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August 19, 2004

To: Supervisor Don Knabe, Chairman
Supervisor Gloria Molina, Chair Pro Tem
Supervisor Yvonne B. Burke
Supervisor Zev Yaroslavsky
Supervisor Michael D. Antonovich

From: Jon W. Fullinwider T{B’rv |/\/ Fl/l,d/mwvtd&

Chief Information Officer

Subject: HEALTH INSURANCE PORTABILITY AND ACCOUNTABILITY ACT
(HIPAA) STATUS REPORT

This is to provide you with a report on the County’s status in complying with the HIPAA
Transactions and Code Sets (TCS) rules following the October 16, 2003 compliance deadline
and a current status on the County’s efforts to meet the April 20, 2005 compliance deadline
for the HIPAA Security Rules. Attachment A (Summary of HIPAA Transactions and Code
Sets Status) provides a transaction-by-transaction status of the information summarized
below.

Electronic TCS

State of California Readiness

The State of California is continuing with their plan for a staged implementation of the HIPAA
transactions over a period of many months and is not expected to be HIPAA compliant for
some transactions within the 2004 calendar year. Neither the Department of Health Services
(DHS) nor the Department of Mental Health (DMH) can complete testing and execute HIPAA
compliant Medi-Cal transactions in advance of the State and its Fiscal Intermediary (FI). The
State will allow providers to process selected non-compliant transactions until advised
otherwise. Both DHS and DMH are in regular contact with their State counterparts and
maintain current knowledge of State status and activities.
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Federal HIPAA TCS Compliance Enforcement

The Center for Medicare and Medicaid Services (CMS) has not revised its enforcement policy
since their notice “Guidance on Compliance with HIPAA Transactions and Code Sets” was
posted on July 24, 2003. The document outlined CMS’ complaint-driven enforcement
strategy and a “Good Faith Policy” that allowed covered entities the opportunity to correct
non-compliance in the event of a complaint and to take into account an entity’'s good-faith
efforts to achieve compliance.

County of Los Angeles Readiness — Department of Health Services (DHS)

DHS TCS compliance should be viewed based on its three separate lines of business:
(1) Hospitals and Clinics, (2) Public Health, and (3) the Office of Managed Care (OMC).

Hospitals and Clinics

DHS hospitals and clinics process the vast majority of their transactions through Accordis, a
clearinghouse. Accordis is submitting Medicare inpatient and outpatient 837 claims using
approved HIPAA compliant Transaction Code Sets (TCS) information, with the exception of
all-inclusive rate revenue codes to both Medicare Fls.

Accordis is submitting HIPAA compliant Medi-Cal inpatient claims to the State using the
appropriate HIPAA compliant UB-92 revenue codes based on agreements reached with the
State. The State is not expected to process HIPAA compliant Medi-Cal outpatient 837 claims
in calendar year 2004. The County has submitted a proposal for handling these claims that
the State has been reviewing for at least four months.

The Office of Managed Care (OMC) is awaiting a server on which they will install software to
support receipt and processing of HIPAA compliant 837 encounter records from DHS
hospitals. This will enable Accordis to accept DHS hospital data and transmit it to OMC as a
HIPAA compliant transaction. |In May 2004, Accordis estimated a project duration of 120
days to implement the encounter record transmission to OMC from the five DHS hospitals.
Accordis is currently submitting test files to OMC and, if the required server and software are
set up as planned, production use of the HIPAA-compliant 837 transaction between DHS
hospitals and OMC will begin mid-September 2004, as scheduled.

When Accordis brings the 837 encounter transaction into production, DHS hospitals will not
have all the data available required to complete the 837 transaction. They will begin with
data currently available to establish the process, and then, over time, increase the data
captured and submitted to OMC via the 837 encounter transaction.
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Public Health

Public Health is using a combination of an existing clearinghouse relationship and custom
programming to achieve HIPAA TCS compliance. The one serious constraint to achieving
HIPAA TCS compliance is that the State does not anticipate accepting HIPAA compliant
outpatient Medi-Cal claims transactions from Public Health clinics this calendar year. The
County and the State will continue to work through testing issues necessary to assure a
reliable transition to HIPAA compliant transactions and will continue to process the non-
compliant claims during this transition period.

Other Public Health entities, such as the Alcohol and Drug Program Administration (ADPA)
and California Children’s Services (CCS) are submitting HIPAA compliant transactions to
their corresponding State agencies. ADPA began exclusively submitting HIPAA compliant
837 transactions to the State in May 2004.

Office of Managed Care (OMC)

As a health plan, OMC is required to have the capability to process the entire suite of HIPAA
TCS, including some they have never used in the past and for which they have no current
trading partner. Under the enforcement guidelines issued by CMS, OMC can demonstrate a
good faith effort and progress towards compliance because they have certified the conformity
of their transactions through a third-party certification agency. As identified above under
Hospitals and Clinics, DHS continues to make progress towards providing HIPAA compliant
encounter data to OMC from the DHS hospitals.

County of Los Angeles Readiness — Department of Mental Health (DMH) and Kirby Center
Readiness

DMH submitted its first routine batch of production HIPAA compliant health care claims (837)
transactions to the State on June 21, 2004 for February 2004 Short-Doyle claims. DMH
received a HIPAA-compliant remittance advice file from the State for the February claims
submission on July 12, 2004. After extensive review by Sierra and DMH Finance, the
remittance advice data for the February claims file was loaded to the IS Production
environment on August 1, 2004.

The February 837 claims file had a success rate of 76 percent. The DMH average historically
is about 84 percent. The higher percentage of denials in this claim file was largely
attributable to one contract provider and could be traced to user errors in the early weeks of
IS use.

DMH submitted a HIPAA-compliant Short-Doyle Medi-Cal claim file from the IS for March
claims on August 16, 2004. DMH will submit April, May, and June claim files in relatively
rapid succession thereafter so that the claims backlog will be cleared by mid-September
2004. At that point Short-Doyle Medi-Cal claim processing will return to its normal monthly
submission schedule. During this period these providers have received the base payments
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required under the terms of their contract, which helped bridge the transition to the HIPAA
required transactions and code sets.

Effective July 1, 2004, DMH began submitting only HIPAA-compliant Medicare claims
through the National Heritage Insurance Company (NHIC), the Fiscal Intermediary for
Medicare, for services delivered after June 1, 2004. The first compliant submission is
anticipated by the end of August 2004. Some older claims that are being resubmitted
subsequent to correcting information that led to a denial may need to be submitted in a non-
compliant format because of the differences in data between compliant and non-compliant
claims, but this should be a small percentage of DMH’s Medicare care claim (837)
transactions.

DMH has nine categories of trading partners, listed in the table below. The table indicates
the number of partners in each category and the approximate number of partners in each
category that are actively using the IS. There are two methods of claim submission into the
IS: 1) Electronic Data Interchange (EDI) which is the electronic submission of a group of
claims, and 2) Direct Data Entry (DDE) which is the manual entry of individual claims using a
Web browser.

Number Currently
Trading Partner Category Number in Category Using the IS
Fee-for-Service Inpatient 26 26 DDE
74 DDE
FFS Network Providers 569 2 EDI (Billers serving
multiple providers)
Directly Operated DMH 65 DDE (Effective July 8,
Clinics 65 2004, all directly operated
DMH clinics in production
use of the 1S.)
45 DDE (113 providers will
Short-Doyle Contract 352 go live on August 10, 56 in
Providers September and 138 in
October)
Short-Doyle Contract 2
Hospitals 1 DDE
LA County Hospitals 3 1 DDE
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State Hospitals 4 DDE (No claiming activity,
DMH staff enter episode
4 information only for
utilization management
purposes)
State Department of Mental 1 1 — Production use initiated
Health June 21, 2004.
Institute for Mental Disorders 11
(IMD) 11 DDE
US Government (Medicare) 0 - Certification received,
1 production use anticipated
by August 10, 2004
Retail Pharmacy 111 0 (See text below)

All directly operated DMH clinics and the Kirby Center of the Probation Department are using
the IS in production. Short-Doyle contract providers in Service Areas 1, 2 and 3 went live on
the IS on August 10, 2004. All contract providers will be transitioned off the legacy MHMIS to
the IS, using HIPAA compliant transactions and codes, by October 31, 2004.

Until the FFS Network Providers move onto the IS, DMH, ISD/ITS and Sierra resources are
required to support two different but parallel electronic billing processes. DMH and Sierra are
making a concerted effort to accelerate testing and adoption of the IS by FFS Network
Providers and billing services.

There were 68 billers or providers actively submitting electronic claims to the old EDS State
system before it was transferred to ISD/ITS support. One biller has indicated that they will no
longer be submitting claims to DMH and five others have not responded to repeated attempts
to contact them to determine their status. DMH is encouraging all that remain of this group of
providers to begin testing and implementing HIPAA compliant claims processing as soon as
possible. Two FFS Billers, representing 12 FFS Network Providers are certified and
submitting HIPAA compliant 837 claims via EDI.

There are approximately 17 FFS Network Providers or FFS Billers currently in the EDI test
and certification process. DMH has taken steps to improve the feedback to EDI test
participants in an effort to help them achieve certification, but EDI remains technically and
operationally challenging, especially for those without prior EDI experience. The Los Angeles
County DMH, remains one of only three county mental health departments, to achieve State
certification for its 837 health care claim transaction (see attached map). The State has
provided specifications and instruction in its Companion Guide that some counties believe
violate HIPAA TCS rules. DMH managed to accommodate the State specifications in the
interest of moving forward, but the accommodations made for the State Companion Guide
requirements may be part of the reason that contract providers are encountering difficulty
achieving EDI certification with DMH.
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The July 14, 2004, meeting with the State included a discussion of areas of the Companion
Guide that the counties consider at variance with HIPAA TCS rules, but the meeting did not
produce resolution of any of those issues. The State did, however, express a willingness to
discuss the issues further and formed a subcommittee to look at one of the more complex of
them.

Use of the IS for mental health clients receiving care at DMH hospitals is so far limited to
Harbor-UCLA Medical Center. Workflow, coding, and reporting issues specific to the
inpatient environment need to be resolved before the deployment is expanded to the other
three DHS hospitals with mental health inpatient services. Some of the issues are difficult
and not amenable to quick fixes, so it is possible that the deployment to the remaining three
DHS hospitals could slip past October 2004. DMH and DHS are working together to assure a
successful deployment as soon as it can be done without risk to DHS or DMH revenue and
minimal disruption of hospital operations.

The HIPAA compliant National Council for Prescription Drug Program (NCPDP) pharmacy
claim transaction is available for production use, but no pharmacy providers are using it in
production at this time. The primary issues have to do with work flow processes in contract
pharmacies rather than IS ability to process HIPAA complaint pharmacy transactions. DMH
is reconsidering its Pharmacy Deployment Plan while it investigates further changes in the IS
pharmacy functionality to make the DMH process more like that which retail pharmacies use
with other payers.

The next key activity is for DMH and Sierra to focus their finite resources on IS deployment to
contract providers through October 2004 and temporarily defer plans to deployment to retail
pharmacies. However, by the end of October 2004, DMH must have a clear and formally
documented plan for addressing pharmacy functionality for retail pharmacies within the IS
and clear DMH management commitment to implement the pharmacy phase of the
deployment plan.

My office continues to monitor the IS implementation and will apprise your Board of our
progress. To help achieve a successful implementation of the IS, | have temporarily
assigned a member of my staff to DMH to assist management with implementation activities
and related technical issues.

Electronic TCS Summary

DHS and DMH are in continuing contact with the State to ensure that both organizations keep
pace with the State’s implementation. My office is continuing to monitor progress at the State
level and the progress of both DHS and DMH within the County. | will notify your Board of
any changes to the State HIPAA contingency plan that have the potential to impact County
health or mental health operations.
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While DHS’ outpatient Medi-Cal claims will remain non-compliant until the State brings its
processing into compliance, DHS hospitals are continuing to process HIPAA TCS-compliant
Medicare claims and inpatient Medi-Cal claims.

OMC and DHS hospitals have resolved the issues related to the requirement for the
submission of HIPAA compliant encounter records from the hospitals. They anticipate
beginning production submission of encounter data from hospitals in mid-September 2004.

DMH is continuing to process HIPAA-compliant Medi-Cal claims files and anticipates clearing
the claims backlog caused by the long State certification process by mid-September, 2004.

The next group of contract Short-Doyle providers will be brought onto the IS on September 8,
2004.

HIPAA Security Rules Compliance — Status

The covered entities, Department of Health Services (DHS), Department of Mental Health
(DMH), Probation (Kirby Center) and the Sheriff's Department are continuing to develop
measures to comply with the HIPAA Security Rule. Final compliance must be accomplished
by April 20, 2005. The Department of Human Resources (DHR) has a small component
related to benefit plans that must become compliant by April 2006 and they are also working
toward that goal.

The various covered entities have been meeting on a weekly basis at the request of the CISO
to finalize the statement of work (SOW) for the HIPAA required risk analysis. The SOW is
now complete and ready for submission to ISD for the selection of an Information Technology
Support Services Master Agreement (ITSSMA) contractor to perform the work. The final cost
of this analysis will be determined based on the selected contractors bid response and will be
allocated to the Covered Entities that include DHS, DMH, LASD (Pharmacy) and Probation
(Kirby Center). Each of these organizations will be required to identify funding for their
portion of the process once that exact cost is known. The ITSSMA responses for the risk
analysis are expected to be received in September. The process is approximately three (3)
weeks behind schedule, but the final results will still be complete in time to become compliant
with the HIPAA requirement.

DHR was not included in the SOW since they have an additional year to become compliant
and the involved function is small enough that a self assessment may be warranted to
analyze the risks to Electronic Personal Health Information (EPHI)

In preparation for final HIPAA compliance, the covered entities continue to develop policies,
procedures and processes that are specified in the final rule. This process will continue in
parallel with the risk analysis providing solutions to potential findings as well as implementing
safeguards that are needed now. Continuation of this process will reduce the time needed to
remediate any findings from the risk analysis effort.
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The covered entities are conducting security awareness training for those employees that
have access to Electronic Protected Health Information (EPHI). While the majority of training
is computer based and uses the same web-based system that was used to conduct privacy
training, that training is being augmented with classroom style training for those employees
that do not have ready access to their own County provided computer. My office has ordered
pamphlets that support the classroom and general population training for each of the covered
entities. These pamphlets are expected to arrive in September for distribution.

The next HIPAA status report to the Board will be submitted on September 17, 2004. This
date was chosen because it will allow us to report on the August deployment of the DMH IS
to contract Short-Doyle providers in Service Areas 1, 2 and 3.

If you have questions or require additional information, please contact me at 213.974.2008.
JWF:BG:ygd

Attachments

C: Department Heads
Chair, Information Systems Commission
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