County of Ventura
AUDITOR-CONTROLLER
MEMORANDUM

To: William T. Foley, Director, Health Care Agency Date: June 26, 2019
FromﬂJeffery S. Burgh
Subject: 'SECOND REVISED TIMELINE FOR CORRECTIVE ACTION — AUDIT OF THE HEALTH

CARE AGENCY’S INTERNAL CONTROLS OVER FINANCIAL BUDGETS, PROJECTIONS,
AND REPORTING FOR THE VENTURA COUNTY MEDICAL CENTER

We have received your second revised timeline for implementation of the recommendations provided in the
audit of the Health Care Agency's ("HCA”) internal controls over financial budgets, projections, and reporting
for the Ventura County Medical Center (“VCMC"). According to the attached second revised timeline,
corrective action completion dates for 14 recommendations that had been planned for June/July 2019 have
been extended to December 31, 2019.

We continue to note that HCA will be reporting the progress on the implementation of the recommendations
to the Auditor-Controller and the VCMC Oversight Committee at each VCMC Oversight Committee meeting.

Attachment

cc: Honorable Steve Bennett, Chair, Board of Supervisors
Honorable Kelly Long, Vice Chair, Board of Supervisors
Honorable Linda Parks, Board of Supervisors
Honorable Robert O. Huber, Board of Supervisors
Honorable John C. Zaragoza, Board of Supervisors
Michael Powers, County Executive Officer
Kaye Mand, Chief Financial Officer, County Executive Office
Karla Valle, HCA Chief Financial Officer
John Fankhauser, MD, VCMC Chief Executive Officer
Matt Sandoval, HCA Compliance Officer
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VENTURA COUNTY
HEALTH CARE AGENCY

MEMORANDUM

Date: June 24,2019

To: Jeff Burgh, Auditor Controller

From: William T. Foley, Director Health Care Agency
Subject: Management Response to Internal Controls Audit

Dear Mr. Burgh,

In late December, the management of the Health Care Agency submitted a response to the recent
Internal Controls Audit as conducted by Clifton Larsen Allen LLP. As we have worked through
the recommendations as a team and in light of the current leadership changes, we would like to
submit a revised timeline for our implementation of the recommendations provided.

Attached you will find a spreadsheet detailing out the recommendations according to the three
categories reviewing: Budgeting, Projections, Reporting. We have included our management
response and projected completion date for each recommendation.

In addition, HCA is providing a timeline in a Gantt chart format. As these recommendations are
implemented, each section on the chart will be color coded as appropriate. We will be reporting
our progress on the implementation of these recommendations to you and our Oversight
Committee at each Oversight Meeting.

Please let me know if you have any questions.
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County of Ventura
AUDITOR-CONTROLLER
MEMORANDUM

To: Johnson K. Gill, Director, Health Care Agency Date: January 14,2019
From({_ Jeffery S. Burgh

Subject: REVISED TIMELINE FOR CORRECTIVE ACTION - AUDIT OF THE HEALTH CARE
AGENCY’S INTERNAL CONTROLS OVER FINANCIAL BUDGETS, PROJECTIONS, AND
REPORTING FOR THE VENTURA COUNTY MEDICAL CENTER

We have received your revised timeline for implementation of the recommendations provided in the audit of
the Health Care Agency’'s (“HCA”) internal controls over financial budgets, projections, and reporting for
the Ventura County Medical Center (“VCMC"). According to the attached revised timeline, corrective
action is planned to be completed by December 31, 2019.

We have also noted that HCA will be reporting the progress on the implementation of the recommendations
to the Auditor-Controller and the VCMC Oversight Committee ateach VCMC Oversight Committee meeting.

Attachment

cc: Honorable Steve Bennett, Chair, Board of Supervisors
Honorable Kelly Long, Vice Chair, Board of Supervisors
Honorable Linda Parks, Board of Supervisors
Honorable Robert O. Huber, Board of Supervisors
Honorable John C. Zaragoza, Board of Supervisors
Michael Powers, County Executive Officer
Kaye Mand, Chief Financial Officer, County Executive Office
Kim Milstien, VCMC Chief Executive Officer
Narcisa Egan, HCA Assistant Chief Financial Officer
Matt Sandoval, HCA Compliance Officer
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MEMORANDUM

Date: January 11, 2019

To: Jeff Burgh, Auditor Controller /éa/
From: Johnson Gill, Director Health Care Agency

Subject: Management Response to Internal Controls Audit

Dear Mr. Burgh,

In late December, the management of the Health Care Agency submitted a response to the recent
Internal Controls Audit as conducted by Clifton Larsen Allen LLP. As we have worked through
the recommendations as a team, we would like to submit a revised timeline for our
implementation of the recommendations provided.

Attached you will find a spreadsheet detailing out the recommendations according to the three
categories reviewing: Budgeting, Projections, Reporting. We have included our management
response and projected completion date for each recommendation.

In addition, HCA is providing a timeline in a Gantt chart format. As these recommendations are
implemented, each section on the chart will be color coded as appropriate. We will be reporting
our progress on the implementation of these recommendations to you and our Oversight
Committee at each Oversight Meeting.

Please let me know if you have any questions.
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County of Ventura

AUDITOR-CONTROLLER
MEMORANDUM

To: Johnson K. Gill, Director, Health Care Agency Date: January 4, 2019

From@eﬁery S. Burgh

Subject: 'AUDIT OF THE HEALTH CARE AGENCY’S INTERNAL CONTROLS OVER FINANCIAL
BUDGETS, PROJECTIONS, AND REPORTING FOR THE VENTURA COUNTY MEDICAL
CENTER

The audit has been completed of the Health Care Agency’s (‘HCA") internal controls over financial budgets,
projections, and reporting for the Ventura County Medical Center (*VCMC"). The audit was conducted by
CliftonLarsonAllen LLP, as commissioned by the Auditor-Controller. The audit report is attached for your
reference.

The audit concluded that, overall, HCA's internal controls were not always adequate to produce timely, reasonably
accurate, and supportive financial budgets, projections, and interim financial reports for VCMC during the period
tested. However, controls were adequate to produce reasonably accurate and supportive fiscal year end financial
reports. The audit resuited in 42 recommendations for improvement in areas including:

policies and procedures;

software and personne! resources;

sophistication of budgets and projections;

consistency and reconciliation between financial, budgetary, and projection reports;
linking budget and projection assumptions to historical results and strategic priorities; and
timely reporting of monthly financial resuits.

HCA management initiated corrective action to address the recommendations. Corrective action is planned to be
completed by June 30, 2020.

We appreciate the cooperation and assistance extended by you and your staff during this audit.
Attachment

cc: Honorable Peter C. Foy, Chair, Board of Supervisors
Honorable Steve Bennett, Vice Chair, Board of Supervisors
Honorable Linda Parks, Board of Supervisors
Honorable Kelly Long, Board of Supervisors
Honorable John C. Zaragoza, Board of Supervisors
Michael Powers, County Executive Officer
Kaye Mand, Chief Financial Officer, County Executive Office
Kim Milstien, VCMC Chief Executive Officer
Narcisa Egan, HCA Assistant Chief Financial Officer
Matt Sandoval, HCA Compliance Officer
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CliftonLarsonAllen

INDEPENDENT AUDITORS’ REPORT

Jeffery S. Burgh, Auditor-Controller
The County of Ventura, California

This report represents the results of our performance audit of The County of Ventura Health Care Agency
(HCA) in accordance with County of Ventura contract #7824. The performance audit focused on
determining whether HCA's internal controls were adequate to produce timely, reasonably accurate, and
supportable financial budgets, financial projections to actual, and financial reporting for Ventura County
Medical Center (VCMC). As part of our work, we evaluated HCA'’s internal controls over revenue budgets,
financial projections, cash flow projections as presented to the Auditor-Controller’s Office, financial
reporting to the Auditor-Controller’'s Office, and monthly and year-to-date financial statements that may
be presented to the VCMC Oversight Committee.

We conducted our audit in accordance with generally accepted government auditing standards, as
applicable to performance audits contained in the Government Auditing Standards issued by the
Comptroller General of the United States. Those standards require that we perform the audit to obtain
sufficient, appropriate audit 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.

Our work did not include an assessment of financial reporting, budgets, or projections or other matters
not specifically outlined in the enclosed report. The information included in this report was obtained from
VCMC on or before November 30, 2018. We have no obligation to update our report or to revise the
information combined therein to reflect events and transactions subsequent to January 4, 2019.

CliftonLarsonAllen LLP’s policy requires that we obtain a management representation letter associated
with the issuance of a performance audit report citing generally accepted government auditing standards.
We requested a management representation letter from HCA on January 4, 2019, and received the
signed representation letter on January 4, 2019.

%JM% s

CliftonLarsonAllen LLP

Roseville, California
January 4, 2019

A member of

O Nexia g

International



The County of Ventura Health Care Agency
Page 2

Background

The County of Ventura (County) engaged CliftonLarsonAllen LLP (CLA) to conduct a performance audit
(Audit) of the Health Care Agency’s (HCA) internal controls over budgets, financial projections, and
reporting for the Ventura County Medical Center (VCMC). VCMC is a department of the HCA. VCMC is
a hospital system with two public hospital campuses in Ventura and Santa Paula, as well as a broad
network of ambulatory care clinics.

This report presents the results of objective analyses carried out by CLA so the County of Ventura
Auditor-Controller's Office (ACO) and those charged with governance and oversight within the County
may use the information provided to improve its understanding of current policies and practices and
oversee or initiate corrective action regarding internal controls over the budgets, financial projections,
and reporting of VCMC.

VCMC had budgeted revenues for fiscal year (FY) 2018 of approximately $525 million, which included
the combined ambulatory clinics’ and Federally Qualified Health Center's (FQHC) net revenues of
approximately $120 million. The VCMC finance team prepares various monthly financial statements,
annual budgets, cash flow reports, and financial status reports. VCMC is reported as an enterprise fund
of the County and, accordingly, is included in the annual audited Comprehensive Annual Financial Report
(CAFR) of the County.

The health care industry has many unique attributes and risks associated with the revenue cycle. This
includes estimates of settlements with government payers (Medicare and Medi-Cal) driven from various
government programs, annual cost reporting requirements, and settlements from other commercial
insurance contractual arrangements. Collectively these estimates are referred to as “Third Party
Settlements”. In addition to the Third Party Settlements, VCMC is also required to estimate expected
collection for services that have been provided but where payment has not yet been received. Many
payments are subject to billing review, retroactive adjustments, or other queries which may occur over a
considerable period of time. In many cases these estimate areas can be very volatile and often
unpredictable in nature. Any changes in the financial reporting of these estimates should be reported as
a change of estimate, which consequently impacts the income statement in the period the revisions
are made.



The County of Ventura Health Care Agency
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Audit Objectives and Scope

Audit Objectives

The overall audit objective is to determine whether HCA'’s internal controls were adequate to produce
timely, reasonably accurate, and supportive budgets, financial projections, and reporting for VCMC.

As stated in the request for auditing services proposal, internal controls over the following areas of
budgets, financial projections, and reporting for VCMC for FY 2018 were identified as key objectives of
the Audit:
1. Revenue budgets based on:

a. Estimated inpatient, outpatient, surgery, and ancillary services volumes.

b. Payor mix.

c. Estimated disallowances.

d. Performance measures tied to revenue including:

i. Reductions to readmissions.

ii. Pay for performance such as quality metrics as well as performance metrics tied to the
significant supplemental Medi-Cal Waiver programs such as Public Hospital Redesign
and Incentives in Medi-Cal Program, Global Payment Program, Enhanced Payment
Program, Quality Incentive Program, and Whole Person Care.

2. Financial projections, including those presented to the VCMC Oversight Committee and those
contained within the periodic Financial Status Reports provided to the County Executive Office
and the Auditor-Controller’s Office.

3. Cash flow projections as presented to the Auditor-Controller’s Office, including those that impact
Tax and Revenue Anticipation Note (TRAN) borrowing decisions and projected General Fund
loan balances.

4. Financial reporting to the Auditor-Controller’s Office, including:

a. Revenue accruals.

b. Allowance for uncollectible accounts, including contractual adjustments.
c. Accrued liabilities, related audit disallowances, and reserves.

d. CAFR adjustments.

e. Other significant estimates impacting financial reporting.

5. Monthly and year-to-date financial statements that may be presented to the VCMC Oversight
Committee showing actual performance compared to budgeted performance.



The County of Ventura Health Care Agency
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Audit Objectives and Scope (Continued)

Scope

The scope and methodology of our work to address the above audit objectives include the following:

On August 30, 2018, CLA conducted an entrance conference with ACO and HCA leadership, and
VCMC fiscal personnel to confirm the objectives of the Audit, determine the schedule for
conducting a survey and related interviews, established communication protocol, and address
any questions.

Conducted a series of interviews with management, fiscal, operational and medical staff to identify
the population of relevant budgets, projections, and reporting elements.

Performed an on-site visit on September 13 and 14 and:

o Conducted additional interviews to determine procedures and gain knowledge of the
internal control environment related to budgets, financial projections, and reporting.

0 Reviewed existing policies and procedures of the County and/or the HCA to determine the
applicable guidelines for internal controls related to budgets, financial projections,
reporting.

Subsequent to the entrance conference, review of the Audit objectives, interviews, and review of
existing policies and procedures (collectively defined as “Planning Procedures”), CLA met with
the ACO and agreed on the following procedures (collectively defined as “Testing Procedures”):

Budgeting
0 Using the 2015 control self-assessment (fiscal administration and budgeting section), read
all responses and identify key controls and update response.

0 Review minutes of, and materials provided to, the oversight committee. Compare to final
budget and document approvals.

0 Seek indications of support and approvals of the originally submitted budget and
final budget.

o Obtain original budget and tie back to support for significant assumption areas. Perform
variance analysis from original to final budget. Obtain supporting schedules and narratives
explaining changes.

0 Obtain FQHC budgets and trace to the VCMC original budget submitted and finalized.

o Obtain report of budget to actual variances by department. Select departments with large
variances and obtain historical statistical reports used to develop the key budget
assumptions.

0 Review Third Party Settlement assumptions and their impact to the budget including
changes in estimate related to prior years.
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Audit Objectives and Scope (Continued)

Scope (Continued)

Projections

(0]

(0]

(0]

Perform variance analysis of budgets to projections at July 2017.

Obtain accounting period six and nine FY 2018 financial status reports (FSR). Document
when FSRs were provided to the ACO. Tie out FY 2018 year-to-date amounts to the
reported month-end actual financial statements. Obtain support for remaining months in
the projection.

Compare each month’s beginning balance to the month-end financial statements and
CAFR for July 2017.

Document existence and evidence of a review and approval process of the monthly cash
flow report.

Select a month ending in FY 2018. Compare the remaining projected months to the
original projections. Sample a selection of changes from the original projection. Obtain
support and approval for all changes made.

Compare projected assumptions to capital expenditures to budget (if available).

Financial Reporting

(0]

Obtain the June 2018 monthly task list and compare responsible parties listed and verify
employment position.

Select two quarters in FY 2018 and obtain applicable monthly task list. Select a sample of
ten of the reconciliations. Obtain evidence of supporting information used to record the
applicable month-end journal entry.

For the two quarters selected above obtain listing of any manual journal entries. Obtain
supporting documentation for those selected. Seek evidence of review and approval of
manual journal entries prepared.

Create a summary of monthly financial reports for the period January 2017 to June 2018.
To the extent possible the summary will include the date reports were made available.

Select quarterly estimates for FY 2018 and obtain the allowance model used to post
journal entries and ending balances. Tie back allowance model to the posted journal entry
and ending account balance. Additionally, perform a review of the percentages used to
calculate the allowance to determine if the percentages and methodologies are based on
historical payment and write-off reports noting any significant modifications. Seek
evidence of review and approval of the estimate.

Select quarterly estimates for FY 2018 and obtain the schedule of Third Party Settlements
used to tie back to the posted journal entry and ending account balance. Document
existence of detail by settlement area and roll forward of accounts by program
(settlements, payments and cash receipts, changes in estimate and supporting
communication from third parties). Seek evidence of review and approval of estimate.
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Audit Objectives and Scope (Continued)

Scope (Continued)

Financial Reporting (Continued)

o0 Obtain list of estimated accrued accounts payable as of June 2018. Obtain a listing of all
payments to vendors that occurred in July 2018. Select ten invoices paid in July that were
for services incurred prior to July 1, 2018, and determine if those invoices were properly
accrued for in June 2018.

o ForJune 2017 and 2018 month-end, obtain financial statements and support for allowance
and Third Party Settlement estimate areas. Tie back to the posted journal entry and ending
account balance. Obtain evidence of review and approval of estimate.

o0 Obtain the FY 2017 Office of Statewide Health Planning and Development (OSHPD)
report for VCMC and compare to the results included in the CAFR plus any allocated
CAFR adjustments.

Audit Results

Overall Audit Objective Results

Based on our procedures performed in response to the audit objectives identified, we concluded HCA'’s
controls were not always adequate to produce timely, reasonably accurate, and supportive budgets and
projections for VCMC during the period tested.

Although the HCA did not have VCMC specific policies and procedures over financial reporting, in
practice we found adequate controls that, if consistently followed and monitored, can produce reasonably
accurate and supportive fiscal year financial reports during the period tested. During this same period we
found exceptions to the adequacy of the controls in practice to ensure VCMC produces timely, reasonably
accurate and supportive interim financial reports.

Strengths
The results of the audit found that the HCA has a number of good practices that are operating effectively.
The following are examples of these activities:

Budgeting

o The budget was noted to incorporate material Third Party Settlement amounts and conservatively
excluded the Enhanced Payment Program (EPP) and Quality Incentive Program (QIP)
settlements.

e VCMC finance team involved in the preparation of the annual budget process have health care
accounting and budgeting experience and are familiar with VCMC.

Projections

e Final FSRs were available in finalized form and included documentation of the HCA Director’s
signature.

e There is a flexible process to update cash flow projections for changes outside expectation that
become known during a projected period.
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Audit Results (Continued)

Strengths (Continued)

Projections (Continued)

e The fiscal department communicates with California Association of Public Hospitals and Health
Systems (CAPH) and has support for the changes in estimates. While they still may be subject to
change, this methodology is in line with how other health care systems do their settlements.

Reporting

o We found there was a sufficient level of summary support that was retained with each monthly
balance sheet account reconciliation selected for testing.

e Supporting documents were provided for all journal entries selected for testing.

e The fiscal department had a level of health care expertise within the department that provided a
sufficient understanding of how to calculate complex health care accounting estimates.

o Sufficient supporting detail was available and utilized in determining the fiscal year end 2018 self-
insured professional liability estimate calculation.

Recommendations

Summary of Recommendations

Setting a strong tone at the top is one of the most important components of a strong internal control
environment. The tone at the top is set by governance and management and impacts all employees.

During the performance of our Planning and Testing Procedures we identified a number of concerns
involving the preparation of the VCMC FY 2018 budget and FSRs. The concerns included, but were not
limited to, an absence of formal policies and procedures, a lack of communication and assignment of
authority and responsibility, limited transparency and inadequate supporting documentation. Collectively,
these concerns suggest an adequate tone at the top had not been established over budgeting and
projections of HCA during this time period.

As a result of our Planning and Testing Procedures we made 42 recommendations for improvement for
the HCA to consider. A summary of our recommendations are outlined below:

o Develop policies and procedures specific to the VCMC budgeting, projection and financial
reporting processes.

e Address the need for additional resources, including budgeting and projection software as well
as people resources.

¢ Increase the sophistication of the budgets and financial projections by building the budget at the
department level and expanding the use of disaggregated statistical measures to drive revenue
assumptions.

e Adopt a process that encourages consistency between the various financial, budgetary, and
projection reports as they are completed, including management review and reconciliation to
ensure accuracy.
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Recommendations (Continued)

Summary of Recommendations (Continued)

¢ Increase transparency and linkage of budget and projection assumptions in relation to historical
results and strategic priorities.

e Improve the timeliness of reporting monthly financial results. This should include providing
consolidated and departmental budget to actual information.

Detailed Recommendations

The following pages provide the detail of our recommendations as well as the applicable responses from
the HCA. The recommendations are intended to raise the internal control effectiveness with standard
industry practices.



Recommendation 1.01

Topic: Budgeting

Subtopic: Written Policies




Recommendation 1.02

Topic: Budgeting

Subtopic: Organization




Recommendation 1.03
Topic: Budgeting
Subtopic: Resources - Software




Recommendation 1.04
Topic: Budgeting
Subtopic: Resources - Software




Recommendation 1.05
Topic: Budgeting
Subtopic: Resources - People




Recommendation 1.06
Topic: Budgeting
Subtopic: Budget Assumptions - Statistics




Recommendation 1.07
Topic: Budgeting
Subtopic: Budget Assumptions




Recommendation 1.08
Topic: Budgeting
Subtopic: Budget Assumptions - FQHC




Recommendation 1.09

Topic: Budgeting

Subtopic: Reporting




Recommendation 1.10

Topic: Budgeting

Subtopic: Oversight




Recommendation 1.11

Topic: Budgeting

Subtopic: Oversight




Recommendation 1.12

Topic: Budgeting

Subtopic: Oversight




Recommendation 1.13

Topic: Budgeting

Subtopic: Oversight




Recommendation 2.01

Topic: Projections - All

Subtopic: Written Policies




Recommendation 2.02

Topic: Projections - All

Subtopic: Resources




Recommendation 2.03
Topic: Projections - All
Subtopic: Resources - Software




Recommendation 2.04

Topic: Projections - All

Subtopic: Reporting




Recommendation 2.05
Topic: Projections - FSR
Subtopic: Reporting - Reconciliation to Monthly Financial Statements




Recommendation 2.06

Topic: Projections - FSR

Subtopic: Reporting - Timing




Recommendation 2.07

Topic: Projections - FSR

Subtopic: Oversight




Recommendation 2.08
Topic: Projections - FSR
Subtopic: Reporting - Gain Contingencies




Recommendation 2.09
Topic: Projections - FSR
Subtopic: Reporting - Support




Recommendation 2.10
Topic: Projections - Cash Flow
Subtopic: Estimates




Recommendation 2.11
Topic: Projections - Cash Flow
Subtopic: Revenue Calculations




Recommendation 2.12
Topic: Projections - Cash Flow
Subtopic: Data Integrity




Recommendation 2.13
Topic: Projections - Cash Flow
Subtopic: Data Integrity




Recommendation 3.01
Topic: Reporting
Subtopic: Written Policies - General




Recommendation 3.02
Topic: Reporting
Subtopic: Written Policies - Journal Entry Preparation and Support




Recommendation 3.03
Topic: Reporting
Subtopic: Month End Close Reconciliations - Monthly Task List




Recommendation 3.04
Topic: Reporting
Subtopic: Month End Close - Allowance Estimate




Recommendation 3.05
Topic: Reporting
Subtopic: Month End Close - Allowance Estimate




Recommendation 3.06
Topic: Reporting
Subtopic: Month End Close - FQHC Allowance Estimate




Recommendation 3.07
Topic: Reporting
Subtopic: Month End Close - Third Party Settlements Estimate




Recommendation 3.08
Topic: Reporting
Subtopic: Month End Close - Accounts Payable and Accrual Liability




Recommendation 3.09
Topic: Month End Close - Reporting
Subtopic: Journal Entry Review and Approval




Recommendation 3.10
Topic: Reporting
Subtopic: Month End Close Reconciliations - Detail Support




Recommendation 3.11
Topic: Reporting
Subtopic: Month End Close Reconciliations - Review and Approval




Recommendation 3.12
Topic: Reporting
Subtopic: Month End Close - Timeline




Recommendation 3.13
Topic: Reporting
Subtopic: Month End Close - FQHC




Recommendation 3.14
Topic: Reporting
Subtopic: Month End Close - FQHC Software




Recommendation 3.15

Topic: Reporting

Subtopic: OSHPD Reporting




Recommendation 3.16

Topic: Reporting

Subtopic: OSHPD Reporting
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