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remaining unallowable recommendation. We did not revise our recommendations for
refunds to the awarding agency. The response is summarized in the body of our report
with the full text being included as Appendix A to this report.
BACKGROUND
The HRSA administers the Ryan White CARE Act, enacted in 1990 and reauthorized in
May 1996. The CARE Act is the largest source of Federal funding specifically directed
toward providing primary care and support services for persons with HIV disease. Under
Title II of the CARE Act, formula grants are awarded to States and other eligible entities
to improve the quality, availability, and organization of HIV health care and support
services.
States can use a variety of service delivery mechanisms, such as providing some or all of
the services directly or entering into agreements with local HIV care consortia, health
care associations, or community-based organizations. From April 1, 1998 until
November 16, 2000, the ISDH maintained a number of agreements with AIDServe to
provide most of its HRSA Title II services in Indiana. These agreements included a subgrantee relationship to monitor the basic operations of the HRSA Title II program and
contracts to administer and manage the State’s Health Insurance Assistance Program
(HIAP) and AIDS Drug Assistance Program (ADAP) activities. Services included
determining client eligibility, enrolling eligible clients into private health insurance plans,
performing administrative functions for the Title II program and administering and
monitoring the HIAP and ADAP activities. In a separate agreement with the Substance
Abuse and Mental Health Services Administration (SAMHSA), AIDServe received
additional funding for AIDS Substance Abuse Program (ASAP) activities. Although not
a part of this audit, ISDH also entered into contracts with other organizations to provide
AIDS related services.
The ISDH terminated the contracts with AIDServe on November 16, 2000. The
termination was based on improper use of funds for specific agreements, inappropriate
invoicing procedures, and failure to expend funds in accordance with the agreements.
Subsequent to the termination, AIDServe filed for bankruptcy and ceased operations.
OBJECTIVES, SCOPE AND METHODOLOGY
We conducted our audit in accordance with generally accepted government auditing
standards. The objectives of our review were to determine the adequacy of ISDH’s
oversight and whether Ryan White CARE Act grant funds were expended in accordance
with applicable regulations. Our audit covered the period of the grants, April 1, 1998
through March 31, 2001.
For the three year period ending March 31, 2001, ISDH claimed costs, amounting to
$18,425,641, for the AIDServe operation of the Title II and related programs. Additional
costs of $1,325,406 for AIDS related activities were incurred under contracts with other
organizations and were not a part of this audit.
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Because of weaknesses cited in this report and the subsequent bankruptcy of AIDServe,
we encountered substantial difficulty supporting the allowability and allocability of costs
claimed. We did not perform a review of the internal controls at AIDServe as the
organization had ceased operations. We did consider these deficiencies in determining
the nature, timing and extent of our audit tests.
The AIDServe files, containing records and supporting documentation that were
transferred to ISDH, were not complete or well organized. Some files were moved intact
from the AIDServe offices to ISDH. Other files were haphazardly placed in moving
boxes and stored at ISDH. There were no inventory records itemizing the information
contained in the moving boxes. Therefore, we could not ascertain how much
documentation was missing.
We did note that numerous batches of claims were missing. As part of our initial audit
steps, we organized the information to the extent necessary to perform our audit.
To accomplish our objectives, we:
•

Met with and maintained ongoing discussions with officials from ISDH and HRSA.
We also met with officials from the public accounting firm contracted by ISDH to
conduct an audit of AIDServe.

•

Reviewed AIDServe’s accounting records, computer files, and supporting documents.

•

Examined ISDH’s accounting records and documents of correspondence between
ISDH and AIDServe.

We performed our audit work at ISDH offices in Indianapolis, Indiana and HRSA offices
in Chicago, Illinois during the period April 2001 through December 2001 and discussed
the results of our audit with auditee officials on February 5, 2002.
FINDINGS AND RECOMMENDATIONS
For the three year period ending March 31, 2001, ISDH claimed costs, amounting to
$18,425,641, for the AIDServe operation of the Title II and related programs, which
included unallowable, unallocable, and unapproved claims, amounting to $784,499, and
inadequately supported claims of $5,337,802. Details are presented in the following
paragraphs.
QUESTIONED CLAIMS
We identified a total of $784,499 in questioned claims. The questioned amounts include:
(i) $92,495 in duplicate claims for medical services, (ii) $75,007 in refunded premiums
that were not credited against program costs, (iii) $533,123 in unallocable drug and
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medical assistance service costs related to another Federal program, and (iv) $83,874 in
indirect costs based on an unapproved rate.
Duplicate Claims for Medical Services. The ISDH claimed $92,495 in payments made
to AIDServe for medical services by providers that were not paid by AIDServe and a
duplicate amount for its direct payment to the providers to rectify the situation. Medical
services were provided under contract with AIDServe through the Early Intervention
Program (EIP) to persons who tested positive for HIV. Although funds were made
available on a cost reimbursable basis, AIDServe sometimes claimed reimbursement
before it paid the providers. In some cases, providers were not paid for the services. To
ensure that future medical treatment would be available to AIDServe clients, ISDH paid
the providers for the service already reimbursed to AIDServe, but for which the provider
had not been paid. AIDServe’s failure to follow the cost-reimbursement requirements
which required that it pay for the services, then claim reimbursement from ISDH,
resulted in the duplicate claim.
For the period December 1999 through March 2000, AIDServe’s accounting records
showed claims totaling $175,601. To determine the amount of the duplicate payments
claimed by ISDH, we requested a listing of AIDServe payments to providers and
compared it to the larger listing of payments made to AIDServe for provider services.
Since ISDH directly paid some providers, ISDH reimbursement to AIDServe for $92,495
in claims for unpaid services represents a duplicate payment for the same services. The
payments to AIDServe and the payments by ISDH to the provider were both claimed. As
a result, duplicate Title II claims amounted to $92,495. We provided ISDH officials with
a listing of duplicate payments for EIP claims.
In April 2000, the payment procedure was changed to eliminate duplicate payments. The
new procedures required AIDServe to receive and forward medical invoices to ISDH.
Instead of paying AIDServe, ISDH wrote a check payable to the provider for distribution
by AIDServe. Later in December 2000, just after the contract with AIDServe was
terminated, the providers began sending the invoices directly to ISDH for payment.
Health Insurance Premiums. AIDServe paid $6.8 million for health insurance
premiums during the audit period. The Indiana Comprehensive Health Insurance
Association (ICHIA) refunded premiums totaling $196,647, however only $121,640 was
credited to the program. OMB Circular A-122 requires that credits accruing or received
by an organization, that relate to allowable costs, be credited to the Federal government
as a cost reduction or cash refund. AIDServe did not properly credit the program costs
for all refunds of health insurance premiums amounting to $75,007. Although the
refunds were returned to AIDServe for premiums not used to buy health insurance, the
total amount was not credited to the program.
The Health Insurance Assistance Program (HIAP) assists persons who have tested
positive for HIV to obtain comprehensive health insurance. HIAP paid the premiums,
deductibles and co-insurance through ICHIA. AIDServe was contracted to administer the
HIAP program for ISDH. AIDServe was responsible for enrolling clients, making sure
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that premiums were paid on time, and managing accounts. The program cost reduction
was not reflected in a claim reduction.
A listing of refunds that were not returned to the program or used to offset the HIAP
premiums was provided to ISDH officials. We are questioning the balance of $75,007
that was not returned to the program or used as an offset to the HIAP premiums.
ASAP Services Charged to ADAP. During the period, April 1, 1998 to March 31,
2001, ISDH inappropriately charged the ADAP program with $533,123 in drug and
medical assistance service costs related to another Federal grant program, ASAP. Section
2617(b) of the Ryan White CARE Act states that the State will ensure that grant funds are
not utilized to make payments for any item or service to the extent that payment has been
made, or can reasonably be expected to be made, for that item or service. Although
AIDServe submitted vouchers for $458,563 in costs classified as ASAP related, ISDH
reclassified these costs and charged them against the ADAP. An additional amount of
$74,560 was transferred to ADAP activities by a journal entry.
The ADAP, funded by HRSA, assists persons who have tested positive for HIV to have
access to limited medications. ADAP pays for certain FDA-approved therapeutic
medications through participating pharmacies. The ASAP also provides access to certain
prescriptions, in addition to medical services. The ASAP activity is funded by SAMHSA
and is not a Title II program. The eligibility requirements set by ISDH were very similar
for both programs. AIDServe was contracted to administer the ADAP program for
ISDH, while separately managing the SAMHSA funded ASAP program for ISDH.
In addition to being allocable and chargeable to the ASAP activity, the $458,563 in costs
included prescription drugs and other services, which were only partially allowable under
the ADAP program. The ADAP program pays only for drugs identified in the ADAP
Formulary and only as a "payor of last resort." Therefore, other prescription drugs and
services not included in the formulary were unallowable. These costs, along with the
$74,560 transfer, were allowable under ASAP. We provided ISDH officials with a listing
of all ASAP services that were inappropriately charged to ADAP.
Indirect Costs. AIDServe inappropriately claimed indirect costs in the amount of
$83,874. For the three program contracts; Pediatric & Women’s Issues, Special Projects,
and Consumer Advisory Board, AIDServe claimed indirect costs at rates of 15 percent
for personnel and 13.75 percent for non-personnel costs. The projects were primarily for
consulting activities performed off-site. The indirect rates were applicable to a previous
organization, not AIDServe. As a result, the indirect costs of $83,874 are questioned.
Oversight/Monitoring/Audit. Although ISDH provided a significant amount of
oversight for services contracted to AIDServe, additional oversight, monitoring and audit,
with emphasis on responsive corrective action, would have helped to alleviate problems
cited in this report and emphasize areas needing corrective action. Adherence to audit
requirements would have identified the financial management and claim documentation
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problems and required AIDServe to address problems and initiate corrective action while
it was still in operation.
The Code of Federal Regulations (CFR), Title 45, Section 92.40 and the OMB Circular
A-133, Compliance Supplement, provide requirements for monitoring and reporting
program performance. The CFR states that the grant recipients and pass-through entities
are responsible for managing the day-to-day operations of sub-grant and sub-recipient
activities. The monitoring activities may take various forms, such as reviewing reports
submitted by the sub-recipient, performing site visits to review financial and
programmatic records and observing operations. OMB Circular A-133 requires nonFederal entities, that expend $300,000 or more in a year in Federal awards to conduct an
annual single or program-specific audit. Annual audits are required.
We did identify extensive correspondence between ISDH and AIDServe regarding the
allowability of claims and problems with program operations. Several memos in 1998
reminded AIDServe that claims should be for actual expenditures. Officials met in
January 1999 to resolve problems with claims processing and reporting. Discussions
were later held regarding claims for medical services for which providers were not
reimbursed by AIDServe. By April 2000, ISDH staff were making visits on a weekly
basis to address delays and inaccuracies in reporting and in the processing of claims.
Correspondence from the HIV Grants Department was frequent and the ISDH Title II
Grants Coordinator did disallow many claims. When problems with AIDServe’s cash
flow surfaced in early January 1998, the Auditor of State of Indiana began issuing checks
to the ADAP providers, which was followed by direct payment to providers for insurance
premiums and co-insurance and deductibles in December 1999 and May 2000. These
problems culminated with the termination of AIDServe contracts, effective November 16,
2000.
In spite of the annual audit requirement, the first, and only, audit of AIDServe’s financial
statements and compliance with the OMB Circular A-133 Compliance Supplement was
completed for the year ended December 31, 1998. The auditors reported that the
accounting controls to monitor compliance and document the allowability of costs were
inadequate and that they were not able to express an opinion on AIDServe’s compliance
with the Circular. Although the report was supposed to be issued within 9 months of the
end of the audit period, it was actually issued about a year late. No audits have been
completed for subsequent periods. Enforcement of the audit requirements would have
emphasized the financial management and claims documentation weaknesses needing
corrective action while AIDServe was still in operation.
Recommendation
We recommend that the ISDH:
• Refund $92,495 for duplicate claims related to Early Intervention Program medical
services.
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• Refund $75,007 for refunded HIAP premiums that were not credited against the
program costs.
• Refund $533,123 for unallocable drug and medical assistance service costs related to
another federal program, ASAP.
• Refund $83,874 for unapproved indirect costs claimed.
• Improve its oversight of sub-grantees and ensure that required audits are performed
in a timely manner.
ISDH Comments and Office of Audit Services Response
Duplicate Claims for Medical Services. The ISDH correctly stated that we did not
conclude that providers were paid twice and that questioned costs related to some
provider services were not charged to the grant. ISDH also stated that they could not
determine the amount of duplicate charges.
Although we agree that the payment for provider services and the subsequent charge to
the subcontractor accounting records was a problem, we were able to determine that
ISDH and AIDServe each received reimbursement for the same EIP services. These
duplicate claims of $92,495 related to EIP medical services are unallowable.
To establish the duplicate reimbursement, we reviewed over 50 percent of the reversing
entries that AIDServe identified as adjustments for unpaid EIP services claimed for Title
II reimbursement. Matching these reversing entries to warrants issued by the State
established that the reversing entry agreed with the amount on the AIDServe invoice and
on the state warrant. The dollar amounts per the AIDServe invoice and the state warrant
were separately identified on the State’s ledgers as claims under the Title II program.
The duplicate reimbursement did occur.
Health Insurance Premiums. The ISDH agreed that $75,007 in refunded HIAP premiums
were not credited against program costs.
ASAP Services Charged to ADAP. The ISDH agreed with questioned costs relating to
non-ADAP drugs and services and other claims, totaling $193,924, but disagreed with
questioned costs of $339,199, associated with drugs that they believe were allowable
under either the ADAP or ASAP program. The ISDH contends that ASAP regulations
require the ASAP program to be a payer of last resort and that Title II charges for drugs
approvable under the ADAP program should be allowed.
.
Regarding the drugs that are allowable under both programs, we only questioned the drug
costs that were classified by AIDServe as ASAP services. The claim vouchers submitted
to ISDH generally contain a cover sheet stating that attached documents substantiate
charges for services provided to ASAP clients. We believe that the person or entity
initializing the claim is in the optimal position to identify the appropriate program to be
charged.
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Claims totaling $533,123 for drug and medical assistance service costs related to the
ASAP program are unallocable and unallowable.
Indirect Costs. Although the ISDH agreed that the indirect cost rate used was previously
approved for a predecessor of AIDServe, it disagreed with our questioning unapproved
indirect costs claimed. The ISDH points out that we did not identify the specific items
questioned and categories of cost charged and reimbursed as both direct and indirect but
ignores the absence of adequate support for its indirect costs claimed. Although the
unavailability of prior indirect cost proposals prevented us from identifying the
methodology for determining the indirect rates, we did note that charges for expense
items such as rent and utilities were not claimed directly on contracts charged with
indirect costs.
The PHS Grants Policy Manual states that reimbursement of indirect costs is based on the
application of the appropriate indirect cost rate in effect during the period in which the
allowable and allocable direct costs are incurred. The manual goes on to state that
indirect cost proposals will be prepared in accordance with applicable cost principles.
The overriding reason for questioning the indirect costs is that an indirect rate was never
approved for AIDServe.
Claims totaling $83,874 for unapproved indirect costs are unallowable.
Oversight.
The ISDH agreed that they are responsible for stewardship of the Title II funds and had
requested audits at the completion of each contract and grant. They were working in
good faith to secure audits from AIDServe.
INADEQUATE DOUMENTATION FOR COSTS CLAIMED
We identified claims totaling $5,337,802 that were not adequately supported. Based on
inadequate documentation available from the now bankrupt AIDServe, we were unable to
express an opinion on the allowability and allocability of significant amounts of salary
and wages ($946,905), associated fringe benefits ($150,033), medical service costs
($1,607,634), and prescription drug costs ($2,633,230). As previously indicated,
increased oversight and involvement by ISDH, to assure that required financial
management systems were in place and audits were performed, would have provided the
needed documentation or noted the need for corrective action. Many of the cited findings
of unsupported costs could have been prevented or alleviated. This became more
important when AIDServe went bankrupt and ceased operations. The absence of
AIDServe personnel made it more difficult to reconstruct the documentation to support
the claims.
Code of Federal Regulations Title 45, Section 74.21, requires that financial management
systems, used by non-profit organizations, provide accurate, current and complete
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disclosure of the financial results of each HHS-sponsored project or program. It also
provides that accounting records be supported by source documentation. Although we
believe that employees were on the payroll and provided contracted services and that
medical services and prescription drugs were provided to eligible recipients, we could not
offer an opinion on the accuracy of the amounts charged in the following areas.
Salaries, Wages, and Fringe Benefits. There was insufficient documentation to support
the allocability of salary and wages of $946,905 paid to AIDServe. OMB Circular A-122
states that reports reflecting the distribution of activity of each employee must be
maintained for all staff members whose compensation is charged, in whole or in part,
directly to awards. The reports must reflect an after-the-fact determination of the actual
activity of each employee.
ISDH officials did not have effort distribution schedules to support the actual activity of
AIDServe employees. Accordingly, we are unable to express an opinion as to the
allowability and allocability of the salaries and wages amounting to $946,905 or the
related fringe benefit costs of $150,033.
Medical Services. Claims amounting to $1,607,634 for reimbursement of medical
services or co-insurance and deductible payment costs could not be traced to
documentation supporting that services were provided or co-insurance and deductible
costs were incurred. We could not determine that medical service related costs submitted
by AIDServe and subsequently claimed by ISDH were allowable charges to the program.
As a result, we express no opinion as to the allowability of $797,339 in medical claims
and $810,295 in co-insurance and deductibles. Inadequately supported co-insurance of
$70,828 and deductibles of $54,396 were included in Title II claims for the period April
1998 through March 2000, while unsupported HIAP claims for coinsurance and
deductibles during the period April 2000 through December 2000 amounted to $685,071.
Beginning in December 2000, ISDH assumed responsibility for processing medical
claims and health insurance documents and adequately supported Title II claims
submitted thereafter.
Prescription Drug Claims. ISDH entered into a contract with AIDServe to administer
the ADAP, designed to provide certain FDA-approved therapeutic medications to persons
who have tested positive for HIV. Under the contract, AIDServe was responsible for
receiving and processing claims for ADAP allowable drugs. Although the vouchers
submitted by AIDServe initially included sufficient information necessary to determine
the allowability of the claimed cost, confidentiality concerns resulted in an agreement in
March 1999 to reduce the amount of documentation required from AIDServe. Pharmacy
information sheets, copies of actual prescriptions, and billing statement summaries
supporting the claimed costs were to be kept on file at AIDServe offices. After
AIDServe instituted a new process for filing ADAP invoices, in January 2000, we were
not able to trace ADAP claimed amounts to the supporting documentation and could not
express an opinion as to the allowability and allocability of ADAP prescription drug
claims, totaling $2,633,230.

EXHIBIT
INDIANA STATE DEPARTMENT OF HEALTH
INDIANAPOLIS, INDIANA
STATEMENT OF COSTS CLAIMED UNDER TITLE II GRANTS
AND THE AUDITOR’S RELATED RECOMMENDATIONS
FOR THE PERIOD APRIL 1, 1998 THRU MARCH 31, 2001

COST
CATEGORY
Personnel
Fringe Benefits
Supplies
Postage
Travel
Rent
Utilities
Consultant
Contractual
Printing
Co-insurance
Deductibles
Premiums
Refunds
Medical Claims
Indirect Costs
AIDSERVE TOTALS

CLAIMED
COSTS
$946,905
150,033
21,729
12,585
172,710
54,433
11,073
198,003
793,161
45,269
70,828
54,396
1,278,124
(33,686)
889,834
83,874
$4,749,271

ALLOWABLE
COSTS

QUESTIONED
COSTS

NO OPINION
NOT
COSTS
AUDITED
$946,905
150,033

$21,729
12,585
172,710
54,433
11,073
198,003
793,161
45,269
0
0
1,278,124
(108,693)
0
0
$2,478,394

75,007
92,495
83,874
$251,376

797,339
0
$2,019,501

$4,749,271

$2,478,394

$251,376

$2,019,501

ADAP

7,202,054

4,035,701

533,123

2,633,230

HIAP

6,474,316

5,789,245

NON AID SERVE
CONTRACTS

1,325,406

AIDSERVE TOTALS

TOTALS

$19,751,047

70,828
54,396

685,071

$1,325,406

$12,303,340

$784,499

$5,337,802 $1,325,406

.
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