25
20
27
28

MARCIANO PLATA , et al.,

IN THE UNITED STATES DISTRICT COURT
FOR THE NORTHERN DISTRICT OF CALIFORNIA

NO. C01-1351-T.E.H.

)
- )
Plaintiffs )

) APPENDIX OF EXHIBITS TO RECEIVER’S

) FIRST BI-MONTHLY REPORT

V. )
)
)
ARNOLD SCHWARZENEGGER, )
et al,, )
)
Defendants, %




S W

~N N W

o]

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

APPENDIX OF EXHIBITS

Exhibit No.

1. “An Analysis of the Crisis in the California Prison Pharmacy System Including a
Road Map from Despair to Excellence.” Maxor National Pharmacy Services
Corporation, June 2006.

2. California Prison Healthcare Receivership Articles of Incorporation.

3. California Prison Healthcare Receivership Bylaws.

4. April 17,2006 Letter from the Receiver.

5. May5, 2006 Letter from the Receiver.

6.  March 26, 2006 Letter to Molly Amold from John Hagar.

7. April 10, 2006 Letter to John Hagar from Molly Arnold.

8. April 20, 2006 Letter to Wesley Chesbro, John Laird from Michael Genest.

9. May 30, 2006 Letter to Molly Amold from Jared Goldman.

10.  June 5, 2006 Letter to Jared Goldman from Molly Arnold.

11. June 19, 2006 Letter to Robert Sillen from Molly Amold.

12.  DCHCS Effective Medical Services Contract Process Project Charter.

13. California Prison Healthcare Receivership Balance Sheet, Statement of Expenses.

14.  California Prison Healthcare Receivership Financial Statement Projections,
Expenditure Worksheet.




EXHIBIT 1



Nationmas! P

sarmacy Services Corp,

An Analysis of the Crisis in the California Prison
Pharmacy System Including a Road Map from
Despair to Excellence

Prepared and Submitted by
Maxor National Pharmacy Services Corporation

To
Robert Sillen, Court-Appointed Receiver
Plata v. Schwarzenegger
June 2006



ACKNOWLEDGEMENTS

Maxor would like to acknowledge and thank the following individuals for their
guidance and direction during the course of preparing this report:

U.S. District Judge Thelton E. Henderson
Receiver Bob Sillen
John Hagar, Court Appointed Correctional Expert
Matthew L. Cate, CA Inspector General

Additionally, the cooperation and assistance of the following individuals in providing
information and access to the CDCR pharmacy services program was greatly
appreciated:
Peter Farber-Szekrenyi, Dr.P.H., HCSD, CDCR
Darc D. Keller, HCSD, CDCR
Warden Derral G. Adams, Corcoran
Cheri Barkley, RN, CDCR, San Quentin
Dr. Raymond Baker, DDS, Corcoran
Greg Doe, PharmD, DGS
Nadim K. Khoury, M.D., CMF
Jacqueline Maurino, PharmD, HCSD, CDCR
Harry Martinez, Corcoran
Paul Mello, Esq.
Eugene (Gene) Roth, PharmD, HCSD, CDCR
Sara Smith, HCSD, CDCR
Jack St Clair, M.D., San Quentin
Warden B. Welch, San Quentin
Jonathan L. Wolff, Deputy Attorney General
Vicki Yamamoto, Corcoran

Finally, Maxor would like to acknowledge the work of the following entities whose
previous reports and audits were extremely helpful in the preparation of this document:

California State Auditor
FOX Systems, Inc.
Office of the Inspector General
Senate Advisory Commission on Cost Control in State Government

2

MAXOR NATIONAL PHARMACY SERVIECES CORY. PREFPARED FOR ROBERT SILLEN,
JUNE 2006 COURT-APPOINTED RECEIVER



TABLE OF CONTENTS

Executive Summary

Background 8
Maxor On-Site Inspection Observations 12
Financial Analysis 17
Road Map 27

Comprehensive Action Plan 29

Key Action Plan Goals, Descriptions, and Objectives 31

Crawl, Walk, Run 55
Works Cited ' 58
Appendices

Appendix A: CDCR Purchases vs. Dispenses Analysis

Appendix B-1: Sample Dashboard

Appendix B-2: Sample Institution Level Balanced Score Card
Appendix C: Sample Action Plan Tracking Grid

Appendix D: Sample Unit Inspection Grid

Appendix E: E-mail Correspondence

Appendix F-1: Internal Affairs Memorandum

Appendix F-2: Maxor Response to Internal Affairs Memorandum

3

MAXOR NATIONAL PHARMACY SERVICES CORP. PREPARED TOR ROBERT SILLEN,
JUNE 2006 COURT-APPOINTED RECEIVER



EXECUTIVE SUMMARY

In a letter from Court Appointed Correctional Expert, John Hagar, dated March 30,
2006, Maxor National Pharmacy Services Corporation (Maxor) was requested on behalf
of Receiver Robert Sillen to initiate an immediate and comprehensive identification of
actions necessary to improve the California prison pharmacy operation. Since
correctional pharmacy services are a major expense to the California Department of
Corrections and Rehabilitation (CDCR) and a critical component to improving the
quality of offender healthcare, the Receiver requested a high priority be given to this
vital area.

The CDCR pharmacy service review

commenced with an initial assessment | “In recent years, providing adequate health care to
that focused on fact finding and | inmates has been increasingly problematic for the
updating the current status of the | Department of Corrections and Rehabilitation. In |
CDCR pharmacy operation. Primary February 2006, the U.S. District Court for the

emphasis was given to a review and Northern District of California appointed a l
receiver over the department’s health care

operations in connection with a class action suit,
Plata v. Schwarzenegger. Under the terms of the

analysis of available documentation to
include previous audits, findings and

recc?mmeildatxo‘n Sd 11-13 :;dq;tlonally, court’s action, the receiver has broad powers to
during the perio ) pr 2.006’ A | achieve the goal of 'restructuring day-to-day
Maxor team of experienced operations and developing, implementing, and |

professionals with extensive | yalidating a new, sustainable system that provides
backgrounds in pharmacy operations | constitutionally adequate medical care to all class
and management of large correctional | members as soon as practicable.” The receiver’s
pharmacy programs performed on-site | powers include the duty to control and direct ‘all '
visits with CDCR staff and selected | administrative, personnel, financial, -accounting,

institutions. On April 13, 2006, the contractual, legal, and other operational functions
of the medical delivery component’ of the

department.”
(2006 OIG Accountability Audit 8).

Maxor team gave a close-out briefing of
their review and on-site inspection
observations to U.S. District Judge
Thelton E. Henderson, Receiver Robert
Sillen, John Hagar and invited guests.

It is universally accepted that the effective and efficient operation of pharmacy services
is an integral component of a quality health care service delivery system. However,
despite the recommendations of numerous audits, external reviews and other such
evaluations, the CDCR pharmacy services operation remains in a state of disrepair.
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Among the deficiencies detailed in prior audits and confirmed by this review are: (1)
lack of effective central oversight and leadership; (2) lack of an operational
infrastructure of policies, processes, technology and human resources needed to
support an effective program; (3) excessive costs and inefficiencies in the purchasing
processes employed; and (4) ineffective systems for contracting, procurement,
distribution and inventory control.

In summary, initial findings by Maxor confirm that notwithstanding numerous state
audits, studies and evaluations followed by specific, detailed recommendations for
improvement, the CDCR pharmacy operation remains costly, inefficient, and unsafe.
The California taxpayers continue to be denied the most out of their pharmaceutical
dollar and more importantly, offender patients are not receiving clinical drug therapy in
accordance with quality standards found in the community at large.

Based on the information provided at the time of this report, between January 2005 and
April 2006, the State of California incurred avoidable CDCR pharmacy expenditures in
excess of $7 million dollars. A portion of those expenditures amounting to
approximately $1.3 million can be recaptured by immediate, aggressive and prudent
pharmacy management actions. However, the opportunity for saving the remaining
$5.8 million has passed and, with it, so has the ability to better utilize scarce resources
for improving substandard offender health care.

More alarming, based on a sampling of " ;
“Procedures to prevent diversion vary

greatly between facilities. This variance is

not only in the existence of a method, but

also the methods themselves and the rigor
of enforcement. Qvuer the past 3 years

selected medications, it appears that
millions of dollars of purchased
medications are not accounted for in the
prescription dispensing data. An analysis
comparing CDCR institutional CY 2005

drug purchases with CDCR CY 2005 there have been 4’Feasibility Study
Reports that have included automated

tracking of medications from receipt in the
Pharmacy to delivery to a patient or return
to the Pharmacy. Each of these proposals
have been delayed due to lack of funding”
(CDCR response 05/22/06).

prescription dispensing data identified
major discrepancies in the amounts
purchased versus the amounts recorded
as dispensed. Such disturbing variances
(in excess of 30%) indicate a serious lack
of pharmacy management and inventory
control, as well as a high level of waste .
and potential for drug diversion. The discrepancy in purchases versus dispenses also

creates a precarious clinical environment in which the potential for adverse outcomes is
high due to the failure to properly manage, track and evaluate patient medications and
5
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outcomes. When questioned about the procedures for detecting diversion, CDCR
responded to Maxor that a “lack of funding” had thwarted efforts to track and account
for medications. CDCR management’s repeated failure to respond to this critical issue,
as well as the failure of State overhead and control agencies, is fiscally irresponsible to
the California taxpayers.

The variance in drugs purchased and prescriptions dispensed, combined with CDCR’s
and the State’s failure to take corrective action may explain, in part, why the taxpayers
of California pay two-and-a-half to four times more for offender medications than other
comparable entities such as the Federal Bureau of Prisons and the State of Texas. The
findings tend to show that the absence of corrective action is attributable to a lack of
pharmacy management and oversight as opposed to a “lack of funding”. As illustrated
in the financial analysis section of this report, if the CY 2005 CDCR drug costs per
inmate day were commensurate with that of other major correctional programs
(systems with nearly as many prisoners as in California), as much as $78-99 million
dollars would have been saved and been available for allocation toward improving
medication accountability and patient care. Even after taking into account the cost
differences due to the other programs’ access to preferential pricing, CDCR's CY 2005
drug costs were still $46-80 million higher.

While confirming that many of the deficiencies noted in prior reports remain, Maxor
also identified an additional key recommendation that must be addressed to implement
an effective pharmacy services program. In the past, the CDCR Pharmacy audits and
studies have not given primary attention to the establishment of a patient-centered,
outcome-based system. Previous emphasis centered on
drug distribution and central administration, but included

The system focus is
decentralized and
product-driven rather |
than patient-centered
and outcome-driven.

minimal recommendations for =~ an outcome-based,
performance-driven system redesign. Future priority and
effort must be given to outcome-based decision making as
a means of guiding processes, educational focus and
infrastructure redesign. By focusing on improvements to
how patients are treated clinically and measuring and assessing disease outcomes
obtained, the pharmacy systems, policies, prescribing patterns, and necessary
competencies can be tailored to meet CDCR system goals. To accomplish this requires
a system with measurable performance metrics, the technology to capture and analyze

such data and a management team with the knowledge and authority to act upon the
data findings in a timely manner. As well, State controlled overhead agencies, State
mandated business practices and State laws, rules, regulations, and union contracts
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must be revised in order to enable CDCR’s Health Care Services Division (HCSD) to
accomplish its tasks and reach its goals.

At this time, the CDCR pharmacy program does not meet minimal standards of patient
care, provide inventory controls or ensure standardization. = The system focus is
bureaucratic rule-driven and product-driven rather than patient-centered and outcome-
driven. Therefore, opportunities for improvement based upon the creation of
standardized policies, procedures, and a performance-based organizational structure
have not been realized.

The action plan included herein provides a detailed road map designed to effectuate the
restructuring and development of a constitutionally adequate pharmacy services
delivery system. The plan builds from the recommendations of prior audits and
reviews, as well as the findings and recommendations of the Maxor team. The action
plan identifies key goals and objectives necessary to achieve those goals. Proposed
timelines for actions are provided, along with a set of performance metrics to evaluate
and monitor progress and success. Priority is given to immediate and/or short-term
measures designed to improve safety, efficacy, cost and clinical care of offender
patients.

In April 2006, the California Office of Inspector General documented that the CDCR
pharmacy services operation has a long history of audits and reviews with repeated
identified shortfalls that have yet to be remedied. The lack of meaningful action and the
failure to address deficiencies has resulted in a standard of pharmacy care below
acceptable industry and community levels. The program requires immediate and
comprehensive corrective action. The expeditious implementation of the plan of action
outlined in this document will result in a pharmacy services program that is
sustainable, effective, outcome-driven, responsive to change and efficient. Most
importantly, patient care will be improved and, as past experiences of other
correctional health care models have demonstrated, with enhanced care, fiscal
accountability and cost containment follow.
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BACKGROUND

Over at least the past six years, the CDCR pharmacy services program has been
reviewed and audited repeatedly. And repeatedly, the CDCR, its parent overhead and
control agencies, and the State government itself has failed to effectively implement

meaningful improvement in this vital health care delivery system component. This

report does not attempt to revisit each and
every prior audit report and recommendation.
However, it is beneficial to gain a sense of the
number, scope and similarity of prior audit
findings and recommendations thereby laying
the foundation for corrective action. Listed
below are excerpts from a number of these
prior reviews assembled under several general
themes found throughout the documentation.
Despite some efforts by CDCR to address these
recommendations, the major issues identified

program has been reviewed and
audited repeatedly. And repeatedly,
the CDCR, its parent overhead and

control agencies, and the State

effectively implement meaningful
improvement in this vital health care

The CDCR pharmacy services

government itself has failed to

delivery system component.

by prior audits continue to restrict the ability of the pharmacy system to operate in an

effective manner.

Need for Meaningful, Effective Oversight and Management

"The absence of centralization and standardization has led to a lack of coordination and
effective communication amongst pharmacies, inability to take advantage of ‘best
practices” at prison pharmacies, non-compliance with policies and procedures, increased
medication cost, staff turnover and general inefficiency” (FOX 9).

"Although there are individual organizations within CDC who are attempting to
improve the pharmacy operations within their facility, there seems to be no overall
coordinated effort by management to bring together all of the correctional institutions in
a unified approach to the pharmacy operations” (Senate Advisory Commission on
Cost Control in State Government 25).

"Consistent with the findings of these recent audits and studies, the Office of the
Inspector General has found significant evidence of poor management controls over

pharmacy operations in management review audits of state correctional
institutions " (2003 OIG 7).
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Need to Implement and Enforce Effective Clinical Management Processes

"The present system of clinical management is ineffective, resulting in discontinuity of
care and inability to control cost or manage patient care through formulary and drug
therapy management” (FOX 8).

"Because it has not updated its formulary in several years and because it does not
monitor compliance with its formulary, Health Care Services is unable to identify and
enforce preferred treatments for specific conditions and to identify which medical
practitioners have prescribing practices that are inappropriate or not cost-effective.”
(California State Auditor 26)

Need to Improve and Monitor Pharmacy Contracting and Procurement

"Business process analyses of ordering and inventory management practices at CDC
prisons revealed a number of areas for potential improvement...controlling inventory
levels in drug stock areas, management of unused or outdated drugs, and reporting on
inventory usage by medical area” (FOX7).

“There have been issues such as duplicate shipments, delivery of medications for
discharged patients, inadequate detailed accounting of items returned for credit and how
credit was applied. The contractor may not have followed the criteria for delivering
services” (Senate Advisory Commission on Cost Control in State Government 30).

Need to Improve Pharmacy Workforce

"Many pharmacy or nursing medication administration process findings that were
problematic seemed to stem from staff’s lack of knowledge or proper procedures and
inadequate training of pharmacy and/or nursing staff” (FOX 10).

“CDC has not been able to compete with the private sector to recruit adequate highly
trained personnel. Although there is a national shortage of pharmacists, CDC functions
with barriers to satisfactory staffing due to low salaries, inadequate working conditions
and rural or less desirable locations. This has resulted in inadequate pharmacy staffing at
many facilities” (Senate Advisory Commission on Cost Control in State
Government, Executive Summary vii).
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Need to Redesign Pharmacy Distribution System

"The lack of efficient workflow as a result of physical facility limitations and no space
planning is negatively impacting productivity and resulting in increased staffing costs.
In addition, inadequate space for pouring medication prior to Direct Observed Therapy
(DOT) medication administration has resulted in practices that produce a higher
probability of medication errors. These errors include missed doses, duplicate doses,
administration of the wrong medication and medication documentation inaccuracies”
(FOX 13).

"The physical limitations of pharmacies in California’s 33 prisons are a significant
hindrance to efficiency and an obstacle to meaningful modernization” (Senate Advisory

Commission on Cost Control in State Government 30).

Need for a New Pharmacy Information Management System

"The outdated information system has contributed significantly to process inefficiencies
for drug dispensing and this system complicates otherwise beneficial process
improvements such as central dispensing from remote dispensing facilities” (FOX 8).

“The pharmacy prescription tracking system that the Department of Corrections uses
cannot support today’s complex medication monitoring and cost-containment
requirements or the day-to-day management of its pharmaceutical services. The system
contains data on drug interactions that is out-of-date; it cannot transfer data
electronically between prisons; and it is unable to track data critical to managing
pharmacy operations” (California State Auditor 39).

“The pharmacy information technology system cannot support needed functions. The
limitations of the 20-year-old Pharmacy Prescription Tracking System, which is used by
all of the institutional pharmacies, prevent the Health Care Services Division from
effectively managing the department’s use of pharmaceutical supplies to control costs or
even to insure that prescription practices are appropriate [...] The system also cannot
perform automated checks to prevent the following:

* Negative reactions from patient allergies to a drug or from incompatible
medications.

= Filling prescriptions too soon or too late.

» Inmates stockpiling medications.
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» Duplicate therapy from a patient taking more than one drug with similar
therapeutic benefits.

* Dosages outside acceptable therapeutic ranges.

»  Prescribing non-formulary medications without required authorizations.

(2003 OIG 7)
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MAXOR ON-SITE INSPECTION OBSERVATIONS

In advance of the on-site visits, Maxor requested and reviewed previous audits, reports
and information provided by the CDCR. During the period 11-13 April 2006, a Maxor
team of experienced pharmacy managers with correctional backgrounds visited CDCR
health services administrative staff and inspected six institutions (California Medical
Facility, Corcoran State Prison, Substance Abuse Treatment Facility, San Quentin,
Sacramento and Folsom institutions.)

Upon completing the on-site visits, follow-up discussions and correspondence were
continued with CDCR staff, State Attorneys and designated California State Agency
personnel.

Based on visits and follow-up information, a summary of key observations is provided:

- Dr Peter Farber-Szekrenyi, Director, CDCR Correctional Health Care Services
and his staff facilitated the Maxor visit and arranged opportunities to interview central
office and selected institution staff. For the most part, CDCR personnel were courteous,
professional and responsive to the visit.

- It was readily apparent that a number of CDCR health service personnel had
made considerable effort to improve the overall pharmacy operation to the extent they
could, given the lack of appropriate tools available to fix previously identified
deficiencies. However, these efforts are in isolation, resulting in a disjointed system.
The resultant lack of standardization places patients at risk for continuity of care failure
and medical errors.

= There was a clear absence of central office management and oversight of

institution level pharmacy operations.  Headquarters-based Pharmacy Services
Managers were not empowered with direct line authority
and operated in more of an advisory role as “subject There was a clear absence
matter experts” rather than managers. While these of central office
individuals do possess extensive knowledge of the management and
CDCR system, they lack the necessary clinical, oversight of institution
managerial, and technological support structure and level pharmacy
experience to perform their jobs. operations.
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-- A key issue identified in previous audits is the need The current CDCR P&T
for an effective centralized Pharmacy and Therapeutics ‘
Committee (P&T). CDCR has responded that a Pé&T
Committee has been established and is functioning well.
Based on interviews with CDCR staff, review of P&T
minutes, and more importantly results of committee
actions, the current CDCR P&T committee is a shell entity
with little or no meaningful impact on the overall pharmacy process. There is little or

committee is a shell
entity with little or no
meaningful impact on
the overall pharmacy
process.

no support from central medical authorities in regards to P&T Committee participation.
Formulary and procedures are not always followed at the institution level and there is
no systematic way to monitor formulary compliance. ~ Some one-way, top-down
communication regarding formulary, drug use controls and procedures occurs. Data is
collected for some parameters (although not clinical outcome-driven) and sent back to
administration. No follow-up is provided. There is limited or no cross-pollination
between institution pharmacies or collaboration between central administration and
institution level teams. A quality, evidence-based guideline for the treatment of HCV
was developed, but workforce level education and training appeared lacking and no
outcome-based follow-up was conducted to determine if the guideline is used or if
desired results are achieved.

- System-wide policies and procedures for a formulary are established, but left
open to institution level interpretations and compliance. Most institutions are aware of
the central office directives but elect to develop their own as they deem necessary. In
short, while the CDCR health services central office states that updated policies and
procedures and formulary have been implemented, institution level observations
revealed that in many cases, guidelines are not followed and prescribing practices
follow individual institution developed formularies and treatment approaches. With
the absence of central office oversight, compliance and monitoring are difficult at best.

- Due to continued high pharmacy vacancy rates and resultant prevalence of
registry staff, there is a discernible division between State and registry personnel,
leading to staff morale issues, management challenges, and continuity in terms of
constructing a well-trained pharmacy services team with common fiscal, clinical, and
operational goals. The heavy reliance on the use of registry pharmacy staff has not only
resulted in extremely high costs, but because many of the registry staff are designated
Pharmacists-In-Charge, there is little incentive to recruit State employees as
replacements. This would be especially true if some of the registry employees are also
owners of the contract organizations furnishing the temporary staff. Vacancy rates
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currently average 28 % overall and 43 % for pharmacists (Pharmacy Series Vacancy as of
March 31, 2006).

- Based on CDCR pharmacy staff vacancy reports and what appear to be excessive
hours billed to certain institutions, a total system wide registry staffing audit should be
accomplished at the earliest possible opportunity. As of December 2005, 63.5 vacancies
existed, although the State was billed for registry hours equaling 95.32 positions (CDCR
Vacancy Information for Pharmacy Classifications Statewide Information December 2005) at a
cost of $5,942,539 during the first 6 months of fiscal year 2005-2006. From 07/01/05 thru
12/31/05, 1,509 hours were billed at a rate of $108.41 per hour for a Pharmacist-In-
Charge (1.45 FTE’s) at one institution, whereas at another institution 4,569 hours were
billed at $51.23 for a Pharmacist-In-Charge, equaling roughly 4.39 FTE’s (HCCUP
Report, 07/01/05 thru 12/31/05).

- Fundamental drug dispensing patient safety controls are bypassed, including a
pharmacy prepared, patient specific prescription dispensing process. There is still
large-scale use of bulk bottles to dispense medication doses to patients by medication
aides with no pharmacist oversight. The standard of care is to dispense medication
through a pharmacy after pharmacist review. The medication should be dispensed in a
quantity consistent with the prescription needs and specifically labeled with critical
information such as the patient name, date, drug, strength and directions for use as well
as other labeling requirements. In the acute care setting, medications may be
dispensed for single day needs in unit-dose packaging. Non-patient specific
medications used for initial doses during hours when the pharmacies are not open or in
emergencies should be provided in the most ready to use form such as in unit-dose or
other non-bulk systems.  The use of bulk bottles of medication is not a safe or
responsible method of dispensing or distributing medication. Inconsistency in the drug
use process and delayed information regarding patient location results in duplication
and/or delays in prescription processing and delivery. Basic safety precautions
including regular audits of all drug stock to assure dating and proper storage are not
always completed. Error avoidance strategies such as separating high-risk medications
from other drugs and quarantine of look-alike, sound-alike drugs are not employed.
Pharmacist interventions (provider contacts to improve patient therapy or prevent
harm) and medication errors are not systematically documented or trended to identify
patient risk and opportunities for improvement. There is no evidence of a system to
complete failure mode and effects analysis or root cause analyses on serious medical
errors identified in an effort to prevent further comparable problems.

14
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-- In the April 2006 OIG Report referenced earlier, CDCR reports significant
progress in monitoring drug utilization and patient care, however, without a
sophisticated data warehouse, there is no capability of tracking utilization and
prescribing trends, nor monitoring formulary compliance. Currently, prescription
logs must be transmitted to headquarters on a quarterly basis, at which point the
pharmacy services manager must painstakingly extract the data to compile rudimentary
reports for managerial oversight. Maxor discovered significant issues with the integrity
of this prescription data; in some cases, entire quarters of data were missing from a
facility. Prescription data cannot be accessed outside of the pharmacy in which the
prescription was dispensed, so real-time patient profiles with relevant medication
history and allergies information are not available to medical staff at neighboring
prisons or community-based private providers to facilitate the inmate transfer process.

-- The pharmacy information system is

The pharmacy information unsatisfactory from a patient safety standpoint. All
system is unsatisfactory froma | modern pharmacy systems provide real-time
patient safety standpoint. notifications to alert the pharmacist of potentially
dangerous drug-to-drug interactions, drug-to-allergy

interactions, under-dosing, and over-dosage. The clinical information within the
current systems is outdated, so pharmacists must perform manual drug utilization
review (DUR), thus relying on their memory and clinical knowledge, which is,
unfortunately, not always current or extensive. Even a well-trained pharmacist would
not be able to safely perform DUR on the volume of prescriptions processed, especially
considering the complexity of many inmates” medication regimen to treat, HCV, HIV,
and mental illness.

- Key Maxor Finding: While the previous —

audits identified centralized clinical management The healthcare sys t.em ‘should‘use
CDCR Pharmacy outcome-based criteria to drive

treatment decisions, processes,
educational focus and I
infrastructure redesign.

and control issues, the
recommendations lacked a patient-centered,
outcome-based focus. The focus has been on drug
distribution and central clinical administration

such as formulary management, drug use L.
evaluation and treatment guidelines, but lacks a patient-centered, outcome-based,
performance-driven focus. The healthcare system should use outcome-based criteria to
drive treatment decisions, processes, educational focus and infrastructure redesign. By
reviewing how patients are treated, and assessing disease outcomes obtained, systems /
prescribing / competency can be tailored to meet determined goals.
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- An example of the system described would include an ongoing monitoring of
primary morbidity and mortality over time. If CDCR asthma death rate and/or
emergency room visit rate were found to be in excess of the benchmark, an analysis
would ensue. The investigation would include an evaluation of the actual treatment
approach to asthma, including the drugs used, monitoring methods, frequency of
follow-up and patient care teaching. Other parameters assessed would be patient
compliance to medications and the approach to treatment once the asthma exacerbation
occurred. The actual data would be compiled and an interdisciplinary team would
develop evidence-based treatment guidelines addressing all factors for implementation
with an educational focus on those parameters identified in which previous treatment
approach was inconsistent with best practices. The formulary and procedures would be
adjusted to meet the newly identified needs. Thereafter, data would be gathered at a
defined frequency to follow the implementation and adherence to the treatment
approach as well as the clinical patient outcomes. The cycle would continue until the
outcomes met defined goals. This approach marries the centrally administered clinical
programs to patient-centered care to develop an outcome-driven system based on
sound scientific principles and health care improvement methodologies.
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FINANCIAL ANALYSIS

A financial analysis of CDCR’s pharmacy services was conducted using CDCR and
Department of General Services (DGS) purchasing data obtained directly from the drug
wholesalers. In addition, CDCR provided Maxor with dispensing data to facilitate an
in-depth analysis of product purchased versus drug dispensed. During the course of
this analysis, numerous contacts were initiated and maintained with the California
Attorney General’s Office, CDCR, and DGS regarding Maxor findings and observations.
On several occasions, either DGS or CDCR provided new or previously requested
information which Maxor integrated into the analysis. The financial data presented
herein is based upon the most recent information available at the time of finalizing this
report.

The fragmentation of responsibilities and
oversight of the CDCR pharmacy
procurement and distribution program has
resulted in the absence of clear lines of
authority and accountability, a breakdown
in communications, inefficiencies, waste
and the potential for illegal diversion, the

sum result of which has seriously |
endangered the quality and
appropriateness of offender health care.

- The financial analysis, coupled with
Maxor’s on-site observations and CDCR’s
responses to the findings, indicate an
overall lack of central oversight,
infrastructure and technology to properly
manage drug costs, including contracting,
procurement, distribution, reclamation
and inventory control. The fragmentation
of responsibilities and oversight of the
CDCR/DGS pharmacy procurement and
distribution program has resulted in the
absence of clear lines of authority and

accountability, a breakdown in communications, inefficiencies, waste and the potential
for illegal diversion, the sum result of which has seriously endangered the quality and
appropriateness of offender health care. The current system has minimal controls to
preclude or detect diversion and does not meet basic patient care and safety needs,
fundamental standards of practice, or medical/pharmacy practice regulations.
Furthermore, the system's lack of such controls places patients at serious risk and opens
the door to large scale fraud and/or theft of State property in the form of prescription
drugs.

- Based on the information provided at the time of this report, between January
2005 and April 2006, the State of California incurred avoidable CDCR pharmacy
expenditures in excess of $7 million dollars. A portion of those expenditures amounting
to approximately $1.3 million can be recaptured by immediate, aggressive and prudent
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pharmacy management actions. However, the opportunity for saving the remaining
$5.8 million has passed and, with it, so has the ability to better utilize scarce resources
for improving substandard offender health care.

- The CDCR data provided to Maxor in April 2006 overstated CY 2005 drug
purchases by approximately $6.3 million (See table below). CDCR reviewed Maxor’s
findings and concurred that information received later from DGS more accurately
reflects actual CY 2005 purchases.

- No demonstrable controls over purchasing or inventory were seen, nor was there
evidence of process standardization. There is no mechanism for maximizing inventory
turns or tracking / quantifying the financial loss due to returned medications that must
be destroyed.  Rudimentary systems to determine serviceability of returned
medications do exist, but are minimal to non-existent due to the labor intensiveness
involved in the process.

- In spite of repeated assertions by DGS that they are not an enforcement agency
and do not have the authority to enforce the pharmacies’ contract adherence, it seems as
though California has succeeded on at least one occasion to control costs by
implementing market share type contracts. This initiative alone resulted in savings of
approximately $945,000 to the State and a 98% contract penetration rate. CDCR
developed and implemented a treatment protocol for HCV in concert with a market
share purchasing agreement to coincide with that treatment protocol. This is an
excellent example of how savings can be achieved when pharmacy operations,
contracting, and clinical authorities are successfully integrated.
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- DGS has also negotiated favorable drug manufacturer rebate contracts, although
it is clear that there is no central reconciliation of rebates, as evidenced by the estimated
$650,000 in outstanding rebates CDCR, through DGS, has yet to receive. Similarly,
there is no systematic method for ensuring that DGS-contract pricing is honored by the
wholesaler and that individual pharmacies purchase contract items in lieu of more
expensive non-contract items. As a result, during CY 2005, the State of California was
overcharged by more than $700,000 and failed to take advantage of another $5.8 million
in preferable contract pricing by not purchasing the most cost effective DGS contracted
items. Maxor compiled all Generic Code Numbers (GCN'’s) in CDCR’s purchase data
and within each GCN, determined the most cost-effective National Drug Code (NDC)
and compared it to the NDC purchased, adjusting for package size. The difference
between what should have been purchased and what was actually purchased for each
GCN is the missed savings opportunity of $5.8 million. The table below illustrates
CDCR's top 20 missed savings opportunities in 2005-2006.

CDCR TOP 20 MISSED SAVINGS OPPORTUNITIES

| Generic Name ; Missed Savings Opportunity

33530 OMEPRAZOLE 20 MG CAPSULE » 816173277
46223 PAROXETINEHCL20MGTABLET | $212.780.58
13724 FLUCONAZOLE 200 MG TABLET = $154,033.18
| 6460 LOVASTATIN 20 MG TABLET ~ $130,658.14
41805 GABAPENTIN 600 MG TABLET , - $129,405.13
4240 t METHADONE HCL 10 MG TABLET . o $124,231.54
11673 RANITIDINE 150 MG TABLET : - $111.872.74
47198 QUETIAPINE 300MG - . $105.624.92

IBUPROFEN 800 MG TABLET

8350
8349 | IBUPROEEN 600 MG TABLET

46451 | MIRTAZAPINE 30 MG TABLET

$94,223.96
_ $87,18924
$86,329.77

4521 | PHENYTOIN SOD EXT 100 MG CAP $83.389.92
8362 NAPROXEN 500 MG TABLET : 1 $81.35449
46203 CITALOPRAM HBR 20 MG TABLET  $76.909.91
1775 GLYBURIDE'S MG TABLET $70,924.41
4655 | METHOCARBAMOL 750 MG TABLET . $69,536.19
21414°" | GABAPENTIN 300 MG CAPSULE . $67.801.03 |
9339 CLINDAMYCIN HCL:150MG CAPS ~ 85792228

8182 HYDROCHLOROTHIAZIDE 25 MG TB $55,652.66
384 ENALAPRIL MALEATE 10 MG TAB . $55,226.04
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-- Maxor compared the quantity of doses dispensed by CDCR pharmacies to the
quantity of doses purchased during CY 2005. The dispensing data was provided by
CDCR and the purchasing data was obtained from McKesson, the CDCR drug
wholesaler used in 2005.  The drugs compared included some commonly used
antipsychotic medications and narcotic controlled substances used for pain control.

The expectation is that the drugs purchased should equal the drugs dispensed by the
pharmacy plus the amount of medication used for stock and some very small amount of
product that expires unused. Stock would be expected to include the inventory within
the pharmacy (can be estimated based on the inventory turns and would be expected to
be <5% of annual purchases) and a small amount of floor stock medication placed in
treatment areas for doses needed during emergencies and the hours the pharmacies are
closed.

However, significant discrepancies in the prescription dispensing data were identified
that indicate a high potential for drug diversion and negative clinical outcomes. Upon
initial review, the difference between quantity purchased and quantity dispensed was
up to 99% varying by drug and facility, indicating that purchases exceeded documented
use by vast margins. It was later explained to Maxor by CDCR staff that the quantity
dispensed may be documented in the computer system in nontraditional ways. A
quantity entered as “one” in the PPTS system at one institution might actually translate
to a quantity of 60 units dispensed (one per med pass). This practice seems in direct
conflict with California pharmacy regulations. Moreover, this practice is variable even
within the same facility. At the same institution, one might observe the same
medication being dispensed as a quantity of 60, to meet the same med pass needs.
Following the practice described, every effort was made to determine the most likely
quantity dispensed. Even after adjusting for the explanation provided, however, the
quantity purchased frequently exceeded the quantity dispensed by over 30%.

There are a number of reasons that might contribute to the purchasing versus
dispensing disparity, such as reprinting a label, but not documenting a new
prescription or refill dispensed. Maxor staff was told that this is a common practice to
save time, despite the fact that medications are being dispensed without documentation
legally required by California regulations. Beyond the fact that this practice is
inconsistent with California pharmacy regulations, patient safety concerns are
particularly alarming. A pharmacist reviewing the patient profile in the future would
not know that the medication had been dispensed and was being taken by the patient.
There is a clear risk that the patient could still be taking the medication when an
unknowing pharmacist dispenses a new medication with a serious adverse drug
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interaction consequence. In the event that the dates are changed in the computer
during reprint of the label, there would be awareness that the patient is on the drug.
However, it would not be possible to determine the actual dates or quantities dispensed
for a compliance assessment, nor would legal requirements be met.

Other reasons for the gap might be medication administered without pharmacist
involvement. This could include medication administered from floor stock by nurses or
aides with a doctor’s order. This is an —

acceptable process in the event that there Excerpt from California Code of Regulations
Division 17. Article 2. Pharmacies

1707.1. Duty to-Maintain Medication Profiles

is an emergency and the provider is
present or after hours when there is no
pharmacist available to review the | (8) For each prescription dispensed by the
patient profile and dispense the | pharmacy:

medication. However, as soon as the 1. The name, strength, dosage form, route
of -administration, ‘if other than oral,

pharmacy opens, a clinical review of the ; e
quantity and ‘directions.for use of any

new order should be conducted and a

] i drug dispensed;

prescription processed after completing 2. The prescriber's name and where
all the appropriate safety and clinical appropriate, license number, DEA
reviews. CDCR staff has acknowledged registration number or other unique
that this is not necessarily the practice identifier; :

. . 3. The date on which a drug was dispensed
and that dispensing of floor stock .

o ) ) or refilled;
medication without pharmacist 4. The prescription number for each
involvement and without record in the prescription; and
pharmacy system is Commonplace_ 5.2 The . information required by section
- 177

Nonetheless, this should only account for
a very small amount of the disparity
between purchases and dispenses.

Another explanation is the disturbing possibility that medication is being administered
without a prescription. For example, during the April 2006 site visit to San Quentin, a
Maxor team member came across a recently documented medication error which
described a pharmacist giving methadone pills, a narcotic controlled substance, to a
nurse without proper documentation. Without further review, it is not possible to
determine how widespread such occurrences are, but this incident raises serious
practice standard, patient safety, and legal concerns. Startlingly, this practice may occur
quite frequently in an unresponsive system in which medication delays occur, despite
the fact that such practice is prohibited by State and Federal regulations. Nursing staff
can become desensitized by delays and assume that since the patient has been on a
medication for some time, they are still supposed to be, and continue to administer the
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medication based on historical treatment. The patient safety concern is that the drug
may have been intentionally not renewed. The provider is now under the assumption
that the patient is not taking the drug. This can lead to dangerous combinations of
medications, toxicity or misdirected treatments when the physician is no longer aware
of the patient’s overall regimen and makes changes based on misinformation. The
pharmacist will not have a current medication profile and will not be able to support
the patient safety and clinical review process accurately. Due to the size of the health
care system and large volume of medications used, poor inventory control and lack of
central oversight, it is highly reasonable to assume that serious drug-to-drug
interactions, drug-to-disease interactions and medication errors with potential for
serious harm and death have and are occurring. In the case of HIV therapy, continuing
the wrong medication when a change was intended, or improper dosing and/or
combinations is very likely to result in significantly increased toxicity or a rapid loss of
antiviral activity, causing the virus to become resistant to the limited drug combination
options available.  The result is a patient at risk for advancing illness with early
progression to AIDS and the associated life-threatening infections, as well as avoidable
financial consequences.

- Of crucial note, two line items with the highest percentage of discrepancies are
narcotic controlled substances with a very high abuse potential. Roxicodone® and
Oxycontin® had greater than 95% gaps between purchases and dispensing as shown in
the table below. See Appendix A for greater detail of the purchases versus dispenses
analysis.

CDCR Purchases vs. Dispenses of Selected Antipsychotic and Narcotic Medications — CY 2005

oy  |Qn % Not

Institution

Dru p Purchased | Dispensed | Difference | Dispensed
» 2718|3830 9333

: 63,120 5679 57441 91.00

| GEODON so‘MG' 32,320 15,279 17,041 5273

CIW GEODON 20 MG 3440 | 17671 1,673 48.63
CMF ROXICODONE 5 MG 186,000 5488 | 180512 |  97.05 |
SOL | OXYCONTIN 20 MG 90175 280 I 8,895 96.95

In summary, none of the examples provided are justifiable explanations for such a
shocking disparity between quantities dispensed and purchased. Moreover, the
dispense data is so grossly inconsistent and unreliable that it is virtually impossible to
provide a meaningful audit of pharmaceutical dispenses. The entry of dispense data is
so inconsistent that attempting to track, identify or prevent diversion under the current
systems is not possible. It is noteworthy that even after Maxor adjusted the quantities

22

MAXOR NATION AL PHARMACY SERVICES CORYP, PREFARED FOR ROBERT SILLEN,
JUNE 2006 COURT-APPOINTED RECEIVER



dispensed upward, the differences in purchases versus dispenses remain questionable.
The potentially catastrophic effect on clinical patient care and safety cannot be
overstated. Some of the medications in question are serious pain medications that
should be used with extreme caution and oversight, especially in a population of
patients in which substance abuse prior to incarceration is widespread. The street
value, high abuse potential, and propensity towards diversion of these medications are
well established. It is for these very reasons that State and Federal regulations dictate
the prescribing and dispensing of such medications to be tightly controlled -
regulations that CDCR does not always follow. The enormous discrepancies between
purchases and dispenses warrant an immediate, system-wide controlled substance
audit. On June 19-21, 2006, agents from the CDCR Office of Internal Affairs conducted
an emergency audit/inventory of specific narcotics at the California Medical Facility
(CMF) and California State Prison-Solano (SOL). A memorandum of the Internal
Affairs findings and Maxor’s response are included as Appendix F.

- The dramatic difference between CDCR drug cost per offender and other
comparable adult correctional health care programs, as identified in the 2003 OIG
report, continues to worsen. In the chart below, 1997-2002 data has been reproduced
from the 2003 OIG Report. Because of the previously identified CDCR overstatement of
drug expenditures, Maxor was unable to verify reported drug purchases for 2003 and
2004. However, Maxor was able to verify that CY 2005, actual annual drug expenditures
per inmate were 400 % higher in California than in Texas ($836 compared to $204).
Even with factoring out the favorable 340b (public health) drug purchasing
arrangement achieved by Texas, CDCR is still 250 % above benchmarks achieved by
another large governmental entity. Similar differentials were evident in comparison
with the Federal Bureau of Prisons.

Annual Per-Offender Pharmaceutical Expenditures 1997-2005

g California

e Texas

—a— U.S. Bureau of
Prisons

Georgia

---2003 & 2004
California Data Not Available
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-- The table below quantifies the aggregate differential in 2005 drug costs between
California and other adult correctional health care programs. Maxor projected 2005
medication expenditures utilizing actual data for California and Texas and trending the
Federal Bureau of Prisons and Georgia’s actual 2000-2004 expenditures forward
(Federal Bureau of Prison Pharmacy Services OIG Audit Report 2005, Georgia DOC
Health Care Services Overview 2004, Texas CMHCC Quarterly Reports, 2003-2005).
Additionally, Texas and the Federal Bureau of Prison numbers were adjusted upward
to reflect their ability to achieve preferential pricing (e.g. 340 B, Federal Supply
Schedule). Each system'’s 2005 adjusted drug cost per inmate day was then multiplied
by California’s 2005 average daily census to estimate total drug expenditures for each
system based on California’s inmate population.  The “difference” illustrates the
aggregate variation in drug expenditures when comparing California to other
analogous systems and adjusting for preferential pricing and population. In summary,
California’s 2005 drug costs are approximately $46 to 80 million dollars higher than
comparable correctional programs, even after adjusting for pricing and population.

DRUG COST EXPENDITURES COMPARISON 2005

Federal
Bureau of
[ California Texas Prisons Georgia
Drug Cost Per Inmate Day $2.29 $0.56 ‘ $0.93 $1.42
Adjusted Drug Cost Per Inmate Day $2.29 $0.90 $1:49 $1.42
Adjusted Drug Cost Per Inmate Year $835.85 $327.04 + 854312 $518:30
~Average California Inmates 157,149 157,149 157,149 157,149
Total Drug Expenditures $131,352,992 $51,394,009 .1 < $85,350,765 $81,450,327
Difference $79,958,983 | $46,002,227 | $49,902,665

Maxor recognizes that some may point out that adjusting these benchmarks for the
preferential pricing available in some jurisdictions does not account for differences in
utilization of items such as psychotropic medications between the jurisdictions.
However, it is our belief, given the size of the differentials illustrated, and our
observations and analysis, that the lack of adequate, effective pharmacy management is
manifesting itself in the high costs experienced by the CDCR.

- In spite of numerous audits identifying the need to improve pharmacy
management, accountability, and internal controls, CDCR, DGS, and the State have
repeatedly failed to implement meaningful change, as evidenced by the fact that

24

PREPARED FOR ROBERT SILLEN,
COURT-APPOINTED RECEIVER

MAXOR NATIONAL PHARMACY SERVICES CORP.
JUNE 2006



pharmaceutical expenditures continue to rise at an alarming rate. If immediate and
substantial corrective action is not initiated, CDCR offender drug purchases are
projected to rise more than 50 % over the next three years.

Monthly CDCR Pharmaceutical Expenditures

$19,000,000 1=
$17,000,000
$15,000,000 -
$13,000,000

$11,000,000

$9,000,000

"
<
T
=
-

Jan-05
Jul-05
Jan-06
Jan-07
Jul-07
Jan-08
Jul-08
Jan-09

- Pharmaceutical procurement and management of purchasing is an important
aspect of cost control. However, the greatest cost controls are obtained by designing
rational therapeutic regimens that encompass sound scientific evidence, patient specific
morbidity and co-morbidity, and purchasing contracts. The CDCR has not developed
clinical guidelines utilizing this methodology. The optimal system designs treatment
approaches that step through therapy becoming more complex and expensive as patient
factors dictate.  Properly applied, the same clinical outcomes can be obtained for a
fraction of the cost. Because this equation is complex, it is unrealistic to expect each
prescriber to independently derive the best combination of effectiveness, safety and cost
consciousness for all diseases. As a result, development of the disease treatment
guidelines require input from persons experienced in the disease, pharmacy benefits
management and pharmacotherapy. As an example, hypertension basic guidelines
recommend starting with a single agent, often a diuretic, then adding additional agents
as needed and in deference to the patient's concomitant diseases and physiologic
condition. In general terms, one could choose not to use a diuretic and then instead
choose an expensive proprietary agent of preference. As therapy steps up, the dosage
can be increased, or a new agent can be added. Once again, preference may be an
expensive brand agent. As an alternative, a clear treatment guideline can identify
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optimal choices for each step incorporating most concomitant diseases and use equally
effective, yet different drugs that are available in generic forms. The dosage ranges can
target optimal response and avoid side effects from too high or too low a dosage. The
result is a regimen that may cost 75-90% less. This methodology also allows regimens
to be designed that are less likely to be a patient safety risk due to toxicities and
interactions.

- The findings of this financial analysis correspond with the observations and
findings noted by the Maxor team in their on-site reviews detailed earlier in this report.
They echo many of the findings from previous audits and reviews. The lack of
meaningful and effective corrective action has directly contributed to the ongoing
difficulties and challenges faced by the pharmacy services program within CDCR. Only
by taking immediate, determined, and enforceable action can these challenges be
addressed. A patient-centered, outcome-driven, accountable, cost-efficient and effective
pharmacy program can be achieved through a commitment to reforming the program
as outlined in this report. This includes revising, as necessary, existing State laws, rules,
regulations, policies and operating procedures of overhead/control agencies of State
government.
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THE ROAD MAP CONCEPT

This document outlines a road map for achieving necessary improvements to the CDCR
pharmacy services. The road map envisions a three year program that relies on outside
expertise and leadership to assist the State of California, CDCR and the Receiver to
implement many of the recommendations offered by past audits and reviews, thus

achieving a clinically sound, professionally
managed and  cost-effective  pharmacy
operation. The road map maintains a primary
focus on producing sustainable, patient-
centered, outcome-driven processes. The goal
is to create a stand-alone, CDCR managed and
operated “best practice” pharmacy system
over 3 years.

As clearly demonstrated by past audits and
recent reports, change in the way of doing
business does not come easy or quickly.
Obstacles such as resistance to change, lack of
resources, inadequate staffing, and antiquated
technology will not be corrected overnight.

“In light of the flexible options likely
to be available under the February
2006 federal court order appointing a
receiver over the (CDCR)
department’s medical health care
delivery system, reconsider the
option of contracting with a private
pharmacy services management firm
to implement the recommendations
submitted in the (previous
California) reports and studies
conducted since 2000” (2006 OIG
Accountability Audit 64).

—

Therefore, the road map’s goals and supporting objectives are packaged in a crawl,
walk and run sequence that outline the destinations that must be reached and a general
timeframe for reaching them. Should the goals and objectives in this report be formally
adopted, detailed scheduling for each goal and objective will follow. The “road to
recovery” will begin with critical, incremental steps (“crawl”) toward progress. By
building on the strong foundation achieved in the “crawl” phase, greater progress will
be achieved in the “walk” phase, with the eventual “run” phase in which all the
previous steps culminate into a high performing system. In all phases, however,

improved patient care remains the first priority and a primary driver.

Key performance goals in the “crawl” phase will be to provide the Receiver with
experienced pharmacy managers who have centralized direct line authority over all
pharmacy operations. Soon thereafter, regional clinical pharmacists will be trained and
deployed to assist institutional pharmacy operations. Immediate, proactive steps will
be taken with the Receiver/CDCR clinical leadership to develop purchasing and
inventory controls, treatment guidelines, re-engineer the formulary and establish a
meaningful and credible pharmacy and therapeutics committee.
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As the plan progresses to the “walk” phase, greater emphasis will be placed on the
establishment of key performance metrics and management reporting systems.
Performance metrics will be provided to the Receiver with progress toward the
achievement of corrective actions. Prescribing practices, adherence to formulary
treatment guidelines, drug utilization reviews, and patient outcomes will become
paramount in the “walk” phase, as new systems are implemented to allow for better
reporting. Creative measures will be implemented to bridge the gap between existing
information technology and readily available, off-the-shelf, relatively inexpensive
pharmacy management software.

In the second year of the plan, the design, construction and operation of a centralized
pharmacy facility must become a reality. The concept of a central fill allows
institutional pharmacists to focus less on “pushing the pills” and more on clinical
pharmacology and patient care. Comprehensive, clinically integrated, system-wide
policies and procedures coupled with treatment guidelines and associated formulary
management under the oversight of a proactive P&T committee will establish the road
to success.

The road map is outlined in seven key goals. Each of : mre—
the goals is supported by a number of objectives ' 77113 document should be 7
outlining necessary tasks to be accomplished to | considered aliving plan that
achieve the desired outcome. Each objective is further will change and adapt to the

defined by identifying detailed actions to be taken. It conditions encountered as
actions move forward.

should be noted that the actions proposed herein are
based on what is presently known. This document s
should be considered a living plan that will change and adapt to the conditions
encountered as actions move forward. Nevertheless, effective implementation will
result in a system that is sustainable over the long haul - that means making changes,
internalizing those changes, and having mechanisms in place to continually evaluate,
modify and improve the overall pharmacy systems.
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COMPREHENSIVE ACTION PLAN

Purpose: To provide bi-monthly reporting to the Receiver and CDCR HCSD
regarding progress, successes, and impediments to progress action items
to be addressed. To outline in detail the steps necessary to achieve
meaningful improvement in the quality, efficiency and effectiveness of
pharmacy operations for the Receiver, California Department of
Corrections and Rehabilitation, HCSD, and State government. To

establish a state-of-the-art, accredited pharmacy services operation that

assures optimal outcomes and safety for patients, as well as cost-
effectiveness for the State of California.

KEY ACTION PLAN GOALS

Goal A:

Goal B:

Goal C:

Goal D:

Goal E:

Develop meaningful and effective centralized oversight, control
and monitoring over the pharmacy services program.

Implement and enforce clinical pharmacy management processes
including formulary controls, Pharmacy and Therapeutics
committee, disease management guidelines, and the
establishment of a program of regular prison institution
operational audits.

Establish a comprehensive program to review, audit and monitor
pharmaceutical contracting and procurement processes to ensure
cost efficiency in pharmaceutical purchases.

Develop a meaningful pharmacy human resource program that
effectively manages staffing, compensation, job descriptions,
competency, performance assessment, discipline, training, and
use of the workforce including temporary employees and non-
pharmacist staff.

Redesign and standardize overall institution level pharmacy drug

distribution operations for inpatient and outpatient needs.
Design, construct and operate a centralized pharmacy facility.
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Goal F:

Goal G:

Based on a thorough understanding of redesigned work
processes, design and implement a uniform pharmacy
information management system needed to successfully operate
and maintain the CDCR pharmacy operation in a safe, effective
and cost efficient way.

Develop a process to assure CDCR pharmacy meets accreditation

standards of the designated healthcare review body (NCCHC or
ACA) and assist in obtaining accredited status.
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KEY ACTION PLAN GOALS, DESCRIPTIONS, AND OBJECTIVES

Goal A: Develop meaningful and effective centralized oversight, control
and monitoring over the pharmacy services program.

The-central
leadership tean will
provide direction,
continuity and
standardization in
reaching the goals
oytlined in the

roadmap.

A critically necessary component of the plan identified by
every audit group is the development of a core pharmacy
leadership structure using key staff with demonstrated
performance in strategic and operational development skills
matched to the project. The central leadership team will
provide direction, continuity and standardization in
reaching the goals outlined in the roadmap. The team will
include a senior leader, an administrative director, a clinical
director and two central pharmacy operations supervisors
(for the central pharmacy facility). The team will serve in
line authority over all pharmacy staff and as liaisons to other
disciplines within heath care and corrections.  The
leadership team office will be established in proximity to
medical leadership and moved into the central pharmacy
facility once constructed.

Clinical pharmacy specialists are integral to institution level
implementation and training of centrally developed clinical
strategies and disease management guidelines. In concert
with the leadership team, six to eight highly trained clinical
specialists will provide regional and institution level
feedback regarding performance of the institution level
heath care team, providers and pharmacy staff, as well as
training and clinical care consultative support to front-line
providers for the most complex patients (those at highest
risk for poor outcomes and adverse medical events). The
clinical specialists will also conduct outcome-based reviews
of formulary adherence, prescribing practices, treatment
guideline implementation, and process improvement. The
clinical specialists will work in parallel with the local
pharmacy staff rather than as line authority supervisors.
Each clinical specialist will serve an assigned region,
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working at the institution level. The overall framework is
intended to provide an organizational structure and line-of-
sight for all members of the CDCR patient care team.

Objective A.1: Establish a central pharmacy services
administration, budget and enforcement
authority.

Objective A.1.1: Identify and hire leadership and clinical
specialists.

Objective A.2: Establish direct lines of authority to all
pharmacy services personnel and define
linkage to central medical staff.

Objective A.2.1: Define and communicate roles and
‘ responsibilities of leadership and
clinical specialist to workforce and
medical staff.

Objective A.2.2: Meet with pharmacy workforce and
outline the road map, identify early
adopters and delineate expectations for
the pharmacy workforce.

Objective A.3: Update and maintain system-wide pharmacy
policies and procedures.

Objective A.3.1: Review existing central P&P; obtain
input from institution level P&P to
identify best practices.

Objective A.3.2: Create single standardized P&P for all
institutions (and care levels).

Objective A.3.3: Roll out standardized P&P to

institutions.

Objective A.3.4: Monitor adherence to new standardized
P&P.

Objective A.3.5: Implement a continual readiness system

for standards, regulations and P&P.
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Objective A.4:

Establish key performance metrics used to

evaluate the performance of the pharmacy

services program.

Objective A.4.1:

Objective A .4.2:

Objective A.4.3:

Objective A.4.4:

Objective A .4.5:

Identify available information sources
and establish data reliability.

Define operational targets for pharmacy
and institution level teams.

Develop a pharmacy initiative tracking
grid (for projects with finite timelines),
balanced scorecard (clinical, service,
financial and workforce measures), and
dashboard (workload measures) to
include historical benchmarks,
measures, targets and milestones for the
program (see Appendix B for examples).
Create institution level dashboards to
provide performance benchmarks and
comparisons, and set targets to structure
improvement (institution level report
card for prescribers and pharmacy).
Institute culture in which the balanced
scorecard and dashboard are central
themes in meetings at every level. Over
time, allow institution level scorecards
and/or dashboards to become unique to
strategic needs locally while assuring
alignment with overall program goals
and strategies. Future initiatives and
operational enhancements will be
considered around the agreed upon
central strategies indicated on the
scorecard.
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Objective A.5:  Establish standardized monitoring reports and
processes designed to continually assess
program performance.

Objective A.5.1: (See Objective A 4).

Objective A.5.2: (See Objective A.3.5).

Objective A.5.3: Use an action plan tracking grid to
establish timelines and monitor
implementation of the road map (see
Appendix C for example).

Objective A.5.4: Establish standardized institution audit
process to assess adherence to standards
of practice and P&P.

Objective A.5.5: Create a stoplight grid to post
institution audit results with links to
detail reports. Post on website or other
shared forum to allow comparison
between institutions. Discuss at monthly
P&T committee meetings. Require
corrective action plans from institutions
not meeting requirements (see
Appendix D for example).

Objective A.5.6: Develop standardized pharmaco-
economic analysis consultations for
institutions not meeting overall goals.
The analysis will include assessment of
scorecards, dashboards, adherence to
operational and disease management
guidelines, prescribing practices and
local issues based on care level and type.
The consultation provides detailed
recommendations for change to close
the performance gap.

Objective A.5.7: Develop a standardized format for
identification of needed disease
management guidelines, criteria
development, data collection, reporting,
monitoring and follow-up.
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Objective A.5.8: Develop and implement disease
management guidelines and treatment
protocols.

Objective A.5.9: Monitor provider use of the guidelines
and provide findings to central medical
administration and communicate
findings to institution level provider;
implement process improvement
strategy to meet goal.
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Goal B:

Implement and enforce clinical pharmacy management processes
including formulary controls, P&T committee, disease
management guidelines and the establishment of a program of
regular prison institution operational audits (using the framework
of methodology identified under Goal A)

Through the use of interdisciplinary committees and work
groups such as the P&T Committee, standardization will be
established and maintained for all institutions to optimize

Uniformity in policies
and procedures,
formulary development,
treatment guidelines
and-drug use processes
including selection,

procurement,
prescribing, dispensing,
administration,
inventory, storage and
controls will be
achieved.

patient care and assure safe, rational, cost-effective therapy.
Uniformity in policies and procedures, formulary
development, treatment guidelines and drug use processes
including selection, procurement, prescribing, dispensing,
administration, inventory, storage and controls will be
achieved. Committees and workgroups comprised of CDCR
medical, pharmacy, nursing and administrative leadership,
with input and participation from institution level
workforce, will develop policies, procedures, processes,
formulary and treatment approaches for all to follow. More
complex initiatives will be piloted in a representative sample

of institutions with targeted patient care needs; initiatives
will be improved using standard quality improvement
methodology and then implemented statewide. Outcomes
and desired measures identified will be monitored and
initiatives will be implemented when targets are not
realized. The group will develop and disseminate a clear
performance-based system of goals, measures and targets,
including performance feedback and initiatives to reach
goals. Implementation of a system of routine institution
level inspections will ensure adherence to procedures,
standards of practice, and regulations.

Objective B.1: Revise and reconstitute, as needed, the current
P&T committee and implement measures to
allow for strong P&T oversight of prescribing
and dispensing patterns.

36

MAXOR NATIONAL PHARMACY SERVECES CORP. PREPARED FOR ROBERT SILLEN.

JUNE 2006

COURT-APPOINTED RECEIVER



Objective B.1.1 Develop an interdisciplinary P&T
Committee with membership
experienced in formulary management.
Include central, regional and institution
level participation as appropriate.

Objective B.1.2:  Establish a clear committee charter
utilizing principles stated in Objectives
A3, A4, and A5.

Objective B.1.3:  Assign committee members
responsibility for various functions;
assign implementation oversight and
ownership to gain accountability from
all members.

Objective B.1.4:  Methodically work through the
formulary categories and various
reports and measures identified under
Goal A to implement initiatives as
identified.

Objective B.2: Establish methodologies and schedules for
tracking and monitoring formulary compliance
and prescribing behavior.

Objective B.2.1: ~ See Objective A.4 and A.5.

Objective B.3: Develop and implement effective and
enforceable peer-reviewed treatment protocols.

Objective B.3.1: See Objectives A4 and AS.

Objective B.4: Develop and implement effective and
enforceable institution audit process.

Objective B.4.1: See Objectives A3, A.5.4 and A.5.5.
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Goal C:

Establish a comprehensive program to review, audit and monitor

pharmaceutical contracting and procurement processes to ensure
cost efficiency in pharmaceutical purchases.

Contracting will have
a direct line of
communication with
the activities of the
P&T committee; so
that formulary
additions support
cost-effective
purchasing contracts.

Objective C.1:

Pharmaceutical contracting and procurement will be
centralized within HCSD and standardized to maximize
purchase values and market share, as well as to monitor
contract compliance. Contracting will have a direct line of
communication with the activities of the P&T committee, so
that formulary additions support cost-effective purchasing
contracts. The central purchasing authority will monitor
individual pharmacies to ensure that the right quantities of
the right products are purchased at the institution level.
Central review, editing, and submission of all purchase
orders will assure optimal contract adherence and cost-
effective purchasing. A computerized perpetual inventory
system with integrated reclamation software will be utilized
to achieve inventory control, monitor diversion, increase
inventory turns, track returned medications, and re-circulate
returns when possible to maximize inventory value.

Monitor wholesaler (vendor) to ensure contract
compliance.

Objective C.1.1: Load purchasing contracts in a central
data repository to allow for electronic
monitoring of contract pricing.
Objective C.1.2: Electronically monitor contract pricing
on a continual basis and identify those
items for which contract pricing is not
being received.

Work with wholesaler account to ensure
that the correct contract pricing is
loaded.

Reconcile credit processes to ensure that

Objective C.1.3:

Objective C.1.4:
wholesaler credits are received in the
amount equal to the loss in contract
pricing.
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Objective C.2:

Develop process to monitor inventory

shrinkage.

Objective C.2.1:

Objective C.2.2:

Objective C.2.3

Objective C.2.4:

Objective C.3:

Implement perpetual inventory system
in which dispenses are subtracted from
inventory in real-time and daily
inventory orders are automatically
posted to the individual pharmacies’
inventory.

Monitor purchases versus dispenses to
identify potential shrinkage. Shrinkage
identified through either of these
processes will be referred to the
Receiver for determination of
appropriate investigative and corrective
action.

Develop trend-analysis procedures to
automatically reset stock levels based on
current utilization.

Eliminate the use of bulk stock and have
institution level pharmacist/pharmacy
technician monitor drug use processes
across the continuum of care.

Implement process to insure that the best value

contracted item is used.

Objective C.3.1:

Objective C.3.2:

Objective C.3.3:

Establish a direct line of communication
between contracting and P&T
committee.

Evaluate current formulary as compared
to purchasing contracts.

Secure purchasing contracts for those
drugs with preferred status on the
formulary and eliminate costly non-
contracted drugs from the formulary if
there are other more cost-effective drugs
for which contracts can be obtained.
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Objective C.3.4: Mandate the purchase/use of generics
and therapeutic interchanges when
possible.

Objective C.4: Consolidate and standardize pharmacy
purchasing through development of a
centralized procurement system.

Objective C.4.1: Obtain purchasing data and establish
inventory levels based on historical
trends.

Objective C.4.2: Train pharmacy staff on central
purchasing procedures and supply
system.

Objective C.4.3: Transition all pharmacies to central
purchasing.

Objective C.4.4: Ensure that the best value contracted
item is stocked by the wholesaler and
purchased by the individual pharmacies
in the correct quantities to maximize
inventory turns.

Objective C.5: Evaluate feasibility of achieving 340 B
preferential pricing on all drug purchases.

Objective C.5.1: Explore sub-contracting possibilities
with covered 340 B entities.

Objective C.5.2: Conduct a cost-benefit analysis of 340 B
pricing potential.

Objective C.5.3: Evaluate potential for contracting with a
covered entity to allow for 340 B
eligibility.

Objective C.5.4: If contracting opportunities are

available, feasible, and c_ost-effective,
contract with a covered entity, establish
340 B status, and obtain pricing.
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Goal D:

Develop a meaningful pharmacy human resource program that
effectively manages staffing, compensation, job descriptions,
competency, performance assessment, discipline, training, and
use of the workforce including temporary employees and non-
pharmacist staff.

Employees will be hired and trained to replace registry
personnel. Scheduling and use of floater/PRN positions will
be maximized to decrease use of registry personnel to cover
vacation and sick leave. Clearly defined criteria, procedures,
and processes will be implemented to monitor and reduce
the use and cost of registry personnel. A complete skill set

A complete skill set
inveritory of State
employees will be

conducted to
identify knowledge
deficits in clinical,
operational, and
fiscal-matters.

inventory of State employees will be conducted to identify
knowledge deficits in clinical, operational, and fiscal
matters. Required training and in-services will be provided
as needed for existing employees to ensure adherence and
comprehension of policies. Local, regional, and state-wide
meetings, conference calls, and/or visits with pharmacy
managers will be conducted on a routine basis to facilitate

management, communication and standardization of
pharmacy practices. An effective means of documenting
and tracking employee training, education, and disciplinary
action will be developed and all employee job descriptions
and personnel files will be updated to include a current
evaluation completed within the last year. The use of
pharmacy technicians and clerks will be maximized to allow
pharmacist staff to perform needed clinical functions, while
delegating clerical and administrative functions to other
staff.  Staffing patterns will be established for each
institution based on prescription volume and personnel will
be reassigned as needed.

Objective D.1: Hire and train new employees as needed to
replace registry personnel.

Objective D.1.1 Reevaluate staffing pattern versus
workload and interim practice model
(prior to full system redesign) to
41

MAXOR NATIONAL PHARMACY SERVICES CORP. PREPARED FOR ROBERT SILLEN,

JUNE 20U

COURT-APPOINTED RECEIVER



determine appropriate staffing
compliment and numbers.

Objective D.1.2: Hire employees to fill all vacant
pharmacy manager (Pharmacist II)
positions.

Objective D.1.3: Recommend and implement meaningful
salary levels as determined by the
Receiver.

Objective D.1.4: Hire employees to fill all other vacant
positions.

Objective D.1.5: Train new employees and define
methodologies for monitoring and
evaluating employee competence and
performance.

Objective D.2: Complete skill set inventory of State and
registry employees and provide required
training, performance measures, and
disciplinary measures as needed for existing
personnel.

Objective D.2.1: Identify knowledge deficits in clinical,
operational, and fiscal matters.

Objective D.2.2: Prioritize in-services and develop time
frames for conducting training.

Objective D.2.3: Assign team leaders and
implementation teams to conduct in-
services in the identified knowledge
deficits.

Objective D.2.4: Conduct in-services on a monthly or
quarterly basis, as needed. Use web-
based e-authoring tools to develop
“smart,” self-paced competency and
training system.

Objective D.3: Develop effective means of documenting and
tracking employee training, education,

performance, and disciplinary action.
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Objective D.3.1:

See Objective D.1 and D.3.

Objective D.4: Reevaluate previous staffing patterns at each
institution in light of the adoption of new
technologies to improve efficiency and the
transition of volume to the centralized

pharmacy.

Objective D.4.1:

Objective D.4.2:

Objective D.4.3:

Objective D.4.4:

Track prescription volume, define
current staffing levels, and identify ideal
staffing patterns.

Maximize use of pharmacy technicians
to perform administrative and clerical
functions.

Transition excess staff to the central
pharmacy and other areas as needed.
Eliminate any remaining PRN and
registry positions to meet new, lower
staffing needs.

Develop a centralized pharmacist intern
program to improve the public image of
the CDCR HCSD as an employer and to
help recruit talented pharmacists and
support personnel entering the field.
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Goal E: Redesign and standardize overall institution level pharmacy drug
distribution operations for inpatient and outpatient needs.
Design, construct and operate a centralized pharmacy facility.

To ensure that patient needs are met based on care level and
to achieve safety, accountability, efficiency and consistency,
institution level operations will be redesigned and
standardized. An automated centralized pharmacy will be
developed to gain advantages of scale related to efficient

workforce utilization,
and increased safety,

_ — purchasing, inventory control, volume production, drug
Andutomated distribution, workforce utilization, and increased safety. A
- centralized pharmacy plan created by pharmacy leadership and based on
will'be develgped fo appropriate regulations and best practices, including input
gaszza;z:i:;;lzgisoc)f from central, regional and institution level medical staff and
efficient purchasing, pharmacists, will be implemented. The plan will consider
inventory control, segmented populations such as preventative care, acute
volume production, hospital care, ambulatory care, long-term care, chronic care,
drug distribution,

mental health, and dental care and systems that optimize
available technology and identified best practices. Pilots will

be used for highly complex changes using goals, measures

and targets. Institution level redesign will be defined and
implemented while the central pharmacy proposal is under
development.

The concept for the majority of patients served includes the
eventual use of a prescriber order entry system with clinical
tools to promote developed treatment guidelines and
prescribing principles. A limited number of on-site
pharmacist(s) and technician(s) will provide prospective
patient profile review, correct any problems, intervene with
prescribers as indicated to optimize therapy, and release the
prescription for processing. Acute care medications will be
filled at the institution using a bar code checking system. All
other medications will be filled and processed at the central
pharmacy for subsequent delivery.  Institution level
pharmacy staff will ensure proper controls are in place and
that unused medications are accounted for, returned to
inventory and documented. These returns will serve as the
inventory for any needed floor stock and acute care
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prescriptions filled. = Central staff will handle all vendor
contracting, purchasing, packaging, and non-acute
medication dispensing, as well as support unit level services
during staffing shortages.

Objective E.1: Prior to centralization, implement
standardized operations in all existing
institution level operations to correct problems
identified in audits.

Objective E.1.1: Implement best practice for
“ambulatory” care distribution model
using existing resources and pre-
centralization model (correct high risk
safety and control issues).

Objective E.1.1.1:  Assess if external support or
regionalization is needed to
bridge the gap between the
current system and infrastructure
rebuilding and centralization.

Objective E.1.1.1.1 If external support or
regionalization is needed,
implement on small scale
and adjust operational
model to meet
inmate/patient needs.

Objective E.1.1.1.2 Expand service agreement
as appropriate.

Objective E.1.2: Develop straw model for institution
level operations (see under Goal E)
under centralization plan.

Objective E.1.2.1:  While implementing
centralization, pilot straw man at
institution level, establish
measures to evaluate and adjust
model.
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Objective E.1.2.2:  Finalize institution unit level

Objective E.1.3:

Objective E.1.3.1:

Objective E.1.3.2:

model and spread to all
institutions.

Establish best practices for “inpatient”
care areas and implement model in all
sites.

Assess technology and operations
to develop optimal model of
operations for inpatient care
areas.

Establish resource needs and
create action plan to pilot optimal
inpatient model with measures
and goals.

Objective E.1.3.3:  Finalize model and spread to
remaining inpatient areas.
Objective E.2: Design, construct and operate a centralized
pharmacy facility.

Objective E.2.1: Develop straw model for centralization
concept (see under Goal F).

Objective E.2.2: Finalize model based on available
automation and institution level
operational technology; assess staffing
needs.

Objective E.2.3: Determine general location, survey real
estate and identify a suitable location for
the centralized pharmacy facility.

Objective E.2.4: Design and complete architectural build
out of facility.

Objective E.2.5: Procure and install necessary
mechanization, robotics, fixtures,
conveyor belts, and electronics.

Objective E.2.6: Relocate, hire and train pharmacy

personnel to staff centralized pharmacy.
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Objective E.2.7: Obtain California State Board of
Pharmacy and DEA licenses.

Objective E.2.8: Transition prescription workload from
individual institutions to centralized
pharmacy.
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Goal F: Based on a thorough understanding of redesigned work
processes, design and implement a uniform pharmacy
information management system needed to successfully operate
and maintain the CDCR pharmacy operation in a safe, effective
and cost efficient way.

Technology 1
upgrades will
include barcode
checking and
physician order
entry to ensiire the
right medication is
administered to the
right patient at the
right time.

Connectivity will be established and/or upgraded for all 33
institutions to facilitate web-based software access and
reporting. An interdisciplinary team of pharmacy experts
with  clinical, operational, fiscal, and technological
backgrounds will comprehensively review the pilot
pharmacy system, VistA, to evaluate whether it
accommodates CDCR’s complex challenges. This team will
explore alternative pharmacy systems utilizing comparable
analysis  techniques before final evaluation and
implementation of a suitable software product. Steps will be
taken to improve data collection and facilitate
management/clinical  oversight by  assembling a
development team to design and implement improved
reporting and monitoring capabilities in the interim using
the current Prescription Tracking System.

Once conversion to a state-of-the art pharmacy information
management system is complete, ancillary software tools
will be developed and customized in order to improve
patient safety and cost effectiveness. Technology upgrades
will include barcode checking and physician order entry, to
ensure the right medication is administered to the right
patient at the right time. Real-time adjudication of
pharmacy claims will perform patient adherence and
provider prescribing review based on established guidelines
and protocols. An enterprise reporting tool will be
developed to allow for customized utilization reports with
available data elements such as patient name, age, disease
state, therapeutic class, dispense date, drug, institution, and
cost per prescription.
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Objective F.1: Develop and implement improved reporting
and monitoring capabilities with existing
pharmacy system.

Objective F.1.1: Create a data repository of all drug
names and assign an industry identifier
to all drug names.

Objective F.1.2: Develop rudimentary utilization
management and pharmacy reports
based on standard managed care and
pharmacy benefit manager practices.

Objective F.1.3: Establish provider report cards that
compliment the goals and clinical
initiatives of the P&T function.

Objective F.1.3.1 Develop an effective mechanism for
distribution of report cards,
performance monitoring, and
follow-up with detailed
recommendations for change on how
to improve performance.

Objective F.2: Identify and propose solutions to connectivity
issues throughout all pharmacies to ensure that
web-based software, reporting, and data can be
easily accessed at each facility.

Objective F.2.1: Conduct site visits to evaluate current
connectivity issues.

Objective F.2.2: Procure new hardware as needed to
modernize technology in all institutions.

Objective F.2.3: Achieve high-speed connection in as

many sites as possible, replacing dial-up
and slow connections with sufficient
bandwidth to support institutions’
needs; implement back-up systems to
ensure connectivity in the event that the
primary connection is unavailable.
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Objective F.3:

Procure a state-of-the-art pharmacy dispensing

system.

Objective F.3.1:

Objective F.3.2:

Objective F.3.3:

Objective F.3.4:

Objective F.3.5:

Objective F.4:

Organize an interdisciplinary team of
pharmacy experts with clinical,
operational, fiscal, and technological
backgrounds to evaluate the current
pilot program, VistA.

Establish guidelines for product
evaluation using financial, operational,
clinical, and technological indicators.
Evaluate VistA and alternate products
on the market.

Compile findings based on product
evaluation; choose the most suitable
pharmacy information management
solution.

Install needed hardware and software to
support uniform pharmacy information
management system.

Transition each institution to uniform

pharmacy information management system.

Objective F.4.1:

Objective F.4.2:

Objective F.4.3:

Objective F.4.4:

Conduct inventories at each pharmacy
and input inventory in pharmacy
system.
Conduct data conversion where possible
and input current prescriptions and
allergies information for data that
cannot be converted.
Introduce transition teams of highly
trained staff to train pharmacy
employees on new system to minimize
implementation time.
With the direct participation and
oversight of transition teams, “go live”
on uniform pharmacy information
management system.
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Objective F.4.5:

Objective F.5:

Withdraw transition teams, monitor
progress, and provide retraining and
software reconfiguring as necessary.

Develop and implement reporting tools to

facilitate clinical, operational, and fiscal

management of the CDCR pharmacy

operation.

Objective F.5.1:

Objective F.5.2:

Objective F.5.4:

Objective F.6:

Utilize enterprise Pharmacy Benefit
Manager reporting experience to
develop reporting tools for
management, such as Formulary
Compliance, Cost per Rx, Top
Therapeutic Category, and Top Drug by
Cost reports.

Develop provider report cards and
other unique reports required by
correctional environment including
reports that compliment outcome-based,
patient centered approach.

Establish web-based method for
distributing reports, communicating
information to medical staff and
management, and providing follow-up
as needed to ensure compliance and
improvement.

Integrate pharmacy information management

system with auxiliary technologies such as

central supply management, physician order
entry, electronic MAR, and barcode checking.

Objective F.6.1:
Objective F.6.2:

See Objective C.4
Develop physician order entry system
that maintains and communicates
formulary information to providers to
enable them to choose the most
clinically-effective therapies, while
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Objective F.6.3:

ensuring that cost control initiatives are
maximized.

Integrate use of electronic MAR and
barcode checking to ensure that the
right medication is administered to the
right patient at the right time.
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Goal G:

Develop a process to assure CDCR pharmacy meets accreditation
standards of the designated healthcare review body (NCCHC or
ACA) and assist in obtaining accredited status.

The process of seeking and maintaining accreditation is
intended to provide organizations with guidelines and tools
to standardize and improve processes for the delivery of
health care. As stated by one such accrediting body, The
National Commission for Correctional Health Care:

“Standards for Health Services are our recommendations
for managing the delivery of medical and mental health
care in correctional systems. The Standards have helped the
nation’s correctional and detention facilities improve the
health of their inmates and the communities to which they
return; increase the efficiency of their health services
delivery; strengthen their organizational effectiveness; and
reduce their risk of adverse legal judgments. Written in
separate volumes for prisons, jails and juvenile
confinement facilities, the Standards cover the general areas
of care and treatment, health records, administration,
personnel and medical-legal issues.”
(http://www.ncche.org).

The mission and purpose are similar for other accrediting
bodies as are the intended benefits to the organization
undergoing accreditation.  Furthermore, agencies under
court oversight may be required to obtain accreditation as a
method of qualifying performance and then be required to
maintain the accreditation thereafter, to assure that
standards of practice are maintained.

Objective G.1: Establish Receiver and CDCR commitment to

pursue accreditation and determine the
accrediting organization standards to be
followed.
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Objective G.1.1:

Objective G.1.2:

Objective G.1.3:

Assemble an interdisciplinary
committee with input from persons
experienced in both ACA and NCCHC
systems.

Assess the standards of both ACA and
NCCHC to determine the best match for
the healthcare and custody system.
Develop a standards audit readiness
team.

Objective G.2: Develop a readiness grid identifying the

standards and assigning assessment

responsibilities to members of the team.

Objective G.2.1:  Begin the process of mock audits to
identify standards in violation.

Objective G.2.2:  Implement process improvement and
procedural change to become compliant
with standards in violation.

Objective G.2.3:  Continue mock audits until violations
are resolved.

Objective G.3: Complete mock audits using a credentialed

auditor for target accrediting body.

Objective G.3.1:

Complete processes G.2.1 through G3
until confident that the CDCR meets
accrediting body standards.

Objective G.4: Apply for accreditation at one or more
institutions. Expand audits to all institutions
on a defined schedule.
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PHASE I: CRAWL (0-12 MONTHSY)

Objective A.1:

Objective A.2:

Objective B.1:

Objective B.2:

Objective C.1:
Objective C.2:

Objective C.3:

Objective D.1:

Objective D.2:

Objective D.3:

Objective F.1:

Objective F.2:

Establish a central pharmacy services administration, budget and
enforcement authority.

Establish direct lines of authority to all pharmacy services
personnel and define linkage to central medical staff.

Revise and reconstitute, as needed, the current P&T committee and
implement measures to allow for strong P&T oversight of
prescribing and dispensing patterns.

Establish methodologies and schedules for tracking and monitoring
formulary compliance and prescribing behavior.

Monitor wholesaler (vendor) to ensure contract compliance.
Develop process to monitor inventory shrinkage.

Implement process to insure that the best value contracted item is
used

Hire and train new employees as needed to replace registry
personnel.

Complete skill set inventory of State and registry employees and
provide required training, performance measures, and disciplinary
measures as needed for existing personnel.

Develop effective means of documenting and tracking employee
training, education, performance, and disciplinary action.

Develop and implement improved reporting and monitoring
capabilities with existing pharmacy system.

Identify and propose solutions to connectivity issues throughout all
pharmacies to ensure that web-based software, reporting, and data
can be easily accessed at each facility.
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PHASE II: WALK (12-24 MONTHS)

Objective A.3: Update and maintain system-wide pharmacy policies and
procedures.

Objective A.4: Establish key performance metrics used to evaluate the
performance of the pharmacy services program.

Objective B.3: Develop and implement effective and enforceable peer-reviewed
treatment protocols.

Objective C.4: Consolidate and standardize pharmacy purchasing through
development of a centralized supply procurement system.

Objective E.1: Prior to centralization, implement standardized operations in all
existing institution level operations to correct problems identified
in audits.

Objective F.3: Procure a state-of-the-art pharmacy dispensing system.

Objective F.4: Transition each institution to a uniform pharmacy information
management system.

Objective F.5: Develop and implement reporting tools to facilitate clinical,
operational, and fiscal management of the CDCR pharmacy
operation.
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PHASE IIT: RUN (2-3 Years)

Objective A 5: Establish standardized monitoring reports and processes designed
to continually assess program performance.

Objective B.4: Develop and implement effective and enforceable institution audit
process.

Objective C.5: Evaluate feasibility of achieving 340 B preferential pricing on all
drug purchases.

Objective D.4: Reevaluate previous staffing patterns at each institution in light of
the adoption of new technologies to improve efficiency and the
transition of volume to the centralized pharmacy.

Objective E.2: Design, construct and operate a centralized pharmacy facility.

Objective F.6: Integrate pharmacy information management system with
auxiliary technologies such as central supply management,
physician order entry, electronic MAR, and barcode checking

Objective G.1: Establish Receiver and CDCR commitment to pursue accreditation
and determine the accrediting organization standards to be
followed.

Objective G.2: Develop a readiness grid identifying the standards and assigning
assessment responsibilities to members of the team.

Objective G.3: Complete mock audit using credentialed audit for target
credentialing body.

Objective G.4: Apply for accreditation audit at one or more institutions. Expand
audits to all institutions on a defined schedule.

57

MAXOR NATIONAL PLIARMACY SERVICES CORP. PREPARED FOR ROBERT SILLEN,

JUNE 2006

COURT-APPOINTED RECEIVER



Works Cited

Federal Bureau of Prisons. Office of the Inspector General. Audit of the Federal Bureau
of Prisons Pharmacy Services, Audit Report 06-03. OIG, 2005.
<http://www.usdoi.gov/oig/reports/BOP/a0603/intro.htm>

FOX Systems, Inc. California Department of Corrections Health Care Services Division
Pharmacy Services Alternatives For Improvement. FOX, 2001.

State of California. California Department of Corrections, Division of Correctional
Health Care Services. Health Care Services Pharmacy Series Vacancy As of
March 31, 2006. Denny Salade, 2006.

State of California. California Department of Corrections. CDCR Vacancy Information
for Pharmacy Classifications Statewide Information CDCR, December 2005.

State of California. California Department of Corrections. HCCUP Report, YTD Data
from Contract Monitoring Database. CDCR, 07/01/05 thru 12/31/05.

State of California. California State Auditor. Its Containment of Drug Costs and
Management of Medications for Adult Inmates Continue to Require Significant

Improvements. Bureau of State Audits, 2002.

State of California. Office of the Inspector General. Survey of California Department of
Corrections Pharmaceutical Expenditures. OIG, 2003.

State of California. Office of the Inspector General. 2006 Accountability Audit
Pharmaceutical Expenditures. OIG, 2006.

State of California. Senate Advisory Commission on Cost Control in State Government.
Controlling the Costs of California’s Prison Pharmacy Operations. California
State Senate, 2002.

State of Georgia. Department of Corrections Office of Health Services. Georgia
Department of Corrections Health Services Overview for FY 2004. William P.
Kissel, CCHP, Director of Health Services, 2004.

State of Texas. Correctional Managed Health Care Committee. Quarterly Financial
Reports. CMHCC, 2003-2005.

58

MAXOR NATIONAL PHARMACY SERVICES CORP. PREPARED FOR ROBERT SILLEN,
JUNE 2006 COURT-APPOINTED RECEIVER



HIAIFOTY Q3LINIOddV-14N0D 900Z 3INNT

‘NITTS L¥IS0Y HOd d3HVdIyd U0 SIDINYIS AOYIWHYHA TYNOLLYN HOXVYIN
4998 ze  80C osy . 1F78V. OW 0L Vddd3N 2e9sy |
UOSHd 9)18)S Uiey UHON
oz vv6  950L 0002 ~ 3INSdVO DN 00€ NILNIJYEYD. Siw |
o0sss e 8l - oov ~13719VL OW S2€ NIXOUJYN 19€8
1999 09 e 0e “ 03 9V1 OW 0F XINOLONd: %EN; . .
: uoslid aels Yasaq UbiH
o0s, oz 06 09 1378V DW 00y TIOYNIY v8roy N
‘ ; i uosild 21e1g wosjod
19v9  vzie oiee  0vp6  9YL00S/S dVYdY-INOGOOOHAAH p0TY
€26 09€ e - 06¢ ,_ 13718V.L ON §'Zh HO TIXVd LEL0S .
: . . uoiNYiisu [2UOHBOOA jonsQ
0006 022 0 o0e . O3 EVLOWOYXINOLOMd ZoviZ | |
_ ” _ uosiid 918l AslieA llemexonyd
zeee 4SSk €0z 096 1379V.L OW 0} TOH INILIXOWVd 22Zor | o |
_ Ieyuag uopenliqeysy eluoied
e 1y ‘eove owy  1318vl os_m<xmmm>N 19612
og'lz  ziey  8zesk 0000z . 1F1GVLOW 001 TANDOYIS 8817¢ .
: LBIODJOD) ‘UOSHd S1B1S BILIOJIED .
G026 ZlG08L  88¥S 00098l 7 1319V O § 3NOAODIXOY §2TY
6166 :006¥Z 00T 00v¢  1318Y1OWO008 NIIN3JVEVD 908LY o o
, , : M Anioe [2OIpBN BILIOKIED
€08y €49 9L ovve - 3INSAVO O 02 NOQOID $96.t
6986  18v9L &I S 009b ¢ TINSJVYO O 00€ z;zmn&mé viviz .
. ; USWOAA JO} UORNIASU| BluLojlieD
pesuedsiq  eousea nmmcmaw_om_.. peseyoind 0 Brugi NDD uonmusu|
1ON % ) Ao Ao

YV IVANTTVD S00Z —~ SISXTVNY SASNAJSIA "SA SASVHOUNd J0AD vV XIANHddV



HIAIFOTFY GILNIOddV-16N0D 9002 INNT

‘NITIIS 1¥3F0Y HO4 AIUVdIYd "0 SADIAYIS ADVINNYHA TYNOILYN HOXVA
1916 0zs8 08 006 . 1376VL OW S YOXIA43 10vaY
or'z6 WS 89y 0129 _ 1378V OW 0T VXIUdAZ L20bY
££°E6 z0888 812 OV0LY w . SWZ INOAIMIASIY 56112
S'96 7502 89T Sozel 0 3INSdVO OW 02 NOQOID £954Y
€596  9vevZ .8 02252 ~ 1379V1 9W 0Z 1OH 3NIL3XOMVd £229¥

5696 5688 082 SLV6 VS 1INGVLOWOZNILNOOAXO S0SvZ
, OUBOS UOSIH 3)B1S BIUIOMED

‘Buipueising sUON.
o o J8jUa7) UONBAJOSUOD) BLIBIS

2956 yZelz 96 0022 A | SWZ INOGIMAJSIY 55117

6196 00eBLL  0ZL¥  ozoweL 1379V.L OW 00€ TINOONIS 8617

1196 €816 e 0086 VS dVYO DN §°4€ WX HOXIHT €0y

oL6 ol 0§ 09/l 3INSdYO OW 0Z NOQO3O €95.Y

[zi6  0e0lz 06 02942  3INSdvO O 08 NOQOIO 8951y | |
, Ao [ecipay BiulolieD

£8'ES 9L w9 OEEl © 1378v1OWSTHYYZOO 188ET o
; OJUDWEIDES UOSld 9)8)S BluJojeD

6298 vS66  9v6 0069 .  3INSdVD OW 00L NILN3AVEVD EibiT
06'68 8se 2y 00y dVO DI 051 3LYNOFAVO WNIHLIT 0007 ,
. M : - Ajjoe4 jeuonoeliod ueaouo( T pieyoly”

S6C6  vevs 9Ly 006§ . 3AINSAVO OW 00V NILNIJVEVYD Siviz . _
: v UOSlid 9}B1S AsjieA Jueseald

€425 0Ll eL25h ozeze . 3INSdVYD OW 08 NOQOIO 895LY

88vS  9SLIS  vbGey 00ev6 0 1319V.L O 00Z TINDOYIS 68LYE

z5'88 LyiTh €501 -00Wbh : 1379V O 0S INITYYLYIS 82297

66'€6 6501 49 oSzl VLN OW Z WIS 00815

uosid oels Aeg uedlod

VAL VAN TV §00¢ — SISATVNY SHSNAdSIA 'SA SASVHIUd d0AD °V XIANHAddYV



HIAAIZOTY Q4ULNIOddY-14N00 9002 INNF

‘NITNS LYIFOY ¥O4 GFdvdIud "dHOD SIOINYIS ADYWHYHG TYNOLLYN HOXYI
Zzhl  859p zgsl  ovs9 1378V.L OIN § YXTUIAZ 196.C
199/ -6 8z A i 3INSdVO DN 0F LIM3Z 8612
00°06 081 0z 00z ~ FINSdYD O 00Z XTUEI 1309824y
95°96 698 1€ 1006 VS dVO OW §'/€ ¥X HOX3443 €0¥9Y
1996 9L v 0Z) ; 1378V O 67 YXIYJAZ 22062
£€'86 98z ¥ ovZ A IINSAYD OW 07 LRIFZ £8612
UOSHd 9}e1S 00SeM
8’28 8veL Z50L o008 LITEVL O §'2/529°0 O¥dWIHd 8r9TT
00°¢6 981 vl S o0z 1378Y.L O S INOAVHLIW Zvey
£L°96 0se  zz T U 13719Y1 DN S L/OW €0 OHdNTId 12EES
9226 zs er 0 sss © 13719V OW §/529°0 OMdINTYd Ly9zT
M ” : . USWIOAN 10} UOSLH 91B)S A8|lBA
SO'LY 9081 ¥65Z ooby  1378YLOW 009 Vi3I WYL 08222
9w 082 oz 0SS A 1379V O 005 NINDVAT 82662
8Ty 1lze  esey 00SL V1 005/ dVdv-INOJOJONAAH ¥0Zy
: : uosild 911G As|le seuies
vZ 6L /y06y  €S8zL  006l9 1379V OW 002 ,maoommm B68LYE
8z08  009LL  0ssz  OSvvL 1379V OW S7 INIAVZVLYIN Z5v9Y
€908 ¢0Shz 888G 0BEOE 137GV O §1 3NIdYZV.LYIN 05v9
96'86 6v0l I ©oo%0L 1378V O §'2 YXIUdAZ LL06T
98'66 1602 € 10012 U 1318V O 02 O¥dvX31 09205 |
: unuany ueg
9g°68 6lzeL  lzi8 00028  1379VL OW 00Z TINDOYIS 6815
0106 £012 6z 000¢ '¥S IINSAVD OW 051 HX HOXIAIT G0v9Y
05706 s s 009 1378V.L S S INOTODIXOY §2Tr
9506 10691 669L  0008) . 137av.L OW S INIdVZVLHIN ZSop
19°06 6069  LLL 0zoL 5 1379VL OW S1 YXTUDAZ 9201 ¥
'00'16 AWPIS 6198 0z1£9 13718V.L OW 00€ TINDOYIS 861LY

VAL YVANTTVD S00T = SISATVNY SASNAISIA ‘SA STSYHINNd ¥0dD ¥V XIANIddV



z AN

MAATIDH QIINIOLdY-1NN0D
’ 1 CROD SEDTANIS ADVINNVIL] TVNOLLYN MONYIX

NS TAFGON O] GHNY

1@Bpng o) sousueA Y, syjousg/liees
1e8pnq 03 8oUBLIBA Y, HruQ
1efipng
SBUOISS|IA uBisapay |@Ag] uonnNyiIsuy
SBUO)SOlIN pakoidsq g paiepdn §3.NPpa20IH
SOUOISIIIN Aoeuweyd enus)
: ; (seuc)sepi) seAneRIY
~ w ~ ~ | Buissed % SupnY UoNISU]
, asueidwon
()4 yoay X uognsy
(%)% Udy X uonninsy
()4 yoa L
(%4 ydy
j ssioueden Buyiels
sauleping \mumwomwwwﬁwmrmmmmcmz 2583817} pafoideqg sauBpINg
o500 Aoeuleyd Buiaes) ¥ UONNISUY) sJCuT XY
jonuos Aceuueyd Buiaes) |E10] S104IT X3
FIRE TR . [eo1ulD
¢ puUB XY # ¥ uonmsuy brug psuinmey
syaned Qo0 L/PassSe20id Xy UONNIASUL X QUINJOA X
syaned Qo0 /Passatold ¥y AoBULRY [21USD BUINOA XX
syushed 000 L/POSSed0Id X {210 SWINJOA XN
“ S o . peoOPLOpM:
Nuit eyeqg Amvhm\umwv 1biel suogiuyeQq sinseap ainseay
yybidolg

QUVYOdHSYA ATdNVS “1-8 XIANHddYV




AT TN

SO0 SADIANIAS ASVINY VL TV NOLI VYN MOXVIN

S

jable) Jjofiobiey Bunaaul JoU 10} ¥SU 3y

SOUOISO)] uonewone
A 10 uoneUsWeldw)
SBUOISBIIN 03
JO0Y JO UOKRUILYNT
o ' (souojsolw) saAneniul
_ paleidwoo sejnpow bujues | yosy
paledwod seinpow Bujuies Y
. o yIMOID  BupieaT
suyapind 1962 Em«mmm W%%Mmcnm
Bumoyjos payead; syusned o, SeUIPPING
auapmb 190ie} ERIEYENT
Bumoljos payesl; syusned 9, saulepINg
‘ . E \ $88004d [BUIBILY
$ $xy
AJBINUWIOUON
# #Xd
AJBINUIOJUON
{yuows Jod syetuul 1ad) ¢ Xy ¢ Xy
(yluows Jad slewul 184) # XY # XY
IDUBULY
puUe 823INI8g
suonIula(Q SMNSEd ainseapy

ayvO FYO0IS TAINVIVE TAATT NOILALLLSNI A TdWVS -8 XIANAddV



A0 GIINIOLY-LIN0QD
1S IAMTGON B0 ANV A

900z INNT

TRIOD SEMATIS ADVINTVHE TV NOLLVN HOXYIN

soe(d
Ul JOIenSTUnupy werfod saoiAIeg
pue Koewreyd 10} Joleyjsiuiuipe
ISIoRULIRYJ JSTYD 90-10-20 90-$1-90 XXX pUE ISIOBULIBY{ JOIYD) 10938 vV
U0 "901JJ0 JeIIuad
198png 90-S1-90 90-02-50 ARA 10§ 108png Buprerad(y ssedalg Iy
I[MpaYdg Ale[eg
‘suonduosa(y
uonisod 90-$1-90 90-0€-S0 XXX | "sarel Arefes 19 pue suonduossp
30 195 9j91dwio) qol usnum ysijqelsy A
wiened suiyels *s1s1Te102ds [BOTUID
32JO [BNUSD 90-01-90 90-$1-S0 XXX | pue diysiepes] 2114 pue AJnuap] U1V

(X' INO ATIWVXHT HONO¥)

‘v s8esoryg uonnjos podoy X04 ‘vd ‘uodey areuss (g *dey) ‘wodsy JAI-YdD

I3 X ‘Avp JIUWOIN

(o15y OjuT 19BIUOD [INT) 20(] UYOf

Ajaoyine
JUSUISOIOJUS PUB JSPNY ‘UOTIRIISTUTUIPE $9OIAIS AdvuLieyd [eI1Ua0 B YsU|qrIsH

‘weiSo1d se01AIes Adeuireyd a3
19A0 SULOIUOW PUB [OIIUO0D ‘IYSISISA0 PIZITRIIUID 2ATION]YS pue [njSutueswt dojeaa(g

aryd ONDIDVYL NVId NOILDV <O XIANAddV




AFAHIEY GHINIOEAY-1RMGOD
INFTTIS LNFSON OL GV AN HOD S

PoSSE JU82Idd

v ) , , : Zwun}
weioiq (e | e | AT
| 85 ssed X un

Muun

__mwma&,mxﬁ.% * 20‘ 5:, ~ %5 _ .a<, has, A nwm _ \cvﬂ., b ,y_\::

ardd NOLLDIdSNI LIN HTdWVS -d XIANHddV




APPENDIX E: E-MAIL CORRESPONDENCE

"Rick Pollard” To <ASerio@maxor.com>
<rpollard@maxor.com> .
05/24/2006 01:55 PM

bce

Subject emait

————— Original Message-----

From: Paul B. Mello [mailto:Pmello@hansonbridgett.com]
Sent: Monday, May 22, 2006 12:11 PM

To: Rick Pollard

Cc: Jon Wolff

Subject: Maxor Audit -- Purchase v. Dispense Questions

Mr. Pollard,

Below (and attached) 1s a response to your purchase v. dispense guestions
from Eugene (Gene} Roth, PharmD, Pharmacy Services Manager, Division of
Correctional Health Care Services, CDCR:

1. Describe the CDCR policy about entering prescriptions into the
pharmacy dispensing system.

Pharmacy Law (California Code of Regulations, Title 16, Division 17 Board of
Pharmacy, Article 2, 1707.1) is the requirement for Pharmacies to maintain a
Patient Medication Record. This record must be reviewed prior to dispensing
{1707.3).

2. If facilities are not required to enter prescriptions into the
system, what safeguards exist to insure that pharmacists have complete
patient profiles when dispensing.

By producing a label in the Pharmacy Prescription Tracking System (PPTS) the
prescription is on file in the patient's profile. Labeling is required by
Pharmacy law (Business and Professions Code, Chapter 9, Division 2, Article
4, 4076.) The exception may be floor/ward stock medications that are issued
on a separate document, not entered in PPTS at some facilities.

3. Describe procedures used to detect and prevent diversion.

Procedures to prevent diversion vary greatly between facilities. This
variance 1s not only in the existence of a method, but also the methods
themselves and the rigor of enforcement. Over the past 3 years there have
been 4 Feasibility S$Study Reports that have included automated tracking of
medications from receipt in the Pharmacy to delivery to a patient or return
to the Pharmacy. Each of these proposals have been delayed due to lack of
funding.

4. Describe any flaws you see in my methodology that may impact the
results.

Floor stock, controlled substances {(not patient specific), or some similar
issue not recorded in PPTS may impact Maxor's results.

Regarding the purchase vs. dispensed numbers (see spreadsheet): I spoke with
Rick Pollard and the analyst who produced the numbers this morning. It
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appears that they took the Qty number out of PPTS as the total number of
units dispensed. I pointed out the fallacy in this thinking. Psychotropic
medications are Direct Observed Therapy (DOT) administered and often have
the number of units in one med pass (e.g. Qty=1 for 1 tab twice daily; (so
the Medication Administration Record is easily readable) when 60 tabs are
actually dispensed). This would cause the difference between purchased and
dispensed medication counts to be inflated. Mr. Pollard is reevaluating his
information given these new facts.

<<cdc pvsd final.xls>> <<cdc _pvsd final2.xls>>
Please contact us if you have any gquestions.
Paul Melio

~~~~~ Original Message~-----

From: Rick Pollard [mailto:rpollard@maxor.com]
Sent: Thursday, May 11, 2006 4:54 PM

To: greg.doeldgs.ca.gov; Roth, Eugene

Cc: 'Jon Wolff'

Subject: Purchase vs Dispense Questions

Mr. Doe/Mr. Roth

Attached is a copy of a spreadsheet showing a review of
purchases vs. dispenses for the various CDCR facilities. To accomplish this
review we used the purchase data provided by DGS and compared it to the
dispensing data provided by CDCR. We used First Data Bank to establish the
generic code for each line item purchased. We then used Maxor resources to
assign generic codes to a sampling of the items dispensed, since items are
only tracked by drug name within the pharmacy dispensing system. We
excluded any facilities that did not have a complete set of a data for the
Calendar year 2005,

My first impression of the data is that it shows that not all
prescriptions are entered into the pharmacy dispensing system, resulting in
incomplete profiles. Or, that there are issues with diversion within the
facilities. I have not been able to identify any other potential
explanations for the discrepancies.

To further refine these results I would appreciate your response
to the following questions.

1. Describe the CDCR policy about entering
prescriptions into the pharmacy dispensing system.
2. If facilities are not required to enter

prescriptions into the system, what safeguards exist to insure that
pharmacists have complete patient profiles when dispensing.

3. Describe procedures used to detect and
prevent
diversion.

4. Describe any flaws you see in my methodology
that

may impact the results.

Because of the short time frames involved, I would appreciate a respiynse by
the 18th of May 2006, so the responses can be included in the final  veport
to Mr. Sillen.
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Please call if you would like to discuss the data.

Thank you
Rick Pollard

CONFIDENTIALITY NOTICE: This communication with its contents may contain
confidential and/or legally privileged information. It is solely for the
use of the intended recipient(s). Unauthorized interception, review, use
or disclosure is prohibited and may violate applicable laws including
the Electronic Communications Privacy Act. If you are not the intended
recipient, please contact the sender and destroy all copies of the
communication.

dkdkhkhhkdkok ok dk ok hkhod okk ok kok dok ok ok ok ok ok ok ok

This communication, including any attachments, is confidential and may be
protected by privilege. 1If you are not the intended recipient, any use,
dissemination, distribution, or copying of this communication is strictly
prohibited. If you have received this communication in error, please
immediately notify the sender by telephone or email, and permanently delete
all copies, electronic or other, you may have.

To ensure compliance with requirements imposed by the IRS, we inform you
that any tax advice contained in this communication {including any
attachments) was not intended or written to be used, and cannot be used, for
the purpose of (i} avoiding penalties under the Internal Revenue Code or
{(ii) promoting, marketing or recommending to another party any transaction
or matter addressed herein.

The foregoing applies even if this notice is imbedded in a message that is

forwarded or attached.
Yok kok ok kb ok ok ok ok ok k b d ok k ok kok ok ok ok ok ke ke k ok



APPENDIX E: E-MAIL CORRESPONDENCE

“Rick Pollard" To <ASerio@maxor.com>
<rpollard@maxor.com> ce
05/24/2006 01:36 PM

bee

Subject email

From: Jon Wolff [mailto:Jon.Wolff@doj.ca.gov]

Sent: Thursday, May 18, 2006 7:12 PM

To: rpolfard@maxor.com

Cc: Greg Doe; Linda.Cabatic@dgs.ca.gov; Ron LaSala; pmello@hansonbridgett.com
Subject: Plata - Responses to Pricing Questions

Mr. Pollard-

Thank you for the opportunity this morning during the conference call to discuss the issues raised in your
pricing questions. We hope that Mr. Doe's and Mr. LaSala's responses were of assistance. As requested,
the following are Mr. Doe's written responses to your questions regarding pricing. Thank you.

1. What processes are used to verify contract pricing is received?

Contract pricing is loaded into the pharmaceutical prime vendor from Managed Health Care Associates (MHA) on a
daily basis. Because of the volume, frequency of change, and available resources, we have not been able to verify
MHA pricing changes unless a challenge has been discovered due to billing (such as an add bill). For our state
contracts, we notify the prime vendor of contract pricing and issue an effective date for the pricing. We manually
confirm pricing has been loaded by going into the prime vendorizs computer system.

We have just hired additional resources and are working with our IT department to develop methods for better
managing and confirming pricing on contracts.

2. What process is used to notify the Prime Vendor that a credit and re-bill should be initiated on items
where contract pricing was not received?

When contract pricing was not received on state contract items, we notify the prime vendor to correct
price and credit the agency for any incorrect overages. Price corrections that result from MHA contract
pricing are the result of notification from MHA based upon reports received from the prime vendor.
Some rebilling may occur based upon late notification of price changes do to contract relationships
between MHA and their contract holders.

As we finalize processes to track pricing within the system we will initiate the requests for correction and
credit. :

3. What procedures are in place to insure that ordering facilities utilize the best contract price available?

The Department of General Services (DGS) mails copies of the current state drug contracts to each pharmacy, and
provides internet access to state contracts and revisions. In addition, DGS, through the prime vendor contract,
provides electronic ordering systems which identify the contract items and associated pricing. This system also
provides pharmaceutical management tools, allowing pharmacies to manage the purchasing of drugs within their
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facilities. DGS cannot force contract compliance over the physicians prescribing habits. DGS works as an agent on
behalf of the state agencies to develop pricing contracts for pharmaceuticals. DGS works with a Common Drug
Formulary committee and Pharmacy Advisory Board with membership appointed by the Department Directors. The
Common Drug Formulary Commitiee identifies drugs, policies and procedures which will be used at the local level.
DGS then develops contracts based on these recommendations. The Pharmacy Advisory Board has the
responsibility for implementation and enforcement.

4. Describe any flaws you see in my methodology that may impact the results.

1. Does this sheet take into account the % service fee charged by McKesson?

2. We do not understand why the discount provided in column ( R ) is calculated at a foss when this is a prompt
payment savings.

3. Some of the companies have a single source contract, meaning that the company only allows a contract with
MHA or the State. Lilly is one such company. We are working on identifying the other companies with MHA. We
would not have contract pricing through MHA on Lilly products because we have a contract for Zyprexa. We sent
the pricing files current of 4-17-2006 and 12-13-2005. These files do not contain historical pricing changes. Ron
will provide you with the historical pricing changes.

4. We are assuming column ( P ) is MHA or State contract price when appropriate.

5. We are assuming column { L ) is WAC pricing.

6. I am having trouble confirming contract pricing, and will continue to work with Ron on that.

CONFIDENTIALITY NOTICE: This communication with its contents may contain
confidential and/or legally privileged information. It is solely for the

use of the intended recipient(s). Unauthorized interception, review, use

or disclosure is prohibited and may violate applicable laws including

the Electronic Communications Privacy Act. If you are not the intended

recipient, please contact the sender and destroy all copies of the

communication.
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“Rick Pollard" To <ASerio@maxor.com>
<rpollard@maxor.com> cc
05/24/2006 02:05 PM

bee

Subject emait

From: Paul B. Mello [mailto:Pmello@hansonbridgett.com]
Sent: Monday, May 22, 2006 2:02 PM

To: Rick Pollard

Cc: Jon Wolff

Subject: Maxor -- Zyprexa Rebates

Mr. Poliard,
Per DGS, we believe that this email addresses your questions regarding the Zyprexa Rebates.

Question 1A : All Zyprexa 30 counts were added on October 12, 2005 via letter and the M
dosage form was added July 1, 2004 by amendment.

Question 1B: All Zyprexa products eligible for rebates are on the contract by notification letters
and amendments.

Question 2: Rebates are calculated and validated by Lilly through the quarter usage report sent
by DGS. A quarterly usage report is generated by DGS using the prime vendor's custom
reporting system. DGS identifies the product to the NDC level for each agency. Lilly verifies this
information with the Prime Vendor charge backs. To date their has not been any disputes with
Lilly on usage.

Question 3: Rebates are only received by crediting to the account.

Questions 4 &5 Any rebates received from MHA and the Lilly are provided as credits. MHA
and Prime vendor price corrections would appear as credits. Overcharges from manufacturers,
errors from other companies, and damages from other parties may appear under this title.

Question 6: DGS is still evaluating this.
Thank you.

Paut Mello

----- Original Message-----

From: Rick Pollard [mailto:rpollard@maxor.com]
Sent: Thursday, May 18, 2006 2:57 PM

To: LaSala, Ron; Doe, Greg

Cc: 'Jon Wolff'; ‘Jerry Hodge'; 'Jim Riley’
Subject: FW: Zyprexa Rebates
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Mr. LaSalafMr. Doe

| am forwarding an email by one of our analysts. He has reviewed the Lilly contract and
compared it to the purchasing data received.

His evaluation indicates some issues that need to be clarified before we finalize our evaluation.

1. Reference the products identified as not being listed in the contract:

a. Is there an amendment adding those NDC's?

b. Were those items eligible for rebates based on some other agreement?
2. What process is used to validate rebates due and reconcile the actual receipts?
3. Other than credits to the account, is there any other way that rebate credits are
received?
4. s our assumption that the credits identified as “THIRD PARTY
DEBITS/CREDITS" represent Lilly rebates correct?
5. Are there any credits other than Lilly rebates that would be identified as “THIRD
PARTY DEBITS/CREDITS” in the purchase file?
6. Describe any flaws in our evaluation process that may impact the results?

Because we are under severe time constraints in providing the final report to Mr. Sillen
combined with the late receipt of the Lilly contract | would appreciate your response by close of
business on May 19, 2006 so we can work on the report over the weekend.

Rick

From: Ryan Ahern [mailto:rahern@maxor.com]
Sent: Thursday, May 18, 2006 3:53 PM

To: 'Rick Pollard'

Subject: Zyprexa Rebates

Rick,
Attached is my analysis of the Zyprexa rebates.

| excluded the following Zyprexa NDC's from the Purchase file data as they were not referenced
specifically in the Lilly contract:

- 000
00002411530
00002411630
00002411730
00002441530
00002442030
100002759701

in reviewing the credits in the Purchase file, | identified only six ltem Descriptions that did not
reference an NDC number or a specific drug. | totaled their credits for the five quarters beginning
in January 2005:
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P G DSOS mORCredifS
$0.00 MFG. . DENIED CHARGEBACK _ : ' -37.44
FLF LOST OR DAMAGED EQUIPMENT o . . 24558
MISC ADJUST MENT o _ -42,098.95
RETURNS OF GM o 142
THIRD PARTY DEBITS/CREDITS o -130,168.76
TOTAL SERVICE FEE , -754.3

After reviewing these credits to determine which may be associated with the rebates, | determined
that DV| received a “MISC ADJUST MENT” credit of $41,435.48 on 4/17/086. Since this is far more
than the $15,338.11 they actually earned as a __% rebate from eligible Zyprexa purchases from
Jan 2005 through March 2006, one can only assume that if there are any rebates for Zyprexa,
they must be reflected in the “THIRD PARTY DEBITS/CREDITS".

With that assumption in mind, for each “THIRD PARTY DEBITS/CREDITS” credit received, 1
matched it up to the __ % rebate earned during the previous quarter for each facility. There is not
an exact science to pairing the two numbers up as the contract states that every effort will be
given to credit the wholesaler within 90 days of the report by the state and local agencies, but
does not guarantee it. The end result, however, can not be disputed by the timing of the credits
received.

Also, it is interesting to note that no relating credits appear to have been received after the
agencies reported their second quarter Zyprexa purchases {credit received in 3Q2005). The
contract is not up until August 31, 2006.

As for the credit received that exceed the rebates earned in the attached Excel file, my only guess
would be that the excluded NDC's mentioned above may also have been eligible under the
contract or the excess credits received were for prior quarters.

ok ok ok h ok ok kok ok ok ok ok ke ok ok ok ok ok ok ok ok ke ke ok ko ok

This communication, including any attachments, is confidential and may be
protected by privilege. If you are not the intended recipient, any use,
dissemination, distribution, or copying of this communication is strictly
prohibited. If you have received this communication in error, please
immediately notify the sender by telephone or email, and permanently delete
all copies, electronic or other, you may have.

To ensure compliance with requirements imposed by the IRS, we inform you that
any tax advice contained in this communication {including any attachments) was
not intended or written to be used, and cannot be used, for the purpose of (i)
avoiding penalties under the Internal Revenue Code or (il) promoting,
marketing or recommending to another party any transaction or matter addressed
herein.

The foregoing applies even if this notice is imbedded in a message that is

forwarded or attached.
hkkddhhkdk ok ok kok ok otk okk ok hk ok ok ok k kK

Wk hkkkhhkhkhbhhk b hkkhdhhdhkk ok dokkkhk

This communication, including any attachments, is confidential and may be
protected by privilege. 1If you are not the intended rec1pient, any use,
dissemination, distribution, or copying of this communication is strictly
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prohibited. If you have received this communication in error, please
immediately notify the sender by telephone or email, and permanently delete
all copies, electronic or other, you may have.

To ensure compliance with requirements imposed by the IRS, we inform you that
any tax advice contained in this comrunication (including any attachments) was
not intended or written to be used, and cannot be used, for the purpose of (i)
avoiding penalties under the Internal Revenue Code cor (ii) promoting,
marketing or recommending to another party any transaction or matter addressed
herein.

The foregoing applies even if this notice is imbedded in a message that is

forwarded or attached.
dhkhkhhhk kbbb hk bk hkhkhkddhkkhhkxhkkhkkk
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"Rick Pollard” To <ASerio@maxor.com>
<rpollard@maxor.com>

05/24/2006 02:04 PM

cC

bce

Subject email

From: Rick Pollard [mailto:rpoliard@maxor.com}
Sent: Friday, May 12, 2006 8:22 AM

To: 'greg.doe@dgs.ca.gov'; 'Ron LaSala'

Cc: Jon Wolff'

Subject: RE: Plata v. Schwarzenegger

Please clarify

Any additional information you think might be useful in my evaluation. DGS also has a
rebate agreement with Lilly for Zyprexa (__% discount off WAC with a __ % rebate).

These numbers seem to be inconsistent with the contract file provided by Mr. Doe on
4/25/2006. As an example:

ZYPREXA 7.5mg, MHA contract price is $___ per tab, Lilly contract price (provided by Mr. Doe with

the effective date of 12-18-2005) $__, Current WAC — __ % would be $___ and after rebate of would
net$__ per unit. The average price paid in the data provided for calendar year 2006 was $__ and the

last price paid on April 24" 2006 was __.

In my conversations during the site visit, it was my impression that it had been determined
that CDCR was not eligible for DGS rebate contracts.

1. Is that not true?

2. Is this an exception?

3. Where would the rebates be received and reconciled?
] am disappointed that I am finding out about this contract at this late date. The first item on my
initial data request dated 4/19/2006 was “1. A copy (preferably in PDF format) of all

manufacturer pricing contracts used by CDCR.” Please provide me a copy of this and any other
contracts available to CDCR that have not been previously provided.

Rick
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From: Jon Wolff [mailto:Jon.Wolff@doj.ca.gov]

Sent: Thursday, May 11, 2006 2:01 PM

To: rpollard@maxor.com

Cc: Greg Doe; Laurie.Giberson@dgs.ca.gov; Linda.Cabatic@dgs.ca.gov; Ron LaSala;
jschaefer@hansonbridgett.com; Pmello@hansonbridgett.com

Subject: Plata v. Schwarzenegger

Mr. Pollard-

The following are Greg Doe's responses to your questions:

1.

7.

The redacted contract with Roche Labs details market baskets and market share
requirements for specific pricing. What market share levels where realized? Discounts
are being given at the highest market level.

Were these market share levels verified by DGS? N
Is this contract related to the i Denied Chargebacks
Do not understand question.

If the maximum market share levels where not achieved, what is your opinion as to why
the initiative failed? Does not apply. DGS is being paid at the highest market level.
What actions were used to increase market share of Pegasys? None have been needed.
This appears to be the only market share based contract. Can you tell me if there are
plans to enter into more of these types of agreements? If so, are there processes in place
(i.e. enforceable treatment protocols) to maximize these contracts? Possibly, enforceable
treatment protocols will be developed specitic to the procurements.

Any additional information you think might be useful in my evaluation. DGS also has a
rebate agreement with Lilly for Zyprexa (% discount off WAC with a % rebate).

in the McKesson purchase data?

Please contact Greg with any questions. Because Greg s on jury duty this week, you may also
want to contact Ron La Sala at 916-375-4461 with any questions.

Thank you.

-jon

Jonathan L. Wolff

Supervising Deputy Attorney General
California Department of Justice
Office of the Attorney General

455 Golden Gate Avenue, Suite 11000
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San Francisco, CA 94102
Direct: 415-703-1113

Fax:  415-703-5843

Email: jon.wolff(@doj.ca.gov

CONFIDENTIALITY NOTICE: This communication with its contents may contain
confidential and/or legally privileged information. It is solely for the

use of the intended recipient(s). Unauthorized interception, review, use

or disclosure is prohibited and may violate applicable laws including

the Electronic Communications Privacy Act. If you are not the intended

recipient, please contact the sender and destroy all copies of the

communication.
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“Jim Riley” To "Angela Serio” <aserio@maxor.com>
<jriley@maxor.com> cc
05/24/2006 10:08 AM

bce

Subject Fw: Pharmacy Series Vacancy--March

----- Original Message -----

From: Sallade, Denny

To: Jim Riley

Sent: Wednesday, April 26, 2006 2:56 PM
Subject: RE: Pharmacy Series Vacancy--March
His name is Dave Salacci and he is a Registry person.

----- Original Message-—---

From: Jim Riley [mailto:jriley@maxor.com]
Sent: Wednesday, April 26, 2006 9:02 AM

To: Sallade, Denny

Subject: Re: Pharmacy Series Vacancy--March

GM Denny:

Can you help me with one follow up question? The name of the individual
who fills the pharmacist I position at San
Quentin?

Thanks,

----- Original Message ~-—--

From: Sallade. Denny

To: jriley@maxor.com

Sent: Tuesday, April 25, 2006 5:56 PM
Subject: FW: Pharmacy Series Vacancy--March

From: Lieng, Helen

Sent: Tuesday, April 25, 2006 1:50 PM
To: Sallade, Denny

Cc: Grader, Lindsay

Subject: Pharmacy Series Vacancy--March

Denny, this is the latest data we have for Pharmacy Series Vacancy. If this is not what you need,
please let me know.
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Helen Lieng

Resource Management Unil

Division of Correctional Health Care Services
Department of Corrections and Rehabilitation
Phone (016) 322-6939

Fax (916) 327-8972
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“Jim Riley" To "Angela Serio" <aserio@maxor.com>
<jriley@maxor.com> cc
05/24/2006 10:10 AM

bce

Subject Fw: Pharmacy Series Vacancy--March

From: Sallade,
To: Jim Riley
Sent: Thursday, May 04, 2006 1:39 PM
Subject: RE: Pharmacy Series Vacancy--March

There is no additional information regarding San Quentin. Apparently the situation is as was indicated in
the e-mail.
SCO does not release reports untit the 5" so we cannot provide you an update just yel.

----- QOriginal Message-----

From: Jim Riley [mailto:jriley@maxor.com]
Sent: Thursday, May 04, 2006 7:21 AM

To: Sallade, Denny

Subject: Re: Pharmacy Series Vacancy--March

GM Denny:

Have your received any follow up from Ms VanOrnum? | would also appreciate getting the most
recent (Aril 20067?) vacancy rate report for Pharmacy staff as a whole and that for just pharmacist
positions.

Thanks,
Jim

----- Qriginal Message -----

From: Sallade, Denny

To: jriley@maxor.com

Sent: Wednesday, April 26, 2006 6:52 PM
Subject: FW: Pharmacy Series Vacancy--March

goee B s holog o jush makas you mors contusad,

-----Qriginal Message-----

From: VanOrnum, Terry

Sent:; Wednesday, April 26, 2006 4:35 PM

To: Sallade, Denny

Subject: RE: Pharmacy Series Vacancy--March

| called Tracy McCrary, she is the IPO at SQ, she said it's odd that the Pharmacist Il is showing
up on the SCO report as being filled. A short history is: the position has been vacant since
12128101, they have hired Patricia Ono, a retired annuitant off and on over the years, the latest
re-hire for Patricia was in January 06 and her employment will be terminated shortly. Tracy
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noticed that Patricia was never paid so she doesn't really knows what happened there.

Dave Salacci has been employed as registry person even though they show Patricia as the
retired annuitant, | forgot to ask Tracy when did Dave Salacci start his employment. | faxed
Tracy SQ's vacancy report we had for March, so we plan to tesearch a bit more to find out what
happened. Tracy did indicate that SCO gets their information from a database, SCO can access
and obtain all department vacancies, she believes SCO picked up a wrong number. |looked on
our database as far as | could go and it shows the position as being filled. | also called Sadie
hecause she used to track the Pharmacy positions to see if she recalls anything or maybe how to
research further.

i let you know what ! find out.

Terry Van Ornum, Staff Services Analyst

The Division of Corvectional Health Care Serviees,
Resource Management Unit

Departinent of Corrections and Rehabilitations
(916} 322-8582 Fux: (916) 327-8472

Terry VanOrunmifieder.ca.gov

From: Sallade, Denny

Sent: Wednesday, April 26, 2006 2:51 PM

To: VanOrnum, Terry

Subject: FW: Pharmacy Series Vacancy--March

We provided an SCO report showing that a 1.0 Pharm Il was allocated to San Quentin
and that the position is filled. This obviously conflicts with our information regarding Mr.
Salacci. Could you see if San Quentin can provide clarification? Thanks. It could be that
someone is on Administrative Leave/Military Leave or something.

----- Original Message---—

From: Jim Riley [mailto:jriley@maxor.com]
Sent: Wednesday, April 26, 2006 2:36 PM

To: Sallade, Denny

Subject: Re: Pharmacy Series Vacancy--March

Hi Denny:

In your response to my question on the “filled” SQ Pharmacist Il position your response
was "His name is Dave Salacci and he is a Registry person.” Now [ am confused. If
Helen Lieng's list is only for state employees and does not reflect any registry personnel;
and the list shows the SQ Pharm il as filled, wouldn't it have to be filled by someone

other than Mr. Salacci? Can you help me understand this issue?
Thanks for taking the time to clarify this for me.

Jim

----- Original Message -----
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From: Sallade, Denny

To: Jim Riley
Sent: Tuesday, April 25, 2006 6:39 PM
Subject: RE: Pharmacy Series Vacancy--March

That is correct. The SCO only reports those EMPLOYEES who have been issued a
check. It does not reflect any registry personnel,

----- Original Message-~--~

From: Jim Riley [mailto:jriley@maxor.com]
Sent: Tuesday, April 25, 2006 4:31 PM

To: Sallade, Denny

Subject: Re: Pharmacy Series Vacancy--March

Thanks Denny!

Am | correct that “filled” positions are State employees and do not include
registry employees? For example, of the 86.7 pharmacist | positions allocated,
47 are filled by state employees and 39.7 are vacant and have to covered by
registry pharmacists?

Jim
- Qriginal Message ~----
From: Sallade, Denny

To: jriley@maxor.com
Sent: Tuesday, April 25, 2006 5:56 PM
Subject: FW: Pharmacy Series Vacancy--March

--—--Original Message-----

From: Lieng, Helen

Sent: Tuesday, April 25, 2006 1:50 PM
To: Sailade, Denny

Cc: Grader, Lindsay

Subject: Pharmacy Series Vacancy--March

Denny, this is the latest data we have for Pharmacy Series Vacancy. If this is
not what you need, please let me know.

Helen Lieng

Resource Management Unit

Division of Correctional Health Care Services
Department of Corrections and Rehabilitation
Phone (916) 322-6939

Fax (916) 327-8972
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State of California Department of Corrections and Rehabilitation

Memorandum

Date ¢ June 23, 20086

To  :  Erin Parker
Senior Special Agent
internal Affairs-Northern Region

subjest  RESPONSE TO MAXOR NATIONAL PHARMACY SERVICES CORPORTATION
REGARDING NARCOTICS INVENTORY AT CALIFORNIA MEDICAL FACILITY AND
CALIFORNIA STATE PRISON-SOLANO

In June 2006, Maxor Pharmacy Services Corporation submitted a report (Exhibit A)
which included the comparing of the quantity of narcotic doses dispensed by CDCR
pharmacies to the quantity of doses purchased during the calendar year (CY) 2005.

The report indicated the dispensing data was provided by the CDCR and the
purchasing data was obtained from McKesson, the CDCR drug wholesaler during CY
2005. The drugs compared included some commonly used antipsychotic medications
and narcotic controlled substances used for pain control.

Rick Pollard, Maxors Vice President of Operation Support, was contacted via
telephone. Pollard said the dispensed data provided by CDCR was from the Patient
Profile Tracking System (PPTS) reports provided by Health Care Services Division
(HCSD).

The report indicated that the expectation is drugs purchased should equal the drugs
dispensed by the pharmacy plus the amount of medication used for stock and some
very small amount of product that expires unused. Stock would be expected to
include the inventory within the pharmacy and a small amount of floor stock
medication placed in treatment areas for doses needed during emergencies and the
hours the pharmacies are closed.

Maxor indicated the highest percentages of discrepancies were at California Medical
Facility (CMF), and California State Prison-Solano (SOL) of the narcotic controlled
substances with a very high abuse potential. Roxicodone® and Oxycontin®, had a
greater than 95% gap between purchases and dispensing.

The report showed that CMF purchased a quantity of 186,000 Roxicodone 5 mg units
from McKesson Drug Company during CY 2005. Of the 186,000 units purchased the
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report indicated only 5,488 units were dispensed or 97.05% of the purchased
Roxicodone were not dispensed.

Maxor reported that at SOL, a quantity of 9,175 Oxycontin, 20mg units were
purchased from McKesson Drug Company during CY 2005 with only 280 units being
dispensed or 96.95% of the purchased Oxicontin were not dispensed.

Also included in the report regarding SOL were the quantities of Risperidone, 2 mg
and Seroque! 300 mg purchased during CY 2005. SOL purchased 41,040 units of
Risperidone dispensing only 2,738 or 93.33% were not dispensed. SOL purchased
63,120 units of Seroquel dispensing only 5,679 or 91.00% were not dispensed.

Of obvious concern were the differences in the quantities of drugs purchased to the
quantities of drugs dispensed during the review period.

On June 19-21, 2006, Special Agents Ballard, Kingston and McCoy, Office of Internal
Affairs, Northern Region conducted an emergency audit/inventory of specific
narcotics at California Medical Facility (CMF) and California State Prison-Solano
(SOL). Specifically, at CMF the accountability of the Roxicodone was reviewed and
at SOL the accountability of the Oxycontin, Risperidone and Seroquel were reviewed.

The agents conducted a physical count of the narcotics identified at each of the
institutions assuring the units inventoried were accurately reflected on the institutional
pharmacy inventory log.

Upon entrance into the pharmacy cage at CMF the inventory log reflected that they
currently possessed 6,850 units of Roxicodone 5 mg. All units were accounted for
accurately.

A review of the CY 2005 running inventory of Roxicodone 5 mg showed each
shipment being received from McKesson Drug Company. The review indicated
186,000 units were ordered by CMF and received from McKesson. The institutional
orders were compared to the shipping invoices from McKesson and accurately
reflected units ordered to units received.

During the CY 2005, the on hand inventory within the CMF pharmacy cage was at its
highest in July at 12,600 units of Roxicodone and in September the institution was at
zero units prior to receiving their shipment from McKesson.

Our review of CMF pharmacy records showed 186,000 units of Roxicodone 5 mg
were purchased and received in CY 2005. This amount is in agreement with Maxor.
The pharmacy records showed a dispensed amount of 185,783 units in 2005. The
dispense rate for 2005 is 99.88%. Maxor’s report showed a “Not Dispensed” rate of
07.05% or the dispense rate of 2.95%.
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Upon entrance into the pharmacy cage at SOL the inventory log reflected that they
currently possessed 40 units of Oxycontin 20 mg. All units were accounted for
accurately.

A review of the SOL CY 2005 running inventory of Oxycontin 20 mg. showed each
shipment being received from McKesson Drug Company and indicated 8,975 units
were received from McKesson.

Our review of SOL pharmacy records showed 9,474 units of Oxycontin 20 mg. were
dispensed from their pharmacy in 2005 which equate to a dispense rate of greater
than 100%. Maxor's reported dispensed rate 3.05% or a “Not Dispensed” rate of
96.95%.

During the CY 2005, the on hand inventory within the SOL pharmacy cage was at its
highest in September and November at 475 units and at its lowest in June and July
at 4 units prior to receiving their shipment from McKesson.

It should be noted that in April 2005 it is noted on the pharmacy log that 100 units of
the Oxycontin 20 mg. were missing. The log indicates that the Drug Enforcement
Agency (DEA) was notified.

The units of the Risperidone and Seroquel were considered atypical antipsychotic
drugs and not accounted for as were the narcotics. Two medical staff members
escorted the agents for a review of the H-Dorm med cart on Yard 2 within SOL. The
observation revealed that the Risperidone and Seroquel are maintained under a
controlled environment, locked within a pharmaceutical cart and distributed to the
patients by prescription. A scenario was presented to the two staff members in which
two bottles of Risperidone were removed covertly from the cart's working supply
drawer. They were then asked how would they be able to prove two bottles were
missing from their supply and they replied , they couldn’t.

The running inventories at CMF and SOL indicate that upon receipt of the narcotics
into the pharmacy cage the narcotics are distributed to the individual clinics, carts,
wings, hospice, dental, emergency rooms, hospice, surgery and to individual inmates
upon their parole.

A breakdown of the individual carts and a review of the Medical Activity Reports
(MAR) for the individual patients are to follow upon request.

The differences between the Internal Affairs and Maxor's findings are in the
incomplete electronic data provided to Maxor by HCSD and the manually recorded
data focated at the individual institutions.

Should you have any further questions or need any additional information please feel
free to contact any of the below listed agents at (916)-464-3758.

Bob Ballard Bryan Kingston Ernie McCoy
Special Agent Special Agent Special Agent
Internal Affairs-North Internal Affairs-North Internal Affairs-North
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Nati<na1 I’i‘mrﬁacy Services Corp.
SENT VIA EMAIL

June 27, 2006

Robert Sillen, Court-Appointed Receiver
2457 Golf Links Circle
Santa Clara, CA 95050

Dear Mr. Sillen:

Per our conversation, [ am forwarding a copy of a CDCR Internal Affairs Memorandum,
dated June 23, 2006, subject: RESPONSE TO MAXOR NATIONAL PHARMACY
SERVICES CORPORATION REGARDING NARCOTICS INVENTORY AT THE
CALIFORNIA MEDICAL FACILITY AND CALIFORNIA STATE PRISON-SOLANO.

The memorandum correctly identifies the issue of comparing the quantity of narcotic
doses dispensed by CDCR pharmacies to the quantity of doses purchased for CDCR
during CY 2005, and the findings of significant differences in “Not Dispensed” rates.
The memorandum concludes that the purchased-dispensed differences are in the
electronic data from the official CDCR Patient Profile Tracking System (PPTS) when
compared to the manually recorded data located at the individual institutions. The
disparity in the records not only creates the opportunity for diversion, but points to
serious patient safety concerns as well.

Maxor concurs with the Internal Affairs general finding. The fact that the CMF and SOL
pharmacy records are in such wide disparity with the official PPTS, particularly for
sensitive, supposedly tightly controlled narcotic medications is a matter of grave concern.
Perhaps more alarming are the disparities identified by Maxor in other more expensive
non-narcotic medications where less control and oversight exists.

The Maxor report highlighted the inadequacy of inventory controls and high potential for
shrinkage and diversion. The Internal Affairs scenario of covertly diverting two bottles
of the expensive medication, Risperidone (approximately $881 per 100-count bottle),
clearly illustrates a lack of proper inventory controls and accountability. A systemwide
assessment of unaccounted for narcotics, such as those identified as missing in the SOL
pharmacy, should be accomplished as soon as possible. Trends developed from frequent
assessments would serve as a useful tool for improving accountably and oversight.

320 S. Polk Street, Suite 100 « Amarillo, Texas 79101
(806) 324-5400 « (800) 658-6146 « Fax (806) 324-5495



APPENDIX F-2: MAXOR RESPONSE TO IN TERNAL AFFAIRS MEMORANDUM

Robert Sillen
Page Two
June 27, 2006

Based on follow-up discussions with Internal Affairs investigators, the audits did not
attempt to verify that a valid physician prescription was written for each narcotic
medication dispensed by the pharmacy and relicd on a spot audit on a single wing to
review inventory and the administration records of eight (8) patients. With the transient
nature of inmate housing and difficulty in obtaining inmate records, it would be virtually
impossible to audit the controlled substance system full-circle. While there was not a
finding of large-scale diversion, the [A audit methods were primarily designed to
consider our finding of a disparity between purchases versus dispenses and perhaps
identify diversion on a macro-scale. The current pharmacy management system and
inventory control processes are markedly antiquated and possess limited or no ability to
prevent micro-scale diversion at the prescription level.

As mentioned earlier, the greatest potential for misuse or diversion rests with non-
narcotic medication, which can be diverted at any scale, as there are virtually no
inventory controls. Individuals with access to medications, with almost no risk of being
detected, may divert unlimited medications from the CDCR stock. The value of these
lost medications could easily represent millions of dollars per year.

In summary, the findings in the IA report are consistent with Maxor’s findings. The
PPTS dispense data is inaccurate and unreliable, making diversion extremely difficult to
identify. Not all dispenses are entered into the patient profile, which raises serious
patient safety concerns, in addition to the obvious accountability issues. Maxor
appreciates the efforts of Internal Affairs to further investigate this issue and validate the
findings of our report.

Sincerely,

ko €

Jerry Hodge, R.Ph.
Chairman

Enclosure
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State of California
Secretary of State

[, BRUCE McPHERSON, Secretary of State of the State of
California, hereby certify:

That the attached transcript of __| 5 page(s) has been compared
with the record on file in this office, of which it purports to be a copy, and
that it is full, true and correct.

IN WITNESS WHEREOF, | execute this
certificate and affix the Great Seal of the
State of California this day of

APR 2 2 2006

Ve )

BRUCE McPHERSON
Secretary of Stats

Sec/State Forrn CE-107 (REV 03/31/05) &8 05, 05 94200
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ENDORSED - FILED

in the office of the Secretary of State
of the State of California

APR 2 1 2006

ARTICLES OF INCORPORATION
OF

CALIFORNIA PRISON HEALTHCARE RECEIVERSHIP CORPORATION

A California Nonprofit Public Benefit Corpcration’

FIRST: The name of the Corporation is California Prison Healthcare Receivership
Corporation (the “Corporation™).

SECOND:  This Corporation is a nonprofit public benefit corporation and is not organized for
: the private gain of any person. It is organized under the Nonprofit Public Benefit
Corporation Law for charitable purposes. In furtherance of such purposes, the
Corporation shall conduct activities aimed at lessenirg the burdens of government
by serving as the office of the Receivership established to take control of the
delivery of medical services to California state prisoners confined by. the

California Department of Corrections and Rehabilitation.

In furtherance thereof, the Corporation may receive: property by gift, devise or
bequest, invest or reinvest the same, and apply the iicome and principal thereof,
as the Board of Directors may from time to time Jetermine, either directly or
through contributions to any charitable organization or organizations, exclusively
for charitable .purposes, and engage in any lawful act or activity for which
corporations may be organized under the California Nonprofit ‘Public Benefit
Corporation Law. '

In furtherance of its corporate purposes, the Corporation shall have all the general
powers enumerated in Sections 5140 and 5141 of the California Nonprofit Public
Benefit Corporation Law, as now in effect or as may hereafter be amended,
together with the power to solicit grants and contributions for such purposes,

THIRD: The name of the Corporation’s initial agent for servize of process in the State of ‘
California is National Registered Agents, Inc.

FOURTH: The sole member of the Corporation shall be the Receiver appointed by Order of
Judge Thelton E. Henderson of the United States District Court for the Northern
District of California dated February 14, 2006, or any successor Receiver as may
be appointed by Order of the Court. The sole membet shall have the right to vote.

FIFTH: The Corporation is organized and operated exclusively for charitable purposes
within the meaning of Section 501(c)(3) of the Internz] Revenue Code of 1986, as
now in effect or as may hereafter be amended (the “Cade™).

No substantial part of the activities of the Corporation shall consist of carrying on
propaganda, or otherwise attempting to influence legislation (except as otherwise
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permitted by Section 501(h) of the Code and in any corresponding laws of the
State of California), and the Corporation shell not participate in or intervene in
any political campaign (including the publishing or distribution of statements
conceming) on behalf of (or in opposition to) eny cendidate for public office.

Notwithstanding any other provision of these Articles of Incorporation, the
Corporation shall not directly or indirectly carry on any activity which would
prevent it from obtaining exemption from Federal income taxation as a
corporation described in Section 501(c)(3) of the Code, or cause it to lose such
exempt status, or carry on any activity not perraitted to be carried on by a
corporation, contributions to which are deductible under Section 170(c)(2) of the
Code. :

SIXTH: The property of the Corporation is irrevocably dedicated to-charitable purposes
meeting the requirements for exemption under Section 214 of the California
Revenue and Taxation Code. No part of the net income or assets of the
Corporation shall inure to the benefit of, or be distributable to, any director, or
officer thereof, or any other private person, except. that the Corporation shall be
authorized and empowered to pay reasonable compensation for services rendered
to or for the Corporation and to make payments and distributions in furtherance of
the purposes set forth in Article SECOND hereof.

In the event of dissolution of the Corporation, all of the remaining assets and
property of the Corporation, after paying or making provision for the payment of
all liabilities and obligations of the Corporation and for necessary expenses
thereof, shall be distributed to one or more organizitions which are organized and
operated exclusively for charitable purposes and wiich meet the requirements for

- exemption under Section 214 of the California Revenue and Taxation Code and
. that shell at the time qualify as exempt under Section 501(c)(3) of the Code and
Section 23701d of the California Revenue and Taxation Code or to the Treasury
of the State of California, to be used exclusively for charitable purposes, as the
Board of Directors shall determine. In no event shall any of such assets or

_property be distributed to any director or officer, or to any private individual.
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For purposes of forming the Corporation under the laws of the State of California, the
undersigned, constituting the incorporator, has executed these Articles of ‘Incorporation- as of

April 21, 2006.
e [ —
_W:Aex
Jedbic Minier '

Sole Incorporator

1-WA/2554654.1
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Bylaws
of
California Prison Healthcare Receivership Corporation

A California Nonprofit Public Benefit Corporation

ARTICLE 1
OFFICES

Section 1. Principal Office. The principal office of the California Prison Healthcare
Receivership Corporation (the “Corporation™) shall be located within or without the State of
California, at such place as the Board of Directors shall from time to time determine. The Board
is granted full power and authority to change the principal office from one location to another.

The Corporation may establish or maintain additional offices at such other places as the Board of
Directors may determine.

ARTICLE 11
MEMBERSHIP

Section 1. Members. The sole member of the Corporation shall be the Receiver
appointed by Order of Judge Thelton E. Henderson of the United States District Court for the
Northern District of California dated February 14, 2006, or any successor Receiver as may be
appointed by Order of the Court.

Section 2. Liability. The sole member of the Corporation shall not be liable for the
debits, liabilities or obligations of the Corporation.

Section 3. Action without a Meeting. Any action required or permitted to be taken by

the sole member may be taken without a meeting if the sole member consents in writing to such
action.

ARTICLE III
BOARD OF DIRECTORS

Section 1. Power of Board. Subject to any limitations in the Articles of
Incorporation or these Bylaws, the activities and affairs of the Corporation shall be conducted
and all corporate powers shall be exercised by or under the direction of the Board of Directors.
The Board may delegate the management of the activities of the Corporation to any person or
persons, management company, or committee or committees however composed, provided that
the activities and affairs of the Corporation shall be managed and all corporate powers shall be
exercised under the ultimate direction of the Board.




Section 2. Number of Directors. The number of directors of the Corporation shall be
no less than three (3) and no more than nine (9), with the exact number of directors to be fixed
from time to time, within such limits, by approval of the Board. The authorized number of
directors of the Corporation, whether fixed or subject to a minimum and maximum number of
directors, may be changed by an amendment to these Bylaws which is approved by the Board.

Section 3. Election and Term of Office. Directors shall be appointed by the sole
member. Each director, including a director appointed to fill a vacancy, shall hold office for a
term of one year or until his or her successor is appointed and qualified.

Section 4. Resignation. Any director may resign effective upon giving written notice
to the Chair of the Board, the President, the Secretary, or the Board of Directors, unless the
notice specifies a later time for the effectiveness of such resignation; provided, however, that no
director may resign except upon notice to the Office of the Attorney General of the State of
California (hereafter the "Attorney General") where the Corporation would then be left without
any duly elected director or directors in charge of its affairs. If the resignation is effective at a
future time, a successor may be elected to take office when the resignation becomes effective.

Section 5. Removal. The sole member may remove any director at any time, with or
without cause.

Section 6. Vacancies. A vacancy in the Board shall be deemed to exist on the
occurrence of the death, resignation or removal of any director, or if the authorized number of
directors is increased. Such vacancy may be filled by the sole member. Each director so
appointed shall hold office until the expiration of the term of the replaced director and until his
or her successor has been elected and qualified. No reduction of the authorized number of

directors shall have the effect of removing any director prior to the expiration of that director’s
term of office.

Section 7. Place of Meetings. Meetings of the Board of Directors may be held at any
place within or without the State of California which has been designated in the notice of the

meeting or, if not stated in the notice or there is no notice, as designated by resolution of the
Board.

Section 8. Annual Meetings. The Board of Directors shall hold an annual meeting
for the purpose of appointing officers, and all other business as may properly come before the

Board. Annual meetings shall be called by the President or any two directors, and shall be
noticed in accordance with Section 11 of this article.

Section 9. Regular Meetings. Regular meetings of the Board of Directors may be

called by the President or any two directors, and shall be noticed in accordance with Section 11
of this article.

Section 10.  Special Meetings. Special meetings of the Board of Directors for any
purpose or purposes may be called at any time by the sole member, the President or any two
directors, and shall be noticed in accordance with Section 11 of this article.




Section 11.  Notice. Notice of the annual meeting and any regular or special meetings
of the Board of Directors shall be given to each director at least four days before any such
meeting if given by first-class mail or 48 hours before any such meeting if given personally or by
telephone (including a voice messaging system), facsimile transmission, or electronic mail, and

shall state the date, place, and time of the meeting. A notice need not specify the purpose of any
meeting of the Board.

Section 12.  Waiver of Notice. The transactions of any meeting of the Board of
Directors, however called and noticed or wherever held, shall be valid as though taken at a
meeting duly held after regular call and notice if a quorum is present, and if, either before or after
the meeting, each of the directors not present signs a written waiver of notice, a consent to
holding the meeting, or an approval of the minutes. The waiver of notice or consent need not
specify the purpose of the meeting. All waivers, consents and approvals shall be filed with the
corporate records or madc a part of the minutes of the meeting. Notice of a meeting shall also be
deemed given to any director who attends the meeting without protesting the lack of adequate
notice before the meeting or at its commencement.

Section 13.  Quorum and Action of the Board. A majority of directors authorized in
Article III, Section 2 of these Bylaws constitutes a quorum of the Board for the transaction of
business, except for purposes of adjournment as provided in Article III, Section 15 of these
Bylaws. Unless a greater number is required by law, the Articles of Incorporation or these
Bylaws, every action taken or decision made by a majority of the directors present at a meeting
duly held at which a quorum is present is the act of the Board; provided, however, that a meeting
at which a quorum is initially present may continue to transact business notwithstanding the

withdrawal of directors, if any action taken is approved by at least a majority of the required
quorum for such meeting.

Section 14.  Participation in Meetings by Conference Telephone. Members of the
Board of Directors may participate in a meeting through the use of conference telephone,
electronic video screen communication, or other communications equipment if all of the
following apply: (1) each member participating in the meeting can communicate with all of the
other members concurrently, (2) each member is provided the means of participating in all
matters before the Board, including the capacity to propose or to interpose an objection to a
specific action to be taken by the Corporation, and (3) the Corporation adopts and implements
some means of verifying both that (i) a person communicating by telephone, electronic video
screen, or other communications equipment is a director entitled to participate in the Board
meeting, and (ii) all statements, questions, actions, or votes were made by that director and not
by another person not permitted to participate as a director. Participation in a meeting pursuant
to this Section 14 constitutes presence in person at such meeting.

Section 15.  Adjournment. A majority of the directors present, whether or not a
quorum is present, may adjourn any meeting to another time and place. If the meeting is
adjourned for more than 24 hours, notice of any adjournment to another time or place shall be

given prior to the time of the adjourned meeting to the directors who were not present at the time
of the adjournment.



Section 16.  Action Without Meeting. Any action required or permitted to be taken by
the Board of Directors may be taken without a meeting, if all members of the Board shall
individually or collectively consent in writing to such action; provided, however, that the
preceding provision shall not include the consent of any director who has a material financial
interest in a transaction to which the Corporation is a party and who is an "interested director" as
defined in Section 5233 of the California Nonprofit Public Benefit Corporation Law. Such
written consent or consents shall be filed with the minutes of the proceedings of the Board and
shall have the same force and effect as the unanimous vote of such directors.

ARTICLE IV

COMMITTEES

Section 1. Board Committees. The Board of Directors may, by resolution adopted by
a majority of the number of directors then in office, provided a quorum is present, create one or
more committees, each consisting of two or more directors, to serve at the pleasure of the Board.
Appointments to such committees shall be by a majority vote of the directors then in office.
Board Committees may be given all the authority of the Board, except with respect to:

(a) The approval of any action for which approval is required of the members
or a majority of all members by the California Nonprofit Public Benefit
Corporation Law;

(b) The filling of vacancies on the Board or in any Board committee;

(© The fixing of compensation of the directors for serving on the Board or in
any Board Committee;

(d) The amendment or repeal of the Articles of Incorporation of the
Corporation;

(e) The amendment or repeal of these Bylaws or the adoption of new Bylaws;

(f) The amendment or repeal of any resolution of the Board which by its
express terms is not so amendable or repealable;

(2) The creation of Board Committees or the appointment of members
thereof;

(h) The expenditure of corporate funds to support a nominee for director after
there are more people nominated for director than can be elected;

(1) The approval of any self-dealing transaction, as defined in Section 5233(a)
of the California Nonprofit Public Benefit Corporation Law;

G The removal of any director without cause; or



(k) The approval of any merger, reorganization, voluntary dissolution, or
disposition of substantially all of the assets of the Corporation.

Section 2. Advisory Committees. The Board of Directors may establish one or more
Advisory Committees to the Board. The members of any Advisory Committee may consist of
directors or non-directors and may be appointed as the Board determines.

Section 3. Meetings and Actions of Committees.

(a) Board Committees. Meetings and actions of Board Committees shall be
governed by the provisions of Article III applicable to meetings and actions of the Board, with
such changes in the content of these Bylaws as are necessary to substitute the Board Committee
and its members for the Board of Directors and its members. Board Committees shall have such
authority to act on behalf of the Board as is delegated to them by the resolution, duly adopted, of
the Board. Minutes shall be kept of each meeting of any Board Committee and shall be filed
with the corporate records.

(b) Advisory Committees. Advisory Committees shall determine their own
meeting rules and whether minutes shall be kept. Advisory Committees shall not have the
authority to act on behalf of the Board.

The Board of Directors may adopt rules for the governance of any Board or Advisory
Committee not inconsistent with the provisions of these Bylaws.

ARTICLE Y

OFFICERS

Section 1. Officers. The officers of the Corporation shall be a President, a Secretary,
and a Chief Financial Officer, and may include a Chair of the Board. The Corporation also may
have, at the discretion of the Board, one or more Vice Presidents, one or more Assistant
Secretaries, one or more Assistant Chief Financial Officers, and such other officers as may be
elected or appointed in accordance with the provisions of Section 3 of this Article. Any number
of offices may be held by the same person except that neither the Secretary nor the Chief
Financial Officer may serve concurrently as President or Chair of the Board.

Section 2. Election. The officers of the Corporation (except such officers as may be
elected or appointed in accordance with the provisions of Section 3 or 5 of this Article), shall be
chosen annually by, and shall serve at the pleasure of the Board, and shall hold their respective
offices until their resignation, removal, or other disqualification from service and until their
respective successors are elected and qualify.

Section 3. Subordinate Officers. The Board may elect, and may empower the
President to appoint such other officers as the business of the Corporation may require, each of
whom shall hold office for such period, have such authority, and perform such duties as are
provided in these Bylaws or as the Board from time to time may determine.




Section 4. Removal and Resignation. Any officer may be removed with or without
cause by the Board of Directors at any time or, in the case of an officer not chosen by the Board,
by any officer upon whom such power of removal may be conferred by the Board. Any such

removal shall be without prejudice to the rights, if any, of the officer under any contract of
employment.

Any officer may resign at any time by giving written notice to the Corporation without
prejudice to the rights, if any, of the Corporation under any contract to which the officer is a

party. Any such resignation shall take effect at the date of the receipt of such notice or at any
later time specified therein.

Section 5. Vacancies. A vacancy in any office because of death, resignation,
removal, disqualification, or any other cause shall be filled in the manner prescribed in these

Bylaws for regular election or appointment to such office, provided that such vacancies shall be
filled as they occur and not on an annual basis.

Section 6. Chair of the Board. The Chair of the Board, if any, shall preside at all
meetings of the Board of Directors and exercise and perform such other powers and duties as
may be assigned from time to time by the Board.

Section 7. President. Subject to such powers as may be given by the Board to the
Chair of the Board, if any, the President is the general manager and chief executive officer of the
Corporation and, subject to the control of the Board of Directors, shall be responsible for the
general supervision, direction, and control of the business and officers of the Corporation. In the
absence of the Chair of the Board, or if there is none, the President shall preside at all meetings
of the Board. The President has the general powers and duties of management usually vested in

the office of president and general manager of a corporation and such other powers and duties as
may be prescribed by the Board.

Section 8. Vice President(s). In the absence or disability of the President, the Vice
President(s), if any are appointed, in order of their rank as fixed by the Board of Directors or, if
not ranked, the Vice President designated by the Board, shall perform all the duties of the
President and, when so acting, shall have all the powers of, and be subject to all the restrictions
upon, the President. The Vice President(s) shall have such other powers and perform such other
dutics as from time to time may be prescribed for them respectively by the Board.

Section 9. Secretary. The Secretary shall keep or cause to be kept, at the principal
office of the Corporation or such other place as the Board of Directors may order, a book of
minutes of all meetings of the Board and its committees. The minutes shall include the time and
place of meetings, whether regular or special, and if special, how authorized, the notice thereof
given, the names of those present at Board and committee meetings, and the proceedings thereof.
The Secretary shall keep, or cause to be kept, at the principal office of the Corporation in the

State of California the original or a copy of the Corporation's Articles of Incorporation and
Bylaws, as amended to date.

The Secretary shall give, or cause to be given, notice of all meetings of the Board and its
committees required by law or by these Bylaws to be given, shall keep the seal of the



Corporation in safe custody, and shall have such other powers and perform such other duties as
may be prescribed by the Board.

Section 10.  Chief Financial Officer. The Chief Financial Officer shall also be known
as the Treasurer. He or she shall keep and maintain, or cause to be kept and maintained,
adequate and correct books and accounts of the properties and business transactions of the

Corporation. The books of account shall be open at all reasonable times to inspection by any
director.

The Chief Financial Officer shall deposit, or cause to be deposited, all money and other
valuables in the name and to the credit of the Corporation with such depositaries as may be
designated by the Board. The Chief Financial Officer shall disburse the funds of the Corporation
as may be ordered by the Board, shall render to the President and the directors, whenever
requested, an account of all transactions as Treasurer and of the financial condition of the

Corporation, and shall have such other powers and perform such other duties as may be
prescribed by the Board.

ARTICLE VI

PROHIBITED TRANSACTIONS

Section 1. Loans. The Corporation shall not make any loan of money or property to,
or guarantee the obligation of, any director or officer; provided, however, that this Corporation
may advance money to a director or officer of this Corporation or any subsidiary for expenses
reasonably anticipated to be incurred in the performance of the duties of such officer or director

so long as such individual would be entitled to be reimbursed for such expenses absent that
advance.

Section 2. Self-Dealing Transactions. Except as provided in Section 3 of this Article,
the Board of Directors shall not approve or permit the Corporation to engage in any self-dealing
transactions. A self-dealing transaction is a transaction to which this Corporation is a party and
in which one or more of its directors has a material financial interest, unless the transaction
comes within Section 5233(b) of the California Nonprofit Public Benefit Corporation Law.

Section 3. Approval. This Corporation may engage in a self-dealing transaction if
the transaction is approved by a court or by the Attorney General. This Corporation may also
engage in a self-dealing transaction if the Board determines, before the transaction, that (1) this
Corporation is entering into the transaction for its own benefit; (2) the transaction is fair and
reasonable to this Corporation at the time; (3) prior to consummating the transaction or any part
thereof, the Board authorizes or approves the transaction in good faith by a vote of a majority of
the directors then in office without counting the vote of the interested director or director, and
with knowledge of the material facts concerning the transaction and the director’s interest in the
transaction; and (4) prior to authorizing or approving the transaction and after reasonable
investigation under the circumstances, the Board determines that it could not have obtained a
more advantageous arrangement with reasonable effort under the circumstances.



ARTICLE VII

INDEMNIFICATION, INSURANCE AND DIRECTOR LIABILITY

Section 1. Right of Indemnity. In addition to the mandatory indemnification of
agents provided in Section 5238(d) of the California Nonprofit Public Benefit Corporation Law,
this Corporation shall indemnify and advance expenses to its indemnitees, in connection with
any proceeding, and in accordance with Section 5238, to the fullest extent allowed by Section
5238 of the California Nonprofit Public Benefit Corporation Law. For purposes of this Article,
"indemnitee" shall mean any current director, officer, or employee of this Corporation; "agent"
shall have the same meaning as in Section 5238(a), including directors, officers, employees,
other agents, and persons formerly occupying such positions; "proceeding” shall have the same
meaning as in Section 5238(a), including any threatened action or investigation under Section
5233 or brought by the Attorney General; and "expenses" shall have the same meaning as in
Section 5238(a), including reasonable attorneys’ fees.

Section 2. Approval of Indemnity. On written request to the Board of Directors in
each specific case by any agent seeking indemnification, to the extent that the agent has been
successful on the merits, the Board shall promptly authorize indemnification in accordance with
Section 5238(b) of the California Nonprofit Public Benefit Corporation Law. Otherwise, the
Board shall promptly determine, by a majority vote of a quorum consisting of directors who are
not parties to the proceeding, whether, in the specific case, the indemnitee has met the applicable
standard of conduct stated in Section 5238(b) or Section 5238(c), and, if so, shall authorize
indemnification in accordance with Section 5238(e).

Section 3. Advancing Expenses. To the fullest extent allowed by Section 5238 of the
California Nonprofit Public Benefit Corporation Law, and except as otherwise determined by the
Board of Directors in specific instances, the Board shall authorize the advance of expenses
incurred by or on behalf of an indemnitee of this Corporation in defending any proceeding prior
to final disposition, if the Board finds that:

(a) the requested advances are reasonable in amount under the circumstances;
and

(b) before any advance is made, the indemnitee will submit a written
undertaking satisfactory to the Board to repay the advance unless it is ultimately determined that
the indemnitee is entitled to indemnification for the expenses under this Article.

Unless the Board finds compelling reasons to do otherwise, the undertaking shall be
unsecured, and no interest shall be charged on the obligation created thereby.

Section 4. Insurance. The Board of Directors may adopt a resolution authorizing the
purchase of insurance on behalf of any agent against any liability asserted against or incurred by
the agent in such capacity or arising out of the agent’s status as such, and such insurance may

provide for coverage against liabilities beyond this Corporation’s power to indemnity the agent
under law.



ARTICLE VIII
MISCELLANEOUS

Section 1. Fiscal Year. The fiscal year of the Corporation shall be the calendar year
or such other period as may be fixed by the Board of Directors.

Section 2. Corporate Seal. The corporate seal shall be circular in form, shall have the
name of the Corporation inscribed thereon and shall contain the words "Corporate Seal" and
"California” and the year the Corporation was formed in the center, or shall be in such form as
may be approved from time to time by the Board of Directors.

Section 3. Checks, Notes and Contracts. The Board of Directors shall determine who
shall be authorized from time to time on the Corporation's behalf to sign checks, drafts, or other
orders for payment of money; to sign acceptances, notes, or other evidences of indebtedness; to
enter into contracts; or to execute and deliver other documents and instruments.

Section 4. Amendment of Bylaws. The Bylaws of the Corporation may be adopted,
amended or repealed in whole or in part by majority vote of the directors then in office.

Section 5. Governing Law. In all matters not specified in these Bylaws, or in the
event these Bylaws shall not comply with applicable law, the California Nonprofit Public Benefit
Corporation Law as then in effect shall apply.




OFFICER’S CERTIFICATE

I, Lori Estrada-Kirn, the Secretary of California Prison Healthcare Receivership
Corporation, formed and existing under the laws of the State of California, do hereby certify that
the foregoing is a true and complete copy of the Bylaws of this nonprofit public benefit
corporation as submitted and read to, and adopted by, the Board of Directors on April 26, 2006.

IN WITNESS WHEREOF, I have hereunder subscribed my name on this 26 day of April,

2006.
* 7
%f ///’ﬁw (Zéh/\
LORI ESTRADA-KIRN
Secretary
1-WA/2554655.1
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Office of the California Prison Receivership

Letter from the Receiver, Vol. I, Number 1.
17 April 2006

Greetings to all on day one of the Federal Court mandated Receivership of the California Department
of Corrections and Rehabilitation (CDCR) prison medical care system. This communication serves as
the first in an ongoing series to all CDCR staff to inform you of key visions, plans and activities of the
Receivership and the CDCR Health Services Division. It is important that you keep abreast of our
activities, help inform them and provide input -- critical or supportive -- in order that all of us,
together, will improve the medical care our patients receive. All activities of the Receivership have
one bottom line in mind: To create a system where custody and health care staff together guarantee
that access to care and quality of medical services in California prisons meet constitutional
standards.

The challenge is immense, the opportunity unique and failure is not an option. The factors leading to
the creation of the Receivership have been in play for decades and although the turn-around will not be
completed overnight, actions toward that end will be swift to address the most critical issues and
shortcomings.

While we are “fighting fires” to rid our system of the most egregious abuses we will, at the same time,
engage in a methodical and organized approach to institute changes in the State prisons that will
establish California as a national leader in quality medical systems of which all CDCR employees can
be proud.

I understand fully that the local clinical environment is where the most important interactions occur. [
assure you [ will focus my efforts in this area and, workmg with you and the Court, will take the steps
necessary to make the changes needed.

One of my key challenges and responsibilities is to provide the resources necessary to make positive
change. Inhumane working conditions lend themselves to unacceptable behaviors. Shamefully
inadequate health care salaries create recruitment and retention barriers to high quality care. My
commitment is to work with custody and health care personnel together to, at a minimum, provide
adequate clinical space, supplies, equipment, staff, training, education and support. My expectation is
that you are competent, caring, compassionate and willing to participate in positive change. Nothing
less is acceptable.

There is exhaustive documentation of horrid working conditions, substandard care, preventable patient
morbidity and mortality, significant staff indifference and incompetence and a broken system which is
unethical, immoral and illegal. No more evidence is required. Documentation of the State’s inability
and/or unwillingness to take effective action is, in fact, the reason the Court has removed the prison
medical system from State control. We will now proceed to make the changes necessary to guarantee
our patients their right to constitutionally adequate medical care. We start today.

I look forward to working with you.
Sincerely,

G T

Robert Sillen, Receiver



Upcoming letter topics:

e The Receivership — What is it? Who is the Receiver and what is he doing here? Why did
he come?

e The vision — What, how, when?

e Priorities — Everything can’t be done at once. Why not? Where is the emphasis and what
will happen?

e Systemic change — How? Who will be involved?

e Where do I get meaningful information? How do I communicate with HSD Central Office?
The Receiver? Will anybody ever answer me?

e The whole patient. Coordination and integration of other efforts (e.g., mental health,
dental).

Distribution:

Honorable Thelton E. Henderson
Honorable Govemor, State of California
Honorable Members, California Legislature
All Cabinet Secretaries

All State Department Heads

All Employees, CDCR

All Bargaining Units

Inspector General

All State Constitutional Officers
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Office of the California Prison Receivership

Letter from the Receiver, Vol. I, Number 2
5 May 2006

I would like to thank everyone in the Department of Corrections and Rehabilitation, State
Administration and organized labor for the warm welcome they have provided to me in the early
days of this endeavor to reform medical care delivery in the state’s prison system.

In particular, the Warden and staff of San Quentin were most generous when I toured the facility
on my second day on the job, April 18. There, [ had the opportunity to see for myself what I had
only read about in court documents. It was appalling. I instantly was struck by the dismal
physical conditions, overcrowding, disorganization, neglect of the basic equipment and supplies
needed for medical care delivery, lack of space and staff, and a host of other problems that add
up to bad outcomes for patients.

A few highlights stuck with me. Nurses in the Urgent Care Drop-In Center (TTA), told me they
had been waiting four months for a bulk order of 4x4 gauze bandages, with no explanation given
them as to why they had not arrived. Outrageous. Upon my instruction, those bandages were
delivered the following week. In the X-ray department, staff continues to work with outdated
equipment two years after a new X-ray machine was delivered. It remains boxed up on site.
Unacceptable. That situation will change, too. Perhaps the most alarming of all was the “clinic”
located at the back of a gymnasium where 330 inmates crowd together in bunk after bunk of
overflow housing. Those conditions are degrading and unsanitary for both inmate patients,
health care professionals and custody staff. They must improve.

It wasn’t all bad news, however. [ was pleasantly surprised by the good morale and bearing of
staff — both health care and custody — who work under these horrid conditions. They were
gracious, dedicated and yearning for the chance to do their jobs right. That’s just what they’re
going to get.

The California Prison Receivership is going to put San Quentin under a microscope.
Together, the Receiver’s staff and the on-site medical and custody personnel will fix urgent on-
the-ground problems — such as the lack of timely delivery and installation of equipment and
supplies, the cleanliness of clinical space and the archaic state of medical records and data
collection. We also will address the systemic problems such as staffing and space shortages that
are slowing the pace of improvements taking place there. As well, the relationships between
custody and health care staff will be studied and problems fixed. Neither group can do their jobs
in a professional manner without high quality interactions.

Why San Quentin? Quite simply, it is the oldest, most decrepit and most notorious prison in
California. As such, it is a perfect laboratory for reform. What we learn there about how to
proceed will inform our efforts in every other prison going forward. Surely, each institution has
its own unique features but at the root of this health care crisis are systemic problems in need of
repair. We will start at San Quentin as we simultaneously continue to deal with systemic issues
such as pharmacy and clinical service contracts.



Stay tuned for progress reports. We plan to start this month by canvassing health care and
custody staff about their suggested solutions to the obstacles they confront in delivering
constitutionally adequate care. We will then gather a team together in June to prioritize areas and
functions for repair, and get started making a difference. I expect that everyone engaged in
medical care delivery -- both health care and custody personnel -- in each institution as well as at
Headquarters will assume responsibility and accountability for their role in improving the system.

Please remember, all activities of the Receivership have one bottom line in mind: To create a
system where custody and health care staff together guarantee that access to care and quality
of medical services in California prisons meet constitutional standards.

I look forward to working with you to achieve that goal.

Sinceret y,

%w/j//

Robert Sillen
Receiver

Distribution:

Honorable Thelton E. Henderson
Honorable Governor, State of California
Honorable Members, California Legislature
All Cabinet Secretaries

All State Department Heads

All Employees, CDCR

All Bargaining Units

Inspector General

All State Constitutional Officers
Legislative Analyst's Office
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JOHN HAGAR - Court Appointed Correctional Expert
Marciano Plata et a. v. Arnold Schwartzenegger et al., C-01-01351 T.E.H.
I ' R Federal District Courthouse
Law Library 18" Floor.
450 Golden Gate Avenue
San fFrancisco, CA 84102

March 26, 2006
BY E-MAIL (PDF)
MOLLY E. ARNOLD
Chief Counsel, Department of Finance
State Capitol, Room 1145
Sacramento, CA 95814

Re: Funding CDCR Activities Required by the Receiver

Dear Ms. Arnold:

Thank you for arranging the meeting last Friday, and providing the attached proposals.
We understand the State’s concern: how to proceed forward in full compliance with Judge
Henderson’s orders and to provide funding for the Receiver, as much as possible, in compliance
with California law.

It may be helpful to set forth some of the general concerns I expressed at the 10:00 a.m.
and 1:00 p.m. meetings last Friday.

1. An adequate long-term plan for prison health care funding must place the health care
budget under the control of the Receiver. Thus, Proposal 1, to the degree that it allocates health
care funding to the CDCR Secretary, is not acceptable.

2. An adequate plan for prison health care funding must not require the Receiver to go to
the Court, and the Court to go to the Legislature, each and every time the Receiver requires
supplemental funds to implement a necessary correction to the health services provided in
California prisons. A requirement for repeated requests, and the delays inherent therein, will
defeat the very purpose of the Receivership.

In saying this, I do not mean to imply that certain major, long-term funding requests
cannot be presented to the Legislative. However, a system must be in place to circumvent this
process whenever the Receiver perceives it to be necessary. The record in this case is not in
dispute, the cumbersome and untimely Budget Change Proposal request process, for whatever
reason, has not adequately responded to the CDCR health care crisis.

3. An adequate program for prison health care funding must not involve a process that
calls for a reduction to other elements of the CDCR budget whenever the Receiver requests
supplemental funding for CDCR health care services.

Given these general concerns, I left last Friday’s meetings with the understanding that the
State will proceed as follows:



A. A proposal will be prepared, beginning in FY 06/07, to segregate the CDCR health
care budget and place it under the Receiver’s control. In that regard, Jim Tilton will begin to
identify all health care, custody, and support staff involved with providing CDCR health care
SCIvices.

We agreed that an initial cut will require periodic review and correction (I believe the
term “calibration” was used at the meeting). Therefore, a process must be established between
the Department of Finance and the Office of the Receiver concerning how to effectuate these
periodic corrections.

B. A proposal will be prepared that establishes a pool of funds to meet the directives of
the Receiver in the event that funding is necessary above that already allocated.

C. A proposal will be prepared concerning recommendations, by the State, for an order
and levy against the State’s General Fund in the event that proposals A and B do not provide the
necessary funding for the Receiver’s nceds.

These proposals will be presented by April 10, 2006.

In addition, you will meet and confer with other State agencies to determine whether
other orders are needed to supplement the Order of February 14, 2006 (to provide specific
guidance to State employees concerning how to comply with the Receiver’s directives). We look
forward to reviewing those proposals also. Again, I understand I will receive suggested
supplemental orders by April 10, 2006.

In the interim, if question arise or if an additional meeting is needed, do not hesitate to

contact me at (415) 341-6569.
Sou/my |
AN A

7

J 0}4 Hagar

cc. The Honorable Thelton Henderson (with attachment)
Robert Sillen (with attachment)
Andrea Lynn Hoch (with attachment)



Proposals to Address Funding of
Department of Corrections and Rehabilitations Activities
Required by the Receiver and Receivership Activities

1. Beginning in FY 06/07, segregate the CDCR Health Care budget and
place it within the Receiver’s control.

Legal parameters: The Constitution prohibits the appropriation of funds
for the purpose or benefit of any institution not under the exclusive
management and control of the State. California Constitution, article XVI,
section 3. The constitutionally permissible path to achieve this objective
would be to obtain a separate health care appropriation to CDCR with
legislative authorization to expend the appropriation in response to
directives of the Receiver, including payments in support of the
Receiver's office, and legislative waiver of specific state processes (to be
determined).

Practical concerns: Coleman (mental health), Farrell (juvenile health),
Perez (dental) etc. will require expenditures from this budget.

2. Seek a specific appropriation to CDCR in the FY 06/07 budget for the
purpose of responding to directives of the Plata Receiver, with the
authorization and waiver described above.

Amount needs to be determined, and supported in order to obtain
legislative approval of the appropriation. May 1 is the deadline for
presentation of proposed budget changes to the Legislature.

3. Seek an augmentation of Line item 9840 in the FY 06/07 budget to create
a pool of funds for the specific purpose of augmenting the CDCR
appropriation in order to meet the directives of the Plata Receiver, with the
authorization and waiver described above.

Amount needs to be determined. The Line ltem 9840 process requires
periodic notifications to the Legislature re: the use of the line item to
augment the CDCR'’s budget. This process may prove to be more
palatable to the Legislature, as it retains legislative control over the
augmentation of CDCR’s budget.

4. Periodic orders and subsequent levies against the State’s General Fund.

The Controlier's Office has advised us they will honor a writ of execution
against the General Fund.

' The Controller's Office bases it's authority to honor Federal court writs
on the Supremacy Clause of the U.S. Constitution. 9.30,



State law requires the levy against an existing appropriation rather than
the Genera! Fund to the extent an existing appropriation is available to
pay the Federal court order. See Budget Bill Control Section
9.30(Chapters 38 and 39, Statutes of 2005, Section 9.30).

This process requires a writ of execution of an amount certain by the
Court. It is unclear how effective this process would be in obtaining
additional funds for CDCR Health Care operations, and whether this
would require payment to an entity outside of the State government to
perform the duties ordered by the court.
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April 10, 2006

Mr. John Hagar

Court Appointed Correctional Expert
Federal District Courthouse

Law Library 18" Floor

450 Golden Gate Avenue

San Francisco, CA 94102

Dear Mr. Hagar:
Funding CDCR Activities Required by the Receiver

In response to your letter dated March 26, 20086, enclosed is a draft budget item that the
Department of Finance (Finance) proposes to present to the California Legislature for
consideration. Finance will request the Legislature to adopt this budget item within the fiscal
year 2006-07 Budget Act. The doliar amounts reflected in the enclosed draft are expected to
change before this budget item is submitted to the Legislature. The total item amount and the
schedule amounts are in the final development process taking place between Finance, the
California Department of Corrections and Rehabilitation (CDCR), and the Governor’s Office.

This proposed budget item segregates the health care component of the CDCR budget from the
remainder of the CDCR budget. 1t provides for use of budgeted funds in response to the
Receiver’s direction. in addition, it establishes a pool of funds available to augment the budget
item in response to the Receiver's direction. We believe that it meets the concerns expressed
in your letter.

We have discussed this draft budget item with individual legislators and with legislative staff,
and have attempted to address their expressed concerns in this draft. However, as you are
aware, this proposal will have to be adopted by the Legislature as part of the Budget Act before
it is effective.

In response to your request that we provide recommendations for an order and levy against the
state’s General Fund in the event funds budgeted to the CDCR health care program are
insufficient to meet the Receiver’'s needs, | have spoken with both the State Controller’s Chief
Counsel, Rick Chivaro and the State Treasurer's Chief Counsel, Mark Paxon. The State
Controller and the State Treasurer are the state officers that perform the duties that must take
place in response to any writ of execution for the levy of funds from the state’s bank accounts.

Both Mr. Chivaro and Mr. Paxon expressed the willingness of their respective clients to honor a
writ of execution for the levy of an identified amount of state funds that is issued by the Court.
They both asked that | convey their willingness to discuss the levy process with you further. For



Mr. John Hagar
April 10, 2006
Page 2

your information | have provided you with a copy of the un-codified state statute that pertains to
the levy process (Section 9.30 of Chapter 38 of Statutes of 2005).

We look forward to working with the Receiver, and to assisting him in performing his duties in
relation to the CDCR health care system.

Sincerely,

(NEEA. 7

MOLLY E. ARNOLD
Chief Counsel

Attachment

cc. Andrea Lynn Hoch, Legal Affairs Secretary, Governor's Office
Rick Chivaro, Chief Counsel, State Controller's Office
Mark Paxon, Chief Counsel, State Treasurer’'s Office
Jon Wolff, Deputy Attorney General, Attorney General's Office



DRAFT BUDGET BILL LANGUAGE
{(Amounts are for display purposes only)

New ltem:

5225-002-0001—For support of the Department of Corrections and

RENADIATION. ... oo eeeeeeereeamreeesree s ssrae e mesaeeeaaseaaeseaeeeemeaaaneeeanas 1,270,000,000
Schedule:

(1) 10-Corrections and Rehabilitation
Administration........ooooveiiiie 20,000,000
(2) 25.01-Adult Corrections and Rehabilitation
OperationNS....cccooviiiiiiii s 40,000,000
(3) 25.02-Adult Corrections and Rehabilitation
Operations-Distributed.................... -40,000,000
(4) 50-Correctional Health Care Services...... 1,000,000,000
{5)97- Unalfocated.....................ocoiiiin. 250,000,000
Provisions:

1. On February 14, 2006, the U.S. District Court in the case of Plata v. Schwarzenegger ( No.,
C01-1351 THE) suspended the exercise by the Secretary of the California Department of
Corrections and Rehabilitation of all powers related to the administration, control, management,
operation, and financing of the California prison medicat health care system. The court ordered
that all such powers vested in the Secretary of the California Department of Corrections and
Rehabilitation were to be performed by a Receiver appointed by the Court, commencing April 17,
2006, until further order of the Court. The Director of the Division of Health Care Services is to
administer this item to the extent directed by the Receiver.

2. Notwithstanding any other provision of law, the Director of Finance may authorize the
augmentation of the amount available for expenditure in any schedule in this item of
appropriation, or any schedule in any other item of appropriation in Section 2.00 of this Act, by
making a transfer from Schedule (5) of this item of appropriation for the purpose of funding costs,
including capital outlay costs, for the Department of Corrections and Rehabilitation or any other
state agency or department, in order to respond to directions of the Receiver or orders of the U.S.
District court in Plata v. Schwarzenegger . The Director shall not approve any transfer under this
provision unless the approval is made in writing and fited with the Chairperson of the Joint
Legislative Budget Committee and the chairperson of the committee in each house that considers
appropriations not later than 30 days prior to the effective date of the approval, or prior to
whatever lesser time the chairperson of the joint committee, or his or her designee, may
determine. The notification to the Legislature shali include information regarding the purpose of
the expenditures and the expected outcome of those expenditures.

3. Notwithstanding any other provision of law, the Department of Corrections and Rehabilitation
is not required to competitively bid for heaith services contracts in cases where contracting
experience or history indicates that only one qualified bid will be received.

4. Notwithstanding Government Code section 13324 or Section 32.00 of Chapter 38, Statutes of
2005, no State employee shall be held personally liable for any expenditure or the creation of any
indebtedness in excess of the amounts appropriated therefore as a resuit of complying with the
directions of the Receiver or orders of the U.S. District court in Plata v. Schwarzenegger.

IACAPUNITWlly Amold\Plata Budget tem-v4(3).doc



at federal courts issue Writs of execution

for the levy of state funds and such writs are executed, the State Con-
troller shall so notify the Department of Finance. The Department of
Finance shall then notify the State Controller of the specific appro-

priation or fund to be charged. Federal writs of execution for the levy
pf state 'funds may only be charged against appropriations or funds hav-
ing a direct programmatic link to the circumstances under which the
federal w_rit was issued. If the appropriate department or agency no
longer exists, or no linkage can be identified, the federal writ shazll be
charged to the L}nappropriated surplus of the General Fund. In the event
;hath an app;opg'fltion in the act would have insufficient fuﬁding by such
ol o i
pr(ic:;;ei’, unding augmentatlons must follow the regular budget

SEC. 9.30. “In the e;ent th
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April 20, 2006

Honorable Wesley Chesbro, Chair
Senate Budget and Fiscal Review Committee

Attention: Mr. Danny Alvarez, Staff Director (2)

Honorable John Laird, Chair
Assembly Budget Committee

Attention: Mr. Christopher W. Woods, Chief Consultant (2)

As you know, Mr. Robert Sillen began his tenure as the Federal Court Receiver of the

California Department of Corrections and Rehabilitation's (CDCR) medical care program under
the Plata v. Schwarzenegger case on April 17, 2006. Many questions have been raised about
what relationship the Administration will have with the Receiver, particularly in the fiscal arena.
Our immediate plan is to develop a good working relationship with the Receiver so that we can
help guide his decisions on fiscal matters. In the long term, it is our expectation that by assisting
the Receiver in restoring constitutionally adequate health care in our state prisons and achieving
long-term efficiencies in how these health care services are provided, the Federal Court will
eventually determine that an ongoing receivership is not necessary.

As we begin this relationship, there are several basic issues that have been raised by the court
and Receiver with which we concur. First, as was evidenced by the settliement agreement in this
case, we agree with the court that there are longstanding, persistent, and severe deficiencies in
the provision of medical services in CDCR. Second, we agree with the court that a more effective
health care system that is better managed and more automated would cost less, not more, in the
long run. Finally, we agree with the Receiver that in the short run, it will be necessary to spend
more money to put these systems in place and address basic shortfalls in the current heaith care
programs in order to achieve the desired long-term resuits.

As we work with the Receiver towards resolving these issues, it is the Administration’s desire to
make the fiscal process as efficient as possible so that the State can quickiy respond to the fiscal
needs of the Receiver. Therefore, we will be propasing to create a stand-alone budget item for
the CDCR Health Care Program that will include provisions allowing for expedited revision of the
level of funding needed for the Receiver. The proposed budget structure and provisional
language are attached. We are still in the process of compiling the necessary fiscal information
for this item and will be updating this information in the May Revision.

This stand-alone budget item will also include provisional language specifying that the
Administration will provide the Legislature with information regarding goals and performance.
We will be working with CDCR and the Receiver to develop guidelines for performance
measurements and how we can compare our performance to those measures in order to gauge
whether we are providing the appropriate level of care.




2

in addition to the issues of medical care for which the Receiver is responsible under the

Plata v. Schwarzenegger case, the CDCR Health Care Program also encompasses the
provision of mental heaith care and dentai care {0 inmates, which are subject to other federal
court jurisdiction as a result of Coleman v. Schwarzenegger and Perez v. Hickman, respectively.
Due to the potential overlap in management systems, activities, and efficiencies that these
programs have with the provision of medical care to inmates, the Administration is working with
the courts to coordinate the various cases in order to determine what will work best from an
operational standpoint.

Lastly, the attached Finance Letter requests specific augmentations to the proposed budget for
CDCR in order to ensure that they begin fiscal year 2006-07 with adequate resources to meet the
provisions of various court orders and to address a significant base shortfall identified in the level
of funding needed for the medical contract and medical guarding costs that the Department is
currently experiencing. You will be receiving a separate letter identifying the current year health
care shortfall and the level of funding necessary to cover those costs.

| look forward to continuing to work with you and the other members of the Legisiature as we
address the fiscal needs of the Receiver and work towards achieving an adequate and efficient
health care system in California's prisons.

EV C. GENEST
Director

Attachment

cc:  Honorable Kevin Murray, Chair, Senate Appropriations Committee

Attention: Mr. Bob Franzoia, Staff Director

Honorable Dennis Hollingsworth, Vice Chair, Senate Budget and Fiscal Review Committee
Attention: Mr. Jeff Bell, Staff Director

Honorable Judy Chu, Chair, Assembly Appropriations Committee
Attention: Mr. Geoff Long, Chief Consuitant

Honorable Rick Keene, Vice Chair, Assembly Budget Committee
Attention: Mr. Peter Schaafsma, Staff Director

Honorable Michael Machado, Chair, Senate Budget and Fiscal Review Subcommittee No. 4

Honorable Rudy Bermtdez, Chair, Assembly Budget Subcommittee No. 4

Ms. Elizabeth Hill, Legislative Analyst (4)

Ms. Diane Cummins, Senate President pro Tempore's Office

Mr. Craig Cornett, Assembly Speaker’s Office (2)

Mr. David Harper, Deputy Chief of Staff, Assembly Republican Leader's Office

Ms. Jeanne Woodford, Secretary, Department of Corrections and Rehabilitation

Ms. Sandra Duveneck, Director, Administration, Department of Corrections and
Rehabilitation

Dr. Peter Farber-Szekrenyi, Director, Division of Correctional Health Care Services,
Department of Corrections and Rehabilitation

Mr. Robert Sillen, Receiver




DRAFT BUDGET BILL LANGUAGE

New ltem:

5225-002-0001—For support of the Department of Corrections and

RENEDIHEEHION. .+ oottt X, XXX, XXX, XXX
Schedule:

(1) 10-Corrections and Rehabilitation

Administration. ... XX, XXX, XXX
(2) 25.01-Adult Corrections and Rehabilitation

OPEIAtIONS. ... eeieeeier e XX, XXX, XXX
(3) 25.02-Adult Corrections and Rehabilitation
Operations-Distributed. ... —XX, XXX, XXX
{4) 50-Correctional Health Care Services. ... . X, XXX, XXX, XXX
(5)97- Unallocated. ...........cooooiiiii 0
Provisions:

1. On February 14, 2006, the U.S. District Court in the case of Piata v. Schwarzenegger ( No.
C01-1351 THE) suspended the exercise by the Secretary of the California Department of
Corrections and Rehabilitation of all powers related to the administration, control, management,
operation, and financing of the California prison medical health care system. The court ordered
that all such powers vested in the Secretary of the California Department of Corrections and
Rehabilitation were to be performed by a Receiver appointed by the Court, commencing April 17,
2006, until further order of the Court. The Director of the Division of Health Care Services is to
administer this item to the extent directed by the Receiver.

2. Notwithstanding any other provision of law, the Director of Finance may authorize an
augmentation of the amount availabie for expenditure in Schedule (5) of this item, for the purpose
of funding costs for the Department of Corrections and Rehabilitation and any other state agency
or department, including the costs of capital projects, resulting from actions by the Receiver or the
courtin Plata v. Schwarzenegger. Augmentations pursuant to this authority may not exceed
$250 million, in aggregate, during the 2006-07 fiscal year. From any amount available in
Schedule (5), the Director of Finance may authorize the transfer of funds from Schedule (5) of
this item of appropriation for the purpose of augmenting the amount available for expenditure in
any other schedule in this item of appropriation, or in any other appropriation in Section 2.00 of
this Act. The Director shall not approve any augmentation or transfer under this provision unless
the approval is made in writing and filed with the Chairperson of the Joint Legislative Budget
Committee and the chairperson of the committee in each house that considers appropriations not
later than 30 days prior to the effective date of the approval, or prior to whatever lesser time the
chairperson of the joint committee, or his or her designee, may determine. The notification to the
Legislature shall include information regarding the purpose of the expenditures and the expected
outcome of those expenditures.

3. No later than March 1, 2007, the Department of Corrections and Rehabilitation shall submit a
report to the Legislature that provides the guidelines for the goals and performance measures of
the delivery of health care services and how the Department will compare their performance to
those measures to determine whether they are providing the appropriate level of care.

4. Notwithstanding any other provision of law, the Department of Corrections and Rehabilitation
is not required to competitively bid for health services contracts in cases where contracting
experience or history indicates that only one qualified bid will be received.

5. Notwithstanding Government Code section 13324 or Section 32.00 of this Act, no State
employee shall be held personally liable for any expenditure or the creation of any indebtedness
in excess of the amounts appropriated therefore as a result of complying with the directions of the
Receiver or orders of the U.S. District court in Plata v. Schwarzenegger.

IAWPAMAYREVIS\2006-07\Plata Budget ltem-4-20.doc
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Office of the California Prison Receivership
May 30, 2006 SENT VIA EMAIL

Molly E. Amold

Chief Counsel, Department of Finance
State Capitol, Room 1145
Sacramento, CA 95814

Dear Ms. Arnold:

Thank you for meeting with us on May 19th. We appreciate your taking the time 1o
discuss the proposed 2006-07 Budget Bill Item for the California Department of
Corrections and Rehabilitation (CDCR) health care system. For your reference, I have
attached the proposed Budget Bill Item and the proposed amendment to Paragraph 4 of
the Budget Bill Item you provided us.

We wish to confirm the mutual understanding our offices reached on the following
issues:

1. Proposed Budget Bill Item 5225-002-001, if adopted by the Legislature,
will be used solely to support the prison medical, mental health and dental health care
system. Funds for the prison medical health care system will be subject to the control of
the Receiver.

2. In addition to the $1,419,673,000 appropriated by the proposed Budget
Bill Item, the Director of Finance will, at the request of the Receiver and afler 30 days
notice to the Legislature, augment Schedule (5) of the Budget Bill Item in an amount up
to $250 million. Schedule (5) will be used as directed by the Receiver, which may
include funding the Office of the Receiver. You agreed to advise us of the individual we
should contact to request augmentations of Schedule (5).

3. Paragraph 2 of the proposed Budget Bill Item states that the Director of
Finance “may” authorize an augmentation of Schedule (5). The word “may™ is being
used to denote the grant of authority from the Legislature to the Director. But itis
understood that, by operation of the Court’s February 14, 2006 Order Appointing
Receiver, augmentations of Schedule (5) requested by the Receiver will be mandatory
after 30 days notice to the Legislature,

4, The written notification to the Legislature required by Paragraph 2 of the
proposed Budget Bill Item will not be in the form of a “Budget Change Proposal.”
Rather, it will consist of a brief, general statement of the purpose of the expenditure and
the expected outcome.
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5. The Order Appointing Receiver requires that the Receiver “arrange with
Defendants a system for regularly replenishing the Receiver’s Office Fund Account.”
Prior to the adoption of the 2006-07 Budget Act, the Office of the Receiver may replenish
its account from funds appropriated to the CDCR. Our contact for obtaining such
funding will be Dr. Peter Farber-Szekrenyi or Acting Secretary Tilton.

6. At this time, the Receiver has no basis for determining the financial needs
of the prison medical system. Thus, the Receiver does not necessarily agree with the
amounts appropriated in the proposed Budget Bill liem. If the funds appropriated are
insufficient for financing the prison medical system, the Receiver will obtain a writ of
execution for the levy of additional state funds to finance the prison medical system.

7. A levy of state funds by the Receiver will not be charged against an
appropriation or funds with a direct programmatic link to the prison health care system.
At our meeting, we discussed whether section 9.30 of the proposed Budget Act would
require that a levy of state funds be charged against the CDCR. You agreed to review
section 9.30 and consider whether an amendment to the proposed Budget Act is
necessary.

8. The Court’s February 14, 2006 Order Appointing Receiver requires that
the Receiver, within 180-210 calendar days, develop a plan of action, which includes a
proposed time line for all actions and set of metrics by which to evaluate the Receiver’s
progress and success. This report will be made available to the State. The Receiver will
not create, or allow resources under his control to be used to create, a second set of goals
and performance measures. Thus, to the extent that the State wishes to satisfy Paragraph
3 of the proposed Budget Bill tem (which requires the CDCR to submit a report to the
Legislature regarding goals and performance measures) by submitling a report other than
the Receiver’s report to the Court, the State will not use financial or personnel resources
under the control of the Receiver, including DCHCS funds or personnel.

9. The amended Paragraph 4 of the Proposed Budget Bill grants the
“Secretary” authority to approve contracts for health care services and health care-related
equipment, and exempt health care-related equipment contracts from competitive bidding
requirements. This authority will, in fact, reside with the Receiver by operation of the
court’s February 14, 2006 order, which requires that the Receiver exercise all powers
vested by law in the Secretary relating to the prison medical system.

10.  Ouwr offices will work together during the coming fiscal year to “calibrate™
the 2006-07 CDCR medical system budget as we reach a better understanding of the
conditions and needs of the prison medical system. The Office of the Receiver should
work with Todd erue in your office as an initial contact for this purpose.
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11.  Beginning with Fiscal Year 2007-08, the Receiver will establish the
CDCR medical health care system budget. Our offices will work together to assist the
Receiver in submitting future budgets in accordance with State practice.

Please let me know of your understanding of the above issues differs in any respect. And
again, thank you for your cooperation. We look forward to continuing to work with the
Department of Finance on raising the level of medical care in the prisons up to
constitutionally adequate standards. We will contact you soon to arrange our next
meeting.

Sincerely, )

" vl
7 v (0
7/W .
Jared Goldman
Staff Attorney

¢: Robert Sillen, Reciever
John Hagar, Chief of Staff, Office of the Receiver
Michael Genest, Director, Department of Finance
Todd Jerue, Assistant Program Budget Manager, Department of Finance
Dr. Peter Farber-Szckrenyi, Director, Division of Correctional Health Care Services
Bruce Slavin, General Counsel, Department of Corrections and Rehabilitation

Attachments (1)




Proposed Budget Bill item

New Item:

5225-002-0001—For support of the Department of Corrections and

REh@DIAtION. ...ttt et ee et e e s e e e s 1,419,673,000
Schedule:

(1) 10-Corrections and Rehabilitation

Administration. ... e 8,283,000
(2) 25.01-Adult Corrections and Rehabilitation
Operations........oovviiiiiiiii 65,256,000
(3) 25.02-Adult Corrections and Rehabilitation
Operations-Distributed......................... -65,256,000
(4) 50-Correctional Health Care Services...... 1,413,483,000
(5) 97-Unallocated. ... 0
(6) Reimbursements..............oociiiiiiiiiniiion -2,093,000
Provisions:

1. On February 14, 2006, the U.S. District Court in the case of Plata v. Schwarzenegger ( No.
C01-1351 THE) suspended the exercise by the Secretary of the California Department of
Corrections and Rehabilitation of all powers related to the administration, control, management,
operation, and financing of the California prison medical health care system. The court ordered
that all such powers vested in the Secretary of the California Department of Corrections and
Rehabilitation were to be performed by a Receiver appointed by the Court, commencing April 17,
2006, until further order of the Court. The Director of the Division of Health Care Services is to
administer this item to the extent directed by the Receiver.

2. Notwithstanding any other provision of law, the Director of Finance may authorize an
augmentation of the amount available for expenditure in Schedule (5) of this item, for the purpose
of funding costs for the Department of Corrections and Rehabilitation and any other state agency
or department, including the costs of capital projects, resulting from actions by the Receiver or the
court in Plata v. Schwarzenegger. Augmentations pursuant to this authority may not exceed
$250 million, in aggregate, during the 2006-07 fiscal year. From any amount available in
Schedule (5), the Director of Finance may authorize the transfer of funds from Schedule (5) of
this item of appropriation for the purpose of augmenting the amount available for expenditure in
any other schedule in this item of appropriation, or in any other appropriation in Section 2.00 of
this Act. The Director shall not approve any augmentation or transfer under this provision unless
the approval is made in writing and filed with the Chairperson of the Joint Legislative Budget
Committee and the chairperson of the committee in each house that considers appropriations not
later than 30 days prior to the effective date of the approval, or prior to whatever lesser time the
chairperson of the joint committee, or his or her designee, may determine. The naotification to the
Legislature shall include information regarding the purpose of the expenditures and the expected
outcome of those expenditures.

3. No later than March 1, 2007, the Department of Corrections and Rehabilitation shall. submit a
report to the Legislature that provides the guidelines for the goals and performance measures of
the delivery of health care services and how the Department will compare their performance to
those measures fo determine whether they are providing the appropriate ievel of care. :
4. Notwithstanding any other provision of law, the Department of Corrections and Rehabilitation
is not required to competitively bid for health services contracts in cases where contracting
experience or history indicates that only one qualified bid will be received.

5. Notwithstanding Government Code section 13324 or Section 32.00 of this Act, no State
employee shall be held personaily liable for any expenditure or the creation of any indebtedness
in excess of the amounts appropriated therefore as a result of complying with the directions of the
Receiver or orders of the U.S. District court in Plata v. Schwarzenegger.

WP\MAYREVIS\2006-07\Plata Budget tem-Final.doc



Proposed BBL

Amendment to Paragraph 4 of 5225-002-0001 (As proposed in May Revise Finance
Letter):

Replace paragraph 4 with:

4. Notwithstanding any other provision of law, including Public Contract Code sections
10295, et. seq., the Department of Corrections and Rehabilitation is not required to
competitively bid for health care services contracts awarded through June 30, 2007.
The Department of Corrections and Rehabilitation is further exempted from the
requirement to competitively bid for health care equipment where the Department
Secretary has made a determination that the equipment is needed to avoid disruption in
the delivery of health care services. Final approval of contracts for health care services
and such health care-related equipment entered into by the Department of Corrections
and Rehabilitation pursuant to this authority shall reside with the Department Secretary.
These contracts shall be subject to audit by the Officer of the Inspector General and the
Bureau of State Audits. .



EXHIBIT 10



DEPARTMENT OF

ARNOLD SCHWARZENEGGER, GOVERNOR

o EINAN G E

OFFICE OF THE DIRECTUOR

June 5, 2006

Mr. Jared Goldman
Counsel, Office of the California Prison Receivership
Via e-mail to jaredgoldman@yahoo.com

Dear Mr. Goldman:

Thank you for your thorough summary of our meeting. We believe that, in general, itis an
accurate reflection of the discussion between the Department of Finance and the Office of the
Receiver.

We wish to remind you, however, that during our discussion we were speaking only for the
Department of Finance (Finance), as the budget arm of the Governor’s Administration. We are
not able to speak for other constitutional officers or the Legislature.

As to certain of the matters raised, the Receiver may benefit from additional discussions with
the Legislature. For example, we understand the Receiver's position that the report the Office
of the Receiver will prepare for the court should be sufficient to meet any requirement for a
report to the Legislature (as currently drafted, due on March 7, 2006). We also understand that
the Receiver, exercising his court-appointed authority to act as the Secretary of the Department
of Corrections and Rehabilitation (CDCR) over medical health care matters, will not permit the
use of CDCR medical health care staff or funds for the preparation of any other report for the
Legislature. We cannot speak to the Legislature’s willingness to accept that report.

In addition, you may wish to discuss the levy process further with the State Controller or the
State Treasurer. For example, it is our understanding that the Controller’s Office believes that,
as a result of the federal constitution's supremacy clause, a federal court’s writ of execution can
override the requirement for appropriation in the last sentence of Section 9.30 of the 2005-06
Budget Act, but we cannot speak definitively as to their interpretation.

Additionally, as agreed, we have reviewed Section 9.30 of the 2005-06 Budget Act. Pursuant to
that section, Finance is responsible for identifying the specific appropriation or fund to be
charged when a writ of execution is received by the State Controller. In that regard, we confirm
that, should a writ of execution be issued by the Plata court levying funds for a CDCR health
care purpose, Finance will identify the CDCR health care budget appropriation as the
appropriation having the “direct programmatic link to the circumstances under which the federal
writ was issued” and will not identify either the general CDCR budget appropriation or any other
State department’s budget appropriation.

Our review of Section 9.30 suggests that, should a writ of execution issue prior to the depletion
of the CDCR health care budget item, the resuit could be a depletion of funds available to meet
the requirements of the Coleman or Perez courts. It is our understanding that no amendment of
Section 9.30 is necessary to permit those courts to obtain funds via the levy process, should a
Plata court order deplete the CDCR health care budget item.

STATE CAPITOL Ml ROOM 1 145 B SACRAMENTC CA B 95814-4998 B www.DOF.CA.GOV
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June 5, 2006

Mr. Jared Goldman

Counsel, Office of the California Prison Receivership
Page 2

As to your question in item number 2, your primary contact for budget items should be the
Acting Program Budget Manager responsible for oversight of the California Department of
Corrections and Rehabilitations (CDCR) Todd Jerue.

I hope this clarifies a few of the points in your letter. To the extent you have any questions
about them, please feel free to contact me.

Sincerely,

NLE Aol

Molly Arnold
Chief Counsel
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ARNOLD SCHWARZENEGGER, GOoOVERNOR

915 L STREET B SACRAMENTO CA E 95814-3706 % www.DOrF.CA.GOV

June 19, 2006

Mr. Robert Sillen, Receiver
Office of the California Prison Receivership

Dear Mr. Sillen:

This letter is to inform you of the current status of the 2006-07 budget for the California
Department of Corrections and Rehabilitation (CDCR) Health Care Program. The Budget
Conference Committee in the Legislature completed its actions on June 10, 2006. For your
reference, | have attached the Budget Bill item for the CDCR Health Care budget as it was
approved by the Conference Committee (Attachment i), as well as supplemental reporting
language that was approved by the Conference Committee (Attachment l1). The following
describes the status of a number of budget issues that may be of interest to you.

Budget Bill ltem for CDCR Health Care Program and Augmentation Authority

As you know, the Administration proposed a new Budget Bill Item that separately appropriates
funds for the CDCR Health Care Program. The Administration’s proposal inciuded language
that would have aliowed the CDCR Health Care budget to be augmented by up to $250 million
for funding costs of providing health care to inmates resulting from actions by the Receiver or
the Plata court that exceed the budget item.

The Budget Conference Committee has approved the establishment of the new Budget Bill
ltem. However, instead of accepting the augmentation language as proposed, the Conference
Committee appropriated $100 million to fund such costs and provided the Director of Finance
with authority to transfer these funds to the appropriate program or department that is involved
in the provision of health care to California inmates. The Director is required to notify the
Legislature of any such transfers made within ten days after the effective date of the transfer,
and removed the 30-day waiting period requirement. See Provision 2 of Attachment | for the
specific language changes related to the process for transferring these funds.

The Conference Committee also added language requiring the Department of Finance
(Finance) to notify the Legislature when expenditures from the $100 miilion appropriation are
occurring at a rate that would exceed the amount appropriated prior to the end of the fiscal year
and requiring that if any of the $100 million appropriation that is not expended by June 30, 2007
revert to the General Fund. See Provisions 8 and 9 of Attachment | for the specific language
changes related to these requirements.

It is our understanding that the Committee's action was intended to provide the Administration
with sufficient flexibility to meet the Receiver's needs during times of the year when the
Legislature is not in session, while at the same time expressing the Legislature’s expectation
that appropriations for funding needs that exceed this budgeted amount must be addressed by
the Legislature through a supplemental appropriations bill. It is our understanding that it is the




Legislature's intent to take up any supplemental appropriations bill necessary to address your
needs on an expedited basis. While the Committee’s action does not provide the amount o_f
authority originally requested, we believe that there is still sufficient erxibilit-y proyided by this
appropriation and language to address your needs. As we go forward, it will be important for
Finance to track the need for additional resources based on when actual payments are due, as
well as the total or ongoing costs for new activities directed by your office. Finance’s intent
would be that payments due during the first part of the year when the Legislature is out of
session be made from the $100 million appropriation and that a request be made to the
Legislature, as early as possible, for a supplemental bill to address the ongoing or longer-term
costs of these activities if they are expected to exceed the existing appropriation.

Proposed Contracting Exemption Language

The language related to contracting for health care services and equipment developed by the
Department of General Services in consultation with your office was presented by the
Administration to the budget subcommittees in both houses. However, neither house acted to
include this language in the budget bill, nor did the budget Conference Committee act to include
this language in the budget bill.

Budget Bill Language Regarding the Provision of Telemedicine

The applicable budget subcommittees of each house approved budget bill language proposed
by the Legislative Analyst's Office (LAO) requiring CDCR to establish guidelines for the use of
telemedicine for special medical care, establish performance targets for medical consultations
conducted through telemedicine, and report on meeting these performance targets. See
Provision 7 of Attachment | for these requirements. In a meeting with Jared Goldman and John
Hagar on May 19, 2006, we learned of your unwillingness to use the resources under your
control to create a set of performance measures other than those already required by the court.
However, these actions regarding the use of telemedicine consultation had already taken place
in both houses, and were not before the Conference Committee, and the Administration was not
able to seek any adjustments to this language to address any concerns you might have about
establishing telemedicine guidelines and targets, and reporting on them to the Legislature.

Contract Analyst Positions, Conversion from Limited Term to Permanent

On May 19, 2006, John Hagar expressed your position that the newly added contract analyst
positions were to be established as permanent rather than limited-term positions. Upon the
Administration’s request, the Budget Conference Committee took an action on June 1, 2006,
that made those positions permanent. It is our expectation that upon final approval of the
Budget Act there will be no barrier to hiring contract analysts into these positions on a
permanent basis.

Reporting of Performance Measure Indicators

Each year, during the budget approval process, the Legislature establishes an uncodified list of
supplemental reports that are of interest to the budget committees. State agencies and
departments are expected to make these reports to the LAO. Among the reports established by
the Conference Committee this year is a report from the CDCR to the Legislature which is to
include specific information about the provision of medical services. See Attachment li for the
description of the report expected by the LAO.




Finance staff expressed your unwillingness to use the resources under your control to create a
set of performance measures other than those already required by the court to the Legislature
during the Conference Committee process and, as a result, the final language approved by the
Conference Committee includes a statement to the effect that data related to medical care shall
be provided to the extent it is consistent with data collected at the direction of the Receiver. See
the third paragraph of Attachment Ii for this language.

We look forward to continuing to work with you as we go forward into the next fiscal year. If you
have any questions about the current status of the budget or the specific details of the
Legislature's actions thus far, please feel free to contact Todd Jerue, Program Budget Manager,
Corrections and General Government Unit, at (914) 445-8913.

Sincerely,

MOLLY ARNOLD

Chief Counsel

cc: Mr. John Hagar, Chief of Staff, Office of the California Prison Receivership
Mr. Jared Goldman, Counsel, Office of the California Prison Receivership
Mr. James Tilton, Secretary, Department of Corrections and Rehabilitation
Mr. Peter Farber-Szekrenyi, Director, Division of Correctional Health Care Services,
Department of Corrections and Rehabilitation
Mr. Jonathan Wolff, Deputy Attorney General
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On page 413, at line 24, Itemm 5225-002-0001 is amended to read:

5225-002-0001—For support of the Department of
Corrections and Rehabilitation................ e +416:637,000
1.516,637.000

Schedule:
(1) 10-Corrections and Rehabilitation
AdminiStration....occcenicininrninenaans 8,283,000
(2) 25.01-Adult Corrections and Reha-
bilitation Operations........c.ccoceeveen 63,256,000

(3) 25.02-Adult Corrections and reha-
bilitation  Operations-Distribut-

Ly FUUUUU U ORU U PUSUOPUOTRPPEPPRRUPOt -065,256,000
(4) 50-Correctional Health Care
SEIVICES ceeiitrerernrarerererasreaecanens 1,410,447,000
(5) 97-Unallocated.......ccooiiiniinienn 2]
100,000,000
(6) Reimbursements.........oooeiieicnnnn -2,093,000
Provisions:

1. On February 14, 2006, the United States Dis-
trict Court in the case of Plata v. Schwarzeneg-
ger (No. CO1-1351 THE) suspended the exer-
cise by the Secretary of the California Depart-
ment of Corrections and Rehabilitation of all
powers related to the administration, control,
rmanagement, operation, and financing of the
California prison medical health care system.
The court ordered—these_that all such powers
vested in the Secretary of the California Depart-
ment of Corrections and Rehabilitation were to
be-exereised_performed by a Receiver appoint-
ed by the court commencing April 17, 2006,
until further order of the court. The Director of
the-Divistenrof-Health €are-Services is to ad-
minister this item to the extent directed by the
Receiver.

2. Notwithstanding any other provision of law,

Ayt &
mentatter-of the amount available for expendi-
ture in Schedule (3)_is for the purpose of fund-
ing costs for the Department of Corrections and
Rehabilitation,_inciuding the operations of the
Office_of the California_Prison Receivership,
and any other state agency or department that
is involved in the provision of health care to
California inmates, including the costs of capi-
tal projects, resulting from actions by the Re-




ceiver or the court in Plata v. Schwarzene gger.

A, rat +1
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not-execed-$250,006,000;mn-aggr ing
the—2006—067—fseal—year From any amount
available in Schedule (5), the Director of Fi-
nance may authorize the transfer of funds from
Schedule (3) for the purpose of augmenting the
amount available for expenditure in any other
schedule in this item, or any other appropria-
tion in Section 2.00-of-this-aet_to a department

or acency that is involved in the provision of

health care to California inmates. The Director

of Finance Slla]}-ﬂef—&ptmﬁﬁy‘ﬂﬁﬂﬁeﬁtﬂﬁﬁﬁ
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3 { Hed _notify
the Chalrperson of the Jomt Legislative Budget
Committee and the chairpersons of the fiscal
committees in each house-that-consider-appro-
priatiens_of the Legislature no later than-36_10
days-prierte_gfter the effective date of the-ap-

> S 234
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sine_transfer. The notification to the Legisla-
ture shall include information regarding the
purpose of the expenditures and the expected
outcome of those expenditures.

No later than March 1, 2007, the Department
of Corrections and Rehabilitation shall submit
a report to the Legislature that provides the
guidelines for the goals and performance mea-
sures of the delivery of health care services and
how the department will compare their perfor-
mance to those measures to determine whether
they are providing the appropriate level of care.
Notwithstanding any other provision of law,
the Department of Corrections and Rehabilita-
tion is not required to competitively bid for
health services contracts in cascs where con-
tracting experience or history indicates that on-
ly one qualified bid will be received.
Notwithstanding Section 13324 of the Govern-
ment Code or Section 32.00 of this act, no state
employee shall be held personally liable for
any expenditure or the creation of any indebted-
ness in excess of the amounts appropriated
therefore as a result of complying with the di-
rections of the Receiver or orders of the United

ITEM 5225-002-0001
RN 06 66148
PAGE 2



States District court in Plata v. Schwarzeneg-
ger.

Of the amount appropriated in Schedule (4),
$21,487.000 is for the purpose of complying
with the Perez v. Hickman settlement agree-
ment. Of this amount, $14,080,000 is appropri-
ated for the purposc of establishing 124 posi-
tions, as well as equipment and contract costs,
beginning on July 1, 2006. The remaining
$7,407,000 appropriuated for the purpose of es-
tablishing 202 positions later in the fiscal year
shall not be expended until (a) the California
Department of Corrections and Rehabilitation
provides the Joint Legisiative Budget Commit-
tee with a copy of the staffing study required
under the Perez v. Hickman settlement agree-
ment, and (b) the Department of Finance pro-
vides the Joint Legislative Budget Committee
with a letter stating the extent to which the
staffing levels authorized in this act are consis-
tent with the findings of the staffing study.
Within 60 days of the receipt of the study and
letter, the Joint Legislative Budget Committee
shall notify the California Department of Cor-
rections and Rehabilitation and the Department
of Finance whether it finds these expenditures
for the positions are consistent with the staffing
study. Any funds subject to this provision that
are not expended shall revert to the General
Fund.

On or before January 1, 2007, the Department
of Corrections and Rehabilitation shall estab-
lish guidelines concerning the conditions under
which inmates needing special medical care are
provided with a physician consultation through
telemedicine rather than an in-person visit at an
outside medical facility. The guidelines should
take into consideration factors including, but
not limited to, whether (a) a telemedicine con-
sultation is medically appropriate, (b) a medi-
cal specialist is available to conduct a
telemedicine consultation in a timely manner,
and (c) the inmate in need of medical specialty
services is assigned to a prison that has re-
ceived telemedicine resources as part of the
Plata v. Schwarzenegger rollout. Based on
these guidelines, by March 1, 2007, the depart-
ment shall establish monthly performance tar-
gets for prisons with a telemedicine capability

ITEM 5225-002-0001
RN 06 66148
PAGE 3
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regarding the total number and percentage of
medical specialty consultations that are con-
ducted by telemedicine rather than at communi-
ty medical facilities, and provide a copy of the
performance targets to the Joint Legislative
Budget Committee. By June 30, 2007, the de-
partment shall provide a written report to the
Joint Legislative Budget Committee on the ex-
tent to which the prisons achieved their perfor-
mance targets. The report shall include any fac-
tors that may have prevented the department
from meeting its performance targets, as well
as the total estimated savings from using
telemedicine.

The Departiment of Finance shall immediately
notify the Joint Legislative Budget Committee
and the fiscal committees in each house of the
Legislature when expenditures pursuant to Pro-
vision 2 are occurring at a rate that would ex-
haust the level of funding in Schedule (5) prior
to the end of the fiscal vear.

Any funds in Schedule (5) that are not expend-
ed by June 30, 2007, shall revert to the General
Fund.

.0-
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Division of Correctional Health Care Services

Effective Medical Services Contract Process
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Purpose of Project

To create an effective contract process within the California Department of Corrections
and Rehabilitation (CDCR) and its Division of Correctional Health Care Services
(DCHCS), that ensures the timely procurement and reimbursement of medical services
contracts. The contract process will achicve processing and invoice payment efficiency
goals; satisfy the State of California’s responsibility to exercise stewardship over the
expenditure of public funds; be transparent and efficiently monitored and evaluated; and,
utilize the best practices readily available with regard to contracting efficiency and
information technology.

Project Description

This project will evaluate the current CDCR contract and invoice payment processes and
propose improvements to the existing processes and/or develop new contracting and
invoice payment processes. The existing process involves contract and invoicc
processing by DCHCS staff at the institutions and in headquarters, CDCR accounting and
contract staff, and staff from the Department of General Services (DGS). The new
process will focus CDCR resources and responsibility for medical services contract
management to create the optimal contracting system for CDRC and will represent the
best possible proposal from the State of California. The project will focus on four arcas
of contract administration. These areas are: 1) The contract bid, negotiation, award, and
tracking process; 2) The appropriate use of information technology to manage, track, and
provide monitoring of the contract and invoice processes; 3) The invoice review,
authorization and payment process; and, 4) The statutory and rcgulatory requirements,
cxternal review and approval, and the legislative intent of those rcquirements as they
provide structure or impediments to an effective contract process. The project will look
at the contract and invoice document and approval flows, the information requircd, the
forms used, thc methods of information transmittal, and resource allocations and
organizational structures nceded [or an cffective contracting system.

There arc four performance measures that were suggested by the Rcceiver for the new
contract processing system. These measurcs are:

1) “Timelines for Execution of Contracts: a.) Non-competitive bid contracts will
be executed in 30 days; b.) Competitive bid contracts will be executed in 60
days.

2) Number of Individuals Preparing, Reviewing and Approving Each Contract:
Each contract will be prepared, reviewed and approved by no more than
four individuals. Kor example, the contract may be prepared by a contract
analyst, reviewed by a budget analyst, reviewed by an attorney and approved
by a director.

3) Competitive Bidding: Competitive bidding requirements will be streamlined
to provide, at a minimum, that contracts for services under $100,000 will be
bid using an informal competitive process. Contract analysts will be
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permitted to fulfill the informal competitive process by surveying 3 potential
providers by phone (with appropriate documentation) or in writing.

4) Timeline for Payment of Providers: Payment of valid provider invoices will
be issued within 60 days of reccipt of the provider’s invoice. Providers will
be notified of any disallowed claims within 60 days of invoice receipt of the
provider’s invoice.”

The project will survey the contract systems and practices of other hospital systems and
correctional institutions — state and local — that make similar use of medical service
providers to determine what practices they use and which of those may be appropriate to
be used at CDCR. The project will also assess the usc of contract lemplates, standardized
rates, and other efficiency process mcthods that will help achieve the pcrformance
measures established for the project.

The Team, in conjunction with the Sponsor and the Receiver will monitor the project
Charter. As work proceeds, any of these partics can determine a need to change the
Charter. When 4 need to change the Charter 1 identified, the proposcd change shall be
made available 1o the partics in writing. Typically, proposcd changes shall be discussed
at bi-weekly Recciver briefing meetings before being made.

Project Background

In the federal suit, Plata vs. Schwarzenegger (Plata) filed in 2001, Plata alleged
statewide deficiencics in the medical services delivery system. The Plata settlement
agreement included the Court’s appointment of Mr. Robert Sillen to serve as the Receiver
(Receiver) in this action. The Court has also appointed Mr. John Hagar as its
Correctional Expert (Expert). The Expert preparcd a report on CDCR’s medical services
contracting and found a number of very serious deficiencics. The Expert found that the
current contracting process has significantly contributed to deterioration of the health
care services provided to CDCR inmate-patients. Major backlogs in contract invoice
payments have lead to dclays or withholds of contractor provided medical services.
Service provider contracts have expired before replacement contracts were ncgotiated and
in force. The Expert noted that in 2004 the California State Auditor found extensive
problems with CDCR’s contracting process. The Expert summarizes the audit findings
as follows.

“These [2004] audits found numerous serious fiscal problems, including but not
limited to failing to competitively bid when appropriate, flawed negotiating
practices, agreeing to excessive rates of compensation, failing to ensure discounts,
failing to follow CDCR contract manual requirements, failing to secure required
approval for exception cases in non-emergency situations, failing to ensure that only
valid claims were paid, failing to implement appropriate utilization management
policies and procedures, and failing to staff institutions with the appropriate
personnel trained to conduct adequate contract negotiations.”



The Expert noted that the State agency response Lo thesc problems was ineffectual. In
addition, changes to bid exemption processes by DGS in response to the audit coupled
with the failure of the state to provide adequatc resources and training has served to
further exacerbate the problem.

The Court issued an Order on March 30, 2006 directing CDCR to, among other things,
develop a new contracting process. The specific requirements in the Order pertaining to
the contacting process are as follows:

“1. CDCR, working with the Expert under the direction of the Receiver, and the
State entities responsible for contract negotiations, management, and payment
(including but not limited to DGS, Department of Finance, and the Department of
Personnel Administration) shall establish a team of employees/experts (‘Team”)
who shall develop and institute health care oriented policies and standards to
govern CDCR medical contract management. These policies and standards shall
consider both the need for timely on-going care and the fiscal concerns of the State,
including but not limited to the State Auditor findings of 2004.

2. The Team shall consider the following changes to State policy and procedure:

(a) Combining the two CDCR units currently responsible for health care contract
management and accounting.

(b) Development of simplified template contracts applicable to heath services
providers.

(¢) Streamlining the exception process for bidding requirements.

(d) Evaluating and recommending changes in legislation conducive to cost effective
and timely contract services.

(e) Developing new and streamlined forms for contract processing.

(f) Establishing an information technology sub-group to evaluate and report on the
purchase of a computerized state-wide data base to manage all CDCR medical
contracts.

The Team shall also determine whether an outside consultant, skilled in health care
contracts, should assist the Team concerning their recommendations.

3, The Team shall approach its task with the goal of implementing new contract
policies and procedures, controls, and a training program, within 180 days from the
date of this Order. Thereafter, Defendants shall present a plan to the Receiver to
end the emergency payment process described in section B (of the Order) above.”

Further dircction was provided by the Receiver during a meeting held with CDCR staff
on May 3, 2006.




Project Goals, Ohjectives, and Expected Results

The Goal of this project is to develop and plan the implementation of improvcments to
the existing contract management and invoice payment systems and/or new contract
management and invoice payment processes, which meet or exceed the four established
performance measures.

The Objectives of this project arc:

Charter Development
Team 5/11 = 5/30
Sponsor 515 ~5/31
Receiver 5/18 ~5/19; 5/31 — 6/2

Analysis & Process Building
Current contract practice analysis ~ 6/20
Review of other agency approaches 6/20
Current invoice payment analysis ~ 6/20
CA Contracting law & Reg. review  6/20

Current IT systems analysis 6/20
Team 6/20
Sponsor 6/21 — 6/26

Receiver 6/28 — 6/30
Team/Sponsor rcsponse to Receiver 7/5

Identify New/Improved Contract Mgmt. and Invoice Payment Systems Options &
Recommendations
Team 7118
Sponsor 719 ~7/24
Rcceiver 7/26 —-17/28
Team/Sponsor response to Recciver 8/2

Selected Options Policy and Procedure Development
Team 8/28
Sponsor 8/29 - 9/4
Receiver 9/6 - 9/8
Team/Sponsor response to Recciver 9/13

Final report on Contract and Invoice Payment Systems Training & Implementation

Team 9/5
Sponsor 9/6 - 9/11
Receiver 9/20 - 9/22

Team/Sponsor responsc to Recciver 9/27




Plan to end Emergency Payment Process

Team 9/26

Sponsor 9/27

Receiver 9/27 - 9/29
Team/Sponsor response to Receiver 10/4

The expected results of this project are that the process of medical services contracting,
including the approval and payment of invoices, will be cffectively run within CDCR
with appropriate oversight to ensure that California’s objectives for sound, fair, fiscal
management are met. Contracts will be processed and managed, and invoices paid in
accordance with the performance measures and applicable State contracting and fiscal
statutes, regulations, and practices.

Align with Strategic Plan

This project aligns with the following strategies of the CDCR Strategic Plan for delivery
of health care.

Develop and implement a service delivery system to provide accessible, quality,
and cost-effective health care across all programs (7.1)

Develop and implement a comprehensive performance management system to
monilor program performance ... and identify opportunities for improvement.
(7.2)

Obrain the necessary resources Lo support the managed health care system. (7.4)

Project Scope

This project will completc the following non bid contract work:

An analysis will be made of the types of CDCR medical contracts to determine
which types should be non bid contracts. The basis for non bid contract selection
shall be responsive to the Statc of California’s responsibility to exercise
stewardship over the cxpenditure of public funds.

An analysis of the current contracting process for non bid contracts will be
performed starting with how needs for services are identified, contract rcnewal
cycles are planned for, and what steps and monitoring processcs are needed to
assure medical services are in place when they are needed. The analysis will
move through each process step culminating in the contract being executed. The
analysis will assess each process step, the numbcer of individuals involved, the
time taken 1o complcte, obstacles or barriers that are causes for delay, decision
points, the reasons for and the cffects loops have on the process, and the form of
the process (paper, fax or IT). The analysis will review contracts to develop a
statistically valid assessment of the current process and the time each step
requires.

An analysis of the current non bid medical scrvices contract and service order
processes will be made to determine how best to meet the necd for Urgent
medical services, i. ¢. where there is insufficient time to follow normal processes



such as bidding. The dollar amounts, length of agreements, dclegation of
authority and the processing approaches will be evaluated and a contracting
approach that meets this need will be developed.

An analysis of the current types of non bid medical scrvices contracts will be
made to determine what dollar amount(s) should be established for non bid
contracts. The analysis will assess the types of services procured, the urgency of
services requestcd, the amount of services procured, the repetitive nature of
services, and other factors determined by the analysis to be relevant.

An analysis of the current types of non bid medical services contracts will be
made to determine how standard template(s) can be used to create standard
contract documents. The analysis will determine what the minimum contents of
the template(s) will be with regard to lcgal protcctions, administrative
requirements, and statements of work. A two-stage template system will be
evaluated. The first stage consists of the legal and administrative standard
boilerplate that may be common to all contracts. The sccond stage is the scope of
work that varics in response to the medical needs. In addition, if it is determined
that any standard boiler plate language can be waived or altercd, the conditions
under which the language can bc waived or altered and the approval authority for
the changes shall be determined and made part of the contract process.

An analysis of the current types of non bid medical scrvices contracts will be
made to determine how a standard fee schedule(s) can be used to create standard
contract documents. The analysis will determine what the impact of a standard
fee schedule would have on the contracting process, how it would be set and
updated, how and who could deviate from the standard rates, whether contracts
would include automatic adjustments as the fee schedule changed, how well the
schedule would provide or hinder the provision of medical service nceds and
other issues identified.

An analysis of the current non bid contract administration system will be
performed starting with the identification of a service need and finishing with
contract termination and evaluation. The analysis will assess each process step,
the number of individuals involved, the time taken to complete, the invoice
review/approval process, decision points, obstacles or barriers that are causes for
delay, the reasons for and the effects loops have on the process, and the form of
the process (paper, fax or IT). The analysis will review contracts to develop a
statistically valid assessment of thc current process and the time each step
TeEquIres.

An improved contracting administrative proccss for non bid contracts will be
developed that achieves the performance and quality goals established in the
project charter. In addition, the new process will provide for the State of
California’s responsibility to cxercise stewardship over the expenditure of public
funds and will address the systemic problems identified in the State Auditor’s
findings. Accompanying the improved process will be the policy, procedure, and
standards needed to assure the success of the process. In addition, staff training
and technical assistance will be developed. A non bid contract monitoring and
evaluation program will be developed to assure the program is successfully
implemented and ongoing improvements can be made.




This project will complete the following bid contract work.

An analysis of the current contracting process for bid contracts will be performed
starting with how needs for scrvices are identified and moving through the
contract being exccuted. The analysis will assess each process step, the number
of individuals involved, the time taken to complete, obstacles or barriers that are
causes for delay, decision points, the reasons for and the effects loops have on the
process, and the form of the process (paper, fax or IT). The analysis will review
contracts to develop a statistically valid assessment of the current process and the
timc each step requires.

An analysis of the current types of medical services contracts that are bid will be
madc to determine what bidding procedure(s) should be used. The analysis will
assess thc types of scrvices procured, the availability of service providers, the
urgency of services requested, the amount of services procured, the repetitive
nature of services and other factors determined by the analysis to be relevant. The
analysis will also look at bid streamlining options including an exception process
and how each option would impact the contracting system.

An analysis of the current types of medical services contracts that are bid will be
made to determine how standard template(s) can be used to create standard
contract documents. The analysis will determine what the minimum contents of
the templatc(s) will be with regard to legal protections, administrative
requirements, and statements of work. A two-stage template system will be
evaluated. The first stage consists of the legal and administrative standard
boilerplate that may be common to all contracts. The second stage is the scope of
work that varies in response to the medical needs. In addition, if it is determined
that any standard boiler platc language can be waived or altered, the conditions
under which the language can be waived or altercd and the approval authority for
the changes shall be detcrmined and made part of the contract process.

An analysis of the current types of medical services contracts that are bid will be
made to determinc how a standard fee schedule(s) can be used to create standard
contract documents. The analysis will determine what the impact of a standard
fee schedule would have on the contracting process, how it would be set and
updated, what the conditions would be and approval process for any deviations
from the standard rates, whcther contracts would include automatic adjustments
as the fee schedule changed, how well the schedule would provide or hinder the
provision of medical scrvice necds and other issues identified.

An analysis of the current bid contract administration systcm will be performed
starting with the identification of a service need and finishing with contract
termination and evaluation. The analysis will assess each process step, the
number of individuals involved, the time taken to complete, the invoice
review/approval process, decision points, obstacles or barriers that are causcs for
delay, the reasons for and the effccts loops have on the process, and the form of
the process (paper, fax or IT). The analysis will review contracts to develop a
statistically valid asscssment of the current process and the time each step
requires.




¢ An improved contracting administrative process for contracts that are bid will be
developed that achieves the performance and quality goals established in the
project charter. In addition, the new process will provide for the State of
California’s responsibility to exercise stewardship over the expenditure of public
funds and will address the systemic problems identified in the State Auditor’s
findings. Accompanying the improved process will be the policy, procedure, and
standards needed to assure the success of the process. In addition, staff training
and technical assistance will be devcloped. A bid contract monitoring and
cvaluation program will be developed to assurc the program is successfully
implemented and ongoing improvements can be made.

This project will assess the following arcas when reviewing the invoicc processing
system
e An analysis of the current invoice approval and payment system will revicw each
step in thc process that is carried out by DCHCS, Regional Accounting Office
(RAO) and Office of the State Controller (SCO) to determine work activitics and
processes that do not materially contribute 1o the tasks of approving and paying
invoices. Roles, work volume, responsibilities, staffing levels, training, and
information transfer will be asscssed.
¢ SCO and RAO are reviewing opportunitics o use clectronic submittals of
invoices to SCO and payment by means of electronic fund transfers.
e The Team is evaluating thc invoice payment practices of other states and 18
looking at the internal processes of invoice logging, coding, and the potential for
pre-approval of invoices in certain circumstances.

This project will assess the following areas while devecloping a ncw contract system

e An analysis of the current contract administration system will be performed to
assess staff resource allocations and the placement and functions of organizational
units involved in medical services contracting. The analysis will detecrminc the
appropriate role, location and resource levels for staff that are responsible for the
new contract management and invoice processing systcms. A specific assessment
and recommendation will be made on the consolidation of the two CDCR units
currently responsible for health care contract management and accounting,

e An evaluation will be done of the new contract management and invoice payment
systems to determine any changes in state law that are required to facilitate the
effective implementation of the new systems.

o The Team shall assess and advise the Receiver of its determination regarding the
need to retain outside contract cxpert(s) to advise and recommcnd contract
managemenl processes, invoice payment processing methods, and/or contract
tools or information systems.

e The Team will evaluate and propose an information management system that will
facilitate the information flow, processing and tracking of contracts and invoices.




Project Boundaries

The direction of the Court.

Project Assumptions

¢ The Team will be able to design and develop an implcmentation plan for a
contract management system that meets the intent of the State to manage its tiscal
resources in an efficient, fair, and cffective manner.

e The project will identify and recommend an effective contract managcment
system and invoice payment system that utilizes resources, approval authority,
and information management in the most practical and efficient manncr. .

o Contract training on the existing system is planned to begin on Junc 14, 2006.
Training that is being conducted in responsc to the Court Order will continue,
however elements of this training that will conflict with the new process and are
not necessary to the efforts to negotiate and process current contracts will be
noted in the training and defcrred if warranted.

Potential Project Constraints and Barriers

¢ One or more of the projecl performance measures cannot be met with a contract
management system and/or invoice payment system that will mcet the State of
California’s responsibility to exercise stewardship over the expenditure of public
funds. If the Team determines that this situalion has the potential to exist it will
identify the problem(s) to the Recciver.

e The Team will identify the staff positions located in the institutions, CDCR and/or
DCHCS and in other agencies that are needed to implement and carry out all
aspects of thc new contract management and invoice payment process. Other
stakeholder organizations that may have a role in facilitating the hiring of needed
staff will be kept advised of the project.

¢ The contract management and Invoice payment processes will initially use
cxisting IT systems that arc rcadily available and can bhe supported by CDCR.
These systems may not satis{y project needs and manual processing sysiems may
initially be required. The Team will identify and recommend the IT system needs
for long term contract management and invoice payment support. Thc Team will
involve the other stakcholder organizations that play a role in the design, review,
and procurement of IT systems as it develops long term IT recommendations.

¢ Contract Providers may raise concerns regarding doing business with the State if
some of the elements of the contracting approach being considered are
implemented. Concerns may be raised regarding the State’s use of standardized
rates for medical services and standardized contract terms.

Assumptions that Require Confirmation

None identified.
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Project Approach and Qrganization

This project will be organized into a cross-functional team with representatives
from the functional areas impacted by the project from within DCHCS, CDCR,
DGS and other state agencies as needed. At each stage in the Project, the State
Auditor will be requested to review and comment on the products produced by the
Team. Within the Team, four functional working groups are focusing on specific
areas of the contract management and invoice payment processes. These groups
work both independently and collectively in the Team to evaluate and recommend
solutions to the contracting and invoice payment processes problems. These
groups are the Invoice/Accounting Group, the Contract Process Management
Group, the IT/Contract Data Base Group, and the Legal/Audits Group. Each
group and the Team will ensure the new processes are cquitable and transparent.
Process monitoring and performance evaluation will also be a major component
of the new contract management and invoice payment systcms. The project will
proceed in six phascs which are described along with completion dates in the
Project Goals, Objectives, and Expected Results scction found on page 5.

High Level Deliverables

Approve Team Charter. 6/2/2006

Bi weekly reports to the Receiver — every other Friday commencing 5/19/06.
Report to the Recciver documenting the results of thc Team’s Analysis and
Process Building tasks. 6/28/06

Report to the Receiver on the contract management and invoice processing
systems options and the Team’s recommendations. 7/26/06

Report to the Receiver on the selected options’ policy and procedures. 9/6/06
Final report to the Receiver on the contract management and invoice payment
systems training and implementation. 9/20/06

Report to the Receiver presenting the plan to end the emergency payment process.
9127106

High Level Milestones

Approval of the Project Charter

Approval of any contract management process component that will not comply
with existing state contracting requirements, regulations or laws.

Agreemenl on where contracting and accounting resources and responsibilities
will reside.

Agreement on the role of DGS in contract review and approval.
Completion of Project plan deliverables by the Project Team.




Project Approval

Project Director,

Ted Rauh

0y

Project Dircctor, Division of Correctional Health Care Services

Program Sponsor,

Pcter Farber-Szckrenyi, Dr. P.H.

Director, Division of Correctional He}z;lth Care Services

Stakeholder ldentification

Stakeholder Name

Peter Farber-Szekrenyt, Dr. P.H.

James E. Tilton

CDCR Legal Affairs
Department of General Services
State Office of the Controller
California State Auditor

Office of the Attorney General

Department of Finance

Role/Responsibility
Overall responsibility for project implementation
and DCHCS rcsources
Provide input on the development of the program
and CDCR resources
Review of legal issues and program before
submission to thc Receiver
Provide input on the development of the program
Provide input on the development of the program
Provide iput on the development of the program
Review of legal issues and program before
submission Lo the Receiver
Provide input on the development of the program




Project Team Members

Name
Ted Rauh
Yulanda Mynhier

Denny Sallade
Tern Hall
Delores Carrier
David Hale

Debra Crisp
Susan Wimberley
Gina Gill

Wendy Harris
Greg Neal
Zozimo Castro
Kyme Lee

Allan Gaines
Larry Smith
Lcisa Rackelmann
Linda Cabatic
Richard Kirkland
Tim Gilpin
Marjul Pawelczyk
Karen V. Smith
Susan Lew
Lauren Trevathan
Chris Swanberg
Laurie Giberson

Jon Wolff
Paul Mello

Position

Project Director

Deputy Director, Health Care Administrative &
Operations Branch

Chief, Fiscal & Business Management Section
Manager, HCCUP Unit, DCHCS

SSM I, HCCUP Unit, DCHCS

SSM I, Community Provider Network Program,
DCHCS

Contract Analyst, DCHCS

Contract Analyst, Pclican Bay State Prison
Contract Analyst, Central California Women'’s
Facility

Contract Analyst, California Medical Facility
SSM I, Manager, DCHCS Informatics Unit
Information Technology Unit, DCHCS
Information Technology Field Support Unit,
DCHCS

Staff Information Systems Analyst, DCHCS

DP Manager, CDCR

Chief of Governance & Oversight, CDCR
Department of General Services

Dcputy Dircctor, Fiscal Scrvices, CDCR
Associate Director (A), Accounting Services,
CDCR

Accounting Administrator [, Accounting Services,
CDCR

Deputy Director (A), Office of Business Scrvices,
CDRC

Chief, Institutional Medical Contracts Section,
CDCR

Associate Governmental Program Analyst, OBS
Staft Counsel 111, CDRC Office of Legal Affairs
Staff Counsel LI, DGS Legal Affairs Division
Supervising Deputy Attorney General, OAG
Legal Counsel, Hanson, Bridgett, Marcus, Viahos &
Rudy LLP




Group Leaders

Delores Carrict/Tim Gilpin — Invoice Review, Authorization, and Payment Process
Denny Sallade — Contract Bid, Negotiation, Award, and Tracking Process

Greg Neal/Allan Gaines - Use of Information Technology

Chris Swanberg — Statutory and Regulatory Requirements

Document Control — Change
Record of Approved Charter

Date Author Version Changc Rceference
6/20/2006 Ted Rauh 6.0 Final

Reviewers

Name Position

Peter Farber-Szekrenyi, Dr. P.H. Director, CDCR, Division of Correctional Health
Care Services

Renee Kanan, M.D. Deputy Director, DCHCS

Yulanda Mynhier Deputy Director, Health Care Administrative &
Opcrations Branch, DCHCS

Ted Rauh Project Director, DCHCS

Dcnny Sallade Chicf, Fiscal and Business Management Section,
DCHCS

Tim Gilpin Associate Director (A), Accounting Services,
CDCR

Susan Lew Chief, Institutional Mcdical Contracts Section,
CDCR

Chris Swanberg Staff Counsel 111, CDRC Officc of Legal Affairs

Lauric Giberson Staff Counsel III, DGS Legal Affairs Division

Richard Kirkland Deputy Dircctor, Fiscal Services, CDCR

Karen V. Smith Deputy Director (A), Officc of Business Services,
CDCR

Jon Wolff Supcrvising Attorney General, OAG

Paul Mello Legal Counsel, Hanson, Bridgett, Marcus, Viahos &
Rudy LLP



Distribution

Copy # Name
1 Peter Farber-Szckrenyi, Dr. P.H.
2 Renee Kanan, M.D.
3 Yulanda Mynhier
4 Ted Rauh
S Denny Sallade
6 Tim Gilpin
7 Susan Lew
8 Chris Swanberg
9 Laurie Giberson
10 Richard Kirkland
11 Karen V. Smith
12 Jon Wollf
13 Paul Mello
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Balance Sheet

As of June 30, 2006

_California Prison 'Healthcare Receivership Corp.

(Unaudlted) -
777777 ) S June 2006
ASSEﬁTSr o B ) 7"”7 B
__Current Asspts ) o o L -
~ Cash inBank o ) $ 2,(7)772,487
Prepaid Insurance - $ 41 13£i
- PrepaldrReni/Otr{é’r Qgposns 7 121,402
 Total Current Assets ] B 2,235,027
Property fyrry}ure and equlpment - i
~_ Office Equipment - - 31,437
Total Propertylj.xrn|ture and equnpment - ) 4431,437
Other Assetg 7777 777777 D
| Security De Deposit L B 176,222
Total Other Assets 176,222
[ToTAL ASSETS $ 2,442,686
LIABILITIES AND FUND BALANGES:
 Current Liabiliies
Other Current Liabiliies ]
Accrued Expenses 39,000
- Payroll-Payable 98,274
Total CurrqgﬁtﬁLiabilities 137,274
Fund Balaq@s ) ]
Contnbuted Capital -Federal Court 2,752,547
Net Expenses . ($447,135)
Total Fund Balances 2,305,412
TOTAL LIABILITIES AND FUND BALANCES $ 2,442,686




_ California Prison Healthcare Receivership Corp.

~ Statement of Expenses

For the perlod endring June 30, 2006

| (unaudited) | R
T started anioe) o
S Apr 2006 May 2006 June 2006 Total
| Operating Expenses R N
Salaries & Wages | $50429 $103,108 $151,441 ~ $304,978
Payroll Taxes $4,996 . $7,954 $10,041 $22,991
| Legal & Other Professional Fees v $1,500 - $26,752 $28,252 |

Professional Fees - Chief of Staff ) $17,488 - $22,500 $22.689 $62,67:/;
| office Expenses R §3| 8501 $58 | $621
Rent R $5 790 o $680 $6,470
Insurance o ) $6,331 $1,789 $8,120
_Telephone I ) B $694 $303 $997
| Travel ) ) $5,749 _8$9,878 $15,627
Total Operating Expenses - $72,976 $154,128 $223,631 $450,735
Other Income L - . IB . ﬁi
Interest Earned o ) $1,057 $2,542 $3,599
Total Other Income $0 $1,057 $2,542 $3,599
Net Expenses $72,976 $153,071 $221,089 $447,136
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PROOF OF SERVICE BY MAIL

1, Kristina Hector, declare:

I am a resident of the County of Alameda, California; that I am over the age of eighteen (18)
years of age and not a party to the within titled cause of action. I am employed as the Inmate
Patient Relations Manager to the Receiver in Plata v. Schwarzenegger.

On July 5, 2006 I arranged for the service of a copy of the attached documents described as
APPENDIX OF EXHIBITS TO RECEIVER’S FIRST BI-MONTHLY REPORT on the parties
of record in said cause by sending a true and correct copy thereof by pdf and by United States
Mail and addressed as follows:

ANDREA LYNN HOCH
Legal Affairs Secretary
Office of the Governor
Capitol Building
Sacramento, CA 95814

PETER FARBER-SZEKRENY]I, DR. P.H.
Director

Division of Correctional Health Care Services
CDCR

P.O. Box 942883

Sacramento, CA 94283-0001

J. MICHAEL KEATING, JR.
285 Terrace Avenue
Riverside, Rhode Island 02915

JONATHAN L. WOLFF
Deputy Attorney General
455 Golden Gate Ave., Suite 11000
San Francisco, CA 94102

STEVEN FAMA

DON SPECTER

ALISON HARDY

Prison Law Office

General Delivery

San Quentin, CA 94964-0001

PAUL MELLO

JERROLD SCHAEFER
Hanson Bridgett

425 Market Street, 26* Floor
San Francisco, CA 94105

BRUCE SLAVIN

General Counsel
CDCR-Office of the Secretary
P.O. Box 942883

Sacramento, CA 94283-0001
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KATHLEEN KEESHEN

Legal Affairs Division

California Department of Corrections
P.O. Box 942883

Sacramento, CA 94283

RICHARD J. CHIVARO
JOHN CHEN

State Controller

300 Capitol Mall, Suite 518
Sacramento, CA 95814

MOLLY ARNOLD

Chief Counsel, Department of Finance
State Capitol, Room 1145
Sacramento, CA 95814

LAURIE GIBERSON

Staff Counsel

Department of General Services

707 Third Street, 7th floor, Suite 7-330
West Sacramento, CA 95605

MATTHEW CATE

Inspector General

Office of the Inspector General
P.O. Box 348780

Sacramento, CA 95834-8780

DONNA NEVILLE

Senior Staff Counsel
Bureau of State Audits

555 Capitol Mall, Suite 300
Sacramento, CA 95814

WARREN C. (CURT) STRACENER
PAUL M. STARKEY

Labor Relations Counsel

Department of Personnel Administration
Legal Division

1515 “S” Street, North Building, Suite 400
Sacramento, CA 95814-7243

~ Tdeclare under penalty of perjury under the laws of the State of California that the foregoing
is true and correct. Executed on July 5, 2006 at San Francisco, California.

ypidtone M

Kiristina Hector




