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Report Summary

I ntroduction

Background

Controls Appear
Reasonable Overall

The Legidative Audit Committee requested the Legidlative Audit
Division conduct a performance audit of the contract administration
process at the State Compensation Insurance Fund (State Fund). The
main objective of our audit was to determine if controls are in place at
State Fund to ensure efficient and economic use of contracted services
and compliance with current requirements. We reviewed the processes
for selecting and monitoring contractors, contract terms and conditions,
and payment for services. We focused on executed contracts, so we did
not analyze the need for various services.

There are seven departments within the State Fund. Each department is
responsible for different functions related to the operation of State Fund.
All seven departments have at |east one contract for outside services.
Over the past two years, State Fund has contracted for more than 40
types of services. We selected ajudgmental sample of ten contracted
servicesto review during our audit. Thetotal cost for services selected
for review was $2,265,731.54. The time frame in which these services
were provided was April 1997 through April 1998.

While our audit identified areas where controls could be strengthened,
contract administration processes were in place for those contracts
sdlected for review. The following sections highlight controlsin place
during our review.

& Personnd followed procurement regulations, where applicable, for
the contractsin our sample. Asaresult, vendors under contract
with State Fund appear to be selected objectively.

€ There are numerous vendors under contract with State Fund to
provide various services. Feesfor some contracts are set by State
Fund, and fees for other contracts are based on individua contractor
proposals. While prices vary among vendors, nothing came to our
attention which indicates contract prices are unreasonable.

€ Contract language outlines contractor responsibilities. In addition,
contracts appear to contain necessary language for protecting the
State' sinterests. Terms and conditions within the contracts
reviewed appear logical and reasonable.

Page S-1



Report Summary

Contract-Related
Documentation Could Be
Improved

Page S-2

€ Each of the sampled contracts has some method for monitoring the
services provided. While some methods are more extensive than
others and some monitoring efforts are informal, contractor
compliance and quality of serviceis monitored. Individua
processes are in place to help identify and correct concerns with
contractors.

& Controls over staff activitiesare also in place. Individualswith
authority to purchase contracted services cannot do so without
involvement by at least one other employee of State Fund. Payment
for services rendered also has controls. Controls over staff
activities appear to provide adequate segregation of duties. These
controls help minimize the potential for fraudulent activity and
assure use of contracted servicesis necessary and reason-able.

Asaresult, controls over contractors appear reasonable overall.
Procedures are in place which help ensure effective use of contracted
sarvices. Theissuesidentified during our review relate to improving the
compliance, efficiency and effectiveness of the processesin place.
Implementation of our recommendations will improve documentation
and compliance, which should enhance the processes currently used by
State Fund.

Various personnel within each department are responsible for procuring
and monitoring contracted services. This responsibility includes
maintaining records related to the contracting process. We found the
amount, type, and organization of documentation varied between those
contracts selected for review. Overall, documentation indicated alogical
process was followed for procurement of services. However, aclear
understanding of the reason(s) for selection of contractors was not
provided by documentation alone. In addition, documentation related to
monitoring varies depending on the type of service contracted.

Maintaining adequate and consistent contract-related documentation is
important to the general operation of State Fund. Documentation should
provide an accurate record of all activities associated with each contract.
Partial, inconsistent, or poor documentation limits State Fund’ s ability
to ensure compliance with regulations. Adequate documentation is also
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Recor d-keeping
Practices Should Be
Centralized

Contract Termsand
Conditions Should Be
Reviewed

important for supporting decisions made by State Fund personnel. We
recommend State Fund implement improvements to proceduresto
ensure documentation provides a complete history of the procurement
and monitoring processes.

During our review we requested access to all contract-related
documentation. Most of the documentation was located for observation.
However, some procurement documentation for one contract was not
located during our review. In addition, some documentation was not
readily available for review. While there are no laws or rules which
require centralized record-keeping, public records must be available for
review. State Fund's current record-keeping procedures could be
improved to provide a more efficient and effective method for
compliance with these laws.

The organization of State Fund contributes to a decentralized operation.
Each department conducts activities related to its responsibilities.
While contracted services can and often do involve or impact several
departments, contract administration does not involve more than one
department. Thus, a centralized record-keeping function will help
ensure all contract-related documentation is maintained for public
review and future reference. Thiswill help to ensure a complete history
of al State Fund contracts is documented.

During planning we reviewed copies of all current contracts. This
review included an examination of contract language and format. We
found each contract to be unique in form and substance. We expected
differences dueto the variety of services contracted by State Fund.
However, “standard language” and format varies between contracts.
The main area of confusion over language in contracts relates to the
effective date. For the sample selected for review during our audit, 9 of
10 contracts include a contract effective date. However, other contracts
reviewed during our preliminary planning do not provide a specific date.
It isdifficult to determine what the effective date is for these contracts.

Thereis potential for litigation with any contract. Although our review

was limited, nothing came to our attention which indicates language in
State Fund contracts does not properly protect the State' sinterests.

Page S-3



Report Summary

Compliance with
Contract Regulations
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While State Fund' s contracts are valid, binding agreements, there is
confusion as to when the actual effective dates are for some of the
contracts. Standardization of this language for all State Fund contracts
could eiminate confusion. Different attorneys handle different
contracts, so there are differencesin style. The use of standard
boilerplate format for all sections will improve the efficiency of contract
development. It will allow for easy location of sections. In addition,
standardization of sections should help decrease the amount of time
involved in drafting and reviewing contracts. We recommend State
Fund develop a standard contract format and boilerplate language for
use by all departments.

Audit standards require reporting of noncompliance issues related to
objectives. During our review, we identified instances of noncompliance
with contract regulations. The three areas noted are:

1) A lack of aregister of proposals for each RFP.

2) Eleven proposalsfor four different services did not have a
date/time stamp indicating receipt by State Fund.

3) Theterm of one contract isindefinite.

The areas identified during our audit constitute noncompliance. Each
areais case-specific and does not involve all 10 services reviewed
during the audit. A changein State Fund’ s procedures should provide
an effective method for addressing these compliance issues.
Implementation of the other recommendations made in this report
should provide assi stance with ensuring compliance.
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I ntroduction

Audit Objectives

Audit Scope &
M ethodology

The Legidative Audit Committee requested the Legidlative Audit
Division conduct a performance audit of the contract administration
process at the State Compensation Insurance Fund (State Fund). Each
of the seven departments within State Fund contracts for some type of
service from the private sector. Our audit reviewed controls over
sdlecting and monitoring contractors, and internal controls over payment
for services.

The main objective for this audit was to answer the question:

Does State Fund have proceduresin place to ensure efficient
and economical use of contracted services and compliance with
legal requirements and internal policies?

In order to satisfy this objective, we answered the following questions:

1. Do controls exist to ensure contractors are selected
objectively?

2. Do controls exist to ensure contract prices are reasonable?

3. Arecontract terms and conditions logical and reasonable?

4. |sState Fund complying with state regulations regarding
selection of contractors?

5. What policies and procedures does State Fund havein place
for ongoing monitoring?

6. Arecontrols sufficient to identify and correct contract
problems/concerns?

7. Do sufficient controls exist over staff activities?

The audit was conducted in accordance with government auditing
standards for performance audits. We reviewed the contract
administration process including both selection of contractors and
monitoring of contracted services. Thisincluded reviewing contracts,
procurement documentation, and related reports; interviewing State
Fund personnel; and reviewing onlinefiles.

Audit scope included areview of current contracts at the State Fund.

We judgmentally selected a sample of contractsto review in detail as
part of the audit. Wereviewed at least one contract in five of the seven
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departments. We did not review contracts in the Management
Information Services Department.

We reviewed the language in each contract to determine consistency and
adequacy for protecting the State’ sinterests. There are several services
used by State Fund which are statutorily exempt from following the
Montana Procurement Act. For example, State Fund contracts with
private investigators to investigate potential fraudulent activity. We
sdlected and reviewed two contracts awarded using this exemption.

We reviewed avail able documentation related to procurement of each
service. Thisinvolved identification and review of notices of
publication, registration of submitted proposals, actual proposals,
scoring sheets, and other related documentation. We determined how
contract prices were established for each contract. Thisincluded a
determination of why State Fund pays different prices for similar
services.

We identified contract monitoring procedures used by State Fund. This
involved review of monitoring by individuals at various levels including
the user level, program level, department level, and State Fund-wide.
We determined if personnel are provided an opportunity to give
feedback on vendor performance. We reviewed documentation related
to monitoring to verify information obtained during interviews. Results
of thisreview were analyzed to determine if controlsare in place for
ensuring contractor accountability, and if procedures provide sufficient
controls for identifying and correcting contract problems.

We reviewed procedures used to pay for contracted services. We
interviewed personnel and reviewed documentation to determine who
and what isinvolved in the process. Results were analyzed to determine
if controls over payments provide for adequate segregation of duties.
We also determined the level of review completed on personnel involved
with contract administration activities/decisions.

We interviewed personnd responsible for selecting and monitoring
contracted services. We asked questions related to the process used to
procure the service, types of monitoring activities conducted, procedures
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Compliance

M anagement
Memorandums

for paying for services rendered, personnel involved in the process, and
use of State Fund guidelines. For Claim Department contracts, we also
talked with claim adjusters, supervisors, and personnel responsible for

payment for services. Other State Fund personnel were interviewed as
required to complete the review.

We contacted personngl from the Department of Administration (DofA)
to determine their involvement in State Fund contracting. Questions
were asked regarding State Fund' s authority and what exemptions State
Fund uses/is entitled to use. We also obtained input from DofA
regarding best management practices for contract administration.

Thefirst part of contracting is determining the need for contracted
services. Audit scope excluded review and analysis of this area because
we focused on executed contracts. We did not contact businesses that
provide contracted servicesto State Fund. No issues arose during the
audit which required contact with providersto discuss/clarify issues.

We examined State Fund’ s compliance with applicable state laws, rules,
and regulations. Comparisons were made between observations of
documentation, interview results, and state regulations. Generally, we
found State Fund to be in compliance with state laws and administrative
rules.

We did identify noncompliance related to contract documentation. This
issue is discussed further in Chapter I11.

During our audit we issued a management memorandum to State Fund
officials concerning the following issue:

Contract Language for Outside Legal Counsel - The current contract
format for obtaining outside legal counsel has been in place for at least
10 years. Contract language related to payment for servicesincludes a
provision limiting total payment to $10,000 without amendment. We
identified a contract which exceeded this limit through amendment. The
cost associated with one of State Fund’s contracts was $12,330.
Required documentation was provided by the vendor and approved by
State Fund for this contract. According to State Fund personnel,
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Report Format &
Organization

Page 4

$10,000 is amost aways amended. We suggested State Fund change
contract language to reflect current market costs for outside legal
counsel services.

Thisreport is organized into three chapters. Chapter Il provides
background information on the contract administration process and each
of the contracts selected for review. Chapter 111 discusses suggestions
for improving the efficiency and effectiveness of the process used to
administer contracts.



Chapter Il - Background

Current Contract-
Related Regulations

Title 18, chapter 4, MCA, the Montana Procurement Act, sets statutory
requirements for contracting for goods and services. The purpose of the
Act includes making the procurement laws as consistent as possible,
providing for increased public confidence in the procedures followed,
and ensuring the fair and equitabl e treatment of all people who deal with
the State' s procurement system. The State Compensation Insurance
Fund (State Fund) is required to follow requirements of the Act.

Certain services are exempt from these requirements including
employment of:

--  Physicians, dentists, pharmacists, or other medical, dental, or
health care providers

--  Anattorney as specified by executive order of the Governor

--  Consulting actuaries

--  Privateinvestigators

--  Clams adjusters

State Fund contracts for all these types of services.

According to statute, DofA shall procure or supervise the procurement
of all supplies and services needed by the State. The law provides DofA
with authority to establish rules regulating state contracting procedures.
Title 2, chapter 5, ARM, contains the rules established by DofA. These
rules provide further direction for agencies when procuring supplies and
services. Section 18-4-222, MCA, permits the director of DofA to
delegate procurement authority to any state department. State Fund has
recelved delegation authority from DofA for various services.

DofA provides guidance for agencies in the Montana Operations
Manual. According to section 1-0705, MOM, agencies, including State
Fund, are currently delegated purchasing authority of supplies and
services up to $15,000. For small purchases under $5,000, agencies
may choose a purchasing technique which best meetsthe agency’s
needs, but Dof A suggests agencies follow prudent purchasing practices.

Page 5
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Laws do not specifically address monitoring of contracts for goods and
services. Asaresult, agencies are generally responsible for establishing
and implementing specific contract monitoring procedures.

There are seven departments within State Fund. Six of the seven
departments are directed by a Vice President. The seven departments
include:

Executive Office

Administration & Finance

Claim

Human Resources & Communications
Legal

Management Information Services
Underwriting

Each department is responsible for different functions related to the
operation of State Fund. The following sections briefly discuss these
responsibilities.

Executive Office: Executive functions, internal audit, and Board of
Directors operations are al responsihilities of this section. This office
is directed by the President/CEO.

Administration & Finance Department: Responsible for conducting
budgetary analysis and monitoring, accounting of expenditures and
revenues, financial reporting, purchasing, mail processing, document
imaging and indexing, and facility management. Works with consulting
actuary to establish loss reserves and rate levels for State Fund.

Claim Department: Responsible for claim management including
investigating claims, paying wage loss and medical benefits, and
assisting injured employees to return to gainful employment. This
department also includes a fraud program to evaluate, investigate, and
refer potential claimant, employer premium, and provider fraud for
prosecution.

Human Resources & Communications Department: Recruiting,
compensation management, position classification, training, labor
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Use of Contracted
Services

Contracts Selected for
Review

relations, and operation of State Fund's Customer Service Unit are all
functions of this department.

Lega Department: Responsible for representing State Fund in legal
matters, including contracting with outside counsdl.

Management Information Services. Responsible for development,
maintenance, and user support of State Fund’ s automated systems.

Underwriting Department: Purpose isto assist policy holdersin the
issuance, maintenance, and serving of State Fund policies. Provides
underwriting services and support on accounts. Includes aloss control
section for preventing injuries and minimizing impacts when injuries
occur, aswell as a premium audit process for examination of business
operations and records to determine actual insurance premium due.
Also has a marketing section which works with licensed Insurance
Producers.

All seven departments have at |east one contract for outside services.
Over the past two years, State Fund has contracted for more than 40
types of services.

The Legal Department oversees State Fund’ s contracts. A purchasing
manual was developed by the Legal Department which details the rules
and steps governing purchasing and contracting for State Fund. This
manual refersto the laws and rules mentioned above.

A judgmental sample of contracts was selected for review. Our sample
selection process considered legislative concern, contract cost, number
of vendors, type of service, audits conducted by State Fund, and
potential problematic situations. The following paragraphs identify the
contracts selected for review and provide a brief summary of the
contracted service.

Page 7
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Administration & Finance
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Our audit included review of one contract administered by the
Administration & Finance Department: collection services. The purpose
of the contract isto provide pre- and post-judgment collection services
for money owed to State Fund, both in- and out-of-state. The term of
this contract is January 1, 1998 through December 31, 1998. Prior to
award of this contract, collection services were performed in-house or
through the Department of Administration (DofA). State Fund still uses
DofA to provide some collection services.

There are two vendors currently under contract. The responsibilities of
the contractors include direct collection efforts, referral to legal counsd,
locating services, asset checks, and post-judgment collection. State
Fund tries to refer bad debt to the vendors on arotational basis.

State Fund reimburses the vendors on a contingency fee basis. Fees are
paid only on debt collected by the vendor. One vendor receives 20
percent of collections on accounts with no legal involvement, and 40
percent on accounts with legal involvement. For accounts with a
balance greater than $10,000, the contingency fee is reduced by

2 percent. The other vendor has a more extensive breakdown of
contingent fees based on account balances and overdue time frames.
This vendor’ s fees range from 9 percent to 14 percent for non-lega
cases, and from 12 percent to 22 percent on cases requiring legal
services. Table 1 showstotal fees paid through April 1998.
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Tablel

Payments on Collection Fees

(January through April, 1998)

Vendor | Debt Referred Col:l)lzg od CollLilon
A $133,840.76 | $10,763.07 $2,987.55
$84,468.96 $2,447.53 $372.58
Total $218,309.72 | $13,210.60 $3,360.13

Source: Compiled by the L egidlative Audit Division from
State Fund records.

Claims

Independent M edical
Evaluation

The majority of contracts are administered by the Claim Department.
As such, our review included alarger sample of contractsin this
department. The following contracts were selected for review in the
Claim Department:

--  Independent Medical Evaluation
-~ Vocationa Rehabilitation
--  Managed Care

--  Claims Management

During the course of managing a claim, an adjuster may need a second
opinion regarding the medical status of aclaimant. An independent
medical evaluation (IME) is the usual method for obtaining this opinion.

There are currently two vendors under contract with the State Fund to
provide IME services. The contract requires the vendors to complete all
tasks required to obtain an IME including scheduling the evaluation and
reimbursing coststo medical evaluators. The adjuster provides written
guestions for the provider to answer regarding the case. |n some cases,
apandl of medical experts may be needed to properly answer all
guestions. The term of the current contract is July 1, 1997 through July

1, 1998.
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Compensation for services provided varies between the two vendors.
For example, for asingle IME, one vendor receives $575 while the other
receives $620. State Fund claim adjusters can use one of the two
contracted vendors, or set up IME services directly. There are 27 other
providers, not under contract, who have provided IME servicesto State
Fund since July 1, 1997. Table 2 showstotal payments for IME
services through March 1998.

Table?2
Paymentsfor |ME Services
(July 1997 through March 1998)

Vendor Payment
A $35,947.00
B $98,009.00
Others $61,943.00
Total $195,899.00

Source: Compiled by the L egidative Audit Division from
State Fund records.

One of the first questions which needsto be answered by an adjuster is
can the claimant return to higher time-of-injury occupation. If the
answer to the question is maybe or no, then rehabilitation services may
be warranted. According to State Fund' s procedures manual, the
primary goal of rehabilitation servicesisthe return to work of an injured
or disabled worker.

The current contract for return to work and vocational rehabilitation
services has six vendors. Rehabilitation services, as defined by statute,
isaprogram of evaluation, planning, and implementation of a
rehabilitation plan to assist a disabled worker to return to work. The
objective of State Fund isto accomplish the return to work as soon as
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possible. To meet this objective, various services may be needed.
These servicesinclude:

--  “Time-of-injury” job analysis (is claimant physically capable of
performing their “time-of-injury” job).

--  Employability-wage loss analysis (re-employment and return to
work potential, earning capacity, etc., used to set return to work
plan and determine permanent partial disability benefits, or
whether or not injured worker is permanently and totally disabled).

--  Early return to work coordination (make contact with time of injury
employer to coordinate transitional return to work program for
claimant).

--  Modified/dternative job analysis (can “time-of-injury” job be
changed so claimant is capable of performing the job based on
physical restrictions, or identification of adifferent job claimant
can perform based on current physical restrictions and educational
and past work history).

--  Return to work plan development (construct plans for return to
work, which may include formal retraining or on-the-job training).

--  Job placement services (provide professional placement servicesto
prepare claimant for job seeking).

Adjusters have authority to select the vendor of their choice. Adjusters
said they select vendors based on past experience and who provides the
best service. The term of this contract was April 1, 1997 through March
31, 1998. State Fund extended the contract to July 1, 1998.

Compensation for vocational rehabilitation services varies between
vendors. For example, for anew “time-of-injury” job analysis, the fees
range from $180 to $260. According to State Fund personnel, fees vary
due to company size and location within Montana. Total payments
made under this contract are shown in Table 3.

Page 11



Chapter |1 - Background

Managed Care

Page 12

Table3
Paymentsfor Vocational Rehabilitation Services
(April 1997 through March 1998)

Vendor Payment

$1,333,496.93

$116,558.00

$1,636.00

$213,082.50

$15,381.00

M| m|O|O|®|>

$11,771.00

Total $1,691,925.43

Source: Compiled by the L egidative Audit Division
from State Fund records.

The purpose of this contract isto provide managed medical and
ancillary servicesto injured workers. State Fund contracts with
managed care organizations (MCO) for medical case management. The
MCO works with the adjuster to help manage the claim. Aswith
vocational rehabilitation, State Fund focuses on getting the injured
worker back to work. Section 39-71-1101(3), MCA, contains criteria
for determining when an injured worker should be referred to an MCO.

Under the current contract, elght managed care organizations provide
services. MCO responsibilities under the contract include various
duties, but the underlying intent of the contract is to provide medical
case management services. MCO providers have requirements, by
contract, for initial medical examinations, treatment plans, and final
medical treatment and reports. The contract includes time frames for
completion of certain services, such asreferral froman MCOto a
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treating physician within seven working days. The contract term is July
1, 1997 through June 30, 1998.

The current contract is afee-for-service format. Each MCO ispaid a
$260 fixed fee per wage lossfile referred to the MCO. For medical-
only claims, the referral feeis $75. The MCO receives a $200 fee for
case closure, unless the claimant moves out-of-state, then the closure fee
is$100. Payments made for services through March 1998 are shown in
Table 4.

Table4
Paymentsfor M CO Services
(July 1997 through March 1998)

Vendor Payment

$54,900

$37,785

$26,305

$20,860

$35,735

$46,530

$30,705

I|o|mmjolo|w|>»

$21,775

Total $274,595

Source: Compiled by the L egislative Audit Division
from State Fund records.

Prior to the current contract, MCO contracts included a per-claim
incentive payment for indicated cost savings over 20 percent.
Benchmark average claim costs are cal culated and incentive payments
made according to indicated savings. Although new contracts were
awarded, the incentive payments from the old contracts remain in effect
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for four years. Only four of the current eight MCO contractors are
gigible for these incentive payments. Incentive payments issued to-date
arelisted in Table 5.

Table5
M CO |ncentive Payments
(1996 and 1997)
I ncentive Payment
MCO
1996 1997
A (not éligible) $0 $0
B $0 $85,400
C $35,250 $69,995
D (not eligible) $0 $0
E $58,250 $27,850
F $0 $0
G (not eligible) $0 $0
H (not eligible) $0 $0
TOTAL $93,500 $183,245
Source: Compiled by the L egidative Audit Division from State
Fund records.

Services provided under this contract may include claim management
sarvices, reserving (estimating funds necessary for paying claim costs),
determination and processing of benefits, medical case management,
and claim investigation. Claims management services may include file
summaries, evaluation of reserves, development of an action plan for
claim management, and determination of files affected by the Murer
decision. The Murer decision is a Supreme Court decision regarding a
legidative cap on the amount of benefits an injured worker could
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receive. The cap wasin place for four years. Insurance carriers,
including State Fund, assumed the cap was in effect for the life of any
claimsfiled during the four year period. The Supreme Court ruled
otherwise. Asaresult, State Fund was required to recal cul ate benefits
for effected claims. State Fund's current claims management system
cannot identify these claims, so identification is done manually. State
Fund has identified approximately 7,500 potential claims effected by the
Murer decision to date.

Currently, this contract is being utilized to provide one type of service
under the contract: claim adjusting. The effective date of the contract
was December 1, 1997, and expires upon completion of services or one
year, whichever isless.

Services provided under this contract are compensated at $60 per hour.
Total payments made for services provided through March 1998 were
$33,000.

Our sample included three contracts administered by this department:

--  Salary Surveys(2)
--  Third-Party Claims Handling and Administration

We sdlected the two most recent salary surveys conducted by State Fund
for our review. The same vendor was selected to conduct both surveys.

Thefirst salary survey included all State Fund positions. The vendor
was responsible for reviewing and making recommendations on
benchmark descriptions, and conducting the salary survey including
design and distribution of the survey, analysis of data, reporting results,
and providing recommendations on incorporating survey datainto State
Fund’s pay matrix. The term of the contract was November 29, 1996
through April 30, 1997.

The second survey only included executive-level positions. The survey
included an update of information compiled in the first survey, and
added salary and benefit information from new participants. Theterm
of the contract is not specific due to lack of awritten agreement. The
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project was initiated sometime after September 24, 1997 and the report
was transmitted to State Fund on November 14, 1997.

The cost for services of thefirst survey was not to exceed $4,999. The
total amount paid for services under the first contract was $4,999. We
did not find awritten agreement for the second survey, but the hill for
services indicated the agreed-upon amount was $5,000. According to
the bill for services, the actual time expended on the project amounted to
$9,275. The difference between the actual time and the agreed-upon
amount was written off by the contractor.

The purpose of this contract isfor athird party to administer State
Fund's in-house workers' compensation injuries and occupational
disease claims. The vendor is responsible for managing claims reported
by State Fund employees. Thisinvolves the same procedures used by
State Fund' s adjusters for managing claims submitted by employees of
the businessesit insures. The term of the contract is September 1, 1997
through August 31, 1999.

Compensation for servicesis provided on aflat-fee basis. For medical-
only claims, the vendor receives $70 for each year the claim is open.
For wage-loss claims, the vendor receives $400 for the first year, $200
for the second year, and $600 for claims open longer than two years.
Other professional services are billed at $55 per hour. Payment for
services through April 1998 totaled $1,823.59.

The Legal Department oversees the contract process for State Fund, and
also contracts for various legal services. We selected two contracts for
our review that are administered by the Legal Department:

--  Outside Lega Counsdl
- Asset Search
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On occasion, State Fund uses outside legal counsel. Thefirst contact is
the Attorney General’s Office. If they do not take the case, a private
firmisused. For our review, we sdlected two outside counsel contracts.

Thefirst contract was for defense of a specific case. The duties under
thistype of contract are to act as counsel for State Fund to perform legal
consultation in the stated case. The effective date of the contract was
November 12, 1997 and terminates in one year or upon completion of
legal representation, unless extended. The contractor is paid at arate of
$90 per hour, with a $50 per hour rate for travel. The contract is hot to
exceed $10,000. If $10,000 will be exceeded, the vendor must notify
State Fund. Thetotal payments made under this contract as of April 8,
1998, were $2,426.93.

The purpose of the second contract wasto obtain alegal opinion. This
contract isidentical to the contract above, except for compensation and
effective date. The effective date of the contract was March 3, 1998.
Therate paid for these services is $115 per hour. Asof May 7, 1998,
one payment was made totaling $155.25.

The purpose of this contract isto provide asset search and report
services, and locator services, both in-state and out-of-state, on
individuals owing State Fund money. Thisserviceisused after State
Fund receives a judgment and after a summons fails to locate a person.

There are two vendors currently under contract. The responsibilities of
the vendors include determining the location of assets and persons
referred to them by State Fund. Services under these two contracts must
be completed within 30 days of referral. Theterm of these contractsis
May 16, 1997 through June 30, 1998.

Charges for services vary between the two contractors. Vendor A
receives $35 per name submitted, for both locator and asset search
services. Vendor B receives $125 per referral on commercial entities,
and $100 per referral on consumer entities, for both services. The
following table provides a summary of payments made under this
contract.
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Table6
Paymentsfor Asset Search Services
(May 1997 through April 1998)

Vendor Payment
A $0.00
$5,000.00
Total $5,000.00

Source: Compiled by the L egislative Audit Division from
State Fund records.

The contract selected for review in the Underwriting Department was
Insurance Producers. The purpose of this contract isto obtain
competent representation from qualified insurance agenciesto generate
new applications for State Fund workers' compensation insurance
policies, improve retention of business, and represent State Fund to
provide services on alocal community level. The program began asa
pilot program on July 1, 1997. The State Fund expanded the program
and new appointments became effective March 1, 1998. The
agreements expire on February 28, 1999. There are currently 50
agencies with 82 contracts, and about 240 individuals who sell
insurance.

Currently, the Insurance Producers can solicit, receive, and transmit
applications for workers' compensation insurance for new business to
State Fund. Insurance Producers cannot bind or establish pending
effective dates of coverage; issue, cancel, reinstate, or terminate
policies; or discharge or incur any liability whatsoever under any
policiesissued by State Fund.

Insurance Producers earn commissions on insurance policies accepted
and premium actually received by State Fund. Standard commission for
new business ranges from 2 percent to 10 percent of the estimated
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annual premium. The commissions paid from July 1997 through March
1998 totaled $47,547.21. These commissions were paid to 16 different

agencies.
Total Cost for Contracts Thetotal cost for services for contracts selected for review was
Selected for Review $2,265,731.54. Thistotal does not include incentive payments. The
time frame in which these services were provided is April 1997 through
April 1998.
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I ntroduction

Overall, Controls Over
Contractors Appear
Reasonable

Process Followed During
Procurement

There are five basic partsto contract administration:

1) Determining need for contractual help

2) Selecting a contractor

3) Establishing contract terms & conditions
4) Monitoring the contract

5) Paying for services

Our review focused on selecting and monitoring contractors, contract
terms and conditions, and payment for services. This chapter discusses
our findings regarding controls over the contract administration process
at the State Compensation Insurance Fund (State Fund).

While our audit did identify areas where controls could be strengthened,
contract administration processes are in place for those contracts
sdlected for review. The Legal Department (Legal) overseesthe
contracting process at State Fund. All original contracts are maintained
by Legal. A manual was developed by Legal for use by the various
departments for purchasing supplies and services. The purchasing
manual containsinformation and guidelines which correspond with
current laws and rules. Legal personnel assist other State Fund staff in
developing RFP and contract language. In addition, State Fund
established an internal audit position. Five audits of contracted services
were conducted in fiscal year 1996-97. At least three of these audits
include recommendations for improvements.

Personnel followed procurement regulations, where applicable, for the
contractsin our sample. Of the 10 services we reviewed, 7 used the
RFP selection method. Logical methods were used to evaluate
proposals and select vendors. The other three services were either
exempt from procurement statutes or cost less than $5,000. Selection of
vendors under these three services followed a method based on
knowledge and past experience. Asaresult, vendors under contract
with State Fund appear to be selected objectively.
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There are numerous vendors under contract with State Fund to provide
various services. State Fund set fee schedules for three of the ten
contracts reviewed. For the other seven contracts, vendors receive fees
for providing services based on individual proposals reviewed and
scored by State Fund personnel during the RFP process. For five of
these seven contracts, multiple vendors responded to the RFP.
According to State Fund personnel, awarding contracts to multiple
vendors with different fees creates a situation of competition among
vendors which helps control costs. State Fund used a“best & final
offer” methodology in two of the seven RFP processes. This
methodology provides an option to State Fund allowing acceptable
and/or potentially acceptable proposers to amend or change their
original proposal, including pricing. While prices vary among vendors,
nothing came to our attention which indicates contract prices are
unreasonable.

Contract language outlines contractor responsibilities and performance
requirements. In addition, contracts appear to contain necessary
language for protecting the State' sinterests. Terms and conditions
within the contracts reviewed appear logical and reasonable.

Each of the sampled contracts has some method for monitoring the
services provided. On-site reviews are conducted under three of the
contracts. Some contracts include time requirements for completion of
services. Compliance with these requirements is monitored using
various methods. For example, one contract tracks dates for various
services using a spreadsheet. Concerns with contractor performance are
addressed in different ways. One method isto contact the vendor or
supervisor about the concern. This may be done formally or informally.
Follow-up on issues also varies. Letters have been sent to contractors
indicating the need for improvement in providing services. For some
contracts, avendor may not be used to provide services. For example,
claim adjusters have authority to select one of six vendorsto provide
vocational rehabilitation services. Most adjusters we talked with said
they use vendors who provide the best service, not onesthey may have
had concerns with in the past. While some methods are more extensive
than others and some monitoring efforts are informal, contractor
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Controls Exist Over Staff
Activities

Conclusion: Controls Over
Contractors Appear
Reasonable Overall

Contract-Related
Documentation Could Be
Improved

compliance and quality of serviceis monitored. Individual processes are
in place to help identify and correct concerns with contractors.

Controls over staff activitiesare also in place. In the Claim Department,
staff activities are reviewed and supervised. Limits on approval
authority have been established for various levels of personne.
Supervision of staff activities also occursin other departments, although
the degree of supervision isless than that within the Claim Department.
Individuals with authority to purchase contracted services cannot do so
without involvement by at |east one other employee of the State Fund.
Payment for services rendered a so has controls. For the contracts
reviewed during our audit, bills are reviewed and approved by various
individual s within each department. Actual payment of billsis
completed by someone other than the individual who approves the hill.
For example, claim adjusters review and approve bills for vocational
rehabilitation services. Billsare then transferred to either aclaim
assistant or amedical pay profiler for actual payment. Controls over
staff activities appear to provide adequate segregation of duties. These
controls help minimize the potential for fraudulent activity and assure
use of contracted servicesis necessary and reasonable.

As aresult, controls over contractors appear reasonable overall.
Procedures are in place which help ensure effective use of contracted
sarvices. Theissuesidentified during our review relate to improving the
compliance, efficiency and effectiveness of the processesin place.
Implementation of our recommendations will improve documentation
and compliance, which should enhance the processes currently used by
State Fund.

Various personnel within each department are responsible for procuring
and monitoring contracted services. This responsibility includes
maintaining records related to the contracting process. We found the
amount, type, and organization of documentation varied between those
contracts selected for review.

Maintaining adequate and consistent contract-related documentation is

important to the general operation of State Fund. Documentation should
provide an accurate record of all activities associated with each contract.
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Partial, inconsistent, or poor documentation limits State Fund’ s ability
to ensure compliance with contract requirements. Without proper
documentation, new personndl, the general public, and other individuals
not involved in the contract administration process cannot properly
determine what actions were taken by State Fund.

Adequate documentation is also important for supporting decisions
made by State Fund personnel. State Fund’s purchasing manual lists
examples of actions which could result in litigation including use of
inappropriate evaluation criteria, miscal culations, misevaluations,
inappropriate preference, deviation from published evaluation criteria,
and failure to deal fairly and in good faith. Accordingto MOM policy,
the evaluation and award process is often the most litigated part of
contracting. An accurate record of the procurement process is necessary
to support decisions and reduce the possibility for litigation.

Our review of filesindicated complete procurement documentation is
not always maintained for all contracts. Five of the seven contracts
which used an RFP to solicit servicesincluded at least some
documentation related to public notification. All seven contained a copy
of the RFP. Only two of the seven contracts contained aregister of
proposals. Six of the seven contracts contained score sheets from the
evaluation. None of the contracts reviewed contained documentation,
aside from the score sheets, demonstrating why awards were made.

Three of the services selected for review are exempt from procurement
regulations. claims management; outside legal counsel; and salary
surveys. Procurement documentation for these three servicesis limited
or isnot maintained. A logical process was followed for selecting
vendorsto provide these services, but the processes were not
documented. One of these three services did not have awritten, signed
agreement.
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Documentation
Requirements Related to
Procurement

Documentation On Why
Contracts Are Awarded |s
Not Clear

Current regulations contain various requirements related to
documentation of the procurement process.

--  Section 18-4-304, MCA, states, “ The contract file must

demonstrate the basis on which the award is made.”

--  Section 1-0706.40, MOM, requires arecord sufficient to

facilitate auditing of the purchasing agency. This policy

recommends the following documentation:
record of public notice,
copy of RFP,
register of proposals received,
a determination of award, detailing the basis for which the
award was made,
*  notes, recording, or minutes of any discussions with
offerors, and
*  the contract or agreement.

--  State Fund’ s purchasing manual requires the same
documentation asthe MOM section noted above.

--  The procurement delegation agreement between the
Department of Administration (DofA) and State Fund requires
State Fund to maintain adequate records to document the
procurement process.

E o

Overdl, documentation indicated alogical process was followed for
procurement of services. However, aclear understanding of the
reason(s) for selection of contractors was not provided by
documentation alone. Documentation contains score sheets and
summaries, but we did not observe details on why contracts were
awarded to specific vendors. Questions had to be asked of State Fund
personnel to clearly understand the history of the process.

For example, one department used a scoring methodology to evaluate
proposals submitted in response to an RFP. The vendors awarded a
contract did not receive the highest scores during the evaluation.
Documentation does not indicate the reason(s) for not selecting the
highest scoring vendors based on “best & final offers.” The scoring and
decision-making processes were not documented appropriately.

Score sheets from various proposals could be compared to vendors

awarded a contract to determine whether a high-score methodology was
used. However, documentation does not indicate why specific scores
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were awarded in each evaluation area. The score sheets for the
vocational rehabilitation RFP could not be located, and the person
responsible for issuing the RFP no longer works for State Fund. Asa
result, the basis for award for this contract is not known. This provides
agood example of the importance of this type of documentation for
supporting decisions.

Another part of contract administration is monitoring. Docu-mentation
related to monitoring varies depending on the type of service contracted.
For example, personnel in one department keep an informal log of
communications with vendors. Another department conducts on-site
visits and documents a summary of each visit for the contract file. In
another department, the person responsible for contract monitoring
maintains documentation online. State Fund has not devel oped
consistent documentation standards regarding monitoring of contractors.
As aresult, the history for each contracted service may not be readily
available or clearly understandable.

DofA personnd recently met with State Fund personnd to discuss
documentation requirements. According to DofA personnd,
documentation should state why a vendor was sl ected, which should
relate back to the evaluation and scoring of proposals. Thistype of
information is needed to defend the award.

Currently, for contracts awarded by DofA, a summary of the selection
process is completed and distributed to all vendors who submit a
proposal. DofA recently worked with State Fund personnel on a
contract for nurse case management services. DofA personnel indicated
this contract is a good example of the type of documentation DofA
wants to see as arecord for procurement of services.

As mentioned previoudly, Legal personnel developed a purchasing
manual for use by State Fund personnel. This manual includes
requirements for contract-related documentation. However, most of the
personnel responsible for procurement of services do not use the
manual. Oneindividual also usesinformation from DofA’s Internet site
to assist in the procurement process. The vice president of each
department is ultimately responsible for all activities under his/her
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No Single Entity Has
Responsibility

Record-K eeping
Practices Should Be
Centralized

control. The vice presidents have delegated contract administration
authority to various individual s within each department. These
individuals conduct contract-related activities, including maintaining
documentation, using various methods.

While the Legal Department is available to assist personnel, no single
entity has responsihility for ensuring all contract administration is
conducted appropriately, including proper documentation. Accurate and
consistent documentation is important for all aspects of program
management. Documentation provides arecord of activities. The better
the record, the less confusion and concern regarding decision-making.
We believe increased effortsin this area of contract administration will
improve State Fund' s processes.

Recommendation #1

Werecommend State Fund implement improvementsto procedures
to ensure documentation provides a complete history of the

procur ement and monitoring processes.

During our review we requested access to all contract-related
documentation. Most of the documentation was located for observation.
However, the scoring sheets for the vocational rehabilitation proposals
were not located during our review. In addition, some documentation
was not readily available for review.

While there are no laws or rules which require centralized record-
keeping, public records must be available for review. Section 18-4-126,
MCA, states procurement information is a public writing and must be
available to the public for inspection and copy. Section 2-6-110, MCA,
states electronic information must also be available for inspection by the
public. State Fund's current record-keeping procedures could be
improved to provide a more efficient and effective method for
compliance with these laws.

The contract administration process at State Fund is somewhat
centralized. The Legal Department recently developed atracking
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system for contract expiration. Departments are notified in advance of
upcoming contract expiration. Legal personnel also assist departments
with the procurement process including public notification and
preparing RFP and contract language. However, once acontract is
signed, administration becomes the responsibility of each department.
This responsibility includes record keeping.

One effect of not having a centralized record-keeping function is
missing documentation. As mentioned previously, score sheets for one
contract were gone. Although it appears all proposers were awarded a
contract, missing documentation results in noncompliance with the law
because the information is not available for public review.

The main reason for the missing documentation appears to be the result
of turnover in the position responsible for procurement of the service.
Files of the ex-employee are stored in boxes and other placesin various
locations within State Fund' s building. However, the contents of these
filesisnot known. It isnot known if the missing documentation exists
or not. Another department recently experienced turnover in the
position responsible for procurement of a service under contract.
Documentation was located for this contract, but not without a
telephone call to the ex-employee. Future staff turnover could create
similar or more extensive problems with contract-rel ated documentation.

The organization of State Fund contributes to a decentralized operation.
Each department conducts activities related to its responsibilities.
While contracted services can and often do involve or impact several
departments, contract administration does not involve more than one
department. Thus, a centralized record-keeping function will help
ensure all contract-related documentation is maintained for public
review and future reference. In addition, a centralized function will help
to ensure a complete history of all State Fund contracts is documented.

Recommendation #2

Werecommend State Fund establish a centralized record-keeping
function for all contract administration activitiesto help ensurea
complete history is maintained.
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Contract Termsand
Conditions Should be
Reviewed

Effective Dates

During planning we reviewed copies of all current contracts. This
review included an examination of contract language and format. We
found each contract to be unique in form and substance. We expected
differences due to the variety of services contracted by State Fund.
However, “standard language” and format varied between contracts. In
addition, the effective date was unclear for some of the contracts.

According to State Fund personnel, there have been no disputes related
to contract language. The only problems experienced in the past are
with the amount of detail or lack thereof. Too much detail limits
flexibility and creates problems with getting the needed service. Too
little detail can create the same problem. This concern relates to the
section(s) of the contract outlining duties, rather than the other sections
of contracts which provide standard language to protect the interests of
both partiesto the contract.

The main area of confusion over contract language relates to the
effective date. Some contracts have a statement in the contract which
provides an actual effective date. For example, the vocational
rehabilitation contract states the contract is effective April 1, 1997. For
the sample selected for review during our audit, 9 of 10 contracts
include a contract effective date. However, other contracts reviewed
during our preliminary planning do not provide a specific date. Itis
difficult to determine what the effective date is for these contracts. For
example, the Third-Party Claims Handling contract contains the
following language under section fifteen:

“Thisinstrument shall not be effective as a contract until duly
signed by all the parties hereto.”

There are four signatures on the contract: 1) company representative; 2)
State Fund President; 3) State Fund legal representative; and 4) State
Fund human resource representative. The dates of signing range from
September 3, 1997 to November 4, 1997. It is confusing as to whether
the effective date of the contract isthe earlier or later date.
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Another example isthe Asset Search contract. The term of the contract
isMay 16, 1997, through June 30, 1998. However, language also
indicates the contract expires upon completion of services, or one year,
whichever isless. Theterm stated aboveislonger than one year, so
thereis an inherent conflict within the contract.

In comparison, the insurance producers contract has the following
language under the effective date and renewal terms section:

“Thisinstrument shall not be effective as an Agreement until the
date first above written and duly signed by all the parties hereto.”

Thefirst line of the contract indicates the effective date to be March 1,
1998. The signatures on the contract do not include adate. Instead, the
contract has language which indicates the contract was dated January
16, 1998. The effective date of this contract is clear.

A contract is defined in statute as an agreement to do or not to do a
certain thing. According to section 28-2-906, MCA, a written contract
takes effect upon delivery to the party in whose favor itismade. In
addition, section 27-1-417, MCA, indicates a party who has signed a
written contract may be compelled to perform it even though the other
party has not signed the contract. These laws indicate the contracts
initiated by State Fund are legal documents regardless of when the
documents were signed or what the language indicates.

Thereis potential for litigation with any contract. Although our review
was limited, nothing came to our attention which indicates language in
State Fund contracts does not properly protect the State' sinterests.
While State Fund' s contracts are valid, binding agreements, there is
confusion as to when the actual effective dates are for some of the
contracts. Standardization of this language for all State Fund contracts
could eliminate confusion.

The organization of State Fund, as with the issues discussed previoudly,
isthe main reason for differencesin contracts. The people responsible
for procuring services are located throughout the seven departments of
State Fund. Each individual is responsible for adifferent area of
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Compliance With
Contract Regulations

Register of Proposals

operation. Asaresult, contracts do not overlap operations, so
development is not uniform. Legal counsel use various methods for
drafting contracts, but the most common way isto modify the existing
contract. For new contracts, an example isusually used. The resulting
contract will normally look just like the example.

Different attorneys handle different contracts, so there are differencesin
style. The purpose of a contract and individual sections with specific
language isto avoid ambiguity. The use of standard boilerplate format
for al sections will improve the efficiency of contract development. It
will alow for easy location of sections. In addition, standardization of
sections should help decrease the amount of time involved in drafting
and reviewing contracts. Efforts can then be focused on the duties
section to help ensure the service needed is clearly stated in each
contract.

Recommendation #3
Werecommend State Fund develop a standard contract for mat
and boilerplate language for use by all departments.

Audit standards require reporting of noncompliance issues related to
objectives. During our review, we identified instances of noncompliance
with contract regulations. The following sections provide details on our
audit findings.

As mentioned previously, we noted alack of aregister of proposalsfor
each RFP. Observations of documentation revealed only two of the
seven contracts included aregister of proposals.

Three sources. ARM 2.5.602(5); MOM 1-0706.40; and State Fund's
purchasing manual; require preparation of aregister of proposals. This

register isto be open for public inspection.

Again, questions of State Fund personnel were required to determine the
number of proposals submitted for each RFP. Copies of al proposals
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were observed, so the effect of not having aregister of proposal for each
contract appears to be limited to noncompliance.

When we reviewed proposals submitted for each contract, we checked
for a date/time stamp indicating when proposals were received. We
noted 11 proposals for four different services did not have a date/time
stamp indicating receipt by State Fund.

The rules and policies regarding procurement require documentation of
receipt of proposals. ARM 2.5.602(4) and MOM 1-0706.40 require
each proposal received to be date/time-stamped and secured until the
scheduled date for opening.

The main purpose of a date/time stamp is to document when a proposal
wasreceived. This provides verification that each proposal met the RFP
due date. Without a date/time stamp, there is no proof that a proposal
was submitted according to RFP requirements.

One of the contracted services selected for review was asset searches.
While there are currently only two vendors used to provide these
sarvices, athird contract exists. Thisother contract went into effect
February 1, 1995. Theterm of this contract isindefinite from the
effective date.

Section 18-4-313(1), MCA, currently limits the length of contract terms
to seven years. At the timethe other contract was signed, this law
limited contract terms to three years. The change to seven years went
into effect March 13, 1995.

Limiting the term of contracts provides opportunities for other vendors
to compete for services and prevents agencies from being locked into
paying for services at a higher price than the market dictates. Entering
into contracts with lengthy terms is not an effective method for
contracting for services. The indefinite contract does have aprovision
for either party to terminate the agreement with 10 days written notice.
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Conclusion: I mprovements
in Procedures Should
Address Compliance I ssues

The areas identified during our audit constitute noncompliance. Each
areais case-specific and does not involve all 10 services reviewed
during the audit. A changein State Fund' s procedures should provide
an effective method for addressing these compliance issues.
Implementation of the other recommendations made in this report
should provide assi stance with ensuring compliance.

Recommendation #4
Werecommend State Fund implement improvementsto procedures
to ensure all contracts comply with all laws, rules, and regulations.
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Mr. Scott A. Seacat
Legislative Audit Division
PO Box 201705

Helena, MT 59620-1705

RE: Performance Audit 98P-04,
Contract Administration State Compensation Insurance Fund

Dear Mr. Seacat:

The following is our response to the recommendations contained in the performance audit
report “Contract Administration State Compensation Insurance Fund.” Thank you for the
opportunity to respond to the recommendations. We appreciate the work performed by the
Legislative Audit Division and note the assistance provided by Kent Rice. The report points
out areas where we can improve selecting and monitoring vendors. As pointed out in our
response, we will incorporate the recommendations into our existing procedures.

Part of the State Fund’s success in the past as well as in the future is the result of the
partnerships developed through contracted services. We look at these partnerships as
building a strong foundation in providing insurance services in Montana for both employers
and injured workers. Implementing the recommendations will ensure we will maintain the
highest level of integrity in our relationship with our business partners.
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Recommendation #1
We recommend the State Fund implement improvements to procedures to ensure
documentation provides a complete history of the procurement and monitoring processes.

Response
We concur.

Our plan to implement this recommendation will include establishing an RFP check off sheet
to be used by all departments. The sheet will contain the steps to follow to meet all
documentation requirements in the procurement process. The head of each department will
be charged with seeing that all requirements are met. Our implementation plan includes a
thorough training program for our executive staff to make sure they fully understand what
is required in the process. Finally, the President will not sign a contract for services unless
all requirements are met and all documentation is included.

Recommendation #2
We recommend State Fund establish a centralized record-keeping function for all contract
administration activities to help ensure a complete history is maintained.

Response
We concur.

A centralized record keeping function will be established by the State Fund. Procedures will
be developed for the Legal Department to record and track the documentation related to
RFP’s and contracts. As stated in recommendation #1, we will train the department staff in
the procurement process and required documentation.

Monitoring of the contracts will be performed at the department level. We believe
monitoring will vary depending on the type of service being performed. If issues arise that
require formal actions, all documentation surrounding contract issues will be referred to the
Legal department to be maintained in the contract file. This will ensure complete
documentation will be centrally located.

Recommendation #3
We recommend State Fund develop a standard contract format and boilerplate language for
use by all departments.

Response
We concur.
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We agree that standardization of boilerplate wording and placement of section in contracts
will be utilized as future contracts are issued. This change does not have a substantive
impact on our contracts, but will expedite contract preparation and allow for easier location
of like sections.

We agree that the effective dates of contracts need to be clear. The legal department has
identified this issue and has taken steps to assure contract effective dates and termination
dates are clear. Typically, once a RFP is concluded the contract is issued and the parties
intend work to begin contemporaneously. However, clarification of a specific start date will
help avoid confusion after the fact. This item will be made a part of our formalized
procedures that will be developed in response to Recommendation #2.

Recommendation #4
We recommend the State Fund implement improvements to procedures to ensure all
contracts comply with all laws, rules, and regulations.

Response
We concur.

The State Fund agrees with this recommendation and has already adopted and implemented
improvements based on the recommendations of the Performance Audit of the Legislative
Audit Division. We are implementing an improved process for the receipt, processing, and
documenting the contracting process as well as measures aimed at ensuring compliance with
applicable State laws and regulations.

As a point of clarification, the third contract for asset services was put in place (under
$5,000) prior to an RFP for vendors. The contract has not been used since that time.
Services are not required unless a referral is made, and as no referrals have been made to the
third vendor, the contract has not been an issue. To facilitate clearer records, the contract
will be terminated.

Sincerely,

YA 7
Carl Swanson & W C é%‘
President/CEO
FAUSR\FIN\FEX\CD9107\LEGISLAT\LAD\AUDITRES.DOC
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