Some information has been redacted from this audit report. The redaction is indicated
by magic marker highlight. If you want to request an unredacted copy of this audit
report, you should submit a written Right to Know Law (RTKL) request to DHS’s RTKL
Office. The request should identify the audit report and ask for an unredacted copy. The
RTKL Office will consider your request and respond in accordance with the RTKL
(65P.S. 88 67.101 et seq.) The DHS RTKL Office can be contacted by email at: ra-
dpwrtkl@pa.gov.



TN pennsylvania
%Y DEPARTMENT OF HUMAN SERVICES
BUREAU OF FINANCIAL OPERATIONS

April 25, 2016

Mr. Kevin Bagatta, President and CEO
Real Alternatives

7810 Allentown Blvd, Suite 304
Harrisburg, Pennsylvania 17112

Dear Mr. Bagatta:

| am enclosing for your review the final audit report of Real Alternatives (RA) as prepared by the
Division of Audit and Review (DAR). Your response has been incorporated into the final report
and labeled as an Appendix. The report covers the period from July 1, 2012 to June 30, 2015.

| would like to express my appreciation for all of your courtesy extended to my staff during the
course of the fieldwork. | understand that your staff was especially helpful to Barbara Miller in
completing the audit process.

The final report will be forwarded to the Office of Social Programs (OSP) to begin the
Department’s resolution process concerning the report’s contents. The staff from OSP will be in
contact with you to follow-up on the actions taken to comply with the report’'s recommendations.

If you have any questions concerning this matter, please contact David Bryan, Audit Resolution
Section at :

Sincerely,

Tina Long, CPA
Director

Enclosure

C: Mr. Jay Bausch
Ms. Karen Herrling

402 Health and Welfare Building | Harrisburg, PA 17105 | 717.772.2231 | F 717.787.7615 | www.dhs.pa.gov



DEPARTMENT OF HUMAN SERVICES
BUREAU OF FINANCIAL OPERATIONS

pennsylvania

April 25, 2016

Mr. Brendan Harris, Executive Deputy Secretary
Department of Human Services

Health & Welfare Building, Room 334
Harrisburg, Pennsylvania 17120

Dear Deputy Secretary Harris:

The Bureau of Financial Operations (BFO) conducted an audit of Real Alternatives (RA). The audit
was designed to investigate, analyze, and make recommendations regarding RA’s compliance with
the Department of Human Services’ (DHS) Grant Agreement and RA'’s oversight and monitoring of
its service providers. Our audit covered the period from July 1, 2012, to June 30, 2015 (Audit
Period). RA imposed a limitation on the BFO’s audit scope as described in Appendix A of this
report.

This report is currently in final form and therefore contains RA'’s views on the reported findings,
conclusions and recommendations. RA’s response to the draft audit report is included as
Appendix C.

Executive Summary

RA administers the delivery of alternatives to abortion services through contracts with 29 service
providers who operate 93 sites throughout Pennsylvania (PA). The providers deliver direct
services such as counseling, adoption referral, temporary housing and other services.

Federal and state funding is furnished through DHS to RA who in turn reimburses the providers
based on their submission of service claims.

The BFO found RA to be generally in compliance with the grant requirements. The findings and
recommendations for corrective action summarized below identify areas where RA and DHS could
improve their processes:

FINDING SUMMARY

The BFO tested statistically valid random
samples (SVRSSs) of paid claims at five service
providers. The errors identified related to
incomplete claims documentation and submitting
claims for incorrect procedures. Total
questioned costs are $485,660; all but $951 of
the questioned costs were from one service
provider.

Finding No. 1 - Inappropriate Billings
Were ldentified at Service Providers

402 Health and Welfare Building | Harrisburg, PA 17105 | 717.772.2231 | F 717.787.7615 | www.dhs.pa.gov




Real Alternatives
July 1, 2012 to June 30, 2015

HIGHLIGHTS OF RECOMMENDATIONS

The DHS Office of Social Programs (OSP) should:
e Recover $485,660 from RA related to claims that were inappropriately billed by the service
providers and reimbursed by RA.*

RA should:
e Recover $485,660 from the service providers.
e Continue to work with its service providers to ensure that claims are properly documented
and accurately billed.

FINDING SUMMARY
Internal control weaknesses relating to
Finding No. 2 - Internal Control documentation requirements and claims processing
Weaknesses were identified.

HIGHLIGHTS OF RECOMMENDATIONS

RA should:

e Require service providers to document the start and end times of counseling sessions and
retain this documentation as support for the number of minutes of service that were billed.

e Enhance the consumer sign-in form to include the service received and the start and end
times of that service, develop sign-in sheets to document classes, identify couples to ensure
correct billing, and require claims to be reviewed prior to being submitted for reimbursement.

e Enhance its data processing system to capture more demographic information on the
consumers to be able to more accurately analyze and identify any unusual billings. RA
should follow up on unusual billings to ensure they are correct and, if billings are not correct,
take appropriate action.

e Perform on-site monitoring of all of its service providers in lieu of monitoring some of the
service providers remotely.

FINDING SUMMARY

RA assesses its service providers a three percent
fee on their total claims. RA collects the fee by
reducing the service providers’ claim

Finding No. 3 — Three Percent Fee reimbursements; however, the total provider
service claim amounts are invoiced to DHS as
direct services.

1 At the Exit Conference, RA management stated that the $951 from the two service providers had already been
recovered.



Real Alternatives
July 1, 2012 to June 30, 2015

HIGHLIGHTS OF RECOMMENDATIONS

OSP should:
e Determine whether such a fee is appropriate:

o Ifitis determined to be appropriate, OSP should redefine the expense categorization
and specify the potential uses of the fee in the Grant Agreement.

o Ifitis determined to be inappropriate, OSP should either recover the funds from RA or
require RA to refund the fees to the service providers, and revise the Grant
Agreement to prohibit such fees. If OSP wishes to consider the fees for the years
prior to our audit scope, the BFO is available to assist in determining that amount.

See Appendix A for the Background, Objective, Scope and Methodology and Conclusion on
the Objectives.

Results of Fieldwork

The BFO determined that RA was generally in compliance with the DHS grant requirements.
Additionally, the BFO did not note any non-compliance with the ||| I Guidelines at
any of the five service providers we visited.

Finding No. 1 — Inappropriate Billings Were Identified at Service Providers

The BFO tested SVRSs of paid claims for five RA service providers. Errors that were identified at
one service provider included: missing signatures on the consumer sign-in form;, billing individual
counseling time for two people when providing service simultaneously to a couple; billing for
individual counseling sessions when classes were attended; and a counselor providing services to
her spouse and other family members. Extrapolation of the errors over the population of claims for
this service provider results in questioned costs totaling $484,709 with a variance of +/- $126,700.

RA was originally notified of the incorrect billings through a tip. After receiving the tip, RA
management initiated an investigation and promptly notified DHS management.

Errors that were identified at two other service providers were due to missing signatures on the
consumer sign-in form and resulted in total questioned costs of $951. Extrapolation was not used
to determine the amount of questioned costs.

Recommendations:

The BFO recommends that the OSP recover $485,660 from RA related to claims that were
inappropriately billed by the service providers and reimbursed by RAZ.

The BFO also recommends that RA recover $485,660 from the service providers.

Finally, the BFO recommends that RA continue to work with its service providers to ensure that
claims are properly documented and accurately billed.

2To date RA has withheld $109,568 for improperly billed claims from one service provider.
3




Real Alternatives
July 1, 2012 to June 30, 2015

Finding No. 2 — Internal Control Weaknesses

Internal control weaknesses relating to documentation requirements and claims were identified:

e RA does not require service providers to document the start and end times of a counseling
session. When submitting a claim, the counselors are only required to state the total
number of minutes spent with a consumer; as such, the time that is billed cannot be verified.

e RA requires the consumer to sign a form to verify that services were delivered. However,
the form does not indicate what service was delivered or the duration of that service.

e Classes are not verified by using a consumer sign-in sheet that indicates the name and date
of the class, the instructor, the length of the class, and the signature of each individual in
attendance.

e RA’s claims processing system does not identify couples, which may have contributed to
incorrect billings as identified in Finding No. 1.

e There is no supervisory review of claims data prior to their submission for payment.
Counselors submit their service claims directly to RA. A supervisory review should occur
before claims are submitted to RA.

e RA’s claims processing system does not capture sufficient data to perform critical edit
checks. For instance, the claims processing system only captures the first four letters of the
consumer’s last name. This limits RA’s ability to conduct analyses to identify inappropriate
or duplicate services.

e A portion of RA’s annual monitoring is conducted remotely with the assistance of the service
provider’'s personnel. The service provider's management performs aspects of the
monitoring and then mails the verification documents to RA for analysis. The effectiveness
of the monitoring is diminished through this process.?

Recommendations:

The BFO recommends that RA require service providers to document the start and end times of
counseling sessions and retain this documentation as support for the number of minutes of service
that were billed.

The BFO also recommends that RA enhance the consumer sign in form to include the service
received and the start and end times of that service, develop sign-in sheets to document classes,
identify couples to ensure correct billing, and require claims to be reviewed prior to being submitted
for reimbursement.

The BFO further recommends that RA enhance its data processing system to capture more
demographic information on the consumers to be able to more accurately analyze and identify any
unusual billings. RA should follow up on unusual billings to ensure they are correct and if not take
appropriate action.

Finally, the BFO recommends that RA perform on-site monitoring of all of its service providers in
lieu of monitoring some of the service providers remotely.

® RA management stated that DHS personnel had previously suggested this process to RA in an effort to reduce the
number of site monitoring visits that they are required to complete.
4



Real Alternatives
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Finding No. 3 — Three Percent Fee

RA assesses its service providers a three percent fee on their total reimbursed claims. RA collects
the fee by reducing the service providers’ claim reimbursements. For example, a $100 claim would
result in $97 being paid to the service provider and $3 being retained by RA. However, the total
amount of the service provider’s claim is invoiced to DHS as direct services ($100 in the example
above). Service providers are reimbursed by RA for services provided to eligible clients at specific
rates set forth in the Grant Agreement.

RA management stated that the fee is voluntary and was agreed to via a separate contractual
agreement with all of the Pennsylvania service providers. RA management also asserted that the
arrangement was approved by prior OSP management, but could not provide documentation to
support that assertion.

The BFO questions the collection and use of the fee for the following reasons:

e There is no language in the contract between RA and the service providers that suggests
the fee is voluntary. Two of three service providers that the BFO interviewed did not agree
that the fee was voluntary and assumed that the fee was a cost of doing business with RA.

e The fee is automatically deducted from RA’s reimbursements to the service providers.

e RA invoices DHS for the total claim amounts as a direct service. As such, RA overstates
the amount they paid for direct services.

e RA refused to allow the BFO to audit the expenses funded by the fee (see Scope Limitation
paragraph in Appendix A and letter from the Governor’s Office of General Counsel in
Appendix B). Instead, RA presented an excerpt from an outdated service provider contract
which indicated that RA would assess the service provider a percentage of their
reimbursements each month. RA asserted that the service provider contract was approved
by DHS but could not provide documentation to support that claim.

¢ RA management stated that the fee is used to fund expenses that are not permitted under
the Grant Agreement, such as travel and other expenses to support advancement of the
program in other states. Since the BFO was denied an opportunity to audit the expenses
funded by the fee, we could not determine the amount of revenues collected from the
Pennsylvania (PA) service providers that were used to benefit the PA program.

e If the fee was used to fund PA administrative expenses, RA may have exceeded the
approved grant administrative budget.

The BFO’s analysis of RA'’s financial statements showed that $497,368* has been collected via the
three percent fee since July 1, 2012; however, only a portion of the amount collected has been
expended.

4 As of the close of fieldwork, RA’s audited financial statements for the fiscal year ended June 30, 2015 had not been
issued; as a result, the total fee collected for the fiscal year ended June 30, 2015 was based on an estimate of three
percent of the total service provider reimbursements.
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July 1, 2012 to June 30, 2015

Recommendation:

The BFO recommends that OSP determine whether the collection and use of the three percent fee
is appropriate:

e Ifitis determined to be appropriate, OSP should redefine the expense categorization and
specify the potential uses of the fee in the Grant Agreement.

e Ifitis determined to be inappropriate, OSP should either recover the funds from RA or
require RA to refund the fees to the service providers, and revise the Grant Agreement to
prohibit such fees. If OSP wishes to consider the fees for the years prior to our audit scope,
the BFO is available to assist in determining that amount.

Exit Conference / Auditor’'s Commentary:

At the request of RA’s management, an Exit conference was held on April 11, 2016 at RA’s
administrative office. Based on discussions at the Exit Conference, some minor wording changes
have been made to the draft audit report. RA’s response to the draft report is attached as
Appendix C.

RA’s response to the draft audit report contains suggested changes to the BFO'’s reported findings
and recommendations. RA'’s suggested changes omitted substantial details in the findings and do
not provide adequate coverage of the issues. Accordingly, the BFO did not make further changes
to the audit report.

Additionally, RA’s response asserts that the BFO incorrectly calculated the questioned costs in
Finding No. 1. RA’s management had stated that their disagreement is due to the BFO’s use of an
SVRS and extrapolation. The BFO disagrees with RA’s assertion. The use of an SVRS and
extrapolation is a common and accepted practice in auditing to calculate questioned costs.

In accordance with our established procedures, an audit response matrix will be provided to OSP.
Once received, OSP should complete the matrix within 60 days and email the Excel file to the DHS
Audit Resolution Section at:

The response to each recommendation should indicate OSP’s concurrence or non-concurrence,
the corrective actions to be taken, the staff responsible for the corrective actions, the expected
date that the corrective actions will be completed and any related comments.

Sincerely,

Tina L. Long, CPA
Director
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APPENDIX A

Background

RA is a 501(c) (3) non-profit organization. RA is the statewide administrator of the
Pennsylvania Alternatives to Abortion (PATA) program, and has recently expanded its
services into three other states with the goal of becoming a national organization. RA
administers the delivery of alternatives to abortion services through contracts with 29
service providers who operate 93 sites throughout PA. The providers deliver direct
services such as, counseling, adoption referral, temporary housing and other services.

The DHS funds RA using federal Temporary Assistance to Needy Families (TANF) and
State General Fund monies and RA in turn funds the service providers. OSP manages
the grant agreement between DHS and RA.

All individuals receiving services must be PA residents. Additionally, individuals
receiving services funded by TANF must meet the TANF income guidelines. Individuals
receiving services funded by the State General Fund are served without regard to
income.

Scope Limitation

RA collects a fee of three percent of gross reimbursements for each of its service
providers. Management stated that the fee is voluntary. The BFO asked to analyze the
expenses paid from the fee but RA declined and stated that the fees collected were
corporate money and was not subject to the BFO audit. For the fiscal periods ended
June 30, 2013 through June 30, 2015 RA had collected a total of $497,368 and
expended $235,421."

Objective/Scope/Methodology

The audit objectives, developed in concurrence with OSP were:

e To determine if RA’s expenditures are in accordance with the grant agreement
and applicable regulations.

e To determine if RA is in compliance with the grant agreement and applicable
laws and regulations.

e To determine if RA performs adequate monitoring of its sub-grantees.

! As of the close of fieldwork, RA’s audited financial statements for the fiscal year ended June 30, 2015
had not been issued; as a result, the fee retained for the fiscal year ended June 30, 2015 was based on
an estimate of three percent of the total service provider reimbursements. The expense amount for the
fiscal year ended June 30, 2015 is unknown.

Appendix A
Page 1 of 2



The criteria used to ascertain compliance and the adequacy of supporting
documentation was RA’s grant agreement with DHS, consumer sign-in forms and claim
documentation forms showing the services that were reimbursed.

In pursuing our objectives, the BFO interviewed OSP personnel, RA management and
service providers’ staff. We also analyzed books, payroll records, consumer sign-in
forms and claim documentation forms showing the services that were reimbursed,
billing data, and other pertinent data necessary to pursue the audit objectives.

We conducted this performance audit in accordance with generally accepted
government auditing standards (GAGAS). Those standards require that we plan and
perform the audit to obtain sufficient evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions based on our
audit objectives.

Government auditing standards require that we obtain an understanding of
management controls that are relevant to the audit objectives described above. The
applicable controls were examined to the extent necessary to provide reasonable
assurance of the effectiveness of those controls. Based on our understanding of the
controls, there were deficiencies in certain management controls. Areas where we
noted an opportunity for improvement in management controls are addressed in the
findings of this report.

The BFO's fieldwork was conducted intermittently from August 4, 2015 to November 19,
2015 and was performed in accordance with GAGAS. This report is available for public
inspection.

Conclusion on the Objectives

In conclusion, RA was generally in compliance with applicable statutes, regulations and
the grant agreement. However, RA’s internal control procedures can be enhanced.
The BFO identified $485,660 in questioned costs, the majority of which was due to one
service provider that submitted inappropriate claims. Additionally, the BFO questions if
retaining a three percent fee is appropriate.

Appendix A
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COMMONWEALTH OF PENNSYLVANIA
GOVERNOR'’S OFFICE OF GENERAL COUNSEL

February 8, 2016

Mr. Kevin Bagatta, President and CEO
Real Alternatives

Dear Mr. Bagatta:

As you are aware, the Department of Human Services (“DHS”), Bureau of
Financial Operations (“BFO”) has conducted a recent Audit of your entity, Real
Alternatives (“RA”). During the course of that audit, BFO auditors became aware that

RA assesses its service providers a three percent || GGG
ﬁ by retaining that amount from the grant monies paid by
DHS. It is my understanding that RA has asserted that the [JJij are not subject to
review by DHS auditors because they are “corporate monies.”

RA’s assertion is unsupportable for several reasons. Pursuant to the Grant
Agreement (“GA”), RA agreed to pay exact Service Provider Reimbursement costs to
benefit the Pennsylvania program: e.g., “$1.05 for each minute of counseling and
referral; $10.50 for each pregnancy test kit per client visit; $20 for each Food, Clothing or
Furniture Pantry visit.” (See GA, p. 7 of 19). RA invoices DHS for the total amount of
the service provider’s claim as a direct service (not reflecting a three percent reduction).
The Grant Agreement does not authorize to retain any percentage of the amounts paid
by DHS from the amounts RA pays to service providers. In addition, the funds paid to
RA under the GA are by the terms of the GA intended for benefit of the Pennsylvania
program.

For the above reasons, DHS is not only authorized but required to conduct an audit
of the - monies to determine whether the payment amounts to RA are being
expended in accordance with the terms of the GA. Please notify me on or before

OFFICE OF CHIEF COUNSEL | EPA TMEN OF PU LIC WELFA E Appendix B
3 FL. WEST HEALTH & WELFARE BLDG | 7 & FORSTER STREETS | HARRISBURG, PA 17120 Page 1 of 2
Ph: 717-783-2800 | Fx: 717-772-0717 | tt.



Page 2 of 2

February 12, 2016, to arrange for BFO to complete its audit, including the-monies.
If you have any questions please contact me at .

Sincerely,

¢
W.Sco oster n rCounsel

c: Mr. Alexander Matolyak

Appendix B
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