, and, upon receipt of the July 26 explanation, closed
their file. Our concern now is that the file: has not yet been closed, but may
still be active, in your office.

Peter Gottheiner has explained to me the background of the error in billing
and also given me a copy, enclosed, of his letters of June 30 and July 24. You
will note from the former that he first learned of the overbilling just prior
to his June 30 letter. He, himself, then informed California Physicians’ Service
of this error and has since made correction and reimbursement. The July 24
letter shows his reimbursement of $4,292, and subsequently he has made reim-
bursement as he has received checks, totaling almost $3,000 additional.

As stated, Peter Gottheiner called this matter to my attention and I volun-
teered to forward this material to your office. He is simply concerned that some-
one in your office will not have the full facts and will not know of the ex-
planation contained in the enclosures. I am fully confident, after speaking with
Mr. Gottheiner, that the situation arose because of an honest error on his part.
The treatments given were at five extended care facilities, four in Contra
Costa County and one in Santa Clara County. These were new contractual
arrangements made by Gottheiner with these facilities starting in February or
March. He simply billed for them as he bills for services that he renders in his
San Francisco office. These services, as rendered in San Francisco, apparently
are in a different category than services actually rendered at the extended
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care facilities. When he learned of the difference in treatment being given, he
wrote the June 30 letter.

As stated, I will be happy to participate in any further discussions necessary
on this. I did want to alert you of my interest, and give you the background
of the facts which have come to my attention. I would request that if the file
is active in your office and if further discussion is necessary, or if any action
is contemplated, that you please contact me prior to any further action. I
would not like to see Mr. Gottheiner’s good name prejudiced, and do want to
bring the various facts to your attention.

Sincerely yours,
WiLriaM T. BAGLEY.

Enclosures.

Avgust 11, 1967.
Re Possible suspension of Peter Gottheiner. R.P.T.
CarerL B. H. MULDER, Director

We have investigated the activities of Mr. Peter Gottheiner, a registered phys-
ical therapist, pertinent to his physical therapy treatment billings submitted to
and paid by the fiseal intermediary for services rendered to Medi-Cal recipients.
The investigation was initiated as the result of a letter from Robert Monlux,
M.D., deputy director of the Santa Clara Department of Public Health.

Our investigation inciuded interviews with the administrator and the head
nurse of the Forest Avenue Convalescent Hospital in San Jose; the physical
therapist who performed the services in the above hospital; and his employer
who billed Peter Gottheiner for the services rendered.

We determined that Peter Gottheiner subcontracted with the Physical Therapy
Center, owned by Flora Souza, to service his clients at the Forest Avenue Con-
valescent Hospital for $3 per treatment. The employee of Flora Souza who ac-
tually gave the therapy treatments stated to our investigator and the Santa
Clara County district attorney’s investigator, Mr. Bernard P. Blackmore, that
he did not give more than half-hour treatments to clients at the above hospital.
Mr. Gottheiner billed the Medi-Cal program for a full hour of treatment in each
instance. We reviewed billings for the months of February through June 1967.
and found that Mr. Gottheiner had billed and was paid a total of $3,645 for
services not rendered.

Also noted was a prescrlptlon for therapy in which the dates were altered
and the period of treatment was raised. A copy was given to an investigator from
the Department of Professional and Vocation Standards who investigated the
circumstances surrounding the alteration.

Our investigator then approached the distriet attorney’s office in Santa Clara
County with our evidence. The district attorney agreed that the evidence was
sufficient enough to ask the grand jury for an indictment for fraud.

Mr. Gottheiner, knowing he was under investigation, returned $4.292 to the
fiscal intermediary claiming that clerical errors caused the overpayment. This
restitution made the district attorney change his mind and he has dropped his
plans to go to the grand jury.

In our opinion, Mr. Peter Gottheiner should be suspended from participating
in the Medi-Cal program effective immediately. Although we are fairly sure that
an additional recovery of money could be made by a 100-percent audit we recom-
mend that such an audit not be made based on manpower and budget limitations,

HARrRVEY E. HASLETT,
Chief, Vendor Investigation Bureau.

ASSEMBLY, CALIFORNIA LEGISLATURE,
WirtiaM T. BAGLEY, MEMBER OF ASSEMBLY,
Marin-Sonoma Counties, Calif., December 30, 1971
Mr. HaroLD S. DosBss,
Dobbs & Doty, Attorneys at Law,
San Francisco, Calif.

Dear Harorp: I have just spoken with your client and my friend Peter Gott-
heiner regarding some help which I gave him when, in October of 1967, the
Department of Health Care Services had claimed an overcharge by him, acting
as a physiotherapist in the bay area. This letter is simply to state the facts
as they existed and as they were found to be by the then director of Health
Care Services, Mr. Carel Mulder. I met with Peter, and Mr. Mulder in Sacra-
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mento and reviewed the circumstances involved. They were these: Peter Gott-
heiner was not giving treatments personally but supervising a staff of physio-
therapists. The staff, on occasions where groups of patients were treated, would
name individual patients treated, and the office bookkeeping staff, in trans-
cribing the treatment record to the billing record would include these patients
as if they were individually treated, and therefore treated on an hourly basis
as individuals.

These circumstances were explained to Mr. Mulder and, also explained, was
the fact that prior to any claim of the Department of Health Care Services
Peter Gottheiner had discovered the mistake, had corresponded with the Cali-
fornia Physicians’ Service (on June 30, 1967) and had alerted them to the
mistake and to claims which would call for overpayment.

Mr. Mulder at that time, and upon review of all of the records concerned,
was totally satisfied that the circumstances amounted to a simple mechanical
mistake within Peter Gottheiner’s organization. There was never any charge
of anything other than a simple mistake which Mr. Gottheiner himself caught,
which he acknowledged, and for which refund payments were made to the
State. The matter was closed without any adverse consequences and without
any formalities of the like.

This simple administrative error, made by erroneous billing transcriptions,
certainly should not be in any way held out as an incident adverse to Mr. Gott-
heiner’s professional status. I should add, on a personal note, that I have
known Peter for more than 10 years as a friend here in Marin County where
he lives and as a practitioner in the fields of physiotherapy and home health
care services. His professional standing in the community is high and is re-
spected by me and by those around him.

Sincerely yours,
WiLLiaxM T. BAGLEY.

In May 1969, the San Francisco Regional Office of the Social Security Admin-
jstration’s Bureau of Health Insurance became aware of complaints concern-
ing the operations of California Coordinated Health Care Services, Incor-
porated (CCHCS),

On November 26, 1969, an administrative assistant of Blue Cross who was
formerly in charge of the home health agencies claims reported to BHI that
early in the months of the program, Celifornia Coordinated submitted a sub-
stantial number of duplicate claims. When Gottheiner realized that Blue Cross
was starting to check on duplicates, he began noting on some bills: ‘Please
do not pay, this is a duplicate.” At the same time, he began noting on other
bills, “Please do not pay ; this patient did not receive these services.”

Tn or about December of 1969, two Californie Coordinated clients reported to
BHI that they had been charged for two visits rather than one. In December
of 1969, BHI asked Blue Cross to resolve the discrepancy. In January of 1970,
Carol Ford, California Coordinated’s Director of Nurses, admitted to Blue
Cross that prior to March 1969, it had been her agency’s practice to double bill
for the initial nursing visit made to each patient due to the additional time
involved in assessing the patient’s total condition and the services needed. Blue
Cross asked for an accounting of the double billing charges because this prac-
tice had been specifically forbidden by regulation promulgated by BHI and
Blue Cross in June of 1968. . :

. 1970

In January, 1970 the Regional Representative of BHI in San Francisco
forwarded to the central office in Baltimore reports of irregularities in tlie
billing practices of CCHCS. There were indications of-criminal violation. As
a result, the Office of Administration was requested to provide investigative
assistance. Mr. Conrad Sadowski, an investigator with the Division of Ad-
ministrative Appraisal and Planning in OA, was assigned to the Gottheiner
case. . O :

In his background work, Mr. Sadowskl talked with Dr. Lois Lillick, Asasistant
Chief of the Bureau of Adult Health and Chronic Diseases. Sadowski reported
‘that supervision of HHA’s had been removed from Dr. Lillick’s section of the
Bureau because, as she explained it, Gottheineér had objected to her depart-
ment’s supervision and had used his political connections to force the move.
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HEALTH HELP, INC., FORMED

In March of 1970, Gottheiner forms Health Help, Inc. which was incorporated
the following month. The corporation is to provide Homemaker and Chore
Services within the State of California. The funds for this purpose came from
Titles I, VI, and XVI of the Social Security Act, the predecessor programs
of Title XX.

August 10, 1970, Lilly Toney, Manager, Federal Medicare Claims Depart-
ment, Hospital Service of California (Blue Cross) informed BHI that Cali-
fornia Coordinated admitted double billing on the account of 215 beneficiaries.
The reported amount of overpayment was $2,924.

On or about this same time, BHI received a statement from Kathryn A.
Stewart, former Director of Nursing for California Coordinated, reporting that
Gottheiner was aware of his fraudulent billing practices. In a bulletin issued
June 27, 1968, Blue Cross notified Home Health Agencies that the cost of a
visit to establish a plan of treatment was to be considered an overhead expense
and was not chargeable as a visit. This fact was supported by the June 1968
issue of the Home Health Agency Manual. However, Stewart, who was Director
from August 1, 1968, through February 1969, said that it came to her attention
in January, 1969, that Peter Gottheiner was double billing for initial evalua-
tion visits. She also stated he was double billing for physical therapy visits be-
cause one hour’s treatment was billed as two visits. (N.B. It was on this charge
that Mulder wrote the September 1967 letter suspending Gottheiner from Medi-
Cal. Gottheiner maintained he had been unaware of the fact that his therapists
had been rendering an hours treatment in group therapy sessions). Ms. Stewart
reported that she advised Mr. Gottheiner that these practices were in violation
of Medicare law, but he continued them nonetheless.

On November 24, 1970, the Social Security Division of the HEW Office of
the General Counsel transmitted the Peter Gottheiner case to the San Fran-
cisco Regional Attorney’s Office of BHI.

1971

On January 4, 1971, the BHI Program Integrity Staff in Baltimore forwards,
to the HEW Regional Attorney, material necessary to process the Gottheiner
case. January 7, the regional representative notifies the home office of BHI
that they are forwarding an additional case of billing for services not rendered.

January 14, 1971, Blue Cross notifies Gottheiner that a review of his costs
in 1968 and 1969 has been made which revealed $44,961 in financial discrepan-
cies. Gottheiner was asked to repay this amount.

REFERRED TO JUSTICE: CRIMINAL VIOLATION ALLEGED

February 3, 1971, the Assistant Regional Director for HEW forwarded the
Gottheiner file to U.S. Attorney James Browning for criminal prosecution. It
was alleged that Gottheiner billed Medicare for services not rendered in vio-
lation of Section 208 of the Social Security Act and Sections 287 and 1001 of
Title 18 (criminal violations) of the U.8. Code.

GOTTHEINER RECEIVES 8. F. CONTRACT

In February of 1971, Gottheiner’s Health Help, Inc. was awarded the home-
maker/chore services contract with the City and County of San Francisco. Ac-
cording to a later 1976 HEW audit, the initial rate of $5 per hour was not
justified by supportive cost data.

MARCH 1971: CALIFORNIA COORPINATED HEALTH CARE SERVICES DISSOLVED

California Coordinated Health Care Service, Inc. is said to have been volun-
tarily dissolved in March of 1971. There is an indication this dissolution flowed
from a decision to avoid recapture of funds. The staff of the Regional Office
of the Bureau of Health Insurance stated: “There were overpayments, through
audit exceptions, in the amount of $364,192 for cost reporting periods ending
December 1967. No cost reports were submitted for 1970 and 1971, although
iInterim Medicare payments in the amount of $481,309 were made to CCHCS,

ne.”
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MARCH 21, CIVIL SUIT DISMISSED BY CIVIL DIVISION, U.S. DEPARTMENT OF JUSTICE

In a letter to HEW’s General Counsel, L. Stanley Paige, Chief of the Fraud
Section of the Department of Justice Civil Division, said that after a pre-
liminary review “available evidence of fraud appears insufficient to warrant
institution of such a suit. Accordingly, we are closing our files.”

MARCH 15, GOTTHEINER FORMS VISITING HOME SERVICES

Gottheiner forms Visiting Home Services (VHS), another corporation to offer
homemaker/chore services in California and throughout the nation.

On August 12, 1971, U.S. Attorney James Browing notifies HEW that in the
opinion of the Civil Division there is insufficient evidence of fraud and added,
“It has been our experience in fraud cases that if the evidence is insufficient
for purposes of a civil suit, the likelihood of a successful criminal prosecution
is remote.”

September 27, 1971, Florence Lee of Blue Cross wrote to Phyllis Stanton of
BHI recommending that the Gottheiner case be transferred to GAQ for col-
lection.

In October and again in December, BHI wrote to the Justice Department
asking about the status of the Gottheiner matter.

1972

January 25, 1972, Assistant United States Attorney Janet Aiken informs BHI
that after consulting with Gottheiner’s attorney and reviewing Gottheiner’s
file, she had come to the conclusion that Gottheiner was not guilty. Aiken noti-
fied Gottheiner’s Attorney Harold Dobbs on March 3, 1972 that she could find
no breach of criminal law. Investigation of this matter by the Committee staff
reveals that this case might have been dropped for reasons other than lack
of evidence. See below.

1973

In 1973, Gottheiner was negotiating for contracts for Health Help in Cali-
fornia and for Visiting Homes Services (VHS) in other States. By Mid 1973
Carel E. H. Mulder is listed as a consultant for Health Help and as Chairman
of the Board of Visiting Home Services.

1974

As of January 1974, Gottheiner had contracts in 9 California counties and
the States of Utah and Missouri.

19756

On March 24, 1975, Mr. Thomas Tierney, Director of the Bureau of Health
Insurance, wrote to the General Counsel of HEW indicating BHI's computa-
tion of audit exceptions and moneys owed to Medicare by Gottheiner’'s Califor-
nia Coordinated Health Care Service as follows:

Year—explanation : Overpayment
1967—audited cost report_ e __ $6, 304. 00
1968—audited cost report 76, 320. 00
1969—audited cost report 213, 338. 00
1970—failure to file cost report. ———— 449, 522,00
1971—failure to file cost report___ 31, 787. 38
1971—current financing payments 69, 000. 00

Subtotal 846, 271. 38
Less claims held in escrow. 41, 616. 32
Total indebtedness_____ 804, 655. 06

[{The complete text of the letter follows:]

87-469—77——10
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[Memorandum]

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
SOCIAL SECURITY ADMINISTRATION,
March 24, 1975.
‘I'o : Office of the General Counsel.
From: Bureau of Health Insurance.
Subject: Title XVIII: Overpayment Litigation Case: California Coordinated
Health Care Services, Inc., provider No. 057085.

On August 26, 1974, the General Accounting Office informed us that they were
closing their file on the subject case because the debt was uncollectable. We wrote
to GAO on February 6, 1975, requesting that GAO refer this case to the Depart-
ment of Justice so that a judgment may be awarded against the provider. We
explained to GAO that there is counsiderable interest in the local health care
community regarding our efforts to collect this overpayment and suggested that
even if the corporation is presently without substantial assets, the awarding of
a judgment would place our claim on record should their status change sometime
in the future.

On February 26, 1975, GAO informed us that they communicated with the
Department of Justice and were informed that the Department of Justice would
be agreeable to obtaining a judgment provided that information could be fur-
nished which would indieate that such action would be productive.

The stock of the subject provider is owned by Peter Gottheiner, RPT—60 per-
cent—and Dr. Robert 8. Sitken—40 percent. Our records indicate that the pro-
vider and the shareholders have sufficient assets to satisfy the overpayment.

The provider was incorporated in the State of California for the purpose of
participating in the medicare program as a home health agency. The provider
was certified on January 20, 1967, and continued in the program through
March 10, 1971, when it voluntarily terminated its participation in the program.
Blue Cross Hospital Service of California was nominated by the provider to
serve as its fiscal intermediary through December 31, 1970. Thereafter, the pro-
vider requested to change its intermediary to the Social Security Administration.
This request was granted and became effective January 1, 1971. At the time the
provider terminated its participation from the program, it was indebted to the
Medicare Trust Fund in the amount of $804,655.06. We have information from
the California secretary of state’s office that the provider is not dissolved but was
suspended by the California Franchise Tax Board effective February 1, 1973.

Pursuant to the provisions of sections 1814 (b), 1815, 1833(a) (2), and 1861 (v)
of the Social Security Act, as amended (42 U.S.C. 1395f (b), 1395g, 13951(a) (2),
and 1395(x) (v) ), the amounts of $155,283, $366,832, and $555,678 have been deter-
mined to be the reasonable cost of services furnished to medicare beneficiaries by
the provider, during the periods ended December 31, 1967, December 31, 1968, and
December 31, 1989 respectively, and that the amounts of $161,597, $443 159, and
$769,016 respectlvelv, were actually paid to the provider for such services during
the above-cited periods resulting in overpayments of $6,304, $76,320, and $213,338,
respectively.

The provider filed cost reports for the cost reporting periods ending Decem-
ber 31, 1967, December 31, 1968, and December 31, 1969. The overpayment for the
3-year period was calculated as follows:

Period ending Dec. 31, 1967

Part A:
Total cost incurred $98, 504
Interim payments made to provider 99, 987
Amount of overpaj'menf _____ (1, 483)
Part B: '
Total cost incurred.._ e 72,177
Less: Deductibles chargeable to patients____ 1,203
Net cost rmmmmmm et mememe (0, 974
80 percent of net cost applicable to HIP . ________________ 56, 779
Less: Payments made by intermediary_______________________. 61, 600
Amount of overpayment.___________ L me_ (4, 821)

Total amount of indebtedness per final settlement____._________ (6,304)
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Period ending Dec. 31, 1968

Part A:
Total cost incurred - —_——- $265, 000
Interim payments _ _ ———— 322,750
Amount of overpayment (57, 750)
Part B:
Total cost incurred — 182, 7388
Less: Deductibles chargeable to mtlents___ 5,439
Net coStam oo _— 127, 299
80 percent of net cost applicable to HIP . ___.__ 101, 839
Less : Payments made by interinediary - ______ 120, 409
Amount of overpayment_.__________ . ___ (18, 570)
Total amount of indebtedness per final settlement .. _____.___ (76, 320)
Period ending Dec. 31, 1969
Part A:
Total cost incurred_.__ _— e ———————————— $392, 450
Interim payments 482, 120
Amount of overpayment________________________ —— (89, 670)
Part B:
Total cost incurred 212, 401
Less: Deductibles chargeable to patients________________ 8, 366
Net cost________-__ 204, 035
80 percent of net cost flpphcthe to HIP___ 163, 228
Less: Payments made by intermediary 201, 896
Amount of overpayment —_— (88, 668)
Initial settlement paid to provider - (85,000)
Amount of indebtedness per final settlement o _______ (213, 338)

The provider failed to furnish cost repoert information for the periods ended
December 31, 1970 and March 31, 1971. Therefore, the entire amount paid to the
provider for such periods is deemed to be an overpayment. The amount of the
interim payments received by the provider during the aforesaid periods was
$449,522 and $31,787.38 respectively.

In addition to the overpayments paid to the provider due to excessive interim
payments, the provider also received current financing payments of $69,000. Effec-
tive May 29, 1973, all current financing payments were eliminated to all par-
ticipating providers and any such payments outstanding after that date consti-
tuted an overpayment.

The provider has continued to present claims to its intermediary for payment.
The intermediary calculated $41,616.32 as the estimated amount due the pro-
vider on behalf of such claims and placed this amount in escrow.

In view of the foregoing, the provider is indebted to the Medicare Trust Fund
in the amount of $804,655.06. The overpayments can be summarized as follows:

Year—explanation : Overpayment
1967—Audited cost report e mm———m -- $6,304.00
1968—Audited cost report___ . __________ 76, 320. 60
1969—Audited cost report_._ - - 213, 338. 00
1970—PFailure to file cost report 449, 522. 00
1971—Failure to file cost report_ oo __ 31, 787. 38
Current financing payments —-- 69, 000. 00

L4 537 ) 846, 271. 38
Less claims held in escrow i 41, 616. 32

Total indebtedness -—- 804, 655. 06
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Please request the Department of Justice to initiate suit against the subject
provider and its two shareholders. If necessary, the Department of Justice-
could obtain a certificate of indebtedness from GAO. We will secure a certified
administrative file and affidavit, in accordance with our established procedure,
when requested by the Department of Justice through your office.

THOMAS TIERNEY,
Director.
1975 STATE AUDIT

On or about this same time the Department of Justice notified BHI that they
will take the case only if BHI could demonstrate evidence of collectability.

In August 1975, a California Department of Health audit indicated the fol-
lowing concerns about the operation and management of Health Help:

A considerable number of charges were made for entertainment, business.
expenses, and travel (including out of State and foreign).

Expense reimbursements were not adequately supported.

Out-of-pocket expenses of $26,000 and $4,998 in 1974 were totally unsupported
by bills or receipts.

Reimbursements. to the President totaled $45,430.97 for 1974 exclusive of
March and $31,954.72 for 1973 exclusive of May. The audit indicated that there
was no basis for determining that these expenditures were related to provision.
of service in San Francisco County and that for a smaller portion of these.
items, there was no assurance that these were not personal expenses.

Reported expenses included political contributions to both political systems.
Title VI funds were, in effect, used for political contributions.

Since these political contributions were not consistently recorded in the same-
place, all may not have been identified. The identifiable total was $2,200, not
including a $57.50 contribution to the police officer association.

A number of entries were not supported:

(1) An American Express invoice mailed November 17, 1973, for $1,--
059.32 (most of this payment was for a prior balance with no detail as to-
what the balance was for).

(2) A Carte Blanche invoice for $363.68 mailed October 25, 1973, had.
receipts enclosed totaling only $169.68.

(8) A Diner’s Club bill mailed October 18, 1973, for $626.03 was sup-

ported by receipts totaling only $88.85.

The contractor included income taxes and tax penalties for late payment of
payroll taxes as a reimbursable cost.

Other questionable charges include the following:

1973 1974
Prorated home office. . _ - e oo $1,498.00 $1, 900. 00
Benardarets (pipe and tobacco store)_.. - 1,690. 97 2,389.53
John Walker (liquor store) . . . oo e - 2,580.91 2,083.67
Qut-of-pocket BXPEASES. o oo oemmmcce e oo ememmmcromem oo 2,600. 00 4,998.58
Washington, D.C. (naugural)._ .. - 925,00 wecommom e
Alfred Dunhill (men's boutique). « o oeom e e e e e e e 254,00
Honolulu eXpenses. - - oo ccomcccaeaeee 405.00

THE HEW AUDIT

On May 18, 1976, the HEW Audit Agency in San Francisco released the
findings of an audit conducted on three California homemaker chore service
providers. One~of these was Gottheiner’s Health Help, which received a con-
tract with the city and county of San Francisco in February 1971. With respect
to Health Help the audit concluded:

(1) The initial rate of $5 an hour was not justified by supportive cost data.

(2) Health Help received a rate increase to $6 an hour effective July, 1971,
without submitting required financial information. Health Help asked for a rate
increase to $7.30 an hour in July of 1972. The social services commission ap-
proved a rate of $7 an hour which allowed a monthly profit of $9,900 (or about
$118,800 for the year). Again rates were not based on actual cost data.

(3) “Unaundited financial statements prepared on behalf of Health Help did
not fairly present reimbursable contract costs and substantially understated
profits made by the individual contractors * * *”
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(4) The compensation paid to officers of Health Help was for distribution
-of profits rather than for actual services rendered.

(5) When Gottheiner claimed that he was making 12 cents an hour profit,
‘the auditors noted the accounting records were not designed to clearly identify
and report costs. “The financial statements, while presented as a basis for
Justifying the $7 per hour contract rate, are misleading primarily because they
reflect corporate expense account balances that included the costs of an af-
filinted corporation.” These costs were in no way connected with the San
Francisco contract, and totaled $91,276. This amount, said the audit, “repre-
sents a material overstatement of actual contract costs and substantially under-
:states actual profit under the contract by $0.93 per hour ($91,276 divided by
‘97,658 hours).”

(6) The HEW audit said further “Our audit showed that payments from
the county agency for services billed for calendar year 1973 total $683,326. Re-
imbursable costs under the contract totaled $505,234, resulting in a net profit
before taxes of $178,092 or 35 percent of total costs. On this basis, the net profit
before taxes was $1.82 per hour ($178,092 divided by 97,658 hours).”

(7) Then added: “The statement of income and expenses included $57,566 of
expenses which were not related to the San Francisco contract for calendar
vear 1973. Certain costs reported by the contractor were not subject to Federal
reimbursement under 41 CFR, subpart 1-15.2. Under this criteria we have clas-
sified $13,691 of expenses as nonreimbursable. This amount included $4,092
for Federal income taxes, $3,915 for payment of a tax penalty, $5,504 of in-
terest expenses and $180 of organization expense.”

JUNE 12, 1976: GOTTHEINER RESIGNS FROM VISITING HOME SERVICES

On the following day, his son, Ron Gottheiner assumed the presidency of the
corporation. Gottheiner reportedly received $25,000 in loan severance pay, plus
about $8,000 in what were termed “loan repayments.”

VISITING HOME SERVICE AND HEALTH HELP FILE BANKRUPTCY

On or about August 1, both corporations filed a petition of bankruptcy.

THE STATE AUDIT : DEPARTMENT OF BENEFITS PAYMENTS

On October 29, 1976, the Department of Benefit Payments for the State of
California released their audit of Gottheiner’s corporations for the period July
1, 1975, through June 30, 1976. The department reported that “Funds were
shifted back and forth (between Health Help and Visiting Home Services) and
payments were made from available resources. Accordingly, our review treats
the two organizations as a single entity.” The audit reported further that
“Health Help held the only lucrative contract (San Francisco), and funds from
this revenue source were generally used indiscriminately to finance both per-
sonal and business expenses of both corporations.”

Among the major findings of this audit were the following:

(1) Gottheiner received $58,815 as expense advances and reimbursements
during the audit period. These included purchases at liquor and tobacco stores
and personal expenses at local restaurants and hotels. There may have been
duplicate and triplicate payments of some of these expenses.

(2) Gottheiner received $43,100 in consultant fees during the period even
though he was also receiving a salary for his services.

(3) Gottheiner was paid salaries of $24,000 by Visiting Home Services and
$29,000 by Health Help for a total of $53,000 during the period.

(4) Gottheiner was paid $81,168 in loan repayments during the period,
though the department could find no evidence of any loans from Gottheiner to
either corporation.

(5) Gottheiner’s son, Ron, received a salary of $25,875 from Visiting Home
Services and $2,500 from Health Help. He was also paid $8,300 in loan repay-
ments, though auditors found no evidence of loans from Ron Gottheiner to
either corporation.

(6) Gottheiner’s daughter, Vivian, was paid $1,875 in consultant fees. There
was no documentation of her work.

(7) Gottheiner’s ex-wife, Eva, received $11,000 in salaries for the period. It
appears that these payments were a personal benefit to Gottheiner.



1118

(8) Gottheiner’s daughter-in-law, Jeanie, was paid a salary of $10,400 for
the period. The auditors could not determine the extent of her corporate
activities.

1977

Gottheiner is currently operating in the State of Illinois. He obtained a
contract (duration and amount unknown). The name of bis new corporation is.
National Home Health, Inc.

V. ALLEGATIONS

As noted from the above chronology, several areas of concern have beens
raised by Gottheiner’s operations. These areas are highlighted below:

A. ALLEGATION : COSTS REPORTED BY GOTTHEINER ARE INFLATED AND ARE NOT
REASONABLY RELATED TO THE QUALITY OF CARE

This point is discussed in detail by the State and HEW audits reported:
above.

B. ALLEGATION ! THE QUALITY OF SERVICES OFFERED BY GOTTHEINER'S
CORPORATIONS LEAVE MUCH TO BE DESIRED

Evidence

(1) The Tri-Counties Commission for Senior Citizens tried to prevent the-
awarding of the Santa Barbara County Contract to Visiting Home Services-
last July. The organization claimed that VHS allowed the quality of service to
deteriorate to the point where some clients went unattended. The Visiting
Nurses Association supported the charge, stating that it had 16 documented
cases of severely disabled clients who received little or no home care service-
from VHS.

(2) The newspaper carrying the above story contacted 22 clients of VHS,
20 of whom agreed to discuss quality of care. Fourteen said there were periods-
where VHS homemakers repeatedly failed to make their scheduled visits. The
72-year-old wife of a 92-year-old stroke victim had cared for her husband for
6 weeks without homemaker care, although they were entitled to 9% hours of
service per week. Other findings:

A 6l-year-old woman, entitled to 4 hours per week, hadn't seen the home-
maker for almost two months.

One man who signed a petition protesting VHS' firing of a codirector was.
apparently penalized by a complete loss of service.

Clients who called VHS to complain said their efforts resulted in promises,.
rudeness, or cold indifference.

Although the VHS/Santa Barbara contract specified 50 hours of required’
employee training, Codirector Evangelina Diaz, who was fired, told the county
board that homemaker attendants received no training from Visiting Home-
Services. When she tried to organize the training program, Diaz said he was-
told by VHS that any training program bhad to be done in the office by volun-
teers at no cost to the company.

Another charge against VHS was that personal services such as bathing,
done only by nurse’s aides according to VHS, were actually assigned to em-
ployees with no previous experience or training. Diaz claimed that “People
were hired as they walked in through the front door. We never had time to look
at their references because of the need to cover clients. If an attendant was:
willing to take on bathing, then he or she was sent out on it.”

C. GOTTHEINER USES POLITICAL INFLUENCE TO GAIN FAVORABLE TREATMENT
Utah

In the State of Utah, program specialist, Jay Wimmer, was instrumental in
getting Gottheiner a statewide contract to provide homemaker services. While
employed by the State’s division of family services, Wimmer wrote letters on
Gottheiner’s behalf to appropriate officials in Kansas and Minnesota. These:
letters touted the capabilities of Gottheiner and his VHS corporation. The let-
ters were sent March 14 and March 20, 1975.

A copy of Mr. Wimmer’s letter to the State of Minnesota follows:
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UTAH DEPARTMENT OF SOCIAL SERVICES,
DivisioN oF FAMILY SERVICES,
March 20, 1975
Ms. JAN1S HILLIARD,
Homemaker Supervisor, Department of Publio Welfare, County of St.
Louis, State of Minnesota, Duluth, Minn.

DEAR Ms. HriLriaro: Mr. Peter Gottheiner of Vigiting Home Services, Inc.,.
asked that I write to you concerning Utah’s homemaker/chore service program
which is under contract with his company.

The State of Utah currently has eight counties under contract with Visiting:
Home Services, Inc., which accounts for 90 percent of the State’s population.

Prior to selecting Visiting Home Services, Inc.,, an extensive 6-week evalua-
tion of their services in nine counties in California took place. The reference-
letters we received from all nine counties were excellent with no negative
responses. .

In Utah, Visiting Home Services was able to set up offices, recruit and
train homemakers and start delivering a quality service within 60 days. His-
staff has been able to handle difficult situations as well as 24-hour care, week-
end work, and 1-hour emergency call kinds of requests.

I would recommend consideration of Visiting Home Servieces, Inc., for your-
homemaker/chore service program.

If further information is desired, please contact me. Please find enclosed a
packet describing our homemaker programs.

Sincerely,
J. 8. WiMuMER, M.S.W,,
Program Specialist.

At the time he wrote such letters on Gottheiner’s behalf, Wimmer had
specific information as to the problems with Gottheiner’s past performance-
in California. One example of what Wimmer knew was the June 24, 1974,
letter to Wimmer from Hadley Hall, president of San Francisco Home Health
Services, questioning the quality of care and the reported costs. Hall said
in part, “There seems to be a pattern of hiring well known political figures
to advocate Mr. Gotthelner’s position.”

In May 1975, the Utah contract was in force and in June 1975, Wimmer
went to work for Gottheiner.

California

The possibility of strong political influence on the local level was raised by
the awarding of the San Luis Obispo County homemaker chore service contract
2 years ago. A May 21, 1975, newspaper article announced that San Luis
Obispo’s Board of Supervisors awarded their home care contract to Visiting
Home Services, even though it was the highest of three bidders. Director
Thomas Ganoe said that he felt the low bidder could do the job just as well
as VHS and for less money. At the time of the award, Visiting Home Services
had had the home contract with the county for the previous 17 months. The -
difference between high and low bid was approximately $63,000. In June 1975,
the Board voted to rescind its contract award, and on November 1, services
were taken over by Unicare, Inc.

Iilinois

According to Fred Keeley, a former employee of Gottheiner's, Gottheiner-
was having trouble obtaining the Illinois contract for homemaker chore serv-
ices. He was directed to a State Senator, who met with Gottheiner several times .
and allegedly rendered assistance. Gottheiner did receive a limited contract
after he hired the law firm suggested by the State Senator. This charge has not
been verified beyond the sworn statement of the employee.

Migssouri

In this State, the contract was awarded Statewide without bid. One of the-
State’s contracting officers, who asked that we respect his confidentiality, in- -
formed us that it had been a political decision and that the contract had been
let in unseemly haste. He also stated that although Gottheiner had promised .
that he would serve the entire State, only one office had been opened and .
that in the most lucrative area, St. Joseph, Mo.



1120

D. ALLEGATION : THE PROSECUTION AGAINST GOTTHEINER BY THE DEPARTMENT OF
JUSTICE IN 1971-72 MIGHT HAVE BEEN DROPPED FOR REASONS OTHER THAN LACK
OF EVIDENCE

Investigator Halamandaris interviewed Janet Aiken, Assistant U.S. Attorney
who handled the Gottheiner case. Here are his notes:

“She was friendly and forthcoming and remembered the case quite well. She
indicated it had been a matter of almost seasonal recurrence. At her invitation
I viewed ‘the whole file’. I also was allowed to duplicate at will. Throughout
our interview she made rather frequent protestations of good faith, possibility
of a mistake honestly made, rather more frequent than necessary I thought.
She stated the Gottheiner case bad been one of her first cases after coming
into the U.S. Attorney’s Office out of private practice.

“She admitted sitting on the case for 6 months despite a number of letters
from BHI. (Didn't know quite how to handle it. Had other ‘more interesting’
less ‘taxing’ more ‘rewarding cases’ was her reasoning.) She admitted she
thought it was so strong that when she went to lunch with Dobbs (Gott-
heiner’s attorney and a former political force in San Francisco she rubbed it
in a bit and told him there was little he could do but plea for a misdemeanor.
She admitted she was talked out of the prosecution by Dobbs subsequently.
“I didn’t really see it until he explained it to me,’ she said. ‘I began to question
it more closely. If you look at it in that way it begins to become clear the in-
vestigator had it in for Gottheiner. The man is widely disliked,’ she said. ‘It is
very easy for anyone with a grudge to make a case and find witnesses to testi-
fy against him.” She admitted as well giving Gottheiner particular considera-
tion because of the reputation of her counsel, who, she said, was a friend,
former mayoral candidate and attorney of outstanding reputation and ability
but denied political influence.

“The case was resolved, she said, when Dobbs brought in Gottheiner’s Cal
Coordinated Files (‘obviously still in the packing crate’—the corporation had
at this time been dissolved) and laid them out on her table. Two billings were
pulled out of the box for examination. She is uncertain who pulled the billings.
Off the top, she says, she thinks she must have, he might have. She plainly
does not recall, or perhaps does not want to recall. On the basis of examining
‘these two vouchers she stated she lost faith in her case and the investigator
who compiled it for HEW. ‘Once you find something wrong in one area, you
tend to doubt it all,’ she said. Out of fairness, HEW was told of the existence
.of the file and invited to view and evaluate it if they wished to prepare a counter-
argument (considering the original cause of action sprang from 1967 and it
was now 1973, there is a considerable question of reasonableness).

“Conclusion : More than probably the U.S. Attorney was influenced, sugared
more likely than bribed. I think she had a strong disinclination going in,
found the case technical, unpromising, unrewarding. I think additionally she
has more than sufficient respect quotient for Mr. Dobbs.”

ADDITIONAL CORRESPONDENCE RELATING TO MR. WIMMER

SAN FraNcisco HoME HEALTH SERVICE,
San Francisco, Calif., June 24, 197}.
Mr. JAY WIMMER,
State Program Specialist, Division of Family Services, Salt Lake City, Utah.

Drear MR. WIMMER: Enclosed are materials related to Mr. Peter Gottheiner,
and information available about him in San Francisco. As you can tell from
the material, a wide variety of individuals have had dealings with Mr. Gott-
heiner. For instance, Mr. Carel E. H. Mulder, who signed the letter suspend-
ing Mr. Gottheiner from the California medical assistance program (medicaid),
is the same gentleman who is now listed as one of Mr. Gottheiner’s consultants.
Assemblyman Bagley was chairman of the California Assembly’s Welfare Com-
‘mittee, and is an attorney in private practice. Mr. Harold Dobbs was an un-
successful candidate for mayor of the city and county of San Francisco, and
was also a paid attorney for Mr. Gottheiner.

There seems to be a pattern of employing well-known political figures to ad-
vocate Mr. Gottheiner’s position. Since there has never been a conviction for
-criminal involvement, Mr. Gottheiner has every right, and the rest of us have
-2 responsibility to ensure that right, of appropriate representation. It would
appear that Mr. Gottheiner has the resources to secure a proper defense.
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The testimony to the Social Services Commission outlines some of the issues
related to unit cost (charging what is paid for but not necessarily providing
what is needed) and total monthly cost. You may find this testimony of
interest.

It seems to me that, since the Federal regulations require that agencies meet
the standards of the national council, any prospective contractor that does not
have national council approval should be rejected. In essence, these standards
only require that patients be evaluated before a homemaker is assigned and
at regular intervals so that overutilization will not occur. In addition, the
national council standards require that the homemaker have initial training, as
well as ongoing training and supervision. Supervision cannot be by phone, and
one or two professionals on a staff for 200 clients is not evidence of appropriate
client assessment or supervision.

If we can be of further assistance, please let us know.

Cordially,
H. D. HaLy,
Ewzecutive Director.

UTAH DEPARTMENT OF SOCIAL SERVICES,
Di1visioN oF FAMILY SERVICES,
September 19, 1974.
To: Lloyd H. Nelsen, deputy director.
From: Jay Wimmer, program specialist.
Subject: Permission to amend homemaker contract.

It has come to my attention that under the old housekeeping policy, we were
allowing individuals to live 24 hours with consumers, and we were compen-
sating them at the rate of $1.60 per hour times 100 hours maximum.

Under our current 24-hour contractual arrangements with Visiting Home
Services, this would run into an unreasonable amount of money. The intent of
the 24-hour care is really for intermediate kinds of situations and was not in-
tended to be a 24-hour ongoing arrangement at the higher cost.

For this reason, I am asking for permission to amend the contract to pay
these individuals & minimum standard wage which is $2 per hour times 100
hours per month. In addition to this, we would pay the contractor, Visiting
Home Services, a 15.7 percent management fee which breaks down into the
following: 10.7 percent of that will go toward Visiting Home Service’s share of’
taxes resulting in a § percent management fee profit.

This seems reasonable to me and with your permission, I will draw up the
amendments with Jay Oldroyd and submit them for division and departmental

approval.
[Memorandum]

UTAH DEPARTMENT OF SOCIAL SERVICES,
DivisioN oF FAMILY SERVICES,
November 25, 1974.
To: Heber G. Mehr, assistant director.
From: Jay 8. Wimmer, program specialist.
Subject: Comparison by district of the homemaker program.

DISTRICT |
[In hours per week]

Homemaker  Chore services Total

October 18.___ - 271
November 18__. __ . 170
Totat for month

They have been allowed 1,700 general homemaker services by the contfract and
300 chore service hours a month per contract. This would show District I far
ghort in the homemaking projections and exceeding chore service expectations..
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DISTRICT Nl
{in hours per week]

Homemaker Chore services

346 100
231 104
1,001 450

They have been allocated 2,400 per month homemaker and 840 chore services
per month. They have used no 24-hour care.

DISTRICT II-B
For the month of November, they have used 528 homemaker hours and 258
chore service hours and no 24-hour care. They have been allocated 1,333 home-
‘maker and 933 chore service hours.
DISTRICT M1

{In hours per week]

Homemaker Chore services

sNovember, 1974 L L o e e e e am 338 652

They have used no 24-hour care. They have been allocated 1,263 homemaker
hours and 1,010 chore service hours.

This gives a grant total for the State of 2,603 homemaker hours used at a cost
-of $11,192.90 for the month of November.

2,000 chore service hours at a cost of $7,700 and 24-hour care is 0.

Grand total of compensation for the provider in the amount of $18,892.90.

If you compare this with what in essence we projected, the projected amount
would be as follows :

7,151 homemaker hr_ . _____ e _____ $30, 749. 30
-3,183 chore servicebhr______________ . _________________ 12, 254. 55
2,560 24-hr care e —————— 3, 328. 00

Total ____________ . _ - - 46,331.85

When you subtract the $18,892.90 you can see that the provider took a loss of
¥$27,408.95. When you add the $26,000 he lost last month you can see that his total
loss for the program so far is $53,408.95.
Based on this information the provider is requesting that we consider a
similar arrangement as provided in California where they prorate the home-
maker program and pay him a monthly amount based on the projections and
then make any corrections one way or the other during the last 3 months of the
contract. The provider has indicated the problem of obtaining long range
: financing due to the tightness of money and is hopeful that a solution can be

arrived at.

[Memorandum]
UTAE DEPARTMENT OF SOCIAL SERVICES,
DivisioN oF FAMILY SERVICES,
December 10, 1974.

"To: Evan E. Jones, Jr., director.

From: Jay S. Wimmer, program specialist.
- Subject : Visiting Home Services, Inc.

After reviewing the proposal sent to you from Peter Gottheiner asking for an

. advance on the contract in the amount of $50,000 and knowing how you feel

. about this request, I would like for you to consider the following recommenda-
tion which could very well work out to be a workable solution for all concerned.
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My recommendation is that we allow the provider to charge us more on a
‘hourly rate for the services being rendered during the next 3 months and then
:subtract this amount during the last 3 months from the amount of the contract
.so that in actuality, the dollar amount ends up the same. An example of this
proposal would be to allow him to charge us $5.35 instead of $4.35 an hour for
‘homemaker services during the months January through March and during the
last 3 months, pay the provider $3.35 an hour instead of the $4.35, or whatever it
‘works out in order to balance out the contract.

In talking with Jay Oldroyd, he indicates that this arrangement would
‘necessitate amending the contracts unless an arrangement can be worked out
with Finance.

If you were to authorize such an arrangement, we would closely supervise the
.amount of money going to the provider so that we would not exceed the original
contract amount.

I bave also assured Mr. Gottheiner of our intentions to accelerate our program
after the first of the year by tripling what we are doing now.

I have enclosed the total billing for the month of November for the following
istricts: 1, 24, 2B, 3, and 6. All of the rural districts except District 5 are
participating in the program as of December 1; Cedar City should be on board by
January 1.

JLet me hear from you immediately concerning your decision on this
.recommendation.

{Mcmorandum]

DEPARTMENT OF SOCIAL SERVICES,
DivisioN oF FAMILY SERVICES,
January 17, 1975.
“To: Lloyd H. Nelsen, deputy director.
From: Jay S. Wimmer, program specialist.
‘Subject : Emergency contract with visiting Home Services, Inc.

After studying the proposed sliding scale fee submitted by Visiting Home
‘Services, Inc., and evaluating what I feel his actual costs are to maintain his
program here in Utah, I propose the following:

(1) Reduce Visiting Home Services’ requested rate per hour by approximately
714 percent starting at $5 per hour for homemaker services and $4.25 per hour
for chore services, and going to approximately $4.30 per hour for homemaker
.services and $3.85 per hour for chore services, which was his price under our
present contract.

Division of Family Visiting Home
Services rates Services rates

“Total monthly number of homemaker service hours in all districts presently
under contract:

P
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Division of Family Visiting Home'
Services rates Services rates:

Total monthly number of chore service hours'in all districts presently under
Contract:

Five dollars would be the highest amount he could charge us for homemaker
services and $4.25 would be the highest rate for chore services.

The current rate of $1.30 per hour for 24-hour intermediate care would remain
as well as $2.31 per hour for long term 24-hour care.

(2) We will write one contract to cover the emergency period covering all
districts. This would avoid developing a sliding scale for each area. Provider
will have to absorb the cost or loss of operating in unproductive areas until hours
can be brought up.

(3) The $5 figure is still under the bid proposal submitted by Upjohn which
was $5.26 per hour for homemaker services and $4.10 per hour for chore services,
and $1.56 per hour for 24-hour care. (See attached.)

(4) If the division were to set up this program, my estimation of the cost
would be as follows:

Per hour average

Hourly wage —— $2.75
Taxes and social security e —————— e e .27
Administrative and supervisory costs_.__ 1.75

POt e e 4,77

Some of my concerns of running our own program are as follows:

(a) Time factor involved in recruiting and maintaining staff.

(b) Program will become a maintenance program instead of expansion.

(c) Our cost will go up administratively as the program grows requiring
more supervision and other administrative considerations.

CONCLUBION

Offer emergency contract to Visiting Home Service, Inc. as to recommenda-
tions and give him § days to indicate acceptance.

UTAH DEPARTMENT OF SOCIAL SERVICES,
D1visION OF FAMILY SERVICES,
Salt Lake City, Utah, January 31, 1975.
Mr. C. SALAZAR, JR. .
Associate Regional Commissioner for Management,
Department of Health, Education, and Welfare, Denver, Colo.

DeAR MR. SALAZAR: I have been asked to respond to three questions directed
to Mr. Paul S. Rose in your letter dated January 6, 1975, as it pertains to the
homemaker program and specifically with the Division of Family Services’ con-
tract with Visiting Home Services, Inc.

Your first question deals with long-term, live-in care with a caution to exer-
cise discretion in approving these services: We have established guidelines with
our workers when determining approval for long-term, live-in care. The guide-
line is from 1 to 15 days. If a case requires long-term care on an ongoing basis,
we then convert the case over to a long-term program with a $231.40 maximum
payment per month.

Your second question asked the method of basis of how the $4 per hour rate
for chore services and $4.25 per hour rate for homemaker services was estab-
lished as being reasonable. The homemaker contract was put out for bid. Prior
to this process, many State’s programs were surveyed as to reasonable costs
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and actual cost of their programs. We found the rate that we accepted through
the bid process was extremely competitive and, in most cases, lower than
programs being conducted in other States. The provider is also required to sub-
mit a form 515 showing the actual cost of his service.

Your third question deals with the four amendments to the original con-
tract where we refer to a management service fee. We have deleted this termi-
nology. The actual cost of $231.40 per month is the total cost of services for
24-hour, long-term care and the contract terminology will be changed to reflect
this and reference to management service fee will be deleted.

Sincerely,
JaY S. WiMMER, MSW,
Program Specialist.

ViISITING HOME SERVICES, INC.,
Mr. EvaN E, JONES, Jr.,
ACSW, Director, Division of Family Services,
State of Utah, Salt Lake City, Utah.

DeArR Me. JoNES: Complying with your request and pursuant to our letter of
January 28, 1975, we herewith enclose the required financial data prepared
and certified by our certified public accountant.

Should you have any questions, please do not hesitate to contact Victor L.
Harvey, 1280 Columbus Ave., San Francisco, Calif. 94133, 415-441-8882.

Warmest personal regards.

Very sincerely,
PETER GOTTHEINER, R.P.T,,
President.

CREATIVE LEISURE BUILDING,
San Francisco, Calif., February 10, 1975
VisiTING HoME SERVICES, INC.
San Francisco, Calif.

I have examined the accompanying statement of loss for the year ended De-
cember 31, 1974, of Visiting Home Services, Inc.—Utah Division. My examina-
tion was made in accordance with generally accepted auditing standards and,
accordingly, included such tests of the accounting records and such other audit-
ing procedures as I considered necessary in the circumstances.

In my opinion, the accompanying financial statement presents fairly the re-
sults of the operations of Visiting Home Services, Inc.—Utah Division—for the
yvear ended December 31, 1974. In conformity with generally accepted account-
ing principals. ,

V. L. HARVEY.

Visiting Home Services, Inc., statement of loss for the year ended Dec. 31, 197}
(Utah Division)

Operating loss before general and administrative expenses____________ $(8,414)

General and administrative expenses:
Officers’ salaries ____ L~ 13, 500
Office salaries o —————— 6, 473
Payroll taxes and compensation insurance 1,010
Auto and travel ____ e 11,484
Bank charges e 833
Depreciation _______ e e 135
Equipment rental e 169
INSUrANCe o o o e e 2,219
Interest - e 1,147
Professional fees._ O O N 3, 760
Office supplies and postage oo e 1, 667
Rent — e 1, 250
Consulting fees. . e 1, 544
TelephOne e 1,914
Advertising and promotion____ el 743
Total general and administrative expenses__ _— 47, 848

Net 108S oo o (56, 262)
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VISITING HOME SERVICES, INC., STATEMENT OF LOSS FOR THE YEAR ENDED DEC. 31, 1974 (UTAH DIVISION)

’ Totat
Salt Utah
Lake Rich- Bland-  loca-
City Provo Ogden  Llogan Vernal field  Price ing tions
Sales—Social Services..____...__ $28,933 § 15,137 $22,465 §18,569 $5,339 $2,145 $1,278 $330 895,256
Cost of sales:
Salaries—Homemakers and
liveins. ooeoeo oL 19,450 9,051 11,836 9,617 3,518 1,218 617 128 55,335
Salaries—Administrative and -
clerical ... 7,036 4,775 5710 4,200 1,862 978 0 0 24,561
Payroll taxes. ... . _._.__.. 2,402 1,251 1,588 1,242 487 191 56 11 7,228
Workmens' compensation in-
surance.. .. __.___..______ 595 314 442 305 108 40 15 3 1,82
Transportation costs_____._.._ 740 280 412 249 221 158 16 a6 2,122
Total costs of sales_______. 30,223 15671 19,988 15,513 6,196 2,585 704 188 ° 91,068
Gross profit from sales__... (1,280) 466 2,477 3,056  (857) (440) 574 202 4,188
Direct operating expenses:
Automobile and travel.______ 65 128 0 0 0 77 165 150 585
Computer payroll charges. ... 264 155 142 156 56 47 30 85 935
Office supplies and postage.. 1,231 756 710 451 513 383 213 0 4,257
Rent_ . . 1,000 608 431 400 315 140 0 0 2,894
Telephone . ______________ 1,582 682 1,056 344 150 75 23 19 3,931
Total operating direct ex-
penses. o .__.___—-.... 4,142 2,329 2,339 1,351 1,034 722 431 254 12,602
Operating income (loss) be- )
fore general and adminis-
trative expenses.._.....__ (5,432) (1,863) 138 1,705 (1,891) (1,162) 143 (52) (B,414)
Statistics (percent):
Costof sales__..__..._.____ 104.5 97.1 88.5 83.5 116.1 120.5 551 48.2 95.6
Operating income (loss) be-
fore general and adminis~
trative expenses.......... (18.8) (11.5) .6 9.2 (35.4) (54.2) 1.2 (13.6) (8.8):

UTAH DEPARTMENT OF SOCTAL SERVICES,
D1visioN OF FAMILY SERVICES,
Salt Lake City, Utah, March 11, 1975.

MR. LANCE GRAHAM,

Director, Department of Social Services, State of Missouri, Broadway Ofice

Building, Jefferson, Mo.

DeAR MR. GRAHAM : Mr. Peter Gottheiner, of Visiting Home Services, Inc.,.

asked that I write to you concerning Utah’s homemaker/chore service program-
which is under contract with his company.

The State of Utah currently has eight counties under contract with Visiting-

Home Services, Inc.,, which accounts for 90 percent of the State’s population.
Prior to selecting Visiting Home Services, Inc., an extensive 6-week evalua-
tion of their services in nine counties in California took place. The reference

letters we received from all nine counties were excellent with no negative:

responses.
In Utah, Visiting Home Services was able to set up offices, recruit and train
homemakers and start delivering a quality service within 60 days. His staff has

been able to handle difficult situations as well as 24-hour care, weekend work,.

and 1-hour emergency call kinds of requests.

I would recommend consideration of Visiting Home Services, Inc., for your
homemaker/chore service program.

If further information is desired, please contact me. Please find enclosed a
packet describing our homemaker programs.

Sincerely,
JAY S. WIMMER, M.S.W.,

Program Specialist.
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UTAH DEPARTMENT OF SOCIAL SERVICES,
Di1visION OF FAMILY SERVICES,
Salt Lake City, Utah, March 14, 1975.
Mr. CurTIS HARTENBERGER,
Coordinator of Special Services, State Department of Social Services and Re-
habilitation, State Office Building, Topeka, Kans.

Dear MR. HARTENBERGER: Mr. Peter Gottheiner of Visiting Home Services,
asked that I write to you concerning Utah’s homemaker/chore service program
which is under contract with his company.-

The State of Utah currently has eight counties under contract with Visiting
Home Services, Inc., which accounts for 90 percent of the State’s population.

Prior to selecting Visiting Home Services, Inc., an extensive 6-week evalua-
tion of their services in nine counties in California took place. The reference
letters we received from all nine counties were excellent with no negative re-
sponses.

In Utah, Visiting Home Services was able to set up offices, recruit and train
homemakers and start delivering a quality service within 60 days. His staff
has been able to handle difficult situations as well as 24-hour care, weekend
work, and 1-hour emergency call kinds of requests.

Implementing a homemaker program in Kansas would have some similarities
to Utah’s program since there are both rural and urban kinds of problems
which require special kinds of services and considerations.

I would recommend consideration of Visiting Home Services, Inc., for your
homemaker/chore service program.

If further information is desired, please contact me. Please find enclosed
a packet describing our homemaker programs.

Sincerely,
JAY S, WInMMER, M.S.W.,
Program Specialist.

UTAH DEPARTMENT OF SOCIAL SERVICES,
DirvisioN oF FAMILY SERVICES,
Salt Lake City, Utah, May 20, 1975.
Mr. PETER GOTTHEINER,
President, Visiting Home Services, Inc., San Francisco, Calif.

DeAR PETER: Enclosed is the letter. prepared for the Salt Lake County Coms-
mission. All other district offices will be writing a similar letter in support of
homemaker services through title XX,

Sincerely,
JAY 8. WiMMER, M.S.W.,
Program Specialist.

VisITING HOME SERVICES, INC.
May 19, 1975.

Commissioner RarpE MCCLURE,

Salt Lake County Commission, ¢/o Salt Lake County Social Services, City and

County Building, Salt Lake City, Utah.

. DEAR CoMMISsSsIONER McCLURE: Homemaker/chore services are multiplying
rapidly through Salt Lake County because of the direct and practical help given
to people in need.

Much of the present demand for the creation and expansion of homemaker/
chore service programs is due to the growing conviction throughout Utah and
the United States that generally, people of various ages and personal prob-
lems are happiest in their own homes if safeguards in necessary services are
offered to them.

What is the essence of homemaker service? Its true purpose has remained
constant, although demands for it have resulted in an increasingly wide varia-
tion in groups served.

Homemaker service is.provided to maintain, strengthen, improve and safe-
guard the home and family life for individuals and family groups when such
service is appropriate.

We have found that in Salt Lake County many families and individuals need
a broad range of services from the homemaker program in order to offset a
family or individual breakdown. A homemaker program contributes to fam-
ilies and individuals in many ways:
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One: It enables children to remain at home, if the environment is favorable,
when the usual homemaker, generally the natural mother, is incapacitated by
illness or when death, desertion or other reasons deprive them of her help.

Two: It is increasingly used to help teach young inexperienced, migrant, or
irresponsible mothers improved methods of household management and child
care and to lighten the burden of those mothers unable to cope with home
management needs of a large family.

Three: It provides, in conjunction with protective social agencies and the
courts, protective care to children in their home during a diagnostic period and
until an optimum on-going plan is developed.

Four: It frees the employed adult, responsible for the economic support of
the family, from the direct care of children, older or chronically ill members
of the family so that he can maintain his job responsibilities during periods
of home crises.

Five: It provides, through assignment of a homemaker, a professional super-
vised, trained person to give attention to an individual family member requiring
simple personal care and thus enables other family members to fulfill their
usual responsibilities in the household and toward each other.

Six: It enables family members, who must provide continuing personal care
to an elderly, blind or chronically ill family member, to have temporary periods
of rest or relief on a planned basis, either through daily assignment of a home-
maker or through a block assignment for away-from-home purposes.

Seven: It allows individuals to remain in familiar home surroundings and so
helps them avoid unnecessary placement in a hospital or other institution of
foster home.

Eight: It supplements the professional service of social agencies necessary
in protective care programs for appropriate older or mentally incapacitated
individuals.

Homemaker/chore service is sound economy :

It provides a service that reduces the time people spend in hospitals or
nursing homes.

It provides a service that prevents hospitalization.

It provides a service that prevents premature placement and over extensions of
a nursing home stay.

It provides a service that makes it unnecessary to place children and the
aged in institutions and foster homes.

It provides a service that keeps the family wage earner on the job when there
is illness or a crisis at home.

It provides a service which brings intelligent, trained and capable home-
makers into the homes of the disadvantaged to help them improve their stand-
ards of living and move toward breaking the poverty cycle.

Visiting Home Services, Inc. has been pleased to demonstrate through its
contract with the Division of Family Services, that we can maintain an in-
dividual or family in their own home through professional service at a cost
way under alternative types of care such as nursing homes, hospitalization, or
other types of institutional care.

Also along with serving eligible Division of Family Service consumers we are
providing in-home supportive services to the private self-paying sector of our
community thus affording them the same opportunities to receive needed home-
maker services in their home.

Tn conclusion we support the continuation of this service under title XX and
strongly recommend that this supportive program be maintained under the
Division of Family Services. We ask that you support the Division of Family
Service District 2B budget allocation in the amount of $162,000.

Thank you.

Sincerely,
VIRGINIA SUGIHARA,
Acting State Coordinator.

Visiting HoME SERVICES, INC.
June 9, 1975.
Mr. Evax E. JoNEs, JR., ACSW,
Director, Division of Family Services, Department of Social Services, Salt Lake
City, Utah.
DeArR MR. JONES: We are pleased to announce that as of June 10, 1975, Mr.
Jay S. Wimmer of Salt Lake City, Utah, will become an employee of Visiting
Home Services, Inc.
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Mr. Wimmer's position will be vice president in charge of operations and
development. He will also be in charge of our operation for the State of Utah.

His office will be located at 57 West 700 South, Salt Lake City, Utah.
Phone: 801-531-6040. .

Warmest personal regards.

Very sincerely,
PETER GOTTHEINER, R.P.T.,
President.

DESCRIPTION OF HOMEMAKER/CHORE SERVICES CONTRACT

This contract will cover Homemaking/Chore Services for the entire State
of Utah. The State is now divided up into nine districts, with district offices
located in the following cities: Logan (distriet I), Ogden (district II-A),
Salt Lake City (district II-B), Provo (district III), Richfield (district VI),
Cedar City (district V), Vernal (district VI), Price (district VII-A), and
Blanding (district VII-B).

‘Those eligible to receive homemaker service will be current recipients of
aid to families with dependent children (AFDC), supplemental security in-
come (SSI), and child welfare protective service cases, along with potential
recipients, as determined by the Division of Family Services. Those eligible
to receive chore services are limited to adults.

Now, therefore: The providers will need to consider the following pro-
visions prior to making their bids:

1. Providers program must meet national standards for homemaker service
as published by National Council for Homemaker Service.

2. Provider will need the staff and expertise to provide a wide range of
homemaker services to include:

a. Twenty-four-hour live-in service.

b. Work with mentally retarded.

c. Work with consumers who require protective services.

d. Assist disabled adults.

e. Working with the aged to keep them in their own home.

8. Providers homemaker services will include, but are not limited to the
following : )

a. Encouraging self-care and independence.

b. Performing routine housekeeping duties.

c. Helping consumers to have nutritious, well-prepared meals.

d. Helping to work out the family financial budget.

e. Seeing that adequate suitable clothing is available for each member
of the family.

f. Helping in planning family activities. —

g. Performing simple personal care when supervised by a qualified
public health nurse.

h. Helping families reach or maintain at least minimum standards of
living and home safety .

i. Giving services to the aging, the disabled, and families with children.

4, Provider chore services will include, but are not limited to the following:

a. Basic housekeeping.
b. Shopping.
¢. Household maintenance.

5. The initial 40-hour training for Homemaking Service is to be arranged
by the Division and all continuing inservice training to be rendered by the
provider. Initial chore service training not to exceed 16 hours will also be
provided by the Division.

6. The provider shall make its records available to the Division, Depart-
ment of Social Services or appropriate Federal agency in order to meet the
Division’s monitoring requirements. The provider’'s bid should include a §
percent adjustment which the Division will subtract from the gross for
purposes of monitoring, evaluating, and technical assistance.

7. Provider will protect the Division of Family Services under the indemnity
contract provision by keeping in force a liability insurance policy, issued
by a company authorized to do husiness in the State of Utah and licensed by
the insurance department thereof, with liability coverage provided for therein
of at least $25,000 for property damage sustained by any one person, $100,000
for injury and/or damages to any one person, and $300,000 for total injuries
.and/or damages arising from any one accident.

87-469 O - 77 - 11



1130

8. The contract will expire automatically on June 30, 1975. The contract
may also be terminated in advance of the expiration date specified upon 80
days prior written notice of either party given to the other party.

9. The number of hours to be bid on are as follows:

1. Twenty-four-hour care: 2,400 hours per month. Maximum hours for
the entire period of this contract for 24-hour. care is 28,800.

2. General homemaker services: 8,500 hours per month. Maximum hours
for the period of this contract for general services is 102,000.

8. Chore services: 5,000 hours. Maximum hours for the entire period
of this contract for chore services is 60,000,

Visiting HoMe SERVICES, INC.
November 19, 1975.
Dr. RoBerT C. HARDER,
Secretary, Kansas Department of Social and Rehabilitation Services, State
Office Building, Topeka, Kans. .

Dear DR, HARDER: We understand that our competition supplied you with
an article which appeared in the Deseret News on November 1, 1975. This
article was a result of our competition meeting with Senator Moss, at which
time many untruths were perpetrated about our company. The Division of
Family Services, in the enclosed letter, completely exonerates any wrong
doings in the State of Utah in regards to the bid process and my involvement.

The Governor of the State of Utah, as well as the Division of Family
Services and our attorneys, have been in touch with Senator Moss’s office
and to our knowledge, these accusations have been refuted. We would en-
courage you, if you have any further questions concerning this matter, to
contact Evan Jones, Director, Division of Family Services.

We are certainly unhappy that you have had to be exposed to the lengths
our competition is taking to try to discredit our company. I am sure as you
check out our references that our professional services will speak for them-
selves, )

Sincerely,
J. 8. WiMmER, M.S.W.,
Vice President of Operations and Development.
Enclosure.
UTAHR DEPARTMENT OF SOCIAL SERVICES,
D1visioN OF FAMILY SERVICES,
Salt Lake City, Utah, November 5, 1975.
Mr. PauL S. RosE,
EXECUTIVE DIRECTOR,
Department of Social Services, Salt Lake City, Utah.

DEAR MR. RoseE: Following an article in the Deseret News last Saturday
evening, the Division of Family Services has received a number of questions in
relation to the contract for homemaker services with the firm, Visiting Home
Services, Inc.

From a conversation with a staff member of Senator Moss’s office, I was in-
formed that all allegations were leveled against Visiting Home Services and a
former employee of the Division of Family Services, Mr. Jay Wimmer, during a
hearing conducted by staff of the Senator’s office. It was unfortunate that the
article was printed without an opportunity to discuss with the committee the
facts and sequence of events in relation to Visiting Home Services, Inc.

The Division of Family Services was authorized by the 1974 legislature an
appropriation for the purposes of providing homemaker services. This pro-
gram was in response to a Federal requirement that agencies must have home-
maker services statewide no later than April 1974. The Division was authorized
$793,100 for this program.

Several firms contacted the Division regarding these services. It should be
pointed out that the Division was not authorized administrative expenses and
permission to employ staff in order to provide the services directly. Four firms
were invited to submit bids in relation to the program through the State Pur-
chasing Agency. Based on the sealed bid process, the Division awarded the
contract to Visiting Home Services, Inc,, in July 1974. It should be noted that
the Visiting Home Services, Inc.,, was the low bidder for the contract.

In January 1975, Visiting Home Services, Inc., notified the Division of Fam-
ily Services that they would need to cancel the contract and were giving us
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30-days advance notice. Their reason for the cancellation was that the Division
was not providing the number of hours anticipated at the time the contracts
were bid and consequently, the Visiting Home Services was losing money. Fol-
lowing several liaison visits and exchanges of ‘correspondence, it was agreed
that the Visiting Home Services, Inc.,, would provide the homemaker services
on an emergency contract for up to 60 days while the contracts were re-bid.

In March, the State Purchasing Agent again announced bids for the home-
maker services statewide. In April, I notified Visiting Home Service, Inec,
that they had been awarded the contract for 14 months, May 1975, through
June 1976, on the basis of the low bid.

Mr. Jay Wimmer of my staff did have responsibilities in relation to the
homemaker program. Under supervision, he had been involved in the clari-
fication of references of the bidders in the first contract series and bhad
evaluated the delivery of homemaker services by Visiting Home Services, Inc.
It should be noted that Mr. Wimmer was not the only staff member in-
volved, however, and I relied upon his immediate supervisor, Mr. Sam Anton
on the first bid award, and Mr. Heber Mehr on the second bid award for
the data on which the decision to award the bid was made. Mr. Wimmer
was a valued employee of the Division and resigned effective May 30, 1975.
It is my understanding that since that time, he has been employed by
Visiting Home Services, Inc.

I think it is important to emphasize that the firms who desired to bid for
homemaker services responded to the specifications of the regular bidding
process through an established State process relating to such items. I see no
way that an individual staff member could have individually, materially in-
fluenced the awarding of the contract to an agency. If the State had awarded
"the contract to other than the lowest bidder, or if the bids had been sig-
nificantly close, perhaps an allegation of inappropriate action could be
substantiated. However, I do not believe that the facts in the process outlined
by the Division of Family Services in selecting and implementing the con-
tract with Visiting Home Services, Inc., could reflect on other than a sound
principle of competitive bidding for services in order to provide the greatest
amount of services at the least amount of cost to beneficiaries of that. service.

If you desire to have copies of correspondence or documentation in relation
to this material, I will be glad to furnish it'upon your request.

Sincerely,
EvaN E. JORES, JR., ACSW,
Director.
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Appendix - 2

REPORT BY THE OFFICE OF THE AUDITOR GENERAL
OF CALIFORNIA ENTITLED “A MANAGEMENT RE-
VIEW OF THE HOMEMAKER-CHORE SERVICES
PROGRAM,” DATED JUNE 11, 1975; SUBMITTED BY
JOHN WILLIAMS!

Hon. SPEARER OF THE ASSEMBLY, .

Hon. PRESIDENT PRO TEMPORE OF THE SENATE, .

Hon. MEMBERS OF TEE SENATE AND THE ASSEMBLY OF THE LEGISLATURE oF CALI-
FORNIA,

MEMBERS OF THE LEGISLATURE: I am today releasing the report of the auditor
general on a management review of the homemaker-chore services program
requested by Senator George Moscone and Assemblyman Willie Brown.

The homemaker-chore services program, which is administered by county. wel-
fare departments under the supervision of the State Department of Health, was
implemented in December 1973. The purpose of the homemaker-chore services
program, which is currently funded by the State and Federal Governments, is
to provide in-home supportive services to certain infirm adult welfare recipients
who are either aged, blind, or disabled. These services, including household
cleaning, essential shopping, cooking, laundry, and nonmedical personal care
such as bowel and bladder care, enable the recipients to remain in their own
homes. ' .

For fiscal year 1974-75, the State had allocated $65 million to the counties for
the homemaker-chore services program, consisting of $48.75 million in Federal
funds and $16.25 million in State funds. In March 1975, the Governor trans-
ferred an additional $12.4 million into the program and in April legislation was
enacted appropriating another $2.7 million, making an estimated total program
cost of $80.1 million in 1974-75.

The auditor general’s report has cited the following deficiencies,:

—The department of health has not developed the management capability,
including a management information system, to effectively supervise county
welfare departments in their administration of the homemaker-chore, serv-
ices program.

—The department has not specified which services are to be made available
to homemaker recipients versus which services are to be made available to
chore recipients. As a result, the counties have no systematic method for
classifying the type of services needed or the proper rate of payment for
the services rendered to the recipients otherwise referred to as clients. ’

—The department has not established adequate regulations to effectively con-
trol the cost of the services rendered. For example, in one county.a client -
was receiving “chore” services at a cost of $2.50 per hour, and in another
county & client was receiving essentially the same services, called “home-
maker” services, at a cost of $6 per hour, or a 140 percent increase in cost. -

—Approximately 72 percent of the clients receive services from providers
employed directly by the clients at salary rates ranging from $1.65 to $2.51
per hour. The balance of services is provided by both profitmaking and non-
profit agencies under contract with the counties and by county staff them-
selves with hourly rates ranging from $3.39 to $7.75. Agency-employed pro-
viders receive a wage approximately 21 percent to 46 percent higher than
the client-employed providers. In addition to paying higher wage rates, con-
tract agencies incur administrative expenses and make profits. Therefore,
the counties pay between 105 percent and 209 percent more to contract
agencies than they pay to client-employed providers. There is no. require-
ment that the agency contracts be competitively bid. . )

—The department of health has not been monitoring the county contracts-
with agencies, and has not enforced the limited regulations it has adopted

1 See statement, p. 999.
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to control contract agency costs. As a result, San Franeisco County over-
paid three agency contractors $271,000 in fiscal year 1974-75.

—The payments made to providers who are relatives of clients receiving home-
maker and chore services are inconsistent. For example, in some counties a
wife is paid for cooking, cleaning, and washing accomplished as a part of
her daily routine, while in other counties she is paid for only those tasks
which are extraordinary to the normal household routine or if she has quit
a job to care for the client.

—Funds to provide homemaker and chore services have not been appropriated
in a way to promote fiscal responsibility in the administration of the home-
maker-chore sérvices program. The homemaker-chore -services program
funds have béen separated in the State budget in a manner which has led
to the belief that the State has full fiscal responsibility for the program.
There has been minimal effort by the counties to control program costs
based on the assumption that any cost overruns had to be borne by the State.

—The department of health does not provide the full range of in-home sup-
portive services authorized by law. As a result, certain in-home medically-
related services are either being furnished by unqualified providers or are
not being provided at all. Some homemakers were providing medically-
related services such as renal dialysis and blood pressure readings. One
welfare department administrator recognized that such unauthorized medi-

" cally-related services were being provided by homemakers when he said, “I
shudder at the idea that some providers go from waxing the floor to irrigat-
ing a catheter or giving an insulin shot”. However, he pointed out that
because the clients ask the providers to perform these tasks, the counties
have virtually no control or means to prevent it. )

—The department of health relies exclusively on a single source of funds to
finance homemaker and chore services. Continuation of this practice will
result in an estimated anpual loss of $11.3 million in Federal matching
Medi-Cal moneys which could be used to finance personal care services cur-
rently provided to clients under the homemaker-chore services program.

The auditor general makes the following recommendations for action by the

department of health: )

—Implement 2 management information system for the purpose of effectively
supervising the county administration of the homemaker-chore services
program, . :

—Establish a listing of those services which would be available to clients
eligible to receive “homemaker services” and to clients eligible to receive
“chore services”. ) ’

—XEstablish a range of provider payment rates to be paid by counties to
client-employed providers and to provider agencies under contract with the
counties.

—Establish regulations requiring the periodie monitoring of agency contracts
awarded by counties. : . :
—HEstablish regulations to allow homemakers or chore service payments to
relatives only if they are from low-income households or if they are provid-

ing other than normal household duties.

—Adopt regulations which weuld permit the use of the full range of in-home
medical-social services in order that the homemaker and chore clients will
not receive medically-related services from unqualified providers, .

—ZExercise its existing authority to change the regulations which would permit
the use of Medi-Cal funds to finance personal care services. In the absence
of such action by the department of health, the legislature should amend
section 12301.5 of the welfare and institutions code to require the depart-
ment of health to grant counties the authority to fund from Medi-Cal moneys
the personal care component of the homemaker-chore services program.

The following recommendation is made for action by the Legislature:

—Discontinue the practice of separating the homemaker and chore services
allocation from the social services allocation and apply the State’s matching
moneys to all social services instead of only to the homemaker-chore serv-
ices program. o

‘In comments summarized in the auditor general's report, representatives of

the department of health stated, among other things, that it would cost approxi-
mately $2 millicn to implement statewide a management information system
which has been piloted in two counties. They also stated that if the State were
to distribute its matching funds to all social services programs, instead of only-
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to the homemaker-chore -services program, some counties would have to use
additional county moneys to continue the same program level.
Respectfully submitted,.
. e Bos WILSON,
Chairman, Jt. Legislative Audit Commilttee.

[Attachment]

¢+ STATE oF CALIFORNIA,
OFFICE OF THE AUDITOR GENERAL,
Sacramento, Calif., May 1, 1975.
Hon. Bop WILSON,'
Ohmgman, Member of the Joint Legislative Audit Committee, Sacramento,
alif.

DEAR ME. CHAIRMAN AND MEMBERS: Transmitted herewith is our report per-
taining to a management review of the homemaker-chore services program
administered by the county welfare departments and supervised by the State
department of health.

Respectfully submitted,
HArvEY M. RoOSE,

\ Auditor General
[Enclosure]

INTRODUCTION

In response to legislative requests, we have conducted a management review
of the homemaker-chore services program which is administered by the county
welfare departments under the supervision of the department of health. This
report addresses itself to an analysis of the department’s role in:

—The administration of the program at the State and county levels,

—The State’s allocation of Federal social service funds to counties to provide

homemaker, chore, and other social services,

—The development of a range of homemaker and related services which are

available to recipients of public assistance, -

—The development of supplemental sources for funding homemaker and

related services.

Prior to January 1974, in-home supportive services to aged, blind, and disabled
adults were offered under the attendant care and homemaker program. Atten-
dant care services were paid for out of the public assistance appropriation by
providing the aged, blind, or disabled welfare recipient in need of such services
a supplemental welfare payment. The recipient then was expected to use this
supplemental payment to contract with a third party for a variety of in-home
supportive services. Homemakers provided similar services but were generally
county employees whose salary was also paid with public assistance funds. The
public assistance program was financed with a 50 percent contribution from the
Federal Government. The balance of the program was financed with a combina-
tion of State and county funds.

The passage of the Social Security Amendments of 1972 (H.R. 1) replaced
the public assistance program, effective January 1, 1974, with the federally
administered supplemental security income-State supplemental payment pro-
gram (SSI-SSP). This program provided for cash grant living allowances to
aged, blind, and disabled recipients but did not provide for supplemental pay-
ments to recipients to purchase attendant care services nor did it provide for
the payment of the salaries of county-employed homemakers from SSI-SSP
funds. However, Federal law does require that State provide homemaker
services.

The California Legislature, through the passage of AB134 in 1973 authorized
homemaker services and elected to offer chore services as part of the homemaker
program. The department of health’s current homemaker-chore services program
was implemented in December 1973. The respounsibility for providing these serv-
ices was given to the counties by the legislature; the department of health was
assigned the overall responsibility for the supervision of the program’s admin-
istration. .

The homemaker-chore services program was established to provide in-home
supportive services to certain infirm aged, blind, and disabled adults to enable
them to remain in their own homes. Persons eligible to receive in-home services
are either former, current, or potential recipients of the SSI-SSP program.
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Approximately 60,000 of the over 600,000 SSI-SSP recipients in California
were receiving homemaker and chore services as of December 31, 1974. The
disabilities of these clients prevent them from performing household tasks and
caring for some of their bodily functions. Because the disabilities vary so widely
from client to client, a county social worker evaluates each client in order to
authorize the proper kind and level of supportive service. For example, many
clients have permanent mental infirmities due to senility or alcoholism; other
clients are mentally alert but have permanent physical infirmities due to disease
or accident-related disabilities ranging from minor limb impairments fo total
paralysis; still other clients are temporarily disabled while recovering from a
disease or accident.

Homemaker and chore services include, but are not limited to, the perform-
ance of household cleaning, essential shopping, cooking, laundry, and nonmedi-
cal personal care such as bowel -and bladder care. These tasks are performed by
homemaker and chore providers. Over 72 percent (see table 1 [p. 182]1) of
these providers are employed directly by the client for whom they are providing
the service. Other providers work for county welfare departments and still
others work for proprietary profitmaking or nonprofit corporations which con-
tract with the counties and which provide some of the administrative services
necessary to operate the program. Throughout this report we have used the
term “provider” to refer to the individual workers regardless of their employ-
ment status, the term “contract agency” to refer to the proprietary and non-
profit corporations, and the term “county agency” to refer to the county welfare
departments.

The homemaker-chore services program is funded jointly by the Federal and
State Governments with 75 percent of the costs funded from a portion of the
Federal title VI (Social Security Act) alloéation for social services. Federal
regulations require that 25 percent of the program cost be provided by local
governments to match the 75 percent Federal moneys. The State has elected to
provide the 25 percent matching moneys for the homemaker-chore services pro-
gram and has required the counties to provide the 25 percent matching moneys
for “other” social services authorized by title VI. “Other” social services include
child and adult protection services, child support, family planning, money man-
agement, employment and rehabilitation services, and county soclal services
administration.

For the 1974-75 fiscal year the State allocated to the counties a total of $65
million to pay for the delivery of homemaker and chore services. The counties
used such funds to pay for the costs of their own staff providers, as well as
disbursing such funds to client-employed providers and to contract agencies.
At the end of the second quarter, 31 counties were expending at a rate which
cause them to exceed their allocations before the end of the fiscal year. Based
on a projection of the first and second quarter claims, the counties were expected
to overexpend their allocation for the year by $12.2 million. In light of this, the
Governor, on March 13, 1975, transferred an additional $12.4 million into the
program. In addition, legislation has been enacted which appropriates another
$2.7 million to the program. This amount raises the total available moneys to
$80.1 million. The Homemaker-Chore Services Task Force (a joint committee of
State and county staff) has concluded that $81 million will be needed by the

counties to provide services at the necessary level through the 1974-75 fiscal
year.

The Social Security Amendments of 1974 (title XX) may require changes in
the homemaker-chore services program, but until Federal regulations to imple-
ment the amendments are published, it is not possible to assess the full effect
of title XX. Initial reviews of the amendments indicate that eligibility for the
program may be.widened and that new payment procedures may be required.
Both of these changes would increase program costs to the State. However,
because of their tentative nature, we did not attempt to analyze these increased
costs.

In the course of our review we:

—Interviewed appropriate department of health personnel, '

—Analyzed pertinent program and fiscal documents in the department of

health, the department of benefit payments, and the selected counties,

—Attended the meetings of the Homemaker-Chore Services Task Force,
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—Reviewed the operations of the following county welfare departments,
which provide service to 64 percent of the total -homemaker-chore clients in
* the State:

Alameda . San Francisco
Contra Costa o Sonoma
~ Fresno . : Sutter
Los Angeles - Tulare
San Diego Yuba,

—Interviewed clients and independent provxders in eight counties,
—Interviewer managers of contract agencies in four counties,
—Conipleted a telephone survey of all 58 counties to compile pertinent statis-
tical data
—Interviewed the homemaker services staff of the Nevada State Department
of Human Resources, Welfare Division.
—Sent questionnaires to 15 States to assess the feasibility of alternative
program and funding approaches.
" We received excellent cooperation from the department of health and from
the administrative staff of the counties that we visited. We also wish to thank
the social services staff from the State of Nevada for their cooperation.

FINDINGS

THE DEPARTMENT OF HEALTH HAS NEITHER ADEQUATE REGULATIONS NOR APPRO-
PRIATE MANAGEMENT TOOLS TO EFFECTIVELY SUPERVISE THE COUNTIES' ADMINIS-
TRATION OF THE HOMEMAKER-CHORE SERVICES PROGRAM. A8 A RESULT, THE ADMIN-
ISTRATION AND COST OF THE PROGRAM VARIES BIGNIFICANTLY FROM COUNRTY TO
COURTY.

State and Federal laws require the department of health to supervise the
counties’ administration of the homemaker-chore services program. Our review
has disclosed that the department has not met its responsibility in the following
areas

—Specifying those services available to homemaker versus chore rec1pients

—Controling the costs of service delivery.

—Establishing a management information system and ‘a staff capable of

enforcing existing regulations and detecting potential problems.

The department of health has not speoified which services are to be made avail-
able to homemaker recipients versus which services are to be made available
to chore recipients

The department of health has the responsibility to develop regulations which
provide for the effective administration of the homemaker-chore services pro-
gram by the counties. Department regulations do not clearly define the differ-
ence between homemaker and chore services nor do they specify which services
are to be made available to homemaker recipients versus chore reciplents. The
only operable distinction is furnished in the department’s manual of policies
and procedures, which basically defines a client in need of chore .services as
not requiring the services of a “itrained homemaker or other specialist”, and
defines a client needing homemaker services as requiring a “trained and super-
vised homemaker” (emphasis added). However, the duties of a “trained and
supervised homemaker” and criteria that could be used .to determine which
clients are eligible to receive the services of a homemaker and which clients are
eligible to receive the services of a chore provider are not further described.
(Refer to appendix A [p. 192] for a possible set of definitions describing the
various functions of persons providing in-home supportive services.)

The need for a clear distinction between these two types of service is impor-
tant because it provides the framework necessary for the counties to effectively
administer their programs, both from the standpoint of fiscal responsibility and
from the standpoint of providing proper services. Without this distinction, the
counties have no systematic way to properly classify the type of service "their
clients need and what they should pay for that service. Because of the training
component, homemaker services are more expensive. In those counties included
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in, our review where a distinction was made, the hourly cost of providing home-
maker services exceeded the hourly cost of providing chore services by approxi-
mately $1.50 per hour.

- During our review, we found that because of the absence of a basic definition,
the counties have established a variety of homemaker-chore services programs
which operate at a wide rarige of monthly costs. However, our observations and
subsequent verification in discussions with county administrative and staff per-
sonnel showed that there is virtually no difference between the tasks provided
to the client regardless of whether the task is labeled “homemaker” or “chore.”
Some counties offer only ‘“chore” services; others offer only “homemaker” serv-
ices. In those counties offering both, the methods of evaluating the clients’ needs
often result in inappropriate services. The range of tasks being provided is
illustrated by the following cases.

In 5 of the 10 counties we visited, a provider is authorized to perform “simple
supervision,” which is defined as simply having a provider available on the
client’s premises in case he falls, wanders off, or fails to take medication.

In three counties, interviews with county officials disclosed that some pro-
viders are performing tasks which they are not qualified to perform and which
are Inconsistent with the duties of either a homemaker or chore provider, such
as blood pressure readings, colosstomy irrigations, and catheter changes, even
t;hough these activities are not officially sanctioned by the counties.

The department of health has not established adequate regulations to effectively
control the costs of service delivery

The department of health has not established adequate regulations which .

would provide for a controlled range of rates for each delivery method. As a
result, the costs of providing necessary services vary from county to county.

For example, in our visits to the counties we found two clients having nearly
identical needs for meal preparation. In one county, the client was receiving
‘“homemaking” services from a contract agency at an hourly cost of $6. In the
- other county, the client was receiving ‘‘chore” services from a client-employed
provider at an hourly cost of $2.50. While no difference in the quality of service
being provided could be discerned, the cost of service in the first county was
140 percent higher than the cost in the second county. Further, the rates vary

even when counties use the same service delivery method. The following table

identifies the variations in ratés and provider salaries:

TABLE 1.—HOMEMAKER-CHORE SERVICES PROGRAM, HOURLY RATE RANGES, PROVIDER SALARY RANGES, NUMBER
.. OFCOUNTIES, AND NUMBER OF CLIENTS SERVED BY SERVICE DELIVERY METHOD AS OF DEC. 31,1974

‘Clients served s

. . Number of ——mM8 ~—————

Delivery method Agency rate per hour? Provider's salary per hour  counties? Number Percent

CIier:}-employed PIO=  eeicenccecceenenn $1.650 3250 .o oot 45 43,300 - T2.4

Contract agency: .

Proprietary_........ $345t087.00__:_ ... $2. 00 !o $3.10........... 12 4, 800 8.
Nonprofit. ... $3.39t087.75... - 0. $2.00 to $3.66. 15 9,000 15,
County staff____........ $4.2410%2432... ... $2.41 to $4.30.0 et 19 2,700 - 4.
L e ncesesmaanan 59, 800 100.

1 These rates should not be considered as comparahle because none of the admlnlstratlve overhead is included in the
client-employed provider category. A part of the administrative overhead is included in the contract agency category,
and all of the administrative overhead is included in the county staff category. County cost allocation systems did not petmn(
com arable allocations of overhead. .

1 txceeds 58 due to multiple delivery methods within some counties,

3 See appendix B, [p. IMY for a gounty-by-county breakdown.

Since rates have not been established, the counties are allowed to bargain
with prospective providers in the establishment of payment rates. This is a pro-
cedure which has both resulted in payment rates below the minimum wage and
payment rates to contract providers as high as $7.75 per hour.

In counties using the services of a contract agency, the agency-employed pro-
vider receives & wage approximately 21 percent to 46 percent higher than the

client-employed provider. In addition to paying higher wage rates, contract
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agencies incur administrative costs and make profits. Therefore, the counties
pay between 105 percent and 209 percent more to contract.agencies than they
pay to client-employed providers. .

Section 12302 of the Welfare and Institutions Code allows .counties to con-
tract with agencies to provide homemaker and chore services to eligible clients.
There are few guidelines or statutory restraints placed on the letting of these
contracts, For example, neither the Welfare and Institutions Code nor the
department of health require that the contracts be subject to competitive
bidding. As shown in table 1, the hourly charge for providing this service ranges
from $3.39 per hour to $7.75 per hour. .

Section 12303(a) of the Welfare and Institutions Code says that a contract
for the purchase of homemaker and chore services may not exceed by more
than 10 percent the cost the department of health has said is allowable for those .
services. Department of health regulations define “allowable costs” for an indi-
vidual county as the cost of providing homemaker or chore services through
county-employed workers. But, if a county does not have homemaker or chore
providers on its staff, the department regulations do not specify how the “allow-
able costs” will be determined. As a result, the basic requirement of any attempt
to standardize contract costs, a definition of allowable costs, is missing in all
counties that do not employ homemakers or chore providers. Only two counties
both employ homemaker or chore providers directly and also contract for such
services with agencles. -

The department of health, however, is not standardizing contract costs even
in the two counties which are subject to the limited regulations because it is
not monitoring agency contracts. S8an Francisco County is one of the counties
using both county-employed providers and contract agency providers and is the
only county where there is adequate data to determine if the cost of services
purchased from a contract agency is within the “allowable” range. We found
that the State had not reviewed the counties’ contracts to determine if the pay-
ment rates were within the “allowable” range. Our review disclosed that San
Francisco County was overpaying on three contracts by an estimated total of
$271,000 annually. : .

The department of health has not established a management information.system

or adequate staff capable of enforcing existing regulations and detecting poten-
tial problems in the program .

Presently, the department’s management information system for the home-
maker-chore services program consists of the number of clients receiving serv-
ices, the cost of providing these services (as reported on the county’s quarterly
claim) and the county plan, which contains a box to check if homemaker or
chore services are provided by the county and the number of soclal workers
assigned to the program. The county plans do not include essential information,
such as the projected population to be served and the methods of service deliv-
ery to be used. ) .

Department of health officials have stated that plans for a management infor-
mation system have been developed to provide needed information for all social
service programs but these plans have not been implemented nor have they indi-
cated when or if such a system will be implemented ; however, the program has
been tested on a pilot basis in two counties,

‘The responsibility for supervising the county administration of the home-
maker-chore services program is assigned to two separate offices within the
department of health. In the services operation section, only 1.5 social service
consultants have been assigned to develop regulations for this program and to
provide consultation to all of the 58 counties to enable them to implement these
regulations. .

In the service management section, six management analysts were hired in
January 1975 to review compliance for all social services programs provided by
the counties including homemaker and chore services. However, in the absence
of an adequate information system and comprehensive county plans for the
delivery of social services, the analysts are handicapped in their efforts to
evaluate the county programs. :

Interviews with appropriate staff members have disclosed that there is mini-
mal cooperation and exchange of information between these two offices, There-
fore, despite the fact that both offices have responsibility for monitoring the
program, there are no regulations which require monitoring on a periodic basis
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and a systematic review of the county homemaker-chore services program had
not been undertaken by the department as of January 1975. As of April 18, 1975,
the department had reviewed homemaker and chore service operations in two
counties. - .

The fact that San Francisco County was overpaying on three of its contracts
with contract agencies (as discussed previously) could have been detected if a
managemént information system had been implemented and sufficient staff had
been assigned the responsibility to monitor the program. .

Conclusion

The department of health has not issued adequate definitions of services relat-
ing to homemaker activities versus chore activities.

The department has not promoted fiscal responsibility in the homemaker-chore
services program as evidenced by its failure to effectively control provider pay-
ment rates by the counties. Finally, the départment has not instituted a manage-
ment information system capable of generating sufficlent program data .and has
not required periodic monitoring of the program. .

Recommendations

We recommend that the department of health: .

—Establish a listing of those services which would be available to clients
eligible to receive “homemaker services” and to clients eligible to receive
“chore services.” ’ )

—REstablish a range of provider payment rates, to be pald by counties to
client-employed providers and to provider agencies under contract with the
counties,

— Establish regulations requiring the periodic monitoring of contracts between
counties and provider agencies.

—Implement a management information system that would enable it to meet
its obligations to effectively supervise the county administration of the
homemaker-chore services program.

—Require the counties to submit comprehensive social service delivery plans
which would include the following:

Projected population served.

Methods of service delivery and number and description of recipients of each

service.

Costs of providing service and method used to establish rates of payment.

Method of supervising the program (numbers and qualifications of supervising

staff). ’

Training program used.

Availability of and use of community resources. '

—Transfer sufficient department of health staff to the service operation sec-
tion to permit the development of adequate regulations, county consultation,
and compliance monitoring. '

Benefits and Savings

Implementation of these recommendations will provide the gepartment of
health with the management tools necessary to effectively supervise the admin-
istration of the homemaker-chore services program and to insure that the serv-
ices are being offered at the most economic cost. The enforcement of the regula-
tions it has issued could result in a reduction of expenditures of $271,000 annu-
ally in San Francisco County with a possible greater reduction statewide.

DEFICIENCIES IN COUNTY ADMINISTRATION OF THE HOMEMAKER-CHORE BSERVICES
PROGRAM HAVE RESULTED IN INCONSISTENCIES RELATING TO EVALUATIONS OF CLI-
ENT NEEDS, PAYMENTS TO RELATIVE-PROVIDERS, METHODS OF TREATING SOCIAL
S8ECURITY CONTRIBUTIONS FOR INDIVIDUAL PROVIDERS, AND THE USE ‘OF EXISTING
COMMUNITY RESOURCES

In the absence of adequate and effective régulations from the department of
health, as previously discussed, the counties’ administration of the homemaker
chore services program has produced inconsistencies. :
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Inconsistent Evaluation of Client Needs

Evaluation of client needs under the homemaker-chore services program is
inconsistent in that some clients receive insufficient services and others receive
too much. A primary cause of this inconsistency is the lack of communication
between the social workers and the client, and between the provider and the
contract agencies.

State regulations require all ¢lients, except those judged to be severely im-
paired, to be evaluated every 6 months by the county welfare department to
determine their current need for homemaker or chore services.

Our review of the program in 10 counties disclosed that the frequency of
reevaluation of nonseverely impaired clients ranged from 1 month to over 1
year. Those counties which exceed a 6-month reevaluation period are out of
compliance with State regulations.

In those counties that complied with the 6-month review requlrement, we
found that semiannual reevaluations were often not sufficient to adequately
monitor the client’s condition. Some clients required more attention than the
social workers could afford because of their growing caseloads or inability to
keep up with the clients’ changing conditions.

An exdample of this involved a 74-year-old client in one county with a duodenal
ulcer whose physician recommended the services of a provider solely for the
purpose of meal preparation. The county authorized 9 hours of service a week
and, in violation of State regulations, did not review the client’s situation
for a year. At the time of our review, it was determined that for the past year
the client had been taking his meals two or three times a day at a local diner
and having the homemaker clean his studio apartment rather than prepare
meals. Since the client needed only 9 hours of service per week, the county had
contracted with a proprietary agency at the rate of $6 per hour for the service.
The annual cost was $2,808. While this was an extreme example of the 90
clients receiving homemaker or chore services, whom we interviewed in their
homes, it is illustrative of the abuses and excessive levels of care that can
occur in the absence of proper administration.

An example in the other direction involved a couple who were both receiving
“chore” services and who had been visited twice annually by their social work-
er. On a regular reevaluation visit, the social worker found that the health of
both the husband and wife had deteriorated. The social worker then authorized
an increase in the amount of service. The social worker said that the couple
could have qualified for the increased .service much earlier if she had been
aware of their need.

While the conditions of certain types of recipients of homemaker and chore
services are not reviewed often enough, review requirements provided by statute
for the severely impaired are excessive and costly. Section 12304(f) of the
‘Welfare and Institutions Code requires county social workers to visit clients
classified as “severely impaired” once every 3 months. A severely impaired
client is defined by law as someone who requires at least 20 hours per week
of personal care. These clients have acute physical disabilities, such as paral-
ysis, and are usually confined to a wheelchair or bed.

In the course of our study, social workers and severely impaired clients
agreed that this legal requirement forced unnecessary visits to the client and
inefficient use of social worker time. Generally, severely impaired clients have
been allowed to live independently only after lengthy hospitalization and only
after expert medical testimony that their condition will not deteriorate. These
clients have stable and well-defined disabilities.

Revising existing law to reduce the number of mandated visits to one per
year would save an estimated $262,000 of social services money annually.

-In counties where a contract agency provides program services, it is more
difficult for the social worker to maintain contact with the clients. Social
workers are still required to make the specified reevaluations and we found
that this regulation is generally being followed. However, because the client
deals almost exclusively with the agency-employed provider, effective commu-
ication .between the client and the social worker is restricted. This results in
the provision of inadequate or excessive services to the client.

An example of this involves an elderly client who was assigned a provider
from a contract agency. Although the provider performed her duties to the
satisfaction of her employer and the client, .the client’s condition steadily
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declined to the point where hospitalization was considered by the contract
agency and the client’s family. At no time during this period was the social
worker consulted concerning this client or the need for modified services.

More frequent review requirements would not be necessary if improved
methods were devised for the client to contact the social worker as his need
changed. We recognize that if the social workers are more accessible to the
needs of the client it may result in increased costs, However, more frequent
contact may result in reduced levels of services.

Incongistent Payments to Relative-Providers

- During our interviews with clients, providers and soclal workers, we found
a marked inconsistency in the methods for determining the payments to be made
to providers who are relatives of the client. (We have defined “relative” as a
spouse, child, or parent of ‘the client who occupies the same home as the
client.)

We found that some’ counties allowed payment to the relative for normal
household routines (cooking, cleaning, washing). For example, a county au-
thorized payment for cooking, cleaning, and washing services which a wife
had been doing as a mormal part of her daily routine, and which were not
increased as a result of her husband’s needs. On the other hand, in other
counties a relative is paid only for those tasks which are extraordinary to the
normal household routine. In still other counties, a relative is paid for normal
household activities only if he or she has quit a job to care for the client.

‘The department of health regulations are not specific about payment for
services when a relative-provider lives in the home. As of December 31, 1974,
there were approximately' 8,000 relative-providers in the program. We were
not able to estimate the household incomes of relative-providers. It appears that
the majority are low-income households and it was also clear in some cases
that the relative-provider terminated regular employment to provide home-
maker or chore services. Administrators in seven of the counties we visited
stated that relative-providers should not be compensated for this service unless
the services provided are of an unusual nature. Another administrator stated
that consideration should be given to establishing a “low income"” definition for
household income.

Inconsistent Methods of Treating Social Security Contridbutions for Individual
Providers :

Department of health guidelines state that individual providers are either
employees of the county or the client and as such are entitled to social security
contributions which must be equally shared by the employer and the provider.
In cases where the county has elected to act as the employer, the county pays
the employer’s share of social security and deducts the employee’s share from
his earnings. Both shares are forwarded to the Internal Revenue Service (IRS)
by the county. In cases where the county considers the client to be the employer,
there are various methods of handling the payment

—The county adds the employer’s and employee’s share of the social security

vayment to the provider’s hourly salary rate and relies upon the client to
collect the social security tax and forward both shares to the IRS. A
typical example of this is where the hourly rate is $2.25; $2.01 represents
the actual provider salary, 24 cents is both the employer’s and’ the em-
ployee’s share of social security. The client is supposed to collect both deduc-
tions and forward these payments to the IRS. i

—Some counties pay nothing toward social security. From the $2 hourly

salary, both the employer’s and employee’s shares are deducted. This means

- that the provider recelves only $1.88 in wages, from which he must pay

the employee's share of social security. The client again is expected to col-
lect both deductions and forward these payments to the IRS.

In both of the above instances, the result is that the responsibility for han-
dling the details of social security computations, deductions, and forwarding to
the IRS falls on the client, who is the person least equipped to meet this
responsibility. The counties have maintained that to assume the responsibility
for social security contributions lends credence to the argument that the client-
.employed provider is actually a county employee and thus eligible for county
salaries and benefits, ‘ '
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These discrepaneies over the handling of social security eentributions could
be resolved if the counties were to act as the fiseal agent for their homemaker-
chore services program clients. Serving as the fiscal agent would allow counties
to treat client-employed providers as the employees of the clents and thus
assure that the provider receives full credit for his payroll taxes and preclude
the responsibility that the provider would be considered a county employee.

Inconsistent Use of Ewisting Community Resources

- The department of health’s manual of policies and procedures requires the
eounties to establish a registry of available community service organizations.
The purpose of such registries is to allow county welfare departments to use
available community resources, many of which are publicly supported, to the
greatest extent possible.

In the course of our review, we observed that counties authorize homemaker
and chore services which are already available from existing community re-
sources. While the cost of this duplication is not possible to determine, it does
place an unnecessary burden on the restricted resources of the homemaker-
chore services program, thereby preventing some clients from recelving needed
services. Among the services most duplicated is meal preparation, which is
available through congregate feeding sites for the elderly and needy or meals-
on-wheels programs. Another duplicated service is transportation, which is
available through local volunteer or public transit programs. Other services
available in some communities include day care centers for the elderly which
can ellminate reliance on the homemaker-chore services program for supervision,
meal preparation, ambulation, exercise, and client training. Sacramento and
San Francisco Counties are now offering such centers on a demonstration
project basis.

An example of failing to use community resources involves a client who was
dependent upon a chore worker to provide frequent transportation to and from .
medical appointments, despite the fact that some use could have been made
of volunteer transportation services for the elderly and needy.

. Oonclusion

The incomsistencies in the county administration of the homemaker-chore
services program, caused by the absence of adequate State regulations, have
resulted in: inconsistent evaluation of client needs, varied payments to relative-
providers, inconsistent methods of treating social security contributions for
individual providers and inconsistent use of existing community resources.

Recommendations

We recommend that the department of health:

—Rstablish regulations to require improved channels of communication
between the clients and county welfare workers so that changes in a cli-
ent’s condition will be met with appropriate changes in the level of service.

—Establish regulations allowing payments to relative-providers only when
they are from low-income households or when they are providing extra-
ordinary services which are in addition to normal household routine.

—Establish regulations requiring the counties to perform the bookkeeping
functions now imposed on the client. To do this the counties would report
both the employee’s and the employer’s share of the social security contribu-
tions to the proper authorities.

-—Einforce regulations to use existing available community service organiza-
tions. . :

In those cases where clients have been diagnosed as having stable disabilities,

we recommend that the legislature revise existing law to mandate an annual
review of the service needs of the severely impalred client, instead of the
presently mandated quarterly review.

Benefite and Savings

Implementation of our recommendations would make the administration of
the individual county homemaker-chore services programs more uniform and
consistent with client needs. In addition, excessive costs would be reduced to
the extent of any payments currently being made for unnecessary services or
to persons who should not receive payment. P :
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Furthermore, the statutory requirement that severely impaired clients be
visited by eocial workers quarterly promotes inefficlent use of soclal worker
time and the unnecessary expenditure of an estimated $252,000 annually.

FUNDS TO PROVIDE HOMEMAKER AND CHORE SERVICES HAVE NOT BEEN APPROPRIATED
IN A WAY TO PRBOMOTE FISCAL RESPONSIBILITY IN THE ADMINISTRATION OF THE
HOMEMAKER-CHORBE S8ERVICES PROGEBAM

In fiscal year 1974-75, the department of health allocated a total of $220.7
million to county welfare departments to provide adult and family social serv-
ices in California. Of this amount, $172.8 million (75 percent) represented Fed-
eral social services moneys and $57.4 million (25 percent) represented the re-
quired State and county matching moneys.

The State legislature (Welfare and Institutions Code Section 12308) elected
to fund $16.25 million of the local social services share and specifically -allocated
this money to the homemaker-chore services program. Combined with the match-
ing Federal money, $48.75 million, a total of $65 million in social services
moneys, was allocated to the counties for homemaker and chore gervices.

The counties were also allocated the remaining $128.5 million Federal social
gervices moneys and were required to provide the local $41.15 million matching
funds. These moneys were to be used for all other social services provided by
the counties.

The net effect of this funding procedure was to separate homemaker and

chore services from “other” social services and to provide for 100. percent
Federal and State funding of this program which is administered by county wel-
fare departments. In addition, “other” social services are funded 100 percent
with Federal and county moneys. The absence of county participation in home-
maker and chore funding does not encourage fiscal restraint. .
_ This separation of funds in the State budget has led to the general belief
that the homemaker-chore services program is a program for which the State
has full fiscal responsibility. Therefore, there has been minimal effort by the
counties to control program costs based on the assumption that any cost over-
runs had to be borne by the State. The separation of homemaker and chore
services from “other” social services has resulted in the failure of the countles
to establish appropriate fiscal and program priorities for thé total package of
social services that they provide. For example, county officials have stated
that they did not have sufficient funds for the homemaker-chore services pro-
gram for fiscal year 1974-75. Based on claims received from the counties for
the quarters ending September and December 1074, the department determined
that the counties did, in fact, have “other” social services moneys that will
not be expended by the end of the current fiscal year. Consequently, in March
1975, the department reallocated in excess of $5.8 million to the homemaker-
chore services program from the “other” social services appropriation (see ap-
pendix C [p. 195] of this report). :

In some of the counties that we visited, officials stated that even before the
March reallocation they had been forced to reduce their “other” soclal service
programs in order to fund the social worker staff responsible for the home-
maker-chore services program. Most of these counties had placed freezes on the
hiring of social workers, which had an overall effect of increasing existing
social worker caseloads thereby reducing the ability of the county to provide
a total package of social services to current and prospective clients.

Oonclusion

Fiscal responsibility has not been achieved in the administration of the
homemaker-chore services program, in part because the method of budgeting
social service moneys does not require the counties to share in a portion of the

cost of the program.
Recommendation

We recommend that the legislature discontinue the practice of separating
the homemaker and chore services allocation from the total social services allo-
cation and apply the State’s matching moneys to all social services instead of
only to the homemaker-chore services program. :

Benejits

Implementation of this recommendation will promote sound management
of the homemaker-chore services program by requiring the counties to share
in the cost of that program. _
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THE DEPARTMENT OF HEALTH DOES NOT PROVIDE THE FULL RANGE OF IN-HOME SUP-
PORTIVE SERVICES AUTHORIZED BY LAW ; AS A RESULT, CERTAIN IN-HOME MEDICAL-
LY-RELATED SERVICES ARE EITHER FURNISHED BY UNQUALIFIED PROVIDERS OR ARB
NOT BEING PROVIDED AT ALL

Presently, homemaker and chore services are viewed primarily as social
services despite the fact that clients, in order to be eligible for these services,
have some medically-related infirmity. The result of this view is that clients
are authorized those services which are designed to meet their social need to
remain in their own homes. As a client’s medical condition deteriorates, these
services continue to be the only source of in-home aid until his condition re-
quires institutionalization. Thus, a gap exists between the domestic kinds of
services authorized under the homemaker-chore services program and the
medically-related services provided by an institution.

Some counties have formally recognized the medical aspects of in-home
supportive services by requiring an assessment by a physician of the client’s
medical needs prior to the authorization of homemaker and chore services.
Some of these counties currently authorize home health agencies to provide
medically-related personal services such as bed baths and passive exercises
in addition to authorizing homemaker and chore services.

As previously noted, in 3 of the 10 counties included in our review we ob-
gerved medically-related services being provided by unqualified persons. For
example, we visited a client with acutely high blood pressure who was under
medical advice to monitor her blood pressure on a regular basis. During our
visit we observed the provider taking the blood pressure and noted that she

~did not know how to properly read the instrument.

In another instance, a relative-provider was performing renal dialysis for
the client. Although this is clearly a medically related task, it was funded under
the homemaker-chore services program. An analysis of the service needs of the
client indicated that only 7 hours a month were needed for homemaker or chore
services. Therefore, it was costing the homemaker-chore services program $400
per month when as much as $385 per month could have been funded through
& medically-related program.

In our interviews with county officials, we found that these officials are
aware that medically-related activities are being performed by unqualified pro-
viders. One welfare department administrator said, “I shudder at the idea that
some providers go from waxing the floor to irrigating a catheter or giving an
jnsulin shot.” But he added, because the clients ask the providers to perform
these tasks, the counties have virtually no control or means to prevent it even
though it is recognized that these activities could result in a serious injury to
the client and a potential liability for the county and provider.

Chore and homemaker services represent the first and second levels of a range
of both social services and medical care that have been authorized for recipients
of public assistance by both State and Federal law. The following table shows
the position of homemaker and chore services in this range and their approx-
imate monthly costs.

TABLE 2——THE RELATIONSHIP AND COST OF HOMEMAKER AND CHORE SERVICES AND OTHER MEDICAL
SUPPORTIVE SERVICES AND CARE AUTHORIZED FOR RECIPIENTS OF PUBLIC ASSISTANCE

Range of costs

Service or care - Daily - Monthly
........ - $1.65 to 7.75/hour 1—totaling $350/month.®
g'c::::maker.:::: ........ .- } (State average $119 per month.)

Not currently authorized b c(a]hforma regulations.
SSI grants fess 815 ‘

Personal care aide.
Home health aide?
Boarding home_. .

intermediate care f S $181310 81509 __________. $430 to $4598
Nnursmg or convalescent hospltal .................. $17.25 to §18.42___ ... $525 to $560.6
Acute hospital. .o ceroceacmaaaceae $115

1 The actua! upper limit was $24.32/h but applied to so few persons that $7.75 was assumed to be more rapre. -
tive,

3 ssified as severely impaired may receive up to $450/mo.

3 gl‘;:‘n? hcelaalth gides are pnmyanlypused in California to provide services as a followup to hospltalnzatlon,
¢ Funded through public assistance, not Medi-Cal. )

# Rate determined by bed space.
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The absence of a personal care aide classification (described on page 193),
the limited use of home health aides and the absence of a clear distinction
between homemaker and chore services have widened the gap in the range of
services available to the clients of public assistance.

The transfer of social services from the former State department of soclal
welfare to the department of health in July 1973 was partially designed to pro-
vide the administrative machinery to facilitate this perspective. Despite this
intention, homemaker and chore services have yet to be integrated into a total
medical-social service package.

An integrated perspective would enable county welfare departments to re-
epond more quickly in determining the optimum level of service for each recip-
fent of benefits. For example, clients could more easily be moved from the
homemaker-chore services program as their physical condition deteriorated. The
need for flexibility in medical-social intervention becomes especially significant
as a client begjns to require increased medical care which is not the primary
offering of the homemaker-chore services program. Provision of in-home medical
service, while more expensive than homemaker and chore service, is less ex-
pensive than the alternative which is often institutionalization. Conversely, pa-
tients in institutions could be reviewed in light of all the medical and social
services available in the commumty, a step which might enable a return to a
less dependent and less expenswe living arrangement. -

As a client begins to require increased and more costly homemaker and chore
services, his condition should be evaluated by a medical-social review team
(as institutional patients currently are) to determine if medically related in-
home services are indicated or if, in fact, he can still benefif from an inde-
pendent living arrangement. In cases where the client is determined to be in-
capable of further benefiting from his independent living arrangement, he might
be transferred to a program offering more intensive care and supervision, a
move which would be more appropriate to his need and more appropriate to
the homemaker-chore services program.

Medical-social review teams are currently used to review patients in inter-
mediate care facilities (ICF) and nursing homes for appropriateness of care.
Criteria could be developed to permit the use of this or a similar resource to
review selected recipients of the homemaker-chore services -program. The ¢ri-
teria could be based exclusively on medical indicators, on a combination of
medical and fiscal indicators or be triggered semiannually by fiscal indicators
-only.

Whatever criteria are used, they could be developed so as to apply to only
those recipients showing a heavy reliance on homemaker and chore services
and/or deteriorating health. They would not need to apply to all users of these -
services.

Conclusion

In spite of statutory authorization to provide for a full range of in-home
supportive services, the department of health has not done so. This has resulted
in either the provision of medically-related services by unqualified providers
or medically-related services which are not being provided at all

Recommendations

We recommend that the department of health adopt regulations which would

permit the use of the full range of in-home medical-social services so that home-
- maker and chore clients will not have to depend on unqualified providers for
" medically-related services.

We also recommend that the department require the use of medical-social
review teams or their equivalent, where mdlcated to assure provision of appro-
priate levels of services to clients.

Benefits

Implementation of these recommendations will permit the provision of the
optimum levels of service at the minimum cost.

THE DEPARTMENT OF HEALTH RELIES EXCLUSIVELY ON A SINGLE S80URCE OF FUNDS
TO FINANCE HOMEMAKER AND CHORE SERVICES. CONTINUATION OF THIS PRACTICE
WILL RESULT IN AN ESTIMATED ANNUAL LOSS OF $11.3 MILLION IN FEDERAL MEDI-
CAL MONEYS WHICH COULD BE USED TO FINANCE SOME PERSONAL CARE SERVICES
CURRENTLY PROVIDED TO CLIENTS UNDER THE HOMEMAKER-OHORE BSERVICES
PROGRAM

The department of health has not exercised its full authorlty to obtain Fed-
eral moneys to fund homemaker type services. Section 12801.5 of the welfare

87-468 O ~ 77 - 12
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and institutions code authorizes the State department of health to fund in-home
suportive services, where appropriate, under the Medi-Cal Act. Section 249 of
the Code of Federal Regulations, title 45 shows personal care service as a Medi- -
Cal eligible service. Other States, including New York and Nevada (see appendix -
D [p. 196], have recognized the use of personal care services as a medically re-
lated expense. .

Despite this authority, the department has not developed the necessary pro-
cedures for transferring the personal care components of homemaker and chore -
services to a personal care program under title XIX of the Social Security Act-
(Medi-Cal). Also, the department has not identified the amount and type of
services which could qualify for Medi-Cal funding. ) .

In the course of our review, we asked the counties to estimate the personal
care component of their homemaker-chore services caseload. (We defined per-
sonal care to include passive exercise, bowel and bladder care, special dietary
meal preparation, ambulation, and medicated bed baths.) :

Our analysis of the information that we received from the county welfare
departments discloses that approximately 35 percent of the clients in the home-
maker-chore services program require an average of over 25 hours of personal
care per month. Based upon this analysis we have estimated that qualifying
personal care services under Medi-Cal would result in an additional $11.3 mil- -
lon annually in Federal title XIX money received by the State.

It has been argued that title XIX money requires a 50 percent State match, .
.while title VI social services money requires only a 25 percent State match and
therefore it would be monetarily advantageous for the State to continue to
fund all aspects of the program under title VI. Although the basic concept
of this argument is true, the Federal title VI is a fixed allocation which has
not been increased for the last 3 years. When title VI is fully committed, as it
now is, any additional program cost must be borne by State and local govern-
ments without additional Federal funds. )

The following example illustrates the monetary and social effects of total
reliance on a single funding mechanism. In March 1975, the State augmented
the homemaker-chore services program by $12.4 million in order to avoid a cut-
back in the level of services (see appendix C [p. 195). Of this amount, $8,448,000
was unspent State adoption funds from the 197374 fiscal year which were car-
ried over as a fiscal year 1974-75 general fund surplus. Of the $8,448,000, $1,333,-
267 was used to replace county funds which had originally been budgeted by
the counties for nonhomemaker social services. This money was used by the
State to earn $4,000,002 in Federal social service funds to produce a total of
$5,838,269. This action by the State, therefore, made available a total of $12,448,-"
002 for the purchase of homemaker and chore services as follows:

State unmatched funds-.. ... _______.____ . 87 114,733
State matched funds_____ . _____________ L. ___ 1, 333, 267
Total State. - e 8, 448, 000
Federal funds. .. 4, 000, 002

Total available. . . o eeaaas 12, 448, 002

However, this increase in the amount of money for homemaker and chore
services also resulted in a $5,333,269 decrease in the amount of funds available
for social services to children and nonhomemaker social services to adults. There-
fore, the net effect of the State’s dllocation of 38,448,000 in State funds for home-
maker services was to increase by only $7,114,733 the total pool of funds available
for all social services ($12,448,002 Iess $5,333,299 equals $7,114,733; see. Appendix

While the precise impact of the March 1975 action on the provision of social
services for fiscal year 1974-75 cannot be measured, it is clear that because of
inflationary pressures, the impact in fiscal year 1975-76, in the absence of correc-
tive action, will be either a cutback in the level of services or the funding of such
services exclusively from State and county funds.

By March of 1975, however, the use of title XIX funds to supplement home-
maker and chore type services was not an available option for fiscal year 1974—
75. The reason for this is that the title XIX mechanism did not exist in State
regulations when the deficit beecame apparent. :

Section 249 of the Code of Federal Regulations, title 45 provides definitions

"for two classes of personal care providers. They are home health aide (section
249.10(b) (7) (iv) ) and personal care aide (section 249.10(b) (17) (vi)).




1147

The home health aide differs from the personal. care aide primarily because
the home health aide must be employed by a home health agency. The personal
care aide, on the other hand, can work under an individual contract with the
client or county.

Current regulations permit the counties to use home health aldes; however,
county administrators have Informed us that they are reluctant to use home
health aides partially because the non-Federal share of their cost (50 percént)
comes entirely from county funds. There are no regulations which permit the
use of personal care aldes.

Conclusion

In light of the fact that the cost of the homemaker-chore services program
will exceed its original allocation during fiscal year 1974-75 which has resulted
fn an augmentation, the department of health should take the necessary step.
to transfer the funding of the personal care elements from the homemaker-
ehore services program to Medi-Cal.

Recommendations

We recommend that the department of health exercise its existing authority
to change the regulations which would permit the use of Medi-Cal funds for
the purchase of personal care aide services. ) ’

In the absence of such action by the department of health, the legislature
gshould amend section 12301.5 of the Welfare and Institutions Code to require
the department of héalth to issue appropriate regulations.

Savings

By using Medi{-Ca! funds in conjunction with the homemaker-chore services
program, the department of health will be able to obtain an estimated $11.8°
million annually in Federal matching Medi-Cal funds.

SUMMARY OF COMMENTS BY DEPARTMENT OF HEALTH REPRESENTATIVES -

Representatives of the department of health stated that because of the
limited time available for their review of this report, they could not provide
detailed comments at this time. Our summary of the comments made by -the
department’s representatives at the exit conference are as follows: -

—The estimated cost of.total statewide implementation of the management

information system, which has been piloted in two counties, would be
approximately $2 million.

—1If the State were to distribute its matching funds to all social services

programs, and assuming the same program level, those countles that have’
4 higher proportion of homemaker and chore services to total social services,
when compared to the statewide proportion of homemaker and chore serv-
ices, would have to use additional county moneys to partially fund that
part of their program which exceeds the statewide proportion.
~—There are two “myths” generally associated with the homemaker-chore
gervices program. The first myth is that failure to provide homemaker or
chore services will automatically result in institutionalization; it has been
estimated that only 28 percent of those now receiving homemaker or chore
services would have to be placed in an institution for care if these services
were not provided. The second myth is that the use of the homemaker-
chore services program to maintain a person in his own home always saves
‘the State money when conipared to the cost of institutional care; in actu-
ality, in many cases the cost to the State for homemaker or chore services
exceeds the cost to the State for institutional care, but the social value
of in-home care must be considered even though a dellar value cannot be
placed on it. .
Appendix A
A MobEL FoR PROVIDING IN-HOME SUPPORTIVE SERVICES

The following descriptions of five provider classifications and their dutles
has been synthesized from suggestions and practice by State and county admin-
{strators and staff, They are presented here only for reference, and are not neces-
earily intended as a recommended course of action.
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CHORE PROVIDER (TITLE VI FUNDS)

—Provider is employee of either client, county, or contract agency. (Current
providers may qualify for this position.).

—County coordinates provider assignments.

—Function of the provider is to perform domestic services (1e cleaning,
laundry, shopping, and cooking).

—Relatives of the client are paid only for the extraordmary services they
provide.

—County deducts employee’s share of social security contribution and adds
the employer’s share of social security.

—Taxes are paid to Internal Revenue Service by the county.

HOMEMAKER PROVIDER (TITLE VI FUNDS)

—Provider is a county employee, or an employee of a contract agency.
—-Special training and certification required.
—Function of provider is to train clients to perform personal and household
activities which are difficult to perform due to accident or illness.
—Service is expected to be of short duration.
—Clllent must have a high probability of being trained and becoming self-
reliant.
PERSONAL CARE AIDE (TITLE XIX FUNDS)

—Aide is under contract to county, or is an employee of a contract agency.

—Special training and certification required.

—Supervised and coordinated by registered nurse.

—A doctor’s plan is required to qualify for Medi-Cal funding.

—Coulx;ty is responsible for social security contribution as previously de-
seribed

—Service 1s not to exceed 20 hours per week.

—-3ervices are of a personal care nature (i.e.,, bed baths, passive exercises,
ambulation, and special diet preparation).

—Relatives of client do not qualify for this classification.

—Section 249.10(b) (17) (vi) of the Code of Federal Regulations, title 45,
defines the conditions under which personal care services are Medi-Cal
eligible :

“Personal care services in a reciplent’s home rendered by an individual, not
a member of the family, who is qualiﬂed to provide such services, where the
services are prescribed by a physician m accordance with a plan of treatment
and are supervised by a registered nurse.”

HOME BEEALTH AIDE (TITLE XIX FUNDS)

-——Aide is an employee of a home-_health agency.

~—Special training and certification required.

—~Supervised and coordinated by a registered nurse.

—A doctor’s authorization is required to qualify for Medi-Cal fundmg

—County is responsible for social security contributions as previously de-
scribed.

—=Services are of a personal care nature.

ATTENDANT PROVIDER (TITLE VI AND TITLE XIX MIXED FUNRDING) :

—Three-way contact between provider, client, and the county. *

—Special training and certification for personal care (current attendants
could qualify after training).

—Services are combined chore and personal care for clients requiring in ex-
cess of 20 hours of personal care per week (severely impaired).. )

" —Doctor’s plan required for personal care component of needed services.

—County registered nurse supervises personal care component.

—Countg is responsible for social security contributions as previously de-
scribe

1 This class of provider embodles the chore providers who are now full-tlme providers
for severely impailred clients and re?resents a mechanism whereby the personal care
element of that service i1s Medi-Cal eligible.
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APPENDIX B.

Summary --,Survey of Cnuntlies as of 12/31/74 ’

. Total 'l".llﬂbx?l' cf Clients by Dzlivery Method Cost/client/mo
COUNTIES County |Co °~ Indiv S°:" Agency . (2nd quarter
i Population [Empl" Provi IProfit _Profiy Tetal claim 1974-75}
TYTTIT 1,096,900 _}130 3800 T -~ = 3.530 ST
ALPINE 700 - et --- - --- -
AWADOR 15,400 1--- 23 | o=~ --- 23 29.57
BuTTE 115,000 1551 el -== === 551 58.07
CALACERAS 15,509 {--- 621 -~ bt 2 69.35.
coLusa 12,500 13 1 4 === - ) 164,57
CONTRA COSTA 585,500 |--- 2761 --- -=- 2,761 £4109.48
Ot NORTE 13,500 68, === ~c= ma- 68 106.2
£L DORADO 53,300 L1 130 ! =-- - 171 98.8
FREINO 441 400  1--- 262 1 202 177 1,241 124.2
GLENN 18,500 38 1 --= bheded 39 132.6
WUMBOLOT 103,700 1--- 174 ii6 --- - 299 104,12
IMPERIAL 80,600 _}--=- === el 163 163 134,65
nYo 16,900 52 3 hhaind el 55 124.6}
KERN 341,100 1424 619 3 bl 1,037 5.25
K1uGS 69,500 1z 4] f -== beud 153 9.33
LAKE 23,600 |--~ 1204 -=- == - 170 33,01
LASSEN 18,100 85 - “ feeled 8s 103.90
LOS ANGELES 6,961,200 _ {--- 18332 ) --- e 18,332 119.01
MADERA 45,2Q0 == 29 ke 231 256 £2.36
A 213,700 4 3 303 i == so 306 169.15
uaRIPOSS 2,609 I--- 15} === -az I 95.73
MENDOC IO %6,800 {--- === 265 === 266 65.25
MERCED 118,100 ==~ 64 | 381 === 445 73.38
1ODOC 6,100 - ’ == 9 6l. 00
MONO 7,100 - 1 96.00
MONTEREY 261,200 --- 354 127,68
NAPA 86,900 === o= 129 63.19
NEVADA 31,200 .- 67 yal 92.73
ORANGE 1,656,330 - === 2,230 71.28
PLAZER 89,600 . --- 164 204 24,84
PLUMAS 13,400 it 53 5 134.87
RVERSIDE 209,500 f--- --- 2,03 91,09
SACRAMENTO 683,1C0 18 --- 2,415 4.27
SAN BENITO 19,400 .=~ - 6 4.30
SAN UERNARCING 702,599 --- --- 1,626 03,31
$AN DIESO 1,509,900 211 .- 3, b2 68.53
SAN FRANCISZO 679,200 50 2952 490 8a8 4, 4oo 204,61
SAN JOAQUIN 301,600 === 183 850 - 1,033 52.91
SAN LuiS ORISPO 123,300 _|--- el Mot 285 285 102,30 |
SAN MATEO 973,790 byl 1200 2900 ot 1,400 139.50
SANTA BARDARA 279,820 --- el 573 nboded i 573 146.03
SANTA CLARA 1,176,509 -~ 1928 | 349 <0k 2,782 172.94
sanTa caiz 14h 600 ]--~ --= 1529 o= 629 133,44
SHASTA 86,000 183 256 el o 4139 100,54
SIERTIA 2 600 uluted ‘4 iyl - h
| _sisxivou 35,200 |--- 24 | === - 24 128,16 "
+SOLAND 184,700 [ 3934 --- o= 437 89,173
SONDwA 237,800 [--- 614 | --- el 61k 63.64
SYANISLAUS 210,600 i--- 85 1912 ot 997 25.39
wrren 15,800 ;- I --- 59 63 82,92
TEnAMA 31,900 el === .- 108 106 70,68
TRINITY 9,200 9 [3 s === ; 15 145.06
TULSRE 202,700 s 210 1533 1,812 59,18
TuoLYMNE 25,800  ‘t--- 50| oo oo 50 50.24
VENTURA 426 000 _|--- === 679 odnde 679 79.26
¥cio & 13) B8l === o= 212 164 S8,
1pi00— 113 T i 0 —
GRAND TOTAL 20,037, rn 7 AEL 43377 0000 4340 A $119.69
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APPENDIX C.~CHANGE !N FUNDING FOR HOMEMAKER-CHORE SERVICES DUE TO THE ADDITION OF $8,448,000
STATE FUNDS TO THE PROGRAM

Funding agency
State County Fedenal Total
Approved budget:
Homemaker-chore......cceea-e. $16,250,000 _...oooeooocaooe $48, 750, 000 $65, 000
Other services $41,192, 972 123,579,128 164, 772. 100
Teotal secial services. ...cao..:. - 16, 250, 000 41,192,972 172,329, 128 229,772,100
Chargeeito budget:
memake%hole ............... 88,000 ..o oonnnnoaaaaaas ‘4,000,002 12, 448,002
Other . (i, 333,267) {4, 000, 002) (5, 333, 269)
Total chanaes-....-.-.-..-..._ . 8,448, 000 (1, 333, 267) 0 7,114,733
Appropriation:as chaaged:
‘Homemaker-chore................ 24,698,000 «oonenrocoiicnaan 62, 750,002 77, 448, 002
-Other [ 39, 859 705 119, 579, 126 159, 438, 831
39, 859, 705 172,329,128 236, 886, 833

Total socia) services. .......... 24, 698, 000




APPENDIX D

SUKHARY--SURVEY OF STATES

: Approximste
Method Adninistaring Number Approxlsate - »
State of funding Agency of Clients  Cost of Progras  Cost/Client/Mo. Prinsry Oelivery Rethod Comment$ ‘
Alabsme Title VI State nfas n/s nle State esployees .Progrsn not yet leplemented.
- . statowide .
Californla Title VI County 59,800 $7.2 mildion/mo. $19 Individual contracts ‘
Howail Title VI State [ nls n/s State erployees for W/A; .
sacncy contracts for .
- : chore ° .
Niinois Tivle ¥t State 4,084 $359.460/m0. $88 State employees and agen~
. cies for H/R; individual
contracts for chore
Indiena County nla s /s County employees o chore servies yet
Lovisisns Title Vi State o/ nle nfa State erolopees N
Maryland Titla Vi County 1,500 $120,120/mo. s80 County employees
Richigan Title ¥t Stete. 10,000 $1,478,922/m0. 147 Individual contracts N N
Navada Title XIX Phy, State 25
Aide 250 $20,000/m0.
Title VI K/ (Ticie Vi only) $30 Agency controct for Titte Physiclon's slda uied where —
: XX physician's alde; personal care pricary [
. state employees for H/A need. Mo chore services (w3 ]
offcred. —
New York Title ¥i, XIX County 11,000 . $1.7 miltion/mo. $150 County employces or agen- Title XIX s for personal
: (title XIX only) (Title XiX only) {Title XIX only} <y for H/h; agency cons cava and hoe health aid .
{New York tracts or individual con-  services .
Cley only) tracts for chore -
Oregon Title V) State 63 H/N $123,375/w0. $95 Nonprafit agency contracts
1,298 chore (for chore only) {chore only) for H/M; individual con=
trocts for chore
Pennsylvania Title Wi State n/a n/a State employees and
agency contraces
¥irginla Title ¥1 County or clty 1,896 $393,595/m0. $202 County or city ecployees
. or agency esployees for
H/M; individusl contrace
tors and county or agency
. employees for chore
Washington Title VI State 2,700 $306,300/m0., 3 Stotr employees for W/MG N
Individual contracts fof .
chore - R
W, Virginla Titla VI State 1,050 W/a $34,021/c0. 455 Sizie employces and B
612 chore {for chore only) asency contracts B
Visconsin Title V) County n/s n/a n/s Individual contracts for

* xot avallevle
Prepared from an Auditor General questionnaire snswered by these stotes.

i
chora

State has o hoss heslth alé
progrem wider Medicara
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CALIFORNIA DEPARTMENT OF HEALTH,

Sacramento, Calif., August 12, 1975.
Mr. KENNETH W. BEYAN,

General Manager,

Department of Social Services,
City and County of San Francisco,
San Francisco, Calif.

DEAR MR. BRYAN : The attached is an addendum to the original report on San
Francisco’s administration of the homemaker/chore program,
Sincerely,
Georae ELICH,

Ohief, Field Review Un(it.
[Attachment. ]

ADDENDUM T0 REVIEW OF HOMEMAKER/CHORE Pnoemx, SAN Francisco COUNTY

This addendum is intended to allow. officials of the San Francisco Home
Health Service to express their views regarding the original report. Issuance of
this addendum does not imply the State’s agreement with the conclusions in or
accuracy of the addendum or the documents mentioned therein.

INTRODUCTION

" The methodology of the study conducted by the review team was faulty,
undocumented, and inadequate in its coverage. Several conclusions about the
San Francisco Home Health Service (SFHHS) were erroneous and the report
is personalized The State did not hold an exit conference, respond to the
agency's “critique of the report,” or suggest changes in minutes of the meeting
held June 11, 1975. Copies of each document cited are available upon request
from SFHHS

ERRORS

1. Assessment and reassessment by professional staff at SFHHS are inherent
in the supervisory process. Supervision is one of the two components that dis-
tinguish homemaker services from chore services. The costs quoted (10.2 per-
cent) are appropriate for billing to DSS in the unit rate, and the level of pro~
fessional staffing at SFHHS (in a minimum ratio of 15-1) is not “excessive.”

2. The report fails to compare monthly costs of chore cases versus cases 6t
SFHSS, or to compare chore cases with other homemaker service contractor’s
monthly costs.

The chief argument that $2,500,000 was being “over paid”, i{s based on the
assumption that the $100 limit on chore services is not being enforced, whether
the case is with a contractor or a private chore person. This is an over-simpli-
flcation. Some funds are unnecessarily expended because the county is unable
to do the required assessment and reassessment (supervision) of private chore
cases. This expenditure, as a separate entity, was not discussed in the report,
nor was there an examination of how frequently SFHHS assesses and reas-
gesses (supervises) its clients.

Other factors in the alleged overexpenditure of $2,500,000 result from a lack
of adherence to and enforcement of recognized homemaker service standards
which are still required by Federal regulations.

(a) Lack of adequate supervision by certain homemaker service provxders
results in overutilization of homemaker hours (the agency with the greatest
amount of supervision—SFHHS-—has the lowest monthly charge to DSS per
client.)

(b) Lack of adequate training in certain homemaker service providers results
in overutilization of homemaker hours (the agency with the greatest number of
trainiad paraprofessional staff—SFHHS—has the lowest monthly charge to DSS
per c¢lient.) .

On page 8, the report states: “costs can be lowered if all contractors’ cases
were appropriately and more professionally assessed”—jyet no solution to the
present situation is offered except to insist that SFHHS and other contractors
should discontinue this practice.

8. There was no evidence to verify the claim that SFHHS charges DSS for
“unauthorized” nursing or medical services. Supervisory services of nurses are
legitimate for inclusion in the DSS rate.

4. SFHHS determines neither the type of service needed (homemaker versus
chore) nor the hours of service given to a client without approval by DSS.

The San Francisco Home Health Service is located at 2940 Sixteenth Street,
San Francisco, 4108,




Appendix 3

REPORT ON AUDIT OF SAN FRANCISCO COUNTY
(CALIF.) DEPARTMENT OF SOCIAL SERVICES’ PUR-
CHASE OF HOMEMAKER AND CHORE SERVICES
FROM PROPRIETARY CONTRACTORS, FEBRUARY 1,
19711-FEBRUARY 29, 1976; SUBMITTED BY HERBERT
WITT*

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE,
REGION IX
San Francisco, Oalif., October 29, 1976.
JEROME A. LACKNER, M.D,,
Director, Depariment of Health
State of California
Sacramento, Calif.

DeAR DRr. LackNER: Enclosed for your information and use is a copy of an
HEW Audit Agency report titled, “Audit of San Francisco County Depart-
ment of Social Services, Purchase of Homemaker and Chore Services from
Proprietary Contractors for the period February 1, 1971, through ¥ebruary
29, 1976.” Your attention is invited to the audit findings and recommendations
contained in the report. The below named officials will be communicating with
you in the near future regarding implementation of these items.

In accordance with the principles of the Freedom of Information Act—
(Public Law 90-23)-——HEW Audit Agency reports issued to the Department's
grantees and contractors are made available, if requested, to members of the
press and general public to the extent information contained therein is not
subject to exemptions in the act, which the Department chooses to exercise.
(See section 5.71 of the Department’s Public Information Regulation, dated
August 1974, as revised.)

To facilitate identification, please refer to the above audit control number
in all correspondence relating to this report.

Sincerely yours,
HERBERT WITT,
Regtonal Audit Director,

HEW Audit Agency.
[Enclosure. ]

INTRODUCTION
BACKGROUND

Prior to January 1, 1974, titles I, X, and XIV of the Social Security Act,
as amended, established grant programs providing Federal financial assistance
in the costs incurred by States for the provision of social services on. behalf of
aged, blind, and disabled persons. Effective January 1, 1974, title VI estab-
lished a consolidated grant program for social services previously provided
pursuant to the three titles cited above. On October 1, 1975, title XX replaced
title VI. One of the social service goals of title XX is “preventing or reducing
inappropriate institutional care” through home-based or other forms of less
intensive care. .

The California State plan for social services authorizes local welfare depart-
ments to purchase social services from nonprofit and proprietary organiza-
tions. Under the plan these costs are reported to the California Department
of Benefit Payments and claimed for Federal and State financial participation.
The California State Department of Health has the responsibility for monitor-

1 See statement, p. 1007.
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ing program activities. Both of these State departments come under the pur-
view of the California State Health and Welfare Agency (State agency).

The San Francisco County Department of Social Services (county agency)
has elected to purchase through contracts about one-third of the services pro-
vided under its adult homemaker program. As of December 31, 1975 the
county agency had awarded contracts to three proprietary and two nonprofit
organizations. Each of these contracts began in either calendar year 1971 or
1972. The county agency program has been financed with 75 percent Federal
and 25 percent State funds.

Homemaker services were defined in the Code of Federal Regulations (CFR),
title 45, section 222.71, as home management and maintenance services, and
personal care services, provided to maintain and strengthen the functioning of
eligible persons in their own homes. Chore services were defined in 45 CFR,
222.65, as services in performing light work, or household tasks, such as simple
household repairs, shopping, or running errands which do not require the
services of a trained homemaker. On October 1, 1975, 45 CFR part 222 was
replaced by 45 CFR part 228. This Federal regulation does not define home-
maker and chore services. The California State plan has retained the section
222 definitions.

The contracts awarded by the county agency were written for the provision
of homemaker services. However, one survey done by the county agency
showed that over 40 percent of the cases assigned to the contractors required
only chore services. Thus, the county agency has used the contracts to purchase
both homemaker and chore services from the various agencies. County agency
expenditures for services purchased under contracts covered in this report
totaled $7,045,696. These expenditures represent contract payments to the three
proprietary providers during the period February 1, 1971, through February 29,
1976.

SCOPE OF AUDIT

Our audit was made in accordance with standards for governmental auditing.
The purpose of our review was to determine the reasonableness of the rates
established for the purchase of homemaker and chore services by the county
agency. We reviewed the county agency’s procedures for establishing rates of
payment as well as selected financial data and supporting documentation
maintained by the contractors. The scope of this report was limited to the
three private proprietary agencies under contract with San Francisco County.
‘We plan to audit the two nonprofit organizations at a later date. We reviewed
contractor records pertaining to unaudited financial statements for the follow-
ing periods: (i) Calendar year 1973 for contractor A; (i) calendar year
1974 for contractor B; (#it) fiscal years ending January 31, 1974 and January
31, 1975 for contractor C. We did not review contractor records for the entire
contract period since cost statements for all periods were not available at
the county agency.

HIGHLIGHT OF AUDIT RESULTS

PURCHASE OF SERVICE ARRANGEMENTS

The State agency has claimed Federal financial participation in the costs
of homemaker and chore services purchased by the San Francisco County
Department of Social Services at excessive hourly rates. We have determined
that for the period July 1, 1972 to September 30, 1975 at least $981,596 was
paid by the county agency to three proprietary providers in excess of the
amounts “reasonable and necessary” to obtain the social services. The county
agency purchased the services at unreasonable hourly rates because the San
Francisco Social Services Commission directly negotiated the initial rates
and subsequent increases of the rates using incomplete and inaccurate data.
Also, the county agency did not require periodic audits of contractor records
to assure that the rates were justified by reimbursable costs incurred by the
providers. Because claimed and unaudited statewide social services costs after
June 30, 1974 exceed available Federal appropriations, the ineligible costs
incurred during fiscal years 1975 and 1976 could have been paid with only
State funds. We are recommending that the State agency refund $415,190,
the Federal share of the excessive costs of $553,586 pertaining to fiscal years
1978 and 1974. The remaining $428,010 of unreasonable costs for the period
ended September 30, 1975 should be clearly identified on State agency records
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as ineligible for Federal financial participation. Also, the State agency should
require the county agency to implement certain procedures to assure that rates
established for the purchase of homemaker and chore services are reasonable
and necessary for obtaining the services.

DETERMINATION OF PROFIT

The San Francisco Social Services Commission did not consider essential
profit factors when establishing and increasing the rates of payment for the
proprietary contractors. As a result, each of the contractors made an excessive
return on investment. We are recommending that the State agency (i) estab-
lish standards which define reasonable profit and (4i) require the county agency
to consider various profit factors in evaluating the reasonableness of the rates
of payment for the purchase of homemaker and chore services.

RECORDS SUPPORTING CONTRACT RATES

The county agency did not maintain records to support the reasonableness
of the rates of payment for the purchase of homemaker and chore services from
the proprietary contractors. Federal regulations effective October 1, 1975, for
title XX provide for Federal financial participation in the costs of purchased
social services only where records supporting the reasonableness of rates are
available. We are recommending that the State agency discontinue claiming
Federal financial participation in county agency expenditures for homemaker
and chore services purchased from the proprietary agencies under title XX
until such time as records supporting the rates are developed. In addition, the
State agency should classify as ineligible for Federal financial participation
county agency expenditures of $713,390 claimed under title XX for the period
October 1, 1975, through February 29, 1976.

STATE RESPONSIBILITIES

The State agency did not control the rates negotiated by the San Francisco
County agency for purchasing social services from the three proprietary con-
tractors. It did not (i) publish cost and profit standards applicable to pro-.
prietary contractors; (ii) provide for fiscal audits of contractor cost records;
(#ii) promptly reduce rates of payment which were identified as excessive; and
(iv) recover State and Federal funds claimed in excess of the amounts reason-
able and necessary to obtain the services. The State agency relied primarily
upon county agency administration for assuring that reasonable procurement
practices were reflected in county contracts for homemaker and chore services.
Also, when problems were identified, the State agency relied primarily upon
voluntary corrective actions by the county agency. The expected voluntary
corrective actions have not occurred and the State agency has since July
1972 continued to improperly claim Federal financial participation in the ex-
cessive purchased service costs incurred by the county agency. We _are recom-
mending that the State agency promptly reduce excessive rates of payment
upon discovery and take appropriate action to recover overclaimed State
and Federal funds. R

STATE AGENCY RESPONSE

The State agency agreed that (i) the hourly rates established by the county
agency were unreasonable; (i) each of the contractors made excessive returns
on investment; (#ii) the county agency did not have records to support the
reasonableness of the rates of payment; and (iv) it had not provided the
county agency with cost or profit standards applicable to proprietary providers
of social services. However, the State agency-indicated that it did control the
county’s purchase of service arrangements with the: proprietary contractors
and did not agree to refund the Federal share of the excessive payments. The
State agency disagreed with our computation of the overclaim and commented
that the excessive costs of the county agency’s purchase of service arrange-
ments were paid out of State funds. (The State agency’'s written comments to
the audit report are included as appendixes A and B.)

AUDITOR'S COMMENTS

Our. computation of the excessive costs was.based on the best information
available as’to. costs and-prices’in efféct.’ The State agency has not ‘provided us
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with any alternative basis for computing the excessive costs which it acknowl-
edged were incurred under the County Agency’s purchase of service arrange-
ments.

In addition, we have shown that Federal financial participation was claimed
for excessive costs of $553,586 incurred during fiscal years 1973 and 1974.
The Federal share of these costs was $415,190 and should be refunded by the
State agency. The remaining $1,141,000 of excessive and unsupported costs
claimed for periods beginning July 1, 1974 should be clearly identified on
State records as ineligible for Federal financial participation._

FINDINGS AND RECOMMENDATIONS : PURCHASE OF SERVICE ARRANGEMENTS

The California State Department of Benefit Payments has claimed Federal
financial participation in the costs of homemaker and chore services that were
purchased by the San Francisco County Department of Social Services (county
agency) at fixed hourly rates which were excessive. Federal financial partici-
pation is not available for the costs of purchased social services which exceed
the amounts reasonable and necessary to obtain the services. We determined
that the State Department of Benefit Payments improperly included in its
claim for Federal financial participation $981,596 of excessive county agency
expenditures for purchased homemaker and chore services. One contractor
made a profit of $178,092 on total county agency payments of $683,326 during
calendar year 1973 under its established hourly rate. The county agency pur-
chased homemaker and chore services at unreasonable hourly rates because
the San Francisco Social Services Commission in response to contractor requests
established and periodically increased the hourly rates of payment using in-
complete and inaccurate data. Also, the county agency did not require periodic
audits of contractor records to provide a basis for evaluating the approved
rates of payment and assuring that the rates were justified by reimbursable
costs incurred by the contractors.

We are recommending that the State agency (i) refund the Federal share
in excessive payments of $981,596 made by the county agency and claimed for
Federal financial assistance, and (4i) require the county agency to implement
certain procedures to assure that rates established for the purchase of home-
maker and chore services are reasonable and necessary for obtaining the
services.

BACKGROUND

The State agency has delegated the responsibility for purchasing services
to the local county welfare agencies. As a result, county agency procurement
procedures required by the city and county of San Francisco were used to
purchase homemaker and chore services from various providers.

The administrative policies of the county agency are determined by the
Social Services Commission (commission). The commission consists of five
members who are appointed by the mayor of San Francisco. The commission
authorized the county agency to purchase homemaker services through con-
tracts with three proprietary and two nonprofit organizations. The commission
also established the rates of payment for each contractor and approved various
rate increases which were requested by the individual contractors.

The contracts awarded by the county agency had no fixed termination dates
but could be canceled by either the county agency or the contractor upon 60
days written notice. The contracts specified that the county agency retained full
responsibility for decisions regarding eligibility of payment and service plans
for individual recipients. The purpose of the contracts is quoted from a sample
as follows: “This contract * * # is intended to provide to the (county agency)
continued and uninterrupted operation by the contractor of a homemaker pro-
gram, This program shall include evaluation, periodic reevaluation and report-
ing, coordination of community resources, assignment of trained staff to provide
appropriate homemaker services, and supervision of such personnel.” The con-
tracts stated that the county agency would refer selected recipients who were
eligible for homemaker services to each contractor for one or more of the above
mentioned services, and that payment would be made for each hour of service
provided by 2 Homemaker and authorized by the county agency.

The contracts also specified that: “Rates of pay per hour of homemaker
services under this Contract shall be adjustable after six (6) months of opera-
tion under this Contract, and periodically thereafter when and if-it becomes
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apparent that the cost to the Contractor of providing these services has in-
creased or decreased.”

Under 45 CFR part 226, dated January 25, 1969, Federal financial participa-
tion is available in expenditures for social services purchased under public
assistance programs: “* * * to the extent that payment for purchased services
is in accordance with rates of payment established by the State which do not
exceed the amounts reasonable and necessary to assure quality of service. * * *”

On June 27, 1975, 45 CFR part 228 superseded part 226 and continued this
requirement for services under title XX,

The California State plan, State Department of Social Welfare Manual,
section 10-034, sets out certain general standards for purchase of service
arrangements negotiated by local welfare agencies. Section 10-034.8 requires:

“Provision shall be made for the establishment of rates of payment for
purchase of service which shall be a matter of public record.

“Such rates shall not exceed the amounts reasonable and necessary to assure
quality of service.”

CFR, title 45, part 74, sets out general requirements for the administration
of HEW grants to State or local governments. Under subpart H, section 74.61,
grantees shall establish: “Procedures for determining the allowability and
allocability of costs in accordance with the applicable cost principles prescribed
by subpart Q of this part.”

Subpart Q. section 74.76, states that principles to be used in determining the
allowable costs of work performed by commercial organizations under cost-
type contracts under HEW grants are ‘set forth in 41 CFR subpart 1-15.2.
In addition, 45 CFR 74.61 requires audits to be made, usually annually, to
assure the integrity of financial transactions and compliance with grant terms
and conditions.

We recognize that 41 CFR subpart 1-15.2 establishes cost principles for use
in cost-reimbursement type contracts rather than the labor-hour type of
contract actually negotiated by the county agency. In a cost-reimbursement type
of contract the contractor submits a claim representing the actual costs in-
curred and is reimbursed according to the principles of allowability. In a
labor-hour type of contract payment is made to the contractor on the basis of
direct labor hours at a specified hourly rate. Nevertheless, the applicability
of subpart 1-15.2 is set out in section 1-15.102 to include the use of these cost
principles not only in cost-reimbursement type contracts, but in the pricing
of other types of negotiated contracts as well. Therefore, we used subpart
1-15.2 to determine federally reimbursable costs incurred by the proprietary
agencies providing homemaker and chore services under contract in San Fran-

cisco County.
RATESETTING PROCEDURES

The San Francisco County Social Services Commission did not properly
consider the factors of contractor cost and profit in establishing the hourly
rates of payment under contracts negotiated with three proprietary agencies
for the purchase of homemaker and chore services. The rates approved for these
three vendors are summarized below:

EFFECTIVE DATES OF NEGOTIATED FIXED PRICE RATES PER HOUR OF SERVICE

Contractor
Effective dates A B c
Feb. 1, 0970 e 1.$5.00
July 1,1971____ 26,00
Oct. 1,1971.___ 36.00
Jam V1972 )
July 1, 1972 e ‘577 %
1 Initial rates.

2 Rate for period July 1, 1971 to Sept. 30, 1971.
8 Fixed rate Oct. 1, 1971 to June 30, 1972,

4 Agency staff tecommended $6.50.

8 Effactive rates through June 30, 1976.

& No change.
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As shown above, contractor A was paid for the same type of service at a
higher hourly rate than contractor B during each of the 11 months ended
December 31, 1971. For the first 5 months, the difference was $.22 per hour
and for the following 6 months the difference was $1.02 per hour. For the first
6 months of 1972, both contractors A and B were paid the same $6 per hour
rate. Effective July 1, 1972 and continuing through June 30, 1976, contractor
A was paid $7 per service hour, or $1 per hour more than the $6 rate paid
to contractors B and C.

The Social Service Commission minutes do not contain a reasonable explana-
tion for paying a higher rate to contractor A and for the periods described
above. Our review of the minutes disclosed that contractor A’s rate of $5 was
provisionally increased by $1 effective July 1, 1971 to $6 per hour of service
in order to allow a recovery of earlier losses which were reflected in the con-
tractor’s unaudited cost records. The commissicn apparently also approved a
$6 hourly rate for contractors B and C in order to provide for equivalent rates.
None of the three contractors had submitted audited cost data.

Effective July 1, 1972 the commission, without documentation for its action,
approved for contractor A an hourly rate which was $.50 per hour greater
than the $6.50 rate recommended by the county agency general manager. At
the July 13, 1972, meeting the commission rejected proposals by two other
organizations to provide the services which had been provided since February
1, 1971 by contractor’s A and B and initiated July 1, 1972 by contractor C. At
that time the approved hourly rates were $7 for contractor A and $6 for
contractors B and C. The minutes show that the offers were rejected on the
basis that “* * * with (contractor C) just starting it would not be fair to
enter into new contracts at the present. * * *” These rejected offers were
at lower rates ranging from $4.75 to $5.75 per hour of service. As a result,
excessive hourly rates were continued for the three contractors.

This may have occurred in part because San Francisco County funds were
not affected by any of the ratemaking decisions. The homemaker and chore
services program was funded by 75 percent Federal funds and 25 percent State
funds. The chronology of negotiations for each of the three contractors is out-
lined in the following sections of this report.

CONTRACTOR A

Effective February 1, 1971 the commission authorized an initial rate of pay-
ment .for contractor A of $5 per hour of service. Thig rate was not supported
by cost data. Commission minutes dated September 17, 1970 indicate that
contractor A’s experience in providing similar services to welfare recipients
under a limited pilot program which began in August 1970 justified the $5
hourly rate requested by the contractor.

Contractor A subsequently requested that its hourly rate be increased by $1
effective July 1, 1971. According to the commission minutes dated July 15,
1971, the general manager of the county agency provided the following infor-
mation about contractor A’s costs: “* * * hourly costs appear to be $5.46
from January through May 1971, and are estimated for June at $5.38; 3,311
of their total 3,790 hours of service were provided to Department clients; and
while it appeared that possibly as their volume increases, their costs will be
reduced, at the present time they seem to have lost some $7,000 under contract
with the Department. * * * ’

Based on this information the commission approved a $6 per hour rate
effective July 1, 1971 for contractor A. According to the minutes, this rate
was approved with the provision that: “* * * financial statements certified
to by their Certified Public Accountant, be submitted in early October, <citing
forth their actual cost per hour of service for the first six months of 1971 and
for the third quarter, i.e.,, July through September, 1971, together with the
combined figure for the first nine months of 1971; and that the rate be sub-
ject for review at the October (1971) meeting of the Commission. * * *”

Contractor A did not supply audited financial statements at the October 1971
meeting of the commission, Nevertheless, the commission approved the contrac-
tor's request for continuing the $6 hourly rate through June 1972. The com-
mission’s extension of the $6 rate overruled the recommendation of county
agency staff. According to the commission minutes dated October 21, 1971, the
general manager of the county agency had recommended continuing the $6
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rate only through December 1971. The general manager's position i§ quoted
from the minutes as follows: “* * * at a meeting with (contractor A's)
director and his certified public accountant they went over all cost figures
except for the month of September which were not yet available. Their cost
for the first 6 months ran at $5.45 per hour with a $12,000 loss. During July
and August their actual cost based on their figures was $4.96 per hour; how-
ever, there was some indication that some costs had increased or were not
included. Based on $4.96, a net profit of $6,600 was estimated for the 2 months,
with a net loss for the first 8 months of over $5,200. He recommended that the
rate of $6 per hour be continued for the months of October, November and
December in order to offset the loss (contractor A) had incurred earlier, with
the rate to be reviewed again at the December meeting or early in January
for establishment of a continuing rate effective January 1.”

The general manager’s recommendation permitted an estimated net profit
of $3,300 for each of the 4 months ending December 31, 1971, or a total of
$13,200. Since there was an estimated loss of $5,200 through August 31, 1971,
the general manager’'s recommendation would have provided an estimated net
profit of $8,000 for the year ended December 31, 1971. Also, a new and pre-
sumably lower rate would have been negotiated effective January 1, 1972, How-
ever, the commission’s action allowed an estimated monthly profit of $3,300 to
continue for the period January through June 1972, or $19,800 for that 6-month
period.

In July 1972 contractor A requested another rate increase to $7.30 per hour
effective July 1, 1972, This proposal was discussed in commission minutes dated
July 13, 1972. The general manager stated that county agency staff had recently
met at various times with contractor A’s representatives regarding its costs. His
summary of the meetings is quoted from the minutes: “Their figures for the
first 5 months of this year show their actual average cost at $5.08 per hour of
service * * * They have increased costs as a result of their signing a union con-
tract, and increased office rental, and they anticipate a cost of $3,000 per month
for their training program which has just started; this amount also covers the
cost of the time of the homemakers while they are in training. They intend to
hire four additional administrative staff for a total $3,450 monthly and plan to
give salary increases, approaching 259 on the average, to present administra-
tive staff which includes in some cases the devoting of increased time. He esti-
mated that these cost increases would bring their hourly cost for the provision
of homemaker services up to $6.02 per hour.”

Based on the anticipated cost increases referred to above, the general man-
ager presented several rate increase figures ranging from $6.50 to $6.70 per hour.

Following further discussion concerning contractor A’s costs, a representative
for the contractor is quoted in the commission minutes as follows: “He recalled
that (contractor A) has proposed a rate increase to $7.30 per hour; however, if
they would maintain their present level of cases, he proposed that the commis-
sion approved an hourly rate of $7. * * *”

The commission voted to accept Contractor A’s request and established a $7
hourly rate effective July 1, 1972 for contractor A. This rate was still in effect
as of June 30, 1976.

Commission minutes show that the commission: (i) approved rates in excess
of those recommended by the general manager; (ii) did not obtain adequate
cost data to support its decision prior to making rate changes; and (ii4) did not
obtain audited cost data on an after-the-fact basis to confirm the propriety of
its decisions.

In a letter to the commission dated July 10, 1972, the general manager recom-
mended that the rate for contractor A be increased to $6.50 per hour of service.
The general manager pointed out in his letter that the contractor’'s actual hourly
cost for the first 5 months of 1972 was $5.08. He further stated that the con-
tractor anticipated various cost increases which would result in an hourly cost
of $6.01, based on an estimated 10,000 hours of service per month. Thus, the
general manager's recommendation would have allowed the contractor a monthly
profit of $4,900, or $58,000 a year. The commission, without documentation for
its action, did not approve the general manager’s recommendation of an increase
to $6.50 per hour of service. Instead it approved the contractor’s request for an
increase to $7 per hour. Based on cost data which the general manager sub-
mitted to the commission in his July 10, 1972 letter, the commission’s action
implicitly alowed the contractor a monthly profit of $9,900 ($18,000 a year), or
approximately twice that proposed by the general manager.
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The rate setting negotiations with contractor A were not based on audited
cost data. Although the rates of payment were approved by the commission
based on either unaudited cost data or cost increases which were anticipated by
the contractor, the county agency never obtained audited financial statements
to assure that the established rates were reasonable and necessary. Also, our
discussion with contractor A’s outside accountant disclosed that certified fi-
nancial statements have never been prepared for contractor A for any period
after February 1, 1971,

CONTRACTOR B

The commission established an initial hourly rate of $4.78 effective February
1, 1971, for contractor B. This rate was not established based on an analysis of
any cost data. Minutes of the commission meeting dated November 19, 1970, in-
dicate that this was the rate recommended by county agency staff based on con-
tractor B’s cost experience involving a small pilot program in 1970. Subse-
quently, contractor B requested a rate increase which was discussed at the
June 17, 1971, meeting of the commission and reported in the minutes as fol-
lows: “(A representative from the county agency) referred to a request from
(contractor B) for establishment of a rate of $5.28 per hour while training
homemakers with their funds as public funds are not presently available, and
a rate of $4.98 per hour if and when public funds or training becomes available,
and that they are planning a rather thorough training program in conjunction
with other agencies. He requested approval for further investigation and dis-
cussion with the agency on the $5.23 rate before making a recommendation and
recommended that the present rate of $4.78 per hour be increased to $4.98 effec-
tive July 1, 1971.”

The proposed increase was not accompanied by any cost data. The commis-
sion approved the county agency representative's recommendation that the rate
of payment for contractor B be increased to $4.98 per hour effective July 1, 1971.
It also gave approval for the county agency to further study the request for an
increase to $5.23 per hour.

At the July 15, 1971 meeting of the commission, the general manager of the
county agency informed the commission that it appeared that public funds would
soon become available for the training of homemakers. As a result, contractor B
had agreed to postpone its request for a rate increase to $5.23 per hour.

In September 1971 contractor B requested a rate increase to $5.95 per hour.
The commission did not act on the request during the September meeting. In
November 1971 the contractor requested that its rate be increased to $6 per
hour. These requests were not accompanied by any cost data. According to the
minutes of the November 18, 1971, commission meeting, the general manager
explained that the contractor’s request for an increase to $6 per hour would
enable the contractor to put its homemakers on a weekly salary, to provide in-
service training and to meet other costs. In December 1971 the commission
approved the contractor’s request for a rate increase to $6 per hour of service,
although no cost studies had been made to support this rate. This rate became
egective for contractor B on January 1, 1972, and was still in effect as of June
30, 1976. .

Contractor B never submitted any cost data, audited or unaudited, to the
commission as a basis for negotiating the hourly rates of payment. The $6 rate
approved for contractor B apparently represented an attempt by the commis-
sion to reimburse the contractor at the same rate paid to contractor A. How-
ever, it should be noted that the $6 rate was established as a provisional rate
for contractor A in order that earlier losses could be recovered.

Contractor B never reported a loss incurred under the county agency contract.
The commission minutes contain no reasonable explanation for the establish-
ment of a continuous $6 hourly rate for contractor B since there is no discus-
sion of the contractor’'s cost/profit experience. Also, the county agency never
subsequently obtained any audited cost data to assure the propriety of the com-
mission’s actions.

CONTRACTOR C

In March 1972 a representative for the .county agency made a brief report
before the commission regarding contractor C. According to the minutes of the
meeting dated-March -16, 1972, the representative explained that contractor C
was: . * * * g néw ageicy being started by (two persons named) homemaker
gervices to the blacks in the community. (One of the persons named above) is
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presently a department (county agency) homemaker coordinator who has a
great deal of knowledge on the subject, and she will resign if the department
enters into a contract with this agency. * * ®”

The commission authorized the county agency to continue negotiations toward
a contract with contractor C.

In April 1972 a county agency representative informed the commission that
since negotiations with contractor C had been completed, the commission should
authorize the county agency to enter into a contract with this new proprietary
agency. Minutes of the April 13, 1972, commission meeting showed that the com-
mission authorized the county agency to award a contract to contractor C
«2 & # for the provision of adult homemaker services to department clients at
the prevailing rate of $6 per hour for the proprietary agencies under contract
with the department * * *.” No cost data were submitted by the contractor.
The county agency employee associated with contractor C resigned on June 14,
1972, and the contract became effective on July 1, 1972. The hourly rate of $6
continued in effect through June 30, 1976.

Contractor C did not submit any cost data to the commission to be used in
negotiating its $6 hourly rate. The commission’s approval of this rate was
apparently an attempt to reimburse contractor C at the same rate paid to the
other two proprietary contractors, The commission minutes do not indicate any
discussion regarding the cost/profit experience anticipated for contractor C.
Also, the county agency never subsequently obtained audited cost data from
contractor C to assure the reasonableness of the $6 hourly rate.

OTHER PROPOSALS

In July 1972 the general manager informed the commission that two other
organizations had submitted proposals for contracts with the county agency
for the provision of adult homemaker services. He presented the hourly rates
requested by these two organizations which ranged from $4.75 to $5.75 depend-
ing on the volume and number of continuous hours of service to be provided.
'he minutes dated July 13, 1972 are quoted as follows: “Members of the com-
mission agreed that with (contractor C) just starting it would not be fair to
enter into new contracts at the present.”

The decision to reject contract proposals of these two organizations was made
although the offered rates were lower than the contracted rate of $6 per hour
paid to each of the three proprietary agencies. In addition, at the same July
1972 commission meeting contractor A’s rate was increased to $7 per hour of
service.

CONTRACTOR COSTS

Our review disclosed that unaudited financial statements prepared on behalf
of the proprietary contractors did not fairly present federally reimbursable con-
tract costs and substantially understated actual profits made by the individual
contractors. The financial statements did not represent a fair presentation of
contract costs because: (i) the county agency never specified the cost standards
applicable to the contracts; (if) the financial statements were “unaudited” and
included costs of activities not related to the San Francisco contract; and
(#i) salaries, fees and other forms or remuneration to the owners and their
immediate family members were not adequately disclosed by the three closely
held proprietary contractors.

Tederal cost standards applicable to proprietary organizations are cited in 45
CFR Part 74, dated September 19, 1973.

Section 74.175(b) states: “The principles to be used in determining the allow-
able costs of work to be performed by commercial organizations under cost-type
contracts awarded to them under HEW grants are set forth in 41 CFR Subpart
1-15.2.”

One of the principles presented in 41 CFR 1-15 that was consistently over-
looked by the county agency related to the necessity of advance understandings
on particular cost items. Section 1-15.107 states: “The extent of allowability of
the selected items of cost covered in subparts 1-15.2, (ete.) * * * has been
stated to apply broadly to many accounting systems in varying contract situ-
ations. Thus, as to any given contract, the reasonableness and allocability of
certain items of cost may be difficult to determine, particularly in connection
with firms or separate divisions thereof which may not be subject to effective
competitive restraints.”

87-469—177——13
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Section 1-15.107 concludes that in order to avoid subsequent disallowance or
dispute based on unreasonableness or nonallocability, advance agreements on
selected cost elements become important. Examples of costs on which advance
agreements may be particularly important include compensation for personal
services of executive officers and employees.

Section 1-15.205-6 states that in relation to compensation for personnel serv-
ices, certain conditions give rise to the need for special consideration and pos-
sible limitation as to allowability for contract cost purposes where amounts
appear excessive. Among such conditions is the following: “Compensation to
owners of closely held corporations, partners, sole proprietors, or members of
the immediate family thereof, or to persons who are contractually committed
to acquire a substantial financial interest in the contractor's enterprise. De-
termination should be made that such compensation is reasonable for the actual
personal services rendered rather than a distribution of profits.”

The county agency did not reach advance agreements with the proprietary
contractors regarding compensation to the owners of closely held corporations
and their immediate family members. Qur review disclosed that the salaries
of the sole owner of contractor A and two of his immediate family members in
calendar year 1973 was $77,7560. Wages and fees paid to the four owners of con-
tractor C, two of whom were part-time, totaled $83,750 in fiscal year 1974 and
$94,950 in fiscal year 1975. We believe that these payments to the owners of
contractor A and contractor C should have lLeen clearly disclosed and spe-
cifically negotiated by the commission. If this had been done, the amounts paid
in excess of reasonable compensation would have been properly identified as
profit rather than a reported expense justifying the contract rates.

Also, contractor B paid $22,549 in service fees based on gross revenue under
its October 8, 1973, agreement with the originul contractor. These service fees
appear to represent a commission or franchise fee. The agreement did not indi-
cate that the consideration exchanged for those fees ‘was necessary for pur-
poses of performing the San Francisco contract. On this basis the service fees
of $22,549 should have been reported as a division of profits earned on the San
Francisco contract and the financial statements supplied by the contractor
should have been appropriately annotated.

The results of our review of contractor costs included the unaudited financial
statements for cach proprietary contractor are presented in the following cap-
tions of this report. We have determined the allowability of contractor costs
in accordance with the cost standards set forth in 43 CFR 1-15.2. The con-
tractors have advised us that these Federal cost principles were not brought to
their attention by either the county or the State.

CONTRACTOR A

The costs of services provided in calendar year 1978 by contractor A under
its contract with the county agency were not fairly disclosed in the contractor's
unaudited financial statements which were supplied to the county agency on
March 14, 1974. The March 14, 1974, transmittal letter signed by the President
and sole owner of contractor A is quoted:

“* = = The statement should be selfexplanatory (sic) and according to the
figures we delivered 98,704 hours of professional Homemaker Services for the
year (average 8,225 hours per month).

Our total cost for the year after taxes was $679,396. This proves that our
cost per hour was $6.88 which constitutes a 12 cent profit per hour at our rate
of $7 per hour * * #7

The financial statements consisted of an exhibit txtled “Balance Sheet, De-
cember 31, 1973,” and an exhibit titled “Statement of Income and Expeuse,
Year Ended December 31, 1973.” Both exhibits were identified as “unaudited.”
These statements included financial transactions involving corporate activities
which were not related to the San Francisco contract. The contractor did not
point out that its accounting records were not designed to clearly identify and
report costs related to the San Francisco contract separately from other
corporate activities.

The financial statements showed total revenue of $690,931 and total expenses
of $679,396 resulting in net profit after taxes of $11,535.

Our audit showed that payments from the county agency for services billed
for calendar year 1973 totaled $638,326. Reimbursable costs under the contract
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totaled $505,234 resulting in a net profit before taxes of $178,092, or 25 percent
of total costs. On this basis the net profit before taxes was $1.82 per hour
($178,092 = 97,658 hours).

The $7,605 difference between reported and actual revenue and the 1,046
difference between reported and actual hours occurred because the reported
amounts were based on estimates. The difference between reported costs of
$697,396 and reimbursable costs of $505,234 is $174,162. The difference is ex-
plained in detail under the following sections:

SUBSIDIARY CORPORATION COSTS

The financial statements, while presented as a basis for justifying the $7 per
hour contract rate, are misleading primarily because they reflect corporate
account balances that include the costs of an affiliated corporation. The costs
of this affiliated corporation were not incurred for purposes of the San Fran-
cisco contract. These costs were commingled in the expense accounts of the
contractor and were included in the $679,396 of reported costs to which the con-
tractor referred in its March 14, 1974 letter. The costs identified in our audit
penetrating to this subsidiary corporation totaled $91,276 and are further ex-
plained as follows. Administrative and clerical salary expense accounts totaling
§147,545 included $79,804 for gnlaries which were directly chargeable or alloca-
ble to the subsidiary corporation. Jowever, the entire $79,804 was included in
the line item salary and wages shown on the subject finanecial statements at a
total cost of $497,274. Also, the line item payroll taxes reported at a cost of
$38,105 included $6,478, which was applicable to the $79,804 of subsidiary
salaries. In addition, contractor records indicated that $4,994 was chargeable to
the subsidiary for jointly used office space and telephone lines. The contractor’s
letter and the attached reports were not appropriately qualified to reflect the
fact that approximately 13.4 percent of the total reported costs were unrelated
to the San Francisco County contract. The $91,276 represents a material over-
statement of actual contract costs and substantially understates actual profit
under the contract by $0.93 per hour ($91,276 < 97,658 hours).

A representative of the contractor advised us that some expenses incurred
on behalf of the affiliated corporation were inadvertently included on the fi-
nancial statements submitted to the county on March 14, 1974, He did not dis-
pute the $4,994 chargeable to the subsidiary for jointly used office space and
telephone lines. However, he advised us that we had substantially overstated
the salary and related payroll tax expenses which were allocable to the affiliate.
He was unable to provide time and effort reports or other support for his state-
ment. Our determination was based on internal memorandums which the con-
tractor prepared in the latter part of calendar year 1973. We helieve the costs
applicable to the affiliate would have been disclosed if the county agency had
obtained audited data from the contractor.

UNSUPPORTED COSTS

The statement of income and expenses included $57.566 of expenses which
were not related to the San Francisco contract for calendar year 1973. These
costs are explained below.

Training expenses of $3,000 were unsupported. This amount represents a
1973 year-end adjustment for which we could find no documentation of train-
ing expenses actually incurred. Since the adjustment was not supported, we
have classified the $3,000 of training as unrelated to the San Francisco con-
tract. A representative of the contractor agreed that this year-end adjustment
was not supportable.

In addition, most of the $7,791 of reported travel and promotion expense
appeared to be unrelated to the San Francisco contract. Our review indicated
$449 charged to this account was paid for recruiting contractor staff through
public advertisements. The remaining $7,342 of costs were not documented or
shown to be necessary for the performance of the San Francisco contract.

Also, $19,689 reported for automobile, parking and insurance expenses appears
to have been incurred for purposes which were unrelated to the San Francisco
contract and therefore allocable to the subsidiary corporation or to other non-
contract purposes.

A representative of the contractor advised us that a major portion of the
automobile and travel expenditures were related to the San Francisco con-
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tract. However, in the absence of documentation showing the relationship be-
tween these expenses and the provision of social services in San Francisco
County, there is no basis for accepting these costs.

We have classified $27,535 of salaries and wages as unsupported cost. Our re-
view of the $497,274 of salaries and wages included in the statement of income
and expense for 1973 showed that $468,187 of this amount was supported by
payroll records leaving a difference of $29,087. Of this amount $19,087 repre-
sented unidentified expenses which we have reclassified as unrelated to the San
Francisco contract. The remaining $10,000 represented an estimate by the con-
tractor for accrued salaries at December 31, 1973. Our review disclosed that
salaries payable at December 81, 1973, were actually $14,390. However, we also
found that salaries and wages reported and paid in 1973 included $12,838 of
costs for the 2-week period ended December 31, 1972, This resulted in an over-
claim of salaries and wages as compared below:

Estimated unpaid salaries at Dee. 31, 1978 . _____________ $10, 000
Salaries expense for 1972_______________ . ___ 12, 838
Less: Actual unpaid salaries at Dec. 31, 1978 __________ (14, 390)

Total 8, 448

Therefore, we classified an additional $8,448 of reported salaries and wages
expense as an unsupported cost. This $8,448 plus the $19,087 earlier explained,
total $27,535 of unsupported salary costs.

3. INELIGIBLE COSTS

Certain costs reported by the contractor were not subject to Federal reimburse-
ment under 41 CFR, subpart 1-15.2. Under this criteria we have classified $13,691
of expenses as nonreimbursable. This amount included $4,092 for Federal income
taxes, $3,915 for payment of a tax penalty, $5,504 of interest expenses and $180
of organizational expense. A representative of the contractor advised us that
these Federal cost principles were not brought to his attention by either the
county or the State and were not specified in the contract.

NONCONTRACT HOURS

The contractor’s records indicated that 99,906 hours of service were provided
during 1973. However, the county agency only authorized payment to be made
for 97,658 hours of service. The costs associated with 2,248 hours which were not
reimbursable under contract provisions amounted to $11,629.

The contractor did not receive payment from the county for these non-
contract hours. However, the costs of the services were included in the fi-
nancial statements which were used to justify the contractor’s hourly rate of
payment, without indicating the total hours of service.

CONTRACTOR B

This contractor’s unaudited financial statements for calendar vear 1974, the
most current year for which data were available, showed payments from the
county agency totaling $588,458, less operating expenses of $535,228, resulting
in a net profit of $53,280. Our review disclosed that actual payments from the
county agency were $585,799, the contractor’s reimbursable costs were $493,281,
and the contractor’s profit for calendar year 1974 was $92,518, for 19 percent of
reimbursable contract costs.

The $2,659 difference between reported and actual payments made by the
county agency occurred because the reported revenue was based on an esti-
mate. There is a $41,947 difference between the $535,228 of expenses shown on
the contractor’s unaudited financial statements and our determination that con-
tract costs totaled $493,281. This difference is explained below.

Contractor B's unaudited financial statements included a line item expense
category labeled “service fees” which totaled $22,549. This amount represented
payments made to another corporation under whose name the county agency
contract had been initially awarded effective February 1971. Pursuant to an
agreement dated October 8, 1973, the original corporation assigned the county
agency contract to an organization formed by staff members of contractor B.
The assignment of the contract was approved by the commission in September
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1973. The county agency general manager's summary of the arrangements is
quoted from the commission minutes dated September 20, 1973: “The general
manager reported that he had received a letter from (the original corporation)
* * *® relating their plan which they wish to follow. This is to license their bay
area contractors as an organization called (contractor B), instead of operating
them as wholly owned. The licensee could use (the original corporation’s trade
name) and (the original corporation) would provide some accounting service
and stand behind the credit of its licensee to the extent of 80 percent of their
accounts receivable * * * The (county agency) staff is of the opinion that if
the assignment is made the operation would continue to operate in much the
same manner and with the same staff.”

The assignment agreement dated October 8, 1973, provided that the licensee
created by the agreement would make certain payments to the first contracting
corporation. The payment schedule was based on a percentage of gross revenues
received by the licensee from the county agency and does not appear to rep-
resent the cost of services which were necessary to the county agency for the
purpose of obtaining homemaker and chore services.

The $6 hourly rate paid to contractor B was negotiated effective January 1,
1972, at which time there was no expectation of incurring the service fees
which the licensee paid under its October 8, 1973, agreement with the original
contractor. We have classified the $22,549 of service fees as a nonreimbursable
cost.

Other costs included on the contractor’s unaudited 1974 financial statements
were expenditures incurred for purposes not related to the county agency con-
tract. The statements showed $2,402 of expenses which were directly chargeable
to a related organization not providing services in San Francisco County. These
expenses included professional fees of $1,220 incurred on behalf of this related
organization, charges of $697 relating to a houseboat not located in San Fran-
cisco County and other miscellaneous expenditures of $485. Also included on the
statements were $3,739 of expenses associated with an automobile used by the
President of contractor B. There was no documentation indicating the need and
use of this car for contract purposes. Available records indicated that this
automobile was used primarily for commuting to and from work, weekend and
out-of-town travel. In addition, travel expenses totaling $5,523, consisting pri-
marily of cash payments to the owner, were included in the statements. There
was no documentation available to show a relationship between the expendi-
tures and the provision of homemaker and chore services under the contract.
These unrelated costs totaled $11,564.

Representatives of contractor B advised us that the costs associated with
the houseboat were inadvertently included in the financial statements, Also,
they believed that a major portion of the travel and automobile expenses were
contract related. However, in the absence of specific documentation showing
the relationship between these expenses and the provision of social services
under the contract, we do not have a basis for accepting these costs.

The contractor’s financial statements also reflected expenses of $4,201 which
were nonreimbursable under 41 CFR 1-15.2. Of this amount. $3.233 represented
interest charges, $918 was classified as “entertainment” and $50 was classified
as a “contribution” made by the contractor. Representatives for the contractor
advised us that the Federal cost principles set forth in 41 CFR 1-15.2 were
not brought to their attention by either the county or the State and were not
specified in the contract.

Other costs related to service hours which were not authorized for payment
by the county agency. While the contractor’s records showed that 98,332 hours
of service were provided during 1974, the county agency authorized payments
to he made for the delivery of only 97.633 hours. We determined that the
costs associated with the 699 hours, which were not chargeable to the contract,
were $3.533. The contractor did not receive payment from the county for these
noncontract hours. However, the costs of providing the services were not identi-
fied in the contractor’s records as a noncontract expense.

CONTRACTOR C

This contractor’s nnaudited financial statements combined for the fiscal years
ended January 31, 1974, and January 31, 1975, showed contract income of
$745,043, and contract costs of $735,110, resulting in a net profit of $9,933. Our
review of contractor C's records for the same period disclosed that payments
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from the county agency were $744,744, reimbursable costs were $611,956 and the
contractor’s profit for the 2 years was $132,788, or 22 percent of total costs.

The $299 difference between reported revenue and actual payments made by
the county agency occurred because the reported revenue was based on esti-
mates. The difference of $123,154 between reported expenses and reimbursable
costs is explained below.

" Contractor C's financial records show substantial payments made to the
gwners in their fiscal years 1974 and 1975. Contractor C was a California
corporation which was totally owned by two families. The wives were employed
fiill-time while the husbands were employed part-time by the contractor. Each
of the husbands was otherwise employed full-time ; one as a practicing attorney
and the other as a San Francisco County employee. Contractor C's financial
income statements showed that $178,700 of salaries and fees were paid to the
owners for the 2 years ended 1974 and 1975. This amount represented $169,100
classified as “officer wages” and $9,600 as “director fees.” Our review of cor-
porate records indicated that the four owners and administrators received bi-
weekly salary payments totaling $92,450 during the 2 years as shown in the
following table: '
o ) OFFICER SALARIES

PG

Fiscal years
‘ Employee : 1974 1975 1974-75
$18, 300 $21, 600 $39, 900
18, 300 21/ 660 39, 900
250 6, 000 6, 250
400 6, 000 6, 4C0
37,250 55, 200 92,450

Note.—Employees 1 and 2 were full-time and employees 3 and 4 were part-time,

" The difference between reported wages of $169,100 and the $92,450 of salaries
shown above is $76,650. The $76,650 was distributed to the owners and adminis-
trators during the 2.year period in lump-sum amounts which varied from $3,000
to $18,000.

As noted earlier, Federal regulations require advance agreements on certain
elements of cost to avoid subsequent disallowance based on unreasonableness.
On'e_: ‘such element of cost is compensation to owners of closely held corporations
or members of their immediate family. The biweekly salaries paid to employees
1°and 2 appear to be within the range of salaries paid to administrators of
other similar agencies. In our opinion, however, the lump-sum payments totaling
$76,650 and the $9,600 in directors fees appear to be a distribution of profits
generated under the contract.

i Tor the 12 months ended January 31, 1974 the biweekly salaries paid to
Sfficer employees Nos. 1 and 2 totaled $36,600, excluding fringe benefits. The
dverage monthly caseload for this period was about 130 persons. On this basis,
the salaries paid to the two officials and administrators represented about $23.46
per month for the cost of care provided to each welfare recipient.

+ In-commenting on our draft report, representatives of contractor C advised us
that the wages and fees totaling $178,700 for the 2-year period represented rea-
sonable compensation for the four owners and administrators of the subject
homemaker agency. Their position underscores the necessity for the county to
reach advance agreements with prospective contractors regarding the reasonable-
ness of compensation to owners of closely held corporations in accordance with
41 CFR 1-15.2.

~-Ofher expenses totaling $22,803 on the contractor’s unaudited financial state-
mients 'have been: classified as unrelated to the contract. Reported expenses in-
cluded $10,395 involving two automobiles used by the owners of contractor C.
Documentation was not available to support the need and use of these cars for
contract purposes. Available records indicated that the cars were used primarily
for commuting, weekend and out-of-town travel. An additional $12,408 of re-
ported -expenses included automobile parking fees, credit card charges, and
casli payments for which there was no documentation of relevant service costs

incurred.
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Representatives for the contractor commented that they believed the major
portlon of the travel and automobile expenses were contract related. However,
in the absence of documentation showing the relationship between thése expend-
itures and the provision of social services, we do not have a basis for accept-
ing these costs.

Other costs of $8,444 were ineligible for Federal financial participation under
41 CFR 1-15.2. These costs included $6,550 of legal fees paid for services pro-
vided by an employee who was also a corporate officer. Under Federal procure-
ment regulations, since these fees were in addition to the employee’s regular
salary, the fees are not reimbursable. Other reported costs which are nonreim.
bursable under Federal criteria included $937 for entertainment and promo—
tions, $880 for donations an $77 of amortized organizational expenses.

Representatives for the contractor advised us that these Federal cost princi-
ples were not brought to their attention by either the county or the State and
were not specified in the contract.

Other expenses appearing on the contractor’s financial statements reflected a
bookkeeping error which resulted in a duplicate charge of San Francisco County
business taxes. Fiscal year 1974 taxes of $2,456 were included on that year’s
statements as an example. However, the taxes were actually paid in fiscal year
1975 and charged as a contract cost for that year also. This duplicate charge
resulted in an overstatement of actual contract costs of $2,486.

The contractor’s financial statements also included expenses for service hours
for which the county agency did not authorize payment. While 124,767 service
hours were provided by the contractor during the 2-year period, the county
agency authorized payment for only 124,124 hours. The difference of 643 hours
between actual and authorized service hours resulted in costs of $3,171 which
were not chargeable to the county agency contract.

The contractor did not receive payment from the county for these noncon-
tract hours. However, the costs associated with providing these services were
not identified in the contractor’s records as a noncontract expense.

COMPUTATION OF FEDERAL FINANCIAL PARTICIPATION

The costs of homemaker services claimed for Federal financial participation
were not reasonable and necessary because excessive hourly rates were paid to
contractors, According to 45 CFR Part 226, Federal financial participation is
not available for purchase of service costs which exceed the amounts reason-
able and necessary to obtain the services. The ratey were negotiated by the
county which did not use generally accepted procedures for assuring ‘that the
rates were fairly established. Since the excessive rates could have been -lower
by the application of reasonable administrative procedures, Federal participa-
tion is not available in the excessive costs which were incurred through count§
agency error.

The county agency did not establish the rates by verifying the reasonableness
of proposed costs, including salaries paid to owners and family members, and
evaluating the projected contract profit. Cost experience was generally not ob:
tained from the contractors and incomplete cost data submitted by contractors
were accepted and not verified by county audit. Also, allowable cost principles
were not clearly defined. One rate was approved in excess of county staff recom-
mendations. Offers by other vendors in July 1972 at substantially lower hourly
rates than those of the existing contractors were rejected by the Commission
without documented Justlﬂcatlon The offers were at an average of $5.25 per
hour as compared with the minimum rate of $6 per hour in effect at that time.
In addition, contractor A’s rate wag increased to $7 per hour in July ‘1972
without documentatlon in support of the change. Our audit showed that reim:-
bursable contract costs incurred by the three contractors for later periods, based
on the earliest cost reports available at the county agency, averaged about $5.05
per hour, and that excessive profits were received by all of the contractors. The
county agency also received bids for providing services in February 1976 at
hourly rates below $5 per hour, based on a weighted average of homemaker
and chore services.

. The State and county agencies should evaluate the reasonableness of the
rates based on the above information. We believe that an adjustment should
be made for at least the amounts paid in excess of $5.25 per hour of service.
Therefore, we recommend that the State refund the Federal share of at least
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$981,596 of overpayments for the homemaker and chore program. The recom-
mended- reduction was determined by allowing each contractor a rate of $5.25
per approved hour of service for the period July 1, 1972, through September 30,
1975, as shown below :

Contractors
A B c Total
County agency payments—July 1, 1972 through Sept. 30,
1975 (€€ NOte) . oo oo ceocmmmocmnmemm o emceee $2,436,588  §1,912,069  §1,067, 536 $5, 416,193
Reasonable payments per audit at §5.25 per hour_.._... 1,827,441 1,673,060 934, 096 4,434,597
Amount not eligible for FFP_ e ceamcene 608, 147 239,009 133, 440 981, 596

" Note.—Contractor A payments were at $7 per hour and payments to contractors B and C were at §6 per hour.
RECOMMENDATIONS

We recommend that the State agency:

1. Refund at least the Federal share of the $981,596 overclaimed wsocial
service expenditures.

2. Require the county agency to establish procedures to assure that hourly
rates are approved only after receipt and analysis of complete and accurate
contractor cost data.

3. Provide the county agency with specific standards pertaining to the
reasonableness and allowability of contract costs as set forth in 41 CFR
1-15.2.

4. Require the county agency to reach advance agreements with pur-
chase of service providers regarding the reasonableness of selected cost ele-
ments, including compensation to the owners of closely held organizations.

5. Provide for periodic independent audits of purchase of service pro-
vider records in accordance with the “Standards for Audit of Governmental
Organizations, Programs, Activities and Functions” issued by the Controller
General of the United States.

STATE AGENCY COMMENTS

The State agency agreed that the fixed hourly rates paid by the county
agency to the three proprietary contractors were excessive. Also, it agreed
to (i) revise its regulations pertaining to reimbursable costs by including no
later than October 1, 1976 cost standards for proprietary providers as set forth
in 41 CFR 1-15.2; and (ii) provide for periodic independent audits of pur-
chase of service provider records.

However, the State agency did not agree with our compuiation and recom-
mendation for refund of the excessive payments which are not subject to
Federal financial participation:

“We cannot accept the amount of $981,596 because of the way in which it
was computed.

wphe report described certain cost principles to follow in determining fed-
erally reimbursable costs and in determining reasonable profits, However, the
report arrived at the $981,596 on the basis of bids submitted by other organiza-
tions in July 1972 .

“Computation of excessive costs on such a basis is not supportable. The re-
port did not establish the appropriateness and validity of those bids in relation
to the organizations’ ability to perform, the level of services offered, and the
amount of anticipated profit.

«It would seem more equitable for excessive costs to be computed on the
basis of the principles described in the report. However, the validity and feasi-
bility of such after the fact computations are questionable because of the in-
herent meaning in the term ‘negotiated contract’.

“The report shows that the audit of contractors, records was limited to one
fiseal period for contractors A and B and to two fiscal periods for contractor
C. DHEW should limit its attempts to determine excess profits to the fiscal
periods actually audited.”
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- Also, the State agency commented that for periods after July.1, .1974, all
excessive costs resulting from the county agency’s purchase of service arrange-
ments were paid from only State funds becauseé of Federal appropriation limi-
tations. The State indicated that excessive- costs .incurred after July 1,.1974,
were not subject to Federal concern:

“This program became heavily supported- xw1th State general fund moneys
There were more than enough expenditures from ‘State funds to provide the
minimum match required. The following schedule shows.that the excesswe
amounts were paid from State funds.

. State Federal Totalfundlng . Federal
(in percent)  (in percent) (in millions) (in milliodis)

1an. 197440 June 1978 oo 25 R T
Fiscal year 1975 . 40 60 80,99 48,75
Fiscal year 1976 48 52 93.7 - 48.75

o

“In the 1975 fiscal year, California provided $16 million in State funds over
the minimum (25 percent) match required; in the 1976 fiscal year it was $28.7
million. Total State funds expended over and above the minimum required
match—$44.7 million.”

The State agency also disagreed with our recommendations to (i) assure
that hourly rates are approved only after receipt and analysis of complete and
accurate contractor cost data; and (ii) require the county agency to reach ad-
vance agreements with purchase of service prov1ders regarding the reasonable-
ness of selected cost elements, including compensation to the owners of closely
held organizations. The State agency indicated that the recommendations are
not necessary under currently required State purchasing procedures. These
procedures, set forth in social services letter No. 75-10 dated June 16, 1975,
and expiring June 28, 1976, requires the solicitation of bids prior to the purchase
of services by county welfare departments.

However, the State agency also commented :

“* = * PDepartment of health recognizes the importance of assuring that con-
tractors know, before submitting bids, the standards for deciding the rea-
sonableness of selected cost elements, including compensation to the owners of
closely held organizations.

“Therefore, department of health will require county agencies to include a
stipulation in the invitation for bids (IFB) that contractors will submit bids
based on the principles set forth in CFR 41 part 1-15 and that allowability
of the contractors’ costs will be determined in accordance with those principles.”

AUDITOR’S COMMENTS

The State agency did not agree with our computation of the excessive costs.
However, neither the State nor the county provided us with ‘any alternative
basis for computing the amount of unreasonable costs. We believe that $5.25 per
hour of service is the maximum rate which was ‘“reasonable and necessary”
to purchase the services provided by the proprietary contractors. This conclu-
sion was based on the following: (i) Unsolicited offers received from other
home care agencies and rejected without documented justification by the
Commission in July 1972 averaged $5.25 per hour; (ii) contractor cost experi-
ence for the periods covered by our audit averaged about $5.05 per hour; and
(iii) some publicly solicited bids received by the county agency in February
1976 were at rates lower than $5 per hour.

The State commented that the audit report did not establish the appropriate—
ness and validity of the July 1972 bids. The essential point is that the county
did not document its evaluation of these bids and the Commission rejected them
on the basis that with contractor C just starting it would not be fair to enter
into new contracts.

The State has not commented on the action which it plans to take with re-
gard to refunding the 75 percent Federal share of $553,586 of unreasonable costs
which were claimed for Federal financial participation in fiscal years 1973 and
1974, and which were fully matched. The Federal share of these costs is
$415,190 and should be refunded by the State Agency. The remaining $428,010

87-469—77——14
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of unreasonable costs.($981,598 less $553,586) paid in fiscal year 1975 and the
quarter ended September 30, 1975, were improperly included in the total amount
of soeial service cost which the State claims was subject to Federal participa-
. tion. . Federal grant maximums limit the amount of social services which can
be reimbursed under titles IV and VI for the 15-month period ended September
30, 1975. However, the total statewide social service cost pool identified by the
. State for each grant year has not been verified by Federal audit. Based on
prior experience the social service cost pool will be reduced by subsequent
State and Federal audit findings. Thus, if the total $16 million allegedly spent
in excess of the amount subject to reimbursement for fiscal year 1975 were found
to be nonmatchable, Federal participation would be directly affected by the sub-
ject nonmatchable costs. Therefore the entire $428,010 should be clearly identi-
fied on State records as only payable from State funds and the excess expendi-
tures claimed for 1975 and for 1976 reduced accordingly.

Although the State agency did not agree with our recommendation that

-hourly rates be approved only after the receipt and analysis of complete and
accurate cost data, we have noted that State purchasing procedures, social
services letter No. 75-10, provide: “An estimate or budget of expenses and

_income is required. It is instructive in considering whether or not rates of
payment exceed amounts reasonable and necessary to assure quality of
service * * *”

We believe that the intent of this provision would be strengthened by re-
quiring actual prior cost data from those bidders who are seeking contract
renewal. Actual cost data would support the reasonableness of estimated ex-
penses submitted by the bidders. Also, this recommendation is consistent with

45 CFR 74.156 which requires that proposed procurements include a considera-
tion of contractor’s record of past performance.

In addition, we do not agree with the State that public bidding procedures
alone will prevent the award of contracts which reflect questionable costs. These
procedures do not relieve the county agency from its responsibilities under 41
CFR 1-15 for reaching agreements with prospective providers regarding the
reasonableness of selected cost elements, including compensation to the owners
of closely held organizations. Such agreements should be reached after bids are

_obtained, but before the award.of contracts, in order to clearly identify at the
outset the anticipated cost and profit amounts.

DETERMINATION OF PROFIT

The Commission did not consider essential profit factors in establishing the
original hourly rates or approving subsequent rate increases with the contrac-
tors. As a result, each of the contractors made excessive returns on investment,
For example, one contractor made a 7,232 percent return on its stockholders’
equity. No consideration was given to profit factors because there were no pub-
lished State guidelines defining reasonable profit. Also, the county agency had
not established its own procedures to analyze profit factors and determine rea-
sonable profits. Federal regulations state that certain factors, such as the de-

_gree of risk and the extent of a contractor’s investment, should be considered in
determining profit or fee in all contracts. We recommend that the State estab-
lish standards which define reasonable profit and require the county agency to

_adequately consider various profit factors in negotiating future homemaker and
chore program contract rates.

. BACKGROUND

Factors to be considered in determining profit or fee in all contracts, whether
for supplies, or services, and whether of the fixed-price type or cost reimburse-
ment type of contract are set forth in 41 CFR section 1-3.808.

Among the factors to be considered are the degree of risk assumed by a
contractor .and the extent of a contractor’s investment, The degree of risk as-
sumed by a contractor should influence the amount of profit anticipated. Where

" a portion of the risk has been shifted to the Government through price redeter-
mination provisions. unusual contingency provisions, or other risk-reducing
measures, the amount of profit should be less than where the contractor assumes

"all risk. Also, the extent of a contractor’s total investment in the performance
of the contract should be considered in determining a reasonable profit. In the
absence of financial risk, allowable contract profit should seldom exceed a rea-
sonable return on investment,




1171

CONTRACTOR PROFITS

Our review disclosed that the profits made in the San Francisco contract by
each of the three proprietary contractors were unreasonable. Profits received
by each of the three organizations for 1 year’s operation were:

Contractor

1A 1B ic
County agency paymemts. ... o cecececmcoccacmammmamnme—ana——a $683, 326 $585, 799 $314, 949
Reimbursable contract costs.... 3505, 234 $493, 281 $252, 825
Profits per audit. .. coceoiaooo $178.092 $92,518 $62, 124
Profit as percent of costs_.._ 35,25 18.76 24.57
Average monthly caseload..........._. 305 289 ]
Annual profit per weifare recipient_ ... . _c.occcoiiocoan $5%4 $320 3478

1 Calendar year 1973.
* Calendar year 1974,
3 Fiscal year ended Jan. 31, 1974,

The above profits were excessive considering the risk and investment re--
quired under the county agency homemaker services contract. If the Commis-
sion had properly considered the factors of risk and investment when establish-
ing and increasing each contractor’s rate of payment the profits made under
the contracts would have been smaller.

Qur review disclosed that the various profit factors were not considered by
the Commission because (i) the State agency did not provide the county agency
with guidelines for the determination of reasonable profit amounts; and (ii)
the county agency had not established its own procedures for determining rea-
sonable profit. The factors of risk and investment are discussed in the follow-
ing subcaptions.

EXTENT OF RISK .

The contractors experienced little risk under the county agency contracts. The
county assigned cases to assure that a relatively level volume of services was
purchased through each contractor, Also, provisions in the homemaker contracts
minimized the extent of the contractors’ risks through a price escalation clause.
The clause provided that hourly rates of pay would be adjustable after 6
months of operation under the contract and periodically thereafter if the cost of
providing services increased or decreased.

In addition, we noted that the county eliminated contractor risks by rate
increases to recover earlier losses. For example, as discussed in the finding
“Purchase of Service Arrangement,” the county agency gave a rate to contrac-
tor A exceeding its current cost requirements in July 1971 to make up for a loss
incurred in the previous 5 months. The county agency, by this action, appeared
to be assuming the essential elements of risk and protecting the contractors
from any ordinary operating loss.

CONTRACTOR INVESTMENT

The county agency and the commission did not adequately consider the
amount of each contractor’s ecapital investment when the hourly rates were
established. Our review disclosed that the return on each contractor’s investment,
was excessive. The return on stockholder’s equity for each of the three contrac-
tors in a 1-year period was:

Contractor
Al B2 c?
~ Stockholders’ equity beginning of year 4. . .. ...l $18, 140 $27, 282 $859
Profit per audit. . ... o ooeaall - $178, 092 $92, 518 $62, 124
Return on invested capital ... oo oo i i iiiieieinana 982 339 7,232

1 Calendar year 1973.

2 Calendar year 1974.

3 Fiscal year ended Jan 31 1974 .

4 Per ts supplied by contractors.
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The nature of the work performed by the contractors required only a minimum
investment in office equipment used for contract administration. For example,
contractor C was established in 1972 with an initial capital investment of $3,000.
Major capital investment in property and equipment was not required since the
majority of work was performed in the homes of the recipients. Also, cash flow
requirements of each contractor were partially met by the county agency in
that funds were advanced based on anticipated service hours. For the above
reasons, only minimum capital investments were required by the contractors.

Under another program, medicare, proprietary providers are reimbursed for
eligible costs and in addition receive an annual allowance based on the amount
of equity capital invested and used in the provision of patient care. This al-
Jowance is computed by applying to the dollar value of providers’ equity capital
a percentage which does not exceed 1% times the average of the rates of inter-
est on public debt obligations issued to the Federal Hospital Trust Fund. The

percentage is computed by the Social Security Administration and communicated.

as public information through the Medicare intermediaries. The allowance is
set forth in 20 CFR 405.429 and is discussed in “Return on Equity Capital of
Proprietary Providers,” Chapter 12 of the Health Insurance for the Aged Pro-
vider Reimbursement Manual (HIM 15). Under the medicare program the in-
vestment allowance rate for proprietary providers for the fiscal year beginning
August 1973 was 10.656 percent. The rates since August 1973 have fluctuated
with the highest rate being slightly over 12 percent.

RECOMMENDATIONS
‘We recommend that the State agency : '

1. Provide the county agency with guidelines on profit factors, such as
contractor risk and return on investment, to assure that only reasonable
profits are included in future homemaker contracts.

2. Require the county agency to analyze all of the profit factors before
negotiating new hourly rates for homemaker services.

3. Consider implementing a method similar to the one prescribed for

. medicare providers in determining reasonable profits for homemaker
contractors.
STATE AGENCY COMMENTS

' The State agency agreed .that each of the contractors made excessive returns
on investment because the commission did not consider important profit factors
in establishing the original hourly rates or approving subsequent rate increases
with the contractors. The State agency commented on our recommendations as
follows:

 “The recommendations pertain to negotiated contracts and are not applicable
in the case of contracts let under the competitive bidding process.

“However, .department of health will establish guidelines for determining
reasonable profits in accordance with 41 CFR 1-3.808 so that counties can eval-
uate cost and profit data of current contractors and use this analysis in eval-
uating future bids. These guidelines will be included in the revised regulations.”

AUDITOR'S COMMENTS

f The solicitation of bids alone does not relieve the county agency from its
responsibilities for awarding contracts which do not generate excessive profits.
The proposed establishment of profit guidelines and dissemination to the coun-
ties for their use in evaluating future bids would meet the intent of our
recommendations. :

RrecorDS SUPPORTING CONTRACT RATES

The county agency did not maintain information to support the reasonable-
ness of the rates of payment established for the purchase of homemaker and
chore services from the three proprietary contractors. Federal regulations in
45 CFR part 226, dated January 25, 1969, require that this information be
available, This requirement was strengthened by 45 CFR part 228, effective
October 1, 1975, for title XX. This later regulation provides that Federal finan-
cial participation is available for expenditures for social services purchased
only when records are available which support the rates of payment. The
county agency did not have records supporting the reasonableness of the rates




1173

because adequate data was never used tv establish or increase the rates. As a
result, the State agency has improperly included $713,390 in its claim for
Federal funds under title XX in county agency .expenditures for homemaker
and chore services purchased from the proprietary contractors. We are recom-
mending that the State -Agency: (i) Require the county agency to develop and
maintain records to support the contract rates; (i) discontinue claiming Fed-
eral financial participation in county agency expenditures for homemaker and
chore services purchased under title XX from the three proprietary contrac-
tors; and (ii¢) refund the Federal share of the $713,390 in title XX funds
already claimed for services purchased from these contractors for the period
October 1, 1975 through February 29, 1976.

BACKGROUND

Certain requirements regarding the purchase of services under public assis-
tance programs are listed in 45 CFR part 226. Specifically, section 226.1(a) (7)
provides that a State plan must, with respect to services which are purchased:

“Provide for the establishment of rates of payment for such services which
do not exceed the amounts reasonable and necessary to assure quality of
services, * * *

“Indicate that information to support such rates of payment will be main-
tained in accessible form.”

The California State plan states that this requirement will be met by each
local welfare agency when services are purchased.

Effective October 1, 1975, 45 CFR part 228 superseded 45 CFR part 226.
Section 228.71(a) provides: “FFP is available for expenditures for services
provided under purchase of service contracts only where the rates of payment
for services do not exceed the amounts reasonable and necessary to assure
quality of service * * * and records are available which describe and support
the rates of payment and the methods used to establish and maintain such
rates.” . .

INFORMATION MAINTAINED BY THE COUNTY AGENCY

The county agency maintained incomplete and unaudited finanecial informa-
tion pertaining to the three proprietary contractors. This data did not ade-
quately support the reasonableness of the established rates of payment. Our
review disclosed that the only financial data available for these three contrac-
tors at the county agency were unaudited financial statements covering partial
contract periods as follows: (i) Calendar year 1973 for contractor A; (ii)
Calendar year 1973 for contractor B; and (i) Fiscal year ended January 31,
1974 for contractor C. Thus, these statements did not show complete cost data
for the entire contract period. Also, as explained in our finding titled “Pur-
chase of Service Arrangements,” unaudited financial statements prepared on
behalf of the contractors did not fairly present federally reimbursable con-
tract costs, and substantially understated actual profits made by the individual
contractors. The county agency did not have any financial information, either
audited or unaudited, for other contract periods. Since records were not avail-
able to support the rates of payment to the contractors, the county has included
$713.390 in its claim to the State which is not eligible for Federal financial
participation.

REQUESTS FOR AUDITED STATEMENTS

Although the county agency requested the proprietary contractors to submit
audited financial statements for calendar year 1973, the contractors supplied
only unaudited statements. The county agency did not subsequently request or
obtain audited cost data from the three proprietary contractors. Also, the
county agency neither analyzed the data presented nor performed an inde-
pendent review of the contractor’s records pertaining to the statements.

According to commission minutes dated July 18, 1972, the commission estab-
lished a policy that its members be furnished with the latest certified financial
statements for all homemaker organizations with which the county agency had
a contract. In a letter dated February 15, 1974, the county agency general
manager requested the contractors to submit financial statements as of Decem-
ber 1, 1973 “as audited and certified by a Certified Public Accountant.” How-
ever, audited statements for the three proprietary contractors were never

obtained. .
¥
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Our review indicated that the three contractors were reluctant to comply
with the county agency’'s request for audited financial statements. This was
evidenced by a letter dated February 28, 1974 from contractor C to the county
agency general manager regarding the request for audited cost data. Copies of
this letter were sent to contractor A and contractor B. The letter is quoted as
follows:

“We believe that you have possibly over stated the nature of the financial
statements in use of the words ‘as audited and certified.’

“A certified audit would, according to our certified public accountant cost
in the neighborhood of $5,000.00 and would not in any way increase the amount
of information which would be furnished to you should we report to you the
identical figures that we intend to report to the Internal Revenue Service.”

The county agency accepted the unaudited financial statements submitted by
the proprietary contractors, and never obtained audited cost data for any
period from any of the three contractors. As stated in our finding on “Purchase
of Service Arrangements,” audits of program expenditures are required in 45
CFR part 74.

RECOMMENDATIONS

‘We recommend that the State agency:

1. Require the county agency to develop and retain records which support
a reasonable rate of payment for each proprietary contractor.

2. Discontinue claiming Federal financial participation in county agency
expenditures for services purchased under title XX from the proprietary
contractors until such time as records supporting reasonable rates of pay-
ment are developed.

3. Refund the Federal share of $713,390 of title XX funds already
claimed for homemaker and chore services purchased from these
contractors.

STATE AGENCY COMMENTS

The State agency agreed that the county did not have data to justify the
reasonableness of the hourly rates paid to the three proprietary contractors.
Also, the State agency pointed out that their June 16, 19756 social services
letter No. 75-10 requires that records to support the rates be developed: “In
the regulations for competitive bidding, department of health requires counties
'to develop and submit records which support the rate of payment, justification
~for selection of contractor, and all bids submitted. All contracts are subject to
-advance department of health approval before execution.”

However, the State agency did not agree to discontinue claiming Federal
financial participation in county agency expenditures for services purchased
from the three providers under title XX until such time as these records are
developed : .

“The counties are required to conduct a competitive bidding process to allow
them to purchase services according to specified criteria and at a reasonable
cost.

“The current funding for homemaker/chore services is at a ratio of 52 per-
cent Federal title XX funds and 48 percent State funds. The State funds
exceed the necessary match by 23 percent. The department of health is thus
funding the excessive rates until the competitive bidding procedures can reduce
those rates.”

The State agency also did not agree to refund the Federal share of $713,390
of title XX funds claimed for the period October 1, 1975 through the audit
cut-off date for services purchased from the contractors: “* * * The home-
maker and chore service program is heavily supported with State general fund
moneys. Federal funds are not being used to pay for excessive costs.”

AUDITOR'S COMMENTS

The State agency agreed that there were no records to justify the rates of
payment. As stated in our finding, Federal regulations for title XX, 45 CFR
part 228, effective October 1, 1975, preclude Federal financial participation in
purchased social service costs when adequate records are not developed and
maintained. Therefore, the State agency should clearly identify unsupported
costs as nonreimbursable under title XX.

In addition, the State agency’s own guidelines preclude State reimbursement
of costs incurred at the county level under contracts which have not been
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approved by the State department of health. A letter dated August 22, 1975
from the State agency to all county welfare directors is quoted: “This letter
is to serve as a reminder that social services letter 75-10 dated June 16, 1975
requires that all social services contracts funded under title IV-A, IV-B and/or
VI (or XX) must receive prior approval by the department of health before
the costs of those contracts may be claimed. The department of benefit pay-
ments will not reimburse any contract costs claimed on the administrative
expense unless the contract has been approved by the department of health and
has been assigned a control number.”

Although the San Francisco County agency contracts were not approved by
the department of health, the State agency continued to reimburse contract
costs claimed by the county as of June 30, 1976.

The costs reported by San Francisco County since October 1, 1975 and reim-
bursed by the State agency are included in a statewide social service cost pool
for which Federal financial participation is claimed. At this time, the total
amount of recorded social service costs exceeds the amount for which Federal
funds are available. Most of the costs recorded in this pool have not been
audited and are subject to adjustment. Therefore, the State agency has pre-
maturely concluded that all of the unsupported and excessive costs were paid
by State general fund moneys. Because of inadequate records, there is no basis
for claiming Federal financial participation under title XX, and the costs
reported since October 1, 1975 should be clearly identified on State records as
nonmatchable.

STATE RESPONSIBILITIES

The State of California Health and Welfare Agency (State agency) did not
control the San Francisco County agency’s purchase of service arrangements
with the three proprietary contractors. The State agency did not: (i) Publish
guidelines which defined reasonable and necessary cost in terms of allowable
cost and profit for contracts negotiated at the county level; (ii) provide for
fiscal audits of contractor cost records; and (iit) take appropriate action to
correct identified problems including prompt reduction of excessive rates and
recovery of State and Federal funds claimed in excess of the amounts which
were “reasonable and necessary” to obtain the social services. As a result, the
State agency has since July 1972 continued to improperly claim Federal finan-
cial participation in excessive costs incurred under contracts which San Fran-
cisco County negotiated with proprietary providers of homemaker and chore
services. Excess costs were paid because the State agency relied primarily on
county agency administration for assuring that reasonable business practice
was reflected in county contracts for the purchase of social services. As stated
in our finding on “Purchase of Service Arrangements” this has not been the
case. In addition, existing Federal/State/county relationships have relied pri-
marily upon voluntary corrective actions by the county agency. The expected
voluntary corrective actions have not occurred. We are recommending that the
State take appropriate corrective actions to promptly reduce purchase of serv-
ice rates which are identified as excessive and recover overclaimed State and
Federal funds.

: BACKGROUND

The county agency awarded the original contracts for the purchase of home-
maker and chore services effective February 1, 1971. From that time through
June 30, 1973, the department of benefit payments (DBP) had the responsi-
bility for administering and claiming the costs of purchase of service arrange-
ments entered into at the county level. Under a reorganization plan effective
July 1, 1973, the department of health (DOH) was assigned responsibility for
the administration of social services programs including homemaker and chore
services. Responsibility for processing county fiscal reports and claiming the
cost of social services was retained by DBP.

The State agency relies upon the division of field audits, State controller’s
office for identifying and recommending the recovery of overclaimed county
expenditures for assistance, administration and social service expenditures.
DBP determines the extent of audit coverage by the State controller.

The rates approved by San Francisco county in July 1972 continue to
be paid as of June 30, 1976. The county agency intends to discontinue the use
of negotiated rates by terminating all contracts for the purchase of homemaker
and chore services.

On January 27, 1976, the county agency advertised for public bids to supply
services for its adult homemakers program,
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COST AND PROFIT STANDARDS

The State agency has not provided the county agency with standards for
determining the reasonableness of costs and profits for purchase of service
arrangements with proprietary contractors. As stated in our finding on “Pur-
chase of Service Arrangements,” the Federal cost principles are set forth in
41 CFR 1-15.2. Also, our finding on “Determination of Profit” discusses the
lack of State agency guidelines specifying what constitutes reasonable profit
amounts. Our recommendations in these two areas are included in the findings
cited above.

CORRECTIVE ACTIONS

The State agency did not require prompt corrective action when significant
problems concerning the county agency purchase of service arrangements ‘were
identified. Also, the ‘State agency made no attempt to recover overclaimed

funds.
* "DEPARTMENT OF HEALTH REVIEW

In a report dated April 4, 1975 the DOH presented to the county agency the
results of its review of the county agency’s adult homemaker program. Among
other matters the report stated that offers by qualified providers of homemaker
and chore services had been rejected for contracts despite lower rate offers.
The report is quoted as follows: “Manual section 10-034.81 states: ‘Such rates
shall not exceed the amounts reasonable and necessary to assure quality of
service.’ This would not necessarily be the case during midterm of existing con-
tracts, but we hasten to add, existing contracts had an open term. Further,
(one prospective contractor’s) bid was submitted 3 years in succession without
formal response or county justification. It is doubtful that the county is meet-
ing that test, for the principle implies accepting the lowest qualified bid.”

Although the report concluded that the rates of payment established for the
purchase of homemaker and chore services did not appear to be reasonable and
necessary, DOH did not recommend recovery of Federal and State funds for
the reasons explained in its transmittal letter:

“The attached report represents our findings in the review of homemaker/
chore services which the county of San Francisco administers.

“Please note, however, that this is not a traditional, compliance audit report
and does not represent an intent to retrieve expended funds. It may be viewed
as a management report intended to pinpoint areas of needed improvement, and
ag such, may be viewed as a report to county management.

“The review was conducted in accordance with generally accepted standards
and included such tests ag were considered necessary. Because of a limited time
budget, the size and complexities of delivery systems, establishment of priori--
ties relating to problems encountered, and because administrative expense
claims fall within the purview of the State controller, our review was limited
to cost effectiveness and management related aspects of the program. Further,
records of one of the two contractors selected for review were unavailable
because of a death in the accountant’s family. Our subsequent findings of this
contractor’s records will be discussed in a future report. * * *7”

In a report dated August 11, 1975, DOH reported the results of additional
effort which involved a review of the financial records for contractor A. The
summary of this review is quoted from the “Highlights” section of the report:
“Qur findings indicate that some costs are questionable in terms of reasonable-
ness and necessity and records do not adequately provide audit trails.”

In view of these findings concerning contractor A, the report states the fol-
lowing: “The county is advised that there are a number of deficiencies which
may lead to audit exceptions if corrective action is not taken promptly.”

However, DOH made no attempt to recover from the county agency over-
claimed State and Federal funds. Also, the identified question of unreasonable
rates wag not referred to the State controller for audit.

AUDITOR GENERAL REVIEW

In June 1975 the California State auditor general (auditor general) issued
a report titled “A Management Review of the Homemaker-Chore Services
Program.” This report presented the results of a statewide review of the
homemaker-chore services program. One of the problems identified in the report
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is quoted: “Thé department of health has not established adequate regulations
which would provide for a controlled range of rates for each service delivery
method. As a result, the costs of providing necessary services vary from county
to county.”

In a table showing the range of hourlv rates pald to various providers of
services, the lowest rate charged by proprietary agencies within the State was
$3.45 and the highest was $7.00.

The report specifically identified the rates established by San Francisco
“county for the purchase of homemaker and chore services ‘as outside the
“allowable” range. The report states that San Francisco County was overpay-
ing on three contracts by an estimated total of $271,000 annually.

The report makes the following conclusion with respect to the wide: range
of rates established for providers: “The (department of health) has not pro-
moted fiscal responsibility in the homemaker-chore services program as evi-
denced by its failure to effectively -control provider payment rates by the
counties.” .

Another problem identified in the auditor general's report is quoted: “Funds
to provide homemaker and chore services have not been appropriated in a
way to promote fiscal responsibility in the administration of the homemaker-
chore services program.”

The report discussed the fact that the homemaker and chore services program
was funded with 100 percent Federal and State moneys. The report is further
-quoted as follows:

“The absence of county participation in homemaker and chore funding does
not encourage fiscal restraint.

“#* » » there has been minimal effort by the counties to control program
costs based on the assumption that any cost overruns had to be borne by
the State.”

Although the auditor general’s report identified these sighificant problems in
the homemaker and’ chore program statewide, and with San Francisco county
in particular, the State agency made no effort to recover overclaimed county
agency costs.

STATE CONTROLLER AUDITS

The division of field audits, State controller’s office has not reviewed the
rates negotiated by San Francisco county with the three proprietary providers.
" The controler’s most recent audit report of the San Francisco Department of
‘Social ‘Services was issued September 29, 1975 and covered the period October
1, 1971 through June 30, 1974. The report did not comment on the rates paid
under homemaker and chore contracts which the social services commission
negotiated effective February 1, 1971 and continued through their audit period.

The report states “county records were examined to the extent considered
necessary to appraise the efficiency and effectiveness of operations and adher-
ence to State regulations and fiscal procedures. * * *”

With regard to social services costs including homemaker and chore services
which are reported on the administrative expenditure claim for State and
Federal participation, the report scope was qualified to exclude costs incurred
by other county agencies. “The examination of administrative expenditures
was restricted to the review of direct charges for the Welfare Department’s
budgetary expenditures. * * *”

DBP has not specifically requested the State controller to audit the records
of the San Francisco homemaker contractors, A specific audit request was
required because the normal controller audit scope is limited to records of the
county agency. As a result, the State Controller field audit division covered
other aspecty of the homemaker program, but has not audited the contract
rates. A State audit division representative advised us on April 14, 1976 that
the planned scope of its in-process State audit of the county agency did not
include records of any of the contractors and this coverage had not been re-
quested by DBP.

As of June 30, 1975 both DOH and the auditor general had identified par-
ticular problems in the rates paid under the San Francisco contracts for the
purchase of homemaker and chore services. However, the ‘State agency made
no effort to recover from the county agency or from the contractors overclaimed
Federal funds which represented 75 percent of total costs and overclaimed
‘State funds of 25 percent. In addition, the county agency did not reduce the
excessive rates. As of June 30, 1976 the rates established in July 1972 remained
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- in effect. The county agency intends to discontinue the use of negotiated rates
by terminating all contracts for the purchase of homemaker and chore services.
On January 27, 1976, the county agency advertised for public bids to supply
services for its adult homemaker program.

RECOMMENDATIONS

‘We recommend that the State agency :
1. Take prompt action to reduce excessive rates of payment for pur-
chased social services at the time of discovery.
2. Recover overclaimed funds either by the direct action of its staff or
by requesting the division of field audits, state controller's office to spe-
cifically audit known problem areas.

STATE AGENCY COMMENTS

The State agency has indicated that the issuing of new regulations which
require competitive bidding represents a positive improvement in controlling
purchase of service arrangements and assuring that costs are reasonable. This
improvement would eliminate the need for our recommendation that prompt
action be taken to reduce excessive rates of payment for purchased social
services at the time of discovery. The State agency concurred that procedures
could be improved for assuring that audits, to recover overclaimed State and
Federal funds, are made of known problem areas. The State commented that
jt has arranged to request specific audits from the State controller when
needed. The State agency concluded that no credit was given in our report to
the prompt, aggressive, and positive steps taken to correct the problems iden-
tified by the department of health fully 12 months before our draft audit
report was issued. Also, although there were excessive costs, Federal partici-
pation in those costs was nonexistent or minimal at most and no Federal
moneys should be refunded.

AUDITOR'S COMMENTS

The State agency did take steps to improve its control over county-level
purchase of services by issuing social services letter No. 75-10 dated June 16,
1975, with an expiration date of June 28, 1976. However, the San Francisco
county agency, as of June 30, 1976, had not implemented the requirements of
this letter.

The State agency’s response did not address the specific deficiencies cited
in the finding; namely, that the State agency did not: (i) Publish cost and
profit standards applicable to proprietary providers of services; (ii) provide
for fiscal audits of contractor cost records; (iii) promptly reduce excessive
rates of payment upon discovery; and (iv) recover overclaimed State and
Federal funds.

Ag the State pointed out, reasonable procurement policies, when properly
carried out, should eliminate the award of contracts which result in unreason-
able costs, However, reasonable procurement procedures were not reflected in
San Francisco County’s purchase of service arrangements which continued as
of June 30, 1976, without revision. The State agency identified the rates paid
by San Francisco county as excessive on April 4, 1975, but did not require
the county to promptly reduce these rates upon discovery. As a result, the
rates remained in effect as of June 30, 1976, over 13 months later.

In addition, even though the State agency agreed with our recommendation
to improve ity procedures for recovering overclaimed State and Federal funds,
it apparently did not agree to recover overpayments to San Francisco county.
‘While agreeing that the county’s purchase of service arrangements have
resulted in excessive costs, the State agency has continued to reimburse the
county agency for current contracting costs.

Ag pointed out in our comments to other findings, excessive county agency
contract costs of at least $553,586 were incurred during fiscal years 1973 and
1974. These costs were reimbursed by 25 percent State and 75 percent Federal
funds. Other unreasonable costs of at least $428,010, reimbursed by the State
agency for fiscal year 1975, and the quarter ended September 30, 1975, were
jimproperly included in the statewide social service cost pool which the State
agency claimed was subject to Federal financial participation under title VI.
In addition, unsupported costs of $713,390 were reimbursed by the State agency
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for San Francisco county payments to the proprietary contractors during the
period October 1, 1975, through February 29, 1976. These expenditures were
also improperly included in the statewide cost pool which was claimed for
Federal participation under title XX. ’

The Federal share of the excessive costs of $553,586 claimed through June
30, 1974, should be refunded by the State agency. The Federal share of these
costs is $415,190. The $1,141,400 ($428,010 plus $713,390) claimed for periods
beginning July 1, 1974, should be clearly identified on State records as non-
matchable costs.

The State should also take steps to recover from the county the entire
$1,694,986 ($5563,586 plus $428,010 plus $713,390) of improper county agency
purchase of service expenditures, which were reimbursed from '‘State and Fed-
eral funds for the period from July 1, 1972, through February 29, 1976. In
addition, the State agency, in accordance with its own instructions, should
discontinue any further reimbursement of contract costs incurred by San Fran-
cisco county until Federal and State requirements for title XX are met.

EXIT CONFERENCE COMMENTS

An exit conference attended by officials of the county agency, the State
department of health, and HEW was held in San Francisco on August 24,
1976, to discuss the draft audit report. As a result of this meeting, the State
agency provided us with additional comments in a letter dated August 27,
1976. (The letter is attached to this report as appendix B.) .

STATE AGENCY COMMENTS

The State agency reiterated its position that is was not appropriate to
arrive at a reasonable rate of payment on the basis of bids submitted in
July 1972. The State, to support its position, quoted in part an internal memo-
randum which was prepared currently by the county agency on August 4,
1976 : “Unsolicited offers received from other homemaker agencies and rejected
without justification by the county agency in July 1972, averaged $5.25 per
hour. The unsolicited offers were from (two organizations named). Neither of
these agencies provided homemaker services in San Francisco county. Neither
was under union contract in San Francisco. The offers made for homemaker
services were based on minimum wage of $1.60 per hour rather than the en-
trance union wage of 32.35, or a difference of $0.75 per hour.”

The State agency indicated the above quote favors a conclusion that the
actions taken by the county reflect reasonable administration: “We believe it
would be difficult to reconstruct events, at that earlier period in time, to sup-
port an alternative conclusion of unreasonableness of county administrative
actions.”

The department of health also commented that the positive steps it had
taken to improve procedures for the purchase of services were not adequately
covered in our report: “As a result of the review by department of health
staff in April 1975, the department of health issued regulations, initiated legis-
lation, and strengthened bidding contract procedures and negotiation in order to
effect improvement in the program. Moreover, we have initiated a plan for
additional homemaker/chore reviews of county practice and State procedures.
HEW cannot support its contention that the department of health was remiss
in carrying out its responsibilities.”

The department of health has suggested that HEW should not hold the
State financially accountable for Federal funds which were overpaid as a
result of weak administrative practices. The State has also indicated that our
audit represented an unnecessary follow-in review of problems which the State
first uncovered and was in the process of correcting.

The State agency concluded that our recommendation that it reduce prior
year claims by $1,694,986 and refund $415,190 is not warranted.

AUDIT AGENCY COMMENTS

The $5.25 hourly rate which we have recommended as a reasonable rate
of payment was based primarily on the experienced costs of the contractors.
Reimbursable contract costs incurred by the contractors during periods we
reviewed averaged about $5.05 per hour. In addition, some publicly solicited
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bids received by the county agency in- February 1976, in a current period,
were at rates lower than $5 per hour. It should be noted that the State has
not indicated what a reasonable rate should have been.

The county agency did not document its evaluation of the two proposals
which the commission rejected in July 1972. In commenting on the audit report
county representatives said that the two proposals were unacceptable to the
county because the organizations paid below union wage scale. Available rec-
ords do not show whether the organizations were encouraged to resubmit pro-
posals that reflected a pay scale which was acceptable to the county.

The county agency memorandum dated August 4, 1976 and cited in part
by the State further clarifies the commission’s rejection of the two contract
proposals: “* * * the reaction of the original contractors—contractor A and
contractor B—to the fact that we had entered into a contract with—contractor
C—and the resulting difficulty was so unpleasant, that the Commission, with-
out—county agency—recommendation, decided it did not wish to consider addi-
tional contracts.”

The State agency’s opinion that San Francisco county’s purchase of service
arrangements reflected reasonable administration is inconsistent with the State
agency’s agreement that excessive rates were negotiated and paid. The San
Francisco Social Services Commission negotiated the rates of payment based
on incomplete and inaccurate data. The commission rejected, without reason-
able explanation, lower rates proposed by other vendors and approved one rate
which was substantially higher than the rate recommended by county agency
staff. The county agency generally did not obtain cost data from the contrac-
tors and never specified to the contractors the principles for determining allow-
able contract costs.

The State agency has agreed that the rates negotiated by the commission
were excessive. We believe that the application of reasonable administrative
procedures would have prevented the establishment of excessive rates. Under
45 CFR 226 Federal financial participation is available for purchased ‘services
only to the extent that the rates are reasonable and necessary to assure qual-
ity of service. Therefore, we are recommending a recovery of overclaimed
Federal funds.

The State Department of Health has indicated that Federal funds are
eéarned by disbursement. Applicable public law and published regulations stipu-
late the conditions under which Federal financial participation is available in
State administered formula grant programs. Under Federal regulations, over-
payments that have resulted from errors which the State could have prevented
by the application of reasonable administrative procedures cannot be validated
by correcting State procedures to avoid continuance of the errors.
© Qur audit was initiated in November 1975 to review problems associated
with 'San Francisco county’s purchase of service arrangements. These prob-
lems were partially disclosed by the State in an internal report issued in April
1975 and some corrective actions were initiated by the State. However, the
‘State did not (i) require the County to promptly reduce the rates which the
State identified as excessive and (ii) take steps to recover State and Federal
funds which were improperly claimed for the excessive costs incurred by San
Francisco county. The excessive rates continued to be paid by the ecounty
and reimbursed by the State as of July 31, 1976, over 1 year after the
State’s report. The State has not attempted to determine the amount of over-
claimed Federal or State funds and has rejected our recommended financial
adjustment.

The State hag indicated that the issuance in June 1975 of guidelines for
the purchase of services represents a positive improvement which will assure
that future rates will be reasonable. However, the State did not take step9
to assure that the procedures were implemented and that corrective action
was taken. In addition, San Francisco county did not follow generally accepted
procurement procedures which were applicable under the circumstances. There-
fore, we helieve the Federal share of overclaimed costs should be refunded.

[Appendixes to the report follow :]
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[Appendix A]

STATE OF CALIFORNIA,
HEALTH AND WELFARE AGENCY,
DEPARTMENT OF HEALTH, '
Sacramento, Calif. June 1, 1976.
Mr. RicHARD E. BALLARD,
Branch Manager, HEW Audit Agency, San Francisco Branch Office, San Fran-
cisco, Calif.

DEAR MR. BALLARD: Mr, Mario Obledo has asked us to reply to your April 15
and 16, 1976, letters enclosing the draft findings on a proposed report on your
review of the San Francisco County bomemaker and chore program. Qur re-
sponse is attached.

You will also find copies of pertinent regulations and guldelmes in support of
‘our response to the recommendations.

‘We object to the tone of the report. The report draws heavily on previous
work done by State Department of Health staff but fails to recognize the
strong, positive steps the Department of Health began taking over 12 months
ago to correct the problems. We are very disturbed that HEW allowed an in-
accurate and inadequate draft report to be released to the press in direct
violation of HEW's own instructions: “This draft is not to be considered final
as it is subject to further review and revision. Please safeguard this draft re-
port against unauthorized use.”

Sincerely, . :

GARY D. MACOMBER,
Deputy Director for Social Services. -
Attachments. ’
HEW FINDING

PURCHASE OF SERVICE ARRANGEMENTS ’

“The California State Department of Benefit Payments has claimed Federal
financial participation in the costs of homemaker and chore services that were
purchased by the San Francisco County Department of Social Services at
fixed hourly rates which were excessive.” Excesswe County Agency expendi-
tures claimed—§981,596.

Department of Health concurs in part only. We agree that the fixed hourly
rates were excessive. We cannot accept the amount of $981,596 because of the
way in which it was computed.

The report described certain cost principles to follow in determining feder q]lv
reimbursable costs and in determining reasonable profits. However, the report
‘arrived at the $981,596 on the basis of bids submitted by other organizations
in July 1972:

Computation of excessive costs on such a basis is not supportable. The re-
port did not establish the appropriateness and validity of those bids in rela-
tion to the organizations’ ability to perform, the level of services offered, and
the amount of anticipated profit. :

It would seem more equitable for excessive costs to be computed on the
basis of the principles described in the report. However, the validity and
feasibility of such after-the-fact computations are questlonable because of the
inherent meaning in the term ‘“‘negotiated contract.”

The report shows that the audit of contractors’ records was limited to one
fiscal period for contractors A and B and to two fiscal periods for contractor
C. HEW should limit its attempts to determine excess profits to the fisecal
periods actually audited.

HEW RECOMMENDATIONS

The State agency should: )
1. Refund at least the Federal share of the $981,596.

DEPARTMENT OF HEALTH COMMENTS

Department of Health does not concur.
As stated above, we dispute the amount of excessive costs and the method
of computing the costs.



1182

This program became heavily supported'with State General Fund moneys.
There were more than enough expenditures from State funds to provide the
minimum match required. The following schedule shows that the excessive
amounts were paid from State funds.

. State  Federal Total funding Federal
(in percent)  (in percent)  (in millions) (in millions)
Jan. 1974 to June 1974 .. .. ... 25 75 $43 ...
Fiscal year 1975 - 40 60 80. 99 $48.75
Fiscal year 1976 43 52 93.7 48,75

In the 1975 fiscal year, California provided $16 million in State funds over
the minimum (25 percent) match required; in the 1976 fiscal year it was
$28.7 million. Total State funds expended over and above the minimum re-
quired match—-$44.7 million.

2. Require the county Agency to establish procedures to assure that hourly
rates are approved only after receipt and analysis of complete and accurate
-contractor cost data.

DEPARTMENT OF HEALTH COMMENTS

Department of Health does not concur.

Department of Health has established regulations which require counties
to follow the competitive bid process in purchase of homemaker and chore
services (also required by State statutes). (See exhibits B and C.)

The competitive bid process eliminates the need for advance review of cost
data.

3. Provide the county agency with specific standards pertaining to the rea-
sonableness and allowability of contract costs as set forth in 41 CFR 1-15.2.

DEPARTMENT OF HEALTH COMMENTS

Department of Health concurs.

Department of Health is presently in the process of revising the regulations
pertaining to reimbursable costs. The principles set forth in 41 CFR 1-15.2
will be incorporated. Effective date of the revised and expanded regulations
will be no later than October 1, 1976.

4. Require the county agency to reach advance agreements with purchase of
service providers regarding the reasonableness of selected cost elements, in-
cluding compensation to the owners of closely held organizations. .

DEPARTMENT OF HEALTH COMMENTS

Department of Health does not concur.

The recommendation pertains to purchase of service arrangements arrived
at by negotiation with contractors. Since county agencies must go to competi-
tive bidding, this recommendation cannot be implemented because such negotia-
tions are not necessary, and in direct violation of competitive bidding require-
ments. (See exhibit B.)

However, Department of Health recognizes the importance of assuring that
contractors know, before submitting bids, the standards for deciding the
reasonableness of selected cost elements, including compensation to the own-
ers of closely held organizations.

Therefore, Department of Health will require county agencies to include a
stipulation in the invitation for bids (IFB) that contractors will submit bids
based on the principles set forth in CFR 41 part 1-15 and that allowability
of the contractors’ costs will be determined in accordance with those principles.

5: Provide for periodic independent audits of purchase of service provider
records in accordance with the Standards of Audit of Governmental Organiza-
tions, Program Activities, and Functions issued by the Comptroller General
of the United States. :

DEPARTMENT OF HEALTH COMMENTS

Department of Health concurs.
Department of Health established this requirement by means of Social
Services Letter 75-10, dated June 16, 1975. [See exhibit B.]
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HEW FINDING
DETERMINATION OF PROFIT

The Commission did not consider important profit factors in establishing
the original hourly rates or approving subsequent rate increases with the
contractors. As a result, each of the contractors madé excessive returns on
investment. ' ‘

DEPARTMENT OF HEALTH COMMENTS

Department of Health concurs.

HEW RECOMMENDATIONS

The State agency should: : :

1. Provide the county agency with guidelines on profit factors, such as
contractor risk and return on investment, to assure that only reasonable
profits are included in future homemaker contracts.

2. Require the county agency to analyze all of the profit factors before
negotiating new hourly rates for homemaker services.

3. Consider implementing a method similar to the one prescribed for Medi-
care providers in determining reasonable profits for homemaker contractors.

DEPARTMENT OF HEALTH COMMENTS

Department of Health does not concur with the above recommendations.

The recommendations pertain to negotiated contracts and are not applicable
in the case of contracts let under the competitive bidding process.

However, Department of Health will establish guidelines for determining
reasonable profits in accordance with 41 CFR 1-3.808 so that counties can
evaluate cost and profit data of current contractors and use this analysis in
evaluating future bids. These guidelines will be included in the revised regu-
lations.

HEW FINDING

RECORDS SUPPORTING CONTRACT RATES

The county agency did not maintain information to support the reason-
ableness of the rates established for the sole source purchase of homemaker
and chore services from the thiee proprietary contractors.

DEPARTMENT OF HEALTH COMMENTS

Department of Health concurs.

HEW RECOMMENDATIONS

The State agency should: .
1. Require the county agency to develop and retain records which support
a reasonable rate of payment for each proprietary contractor.

DEPARTMENT OF HEALTH COMMENTS

Department of Health concurs.

In the regulations for competitive bidding, Department of Health requires
counties to develop and submit records which support the rate of payment, -
justification for selection of contractor, and all bids submitted. All contracts
are subject to advance Department of Health approval before execution.

2. Discontinue claiming Federal financial participation in county agency
expenditures for services purchased under title XX from the proprietary
contractors until such time as records supporting reasonable rates of payment
are developed.

DEPARTMENT OF HEALTH COMMENTS

Department of Health does not concur.

The counties are required to conduct a competitive bidding process to allow
them to purchase services according to specified criteria and at a reasonable
cost. .
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The current funding for homemaker/chore services is at a ratio of 52 per-
cent Federal title XX funds and 48 percent State funds. The State funds
exceed the necessary match by 23 percent. The Department of Health is thus
funding: the excessive rates until the competitive bidding procedures can re-
duce those rates.

3. Refund the Federal share of $713,790 of title XX funds already claimed
for homemaker and chore services purchased from these contractors.

DEPARTMENT OF HEALTH COMMENTS

Department of Health does not concur.

As pointed out in response to recommendation 2 above, the homemaker and
chore service program is heavily supported with State general fund moneys.
Federal funds are not being used to pay for excessive costs.

‘Additionally, the recommendation overlooks the fact that the major portion
of the payments to contractors would be reimbursable. This is not consistent
with the HEW recommendation for Purchase of Service arrangements.

HEW FinpIiNG

STATE RESPONSIBILITIES

The State of California Health and Welfare Agency (State agency) diad
not control the San Francisco County agency’s purchase of service arrange-
ments with' the three proprietary contractors. .

DEPARTMENT OF HEALTH COMMENTS

jljepartment of Health does not concur.
Department of Health has issued regulations which require that all home-
maker/chore services be purchased through competitive bidding.

HEW RECOMMENDATIONS

The State agency should : . .
1. Take prompt action to reduce excessive rates of payment for purchased
social services at the time of discovery. ’

DEPARTMENT OF HEALTH COMMENTS

This recommendation is inapplicable to the current situation.

The competitive bidding process properly carried out eliminates excessive
rates beforehand. .

In addition, the Department of Health is revising and expanding regula-
tions and guidelines for contracting to ensure that.county agencies’ purchase
of service arrangements do not result in excessive or nonreimbursable charges.

2. Recover overclaimed costs either by the direct action of its staff or by
requesting the Division of Field Audits, State Controller’s Office, to specifically
audit known problem areas.

DEPARTMENT OF  HEALTH COMMENTS

Department of Health concurs.

‘Department of Health has established a specific function within the Social
Services Division to review all audit and evaluation reports on social services
programs. This function analyzes the reports to determine the necessity of a
fiscal audit. Where needed, Department of Health will request that the State
Controller conduct an in-depth fiscal audit of county agencies’ contractors.

DEPARTMENT OF HEALTH CONCLUSION

The HEW preliminary draft audit report addresses deficiencies which were
previously discovered by the Department of Health’s own staff. The Depart-
ment of Health's Field Review Unit reported on these deficiencies fully 12
months before HEW issued the draft audit report. As a result of the report
issued by the Field Review Unit, the Department of Health took prompt,
aggressive and positive steps to correct the problems.
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We havé shown that, although there were excessive costs, Federal financial
participation in those costs was nonexistent or minimal at most. A refund of
Federal funds is not warranted.

Exhlblt - Subject or title
___________ Letter to county welfare directors re requirement for prior
approval by department of health for all social services:

contracts. .

B Social services letter No. 75~10 and attachment, Outline for
Writing Purchase of Service Agreements.

[ Assembly bill 1792—addition of section 12302.1 to the Wel-

fare and Institutions Code to require competitive hidding
for providers of in-home gupportive services.

STATE OF CALIFORNIA,
DEPARTMENT OF HEALTH,
Sacramento, Calif., August 22, 1975.
To: All county welfare directors.

Thxs letter is to serve as a reminder that Social Services Letter 75-10 d‘lted
June 16, 1975, requires that all social services contracts funded under titles
IV-A, IV-B, and/or VI (or XX) must receive prior approval by the Depart-
ment of Health before the costs of those contracts may be claimed. The De-
partment of Benefit Payments will not reimburse any contract costs claimed
on the administrative expense unless the contract has been approved by the
Department of Health and has been assigned a control number.

If you have not already done so, please submit all of these contracts to:
Martin Warren, Chief, Services Resources Control Unit, 714 P Street—Room
350, Sacramento Calif. 95814.

If you have any questions, please call Randy Jamison, telephone: 916—445—
2174. .

Sincerely,

CHARLES ———m———————,
) for ALBERT SELTZER,
Manager, Social Services Branch.

STATE OF CALIFORNTA,
DEPARTMENT OF HEALTH,
Sacramento, Calif., June 25, 1975.

ERRATA NOTICE

SociaL SERVICES LETTER No. 75-10—OUTLINE FOR WRITING PURCHASE OF SERVICE
AGREEMENTS, DATED JUNE 16, 1975

Page 2, paragraph 3 reading “on or after Oct. 1, 1975” should read “on or
after July 1, 1975.”

This refers to the county’s responsxbllltv to obtain departmental approval
on any social service contract funded in part or entirely by title IV-A or IV
funds with an effective date on or after July 1, 1975. The competitive bidding
requirement referred to on page one, paragraph 5 is required only on contracts
with an effective date after September 30, 1975.

Due to the late issuance of this requirement, it is possible that the Depart-
ment will review contracts after their execution. Ordinarily, any required
changes will not result in canceling the contract.

OFFICE SERVICES SECTION.

STATE OF CALIFORNTA,
DEPARTMENT OF HEALTH,
Sacramento, Calif., June 16, 1975

SocrAL SERVICES LETTER No. 75-10—OUTLINE FOR WRITING PURCHASE OF
SERVICE AGREEMENTS

To: All county welfare directors.
The county welfare department may purchase services from other public

87~
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and private agencies and from individuals as provided in the county plan. The
county is required to negotiate a written purchase of service agreement with
each contracting public or private agency or organization. A written agree-
ment for purchase of service from an individual shall be required when the
individual acts as agent for other providers.

All contracts to be funded with Federal Social Service funds (titles IV-A,
IV-B, VI, and XX) must be approved by the State prior to execution (con-
tracts with individual providers excepted). Immediately upon receipt of a con-
tract, the Department of Health will notify the county of a date by which the
county may expect a decision. Departmental review will usually take about
3 weeks; at the end of which time, the Department will advise the county
whether the contract is approved or if it must be revised. If revisions are
required, the county must resubmit the revised contract for review and ap-
proval. If a county is planning to contract with more than one agency for a
given service, the county must submit reasons and obtain State approval.
Generally, only one contractor per service will be allowed. The term of the
agreement may not exceed 1 year.

A budget of expenses and income must be submitted as part of the contract.
The budget must include, but need not be limited to costs for: (a) employee
salaries, (b) fringe benefits, (c) training, (d) travel, (e) administrative
supervisory staff, (f) operating expenses, and (g) other.

To assure that costs are reasonable and necessary, bidding is required if
any of the following apply: (a) when the maximum amount of the contract
being renewed is increased, (b) when the rate charged increases by more than
the cost of living, (¢) when changing to the contracting method or changing
contractors, (d) when 2 years have elapsed since the contract has been sub-
ject to bid. A minimum of three bids is required for each contract to be nego-
tiated.

When a county requests bids, (using RFP guidelines in All County Letter
74 as guide), a summary of bids received must also be submitted with the
contract. The summary must include the names of all bidders, the proposed
rate of each bidder, the criteria used in selecting the contractor and the
means used for requesting bids from the public. When fewer than three bids
are received, an explanation must be included. This requirement for submission
of a summary of bids applies to all contracts with a beginning date after
September 30, 1975. A performance report is required on all service contractors.
When a county is renewing any service contract (public or private agency),
the performance report on the contractor must be submitted with the contract
renewal. If the contract is not being renewed, the performance report must be
submitted within a reasonable period of time from the date of termination.
Please refer to Monitoring Guidelines (Social Service Letter No. 74-12) dated
April 17, 1974, for assistance in preparing the report. In addition to each
performance report, the county must also submit an audit report on all service
contractors. This report must verify that costs were reasonable and necessary
and, where necessary, that payments were adjusted to actual cost as required
by regulations. Please refer to Standards for Audit of Governmental Organiza-
tions, Programs, Activities, and Functions. If the contract has been terminated,
both the performance and audit report must be submitted together. If the
contract is being renewed, the audit report must be submitted within 4 to 6
weeks from the date of renewal.

All of the above requirements must be met before contracts can be approved
and costs claimed. A fiscal sanction may be imposed on all county admini-
strative expense claims for contracts which have not been approved by the
Department of Health. All or a portion of the claimed amount may be dis-
allowed.

In claiming contract costs, county must itemize each contract on the DFA
825.3 under group III, No. 3, Purchase of Services. Each itemization must
include the name of the contractor, the services purchased, and the contract
number assigned by this department. Contracts with individual providers will
continue to be claimed under group III, No. 2, Operating Costs. It is manda-
tory that each agreement be identified separately on the administrative ex-
pense claim by the Department of Health control number. Failure to do so
could result in a delay in reimbursement for that contract. This applies to
all contracts, new or renewed, with beginning dates on or after July 1, 1975.
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There are many components of a purchase of service agreement. Each serves
a purpose and should not be omitted or revised casually. The following out-
line identified areas that should be covered in an agreement. Of course, all
items will not be needed in every contract; however, be certain that any exclu-
sion does not omit necessary safeguards. For further clarification and detail
of these components, see the attached guidelines. Please note the asterisks (*)
which indicate that the item is optional depending upon each individual con-
tract.

1. Declarations.
*]11. Definitions.
111. Duties and Responsibilities.
A. County Responsibilities.
B. Provider Responsibilities.
IV. Fiscal Provisions.
Maximum Amount and Source of Funds.
Method, Time, and Condition of Payment.
. Rate of Payment.
Budget of Expenses and Income.
. Right to Monitor and Audit.
Conformity with Federal Cost Regulations.
Title to Equipment and Supplies.
. Payment to Recipient.
. Matching Federal Funds.
J. Supplanting Federal Funds.
*K. Donated Private Funds.
V. General Provisions.
A. Effective Period and Right of Termination.
B. Confidentiality.
C. Retention of Records.
D. Place. :
E. Nondiscriminatory Services.
F. Fair Employment.
G. Totality of Contract.
*H. Appendix. .
1. Alterations and Modifications.
J. Assignment.
K. Subcontracting.
L. Law Governing Contract.
M. Licensing or Accreditation.
N. Bonding.
O. Insurance.
P
Q

SmpPows

*

ST

?. Indemnification.
. Right to Data.
R. Signatures.

*

ALBERT SELTZER,
Program Manager, Social Services Program.
Attachment.
Contact Reference: Randy Jamison, Services Resources Control Unit, 916—
445-2174.
This letter is effective until June 28, 1976, unless sooner rescinded or super-

seded.
[Attachment]

GUIDELINES FOR WRITING PURCHASE OF SERVICE AGREEMENTS

The following guidelines should serve to clarify items in the outline which
may not be completely self-explanatory. Those items marked by an asterisk
(*) may be applicable only for certain agreements. They may be omitted if
they do not apply to the specific agreement you are writing.

I. DECLARATION

The declaration of the agreement should contain a list of all parties to the
agreement, a date, the legal authority, and the purpose of the agreement.
Example: “This agreement is entered into this —— day of
1973 in the State of California by and between County of
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hereinafter referred to as County and hereinafter re--
ferred to as provider, in accordance with (cite legal rauthonty) for the purpose:
of (state objectives of the contract).”

*II. DEFINITIONS

-Use this section to define words having significant meaning to the partlcular
contract which otherwise would not be clear.

III. DUTIES AND RESPONSIBILITIES

The responsibilities of each party must be delineated so that both parties:
are made aware of the obligations imposed by the terms of the contract. The-
following points include items that should be included in the contract as well
as items that the county need not incorporate into the contract but should:
consider in developing the contract. Many of these latter points are responsi-
bilities that the county has in regard to the State which have no real place in
a contract between the county and a provider. It is also possible to have a:
section enumerating responsibilities shared by both parties.

A. County respongibilities

1. Assure that the services purchased under the terms of this contract com-
ply with State regulations, including divisions 10, 80, and 31.

2. Retain ultimate responsibility for the determination of the eligibility of"
persons for services provided through purchase agreements, authorize types.
of service for an individual, and specify the duration of service. It is the-
responsibility of the county to assess the continuing need for service at least
annually and to evaluate the effectiveness and quahty of services provided.

*3. Monitor the performance of the provider in meeting the terms of the-
agreement,

*4. The county shall establish a system through whxch_remplents may have-
opportunity to present their views ahout the services program. The presenta-
tion of views may be either oral or written and a procedure to be followed shall
be incorporated as part of the county plan and subject to approval by the-
Department of Health as part of the plan.

B. Provider responsibilities

The provider’'s responsibilities must clearly delineate deliverables in terms-
of resources to be provided and benefits to be derived.

1. Description of Services Provided.—This should be an expansion of the-
reasons and objectives stated under the purpose in the declaration. This para-
graph should contain a clear description of what services will be provided
to whom, when, where, and how. To help assure quality of service, the duties.
can include a description of the provider’s resources that will be devoted to
accomplish the objectives of the contract. Any service which is purchased
must be identified by one or more of the social services regulations in the-
State Department of Social Welfare Social Services Standards.

2. Provide number, professional titles, and job descriptions of staff and
percentages of each person’s time spent on serving the terms of the agreement.

3. Provide information regarding number of persons to be served. De-
scribe how persons to be served will be brought into the program (public-
information, referral door-to-door, et cetera).

4. The provider must agree to keep proper program records to make them .
available for inspection, to collect program narrative and statistical data, and
must agree to include these requirements in all approved subcontracts and
assignments.

Records must be kept which will include the county assessment of need,.
a service plan, goals to be achieved, case opening and closing dates, and a.
description of actual services provided and results obtained.

Under special circumstances and when mutually agreed upon, this respon--
sibility may be performed in whole or part to the county.

5. Advise applicants or recipients of public social services under this con--
tract who are dissatisfied with action taken by the contracting agency—with
regard to the function or denial of services—of the right to present grievances.

Example: “The provider must develop a fair hearing system whereby re--'
cipients may present their grievances about the operation of the service pro--
gram.”
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“6. A1l notices, informational pamphlets, press releases, research reports,
=and similar public notices prepared and released by the contractor shall in-
clude the statement, “This project is funded—in part—under an agreement
with the (applicable State or Federal agency).”

7. The contractors must submit periodic progress reports at intervals agreed
-upon by both parties.

*8. If the provider has some responsibility in the collection of data to be
used in the eligibility determination process, the extent of responsibility and
the way it will meet this responsibility must be carefully spelled out.

9. The provider must guarantee to abide by the applicable sections of the
¢Civil Rights Act of 1964 which prohibits discrimination to employees and
srecipients of the programs.

10. An entry should be made that the provider indemnifies the county, or
-anyone directly or indirectly involved with the county, in the performance of
- this contract. :

11. The provider must agree to give preference to the training and employ-
~ment of recipients of public assistance when appropriate. :

12. Other duties and responsibilities to be determined by the contracting
: parties.

1IV. FISCAL PROVISIONS

_A. Mazimum amount and gource of funds

The maximum dollar amount of the contract must be stated. It must also
: state the source of funding and the amounts reimbursable by Federal, State,
+and county allocations.
Example: “The maximum amount of this contract shall not exceed §
and shall be funded as follows:"”
The county and provider must specify that the contract is subject to the
-availability of State and/or Federal funds.

.B. Method, time, and conditions of payment

1. Specify time of billing (lump sum billing not acceptable).

2. Billing must be itemized as to services provided if the contractor is
-providing more than one type of social service.

3. Specify the time(s) when the payment is to be made.

4, Conditions of payment (i.e., contract must be performed in accordance
~with its terms before payment is due).

Example: “Within — days following each calendar month, contractor
-shall submit an invoice to the county for all services provided in the preced-
‘ing month. The county shall pay the contractor within —— days following

receipt of invoice the amount claimed unless the county determines that the
:amount claimed is not in accordance with the provisions of this agreement.”

5. The county should develop a schedule for reimbursement based on the
‘number of recipients served by the contract. No flat amount should be paid
-without specific relationship to the number of cases served. The county should
-establish a number of cases as necessary to receive full payment or establish
:rates of payments for meeting less than minimum performance requirements.
Any time the number of cases served falls below a minimum, the payment will
"be adjusted accordingly.

«C. Rate of payment

The county welfare department must provide for the establishment of rates
of payment for such services which do not exceed the amounts reasonable
and necessary to assure quality of service and in the case of services pur-
chased from other public agencies, are in accordance with the costs reason-
ably assignable to such services. The rates of payment must be an identifiable
.price per unit of service, such as X number of units of service at X dollars
per unit or services for X number of recipients at X dollars per recipient,
or total amount for X number of units of service.

1. If county/private profit contractor contract, the costs must be reasonable
and necessary to assure quality service.

2. If county/private nonprofit contractor contract, the costs must be deter-
mined in accordance with QASC-5.

3. If county/public agency contract, the costs must be determined in ac-
cordance with OASC-8.

The rate of payment may be stated in one of the following manners:
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Hourly rate.—Two individuals for 2 hours per day at $2 per hour.

Unit rate.—Four individuals at $5 per person.

Budgetary rate.—$20 will provide 10 hours of service.

Relative to nonprofit contractors, if hourly or unit rate is used, payments
must be adjusted to actual cost up to the maximum amount of the contract
before final payment is made. The methods used in establishing and maintain-
ing such rates must be described. The rate of payment will be based on con-
sideration of the full cost of the services. (Indicate that information to sup-
port such rates of payment will be maintained in accessible form.)

D. Budget of expenses and income (estimate when unavailable)

An estimate or budget of expenses and income is required. It is instructive
in considering whether or not rates of payment exceed amounts reasonable
and necessary to assure quality of service and the cost reasonably assignable
to such services and is a valuable tool in monitoring and evaluating the
amount and worth of services being rendered.

1. The budget attachment documents the county’s compliance with require-
ments that costs are reasonable and necessary and further defines the de-
liverable responsibilities. A significant failure to provide resources promised
may be construed as a failure to perform in terms of delivering the quality
promised.

2. The agreement should spell out the manner of handling any applicable
credits. The term applicable credits refers to fees that the provider is al-
lowed to collect and any other direct or indirect receipts or reductions of
expenditures which offset or reduce expense items properly allocable to the
subject matter of the agreement.

Examples of such transactions are purchase discounts, rebates, or allow-
ances; recoveries or indemnities on losses; sale of publications, equipment, and
scrap; income from personal or incidental services; and adjustments of
overpayments or erroneous charges. Applicable credits may also arise when
Federal funds are received or are available from sources other than the pro-
gram involved to finance operations or capital items. This includes costs
arising from the use or depreciation of items donated or financed by the Fed-
eral Government to fulfill matching requirements under another program.
These types of credits should likewise be used to reduce related expenditures
in determining the rates or amounts applicable to the purchase agreement. The
agreement must specify the means of segregating out the costs of operation
allocable to such applicable credits or the method of adjusting the per diem
charges to reflect such credits.

E. Right to monitor and audit

An ongoing program must be implemented to monitor all purchase of service
agreements from fiscal and program viewpoints, and a maximum of 5 percent
of the total cost of an agreed upon purchase of services agreement must be
expended for this purpose and for technical assistance.

BExample: County, State, and Federal government shall have the right to
monitor and audit all work performed under this contract. The examination
will place particular emphasis on (@) the social services component, and (b)
the underlying internal controls and financial records.

County will notify contractor in writing within 30 days of any potential
Federal exception(s) discovered during such examination. Where such findings
indicate that program requirements are not being met and Federal participation
in this program may be imperiled, such written notification will constitute
county’s intent to terminate this contract in the event that corrections are not
accomplished by contractor within 60 days.

Audits performed by an independent CPA must comply with Standards for
Audit of Government Organizations, Programs, Activities and Functions. These
standards are also recommended for use by county auditing staff.

F. Conformity with Federal cost regulations

One: The following clauses must be inserted in all intercounty or intracounty
contracts where indirect costs are involved.

Costs allowable for reimbursement will be in accord with the provisions of
the following U.S. Department of Health, Education, and Welfare document :

0ASC-8.—A Guide for Local Government Agencies—Establishing Cost Allo-
cation Plans and Indirect Cost Proposals for Grants and Contracts with the
Federal Government.
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This document will be used by both parties to implement U.S. Bureau of

the Budget Circular No. A-87, which provides principles and standards for

" determining costs applicable to grants and contracts with State and local gov-
ernment agencies. : )

Where indirect costs are involved and a cost allocation plan and/or an in-
direct cost rate proposal is required, the plan and/or proposal should be sub-
mitted to the appropriate agency for approval.

Two: The following clauses must be inserted in all contracts between a
county agency and a private nonprofit organization where indirect costs are
involved.

Costs allowable for reimbursement will be in accordance with the provisions
of the following U.S. Department of Health, Education, and Welfare document:

0ASC-5.—A Guide for Nonprofit Institutions—Cost Principles and Proce-
dures for Establishing Indirect Cost Rates for Grants and Contracts with
the Department of Health, Education, and Welfare.

This document will be used by both parties to implement U.S. Bureau of the
Budget Circular No. A-87, which provides principles and standards for deter-
mining costs applicable to grants and contracts with State and local govern-
ment agencies.

Three : The provider must agree to indemnify the county for Federal and/or
State audit exceptions resulting from noncompliance herein on the part of
the provider.

*G. Title to equipment and supplies

The contract should state which party will have title to equipment and sup-
plies purchased under the contract.

*H. Provide that where payment for services is made to the recipient for
payment to the vendor, the State or local agency will specify to the recipient
the type, cost, quantity, and the vendor of the service and the agency will
establish procedures to insure proper delivery of the service to, and payment
by, the recipient.

1. The county must guarantee that Federal funds will not be used to obtain
other Federal funds unless specifically authorized by Congress.

J. In no case can Federal social services funds be used to supplant State or
local funding for already existing services. In every case the addition of
Federal social service funds to funds of another public agency must result in
a commensurate, significant program expansion as demonstrated by the in-
crease in the number of eligible persons served, by the addition of new services
to eligible persons, or a combination of both.

*K. Donated private funds

If donated private funds are involved, to be considered for Federal financial
participation, the following conditions must be met:

One: The contribution must be in cash and deposited with the agency.

Two: The donation must be unrestricted. The funds must not be designated
to be used to purchase services from a specific organization or individual.
Specifying an activity or a community for the expending of funds is permis-
sible provided that the donor does not sponsor or provide the service or
activity being funded.

Three: A donation cannot revert to the donor, either directly or indirectly,
through a purchase of service from the donor. Indirectly refers to the dona-
tion being made by a third party which controls or is controlled by the organi-
zation providing the service. .

In conjunction with the last requirement, any purchase of services from the
donor is considered a reversion of the donated funds and is not eligible for
Federal financial participation, even if it can be argued that the donated funds
were not used for the specific services purchased or that the agency exercised
free choice in purchasing donor services. The unmatchable amount would
equal the amount of purchased services or the donation, whichever is less.
Thus, a portion of the donation may still be matchable.

V. GENERAL PROVISIONS

A. Effective period and right of termination

One: The effective period of the contract must be stated. The contract must
not be automatically renewable.
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Example: This agreement is effective for the period from ____________
through .. _______. .

If the termination date is dependent upon the exhaustion of funds rather
‘than a given date, it must be so reflected.

Example: This agreement is effective from _____.______ until $
have been expended. )

The agreement may include provisions for renewal. No agreement should
‘be automatically renewable. Renewal may .be conditioned on the availability
of public moneys, satisfactory performance of the ‘provider, and competitive
bidding requirements. A comprehensive progress report must be submitted
at least 90 days before the renewal request. A contract renewal will not be
approved by the State until the progress report is submitted.

Two: State methods of termination. (@) Written notice.

Example: Upon days written notice to the other party, either
party may terminate this agreement.

(b) There can be several reasons for terminating the agreement: ~

Termination at will with notice—it may be desirable to allow either party
to terminate the agreement upon notice.

Termination because of lack of funds—the parties may want to recognize
the possibility of future unavailability of public funds.

Termination for default—the agreement should include provisions for ter-
mination in case of default.

Termination agreement—the agreement should include a provision for or-
derly winding up the agreement and the relationship between the parties.

Waiver of default—the agreement should include a provision for dealing
with the effect of waiver of default.

It is the responsibility of the county to insure the continuing provision of
service in the event of termination of an agreement.

(c) Any excuse for nonperformance may be inserted into the agreement.

(d) The means of handling disputes may be set forth.

B. Confidentiality

All parties shall agree to keep confidential all information concerning a
recipient or a potential recipient in accordance with Federal and State re-
quirements.

Example: Provider agrees to require his employees to comply with the pro-
visions of Section 10850 of the Welfare and Institutions Code to assure that:

One: All applications and records concerning any individual made or kept
by any public officer or agency in connection with the administration of any
provision of the Welfare and Institutions Code relating to any form of public
social services for which grants in aid are received by this State from the
Federal Government will be confidential and will not be open to examination
for any purpose not directly connected with the administration of such public
social service.

Two: No person will publish or disclose or use or permit or cause to be
published, disclosed, or used any confidential information pertaining to an
applicant or recipient.

Contractor agrees to inform all employees, agents, and partners on the
above provisions and that any person knowingly and intentionally violating
the provisions of this paragraph is guilty of a misdemeanor.

C. Retention of records

The agreement must provide for the retention of records and their avail-
ability for inspection for a certain period after the agreement expires.

Examples: “The contractor and county agree to retain all documents relevant
to this agreement for 3 years from the termination of the contract or until
all Federal/State audits are complete for this fiscal year, whichever is later.
Upon request, contractor shall make available these records to county, State,
or Federal Government’s personnel.”

D. Place )
Include a description or location of physical facilities to be utilized.

E. Nondiscriminatory services

Example: “Within the limits set forth in this agreement, contractor assures
that all goods and services (pursuant to this agreement) shall be available
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to all persons regardless of sex, race, religion, or ethnie background. No pro-
gram shall be used, in ‘whole or in part, for religious worship or instruction.”

F. Fair employment
Example:

[Deleted.]

G. Totality of contract

A section should provide that all terms and conditions are included in the-
agreement; that all items incorporated by reference are physically attached.
to the agreement.

Example: “This agreement contains all the terms and conditions agreed upon:
by the parties. No other understandings, oral, or otherwise, regarding the sub-
ject matter of this agreement, shall be deemed to exist or to bind any of the
parties hereto.”

*H. Appendiz (for use if appropriate)
Example: “All items incorporated by reference are attached to this contract.”
1. Alterations and modifications

An agreement may be renegotiated or modified by consent of the parties, but
any modification must be in writing and must be attached to the original agree-
ment. Such modiflcations are subject to prior approval by the State.

Example: “Any alterations, variations, modifications, or waivers of provi-
sions of this agreement shall only be valid when they have been reduced to
writing, duly signed, and attached to the original of this agreement.”

J. Assignment

Example: “Any assignment made by the county or contractor will be void
without the written consent of the nonassigning-contracting party.”

K. Subcontracting

The contractor shall not enter into subcontracts without thé prior written
approval of the county.

Example: “The contractor shall not enter into subcontracts for any of the
work contemplated under this agreement without first obtaining written ap-
proval from the county. Such approval shall be attached and made a part of
this contract.”

L. Law governing conitract

Example: “This contract shall be governed and construed in accordance with
all of the laws of the State of California, in addition to any cited herein.”

*M. Licensing or accreditation

An appropriate provision must be inserted when services are being performed
by a party who must be licensed or accredited in accordance with State law.

Example: “The contractor agrees to comply with all State licensing stand-
ards, all applicable accrediting standards, and any other standards or criteria
established by the State to assure quality of services.”

N. Bonding

“Prior to entering upon performance of this contract, the contractor shall
submit to the county for its approval a blanket fidelity bond in the amount of
L S covering all officials, employees, and agents handling or having access
to funds (other than petty cash which is an amount no greater than $______ )
received or disbursed by the contractor under this contract, or who are au-
thorized to sign or countersign checks.”

O. Insurance

Example: “Contractor shall throughout the period of this contract provide
comprehensive insurance in the amount of $______ covering all bodily injury
and property damage arising out of its operations of this contract. Said policy
shall constitute primary insurance as to the county, the State, and Federal
Governments, and their officers, agents, and employees, and shall name such
governments and persons as additional insured.

+
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“The contractor shall provide automobile insurance covering all bodily injury
and property liability incurred during the performance under this contract

with minimum coverage of $______ for property liability per accident; $______
for each person per accident; but no more than $______ per accident blanket
coverage.

“Said policies shall constitute primary insurance as to the county, the State,
and the Federal Governments, its officers, agents, and employees, so that any
other policies held by them shall not contribute to any loss under said insur-
ance. Said policies shall provide thirty (80) days’ written notice to county of
cancellation or material change.

“Contractor shall throughout the period of this agreement maintain in full
force and effect a policy of Workmen's Compensation Insurance covering all of
its employees.”

P. Indemnification

Example: The contractor agrees to indemnify, defend, and save harmless
the county, its officers, agents, and employees from any and all claims and
losses accruing or resulting to any and all contractors, subcontractors, material-
men, laborers, and any other person, firm, or corporation furnishing or supply-
ing work, services, materials, or supplies in connection with the performance
of this contract, and from any and all claims and losses accruing or resulting
to any person, firm, or corporation who may be injured or damaged by the con-
tractor in the performance of this contract.

If desired, other clauses may be inserted in the contract if not contrary to
the mandatory provisions listed herein.

*Q. Right to data

It may be advisable to include a section dealing with the right to use data.
The need is quite likely in special cases such as section 1115 demonstration
projects where the results may be published.

R. Signatures

The agreement must be signed by an authorized representative of each party
to the agreement,

Assembly Bill No. 1792
CHAPTER 1226

An act to add Section 12302.1 to the Welfare and Institutions Code, relating to
public social services,

(Approved by Governor September 30, 1975. Filed with Secretary of State
September 30, 1975.)

LEGISLATIVE COUNSEL'S DIGEST

AB 1792, Egeland. Public social services.

Under current law, the county may contract with certain entities to perform
in-home supportive services for recipients under the State supplementary
program.

This bill requires that such contracts be for periods not exceeding 1 year
and that the county publicize its intention to solicit bids to enter into such con-
tracts; requires the county board of supervisors, at a regularly scheduled meet-
ing, to hold a public hearing on the proposed contracts, and requires a 30-day
waiting period before such contracts becomes effective.

This bill also provides that in awarding the service contracts, the board of
supervisors may consider the fiscal responsibility and experience of the service
provider, and any other consideration in the public interest, To insure fiscal and
program compliance, the county shall review the contract during the contract
term. Such review may include, but shall not be limited- to, a fiscal audit.

The bill also provides that neither appropriation is made nor obligation
created for reimbursement of any local agencies for any costs incurred by it
pursuant to the act.

The people of the State of Californie do enact as follows:

Secrron 1. Section 12302.1 is added to the Welfare and T nstitutions Code, to
read:
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12302.1. ‘Contracts entered into by a county under section 12302 shall be for
periods not exceeding 1 year and shall, in addition to including provisions
required by section 12303, be subject to the following : .

(a) Prior to initiating a contract or contracts pursuant to section 12302, the
county shall publicize its intention to solicit bids to enter into such contracts.

(b) When the county has selected one or more contract proposals for tenta-
tive acceptance, the county board of supervisors shall conduct a hearing on the
proposed contract or contracts, which shall be at a regularly scheduled meeting
of the board of supervisors, and open to the public.

(c¢) Public findings based on the hearing shall be made available to interested
parties.

(d) No contract for services provided under this article shall take effect
until 30 calendar days have elapsed from the time of the public hearing required
under this section.

(e) The county board of supervisors may award one or more service * * **
responsibility of the service provider, experience of the service provider in pro-
viding services pursuant to this article, and any other consideration in the public
interest; provided that nothing in ithis subdivision shall preclude a requirement
that contracts under this section be awarded on a competitive bid basis.

(f) The county, to insure fiscal and program compliance, shall review the con-
tract during the contract term. Such review may include, but shall not be limited
to, a fiscal audit.

SEc. 2. No appropriation is made by this act, nor is any obligation created
thereby under section 2231 of the Revenue and Taxation Code, for the reim-
bursement of any local agency for any costs that may be incurred by it in
carrying on any program or performing any service required to be carried on or
performed by it by this act.

[Appendix B]
STATE OF CALIFORNIA,
DEPARTMENT OF HEALTH,
Sacramento, Calif., August 27, 1976.
Mr. RicHARD E. BALLARD,
Branch Manager, Health, Education, and Welfare
Audit Agency, San Francisco Branch Office, San Francisco, Calif.
DEAR MR. BALLARD: The following comments regarding the exit conference
draft report outline the position taken by my staff as a result of the meeting
held in San Francisco, August 24, 1976.

COMPUTATION OF EXCESSIVE COSTS

We have pointed out before that attempts to arrive at a “reasonable rate”
on the basis of bids submitted by other orgainzations in July 1972 are not
appropriate. This position is further supported by information presented by
Marion Brislane, San Francisco Department of Social Services, as follows:

“Unsolicited offers received from other homemaker agencies and rejected
without justification by the county agency in July 1972, averaged $5.25 per
hour. The unsolicited offers were from Unicare Incorporated and Professional
Nurses Bureau. Neither of these agencies provided homemaker services in San
Francisco County. Neither was under union contract in San Francisco. The
offers made for homemaker services were based on minimum wage of $1.60 per
hour rather than the entrance union wage of $2.35, or a difference of $.75 per
hour.”

The above stated position of San Francisco further clarifies, in our view,
that the actions taken reflect reasonable administration. We believe it would
be difficult to reconstruct events, at that earlier period in time, to support an
alternative conclusion of unreasonabelness of county administrative actions.

STATE RESPONSIBILITIES

Your exit conference draft report does not give adequate weight to the posi-
tive steps ‘taken by the state to improve the purchase-of-service procedures.
As a result of the review by Department of Health staff in April 1975, the De-

1 This part of the bill, as submitted to the committee, is illegible.
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partment of Health issued regulations, initiated legislation, and strengthened”
bidding contract procedures and negotiation in order to effect improvement in
the program. Moreover, we have initiated a plan for additional home-
maker/chore reviews of county practice and state procedures. DHEW cannot
support its contention that the Department of Health was remiss in carrying:
out its responsibilities.

FOLLOWUP OF DOH REVIEWS BY DHEW AUDITS

We would like to raise a basic management question which has application
to the respective Federal, State, and local evaluation systems. Consider the-
principle that when a State or local entity conducts a review and takes appro-
priate action in respect to negative findings, that a Federal agency should not
immediately review the same components and take audit exceptions. The State-
conducted the subject homemaker/chore review in San Francisco in April 1975.
Your offices conducted a follow-on review and is now taking audit exception to-
findings which the State uncovered in the first instance even though the State-
was vigorously and on a timely basis developing control measures to correct
deficiencies in administration. Such Federal practice may become counterpro-
ductive because State and local agencies may become reluctant to identify
findings which would create Federal audit exceptions thereby rendering State -
and local evaluation efforts less effective. Moreover, the practice may not reflect
efficient utilization of scarce Federal, State, and county evaluation staff. The -
State does not question Federal review of other administrative elements not
evaluated recently by State or local agencies. The State would further suggest
that DHEW would find it more productive to follow up State and local reviews -
with a view towards assuring that corrective action is timely and appropriate.

CONCLUSION

DHEW'’s recommendation that the Department of Health should reduce-
prior year claims by $1,694,986 and refund $415,190 is not warranted.
Sincerely,
GARY D. MACOMBER,
Deputy Director for Social Services..
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CALIFORNIA HEALTH AUDITS BUREAU REPORTS ON
SOCIAL AND REHABILITATIVE SDRVICDS SUBMIT-
TED BY GARY MACOMBER*

ITEM 1. AUDIT REPORT OF VISITING HOME SERVICES, INC., AND
HEALTH HELP, INC, SAN FRANCISCO, CALIF. JULY 1, 1975 TO
JUNE 30, 1976

‘CALIFORNIA HEALTE AND WELFARE AGENCY MEMORANDUM, OCTOBER 29, 1976.

‘To: Gary Macomber, Chief, Social Services Division.
From: Department of Benefit Payments.
:Subject : Visiting Home Services, Inc., and Health Help, Inc.

Pursuant to your request, we have examined the available records of Visiting
Home Services, Inc., and Health Help, Inc., located in San Francisco at 450
‘Sutter Street, contract providers for the Homemaker and Chore Program for
ten (10) California counties and four (4) other States during the period from
July 1, 1975, through June 30, 1976. The examination was limited in scope to a
review of financial position, claims statistics, and contract costs.

We are unable to express an opinion regarding the fairness of the financial
.data contained herein because of the absence of records. Also, because the
organizations were nonfunctioning this report must be viewed as a historical
.documentation of a defunct organization. Any conclusions, accordingly, about
the operation of these organizations are susceptible to modification with the
-availability of new and additional supporting information.

Therefore, this is a special review made at your request and should not be
construed to be a full scope audit. Certain recommendations, however, of a
-general nature are being made and will be found at the conclusion of this report.

Jack R, REAGAN,

Chief, Health Audits Bureaw.
STUART M. MANILEY,
Manager, Field Region I,

Sacramento Health Audits Bureau.

{Enclosures.]
INTRODUCTION

BACKGROUND

Prior to January 1, 1974, titles I, X, and XIV of the Social Security Act, as
amended, established grant programs providing Federal financial assistance in
the costs incurred by States for the provision of social services on behalf of
.aged, blind, and disabled persons. Effective January 1, 1974, title VI estab-
-lished a consolidated grant program for social services prevously provided
pursuant to the three titles cited above. On October 1, 1975, title XX replaced
-title VI.

Pursuant to the titles cited above, more specifically title XX, the California
State Plan (Plan) for social services was developed. The Plan authorizes local
welfare departments to purchase social services from nonprofit and proprietary
organizations. Pursuant to the Plan, the following counties in the State of Cali-
fornia had contracts with Visiting Home Services, Inc. (VHS) for services
-within the period from July 1, 1975 through June 30, 1976.

1 See statement, p. 1016.
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Fresno County Plumas County

Imperial County San Luis Obispo County
Madera County Santa Barbara County
Merced County Tehama County

Nevada County

During the period from July 1, 1975, through June 30, 1976, San Francisco
County had a contract for services with Health Help, Inc. (HH), a wholly
owned subsidiary of VHS.

In addition to the contracts with the above nine California Counties, VHS
had contracts with the following governmental agencies within the period from
July 1, 1975, through June 30, 1976. Utah, Department of Social Welfare; Min-
nesota, Office of Purchase Services, Hennepin County; Missouri, Department
of Social Services; and@ Washington, D.C., Assistant Director of Admin-
istration.

SCOPE OF REVIEW

During August 1976 the Department of Health was informed that employee
payroll checks for VHS and HH were not being honored by the bank because
of insufficient funds. The program representatives of the Department of Health
became concerned regarding the financial stability of VHS and HH. This con-
cern resulted in a request to the Health Audits Bureau to perform an audit of
the books and records of the above contract providers of Homemaker and
Chore Services to determine their financial solvency.

The original plan of audit was to perform the following general procedures:

1. Determine the financial position as of August 31, 1976.

2. Verify claims statistics for the period of services from July 1, 1975
through June 30, 1976.

3. Audit for contract compliance and cost for the fiscal year from July 1,
1975 through June 30, 1976.

FINANCIAL POSITIONS

We did not determine the financial position as of August 31, 1976 due to the
following circumstances which indicated VHS was insolvent at August 31, 1976
and the insolvent position would not improve in subsequent months.

We reviewed the unaudited consolidated financial statements of VHS and its
subsidiary, HH, as of June 30, 1976, prepared by David Prince, Certified Public
Accountant. To prepare the financial statements, Mr. Prince reconstructed a
workpaper general ledger from the accounting records made available to him.
The resulting financial statements at June 30, 1976, reflected a negative equity.
Furthermore, in analyzing the statement of operating costs and receipts for the
6 months of January 1, 1976, to June 30, 1976, the conclusion was evident that
the organization showed a negative equity even at the close of 1975; that is,
they were operating at a deficit.

During the month of August 1976, the bank stopped honoring the employee
payroll checks due to insufficient funds. As a result, the employees stopped
performing services and the counties began cancelling their contracts with the
two organizations due to this breach. Without revenue from these contracts
the financial position deteriorated even further than indicated at June 30, 1976,
and on or about September 1, 1976, VHS and HH filed a petition for bankruptcey.

Based on the above circumstances the financial position of VHS and HH was
self evident, and further attempts to ascertain a more precise financial position
would have been futile. These circumstances were discussed with program
representatives of the Department of Health, and it was agreed that a deter-
mination of the financial position was no longer necessary.

CLAIMS STATISTICS

Confirmation letters were sent to each California County and to each State
which appeared to have, or which appeared possible to have, contracted with
VHS or HH for services.

The confirmation letter requested schedules of amounts billed by and paid
to VHS or HH, hours of services billed by VHS or HH and if the respective
agency intended to audit the billings submitted by VHS or HH.
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Telephonic or written communications have been received frdm each county/
State indicating general satisfaction with claims statistics. Two counties,

Fresno and Santa Barbara, intend to audit the local service offices with county
staft.

REVIEW FOR CONTRACT COSTS

Shortly after we began our field work, we determined that we would not be
able to perform an audit as originally planned due to inadequate records,
therefore, we made a review of available records for contract costs. The
scope of this review was limited due to inadequate accounting books and rec-
ords made available to us. Our review included the following procedures for
the period from July 1, 1975, through June 30, 1976.

1. Using the check copies for VHS, we prepared a workpaper schedule of
checks showing a distribution to each county contract, contracts in other
states, Home Office costs, questionable items of cost and payments made to
principal officers and owners.

2. Using check stubs for HH, we prepared a workpaper schedule similar
to the schedule for VHS above. .

3. Using computerized payroll data by Bank of America and Dental Data,
Ine., for VHS and HH, we prepared a workpaper summary of payroll by con-
tract and home office.

4. On a test basis, an attempt was made to trace disbursements to origi-
nal source documents, such as vendors’ invoices and expense claims, however,
we were unable to locate many of the supporting documents.

When requests were made for missing documents, we were told that the
missing documents were with the other supporting documents.

The distribution of costs represented by the check copies and stubs was based
on information included on the applicable check copy or check stub.

A request was made of VHS officials for the general ledger, cash receipts
journal, cash disbursements journal, accounts receivable ledger, accounts payable
ledger and general journal. Of the items requested, only a partial general ledger
was available.

In preparing this report, we are accepting the contract compliance determina-
tions made by the respective contracting governmental agency. The statistics
supplied by each contracting governmental agency is accepted as correct and, if
applicable, is incorporated in this report.

ORGANIZATIONAL STRUCTURE
CORPORATE ORGANIZATION

Visiting Home Services, Inc., a corporation organized under the laws of the
State of California, originally issued 500 shares of stock to Ron Gottheiner (250
shares) and Vivian Gottheiner (250 shares). In December 1972, the stockholders
transferred 100 shares each to Salvatore Marconi. As of August 31, 1976, the
issued and outstanding shares were owned as follows:

Stockholder : . N:’%li%r; of
Ron Gottheiner 150
Vivian Gottheiner _— 150
Salvatore Marconi - 200

Health Help, Inc., originally issued 1,000 shares of stock to Peter Gottheiner
and on January 23,1976, Peter Gottheiner transferred the 1,000 shares to VHS.

Peter Gottheiner held no stock interest in VHS. However as president of both
organizations, and ostensibly only an employee of VHS, he operated both HH
and VHS as sole proprietorships.

HH held the only lucrative contract, and funds from this revenue source
were generally used indiscriminately to finance both personal and business
expenses of both organizations. Statements indicating amounts as owed by
VHS to HH were found. However, the condition of the records was such that
it was impossible to segregate accountability between orgainzations. Funds

‘were shifted back and forth and payments were made from available resources.

Accordingly, our review treats the two organizations as a single entity.
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Peter Gottheiner was president of VHS until June 12, 1976, As a result of an
internal power struggle between Peter Gottheiner and Ralph Gomez, Mr. Gott-
heiner was forced to resign on June 12, 1976. As consideration for Mr. Gott-
heiner’s resignation, Mr. Gottheiner and VHS entered into a written severance
agreement dated June 11, 1976. Under the terms of the agreement, VHS is
required to make the following payments to Peter Gottheiner:

1. Severance pay totaling $25,730 to be paid in five varying amounts be-
ginning on or before June 12, 1976 and ending on or before August 12, 1976.

2. Repayments on or before June 12, 1976, of a $2,500 personal loan owed
to Peter Gottheiner by VHS. .

3. Payment of the remaining $6,000 balance of a personal loan, plus un-
paid interest of $816 as of the date of the agreement, owed to Peter Gott-
heiner and his nominee by VHS. The payments are to be made in monthly
installments of $1,000 per month beginning on August 12, 1976. VHS ac-
knowledged that the note provides for interest at 6 percent per year on the
remaining balance due until fully paid.

The Intelligence Unit of the Investigation Section, Department of Health,
has additional information regarding the capital structure of Visiting Home
Services, Inc., and Health Help, Inc.

MANAGEMENT AND RELATED INDIVIDUALS

Peter Gottheiner was president of the organization until June 12, 1976. His
son, Ron Gottheiner, and daughter, Vivian, are corporate stockholders. Peter
Gottheiner was paid a salary from both VHS and HH and also received pay-
ments represented as expense reimbursements, consultant fees, and loan repay-
ments.

Ron Gottheiner, one of the stockholders, became president of the orgainza-
tion on or about June 13, 1976. Ron Gottheiner was paid a salary from VHS
and also received payments represented as expense reimbursements and loan
repayments.

Peter Gottheiner’s daughter, Vivian, was one of the stockholders and received
payments from VHS represented as consultant fees.

Peter Gottheiner's ex-wife, Eva, and Ron Gottheiner's wife, Jeanie, were
paid salaries by VHS.

The amounts paid to the above individuals during the period from July 1,
1975, through June 30, 1976, are included in schedule 5 and are discussed under
“Review Findings” in this report.

FINANCIAL BACKERS OF VHS

Despite calculations made by the president, projecting a 16 percent net profit
on revenues, the organization's finances appear to have been chronically de-
pleted due to the extraordinary amounts disbursed to Peter Gottheiner for:

1. Salaries (drew wages from both VHS and HH).

2. “Take out moneys’ (consultant fees and loan repayments).
3. Travel and promotion expenses (excessive).

4. Personal expenses (nonprogram related expense).

5. Ex-wife on the payroll (no evidence of employment).

In addition, the expansion of the business through new contracts created a
demand for additional capital needs to support the organization until initial
contract revenues were received. Accordingly, it became necessary to obtain a
financial backer to underwrite the cash balance necessary to continue expand-
ing operations. )

Salvatore Marconi, a San Francisco restaurateur, became involved as a
financial lender to VHS in November 1972 and continued supporting YHS until
November 1973.

Ralph Gomez became involved as a financial lender to VHS in August 1975,
supplanting Mr. Marconi, and continued supporting VHS wuntil August, 1976.

Mr. Marconi and Mr. Gomez were financing current operating cash require-
ments on an ‘“‘as needed” basis.

Mr. Gomez received payments from VHS represented as consultant fees. The
amounts of these consultant fees are included in schedule 5 and are discussed
under ‘“Review Findings” in this report.
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REVIEW FINDINGS

GENERAL COMMENTS

The only substantially complete accounting books and records available to
us were the check copies for VHS, the check stubs for HH and the computer-
ized payroll data. The accompanying schedules were based upon these records
and we were not able to substantiate that actual payments were made and/or
that the payments indicated were for the purposes stated in these records.

We began our field examination on August 31, 1976, however, all of the
accounting employees had terminated before August 30, 1976. Therefore, the
only individuals available for questions were Ron Gottheiner and, occasionally,
Ralph Gomez and Peter Gottheiner.

The following review findings for the period from July 1, 1975, through June
30, 1976, are based upon the accounting books and records enumerated above,
auditors’ observations, and inquiry. These findings are detailed in the order
corresponding to the accompanying schedules and are identified herein by the
applicable schedule heading.

COST BY CONTRACT (SCHEDULE 1)

The Schedule of Costs by Contract shows the amounts of direct costs and
two line items for home office costs allocated to the contracts.

The basis used to distribute direct cost to the contracts was the information
contained on the check copies of VHS, check stubs of HH and the computerized
payroll data.

HOME OFFICE COST ALLOCATION (SCHEDULE 2)

‘We . sent confirmation letters to all of the contracting governmental agencles
requesting the number of hours of services applicable to the period under
review. We did not receive a response from some of the agencies, therefore,
the total hours of services, provided by VHS and HH, could not be used as a
basis for allocating the home office costs. We used, instead, direct salary costs
as a basis for allocating the home office costs since the direct salaries were
related to the hours of service provided.

The Schedule of Home Office Cost Allocation shows the allocation of the
home office costs (schedule 3) considered to be necessary, reasonable and pro-
gram related, and the allocation of questionable home office costs (schedule 4).

HOME OFFICE COSTS (SCHEDULE 8)

The costs included in the Schedule of Home Office Costs are costs which
appeared to be reasonable, necessary and program related and which are not
identified as direct contract costs. These costs do not include the cost items
shown in the Schedule of Questionable Home Office Costs (schedule 4). How-
ever, due to the lack of adequate substantiating documentation we were unable
to adequately perform the audit procedure of vouching costs, therefore, some
costs included herein may not actually be necessary or program related. Alter-
nately, there are some costs included in the Schedule of Questionable Costs
which are program related, such as salaries for Peter Gottheiner and Ron
Gottheiner. However, we are not in a position to determine the portion of the
salary amounts which are reasonable, necessary and/or program related.

QUESTIONABLE HOME OFFICE COSTS (SCHEDULE 4)

The costs included in the Schedule of Questionable Home Office Costs are
costs which we were not able to verify as necessary, reasonable and/or pro-
gram related or costs which may have been the result of multiple payments.

Comments regarding the salaries, consultant fees, travel advances and reim-
bursements, national credit cards, direct charge accounts and ex-wife on the
payroll are included in the section for “Distributions to Principals” and the
costs are also included in schedule 5. °

Included in Peter Gottheiner's expense claims are allowances for the use of
his home and resident telephone for business. Due to the lack of supporting
documentation and the limitation on audit time, we were not able to substan-
tiate the amounts claimed for his home and private telephone.

87-469—77——16
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These questionable costs have been allocated to the various contracts as a
separate item, are specifically identified in the Schedule of Home Office Cost
Allocation (schedule 2) and are shown as a separate line item in the Schedule
of Costs by Contract (schedule 1).

DISTRIBUTIONS TO PRINCIPALS (SCHEDULE 5)

Peter Gottheiner was paid salaries of $24,000 by VHS and $29,000 by HH for
a total of $53,000 during the period. In our opinion, the salary for the period is
excessive and, for this reason, 100 percent of the salaries paid to Peter Gott-
heiner is also included in the Schedule of Questionable Home Office Costs
(schedule 4).

In addition, Peter Gottheiner was paid $58,815 as expense advances and
reimbursements during the period. Some of the expenses claimed for reimburse-
ment were identified as purchases from tobacco shops, flower shops, liquor
stores, et cetera. Other major expenses were identified as personal expenses at
local San Francisco hotels and restaurants. Many of the expense items are
susceptible to duplicate payments by VHS or HH through reimbursement of
expense claims and through direct payment on national credit card and direct
charge accounts. Expense advances paid to Peter Gottheiner could also have
been paid through expense claims reimbursements, thus resulting in possible
duplicate or triplicate payments. Since we did not have access to a general
ledger and/or all of the expense claims, we were not able to verify if reim-
bursements were proper. For this reason, part of the expense advances and
reimbursements are also included in the Schedule of Questionable Home Office
Costs (Schedule 4).

Furthermore, Peter Gottheiner was paid $43,100 as consultant fees during
the period. In our opinion, if an individual is receiving a salary for services,
the individual is not entitled to consultant fees from the same entity.

Also Peter Gottheiner received $81,168 stated to be loan repayments during
the period, however, we did not find any evidence that Peter Gottheiner loaned
any funds to VHS or HH.

* Ron Gottheiner was paid a salary of $25,875 by VHS and $2,500 by HH for
a total of $28,375 during the period.

Furthermore, Ron Gottheiner received $8,300 stated to be loan repayments
during the period. However, we did not find any evidence that Ron Gottheiner
loaned any funds to VHS. '

Vivian Gottheiner received $1,875 for consultant fees during the period.
However, we did not find any evidence that Vivian Gottheiner performed any
services as a consultant.

Bva Gottheiner, Peter Gottheiner’s ex-wife, received $11,000 represented as
salaries during the period. We did not find any evidence that Eva Gottheiner
was actually an employee. Based on a letter to the firm’s attorney, dated No-
vember 23, 1975, Peter Gottheiner considers Eva’s salary as a personal benefit
to him. For this reason, the total paid to Eva Gottheiner is also included in
the Schedule of Questionable Home Office Costs (Schedule 4).

Jeanie Gottheiner, Ron Gottheiner’s wife, received a salary of $10,400 during
the period. While it appears that she was active in the organization, the extent
of her duties was not substantiated. Therefore, this salary is also included in
the Schedule of Questionable Home Office Costs (Schedule 4).

Ralph Gomez was paid salaries of $5,000 by VHS and $3,750 by HH for a
total of $8,750 during the period. Furthermore, Ralph Gomez received $50,432
for consultant fees during the period. Based on inquiry, Ralph Gomez came
into the office for approximately 1 hour each day to review the cash receipts.
We were not able to verify the services, if any, performed by Ralph Gomez.
Therefore, only the salaries paid were included in the Schedule of Questionable
Home Office Costs (Schedule 4).

Tt should be noted that those items included in the Schedule of Questionable
Costs include costs that may be legitimate to the program, but are either un-
substantiated or excessive in our opinion. In no case are payments for con-
sultant fees or-loan payments, as reflected in schedule 5, considered to be le-
gitimate costs. Therefore, amounts reflected in schedule 5 for consultant fees
and loan repayments are not included as costs in any schedule of this report.
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CoNcLusioNs aAND RECOMMENDATIONS

CONCLUSION

Based on data examined, we determined that further auditing of Visiting
Home Services and Health Help would be of no value to these organizations nor
would it be of value in developing any additional program improvements.

RECOMMENDATIONS

One: A more timely audit is needed when weakness are observed regarding
contract providers. In April 1975, Mr. George Elich, chief of the field review unit,
Department of Health, issued a report stating problem areas regarding the San
Francisco County contracts. In addition, the Department of Health, Education,
and Welfare—HEW—issued a report on San Francisco County homemaker
contracts dated July 2, 1976, to the Department of Health. The HEW report
stated problem areas in the San Francisco County homemaker and chore pro-
grams regarding three specific contractors identified only as contractors A, B,
and C.

Upon close review of the HEW report and with very little background
knowledge of the specific contracts in San Francisco County, contractor A can
be identified as Health Help, Inc.

This is the second time within 5 years that an organization headed by Peter
Gottheiner, and heavily involved in providing medical or social benefits under
governmental programs, has sought refuge in bankruptey action. Some $39,000
in audited overpayments is still due the State of California from California
Coordinated Healthecare Services, Ine. for services provided under title XIX.
Other amounts are due the medicare—Federal—program from the same or-
ganization.

Two: The counties should be required to monitor their respective contracts:
and contractors. The counties appear to be placing too much reliance on lowest
bids without sufficient investigation of the financial stability of the contractors.
Continuing contracts such as those in San Francisco County should not be
allowed.

Three: The State should perform audits of the counties and contractors:
within the social services program, to protect Federal and State funds.



SCHEDULE 1.—VISITING HOME SERVICES, INC., AND SUBSIDIARY SCHEDULE OF €O

STS BY CONTRACT FOR PERIOD FROM JULY 1, 1975, THROUGH JUNE 30, 1976

California counties

Other States

Fresno  Imperial Madera Merced Nevada Plumas

San Luis
Obispo

San

Fransicco

Santa
Barbara

Minne-
Tehama sota

Washington
D.

Missouri Utah

Direct costs:

Salaries. oo _aaaaoe $303,225 §185,520 $125,574  $178,738 $3,023  $47,498 $72,491 $436,184  §$256,618  §74, 382 §100,208  $93,631  $823,266 $5, 114
Rent_.__ 1,759 2, 002 900 700 400 45 2,370 7, 364 1,503 , 500 1,607 1,060 11,808 _____ ...
Telephone___ 4, 469 1,928 3,107 1,097 n7 , 947 3,066 1,252 1,951 3,538 19,721 50
Auto and travel . oo oo ooaaoem 9, 660 324 17 oo VA3
Supplies_._. 12,231 3,504 8,016 815 1,959 3,355 21,782 1,993
Legal - o oo oo mccemmmmmmmmemo— e nmome [0 71 e YRR Rt P R
Insurance. - - R V- T || RN 29, 246 358 ieanna [ S 6,732 -
Miscellaneous - - - .-~ 2,139 37,796 oo 30 382 2715 6,798 o _oooo-
Accounting:
oo ee e oem e eeem e em e em e mmnmemcmmmm e em s ennmmemnmnameceemzane 818 oo T T
W. Lander..
Travel and PrOMOtION - - - <o oc e mmmmmmomommmemmmsmommmsmemo=os oo asmseosossooTooes e
Total direct costs. ....- 413,848 194,374 132,833 187,558 4,484 49,711 83,168 539,853 269,885 78,550 106,159 101,859 892,570 7,157
Allocation of home office costs
deemed program related
(schedule 2) o oo--- 62,627 29,547 19,999 28, 467 481 7,565 11,545 69, 469 40, 870 11, 846 15, 960 14,912 131,117 814
Total costs  before
questionable home
. office costs......._. 476,475 223,921 152,832 216,025 4, 965 57,276 94,713 609,322 310,755 90,396 122,119 116,771 1,023,687 7,971
Allocation  of questionable
home office costs (schedule
) S, 20, 860 9, 841 6,661 9, 482 160 2,520 3,845 23,139 13,613 3,946 5,316 4,967 43,672 21
Total costs. .......... 497,335 233,762 159,493 225, 507 5,125 59,796 98,558 632,461 324,368 94,342 127,435 121,738 1,067,359 8,242

¥0cl1
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SCHEDULE 2.—VISITING HOME SERVICES, INC. AND SUBSIDIARY SCHEDULE OF HOME OFFICE COST ALLOCATION
FOR THE PERIOD FROM JULY 1, 1975, THROUGH JUNE 30, 1976

Home office costs

Allocation basis- -
salaries (fiom  Program related Questionable (fiom

Contractor schedute 1)  (from schedule 3) schedule 4)
$178,738 $28, 467 $9, 482
72,491 1], 545 3,845
47,498 7,565 2,520

393,225 62, 627 , 86

X 481

74, 382 11, 846 3,946
125,574 19, 999 6, 661

185, 520 29, 547 84
256,618 40, 870 13,613
436, 184 69, 469 23,139
823, 266 131,117 43,672
100, 208 15, 960 5,316
93,631 14,912 4,967

s 814
2,795,472 445,219 148,293
"To schedule 1 To schedule 1
Allocation factors:
Total home office costs deemed to be program related
(schedule 3) divided by total salaries____ - ceoeeaiaaaaan . 15926434 i
Total questionable home office costs (schedule 4)

divided by total salaries. ..o oo mmmmmm—eme oo - . 05304757

SCHEDULE 3.—Visiting Home Services and subsidiary schedule of home office’
costs for the period July 1, 1975, through June 30, 1976

Amount
Salaries (excluding executives). - §$88,479
Rent o~ 7,332
Telephone - 29,122
Auto expense____.._ 9, 501
Supplies __._. — - 19, 638
Legal fees - 83, 557
Insurance 92, 910’
Miscellaneous - - 76, 927
Accounting :
V. Harvey 20,192
W. Lander___ - 11,018
Travel and promotion 6, 543
Total home office costs (to schedule 2) - 445,219

SCHEDULE 4.—Visiting Home Services and subsidiary schedule of questionable
home office costs for the period July 1, 1975, through June 30, 1976

Amount
Executive salaries__ $111, 525
Travel and promotion 36, 768

Total questionable home office costs (to schedule 2) oo 148, 293
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"SCHEDULE 5.—VISITING HOME SERVICES, INC. AND SUBSIDIARY SCHEDULE OF PAYMENTS TO PRINCIPALS FOR

THE PERIOD JULY 1, 1975, TO JUNE 30, 1976

Peter Gottheiner Ralph Gomez Vivian Ron Gottheiner Eva Jeanie
— —— Gottr oo Got- Got-

Visiting Visiting  heiner, Visiting  theiner, theiner,

Health Home  Health Home  Health  Health Home  Health Health
Help Inc.  Services Help Inc.  Services Help Inc. Help Inc. Services Help inc. Help Inc.

Salaries....______ $29,000 $24,000  $3,750  §5 000 ___.______ $2,500 $25,875 $11,000  $10,400
Consultant!______ 7200 35900 18,182 32,250 ~ $i 875 -
Loan repayments!. 60,225 20,943
Travel and

promotion______ 40, 230 18,585

Total..___. 136,655 99,428 21,932 37,250 1,875 2,500 34,175 11,000 10, 400

ltl'hese categories of payment are not considered reimbursable nor program related and are therefore not included as
costs.

[Attachment A}

STATE OF CALIFORNIA HEALTH AND WELFARE AGENCY,
DEPARTMENT OF HEALTH,
Sacramento, Calif., March 26, 1976.

Nine counties were warned today by the State Department of Health that
Visiting Home Services, Inc., of San Francisco may be in financial difficulties
so severe that the aged, blind, and disabled persons who depend upon the com-
‘pany for in-home services may be in trouble.

Welfare directors in Tulare, Tehama, Fresno, Santa Barbara, San Francisco,
JImperial, San Luis Obispo, Plumas, and Madera counties were advised by tele-
:gram that VHS employees in two counties recently have been paid with checks
that failed to clear even though some were submitted for payment a second
time.

State Health Deputy Director Gary Macomber said attempts to telephone
company officials in San Francisco to discuss VHS’ financial condition have
met with no success. Clerical employees who responded to calls advised Depart-
ment of Health staff that no officials were available but did offer to relay mes-
sages to them.

The program,. financed by a combination of State and Federal funds, pro-
vides services to those persons who can retain a high degree of personal inde-
pendence only when some outside assistance is available to them. Domestic
services are often the key to keeping such persons from becoming nursing home
residents. Routine housekeeping, food preparation, and shopping for necessities
are typical of the assistance provided to them. Also important is personal care.
Assisting the person to get out of bed, to bathe, to exercise, and perform other
routine items connected with daily living are typical of their needs.

More seriously disabled persons can also receive health-related service. A
person recovering from an operation and living at home or a permanently dis-
abled person are typical of individuals who receive such care.

The program is an outgrowth of California’s attendant care program which
began in 1968 and was transformed into the in-home supportive services pro-
gram in January 1974 by State and Federal legislation. It is administered by
«each county with 24 counties choosing to contract with outside agencies to pro-
-vide direct services to clients.

At present, there are almost 70,000 California residents enrolled in the pro-
gram and the current State budget allocates approximately $100 million to it.

This year’s financial allocations to the nine counties and the average num-
ber of individuals receiving service on a monthly basis are as follows:
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Financial Number of
County allocations individuals
TUIATO oo eeeee e e e e cmmmmm e e e mmeemmmmmmmmeem o mmmmee oo s emes $1, 244, 568 1,273
Tehama._ 123,088
FrESN0. - oo e ccevmmmmmmcmeem=—emmmmemc—cem—emamam === 1,012, 400 700
Santa Barbara. . 535, 000 594
San Francisco._. 561, 024 314
Imperial __...__... 282,372 179
San Luis Obispo. 332, 849 351
Plumas____ 120, 000 45
Madera____ 54,539 246
TOtBS - o - oo ecemm e e smmmmmmmmmeemmemmmes e e————man e 4, 265, 840 3,828

The text of Macomber’s telegram is: “Information which has come to my
attention which indicates that Visiting Home Services, Inc., has failed to meet
some payroll obligations. Because this threatens an interruption of Home-
maker/Chore services to aged and disabled recipients in your county, you
should immediately verify the situation with regard to this firm’s performance
and compliance with the terms of your contract.

“If nonperformance is discovered you ghould immediately seek advice from
county counsel to determine the county’s position in enforcing performance or
terminating the contract.

“You also should take those steps necessary to insure that service to recipi-
ents is not interrupted. The Department of Health will assist you, if necessary,
to assure continued service to your recipients.

“Please keep this Department advised of developments on a current basis.”

[Appendix B]
Avucust 6, 1976.
Re National Home Care, Inc., financial statements.
Hon. BoARD OF SUPERVISORS,
County of San Diego,
County Administration Center,
San Diego, Calif.

DeAR MR. CHAIRMAN AND MEMBERS oF THE HONORABLE BOARD, Subsequent to
the financial statements of the above-captioned corporation da