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SCHEDULE OF CERTAIN ELECTED OFFICIALS

AS OF SEPTEMBER 30, 1998
ELECTED QFFICIALS TERM OF OFFICE SURETY AMOUNT PERIOD
ssionors

Marold C. Butchor 01/01/95 - 12/31/98 A $5,000 o)
Themas M. Ferrall, Jr, 01/03/97 - 01/02/01 (B; £5,000 (D)
Nancey C. McKeen 1/02/97 - 01/01/01 (A) 85,000 ©)

01/02/87 - 01/01/01 (C) $5,000 (o)
County Ayditor

Appointed o Unexpired Torm
Jude T, Hammond 07/13/98 « 03/08/99 (B) $20,000 (D) ]
Statutery Local Counsol

Kevin J. Baxter 01/06/97 - 01/05/01 (B) S 1,000 D)
Prosocuting-Attorney of Erie County :
247 Coiumbus Avenue, Suite 319

Sandusky, Ohio 44870-2636

(A) USFEG Casualty

(B) Ohio Farmers Insurgnee Company
(C) Auto-Owners Mutual Insuranco
{D) Concurrent with term

* Ms. McKeon has twe bonds.
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)\ STATE OF OHIO ey
e OrTICE OF THE AUDITOR Columbus, Ohlo 432161140
HE IR :

Wn JimM PETRO, AUDITOR OF STATR Teleplione  hld=dtebmel 514
ERES NOO-2H2-0370

Facslimile  814=dtiwdilul
REPORT OF INDEPENDENT ACCOUNTANTS

Erie County Board of Commissioners
Erio County

2900 Columbus Avenue

Sandusky, Ohio 44870-5554

Pursuant to our Letter of Arrangament dated Novembor 1, 1998 which was amended on April 29, 1999
10 rovisa two of the six original procedures, we have conducted a Special Audit and performed the
procedures summarized below, and detailed in our “Supplement to the Special Audit Report”, which woro
agroed to by you, for the period January 1, 1997 through September 30, 1998 (the Period). Theso
procedures were performed solely to detarmine if Erio County (the County) had been improperly double-
billed for pharmaceuticals and/or medical supplies. We also attemptled to determine whethar the County
had been billed only for pharmaceuticals and/or medical supplies which wara received, and that billing was
made in-accordance with established contract rates. In addition, we performed procedures to determine

- if a conflict of Interest existod among the former Administrator and former Director of Nursing at the Erio

County Cara Facility (the Care Fagility), and the owners of Pharmed Corporation and Bay Pharmacy.
Lastly, wo performed procodures to determine if personal proporty of the Care Facility residents had boon
misappropriated. This angagement to apply agroed-upon procedures was performed in accordance with
standards established by the American Institute of Certified Public Accountants, The sufficiency of the
procedures is solely the responsibility of the specified users of this report, Conseguentiy, we make no
roprosentations regarding the sufficlency of the procaduras described below, either for the purpose for
which this report has been requestod, or for any other purpose. The procedures wo performed are
summarized as follows:

1. Wo reviewed the operational policies, procedures and practices which were exercised by the County
on behalf of the Care Facllity for the Period to detorming what procedures wore in place relaied to the
purchase and receipt of invontory and pharmaceuticals, payments to providers, and the subsequent
hillings to outside agencies (e.g., Medicare and/or Medicaid).

2. We ontained and reviowed invoices, packing slips, and veuchers related to medical products provided
by Pharmed Corporation and pharmaceutical products provided by Bay Pharmacy, to determine
whether the Care Facility had been double billed for ltems orderod for Medicare, Medicaid, and/or
privato pay residents.

. 3. We reviewaod billing statements received from Bay Pharmacy and Pharmod Corporation to datermine

the Caro Facility was billed only for items received, and if applicable, in accordance with astablished
contract rates.

4. Wo obtoined background information to determine if the former Care Facility Administrator and/or
former Diractor of Nursing had a conflict of interest with the owners of Pharmod Corporation and Bay
Pharmacy which affectod the award of contracts,

Sewn,
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SUPPLEMENT TO THE SPECIAL AUDIT REPORT

BACKGROUND INFORMATION

irvlate Soptomber 1898, the Erie County Sherift (John E. Magnuson) contacted the Auditor of State's
Cifice rogarding potential irregularities revolving around business transactions conductec between the
Erio County Care Facillty and the Pharmed Corporation of Westlake, Ohio, and a "sister” business of
Fharmed Corporation, Bay Pharmacy, These potential irroguiarities included double billing for
mecications supplied+o the Care Facillty, and billing at cifferent rates for the same medications, Attached
to Sherift Magnuson's correspondence was documentation prepared by Fran Nealy, Diragtor of Nursing,
regarding:an Intomal review which she conducted of transactions betwoen the Care Faellity and Bay
Pharmacy'in July 1998..- - . '

Inaddition to Sheriff Magnuson supplying the results of Ms, Neely’s intarnal review to the Auditor of State,

Ms: Neely-had also forwarded the-results.of her investigation to the Attorney Genearal Medicaid Fraud

- Control Unitand the'State Board of Pharmacy. Each of these entlties comploted their own review of Ms,
Neely's-allegations. ' . =+ ‘ L ' :

Tho Aitorney General Medicaid Fraud Control Unit stated “none of the information provided by Neely in
any way suggests Medicaid fraud, nor is it indicative of Medicald over-payments.”

The results of the State Board of Pharmacy review found *none of the documents provided show
conclusively that any of the above allegations are true” and “Many of the issucs are a dispute between
Pharmad/Bay Pharmacy and the County Care Facility.”

‘Ms. Neely aiso discussed her results of the July 1998 transaction review with officials at Bay Pharmacy,

who then performed their own roview of activities billed to the Care Facllity. Based on Bay Pharmacy's

roviow, crodits in tho amount of $538.49 were issued to the County for instances whore Bay Pharmacy
agreed with Ms. Neely's ¢concerns.

in & lotter dated September 29, 1998, Sheriff Magnuson requested that a special audit be performed at
tho Care Fagility.

Also a lettor datod September 30, 1998, from the Prosecuting Attomey of Erie County (Kevin J. Baxtar)
to the Auditor of State’s Qffice, stated “a strong pessibiiity of fraudulent activity” had occurred at the Care
Facility, but no spocific allegations were communicated. The correspondence receivad from Prosecutor
Baxtor roguosted the Auditor of State perform a special audit ¢f the Erio County Care Facifity,

On Octobar 1, 1998 we recoived a letter from the Erle County Board of Commissioners asking the Auditor
of State to proceed with a special audit of the Care Facility.

These matters were brought before the Auditor of State’s Spezial Audit Committoe in early October, 1958,
whera a decision was made 10 initiate a special audit.

Ouring the performance of this engagement, the Erie County Care Facllity could not provide us with all
order ‘{orms and packing slips to support services provided by Pharmed Corporation and Bay Pharmacy.
Accitionally, computerizod inventory reports and bid proposals for the purchase of gloves were not
maintained on file at the Care Facility. Through interviows with Cara Facllity personnel, two employees
alleged the former Administrator and his assistant had been romoving records from the Care Facility, and
paper shiredding had increased significantly as the financial audit of 1997 approached. (The period for
the County’s 1997 financial audit was January 1, 1897 through December 31, 1997, Audit fieldwork for

* Erie County Care Facility 4



SUPPLEMENT TO THE SPECIAL AUDIT REPORT
RELEVANT INDIVIDUALS AND ENTITIES

Judo Hammond, Erie County Auditor

Kovin Raxtor, Prosecuting Attorney of Erie County

Gary Lickfglt. Asgistant Prosecuting Attomey of Erie County

Torri Griffith, Assistant Prosecuting Attornoy of Erig County

Harold Butcher, Erie County Commissioner

Thomas F;arreﬂ. Erie County Commissioner

Nancy McKeen, Erle County Commissioner

Harry VandeVoide, Forrer Administrator, Erie County Care Facility
Cyd Jameyson, Fonnér Diroctor of Nursing, Erie Ceunty Caro Facility
. Brad Storer, Administrator, Erie County Care Facility

Fran Nooly, Currant Director of Nursing, Erie County Care Facility
Bay Pharmacy (David Coury, Director of Operations)

Pha‘rmed Corperation (Elijah Coury, Prasidant)

Erio Cqunty Care Faeility



SUPPLEMENT TO THE SPECIAL AUDIT REPORT
'GLOSSARY OF FREQUENTLY USED TERMS

Medicare A: When a rgsident requires above intermediate cara, and has had a three-day prior
hospital stay, the rosident qualifies as a Medicare A "skilled patient,” Thisis similar
to hospital insurance covorage.

Modicaro B: Medicare B is similar to medical insurance coverage. In addition to visits with a
physician, Modicare B providas coverage for outpatient therapy and medical
supplies,

Privato Pay: The resident has private insurance, and is not covered by eithor Medicare or
Medicaid,

Formulary: Prescription drugs which are included as allowable items in the Medicaid insurance

system. The County is not responsiblo for payment of prescription drugs on the
Medicaid formulary. '

Non-formulary: Contrary to formulary drugs, the non-formulary items are those items proscribed
by a physician which are not inciuded as an allowable cost by Medicaid. For most
non-formulary itams, a generic equivalent is available which is likely to be included
in the Medicaid formulary. The County Is rasponsible for making payments to its
pharmaceutical provider for nen-formulary Medicald drugs. Medicaid does not
raimburse tho County for inese expenses.

Average Wholaesalo Prico (AWP): Most prascription drugs and medical supplies are packaged by
various suppliers, each of which charges a slightly differont price for
its product. Several publishing companies compile these different
pricas and arrive at an “average” price, which Is then labeled

“average wholosale price.”

Usual, Customary, Reasonable

{UCH): This is the amount set by Bay Pharmacy to charge the County for
prescription drugs for the Medicare residents. Bay Pharmacy has
set its UCR by adding a dispensing fee to the average wholesale

price.

Modicare UB-92 Cost Reports:  The UB-82 Mecicars Cost Report is a detailed report on each
resident, which identifies the individua! charges incurred monthly for
each rasigent, including room and board, pharmaceuticals, and
madical supplies for each particular month, Persennel at the Care
Facllity compite the inforration for these reports each month.

Medicare Financlal Part ALog:  This log is prepared oach month by personnel at the Care Fagility.
It documents the Medicara residents who are considiared as skilled
carg. The residents’ namas, number of days of skilled care
sarvices, and total chargos for routine services and drugs/supplies
are presentod on these iogs, which are submitted to Medicare with
the UB-92 Cost Raeports each month, Medicare reimburses the
Care Facility a set per diem for each patient, and all remaining
charges aro absorbed by the County.

Erie County Caro Facility 7



SUPPLEMENT TO THE SPECIAL AUDIT REPORT

SUNMMARY OF BESIILTS

{!SSUE 1 = Procedures for Purchasing and Rocolving

Wo reviewed operational policies, procedures, and practices which were exercised by the County on
behalf- of the Care Facility, to determine what procedures were in place related o the purchase and

« rocelving of inventory and pharmaceuticals, payments to providers, and the subsequent billings to outside
agencles (o.g., Medicare and/or Modicaid).

PROCEDURES

Wo intervievied Valerie Rimboch, Accounting Clerk IlI, on April 21 and 23, 1999, and on May 12, 1999,
10 discuss billing procodures. We also interviewed Cherilyn Mead, Nurse Alde/Supplies Clerk, on
Docember 9, 1998, to discuss procedures for ordering and recelving pharmaceuticals and/or medical
supplios. We also spoke with Donna Willman, Accounting Clerk 111, and Fran Neely, Director of Nursing,
on May 1Z, and May 14, 1999,

RESULTS

1. Valerie Rimboch, Accounting Clerk 111, provided us with Information regarding billing procedures. We

loarned tho County is responsible for making payments to the pharmaceutical provider for drugs which

aro notin the Medlicald formulary, In other words, tho County is not able to seek reimbursement from

Modicaid whan Medicaid residents receive items which are deemed not to bo included in the Medicald

formulary. Forthose items which are includod on the Medlicald formulary, tho pharmaceutical provider

(in this case, Bay Pharmacy) bills directly to Medicaid and recelves relmbursemont directly from
Modicaid.

2. Rosidents with private insurance are billed directly by the pharmaceutical provider (again, Bay
Pharmagy), and the County is not provided billing information for these residonts.

3. Thopharmacoutical provider also bills the County for residents classified as Medicare A (a.k.a. “skilled
Modicare"). Forthese Modicare A residents, the Care Facility requosts reimbursement fram Modicare,
by completing a standard UB-92 Medicare Cost Report,

Ms. Rimboch also reviewod procedures related to billing for medical supplies. The County’s medical
supply company (during our audit period, Pharmed Corporation) bills the County for all supplies with
tho oxceptien of Medicare B residents, which Pharmed Corporation bills directly to Medicare.

$=

5. Cherilyn Mead, Nurse Aide/Supplics Clerk, stated that orders are faxed or phoned to the
pharmaceutical andior medical supplies companies. Packing slips are received with detiveries, and
these packing slips are compared to the actual shipment to ensure all tems have been appropriately
delivered. Although packing slips are signed by the employse who is reconciling the slips to the
shipment, the Care Facllity copy of tho packing slips aro not always maintained, and the omployees
at the Care Facility wero unable to provide us with these documents. Consequently, we issued
subpoenas through the Erie County Prosecutor's office to the providers of both the pharmacauticals

irie County Care Facility 8



SUPPLEMENT TO THE SPECIAL AUDIT REPORT

und modical supplies for the Caro Facility during the Period. The County’s Record Retention Policy
did not address retaining these documents.

6. Two omployees alleged the former Administrator and his assistant had been removing records from
the Care Facility, and paper shredding had incroased significantly as the financial audit of 1997
approached (as stated previously, fiold work for the financial audit of the period ending 12/31/97
began on Novernber 12, 1997 and continued through September 3, 1598). One of these employoes
told us the amount of paper being shredded was not consistent with amounts that would be expected
if shredded documents consisted only of handwritten memos and errrs in printing. Although we
cannot conclusively state what documents were shredded, the Care Facility was not able to provide
us with all erder forms, packing slips, and inventory reports we requested to perform these agreed-
upon procedures.

7. Employeos of the Care Facility stated that packing slips and orders had not been maintained at all
times because the employoes wore not aware that such documents should be kopt on file, Ms. Mead
also infermed us that she had not been keeping the receiving and disbursement reports produced by
the computer’s inventory systom because she had never been told to retain such documents,

8. Wo alse inguired as to whethor any of the employoes reconciled the signed packing slips with the
invoices, but we rocelved conflicting responses, including one employee who did not know If this
procedure was being performed. Another smployeo stated this was performed beginning in mid-1998,
howevar any notations on the packing slips (a.g.. credit information, returned or not received
madications) were not considered when reconciling the packing slips to the invoices, A third
employee informed us that invoices were “spot-checked” against packing slips.

9. Wo found that there is no detailed procedure/policy manual at the Care Facility, detalling the
precesses that are required t0 be performed for purchasing, recoiving, and dispensing drugs and
medical supplios, as well as billing and inventory procedures.

NON-COMPLIANCE CITATIONS

Chio Revised Code Section 149.351 states all records are the property of the public oHice and shall not
'bo remioved, destroyed, mutilated, transferred, or etherwise damaged or disposed of, in whole ot in pant,
oxcept as provided by law or under the rules adopted by the rocords commissions provided for under Ohio
Rovisad Sections 149.38 to 149,42, The Caro Facility employees did not retain records in accordance
with the alorementioned provisions. Numerous rocords, including order forms and packing slips, had
beoon destroyed or were lost, and therefore Care Facility personnel were not able to present us with these
documents for our audit, Procedures should be formulated and a filing system should be established that
will provide the mechanism for all records creatod by the Care Facillty to be filed and maintained.

MANAGEMENT COMMENTS
Malatonance of Documents

Many of the documents supporting medical supplies and pharmaceutical purchases could not be located
by the Caro Facillty porsonnel for our audit period, In addition, many of the inventory medical supplios

* Erie County Care Facility 9



SUPPLEMENT TO THE SPECIAL AUDIT REPORT

reports could not be located. " These documents ‘are the support for the purchasing, receiving, and

dispensing.of the. abeve products and arer an important part of the control process. The, lack of such

rocords could result in errors being made in the arnounts that are billed to or billed by the Care Facillty,

thereby' rosulting "in” potential overpayments from-the County to the pharmaceutical and/or’ medical

supplias vendor(s). ' We recommenc all documents. supporting purchases and all raports generated by

the ‘computer inventory software be maintained at the Care Facllity, and flled'in chronologlical order;
L L

g H %Rtnl ition

The Schsdulo of‘Recorda Retention: and Disposition does notaddress any of the documents processed
at the'Care-Facility. The Care Facility was not able'to provide all decuments which we requested to
verform our audit. Many documents had been destoyed or were missing. By not rotaining vital
doturnents 1o support tho purchase of pharmaceuticals and medical supplies (e.g., order forms, packing
slips, -etc.), the Care: Facllity is'not able to substantiate that itoms ordered were received, that orders
shipped werg completo, and that the invoices are inclusive of all items recelved, We recommend the
County 'updats the current Schedule of Records Retention and Disposition document 10 include, at a
minimurn, order fmms. packlng Gﬂpo. voucher support vouchars, und mvontory reports processad atthe
CamFacIIity . 5 ;
R e i T ‘..’ . : . : R

] f' 'i"nl

. The CareFecility does not reconclie the pharmaceutical'and medical supply packing slips to the invoices
on.a-regular basls. This is-an-important control te ensure the Care Facility is only billed for what they
roceived,-and to ensure the Care Facility is taking advantage of all credits due the County, This-lack of
roeconciling relevant documents related to receiving and purchasing goods could resultin the Care Facllity
paying-for.products they-did not recoive, or failing to take all applicable credits due, To strengthen
controls. cver the paymaent process, we recommend each month, prior t¢ making payments on each
monthly invoice, the Care Fagility compare the packing slips 10 the appropriato monthly invoice, and note
any variance.concerning.the.quantity received and quantity billed on.the invoice. Additionally, the Care
Facility shouid maintain a log of. credlts incurred during' the momh. and reconcile such log to the lnvcices
pnor to. authonzlng paymams. -

A Y LI |

. Policy/Pr in :

The-Care Facliity does not have a policy/procedure manual detailing the various processes that need to

bo:parformod for purchasing, recelving, disponsing, and billing, and the Inventory reports that need to

ba generated. ‘A policy/procedure manual is an important part of the control process because it outlines

. tho-exact procedures that must be porformed and who is rosponsible for those procedures. Without a
policy/procedure manual, there Is no clear instruction for the performance of routine tasks at the Cure
Facility,;-and the staff have no source of reference whon thoy oxperlence uncertainty, We recommend
the Care Facility comprise a policy/procedure manual that details the procedures and processesthat need
to be.performed for ihe purchasing, receiving. dispensing, and subsequent billing of all medical supplies

~and pharmaceuticale. This manual should aiso state what pesition or porson s responsible for each
procass or procedure. This manual should be given to all personnel who are invelved In any of these
areas, and should be updated periodically.

- Erio County Caro Fagility 10



SUPPLEMENT TO THE SPECIAL AUDIT REPORT

RESULTS

1‘

o

With regard to Pharmed Corporation supporting documantation, the Caro Facllity had retained
packing slips and order forms for the months of May and November of 1997 and packing slips and
order forms were found for certain days in January, February, and March of 1888, In early 1998, the
Care Facliity did not maintain these documents in a logical, organized manner. These documents
wero included in a large stack of papers contalning a multitude of other documents, and Caro Fagility
personnel agmitted they did not maintain all supporting packing slips and order forms, Sincethe Care
Facllity did not maintain the supporting documentation, we had to utilize the order forms which were
on file at Pharmed Corporation, which we obtained through the issuance of a subpoena. We
compared the ordor forms to the packing slips, which are used as the invoice by Pharmed
Corporation, and determined tho information was in agreemont and supported the invoico payments.

Order forms were oither faxed or phoned-in to Pharmed Corporation by nursing staff at the Care
Facllity, There were torly-seven (47) instances where orders ware placed to Pharmed Corporation
via telaphone.

With the exception of Madicare B residents, order forms did not indicate resident information.

Packing slips proviced information of what was shipped and the charges for each item. One copy of
the packing slip is sont to the Care Facility as the invoice. Whon items wore not shipped (o.g., on
back-order), the Care Facllity was not charged. We noted eighteen (18) instances where packing
slips wera not signed by Care Facility staff as having receivod the supplios, howover the involces ware
signed as “okay to pay” by administrators. In seventeen (17) instances, the quantity raceived was not
the samo as the quantity ordered, howover we found the billing was only forthe itoms received. Thore
wore twenty-two (22) instances where ltems were shown on back-order, howaverthe Care Facility was
not billad for those items,

Thare were handwrition notations on two (2) packing slips which stated credits amounting to $35.86
were due for returned items, howaver the full amount of the packing slip was paid, and no issuance
o! a credit Invoice by Pharmed Corporation was noted. The credit notations were made by Care
Facllity personnel after the original packing slip was signed and there is no documentation that
asuyggests the Care Facility informed Pharmed Corporation that a credit was dua.

County voushor totals agreed to Pharmed Corporation invoice history report, with the exception of
January 1998. Pharmed Corporation's report showed that a credit was due to the Care Facllity in
January 1998, but the Care Facility had not paid that voucher as of the date of our testing. We
informed the Chief Deputy Auditor at the County, that a credit was dus, to prevent the County from
paying for goods/services not received.

Erio County Caro Facility 12



SUPPLEMENT TO THE SPECIAL AUDIT REPORT

7. Resident medical charts did not indicate usage amounts of pharmaceuticals and supplies. Of the
twaive (12) charts reviewod, which included a total of twenty-nine (29) pharmaceuticals, only fifteon
(15) itoms were documented as being used in the resident’s chart. In six (6) instances, the resident's
chart decumented usage, but the amount used was not cloarly stated. For axample, gauze rolls were
documented in the resident's chart as being used, but the amount of the roll was not documented.
In five instances, the amount of usage in the resident's chart did not agree to Pharmed Corporation's
billing to Medicaro. In three instances, the resident’s chart did not decument any usage of the item
tosted. Due to the Care Facillty's luck of documentation in the resident’s medical charts, we were not
able to determine that Pharmed Cerporation had accurately recorded usage amounts in their reports

for reimbursernant to Medicaro,

MANAGEMENT COMMENTS
Bhone Qrdars

The Care Facllity places phone orders to vendors for pharmaceuticals and medical supplies. When
placing phone ordors, the vendor is writing the order, as it is dictated over the phone by the employee at
tho Care Facility. We found that phone orders were used in thirty-percent (30%) of the ordors we tested,
In many cases, the phone orders wero not completely documented as roquired on the “Order Sheet.” For
oxample, there was ne indication of who ealled tho erder in from the Care Facllity and there was no
indication of who accopted tho order at the vendor's location. Additionally, the Care Facility is not
maintaining any documentation of orders which are called in to the vendor. By using phone orders so
frequently, and not maintaining any documentation supporting those orders, the Caro Facility is not able
to compare ordars with packing slips to ensure only items which were ordered were recoived. This could
lead to the Provider writing phone ordars for any number of items, then billing the Care Fagility for
payment on unauthorized orders.

We recommend the Care Facllity utilize phone orders only in the case of true emergency, as deemed
necessary by a physician, due to rosident health and safety. When utilizing phone orders, we recommend
the Care Facllity establish a detailed log of items ordered by phone, who ordered the itams, and who at
the vendor location accepted the order.

Packi i montation

Evon though most packing slips were signed, there were no specific notations or other designation that
@ach item was received, Also, for items that were not roceived or for partial orders, no documentation
was found indlicating any follow-up to determine if it was shippod later at no charge or whether e charge
should bo removed or reduced.

In addition to the signing of the packing slip, we recommend a notation is mado beside each item
indicating whether it was received, partially roceived, or not received. For all partially roceived orders or
orders not received, a log should be maintained tracking these orders. This log should indicate whether
the ordor was subsoquently received or not, and whether there was an additional charge when it was
racelved. This log should be reconcilod to the monthly invoice and any adjustments neoded for ltems not
recolved, or doubie charges should be Indicated on the involces before it is submitted to the County
Auditor for payment.

. Erio County Caro Facility I3



SUPPLEMENT TO THE SPECIAL AUDIT REPORT
Rocumantation of Medication Usage

Information is put on the residents’ monthly UB-92 Medicare Cost Reports to indicate what medication
has been taken but this usage information is not always transferred to the residents’ charls, We
recommend that beside each medication a clear indication be made of how much of the medication has
boen taken, or If it has beon returned, Also, for medications that have not been taken or returned, a log
ue ostablished that rocords those itorns and the costs. This log should be reviewad in the subsequent
monthg to check the status of thase items, that is if they have bean taken, roturned, or disposed of, i they
have boen taken, the charges should be included in the UB-92 Medicare Cost Report amounts,

Erie County Care Facility 14



SUPPLEMENT TO THE SPECIAL AUDIT REPORT
ISSUE 2-8, BAY PHARMACY

PROCEDURES

Wo obtained voucher packoats from tho office of the County Auditor for all payments made to Bay
Pharmacy during the Period, Voucher packets included detailed invoices from Bay Pharmacy, the
- voucher cover sheot, and approval signatures of the Commissionars. Further supporting documentation,

such as ordor forms and packing slips, were not maintained atthe Care Facility. Consequently, we issued
a subposna for Bay Pharmacy to provide us with order forms from the Care Facility, as woll as signed
packing siips for roceipt of orders. Packing slips are duplicate. An employce of tho Care Facility signs
the top copy while it is attached to the second copy. Then, the Care Facility recoives the battem copy and
* Bay Pharmacy maintains the top copy, with the original signature, We traced orders from the Caro
Facility to the signoed packing slips to determine if goods wera received by employees atthe Care Facllity.
In addition, we compared the invoices to the signed packing slips to determine if tha Care Facility only
paid for the supplies receoived.

We determined whethar the itoms charged to the Care Facility ware stock items for the Facllity (l.e., not
spocific to any resident), or Medicaid non-formulary drugs, which the County Is responsible for paying to
Bay Pharmacy. Wo also determined that residents presented on the invoices were properly classifiod as
to type of insurance,

- We reviewed monthly UB-92 Medicare Cost Reports prapared by the County, as required by Medicaro
io dotermine whother Medicaro charges were recorded in the Medicare Financial Part A Log and the
twenty-five percent mark-up was correctly calculated. We attemptod to verify that residents which were
chargoc by Bay Pharmacy as Medicara or Medicaid rogidents were registorod as Medieare or Medicald
rasicents at the Care Facility at the time of service.

" Basedon the Initial refarral from Sheritf Magnuseon, we raviewed the concerns submitted by Ms, Noely,
Diractor of Nursing, which include ten (10) instances of bilings to the Care Facility for medications
prescribad to Medicare residents, which the Care Facility allegedly did not receive, and fiva (5) occasions
where tho Caro Faciiity allegedly was billed by Bay Pharmacy for incomplete shipments. Ms, Neoly also
ciicd nine (9) instances of the Care Facility being charged a dispensing foe for some shipments, We
reviewad the cupporting documentation relatod to the transactions specifically identified by Ms, Neely to
determine if her allogations were ¢correct.

RESULTS

1. The Care Facility retained packing slips and order forms for the months of May, Juneo, and July
1998, Care Facility personnel admitted during interviews they did not maintain all supporting
packing slips and order forms. Since the Care Facility did not maintain the supporiing
documentation, we had to utilize the order forms which were on file at Bay Pharmacy, which we
obtained through the issuance of a subpoena. We compared the order forms to the packing slips,
and determined, with the oxceptions noted in Result No, 2, below, the information was in
agreoment and supperted the invoice payments,

4 Packing slips provided information of what was shipped, however the charges for the items were
netincluded on these forms. For the four hundrod thirty-thrao (433) itoms we roviewed, we notad

Ene County Care Facility : IS



SUPPLEMENT TO THE SPECIAL AUDIT REPORT

only seven (7) instances where packing slips were not signed by Care Facility staff as having
roceived the supplies. We were unable to locate packing slips for-approximately twelve percent
(12%) of the items testod, and order forms were not located 1or approximately tfourteen percent
(14%) of the itams for which the Care Fagllity was billed,

3. The Care Facility was including Medicare over-the-countar charges on their Medicaro Financial
Part A Log and on the UB-92 Medicare Cost Reports in error, These inclusions did not atiact
-reimbursements from Medicare to the Care Facility, because reimbursement is based on a
standard per diem which is sot by Medicare, The Care Facility records did not clearly indicate
usage amounts in the residents’ medical charts, which pravented us from testing that usage was
accuratoly reported on the Modicaro Financlal Part A logs.

4, After researching the Internet for information regarding fermulary and non-formulary Medicaid
drug information, wo contacted the Ohio Department of Human Services. We spoke with Bob
Reid, Administrator of Pharmacy Services.

We-inquired as 1o the difference between formulary and nen-formulary drugs. Mr, Reid stated that
itoms which tho avorage public citizen could purchase directly from a pharmacy without a
prescrigtion would normally be considered non-formulary for Medicald. Usually these items are
acquired without a prescription,

Mr. Reld told us that tha list of the Medicaid formulary wag quite large (many volumaes), and was
constantly being changad and updated, For this raason, ho stated it would be impractical, if not
impossible, to go back to 1998 and verify the large volume of itoms which we were attempting to
tost, In lieu of obtalning formulary and non-formutary information, we asked Mr, Reid if he was
able to tell us if specitic drugs were or wore not inciude on the formulary.

Wo provided Mr, Reid with the names of six pharmacouticals selected haphazardly from the Bay
Prarmacy invoices, Fer oach of these items, we were told by Mr, Reld that thoy would not be
included in the Medicaid formulary, and thus wore the rosponsibility of the Care Facility to pay for.

Mr. Reid wont on to state that for most of the items that are non-formulary, there are substitutions
which can be made to switch to products that are on the formulary. Ha said most nursing homes
have arrangements with thoir pharmacists to contact the nursing home, should an item not be
covered by Medicaid. Then the physician is contacted to determine if the substitution can be
made, thereby saving tho nursing home from paying for that product. Alternatively, the non-
formulary drugs can be covered by Medicaid when prior authorization Is received,

B The transaction raview conducted by Ms, Negly, Director of Nursing, and included with Sheriff
Magnuson's griginal request for a special audit noted several specific concarns. First, she noted
three Medicare residents were billed for medications which wore not received, We noted this
aliegation is true; however, Bay Pharrmacy allowad the Care Facility credit for each of these
instances.,

6. Ms. Neely noted four (4) occasions where Bay Pharmacy billed the Care Facllity for itams not
included in shipments. This allegation is true; howover Bay Pharmacy provided the Care Facility
cracits for threo of the occasions. In the fourth occasion, the Care Facility had signed a packing
slip stating they received all itemns in the shipment, so Bay Pharmacy did not issye credit,
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7. Another concern of Ms. Neely was duplicated delivery of medications. In the examplo which she
cited in her internal review, we found that this may have been a duplicated dallvery; however
personnal at the Care Facillty signed the packing slip to receive the shipment,

8. Ms. Neely's last concern was the Care Facility being charged a dispensing fee on Medicaid
residents. This allegation is correct; howover, these ning errors were corrected by Bay Pharmacy
during their comprehensive review of 1998 billings.

9. Sheriff Magnuson had also forwardod Ms. Noely's transaction summary to the Attorney Ganeral
Medieaid Fraud Control Unit, while Ms. Neely contacted the Ohio State Board of Pharmacy. Each
of these entities conducted their own reviow of Ms. Neely's concerns, and forwarded thoir reports
to us, to incorporate into this engagement. Additionally, Ms. Neely raised her concerns with Bay
Pharmacy, who then performed a comprohensive review of billings to the Care Facility during
calondar year 1998, and issued crodits where applicable.

10.  Tho Attornev-General Medicaid Fraud Control Unit performed a review of Ms. Neely's concerns,
and provided us with a copy of their report dated Qc¢tober 30, 1998. Based on tha documents
provided by Ms. Neely, the Attorney Goneral Medicald Fraud Control Unit detormined that “none
of the information provided by Nealy in any way suggests Medicaid fraud, nor is it indicative of
Medicaid over-payments.” The report goes on to state, in part, “While Neely has suggested a
numbor of potential probloms with the contract by and between the Care Facility and Bay

- Pharmacy....these issués cloarly do not fall within the jurisdiction of the Medicaid Fraud Control

Unit.”

11, The reportof the State Board of Pharmacy found that based on documents provided by Ms, Neely,
“none of the documents provided show conclusively that any of the above allegations aro true.
Ms. Neely was concerned that a dispensing fee is being placed on over-the-counter items, The
State Board of Pharmacy found that to be a contract pricing issue. The State Board of Pharmacy
alsc found that “many of the products provided were spocial request items that needed prior
authorization for brand name or non-formulary products” which is why the Care Fasility was billed
for such non-formulary items. The report finds “the alleged medication errors reviewed showed
nothing substantial.” The report ends with the comment, “Based on the documents provided, no
substantive ovidence of fraud or multiple mocication errors appear at this time. Many of the issues
ara a dispute betwaen Pharmed/Bay Pharmacy and the County Care Fagility.”

MAN&GEMENT COMMENTS
.~ i id Druas

The County Is bilied for all Medicaid non-formulary pharmaceuticals which are provided to residents of
tho Care Facility. Theso amounts are not reimbursod by Medicaid to the County. Many non-formulary
Modicaid drugs have adequate substitutions which are included on tho Medicaid formulary. Through
purchasing non-formulary pharmacouticals, the Care Facility is increasing the costs paid by the County
to care for Medicaid residents. We recommend the Care Facility negotiate with their pharmaceutical
vendor {0 provide guidanca when there is a substitute availablo for any given drug which Is not on the
Medicaid formulary. Further, we recommend the Care Faclility discuss any substitutions with the
physicians who aro prescribing medications, to obtain approval for substitutions of drugs which are
includad in the Medicaid formulary, thereby decreasing non-reimbursable costs to the County.
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ISSUE 3 - Bllling within Contract Ratos

We reviewed billing statements rec¢elved from Bay Pharmacy and Pharmed Corporation t¢ determine the
Care Facllity was billed only for items received, and If applicable, in accordance with astablished contract

rotes.

Due to the fact procedures are different for each of these corporations, cach will be prosented as a
separate sot of proceduras, results, and management comments, Pharmed Corperation will bo referred
fo as Issue 3-A, while Bay Pharmacy will be referred o as lssue 3-B,

ISSUE 3-A - PHARMED CORPORATION

PROCEDURE

Woe read the contracts awarded to Pharmed Corporation for both disposable underpads and gloves, to
determine the corract fees which the Care Facllity should have been charged for these itams, We tasted

five (5) months of invoices propared by Pharmad Corporation, to determine if tho amounts charged were
_ in compliance with the contract,

RESULT

. The Care Facllity was charged for disposable underpads and gloves in accordance with the rates
cctablished in the contracts with Pharmed Corporation,
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1SSUE 3-B, BAY PHARMACY
PROCEDURES

We obtained the agreement between the County and Bay Pharmacy and read it to determine if the
amounts ¢charged to the County for pharmaceutical services were in compliance with the established
terms. The County did not oxocute a formal contract with Bay Pharmacy. Instead, the governing
document utilized by the parties 10 conduct business was the resolution authorizing the transaction
* (Resolution No, 88-1) along with the bid specs and the bid proposal submitted by Bay Pharmacy.
However, for tha purposes of this section, we will refor 10 the establishod terms as the “contract

documents,”

We selocted thirty-five residents and prepared detailod spreadsheets documenting medications received
by each rosident from the start date of the Bay Pharmacy contract, January 1, 1998, through the end of
tho audit period, Septorber 30, 1898, to determine if the amounts charged wore in compliance with the
contract. We also documaented the insurance status of these residents por the Invoices from Bay
Pharmacy to determine If @ach resident’s insurance type reconciled to the Care Facility's records of
Insurance status,

RESULTS

1. The rosoiution ontering into this agreamont did not clearly state what items wore part of the "contract
documents.” The County Prosecutor informed us the bid proposal and the resolution is tho agreement
both parties are operating under. No formal contract was established.

2. The "contract documents” did not address what amounts wore to be charged for Modicare residents.
As a rosult, Bay Pharmacy was charging the Care Facility a usual, custemary, and reasonablo charge
(UCR) for Mecicare residents, This UCR charge includes a dispensing fee, which Is caleulated by Bay
Pharmagy,

3. Tho “contract document” is not well-definsd with regard to tha pricing to be charged to the Care
Facllity from Bay Pharmacy. The proposal irom Bay states that charges te the Care Facility will be
at average wholesale price (AWP) lass ten-percant, The “contract document” does not state the
source of the AWP, as there are several sourcas of AWP's, and many different manutacturers who
package the same pharmaceuticals with different AWP's, Additionally, the "contract document” does
not address If biling is 1o be at AWP basod on Bay Pharmacy's purchases from their supplier, or if
it is at AWP basod on the quantity which Bay Pharmacy dispenses to the Care Facility. Due to the
vaguenass of tho “contract documents” with Bay Pharmacy, and tho fact that many pricing sourcos
aro avallablo, we wore unable 1o tost actual charges of itams to the Care Fagility for services from Bay

Pharmacy.

4, We found ten instances whore Bay Pharmacy charged the Care Facility for items received by private
pay residents which should have boen biliod directly by Bay Pharmacy to the resident, This resulted
in the Care Facility paying invoices which ware the responsibility of the private pay resigent. The total
amount charged to the Care Facility in error was one-hundred ninety dollars and fifty-two cents
($190.52), We Informed the County of these results, so thoy are able 10 take steps to recovar these

billing errors trom Bay Pharmacy.
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Ragidont Billing Status

Billings for pharmacsuticals are submitted by tho pharmacy to the Care Facllity with detailed information
regarding rosident name and service date. We noted twelve (12) instances whare the pharmacy company
was bitling the Care Facility for residents whose insurance classification was not correct. Billing the Care
Facliity withincorroctinsurance information could rasultin the County paying for services/pharmaceuticals
tor rosidants which the Care Facllity is not responsible (i.e., private pay residents). To ensura the County
is billed only tor those residents which It is responsible for we recommend the Care Facility perform
poriodic raviews of billings subrnitted by their pharmacy 10 onsure residents are properly classified as to
typo of insurance.
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ISSUE 4 - Award of Contracts

Wo obtained the soclal security numbers of tho former Care Facility Administrator and the former Director
of Nursing to perform computerized data soarches of personal profiles which would be utilized to ald us
in dotormining if a conflict of interest existed with Pharmed Corporation and/or Bay Pharmacy.

PROCEDURES

To obtain background information on how tho agrooment with Bay Pharmacy was executod, we roviewod
the working papers from the 1997 financial audit, which contained a Management Lotter citation and
recommendation regarding the improper awarding of the Bay Pharmacy contract. The citation resulted
bocause the awarding of the contract was not based on cost or a ¢ost analysis of frequently used
medications. The recommendation concerned the bid specifications not containing a list of froquently
used rmedications, S0 a cost analysis could be used to award the contract.

Woe raviewed the procoss of awarding the Pharmed Corporation contracts for disposabie underpads and
glovos to determine if bids wore requested, received, and evaluated prior to awarding these contracts.

" Additionally, we had the County Auditar provide us with the social security numbers and last known

addressos of the former Care Facility Administrator and former Director of Nursing. This information was
used to obtain a personal profile of cach poersen, including possible a.k.a.'s, possible addresses linked
to each individual, possible property ownership, possible rolatives, and possible corporate affillations.

* Wo obtained the separation agreement botwoeen the County and Harry VandeVelde, former Care Facility

Administrator, and we interviewed the Assistant County Prosecutor who accompanied Mr, VandeVelde
to his office after hours, to clean out his office.

Wa inlerviewod Mr. VandeVelde on May 5, 1999, to obtain further understanding of how the County first
estebiished its relationship with Bay Pharmacy.

RESULTS

1. The lowost bid rocoived for the disposablo underpads was from a company other than Pharmed

Corporation, However, as documented on the summary bid sheet, the contract was not awarded to
this company because of unfavorable test results, Tho Care Facllity was not able to provids us with
specific documentation to support this claim. Based on the bid specifications and the bid proposals,
the lowest bidder met the size specifications und exceeded requirements for absorbency. In lieu of
awarding the centract to the lowest bidder because of allegodly unfavorable testing rasults, Pharmed
Corporation, as the sacond lowest bidder, received the contract.

2. Tho contract filos for the gloves did not contain Pharmed Corporation's bid sheot. As a result, we
woro unable to determine if their product met all bid specifications.

3. The background investigations which we performed on the former Care Eacility Administrator and
formar.Director of Nursing provided us with no conclusive evidenca to suggest a potential conflict of
intorest existed.

Erie County Care Facility 2



SUPPLEMENT TO THE SMeCIAL AUDIT REPORT

4. The sottiement agreement betwoon the County and Mr. VandeVelde dated Octobor 13, 1998,
provided him with full pay and benefits, and an irrevocablo rotirement date of January 31, 1999, The
agreoment allowed Mr, VandaVelde to retain his keys and other appurtenances of office until January
31,-1999. However, during the time between the sattlement and retirement dates, had Mr,
VendgVolde requirod access 10 non-public areas of the Care Facllity, it was required that he be
accompaniod by the County Prosecutor or his dosignee.

8. In our interviow with the Terri Griiith, Assistant County Prosecutor, she informed us that she
accompanied Mr. VandeVelde to his office after hours as part of the sottlement agreement for his
departure from the County. Ms. Griffith provided us with a list of the items removed from Mr,
VandeVelde's office on that night. Our review of that list did not reveal any items other than personal
belengings. We questioned Ms. Griffith as to whether any relevant documents could have bean
phototopiod by Mr. VandeVelde on the night he emptied his office. Ms. Griffith replied that possibly
otheor itoms wore copied, but she cannot recall with cortainty one way or the other,

6. The contract with Bay Pharmacy was awarded based on the recommendation of Survey Solutions,
a consulting company engaged by the County to review all bids received.

7. Mr, VandeVelde informed us the County did not consider costs when awarding the pharmaceutical
contract to Bay Phamnacy, because the County used the same bid specifications as were utilized by
Cuyahoga County which did not request price quotes from the bidders. Mo further explained that he
first heard of Bay Pharmacy through the Care Facllity's business transactions with Pharmed
Carporation, since the owners of the two companies are brothers. Additionally, he stated that Bay
Pharmacy was on tho list of pharmacies used by the County's purchasing department to solicit bids,

NON-COMPLIANCE CITATIONS

Ohio Revised Codo Section 149,351 states all rocords are the property of the public office and shall not
be ramoved, destroved, mutilated, transferrod, or otherwise damaged or disposod of, in whole or in part,
cxcept as provided by law orunder the rules adopted by the records commissions provided for under Ohio
Rovised Sections 149,38 to 149.42, The Care Facility employees did not retain records in accordance
with the aforementioned provisions. Care Facility personnol were not able to present us with documents
to supportthe award of disposable glove and underpads contracts. Proceduras should be formulated and
aflling system should be established that will provide the mechanism for all records created by the Care
. Facility to be filed and maintained.

MANAGEMENT COMMENTS
Tosting of P

Product samples are oceasionally provided by petential vendors in conjunction with bid proposals. The
Care Facility obtained and tested various products in rolation to the award of contract to Pharmed
Corporation, but the Care Facility was unable to nrovids us with vendor-specifie, documentad test rasults
of samplo products. Fallure to adequately document and retain such information results in incomplete
contract filas, We recommend the Care Facility prepare detailod product sample testing, including the
itern.tested, dates of tasting, rosults of testing (through detailod user comments), and the signatures of
each empioyeo performing the testing. Additionally, we recommand these documents be ratained in the
contract files to support the award of bids.
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Maintonen f §

The award of a contract requires various documents, including, but net limited to, the bid specifications,
bid proposals, recommendation of County officials, and the subsequont zontract. The Care Facility was
unable o provide us with the bid proposal for gloves from Pharmed Corporation. These docurments
should be retained to suppert the County’s contention that the lowest and best bid was accepted. We
recommeond the Care Facility retain all documents supporting the request for proposals, bid specifications,
bid proposals, recommendation forms, and subsequent contracts in their files.
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that Mr. VandoVelde loaned it to a friend. On Wednesday, March 31, 1999, Mr. VandeVolde was

indicted for theft in office, a fourth-dagree folony, Subsequent to the Indictment, Mr, VandeVelde
ontored a plea, and was sontenced on Septomber 7, 1999 at 11:00 a.m.

MANAGEMENT COMMENTS
Rgsigents Porsonal Progerty Inventory

Residents are able to possess any number of personal property items in their rooms. Example of such
include telovisions, fans, radios, and wall-hanging pictures, Tre Care Facility Is not maintaining

- documentation of items which are removed from or added to residents’ rooms. Although the Care Facility

has ferms 10 bo compieted in the event of the addition or dolation of an item from the residents’ rooms,
these forms are not boing properly reviewed and updated for changes . Failure to maintain accurate
invantory of residents’ parsonal property may result in residents’ personal items being lost, misplaced, or
misappropriated, while going undetected. We recommend the Cere Facility strengthen its controls over
the documentation of residents’ personal property inventory by documenting each time an item is added
or doeleted from a rosidents' inventory. This documentation should be approved by a higher-level

. manager, and kept in the residents’ parsonal property records, Additionally, the Care Facility should

Strods to rolatives that in order to safeguard the residents’ personal property, the facllity must be notified
whenever residents’ personal property is either brought into or removed from the resigents’ rooms,
Finally, we recommend the Care Facllity perform a perlodic inventory of personal items, to ensure the
nccuracy of the parsenal property inventory records,
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