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COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

CONTINUING PROBLEMS IN PROVIDING 
NURSING HOME CARE AND PRESCRIBED 
DRUGS UNDER THE MEDICAID PROGRAM 
IN CALIFORNIA 
Social and Rehabilitation Service, 
Department of Health, Education, 
and Welfare (B-164031(3) 

DIGEST ------ 

WHY THE REVIEW WAS MADE 

Problems In provldlng nursing home care and controlling payments for pre- 
scnptlon drugs under the medical assistance program for welfare reclpl- 
ents in Californ3a were pointed out by the General Accounting Office (GAO) 
in an August 1966 report to the Subcommittee on Health of the Elderly, 
Special Committee on Agtng, U S Senate 

California, in March 1966, replaced Its medical assistance program with 
Medicaid, a grant-in-aid program administered at the Federal level by the 

Because of that substantial Increase and the concern of the Congress over 
the rising costs of medlcal care, GAO examined Into the actIons taken by 
HEW and the State of California to correct the problems discussed in Its 
August 1966 report. 

FINDINGS AND CONCLUSIONS 

Actions taken by HEW and the State to correct the previously reported 
problems were genera'lly lneffeze Coordlnatjon between State agencies 
St711 IS ~nsufflc~ent to successfully Implement the Medicaid program 
(See p 36.) 

Some problems cont-rnue because Callfornla's Medicaid plan, as approved by 
HEW, does not provide adequate guldellnes GAO's review shows that 

--payments are not stopped for MedicaId patients in nursing homes where 
slgnlficant substandard condTtlons persist (see pp 10 to 18), 

--narcotics and other drugs in nursing homes are not controlled prop- 
erly (see pp 20 to 23), and 

--patients are transferred from one nursing home to another for the 
benefit of the attending physician or nurs-rng home operator (see 
pp 34 and 35) 



Improper practices continue also because the State does not have adequate 
procedures to help ensure compliance with guldellnes. GAO's review 
showed that 

--controls over authorizations for medlcatlon and treatment were lnade- 
quate (see pp 19 and 20), 

--drugs for patlents who had died or had been discharged were not de- 
stroyed or proper records of their destruction were not kept (see 
pp. 24 and 25), 

--supplemental payments, prohibited under Medicaid, were made to nursing 
homes for services covered by the rates paid to the homes (see pp. 26 
to 28), 

--patients' personal funds were not always properly safeguarded (see pp. 
28 to 301, and 

--some nursing home advertising was mlsleadlng and advertising was not 
being policed (see pp. 31 to 33). 

The continuing nursing home problems are attributable, at least in part, 
to the inadequacy of admlnlstratlve revlews by HEW regional representa- 
ti ves (See pp 36 and 37.) 

GAO has found also that the procedures for payment of prescribed drugs 
do not ensure that payments are made only for prescribed drugs actually 
delivered for use by program recipients in nursing homes or other instl- 
tutlons, or private homes, or that drugs are dispensed by pharmacies in 
quantities and in frequencies consistent with physicians' dosage snstruc- 
tions (See pp 39 to 45 1 

RECOMMEflDAT.IOiVS OR SUGGESTIONS 

The Secretary, HEW, should 

--direct HEW regional representatives to review State agencies' lmple- 
mentatlon of HEW regulations on the care of MedicaId patients in 
nursing homes, 

--impress upon State offlclals the need to clarify the roles of State 
and county agencies involved in the Medicaid program, 

--help the State find solutions to the problems discussed in this re- 
port, and 

--urge the State to see that payments for prescribed drugs are made 
only for drugs actually delivered for the use of program recipients 
and that drugs are dispensed in quantttles and in frequencl s con- 
sistent with physlclans' lnstructlons. (See PP 37 and 44.f 
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AGENCY ACTIONS AND UNRESOLVED ISSUES 

HEW informed GAO that it would review Federal regulations relating to the 
quality of nursing home care and their appllcatlon with California offl- 
cials Similar revlews would be made In some other States and possibly 
in all States eventually, HEW said 

HEW agreed that the State agencies response ble for admlnlstenng Callfor- 
nla's Medicaid program should make sure that other agencies assisting them 
are aware of their responstbllltles HEW promised to discuss that issue, 
as well as other GAO findings, ~7th State off7clals, and to assist the 
State in determIning corrective actions 

HEW stated that 1-t would review with the State the implementation of HEW 
regulations deslgned to ensure de1 lvery of proper quantities of drugs and 
the new pharmacy bllllng form desjgned by the State to improve drug claim 
processing and determlne whether further action would be necessary (See 
pp. 38 and 44.1 

MATTERS FOR CONSIDERATION BY THE CONGRESS 

GAO IS sending this report to the Congress because of the congressional 
interest in the Medicaid program and in the provision of quality nursing 
home care to program reclplents The report should be useful to the 
Congress in its conslderatlon of planned leglslatlve changes to the 
Medl cald program. 
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CHAPTER1 

INTRODUCTION 

GAO has reviewed the procedures and practices of HEW 
and appropriate agencies of the State of California in pro- 

cvldlng nursing home care to, and in controlling payments 
for drugs prescribed for use by, recipients under the 
Federal-State program of medical assistance for the needy 
(Medicaid). 

In a prior report1 to the Chairman, Subcommittee on 
Health of the Elderly, Special Committee on Aging, U.S. 
Senate, we pointed out certain weaknesses and deficiencies 
in the administration of the former medical assistance pro- 
gram in providing nursing home care and prescribed drugs to 
welfare recipients in California. In California expendi- 
tures for nursing home care increased from about $67 mil- 
lion in 1965 to about $160 million in 1968. The purpose of 
our most recent review was to appraise the effectiveness of 
the actions taken by Federal and State agencies in response 
to our prior report. 

Since our review was limited to those specific matters 
covered in our prior review, the findings in this report 
should not be considered typical of the entire Medicaid 
program in California. The scope of our review is de- 
scribed on page 46. 

The medical assistance program under which welfare re- 
clplents obtained nursing home care in California at the 
time of our prior review no longer exists. In its place, 
California adopted a new plan for medical care to conform 
to the requirements of title XIX (MedIcaid) of the Social 
Security Act, as amended (42 U.S.C. 1396). This plan be- 
came effective in California on March 1, 1966. 

1 "Examination into Alleged Improper Practices in Providing 
Nursing Home Care and Controlling Payments for Prescribed 
Drugs for Welfare Recipients in the State of California" 
(~-114836, August 8, 1966). 
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The Medicaid program is a grant-in-aid program under 
which the Federal Government pays from 50 to 83 percent 
(depending upon the per capita income In each State) of the 
costs incurred by the States in providing medical services 
to lndivlduals who are unable to pay for such services. 
For calendar year 1968, the 42 States and jurisdictions 
that had MedIcaid programs reported expenditures of about 
$3.9 billion of which about $2 billion represented the Fed- 
eral share. About 30 percent of these expenditures was for 
nursing home care. Ey August 1970, 52 States and jurisdic- 
tions had adopted a Medicaid program. 

The major differences between the Medicaid program and 
the prior medical assistance program are (1) increased num- 
ber of reclplents under the MedicaId program and (2) addl- 
tlonal health services provided to these recipients. 

MEDICAID PROGW COVERAGE 

Persons receiving public assistance payments under 
other titles of the Social Security Act (title I, old-age 
assistance; title IV, aid to families with dependent chil- 
dren; title X, aid to the blind; title XIV, aid to the per- 
manently and totally disabled; and title XVI, optional com- 
bined plan for other titles) are entitled to benefits of 
the Medicaid program. Also, persons whose income or other 
financial resources exceed standards set by the States to 
qualify for public assistance programs but whose resources 
are not sufficient to meet the costs of necessary medical 
care may also be entitled to benefits of the Medicaid pro- 
gram at the option of the State. This latter category of 
persons was not covered under the predecessor medical as- 
sistance program. 

State Medicaid programs are required to provide rnpa- 
tient hospital services, outpatient hospital services, lab- 
oratory and X-ray sernces, skilled nursing home services, 
and physicians' services. Additional services, such as 
dental care and prescribed drugs, may be included in a 
State's Medicaid program if it so chooses. 
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ADMINISTRATION OF THR MEDICAID PROGRAM 

At the Federal level, the Secretary of HEW has dele- 
gated the responsibility for the administration of the Med- 
icaid program to the Administrator of the Social and Reha- 
bilitatlon Service. Authority to approve grants for State 
Medicaid programs has been further delegated to the Re- 
gional Commissioners of the Service who administer the 
field activities of the program through HEW's 10 regional 
offices. 

Under the act the States have the primary responsibil- 
ity for inrtiatlng and admlnlstering their Medicald pro- 
grams. The nature and scope of a State's Medicaid program 
are contained in a State plan which, after approval by a 
Regional Commissioner of the Service, provides the basis 
for Federal grants to the State, The Regional Commissioners 
are also responsrble for determining whether the State pro- 
grams are being admlnlstered In accordance with Federal re- 
quirements and the provisions of the Statess approved plan. 
HEW's Handbook of Public Assistance Administration provides 
the States with Federal policy and instructions on the ad- 
ministration of the several public assistance programs. 
Supplement D of the handbook and the Service's program reg- 
ulations prescribe the policies, requirements, and instruc- 
tions relating to the Medicaid program. 

At the time of our review, the HEW regional office in 
San Francisco, California, provided general administrative 
direction for medical assistance programs in Alaska, Ari- 
zona, California, Guam, Hawaii, Nevada, Oregon, and Washing- 
ton. The HEW Audit Agency is responsible for audits of the 
manner in which Federal responsibilities relative to State 
Medicaid programs are being discharged. A listing of prin- 
cipal HEW officials having responsibility for the activities 
discussed in this report is included as appendix III. 

MEDICAID PROGRAM IN CALIFORNIA 

The Medicaid program In California is referred to as 
Medi-Cal. In California the Department of Health Care Ser- 
vices (DHCS) was established as part of the Human Relations 
Agency to administer the program. For fiscal year 1969 
California reported Medr-Cal expenditures of about 

6 



$808 million; the Federal share of these expenditures was 
about $405 mllllon, 

DHCS IS responsible for making State policy determina- 
tions, establishing fiscal and management controls, and 
performing reviews of Medr-Cal program activities. In ad- 
dition, DHCS is responsible for approving, disapproving, or 
canceling the certification of Tedlea facilities (such as 
hospitals and nursing homes) for participation in the Medi- 
Cal program. In carrying out its responsibilities, DHCS is 
assisted by the State Department of Social Welfare and the 
State Department of Public Health. The Department of So- 
cial Welfare, in conjunction with each county welfare de- 
partment, is responsible for determining the eligibility of 
recipients for aid under the program and also for providing 
social services to such recipients. The Department of Pub- 
lic Health is responsible for making periodic inspections 
and evaluations of medical facilities and making reconmen- 
dations to DHCS concerning the certification of such facil- 
ities for participation in the program. 

CHANGES IN PROCEDURES RELATING To 
NURSING HOME CARE UNDER MEDI-CAL 

Under the former medical assistance program for wel- 
fare recipients in California, the responsibility for eval- 
uating the quality of nursing home care rested primarily 
with the county welfare agencies. 
of care, 

To evaluate the adequacy 
county medical-social review teams--which included 

a medical consultant and a medical-social worker--were re- 
quired to visit annually 10 percent of the welfare recipe- 
ents in nursing homes. These visits supplemented the li- 
censure compliance lnspectlon by the Department of Public 
Health and represented an added measure of surveillance 
over the quality of care being received by these reclplents. 

The State plan for the Medi-Cal program does not pro- 
vide for the use of county medical-social review teams to 
monitor the quality of care provided to Medicaid recipients 
in nursing homes. However, the Medi-Cal program has re- 
tained the county medical consultant feature of the former 
program. These Medl-Cal Consultants--medical doctors em- 
ployed on behalf of the State or county--are responsible 
for reviewing requests for nursing home care arm for 
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determining whether the individual, for whom such care has 
been requested, is actually in need of such care. 

A nursing home cannot be paid for services provided to 
a Medi-Cal recipient unless the services have been autho- 
rized by a Consultant. However, Medi-Cal Consultants or 
their duly authorized representatives (such as publichealth 
nurses or caseworkers) are not required by State regula- 
tions to visit recipients rn nursing homes In order to 
evaluate the quality of care being provided by the homes. 
Therefore, under the Medi-Cal program the only State or 
county organization required to periodically visit nursing 
homes and report to DHCS on the quality of care being pro- 
vided to Medi-Cal recipients is the Department of Public 
Health. 

Another area in which Medi-Cal differs substantially 
from the former program is the method used by the State to 
reimburse theproviders of medical services. Formerly, this 
was primarily a county function. Since the inception of 
the Medl-Cal program, DHCS has contracted with certain pri- 
vate organizations, such as the California Physicians Ser- 
vice, the Hospital Service of California, and the Hospital 
Service of Southern Calrfornla, for assistance in adminis- 
tering the program. These private organizations--acting in 
the capacity of fiscal agents of the State--coordinate pro- 
gram operations between the State and the institutions and 
persons who provide medical services under the program. In 
addition, the fiscal agents review, process, and pay claims 
submitted by the providers for services rendered to program 
recipients. 
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CHAPTER 2 

PRACTICES IN PROVIDING NURSING HOME CARE 

In our report dated August 8, 1966, we concluded that 
the provlslons of the Callfornla State pawerz-deficient p_I--l - ---- -I_.-.- -- 
In t&t they did not-set forth cr~terla_f~~-_evaluatlng the I- ^1_1_ -"..--e-- 
ad~~~~~-~~~~e~_~~~~~~~~~"~~~lfare patients In nurs-ie$j-l%mes 
omZ%?--z&&ate guldellnes or-req;;rerne'l;tsrela~~~~-o I- ---- ---- s ..-lliM .x1 4-- - a x the transfer %~-we~%KOp&*~%$its to other nursltig-Zz?ZY~- 
Further, xthough the seaLe plan did con=n provlslons re- 
garding supplem&tal payments to nursing homes, protection 
of patients' personal funds, control and admlnlstratlon of 
medlcatlons and treatments, and msleadlng advertising, ade- 
quate procedures had not been established In these areas for 
control purposes or to frx the responslblllty and authority 
for taking corrective action. 

We expressed the view that the Callfornla State plan 
then In effect needed improvement to clarify the respective 
responslbllltles of the State and county welfare agencies 
and of the Department of Public Health to provide the sur- 
veillance necessary to disclose deflclencles in the care, 
services, or treatment provided welfare reclplents in nurs- 
ing homes and to effect corrective action, and to provide 
adequate guldellnes as to the pollcles and procedures to be 
followed by the respective agencies in carrying out these 
responslbllltles. 

In commenting on our earlier report, HEW and the State 
and the local agencies expressed their general agreement with 
our findings and conclusions and outllned certain corrective 
actions which had been taken or were being contemplated. 
Further, HEW and the State agencies expressed the view that, 
with the lnltlatlon of the Med-L-Cal program, there would be 
changes In procedures and practices which would help to cor- 
rect the problems discussed in our report. 

In general, our most recent review has shown that, as 
a result of the State's lmplementatlon of Me&-Cal, the 
State plan now sets forth provlslons designed to correct ' 
certain problems ldentlfled in our prior report. The plan 
includes crlterla for evaluating the adequacy of care 
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furnished Mkdi-Cal patients and describes the responsibil- 
ity and authority of the various State agencies involved in 
administering the Medi-Cal program--the Human Relations 
Agency and its constituent agencies, DHCS, the Department 
of Public Health, and the Department of Social Welfare. Al- 
though these provisions have been incorporated in the State 
plan, we found that problems with regard to nursing home 
care c plan has not been 
effectively implemented to ensure that adequate care is be- 
ing provided to Medl-Cal recipients. 

In the following sections of this chapter, we are pre- 
senting the results of our most recent examination into the 
practices of providing nursing home care as they relate to 

--standards of care (pp. 10 to 18), 

--controls over medication and treatment for Medicaid 
patients (pp. 19 to 25), 

--supplemental payments for Medicaid patients (pp. 26 
to 30), 

--advertising of physical therapy facilities (pp. 31 
to 33), and 

--transferring patients between nursing homes (pp. 34 
and 35). 

In a letter dated June 15, 1970, commenting on a draft 
of this report, the Assistant Secretary, Comptroller, HEW, 
agreed that problems warranting the careful attention of the 
State agency and HEW continued to exist in many of the areas 
examined. (See apps. I and II.) 

STANDARDS OF CARE 

The State plan for the Medl-Cal program specifies the 
standards which must be met by nursing homes in order to 
participate rn the program and the standards by which the 
care to Medi-Cal patients in such nursing homes is to be 
evaluated. HEN has imposed still other standards relating 
to the adequacy of medical care to be given to nursing home 
patients. For a nursing home to participate in the Medicaid 
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program, the home must (1) wrth a few exceptlons be 11- 
tensed by the State and (2) meet all addrtlonal requrre- 
ments Imposed by HEW. 
forth rn the 

State llcensrng requirements are set 
Callfornla Admsnrstratlve Code. 

The State's standards that govern the care to be pro- 
vided to Medl-Cal patients In nursing homes have been sub- 
stantially upgraded as Illustrated by the following requlre- 
merits whfch were not In effect at the time of our prior re- 
view. 

I, A registesed or licensed nurse must be on duty at 
all times. 

2, Patients must be visited by their physlclans at 
least once a month. 

3. Wrltten pollcles and procedures for patient care 
must be maintarned. 

4. Menus must be planned and supervised by a qualified 
dietary consultant. 

ALthough other requirements have been established, those 
listed above are, rn the oplnron of State Department of 
PubSx Health offlclals, some of the more slgnrflcant re- 
qulrements which a nursxng home must meet XII order to par- 
ticrpate rn the program. 

Title 17 of the Callfornla Admlnlstratrve Code contains 
provlslons for revoking a nursing home license for farlure 
to meet State licensing requirements. In addltlon to a 
nursing home's removal from the program through a license 
revocatron, HEW regulatrons require the suspension of pay- 
ments to a nursing home for falling to meet standards de- 
signed to ensure that medical care 1s of acceptable quality. 

The State has Medl-Cal Consultants throughout the 
State who are responsrble for approving program reclplents' 
requests for nursing home care Title 22 of the Calrfornla 
Admlnlstratlve Code provides that the Consultant may cancel 
any authorrzatron for nursing home care in effect rf ser- 
vices or placement are not appropriate to the needs of the 
patient. 
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Vlolatlons of nursing home standards 

The Department of Public Health 1s responsible for 
perlodlcally rnspectlng nursing homes. As part of our ex- 
amlnatlon, we revrewed the Department's lnspectlon reports-- 
coverlng the perrod January 1, 1966, through November 15, 
1969--for 70 nursrng homes located In 16 counties. These 
lnspectlon reports showed numerous nursing home vlolatlons 
of State llcenslng and HEW requirements for partlclpatlon 
In the Medl-Cal program. For example, there were 

--219 vlolatlons at 57 nursing homes lnvolvlng medl- 
cations given to patients without srgned physlclans' 
orders, or medlcatlons not administered as prescribed 
or not recorded In the patients' records, 

--138 vlolatlons at 69 nursing homes lnvolvlng inade- 
quate general maintenance or inadequate cleaning and 
dlslnfectlon of dishes, 

--118 vlolatlons at 49 nursing homes lnvolvlng lnade- 
quate nursing care supervlslon or inadequate or un- 
qualified nursing staff, 

--119 vlolatlons at 44 nursing homes lnvolvlng Incorn- 
plete patient records, 

--80 vlolatlons at 41 nursing homes lnvolvlng Improper 
labeling, handling, storage, or disposal of drugs, 

--68 vlolatlons at 34 nursing homes lnvolvlng the ab- 
sence of employee health examlnatlons, 

--38 vlolatlons at 23 nursrng homes lnvolvlng lnopera- 
tlve patlent call systems, and 

--38 vlolatlons at 17 nursing homes lnvolvlng lnade- 
quate diets and menus. 

We have been informed by DHCS and Department of Public 
Health offlclals that, at any given time, vlolatlons of 
varying lntenslty of certain of the State requirements for 
nursing homes can be found In most of the approximately 
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1,250 nursing homes in the State. However, these officials 
have informed us also that, because action to revoke a 
nursing home license 
home from the 

--or to otherwise suspend the nursing 
program --must be based on a well-documented 

record and must stand the test of formal admrnistrative 
proceedrngs, It is the State's policy to give nursing home 
proprietors every opportunity, through both routine notifl- 
cations of inspection findings and informal disciplinary 
conferences, to correct deficiencies noted during inspec- 
tions before formal disciplinary action is initiated. 

In March 1967, HEW notified all States that, effective 
January 1, 1969, nursing homes participating in the Medicaid 
program must provide nursing service on a 24-hour basis and 
the service must be directed by a registered professional 
nurse employed full time by the homes. Also, at all times, 
the nursing service must be in the charge of a professional 
registered nurse or a licensed practical nurse. In this 
connection, the HEN Audit Agency in a report dated June 25, 
1969, on Its review of the Medi-Cal program stated that 
about 200 nursing homes which had not met professional staff- 
ing requrrements were allowed to continue to participate in 
the program beyond the January 1, 1969, deadline. The re- 
port concluded that, as a result, Medi-Cal patients had not 
received the quality of care that had been anticipated under 
the Medicaid program. The State advised each of the approx- 
imately 200 nursing home operators of the noted violations 
and stated that the particrpation of these homes in the 
Medi-Cal program would be terminated unless the homes met 
the staffing requirements. Our review showed that, by 
July 31, 1969, 12 of these homes had voluntarily withdrawn 
from the program; 65 homes had their certificates to par- 
trclpate in the program withdrawn by the State, and, about 
123 homes had apparently made required staffing changes and 
thus were able to continue in the program. 

The State plan does not specify which State agency, if 
any, has the authority and responsibility to wlthhold pay- 
ment for Medl-Cal patients in nursing homes in which sub- 
standard conditions exist. We noted that, rn a letter dated 
April 4, 1967, the Administrator of the Human Relations 
Agency advised the HEW regional representative that the 
Medi-Cal Consultant may deny requests for nursing home care 
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for Medi-Cal recipients in nursing homes which fail to meet 
program standards. 

As noted on page 11 of this report, title 22 of the 
California Administrative Code provides that the Medi-Cal 
Consultant may also cancel any previously approved authori- 
zation for nursing home care when services or placement are 
not appropriate to the needs of the patient. Notwlthstand- 
ing this provision, DHCS officials have advrsed us that, in 
their opinion, a Consultant may not cancel a previously ap- 
proved authorization for nursing home care simply because 
the standards of care specified by the State or HEW are not 
being met. They have advised us also that a patient's phy- 
sician is primarily responsible for evaluating the quality 
of care being provided by a nursing home and for removing 
the patient from the nursing home if he is dissatisfied 
with the quality of care being provided to his patient. 
DHCS officials have advised us further that a Consultant 
may not cancel any previously approved authorization--on 
the basis of noncompliance with nursing home s,tandards--un- 
til all legal and administrative due process has been af- 
forded to the nursing home. 

Accordingly, it appears that under current State prac- 
tices, the removal of a patient from a nursing home which 
is not providing the quality of care required is possible 
only through (1) time-consuming formal administrative and/or 
legal proceedings or (2) action of the patient's physician. 

In our report dated August 8, 1966, we pointed out that 
serious substandard conditions had existed at many of the 
nursing homes for long periods of time without action being 
taken to revoke the license of the operators. Further, 
where formal revocation action had been taken, many months 
elapsed before final decisions were rendered. During our 
most recent review, we noted that this situation continued 
to exist. 

Officials of the Department of Public Health have ad- 
vised us that license revocation proceedings generally take 
from 3 weeks to 22 months and that, since a license revoca- 
tion affects the proprietor rather than the nurs+ng home, a 
revocation proceeding can be stopped through a change in 
ownership of the home. Following is an example of an-action 
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by the Department of Public Health to revoke the license of 
the operator which illustrates, in our opinion, the need 
for establishing procedures authorlzlng Medi-Cal Consultants 
to cancel authorizations for nursing home care for patients 
who are In nursing homes where substandard condltlons exist. 

In March 1967 the State placed a nursing home operator 
on 3 years' probation, in lieu of revoking his license, for 
numerous violations of licensing requirements. The condi- 
tions of probation were that the operator meet all such re- 
quirements in the future. 

During the following 13 months, five inspections of 
the nursing home disclosed 18 vlolatlons of State licensing 
requirements, Department of Public Health officials con- 
sulted with the nursing home operator on three separate oc- 
casions during this period. In April 1968 the Department 
recommended that the State Attorney General take action to 
revoke the nursing home operator's llcesne. During the 
next 4 months, five more inspections disclosed 28 violations 
of State licensing requirements. In September 1968 formal 
license revocation hearings were held for 5 days. In Feb- 
ruary 1969 the operator was placed on probation (this time 
for 5 years) again contingent upon his compliance with all 
State licensing requirements. 

Almost 2 years elapsed from the start of formal action 
against the nursing home operator until the case was de- 
cided. In the meantime, the State was paying the nursing 
home for services provided to Medi-Cal patients. We cannot 
say whether this situation resulted in any harm to the pa- 
tients, since this could only be determined through a full 
evaluation of all facts and circumstances involving lndlvid- 
ual patients by persons having requisite skills in the medi- 
cal and/or social welfare fields. 

We believe that, if the Consultant had threatened to 
cancel--or had canceled--authorizations for treatment of 
Medi-Cal patients in this home, it would have induced the 
operator to promptly comply with State licensing require- 
ments. In our opinion, n oes not take 

a-, such patienxmaa- p-..%=m - 
ity than called for by the Medicard regulations. ~~~"------.-~~-~ -K._yrw ----". 
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We agree wrth DHCS that a patlent's physlclan has the 
responsrbrllty of removrng hrs patient from a nursing home 
If he 1s not satisfied with the quality of care being pro- 
vided to a patient. We believe, however, that a physlclan's 
declslon to place or retain a patlent rn a nursing home 
which IS not complying with Medicaid standards should not be 
interpreted as requlrrng the Consultant to approve requests 
for care In such homes. Also, the role of the physlclan 
does not relieve DHCS of its responsibility for ensuring 
compliance with HEW standards for skllled nursing homes. 
Moreover, there are sltuatlons where we believe the Medl- 
Cal Consultant should be relied upon to safeguard a patlent's 
welfare. For example, In homes wholly or partially owned 
by physrclans or in homes In which they otherwlse have a 
pecuniary Interest, we belleve that an obJectlve declslon 
by the physlclan to remove a patient under these clrcum- 
stances would be more dlfflcult. Also, our review of medl- 
cal records in 14 nursing homes indicated that Medl-Cal pa- 
tients were not always being vlslted by a physlclan at 
least once each month as required by HEW and the State. 
Therefore, in our opinions such physlclans were not In a 
posltlon to monitor the quality of care being received by 
their patients. On the basis of our review of nursing home 
records and State and HEW requrrements, we estimate that 
1,234 physlclans' vlslts were required for 106 Medl-Cal pa- 
tients from February 1966 through May 1969. Our review 
showed that 215 physlclans' vlslts were not made. 

Neither DHCSnorthe Department of Public Health advises 
the patients' physlclans of nursing homes' violations of 
State and HEW requirements; therefore, the physlclans--un- 
less they inspect the home or make lnqulrres at the appro- 
priate State or county offices --may not know whether a nurs- 
ing home (1) has adequate professional staff, (2) has proper 
food preparation and service, (3) has adequate general 
maintenance, (4) 1s provldlng services to the proper number 
of patients consistent with the licensed capacity, (5) has 
adequate fire protection, (6) has required Its employees to 
take periodic health examlnatlons, or (7) meets accepted 
professional practices rn the labeling, handling, storage, 
and disposal of drugs. We doubt that many physlclans are 
making such lnspectlons or rnqulrles nof do we believe that 
It 1s practical for them to do so. 
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Although HEW and the Statehavetaken certarn actions 
to substantrally upgrade the quality of care provided to 
nursing home patients under the program, we believe that 
further actlons are necessary to ensure that Medi-Cal pa- 
tients do not remain in nursing homes that violate State 
and HEW requirements for long periods of time. In rhls re- 
gard, there still remains 
speclfrc authorit 
dlviduals involved in the evaluation of the adequacy of 7mi.-- - %%u..."".uml ., "~~,a n."-*-- *>.. g -- -s -rdrn sr~*rrmu-.u 

-cZG%-eovlded to pallents in a nursing-home and the enforce- 
ment of nursing home standards. 

On April 29, 1970, final HEW regulations to implement 
section 1902(a)(28) of the Social Security Act--relating to 
standards for skilled nursing homes to participate in the 
Medicaid program-- were published In the Federal Register 
(45 CFR 249.33). These regulations provsde that, if a home 
is not in substantial compliance with the standards for pay- 
ment for skilled nursing home care, the home may not par- 
ticipate in the Medicaid program. If the home is found to 
be in substantial compliance (that LS, is In compliance ex- 
cept for deficiencies), the State agency may permit the 
home to partlclpate in the program for a period of 6 months, 
provided there is a reasonable prospect that the deflclen- 
cles can be corrected within that time and that the deft- 
clencles do not jeopardize the health and safety of the pa- 
tients. No more than two agreements for successive 6-month 
periods may be executed with any one home and a second 
agreement may not be executed if a deficiency previously 
noted continues unless the home has made substantral effort 
and progress toward its correction. 

The HEW regulations, if properly implemented by the 
States, should help to resolve problems such as those noted 
during our review. We believe that forceful monitoring by 
HEW of the States' implementation of the regulations relat- 
ing to discontinuing payments to homes and granting exten- 
sions of certifications when homes are in substantial com- 
pliance with standards for payment, will be necessary to en- 
sure that patients receive the quality of care called for 
by the Medicaid regulations. 
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Agency comments and actions 

In commenting on a draft of this report, HEW stated 
that its regulations governing the certification of skilled 
nursing homes to particrpate in the program are sufficient, 
if properly implemented by the State, to ellmlnate the 
weaknesses reported relating to the standards of care in 
California. HEW stated also that there may be some mlsun- 
derstanding by the State agency as to the provisions of cer- 
tain Federal requirements and that the HEW regional office 
staff ~111 attempt to clarify the requirements for the 
State agency. 

In a letter dated March 4, 1970 (see app. II), the 
State advised HEW that, In an effort to strengthen the ef- 
fectiveness of the Medl-Cal Consultants, new standards for 
operation of the Medi-Cal Consultant units throughout the 
State are being developed with a view toward obtaining a 
more uniform and more effective application of program pol- 
icies, rules, and regulations. We noted that these stan- 
dards, which were incorporated in State regulations in April 
1970, provide for periodic on-site vlslts to nursing homes 
by staff members of the Medl-Cal Consultant units to evalu- 
ate the qualrty of care. 
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CONTROLS OVER MRDICATIQN AND TREATMENT 
FOR MEDICAID PATIENTS IN NURSING HOMES 

Authorizations for medication and treatment 

The State licensing requirement that there be signed 
physicians' orders for medication and treatment administered 
to nursing home patients which was in effect at the time of 
our prior review, was still in effect at the time of our 
recent review, In addition, after our prior report, the 
California State Board of Pharmacy issued guidelines for 
providing pharmaceutical services in nursing homes. These 
guidelines emphasize the importance of signed physicians' 
orders and accurate recordings on the patients' charts of 
medications administered. 

DHCS officials advised us that they relied on inspec- 
tions by the Department of Public Health to disclose defi- 
cient nursing home practices in administering medication and 
treatment to patients. Officials of the Department of Pub- 
lic Health told us that their inspections of nursing homes 
did not include tests of compliance with the State Board of 
Pharmacy guidelines because compliance with these guidelines 
was not mandatory and because their inspections covered only 
compliance with State licensing requirements and Medr-Cal 
regulations. 

We reviewed 1 month's medical records of 106 Medi-Cal 
patients at 14 nursing homes. These records showed that 
734 doses of medication were administered without any signed 
physicians' orders; 311 doses were administered in quanta- 
ties in excess of those prescribed; and 1,210 prescribed 
doses were not administered. 

As previously noted on page 12, State inspection re- 
ports for 70 nursing homes showed that State requirements 
regarding authorizations for medication and treatment were 
violated more frequently than other requirements. A total 
of 219 violations of this type were recorded at 57 nursing 
homes. 

Where records showed that medications had been admln- 
istered without physicians' orders, we were told by nursing 
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home personnel that the physicians had neglected to write 
or srgn the order. In those instances where records showed 
that medications had been administered in greater quanti- 
ties than prescribed or had not been administered at all, 
nursing home personnel told us that (1) there were errors 
on the patients' medical charts and the medications had 
been correctly admlnlstered and (2) the medlcatlons were 
given on an as-needed basis and, In some cases, the patients 
did not need the medications at the time it was supposed to 
have been administered. 

We believe the results of our review clearly show that 
improper nursing home practices regarding authorizations for 
medication and treatment continue to exist and that there 
is still a need for the State to adequately control medlca- 
tion and treatment administered to patients. 

Accounting for drugs and quantities 
of drugs on hand in nursing homes 

Accounting for narcotics 

HEW requires that a record be maintained on separate 
sheets for each type and strength of narcotic, showing the 
quantity on hand, the date and time a dose is administered 
to a patient, the name of the patient, the name of the phy- 
sician, the signature of the person administering the dose, 
and the quantity remaining on hand. 

The State plan for Medi-Cal does not require nursing 
homes to maintain special records to account for narcotics. 
However, guidelrnes issued by the State Board of Pharmacy 
for providing pharmaceutical services in nursing homes call 
for various physical and accounting controls over narcotics. 
As noted previously, DHCS and the Department of Public 
Health have no means to ensure that the guidelines are being 
followed because compliance wrth these guidelines is not 
mandatory. The California Narcotic Act requires the person 
who prescribes, administers, or dispenses a narcotic to re- 
cord the transaction; however, State officials told us that 
they interpret thrs requirement as applying to physicians 
and pharmacies but not to nursing homes because the homes 
do not have a narcotic license but act only in behalf of 
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patrents by keeping custody of their medrcatlons and admrn- 
lsterlng them when necessary. 

Our review at 13 nursrng homes showed that narcotrcs 
were being kept In locked cabinets and that, usually, a phy- 
srcal count was made once on each nursing shaft, or at least 
once a day, to ensure that the quantity of narcotics on 
hand agreed with the quantity shown on the control sheet 
malntalned for each narcotic. 

At five of these 13 nursing homes, we compared for 29 
selected patients the narcotrcs dispensed during a l-month 
period, as shown by the narcotic drug control sheets marn- 
tanned by the dispensary, with patients' medical charts. 
Our comparison showed that 86 doses of the narcotics drs- 
pensed had not been admlnlstered, according to the patients' 
medical charts. On the other hand, the patrents' medical 
charts showed that 24 doses of narcotics were administered 
to these patients, but the drug control 
that the narcotics had been dispensed. 
clals advlsed us that the dlscrepancles 
to poor recordkeeping. 

sheets did not show 
Nursrng home offl- 
were attributable 

We were advised by Department of Public Health offl- 
clals that their inspectors would not make the types of com- 
parisons that we had made and that, therefore, these types 
of dlscrepancles In accounting for narcotics would not be 
drsclosed. They also stated that nursing homes were not re- 
Fired by the State plan or licensing requirements to maln- 
tain drug control sheets, DHCS offrclals stated that In- 
spections were the only means they had of systematically 
evaluating nursxng home controls over narcotics, 

We belleve that the results of our review indicate a 
need for the State to examine into the accountrng for nar- 
cotics In nursing homes and, on the basis of such an examl- 
nation, to institute controls over the admlnlstratlon of 
narcotics In nursing homes, sncludrng perlodlc compliance 
rnspectlons by the Department of Public Health. We believe 
that such measures are particularly needed In view of (1) 
the StateOs lnterpretatlon that the Calrfornla Narcotic Act 
does not apply to nursrng homes because the homes act only 
In behalf of patients by keeping custody of their medlca- 
tlons and admlnlsterrng them when necessary and (2) HEW 
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requirements that a record of narcotics dispensed and admin- 
istered be maintained in detail. 

Accounting for drugs other 
than narcotics 

In our August 8, 1966, report, we expressed the view 
that (1) nursing homes should maintain records of the quan- 
tity of incoming drugs, (2) pharmacists should be required 
to lndlcate the quantity of drugs on the labels of the con- 
tainers of drugs for welfare patients, and (3) nursing homes 
should be required to check these quantrties, at least on a 
test basis. It was our belief that maintaining records of 
incoming drugs, the added labeling requirement, and perlodrc 
test counts could serve as bases for further lnqulry or in- 
vestigation in those instances where there were lndicatlons 
that significant units of drugs were unaccounted for or that 
quantities of drugs purchased substantially exceeded antici- 
pated needs. 

Subsequent to the issuance of that report, the State 
of California advised HEW that guidelines issued by the State 
aoard of Pharmacy would meet and surpass the standards sug- 
gested by GAO. We note that the Board's guidelines concern- 
ing pharmaceutical services provided in nursing homes state 
that "Accurate records shall be kept of all medication re- 
celved by the facility and administered to the patient" and -- 
that "All prescription medication for the lndivrdual patient 
shall bear on the label the name, dose size, expiration date 
if indicated, and amount of the drug contarned." (Under- 
scoring supplied.) It should be noted that adherence to 
these gurdellnes by nursing homes and pharmacies partlclpat- 
ing in the Medl-Cal program is not obligatory. We noted 
also that neither the State licensing requirements for nurs- 
ing homes nor Medl-Cal regulations require that test counts 
of incoming drugs be made. 

During our recent review we found that none of the 12 
nursing homes which we visited maintained records of the 
quantity of lncomlng drugs other than narcotics. At these 
12 nursing homes we inquired as to whether test counts were 
made of incoming drugs--other than narcotics--and whether 
pharmacists recorded the quantrty of drugs on the label of 
the drug container. 
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We were advised at 11 of these homes that test counts 
of incoming drugs from pharmacies were not made and at the 
remaining home that test counts were made infrequently. 
Also, at five of the 12 homes, we were advised that pharma- 
cies never showed quantities of drugs on the labels, whereas, 
at five other homes, we were advised that the pharmacies 
always showed quantities on the labels. At the two remaln- 
ing nursing homes, we were advised that some pharmacies 
showed quantities on the container labels whereas others did 
not. 

The need for control and accountability over the quan- 
tity of prescribed drugs received by nursing homes still ex- 
ists, because current guidelines relating to drug control 
are not mandatory and do not require verification of quanti- 
ties of incoming drugs. As illustrated in the following 
table, at one nursing home visited, significant proportions 
of drugs prescribed for three Medi-Cal patients during the 
period October 1, 1969, through January 6, 1970, were not on 
hand and could not 
cials. 

be accounted for by- nursing home offi- 

Medication 

Mellarll tablets 
Darvon compound 

capsules 
Benadryl capsules 

Quantity Unac- 
administered counted 

Quantity per orders for dif- 
Patient purchased and charts ference 

A 310 265 45 

B 60 29 31 
C 281 267 14 

In view of the continuing lack of control and account- 
ability over the quantity of drugs received, we believe that 
DHCS should require pharmacies and nursing homes participat- 
ing in the Medl-Cal program to adhere to recordkeeping and 
labeling guidelines set forth by the State Board of Pharmacy, 
Also, we continue to believe that nursing homes should be 
required to verify, on a test count basis, the quantities of 
incoming drugs and to record the dates and results of such 
tests. 
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Drugs on hand 

State licensing requrrements regardrng the drsposrtlon 
of drugs for deceased patients or for patrents who have left 
nursing homes have been revrsed since the issuance of our 
prior report. These requrrements now state that rndlvldu- 
ally prescribed drugs shall be destroyed when a patient dies 
or 1s discharged from a nursing home unless the attendlng 
physician orders otherwrse. The State requrres nursing 
homes to record the destructron of lndlvrdually prescribed 
drugs. The home's records are required to show the patrent's 
name, the name of the medrcation, the quantity destroyed, 
the date of destructlon, and the signatures of two witnesses. 

Our review at 11 of 12 nurslnghomes lndlcated that in- 
drvrdually prescribed drugs for deceased or discharged pa- 
tients were being destroyed In accordance with State fi- 
tensing requirements. At the remaining nursing home, how- 
ever, we found that lndlvldually prescribed drugs had not 
been destroyed for patrents who were deceased or discharged. 
An offlclal at this nursing home advised us that It was their 
policy to collect these drugs and return them for destruc- 
tion to the pharmacy from whrch they were purchased. At the 
time of our visit, we noted that drugs for such patients had 
been packaged for delrvery to the pharmacy but records of 
the dlsposltlon of these drugs--or drugs previously disposed 
of In this manner--were not maintained. Department of Pub- 
lic Health officials agreed with us that returning drugs to 
the pharmacy from which they were purchased was not In ac- 
cord with State lrcenslng requirements. 

We examined State lnspectlon reports for 70 nursing 
homes for the period January 1, 1966, through November 15, 
1969 (see p. 12). These reports cited 80 vrolatlons at 
41 homes of State licensing requirements relating to the 
handling, storage, and disposal of drugs; 23 of the vrola- 
tlons related to the improper drsposal of drugs at nursing 
homes. 

Department of Public Health officials advised us that, 
despite the revised licensing requirements, the disposal of 
prescrlptlon drugs by nursing homes was a very difficult 
area for their znspectors to police. They were of the 
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oplnlon that a nursrng home operator could conceal from the 
rnspectors drugs belonglng to deceased or discharged pa- 
tients by marntalnrng the required records of destruction 
(whrle not actually destroyrng the drugs) and routinely ob- 
talnlng the signatures of hrs employees as witnesses. 
These offlclals drd not cite any speclflc instances where 
such concealment had been detected. We believe that the 
Department should drrect rts Inspectors to examine into the 
authentlclty of the srgnatures of witnesses and the manner 
In which such signatures were obtarned on a perlodrc test 
basrs and In every instance In which it IS suspected that 
drugs are being Improperly retained by a nursing home rn 
vlolatlon of State licensing requirements. 

We belleve that rmprovements have been made in the 
State's procedures governing the disposal of indlvldually 
prescrrbed drugs for patients who have left nursing homes. 
Nevertheless, continued efforts by State llcenslng lnspec- 
tors are warranted in view of the concern expressed by State 
officials relating to the possrble concealment of drugs pur- 
ported to be disposed of. 

Agency comments and actions 

In commenting on a draft of this report, HEW and DHCS 
agreed that continued effort to rmprove controls over the 
prescrlblng and dlspenslng of drugs for nursing home pa- 
tients appeared warranted. HEW stated that it planned to 
discuss the matter with State offlclals and DHCS stated that 
It was in the process of developing detailed Medl-Cal pro- 
gram requirements for the prescribing and dlspenslng of 
drugs in nursrng homes. 
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SUPPLEMENTAL PAYMENTS TO NURSING 
HOMES FOR MEDICAID PATIENTS 

Supplemental payments by patients or others to nursing 
homes under the Medicaid program are prohibited by HEW reg- 
ulations. Supplement D of HEW's Handbook of Public ASSIS- 
"tance Administration states that participatron in the pro- 
gram 1s limited to providers of service, including nursing 
homes, that accept, as payment in full, the amounts paid in 
accordance with the fee structures established by the State. 
The California State plan for Medi-Cal contains the same 
prohibition. 

We noted that State and county agencies had issued a 
number of informational brochures advising recipients of 
the medical services covered under the Medi-Cal program. 
These brochures, however, do not (1) describe the nature of 
supplemental payments, (2) specify the items of service or 
care included in the rate paid to nursrng homes, or (3)spe- 
cifically state that supplemental payments by patients or 
others for Items included in the rate should,not be made. 
We noted also that the State had, on several occasions, ad- 
vised fiscal agents, nursing homes, Medi-Cal Consultants, 
and county welfare offices, that supplemental payments were 
prohibited. We found, however, that the State did not sys- 
tematically review nursing home practices to ascertain 
whether supplemental payments were being received and that 
investigations were made on a complaint basis only. 

Since initiation of the Medi-Cal program, DHCS has in- 
vestigated complaints that supplemental payments were being 
made to 42 nursing homes. At the time of our recent re- 
view, many of these investigations had not been completed. 
In nine cases, DHCS determined that supplemental payments 
had, In fact, been collected by the nursing homes. Three 
examples follow. 

1. Between March 1966 and September 1969, a nursing 
home collected over $1,400 from 34 patients for ser- 
vices which were covered in the dally rate paid by 
Medi-Cal. This home also collected $250 at the 
rate of $25 per month In "under the table" payments 
from the family of one Medi-Cal patient. The in- 
vestlgation disclosed that all of the improper 

26 



transactions were attributable t&the home's former 
admrnlstrator and former bookkeeper. Srnce these VI- 
olatlons were by the employees of the home, DHCS drd 
not bring formal action to remove the proprietors 
from the program. We were advrsed by DHCS officials 
that arrangements to recover the overpayments were 
berng made and that amounts collected would be re- 
turned to those who made the payments,, 

2. Another lnvestlgatlon resulted in a nursing home 
being placed on probatron for 3 years In lieu of 
berng suspended from the program. Thus home had 
collected about $2,000 III supplemental payments-- 
$100 a month durrng the period April 1967 to Decem- 
ber 1968--made In behalf of a Medl-Cal patlent. 

3. Another nursing home was chargrng Medl-Cal patrents 
$10 a month for personal laundry even though, in 
some instances, no such expenses were incurred and, 
in other Instances, these expenses may have been 
less than the $10. This charge was made only to 
Medr-Cal patients in the home. As a result of their 
investigation, DHCS recovered about $1,300. 

DHCS officials stated that they did not have statistics 
on the number of complaints received regarding supplemental 
payments under the former medical assistance program but 

'that the number of complaints received concerning supple- 
mental payments had probably increased because of the ex- 
panded coverage of the Medl-Cal program and the increased 
number of participants. 

We noted that a report issued in November 19618 by the 
Attorney General of the State of Callfornla stated that an 
investigation of the Medr-Cal program had disclosed that 
many nursing homes requrred patients or their relatrves to 
pay money "under the table" to secure admrssron of the pa- 
tient and that often supplemental payments were required 
each month that the patient remained In the home. The At- 
torney General's report further stated that many Medr-Cal 
patients In nursing homes were not aware of the benefits to 
which they were entitled and could be billed by the nursing 
home for services whrch, unknown to the patlent, had already 
been paid for under the program. 
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A Department of Public Health offlclal advlsed us that 
a review to determlne whether supplemental payments had 
been made was not included In their lnspectlons of nursing 
homes. DHCS offrclals advised us that, despite a substan- 
tral increase In their lnvestrgatlve staff since the start 
of the Medl-Cal program, there was still not sufflcrent 
staffto systemtlcally review nursing home records to de- 
termine whether supplemental payments had been received and, 
therefore, such reviews were made only when a complaint was 
received. 

In conslderlng the (1) substantral increase In the cov- 
erage of the Medr-Cal program over the prior medical as- 
sistance program, (2) increased number of complaints being 
received by DHCS concerning supplemental payments, (3) de- 
termlnatlons by DHCS In cases examined that supplemental 
payments were, in fact, being received by nursing home op- 
erators, and (4) findings of the State's Attorney General, 
we believe that an effective State program to discover, In- 
vestigate, and eliminate supplerne~~z~~o~u~-ng 

hh$sus &n&e- --S'GEh~~~ could include (1) letters 
of inquiry to relatives of the patients, (2) dlscussrons 
with patients during routine visits by State employees, and 
(3) notices to recrprents when periodically marling their 
Medl-Cal identification cards. 

We believe that, so long as reviews at nursing homes 
do not include a determrnatlon for compliance with the HEW 
regulations prohlbltlng supplemental payments, such pay- 
ments ~111 continue to be made principally because most per- 
sons making such payments are either unaware that the pay- 
ments are not required or are concerned that a complaint 
could result in the patients' not recervlng adequate care. 
Further, we remain of the opnnlon that dissemination of in- 
formation to Medi-Cal recipients and other interested par- 
ties, as to the nature of supplemental payments and what 
services or care are covered In the rate paid under the pro- 
gram, would tend to deter supplemental payments to nursing 
homes for Medl-Cal patients. 

Safeguarding patients' personal funds 

The California Adminrstrative Code requires nursing 
home operators to maintain adequate safeguards and accurate 
records of Medl-Cal patients' money and valuables. 
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Callfornla State offrclals advrsed us that the State had 
not issued urnform procedures for use by nursing homes In 
accounting for, and handling of, patients' personal funds, 
although suggested In our August 1966 report. We were told 
that corrective action had not been taken on this matter be- 
cause of higher prlorlty proJects. 

During our recent review at 12 nursing homes, we again 
found conslderable variance In the procedures and records 
used by the homes to account for patxents' funds. For ex- 
ample: 

--four homes malntalned patients' personal funds In 
checking accounts at local banks while three homes 
retained patients ' funds In lndlvldual envelopes In 
the nursing homes, 

--SIX homes malntalned lndlvldual ledger accounts for 
each patlent's funds while three homes merely made 
notations of deposits and withdrawals on envelopes 
contalnlng the funds, 

--two homes did not issue receipts to patients for 
funds and four homes did not obtain patients' slgna- 
tures for withdrawals fram therr personal accounts, 
and 

--three homes were members of separate nursing home 
chains and the patients' personal funds were main- 
tained at the chains' central offlces. 

We noted also that the State Attorney General's Novem- 
ber 1968 report on the Medl-Cal program disclosed instances 
In which the $15 per month personal expense money, for such 
items as cigarettes, candy, and haircuts, which Medl-Cal 
patients received from the county welfare offices had been 
mlsapproprlated by some nursing homes. The report cited, 
as an example, one nursing home that was In possession of 
about $2,000 which belonged to Medl-Cal patients who had 
died or had been discharged from the home. Department of 
Fubllc Health offlclals advised us that, during their In- 
spectlons of nursing homes, they ascertained whether the 
home had adequate facllltles to safeguard patients' personal 
funds and whether the home had records to account for such 
funds. The Department does not, however, routinely 
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examine Into the proprrety of the types of charges made 
against the accounts or the adequacy of documents support- 
zng deposrts and withdrawals. 

Regulations of the Calrfornla Department of Socral Wel- 
fare require that patients rn nursing homes be vlslted at 
least once a year by a county social worker to verify that 
the patlent's continued residence in the nursing home 1s 
consistent wrth his social needs. A Department of Social 
Welfare offlclal has advised us that, during these vrslts, 
the social. workers srqulre Into the status of the personal 
funds of patients only If requested to do so by the patient 
or someone acting In the patient's behalf or If the patient 
has previously been Judged Incompetent. 

We believe that the results of our review, together 
with the report of the State Attorney General, demonstrate 
the need for action by the State to strengthen controls 
over the handling of patients' personal funds. 

Also, we continue to belleve that there 1s a need for 
the State to establish standard procedures to be used by 
nursing homes In handling and accounting for Medl-Cal pa- 
tlents' personal funds. Such action, supplemented by ap- 
proprlate surveillance during visits by State representa- 
tlves would, In our opinion, substantially assist the State 
In guardrng against mrsuse of these funds. 

Agency comments and actions 

In commenting on a draft of this report, HEW agreed 
with our suggestion that lnformatlon on services and care 
covered under the Medl-Cal dally rate pald to nursing homes 
and restrlctrons concerning supplemental payments should be 
provided to patients' relatives and other Interested per- 
sons. The State advlsed HEW that It had adopted this sug- 
gestlon and was preparing an lnformatlon leaflet for clr- 
cularlzatlon. 

HEN agreed also that better controls over the handlrng 
of patients* personal funds by nursing homes were needed 
and stated that it would discuss with State offlclals the 
feaslblllty of establlshlng standard procedures to be fol- 
lowed by the homes and surveillance by the State. 
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ADVERTISING BY NURSING HOMES 
OF PHYSICAL THERAPY FACILITIES 

The California AdministratIve Code specifies that pro- 
viders of services may be suspended from the Medi-Cal pro- 
gram for unlawful or unethical advertising or advertising 
which holds forth the advertiser as one specifically author- 
ized or certified to render services available under the 
program. 

We inquired into the advertising practices at 12 nurs- 
ing homes. Three homes did not advertise; seven homes 
used various types of advertising which appeared to be con- 
sistent with the Medl-Cal regulations; but the advertising 
of the two remaining nursing homes appeared not to be in 
accord with the regulations. 

One nursing home's advertising brochure stated that a 
fully equipped physical therapy room was available on the 
premises, however, our visit to the physical therapy room 
revealed that the only equipment available was a set of 
parallel bars. The nurse in charge at this home informed 
us that the parallel bars represented the only physical 
therapy equipment in the home. She stated that, in prepar- 
ing the advertising brochure, she referred to other nursing 
home advertisements in the yellow pages of the telephone 
directory and took excerpts from the various advertisements. 

A second home--part of a chain of nursing homes--was 
using the same advertising brochure cited in our August 1966 
report as containing misleading information regarding phys- 
ical therapy facilities. We noted that, except for the 
front and back covers which contained the names and exterror 
pictures of the Individual nursing homes, this advertising 
brochure was being used by at least eight other homes In the 
chain. The home advertised that It possessed 

1. a physical therapy department under the direction 
of a well-qualified registered theraplst, 

2. 12-foot parallel bars, 

3. exercise steps, 
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4. a tilt-top table, 

5. exergenle wall pulleys, 

6. a Burdock ultrasound and electric stimulator, 

7. diathermy, 

8. a traction table, and 

9. a hydrocollator for moist heat. 

Our Inspectron of the physical therapy room at this nursing 
home revealed that the only items of equipment avallable 
were the parallel bars and the exercise steps, The admrn- 
lstrator of this nursing home acknowledged that these two 
items of equipment were the only pieces of physical therapy 
equipment at this home; however, she said that the remainder 
of the advertised equipment was located In other nursing 
homes in the chain but was portable and could be made avall- 
able to patients In this home. 

We drscussed the results of our review with DHCS and 
Department of Fubllc Health officials who advised us that 
they had no program to review nursing home advertisements. 
We were told that thenr lnvestzgatlve staffs reviewed nurs- 
lng home advertisements only on a complaint basis or when 
one of these staff members happened to notlce a questionable 
advertisement. Furthermore, DWCS officials stated that, in 
their capacity as the single State agency responsible for 
admlnlstration of the Medl-Cal program, they were concerned 
only with those who advertise services, supplies, or equrp- 
ment as being reimbursable under the Medi-Cal program, 
DHCS and Department of Public Health officials stated that 
the policing of advertlsrng was not therr responslbslity. 

In our opinion, no action has been taken by the State 
to Improve controls over advertising by nursing homes. We 
belleve that Medl-Cal patzents or their families could be 
misled by the types of advertisement which we have noted. 
We believe that, to help avoid mlsleadlng advertising by 
nursing homes, DHCS--as the single State agency--should 
either assume the responslblllty for pollclng advertising 
practices relating to the program or ensure that such 
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responsibility is specifically assigned to, and carried out 
by, some other State agency. 

&ency comments and actions 

In commenting on a draft of this report, HEW agreed 
that DHCS should either assume the responsibility for pollc- 
ing advertising practices relating to Medl-Cal or ensure 
that such responsibility is specifically assigned to, and 
carried out by, some other State agency. In this connection, 
the State advised HEW that consideration would be given to 
increasing efforts to detect cases of misleading advertis- 
ing. 

HEW stated that, while advertlslng practices described 
In our report might mislead a Medi-Cal recipient or his 
family, It 1s expected that the patient's caseworker ~111 
be famlllar with nursing home condltlons and services in an 
area and will advise the patient and/or his family in In- 
stances of misleading advertising. 
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TRANSFEHHING PATIENTS 
BETWEEN NURSING HOMES 

State Medi-Cal regulations require that transfers of 
patients between nursing homes be approved by the Medi-Cal 
Consultant prior to such transfers. The regulations do not, 
however, specify the manner in which prior approval is to be 
obtained. Guidelines issued by DHCS to the Consultants for 
their use in authorizing nursing home care are not addressed 
to the circumstances under which interhome transfers of pa- 
tients are to be permitted. We were advised by Medi-Cal 
Consultants that prior approval for transferring a Medl-Cal 
patient was usually obtained from the Consultant by tele- 
phone and that no permanent record of such approval had 
been maintained. 

We inquired into the reasons for the interhome trans- 
fers of 60 Medl-Cal patients at eight of the 14 nursing 
homes we visited. Since the nursing homes are not required 
to maintain records of the reasons for interhome transfers 
of patients, It was necessary for us, in most instances, to 
rely on the recollections of the nursing homes' staffs 
about the reasons for the transfers. 

On the basis of the recollections of the nursing homes' 
staffs and our review of available records, it appears that, 
of the 60 transfers, 34 were made primarily for the benefit 
of the patient, For 13 transfers, there was not sufficient 
evidence to enable us to reach an opinion as to who bene- 
fited primarily from the transfer. We believe, however, 
that the remaining 13 transfers were made for the benefit 
of someone other than the Medr-Cal patient. We found that: 

--Six transfers were made primarily for the benefit of 
the nursing homes making the transfers because op- 
erators of the homes wanted the beds occupied by 
these patients for use by prospective Medicare or 
private patients for whom a higher dally rate could 
be collected. In one of these SIX transfers, the 
family of the patlent was not aware of the transfer 
untal after It had taken place. 

--Two transfers were made at the instigation of the 
former owner of a nursing home who had opened a new 
home. 
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--Frve transfers were made because the attendIng physi- 
clan wanted the patient in a nursing home of which 
he had become part owner, 

In each of these 13 transfers, the Medl-Cal Consultant 
determined that nursrng home care was needed by the patient. 
The approval document for such care, however, is not de- 
signed to disclose any information relevant to the reasons 
for the transfer of a Medl-Cal patient from one home to 
another. In our opinion, the Medl-Cal Consultant did not 
receive all the lnformatlon necessary to reach a declslon 
concerning the need for, or reasonableness of, interhome 
transfers. 

We believe that criteria under which Medl-Cal patients 
may be transferred at the lnitlatlve of the nursing home 
should be established; that pollcles and procedures under 
which nursing homes would have to obtain the wrltten approval 
of the Medl-Cal Consultant before effecting such transfers 
should be developed; and that these crlterra, policres, and 
procedures should be made a part of the State plan. 

Agency comments and actions 

In commenting on a draft of this report, HEW agreed 
with our suggestion that authorlzatlons for transfer be in 
wrltlng and Include the reasons for transfer. HEW stated 
that It planned to recommend to the State that, In each in- 
stance of a proposed transfer, an interview with the patient 
by his caseworker be required and that the caseworker make 
a wrltten record of the reasons for the transfer. 
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CONCLUSIONS, RECOMMENDATIONS. AND 
AGENCY COMMENTS AND ACTIONS - 

Our recent review of practices In provldlng nursing 
home care showed that, for the most part, weaknesses In the 
admlnlstratlon of Callfornla's Medl-Cal program continue to 
exist Although HEW and the State lnstltuted measures de- 
signed to correct some of th- p weaknesses pointed out In our 
August 1966 report, such measures were generally lneffectlve 
rn resolving the problems noted. Also, we found weaknesses 
In the admlnlstratlon of one aspect of the program--account- 
ing for narcotlcs-- which we had examined into during our 
prior review and found not to be a problem. 

Extensive coordlnatlon of the various State agencies 1s 
vital to the success of any program--such as Medlcald-- 
wherein there are divergent Interests and/or multiple levels 
of responslblllty. We belleve, however, that the degree of 
coordlnatlon necessary to enable Callfornla to successfully 
implement its Medlcald program has not been achieved. For 
example. 

1. Results of Department of Public Health lnspectlons 
of nursing homes which revealed slgnlflcant deflcl- 
encles relating to State licensing and HEN requlre- 
ments had not been made known to attendlng physl- 
clans either through Medl-Cal Consultants or through 
local medlcal socletles or had not been used by DWS 
to carry out Its responslbllltles under HEW regula- 
tlons to require compliance with, or to terminate a 
nursing home's partlclpatlon In, the program. 

2. DHCS had not required that guldellnes promulgated 
by the Callfornla State Board of Pharmacy be fol- 
lowed by nursing homes. 

3. DHCS had not fixed the responslblllty for the pollc- 
lng of nursing homes' advertising practices. 

We believe that the State plan for Medl-Cal, which has 
been approved by HEW, remains deflclent in that lt does not 
provide adequate guldellnes for (1) dlscontlnuance of pay- 
ment for the care of Medl-Cal patients in nursing homes in 
which substandard condltlons exist, (2) controls over the 
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admlnlstratlon of narcotics and other drugs, and (3) protec- 
tlon of the patients from Interhome transfers for the bene- 
fit of others. Although the State plan contains P- 
relating to supplemental payments, protectron of patients' 
personal funds, authorlzatlons for medlcatlons and treat- 
ment, destruction of drugs for deceased or discharged pa- 
tlents, and nursing home advertisements, we believe that 
adequate procedures to he1 

q guldellnes by nursing homes,, 
s~e~~mpllance with these 

aveaot been implemented by 
the State nor have appropriate reviews been made by the 
State or HEW to hlghllght the need for additional correc- 
tive measures. 

Primary responslblllty for the quality of medical care 
under the Medlcald program rests with the States. HEW 1s 
responsible for assuring Itself, through appropriate admln- 
lstratlve reviews and audits of States' program actlvltles, 
of the adequacy of States' program admlnlstratlon. We be- 
lieve that admsnlstratlve reviews by HEW reglonal represen- 
tatives generally have been inadequate to ascertain whether 
nursing homes providing care to Medl-Cal patients have met 
the HEW requirements governing the quality of care or 
whether the patients' interests have been safeguarded. We 
noted that, on November 25, 1969, the HEW Audit Agency fur- 
nished to Its regional offices audit guidelines for a multl- 
State audit of nursing homes participating In the Medicaid 
program. One of the stated ObJectives of the Audit Agency's 
review was to determine whether Medlcald patients were being 
provided with adequate care and facllltles. 

Recommendations to the Secretary 
of Health. Education, and Welfare 

In the interest of provldlng the surveillance necessary 
to help mlnlmlze deficiencies In the care, services, or 
treatment given to Medicaid patients m nursing homes and to 
effect corrective action where such deflclencles are found, 
we recommend that the Secretary of HEW, through the Admln- 
lstrator of the Social and Rehabilitation Service: 

--Direct HEW regional representatives to review the 
manner In which State agencies are lmplementlng HEW 
regulations relating to the quality of care being 
provided to Medicaid patients In nursing homes. 
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--Impress upon State officials the importance of clari- 
fying the respective responsibilities and authority 
of the State and county agencies involved in the ad- 
ministration of the Medicaid program. 

We recommend also that HEX regional representatives assist 
DHCS in determining action needed to help resolve the prob- 
lems discussed in this report. 

Agency comments and actions 

In commenting on a draft of this report by a letter 
dated June 15, 1970 (see app. I>, the Assistant Secretary, 
Comptroller, HEW, stated that the HEW regional office staff 
would be instructed to review with the California State 
agency the several Federal regulations relating to the qual- 
ity of nursing home care and to discuss with them the appli- 
cabllity of these regulations to the observations made In 
our report. He stated also that, since there appears to be 
a lack of full understanding of these regulations in Call- 
fornia and other States, HEN was planning visits by teams 
of central office and regional office staffs to review ac- 
tlvlties and procedures of State agencies and to provide 
consultation on full implementation of the regulations. 

The Assistant Secretary, Comptroller, informed us that 
HEW planned to visit a few selected States within the next 
3 months and would, on the basis of this experience, con- 
sider visiting all Medicaid States. He informed us also 
that HEN agreed that the single State agency administering 
the Medicaid program should assure itself that employees of 
assisting agencies were fully aware of the responsibilities 
which had been established. 

Further, in accordance with our recommendations, HEW 
officials will discuss these matters with DHCS officials 
and will assist them in determining the actions needed to 
ensure correction of the problems noted. He also stated 
that, if these discussions revealed a need for assistance 
by the Division of Management Information and Payment Sys- 
tems or the Division of Technical Assistance and Training 
of the Medical Services Administration, Social and Rehabil- 
station Service, in Washington, such assistance would be 
made available. 
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CHAPTER 3 

CONTROLS OVER PAYMENTS 

FOR PRESCRIBED DRUGS 

In our report of August 1966, we concluded that the 
prepayment and postpayment audit procedures recommended in 
the State plan to provide assurance that payments were made 
only for correctly priced drugs prescribed under proper au- 
thority and actually delivered for the use of eligible re- 
cipients had not been fully and adequately implemented at 
the county level. We stated that (1) the State had not ad- 
equately carried out its responsibilities for evaluating 
county activities to determine that the obJectives of the 
State plan relating to payment for prescribed drugs had 
been achieved and (2) HEW had not utilized the review pro- 
cesses necessary to ascertain the quality of the administra- 
tion of this aspect of the program. 

We suggested that HEW provide its field representatives 
with specific guidelines relating to the prescription drug 
program for their use in making continuing reviews of State 
and local administration as required in HEW regulations. 
We suggested also that consideration be given to including 
in the State plan certain additional requirements and proce- 
dures to better ensure that drugs for which payments were 
made were actually delivered for the use of eligible welfare 
recipients. 

During calendar year 1964, payments of about $21.3 mil- 
lion were made in the State of California for more than 
5.8 million drug prescriptions for welfare recipients; dur- 
ing 1968, payments of $47.3 million were made for 11.8 mil- 
lion drug prescriptions under Medi-Cal. The Federal share 
of these expenditures was about 50 percent. 

On the basis of our most recent review, we believe that 
the procedures for payment of prescription drugs under the 
Medi-Cal program generally are inadequate to preclude a con- 
tinuation of problems cited in our prior report. Social and 
Rehabilitation Service regulations, issued in March 1969, 
require that States institute procedures for reviewing the 
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use of medrcal servrces, lncludrng prescription drugs, and 
for safeguardlng agarnst misuse of such services. We found 
that lXCS had not specified procedures to be followed by the 
fiscal agent to effectively control Medl-Cal drug payments. 
Further, HEW and the State were not making systematic and 
independent verlflcatlons to ascertain whether payments to 
private pharmacies for prescription drugs were llmited to 
prescrrptlons for reclplents for whom the drugs were pre- 
scrrbed and whether the drugs were dispensed by the pharma- 
cies In quantities and in frequencies consistent mth the 
physlclans I dosage lnstructrons. 

Prior to Medr-Cal, each county In the State was respon- 
sable for processing, paying, and audrtlng claims for pre- 
scrlptlon drugs for welfare program reclplents, For Medl- 
Cal, the State contracted with Callfornaa Physicians Ser- 
vice to act as fiscal agent for all 58 counties in the 
State. The contract requires the fiscal agent to process, 
pay, and audit drug claims under the program and to install 
controls to prevent fraud and misuse of the drug program by 
providers and reclprentso / 

The HEW Audrt Agency reviewed the claims processing 
procedures of California Physncians Service, This review, 
which covered the period March 1966 through June 1968, In- 
cl&ed evaluations of the effectiveness of controls over the 
processing of claims and resulted In a number of recommenda- 
tions for Lmproving operations, The HEW Audit Agency's re- 
port, Issued In October 1968, did not deal with the problems 
discussed in our August 1966 report. The HEW Audit Agency 
also reviewed selected areas of the Medl-Cal program for 4 
the perzod March 1966 through December 1968, and, In a 
June 1969 report, the Audit Agency made recommendatLons to 
DEES for lmprovlng admanlstratLon of the program. This re- 
view also dad not include an examination into claims for 
prescrrbed drugs under the Medl-Cal program. 

The prepayment and postpayment audit procedures used 
by the fiscal agent did not provide for routine verlflca- 
tions that prescribed drugs had been received by reclplents 
for whom the prescrlptrons were written. For example, pre- 
payment audit procedures did not require the claims re- 
viewer to examine the prescrlptlon drug form to ensure that 
the signature acknowledging receipt of the drug was (1) not 
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made by someone employed by the drspenslng pharmacy or (2) 
that of the Medl-Cal reclplent or someone duly authorized 
by him to recerve the drugs. 

Cur examxration of 300 Medr-Cal prescrlptlon forms for 
evidence of receipt of drugs by the recipient or persons 
authorized to act in their behalf showed that: 

--lo prescription forms contained a certlfrcatron of 
receipt executed by an employee of the drspensrng 
Pharmacy* 

--139 prescription forms were receipted by persons 
whose relationships to the Medr-Cal recipients were 
not identified on the prescription forms. 

DHCS plans to adopt a new Medi-Cal drug billing form 
which, it believes, will provide faster and more accurate 
processing of the drug claims. The new form w111 eliminate 
the practice of obtaaning the signature of the recipient or 
his authorized representative as evidence of receipt. In 
our opinion, obtaining the signature of the person receiving 
the drug serves a useful purpose--as a means of control--in 
the administration of the prescribed drug aspect of the pro- 
gram and should be retained. 

We believe that the administration of this aspect of 
the Medi-Cal program could be strengthened by requiring 
persons who receive prescribed drugs on behalf of recipients 
to record on the new billing forms their identities and ca- 
pacities or authorizations for acting on behalf of the re- 
cipients. This practice could assist In ensuring that the 
recipients actually receive the drugs. 

We recognize th,at, because of the large volume of pre- 
scriptions, it would be impracticable to verify the author- 
ity of every person certifying receipt of drugs on behalf 
of Medl-Cal recipients. However, verification on a test 
basis would provide reasonable assurance that prescrlptlon 
lnvolces submitted by pharmacies represent drugs actually 
dispensed by the pharmacies and received by ellglble reclp- 
ients. Verxflcatlon procedures might Include comparlng the 
names and/or signatures of persons certlfylng receipt on 
behalf of eligible reclplents with the names of persons 
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residing in the household-- as shown in Department of Social 
Welfare case files --who would normally be expected to re- 
ceive drugs for the recipients. The names or signatures of 
persons authorized to receive prescribed drugs for Medi-Cal 
recipients residing in institutions, such as nursing homes, 
could be submitted for inclusion in Department of Social 
Welfare records. Where test results raise questions as to 
the proper use of the drug program--by an individual recip- 
ient, an institution, or an individual pharmacy--a field in- 
vestigation would be indicated to determzne whether a misuse 
of the drug program occurred. 

In our prior report we noted an overlapping of pre- 
scrlptrons as indicated by the pharmacies dlspenslng pre- 
scribed drugs over periods of time in quantities and in 
frequencies greater than required by dosage instructions. 
In one of the cases which we cited, five separate presbrip- 
tions were issued to a welfare recipient for a total of 120 
tablets of the same drug during an 18-day perrod. Accord- 
ing to dosage instructions, only 18 tablets should have 
been used during that period. During our recent review, we 
noted that the State Attorney General's November 1968 report 
disclosed instances of pharmacies' dispensing prescribed 
drugs in greater quantities than specified by physicrans. 

We found that patient profiles (history uf medical ser- 
vices received by individual recipients) were not routanely 
produced to assist California Physicians Service in carrying 
out its responsibility as fiscal agent for preventing fraud 
and misuse of the drug program. Therefore, it was not 
practicable for us to attempt to identify instances of over- 
lapping prescriptions which, when compared with the pre- 
scribed dosage, would indicate the dispensing of drugs over 
periods of time in quantities greater than specified. In 
the absence of such profiles, and since drug claims are 
processed individually as received, the fiscal agent's au- 
dit procedures cannot detect an irregular pattern of drug 
purchases over a period of time. 

In our opinion, DHCS should require the fiscal agent 
to institute postpayment audit procedures to help Identify 
instances in which it appears that excessive quantities of 
drugs are being dispensed to Medi-Cal recipients, Instances 
so identified could provide a basis for inquiry or investi- 
gation to determlne whether misuse of the program exists. 
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We noted that, durxng the period October 1967 through Novem- 
ber 1968, DHCS revlewed the drug payment procedures fol- 
lowed by its fiscal agent and found that overpayments to 
pharmacies were not being detected prlmarlly because the 
auditors were not consastently following their audit proce- 
dures and because, In some Instances, these audit procedures 
were not adequate to disclose instances of fraud or misuse. 
Efforts of the fiscal agent to correct the problems noted 
In the DJKS review were not effective. We therefore be- 
lieve that additional efforts are required. 
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CONCLUSIONS, RECOMMENDATIONS, AND 
AGENCY COMMENTS AND ACTIONS 

DHCS has not instituted procedures to ensure that 
(1) payments are made only for prescription drugs actually 
delivered to Medi-Cal recipients and (2) drugs are being 
dispensed in quantities and in frequencies consistent with 
physicians ' dosage instructions. In view of the large vol- 
ume of prescrrptions written for Medi-Cal reclplents and in 
view of the cost of such prescriptions, we believe that 
strengthened controls over these aspects of the Medi-Cal 
program are warranted. In our opinion, a requirement that 
persons who receive prescribed drugs on behalf of program 
recipients identify their authority to receive such drugs 
would help to prevent the receipt of drugs by unauthorized 
persons. Also, the use of patient profiles--which would 
indicate irregular patterns of drug purchase--will hrghlight 
instances where a field investigation is warranted to de- 
termine whether a misuse occurred. 

Recommendation to the Secretary 
of Health, Education, and Welfare 

, 
We recommend that the Secretary of HEW, through the 

Administrator of the Social and Rehabilitation Service, en- 
courage DHCS to institute additional procedures designed to 
ensure that payments are made only for prescribed drugs 
which are actually delivered for use of program recipients 
and that drugs are dispensed in quantities and in frequen- 
cies consistent with physicians' instructions. We believe 
that the State should require persons receiving and signing 
for prescribed drugs on behalf of program recipients to re- 
cord on the prescription forms their identities and capaci- 
ties or authorizations for acting on behalf of the recip- 
ients. 

Agency comments and actions 

In a letter to us dated June 15, 1970 (see app. I), 
the Asslstant Secretary, Comptroller, HEW, agreed that con- 
trols must be instituted by the fiscal agent to detect ir- 
regular patterns of drug purchases. He stated that the 
program regulation issued by the Social and Rehabilitation 
Service in March 1969, nf adequately implemented, would 
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(1) ensure that excessive quantltles of drugs were not pre- 
scribed and (2) contrlbute to a system of control over 
claims and payments to ensure that purchased services were 
actually dellvered. He stated also that the HEW regional 
representatives had been advised to review with the State 
the status of the lmplementatlon of this regulation and its 
appllcabllrty to the problems Identified in our report. 

With respect to our suggestion that the State require 
persons receiving drugs to sign for them and to indicate 
their ldentltles and authorlzatlons to act on behalf of the 
recipients, DHCS advised HEW (see app. II> that the requlre- 
ment for signature on receipt of drugs had been lrrltatlve 
and nonproductive but that the newly designed pharmacy bill- 
lng form did call for certlflcatlon by the pharmacy that the 
services were provided. DHCS also stated that the new form 
would allow improved claims processing by computerized 
techniques and a review of pharmacy claims that were not 
within prescribed llmlts. HEW advised us that It planned 
to review the new billing form and to determine whether 
further actlon , possibly as we suggested, would be necessary. 



CHAPTER 4 

SCOPE OF REVIEW 

Our revrew of HEW and State procedures and practices 
in providing nursing home care to, and in controlling pay- 

ments for drugs prescribed for use by, Medrcaid recrprents 
in the State of Californra was directed toward determlnlng 
and evaluating the effectiveness of actions taken to cor- 
rect the weaknesses and deficiencies discussed in our Au- 
gust 1966 report on the former medrcal assrstance program. 

Our work was performed at HEW headquarters in Washing- 
ton, D.C., at HEW's regional office in San Francisco, Cali- 
fornia, and at the Sacramento headquarters of DHCS, the De- 
partment of Public Health, and the Department of Social 
Welfare. We also visited the offices of California Physi- 
clans Service in San Francisco, 

We reviewed the enabling legislation and,examrned per- 
tinent procedures, records, and documents relating to the 
Medicaid and Medi-Cal programs. We held discussions with 
HEW, State, and Californra Physicians Service offrcrals re- 
sponsible for the administration of the program. In addi- 
tion, we visited 14 nursing homes located rn Alameda, 
Fresno, Los Angeles, and Santa Clara counties. These coun- 
ties were selected because they accounted for a significant 
amount of Medi-Cal expenditures. We did not review all 
matters discussed in this report at every home we visited. 
Factors which we considered in selecting nursing homes were 
their bed capacity and the number of Medi-Cal recipients 
served. We reviewed case files for 106 patients at the 
14 nursing homes which we visited. For the most part, 
these case files, which covered transactions during calen- 
dar years 1966-70, were selected for Medi-Cal reciprents 
residing in the home at the time of our vrsit. 

In addition, we selected 70 nursing homes located rn 
16 counties in northern California and reviewed all inspec- 
tion reports of the Department of Public Health for these 
homes during the 1966-69 period. Again, the factors we 
used in selecting these homes were their bed capacity and 
the number of Medi-Cal recipients served, 
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APPENDIX I 
Page 1 

OFFICEOFTHE SECRETARY 

DEPARTMENT OF HEALTH, EDUCATION. AND WELFARE: 
WASHINGTON,DC 20201 

JUN 15 1970 

Mr. John D. HeUer 
Assistant Director 
CiVll Mtision 
U.S. General Accountmng Office 
Washington, D. C, 20548 

Dear l&r, Heller: 

The Secretary has asked that I reply to the draft repmt of the 
General Accounting Office on its review of actions taken to improve 
practices in providing nursing bane care and controllug payments 
for prescribed drugs for Medicaid recipients in California, 

Enclosed are the Depar nt comments on the findings and 
recomendatifms in your report and the came&s on certain 
points in the response of the Department of Health Care Services 
of the State of California. 

We appreciate the opportunity to review arnd come& on your 
draft report and welcomed your suggestlon that the approprmte 
State officials be afforded the same opportunity. 

Sincerely yonrs 9 r 

Assistant Secre 7, vt-y$ Comptroller 

Enclosure 
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COMMENTS ON DRAFT REPORT 
OF THE GENERAL ACCOUNTING OFFICE 

PROBLEM AREAS RELATING TO NURSING HOME CARE AND PRESCRIBED 
DRUGS UNDER THE MEDICAID PROGRAM IN THE STATE OF CALIFORNIA 

The draft report by the General Accounting Offlce 1s an evalu- 
atlon of the extent to which problems ldentlfled in 1966, m 
the provlslon of care to nursing home patients in Callfornla 
under the medlcal assistance to the aged program, have been 
corrected or persist under MedIcaId. On the basis of the fmd- 
lngs reported by GAO, we agree that problems warranting the 
careful attention of the State agency and the Department of 
Health, Education, and Welfare continue to exist In many of the 
areas exarmned. 

Following are our comments on each of the matters dlscussed In 
the draft report. 

STANDARDS OF CARE IN NURSING HOMES 

The GAO reports, on Its review of the maintenance of standards 
in skilled nursing homes, findings which clearly lndzcate prob- 
lems In this area. The report correctly points out that HEW has 
imposed upon States, standards for facllltles and services which 
must be met by nursing homes to partlclpate in the MedIcaId 
program. Final regulations to implement Sectlon 1902(a)(28) of 
the Social Security Act - relating to standards for skilled 
nursing homes - were published in the Federal Register on 
April 29, 1970 (45 CFR 249.33), the lnterlm regulations were 
published on June 24, 1969. 

The draft report seems to emphaslae llcenslng vlolatlons noted 
by the Callfornla Department of Public Health lnspectlons. While 
meeting llcenslng standards 1s one of the prerequsltes for partlc- 
lpatlon In the program, a skilled nursing home may meet State 
llcensure reqmrements but nevertheless not be quallfled to 
partlclpate in the program because of a failure to meet HEW stand- 
ards for certlflcatlon of ellglblllty to provide services to 
Medicaid patients. 

A revocation of a faclllty's license would make the faclllty 
gable to partlclpate in the Medlcald program. &le 

may be the appropriate action for the State's purpose, 
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the appropriate avenue for the single State agency administering 
the Medi-Cal program to follow (in this case, the Department of 
Health Care Services) is outlined in the MedicaId regulations. 
Specifically, if a home is found not to be in substantial compliance 
with the standards for payment for skilled nursing homes that 
home may not receive Medicaid payments. If the home is found to 
be in substantial compliance (i.e., is in compliance except for 
deficiencies), the State agency may permit the home to participate 
for a period of 6 months provided there is reasonable prospect 
that the deficiencies can be corrected within that tune and that 
the deficiencies noted do not Jeopardize the health and safety of 
the patients. No more than two successive six month agreements 
may be executed with any one home and no second agreement may be 
executed if a previous deficiency continues unless the facility 
has made substantial effort and progress in correcting the 
deficiency. 

If properly Implemented, the HEW regulations governing the certl- 
fication of skilled nursing homes to participate in the program 
are sufficient to correct the weaknesses relating to standards 
of nursing home care pointed out in this report. The draft report 
brings to our attention matters which suggest that there may be 
some rmsunderstanding on the part of the State agency of the 
provisions of certain Federal requirements relating to eligibility 
of nursing homes to provide service and receive payments under the 
program. SRS Regional Office staff will dlzscuss these findings 
with officials of the State agency in an effort to clarify the 
regulations. 

CONTROLS OVER MEDICATIONS AND TREATMENT FOR MEDICAID PATIENTS 
IN NURSING HOMES 

We agree that California Department of Public Health inspections 
of nursing homes - which are made on behalf of the Department of 
Health Care Services for Medicaid certification purposes - should 
ascertain that all State and HEW requirements relating to drugs 
are met. We plan to discuss this point with State officials in 
connection with Medicaid skilled nursing home standards and 
certification. 

On the basis of the facts reported, continued effort to improve 
controls over prescribing and dispensing of drugs for nursing 
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home patients appear warranted. We note that In Its comments 
on the GAO draft report, the Department of Health Care Servxes 
agrees with thxs point and 1s In the process of developing 
requrements to be adopted In regulations. 

SUPPL~TAL PAYMENTS TO NURSING HOMES FOR MEDICAID PATIENTS 

The GAO draft report establishes that problems still east with 
respect to (1) improper supplemental payments being demanded or 
accepted from relatives of Medl-Cal re'clplents and (2) the handling 
of patients' personal funds. 

We concur In the suggestlon that xtformatlon on services covered 
by program payments and restrlctlons on addltlonal payments be 
provided to relatives and other interested partles. We note that 
the State agency has adopted this suggestion and 1s preparing an 
lnformatlonal leaflet for this purpose. 

We concur also that better controls over the handlxng of patIentsI 
personal funds by nursxng hemes 1s warranted. We plan to dlsuuss 
wxth State offxclals the feaslblllty of establxbng standard 
procedures to be followed by the homes as well as approprxate 
surveillance by the State. I 

MISLEADING ADVERTISING BY NURSING HOMES OF PHYSICAL THERAPY FACILITIES 

msleadlng advertlslng on the part of nursing homes 1s to be deplored 
and should receive the attention of appropriate State authorltles. 
Accordingly, we agree that the Department of Health Care Services 
should either assume the responslblllty for polxlng advertlslng 
practices relating to Medl-Cal or see to It that such responslhillty 
1s speclflcally asslgned to, and carried out by, some other State 
agency on a systematic basis. In th,xs connectxon, the State has 
advised us that conslderatlon will be gxven to greater case-detection 
efforts, however, cost conslderatlons must be weighed against the 
benefits to be derived. 

Ule advertlslng practices such as shown In the GAO draft report 
might rmslead a Medl-Cal reclplent or his farmly, It 1s expected 
that the patlent's caseworker will be fmllar with the condltlons 
and services In nursing homes in the area and ~111 advise the 
patlent and/or his family in any Instance where such a sltuatlon 
is known to east. 
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HEW regulations requre that long-term care be authrolzed,,only 
after Joint conslderatlon by the physlclan and the social worker 
of the pertinent medical and social factors, lncludlng conslaera- 
tlon of alternative arrangements for the patlent's care. Also, 
we note m the State's comments on the GAO draft reports that a 
plan 1s being considered to make a social evaluation of Medl-Cal 
nursing home placements wIttin 30 days after adrmsslon. Full 
lmplementatlon by the State of the HEW requirement for prior 
medlcal-social evaluation should, If properly carried out, mlnlmlze 
instances where facllltles are not appropriate to the needs of the 
patients. 

TRANSFERRING PATIENTS BETWEEN NURSING HOMES 

The GAO review found that In a least 13 of 60 cases exarmned, 
transfers of MedIcaId patients from one home to another appeared 
to have been made for the benefit of persons other than the patlent. 
In the dlscusslon of tlvs problem In the draft report we found 
no mention of the involvement of the patients' caseworkers, and 
assume, therefore, that no caseworker contact was found. Although 
the Handbook of Public Assistance Adrmnlstratlon does not expressly 
require that the caseworkers be consulted before transfers of patients 
are made - as It does in the case of lnltlal adrmsslons - we belleve 
that the Intent of Federal policies relating to social services 
available to patients strongly suggest that ths should be done. 

We agree with the GAO suggestion that authorlzatlons of transfer 
be in wrltlng and should state the reasons for transfer. We plan 
to recommend to the State that an lntervlew with the patients by 
their caseworkers be requred In each instance of proposed transfer 
and that the caseworkers m&e a written record of the reasons for 
transfers. 

CONCLUSIONS AND RECOMMENDATIONS 

GAO has recommended that SRS Regional representatives be given 
direction and assistance for revlewlng the manner In wbch State 
agencies are lmplementlng Federal regulations relating to the 
quality of care being received by Medlcald patients In nursing 
homes. 

Regional Office staff will be instructed to review with the 
California State agency, the several Federal regulations which 
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relate to the quality of care and discuss mth them the appllca- 
blllty of these regulations to the observations recounted In the 
report. Since there appears to be a lack of full understanding 
of these regulations in Callfornla - as well as other States - 
we are currently developing plans for vlslts by teams of both 
Central Offlce and Reglonal staff to review current actlvltles 
and procedures of the State agencies and to provide consultation 
on full lmplementatlon of the regulations. We plan such vlslts 
in a few selected States wlthln the next three months and will 
evaluate the deslrablllty of extending them to all Medlcald States 
on the basis of thus experience. 

GAO recommends also that SRS impress upon responsible State 
officials the Importance of clarlfylng the respective responsl- 
bllltles and authority of the var1ou.s State and county agencies 
involved in the adrmnlstratlon of the Medlcald program. 

The report lndlcates that the Department of Health Care Services 
1s the single State agency responsible for adrmnlsterlng the Medl- 
Cal program and 1s assisted by the Department of Publlc Health 
and the Department of Social Welfare. We agree that the single 
State agency should assure itself that the employees of the 
asslstlng agencies (such as Inspectors, Medl-Cal Consultants, and 
caseworkers) are fully aware of the responslbllltles which have 
been establlshed. In this regard, we will discuss the Issues 
raised by GAO with the State agency. 

GAO has recommended further that the matters in their report be 
dlscussed with offlclals of the Department of Health Care Services 
and the SRS Regional representatives assist them in actlon needed 
to ensure correction of these practices. The action suggested 
by this recorrmendatlon will be taken, If dlscusslons reveal a need 
for assistance by the Dlvislon of Management Informatlon and Pay- 
ment Systems or the Dlvlslon of Technical Assistance and Tralnlng 
of the Medical Services Admlnlstratlon, SRS, such assistance ~111 
be made available. 

CONTROLS OVER PAYMENTS FOR PRESCRIBED DRUGS 

The GAO draft report ldentlfles problems relating to excessive 
quantltles of drugs being prescribed and prescribed drugs being 
purchased which may not have been delivered for the reclplent's 
use. We agree that controls must be lnstltuted by the fiscal 
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agent to detect Irregular patterns of drug purchases over a 
period of time. Such controls are lmpllclt In SRS regulations 
relating to utlllzatlon reviews by the States. 

CONCLUSIONS AND RECOMMENDATIONS 

GAO recommends that SRS encourage the Department of Health Care 
Services to lnstltute additional procedures designed to ensure 
that prescribed drugs are actually delivered for use of program 
reclplents and that excessive quantltles of drugs are not prescribed 
for them. 

SRS Program Regulation 40-9 Issued in March I969 reqmres State 
agencies to lnstltute procedures for review of utlllzatlon of 
services, IneludIng drugs, and to safeguard against over- 
utllizatlon. This regulation, if adequately unplemented, should 
meet the problem of assuring that excessive quantltles of drugs 
are not prescribed and should contribute substantially to a system 
of controls over claims and payments deslgned to assure that 
services purchased are actually dellveled. We have asked SRS 
Regional staff to review with the State the status of lmplementatlon 
of this regulation and Its appllcablllty to the problems raised In 
the GAO draft report. 

In connection with the above recommendation, GAO has suggested 
that the State should requre persons - recelvlng and slgnlng 
for prescribed drugs on behalf of program reclplents - to clearly 
indicate on the prescrlptlon forms their ldentlty and capacity or 
authorlzatlon for acting on behalf of the reclplents. 

With respect to this suggestion, we note In the State agency's 
response to the GAO report that they do not consider this 
procedure to be appropriate and that they have designed a near 
pharmacy bllllng form as a part of an improved system of computer 
controls over claims processing. We plan to review the new bill- 
ing form and determlne whether further action, possibly as suggested, 
is necessary. 
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STATE OF CALIFORNIA-HUMAN RELATIONS AGENCY RONALD REAGAN Governor 

DEPARTMENT OF HEALTH CARE SERVICES 
714 P STREET 
SACRAMENTO CALIFORNIA 95814 

March 4, 1970 

Miss Gene Beach 
Associate Regional Commissioner 
Medical Services Administration 
Social and Rehabilitation Services 
Department of Realth, Education and Welfare 
50 Pulton Street 
San Prancisco, California 94102 

Dear Miss Beach 

This is in response to your letter of February 10, 1970, concerning the 
General Accounting Office draft report to Congress of the Review of 
Actions Taken to Improve Practices in Providing Nursing Home Care and 
Controlling Payments for Prescribed Drugs for Medicaid Recipients in 
the Staie of California. 

This Department has expended considerable effort, with varying degrees 
of success, to solve the problems set forth in this review. We under- 
stand however that many of these same problems exist in other Medicaid 
programs throughout the country, and have proved difficult or impossible 
to solve. 

The review indicates that the State has failed to set forth in its state 
plan criteria for evaluating the adequacy of care provided in nursing 
homes. Aside from staffing standards and requirements relating to 
equipment and structure, standards relating to the adequacy of care are 
at best intangible and difficult to define for a spectrum of patients. 
The Department will conduct on site review of patient care programs as 
it implements the Medical-Social Review Team requirements set forth in 
the 1967 amsndments to the Social Security Act. It must be recognized, 
howewer, that time must be allowed, along with a considerable amount 
of effort, to bring about the effective operation of this process. The 
scope of this undertaking in California is formidable since there are 
more than 1,200 nursing homes providing services to almost 48,000 program 
beneficiaries 0 

In an effort to strengthen the effective functioning of the Pled&Cal 
consultants throughout the State , the Department is in the process of 
of formulating standards for the operation of the many consultant units 
at county levels. On adoption and promulgation of these standards, it 
is anticipated that a more uniform and more effective application of 
the program’s policies, rules and regulations will result. 
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Miss Gene Beech -2- March 4, 1970 

Qenial of care to the program’s beneficiaries because of nursing homes’ 
deficiencies in meeting standards for participation cannot be accomplished 
by evading due process of law In today's legal climate, a Hedi-Cal 
consultant cannot act in an arbitrary or capricious manner to remove or 
restrict a provider’s ldvelihood. To expect a Medi-Cal consultant to 
act in an injudicious manner in this regard, is to oversimplify a number 
of very complex problems, and would serve only to abridge the legal 
rights of providers. Actions contemplating revocation of licenses or 
culminating in program suspensions must similarly consider the legal 
rights of providers of services. 

The removal of patients from a nursing home is not a function of the 
Hedi-Ca 1 program. gather, the disapproval of an authorization request 
by the Medi-Cal consultant for nursing home placement or continued care 
is a denial of payment for services which are judged to be not medically 
necessary or not covered by the program. 

Concerning control of medications being administered to program benefi- 
ciaries in nursing homes, despite our efforts and those of the State 
Board of Pharmacy, we are still dissatisfied with the handling of drugs 
in many of these facilities. The present method is a mixed-breed system 
which dneptly combines the method of dispensing drugs for patients at 
home with methods used for patients in hospitals, and as it has developed, 
highlights the worst features of each. The Department is in the process 
of developing its own detailed program requirements for prescribing and 
dispensing druge in nursing homes and plans to adopt these requirements 
by regulations. 

The draft suggests strengthening of the requirement for persons receiving 
prescribed drugs to sign for them and indicate their identity and autho- 
rization to act on behalf of the recipient. Our experience has been that 
tke requirement for signature on receipt of drugs has been irritative and 
non-productive. This is why this requirement was not designed into a 
new pharmacy billing form recently developed by the Department. The new 
form, however, does call for certification by the pharmacy that the services 
were provided. In addition, this new form has been designed to permit 
improved claims processing by computerized techniques, and review of 
pharmacy claims that are not within designated parameters. 

With regaza to supplemental payments for nursing home care, the draft 
report sets forth a valid suggestion to circularize Mormation to 
interest& persons concerning the program's role in payment Immediate 
action is being taken to develop a leaflet concerning Eaedi-ca18s nursing 
home benefits. A draft copy of the proposed leaflet is attached for 
your convenience. (See GAQ note.) As to control by direct su,rveiJlance, 
the feasibility of doing this on a large scale is obviously limited by 
the number of program beneficiaries currently in nursing homes 

GAO note Draft copy of proposed leaflet 1s not reproduced 
here 
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&se Gene Beach -3- March 4, 1970 

Preliminary discussion8 have been initiated about a plan to institute 
a 8ocial evaluation of all Medi-Cal nur8ing home placements within 30 
day5 of admission This would encompass an explanation to the patient, 
hP8 family and relatives, and the facility, as to the program’s 
financial re8ponsibllities, and alert all concerned about the prohibition 
against supplemental payments for program cowered services 

Current regulations incorporate provisions against unlawful and unethical 
adverti8ing and have significantly reduced this problem. Here again, 
howevat, the Department is faced with the practicality of direct surveil- 
lance of advertising material in all media. Consideration will be given 
by the Department to greater case-detection efforts, but the cost factor 
of doing this must be weighed against the return and the low incidence 
of this problem. 

A8 indicated in the draft report* a regulatory requirement for authorization 
of nursing home transfer of patients is in effect. The major problem of 
ma88 transfer8 and bartering of patient8 between nursing home facilities 
has been elfminated, and there have been almost no instances brought to 
our attention of patients being moved against their wishes. When these 
have been brought to our notice, investigative actions have been undertaken. 
Here too, clear definitions of circumstances under which transfers may be 
permitted are difficult in the face of the federal requirement for free- 
choice of provider of service. 

The Department recognizes the potential benefits of establishing beneficiary 
profiles, and a8 the availability of more sophisticated computer equipment 
and programming techniques permits , this will be pursued. Such an under- 
taking will be co8t ly however , and consideration must be given to establishing 
priorities in accordance with program needs. The feasibility of such profiles 
will be the subject of intensive study in the course of operating the proto- 
type system of claims handling recommended by the Lockheed Missiles and Space 
Corporation. 

We appreciate the opportunity to review and cotnment on this draft reports 
and we concur in the Identification of the problem areas. Nevertheless, the 
nearly four years of operation of this program have incontrovertibly established 
a Title XIX axiom, that the many problems inherent in this and other Medicaid 
programs are more readfly identified than solved. We will continue to 
welcome workable suggestions for program improvements, and we will be keenly 
interested in learning of successful solutions in other states to the kinds 
of problems reviewed in this draft report. 

Attachment 
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PRINCIPAL OFFICIALS 

OF THE 

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 

HAVING RESPONSIBILITY FOR THE ACTIVITIES 

DISCUSSED IN THIS REPORT 

Tenure of office 
From To - 

SECRETARY OF HEALTH, EDUCATION, 
AND WELFARE. 

Elliot L. Richardson June 1970 
Robert H. Finch Jan. 1969 
Wilbur J. Cohen May 1968 
John W. Gardner Aug. 1965 

ADMINISTRATOR, SOCIAL AND REHA- 
BILITATION SERVICE 

John D. Twlname 
Mary E. Swltzer 

Present 
June 1970 
Jan. 1969 
May 1968 

Mar. 1970 Present 
Aug. 1967 Mar. 1970 

USGAO,Bash,DC 




