




Department of Corrections
Juvenile Housing Contracts

The Department of Corrections has left itself vulnerable to contract abuse by failing to
properly evaluate, monitor, or enforce expenditure projections used to support the per
diem rate charged by private providers for residential services to house juveniles.

Under the request for proposal and contract, the provider’s budget projection is used to
determine the per diem rate paid.  However, the Department of Corrections has failed to
adequately review the appropriateness of budget projections.  As a result, the Department
of Corrections has paid providers their proposed rates without determining whether those
rates are reasonable and justified.

Two private providers were reviewed.  During the first year of these two current
contracts, the excess amount paid by the Department of Corrections is at least $366,000.
Of that amount, $221,000 consists of prepayments and costs not incurred and $145,000
results from excessive lease costs.  In addition, our review of one provider’s actual
expenses for a 12 month period during its prior contract showed the Department of
Corrections paid at least $150,000 more than the provider’s actual costs to house the
juveniles.

Using the budget set forth in their proposals, the per diem rates charged by the two
providers are excessive due to the inclusion of inflated costs, non-related costs and costs
the  provider may not incur.

Background

The Department of Corrections (Department) is responsible for the incarceration of
approximately 2,680 juveniles who have been adjudicated delinquent.  The Department
houses the juveniles in both State and privately owned  facilities.

According to Department officials there are approximately 1,750 juveniles in State
owned facilities and 933 juveniles in private contract facilities.  The Department spends
approximately $48 million annually on the State owned facilities, and $26 million
annually on the private facilities.
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Approximately 568 of the 933 juveniles housed in private facilities are in the residential
services program, a structured behavior program in a non-secure setting.

Louisiana law allows the Department to negotiate contracts for correctional services.  The
Department utilizes a request for proposal (RFP) process to obtain services from privately
owned facilities.  The RFP sets minimum requirements that the prospective provider must
meet.

The minimum requirements in the RFP include the provider having sufficient financial
resources to operate for 90 days, backed by an audited financial statement or a letter of
credit in favor of the Department.  The provider must be able to accept juveniles within
90 days of the award.  Providers are required to have American Correctional Association
accreditation or earn the accreditation within twelve months.  The proposed daily rate
must be supported by a detailed twelve month budget and a current audited financial
statement.

Contracts awarded by the Department have a three year term with two optional twelve
month extensions, and may be cancelled with or without cause by either party after
giving 30 days written notice.  The Department reserves the right to renegotiate the per
diem if a renewal option is exercised.  The new rate cannot be increased more than the
average change in the Consumer Price Index  during the initial three year contract.

Proposals submitted by the contractors are graded as follows:

Oral presentation 20 points
Qualifications of Contractor 10 points
Technical Approach 15 points
Proposed Site   5 points
Per diem rate 50 points

Proposals with the highest total score are given priority and awarded contracts until the
required number of beds are committed.

Seven contracts were awarded commencing Jan. 1, 1999.  The seven contracts totaled
259 beds with per diem costs ranging from $62.00 - $88.28.  The cost of these contracts
is approximately $7.5 million per year.

We reviewed the RFP and two resulting contracts: Larry Reynolds Institute of Youth
Guidance, Inc., located in Ponchatoula, La., and Tyche, Inc., located in Tallulah, La.
These companies submitted the two highest per diem rates and house the largest number
of juveniles.
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RFP Evaluation

The RFP for juvenile residential services requires each potential provider to support its
proposed daily rate with a detailed 12 month budget and a current audited financial
statement.

The audited statement as required in the RFP does not provide the Department with
details of the facility’s actual cost of juvenile care.  For example, the audited financial
statement for Reynolds does not provide sufficient detail to determine its actual expenses
for juvenile care; it only provides the total cost of corporate operations.  In addition, the
Tyche corporate financial statement only includes the combined cost of five separate
divisions, one of which is not a juvenile care facility.

The contract allows the Department “the right to audit and examine the Contractor’s
books and records for the purpose of determining the validity of those amounts included
in the determination of the per diem or unit cost.”

The Department treats these contracts as a fee for service arrangement.  Although an RFP
process encourages further negotiation, for the two contracts reviewed, the Department
awarded the contracts at the proposed per diem rate.  Because the RFP and the contract
require the per diem rate to be supported by the annual budget, and because the proposed
per diem rate is 50% of the award criteria, the Department should assure itself of the
validity of the cost projections and that actual costs are related to the proposed budget.  It
may then negotiate for lower rates where costs do not support the proposed rate.

According to Department employees, they do not audit the projected expenditures
included in the budget before, during, or after the contract is awarded.

As a result of failing to evaluate the proposed per diem rates in relation to the supporting
budget and actual costs, contracts have been issued which pay excessive per diem rates.

Excessive Rates

Per diem rates paid by the Department for the care of juveniles are higher than justified
due to the inclusion of inflated costs, non-related costs, and costs which the provider may
not incur.
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The excess  $366,000 paid by the Department to providers during the first year of these
current contracts is comprised of the following:

1. $112,600 - prepaid expenses.

2. $108,000 – projected  costs not incurred.

3. $145,000 – excess lease cost.

In addition, one provider’s actual expenses for a 12 month period during its prior contract
showed the Department paid at least $150,000 more than the provider’s costs for juvenile
care.

Larry Reynolds Institute of Youth Guidance, Inc.

Reynolds Institute of Youth Guidance, Inc. has the capacity to house 60 juveniles.  Frank
P. Letellier II, Chairman of the Board, oversees the operation.  Reynolds Institute was
founded in 1955 and incorporated in 1970 as a non-profit organization.

1998 Contract

During fiscal year ending June 30, 1998, Reynolds Institute was under contract with the
Department to house a maximum of  60 juveniles with a per diem rate of $68.64.

The actual expenditures for Reynolds Institute during that fiscal year were reviewed.  The
review revealed a number of expenditures not related to juvenile care.

Some of the more significant non-related expenditures are as follows:

• $6,292     - Cost of insurance/retirement policies allocated to Mr. Letellier.  Mr.
Letellier is not an employee of Reynolds Institute, and therefore this
cost should not be allowed.  The annual premium for Mr. Letellier is
$46,639, however, only $6,292 was charged to contract costs.  The
remaining cost of the policies, $40,347, is paid from the excess
payments generated from the state contract.

• $4,295     - Travel expenses; primarily associated with the Washington, D.C.,
Mardi Gras ball attended by Mr. Letellier, his wife Rosalind     
Letellier, and Doreen Bouffard, Reynolds’ Financial Officer.  This
travel was not related to juvenile care.
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• $6,000   - Repairs to the parking lot at the Metairie, La. office.  These repairs 
are a one time expenditure and should have been allocated between 
juvenile care and other Reynolds Institute activities.

• $12,866   - Meals charged to credit cards by Mr. Letellier.  The meals are at 
area restaurants with a frequency of 15 to 25 times per month.  Most 
of the charges range from $20 to $40, however; several meals range 
from $100 to $360.  There was no supporting documentation relating
these meals to the care of juveniles.

• $12,000   - Dietitian services performed by Mrs. Letellier. Mrs. Letellier is a
consultant to Reynolds Institute.  She periodically reviews and
approves the menus used by Reynolds.  According to Reynolds
Institute staff, there are five menus which rotate on a weekly basis.
The menus have had only minor changes during the past several
years.  There is no documentation indicating the hours spent
providing services to Reynolds Institute by Mrs. Letellier.
According to staff, Mrs. Letellier spends a minimal amount of time
providing services to Reynolds.

Mrs. Letellier is actually paid $24,000 per year by Reynolds
Institute, however the budget indicates $12,000 per year was charged
to juvenile services.  The remaining $12,000 is paid from the excess
payments generated by the state contract.

• $5,155    - Miscellaneous expenses for causeway bridge tolls, and a loan which 
is not collectable.  There is no documentation these costs are related 
to juvenile care.

By adjusting for non-related expenditures, the costs to house juveniles during fiscal year
ending June 30, 1998, was calculated to be no greater than $61.35 per day.  The
difference between adjusted cost and the per diem payments is approximately $150,000.

1999 Contract

Reynolds Institute submitted a proposal in response to the Department RFP for a contract
commencing Jan. 1, 1999.  The proposal submitted by Reynolds Institute included a
proposed budget resulting in a per diem rate of $88.28.  Reynolds was awarded a contract
beginning Jan. 1, 1999, ending Dec. 31, 2001, with a maximum contract amount of
$5,842,701 for the three year period.  The contract includes an option to renew for  two
additional  twelve month periods.
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The 1999–2001 contract per diem rate of $88.28 is $26.93 greater than the adjusted cost
of $61.35 for fiscal year ending June 30, 1998.  Cost increases were identified primarily
in the following areas:

• $173,000 - Salaries included in the proposed budget are projected to increase by
24%.

• $ 16,600 - Indirect salary expenses (related payroll taxes and insurance) are
projected to increase by 21%.

• $161,900  - Costs of employee medical insurance for non-administrative
employees.  Actual expenses for 1998 did not include medical
insurance for non-administrative employees.

• $  5,100   - Conference expenses for Reynolds Institute employees.

• $ 52,400  - Operating expenses, which includes insurance, maintenance
auto/van, building maintenance, and utilities.

• $ 38,200  - Operating supplies, which includes office supplies, food,
maintenance supplies, and juvenile offender personal items.

• $  8,900   - Professional services.

• $ 73,800  - Proposed acquisitions for buildings, automobiles, and other
equipment.

• $15,750   - Other costs, which includes interest expense and miscellaneous
expenses.

The 1999-2001 contract per diem rate of $88.28 is approximately 44% greater than the
adjusted costs for fiscal year ending June 30, 1998, and 29% greater than the prior
contract per diem rate of $68.64.  The large increase in per diem rate should have caused
the Department to scrutinize Reynolds Institute’s proposed budget before approving the
contract.



Department of Corrections
Page 7

Contract Deficiencies

The contract between the Department and Reynolds Institute is flawed in the following
manner:

1.  Prepayments

The contract per diem rate is based on an average annual projected cost over a five
year “contract” period. However, the contract term is a three year period with the
option to renew for two 12 month extensions.  Costs escalate in each year of the
five year budget.  Thus, the per diem rate, which is the same for the initial three
year term of the contract, includes at the outset increased cost projections for years
four and five, even if the renewal options are not exercised

Reynolds Institute included in its response schedules outlining projected costs for
each year of the five year period for four budget expenditure categories.  By
subtracting the projected costs in year one of the contract from the average cost for
the five year period for the four expenditure categories, Reynolds Institute will be
overpaid $112,600 during the first year of the contract.

For example, salary expenses are projected to be $802,000 in year one of the
contract.  The per diem rate is based upon five year average salaries of $894,000,
resulting in an excess payment of  the salary budget in year one of $92,000.

If the contract is renewed during the fifth year, salary expenses are projected to be
$955,500 in year five.  The per diem rate is again based on $894,000 resulting in
an underpayment in the salary budget for year five of $61,000.

The contract allows either party to cancel with 30 days notice.  If for any reason
the contract is canceled at the end of the first year, the contractor would have
received $112,600 in prepaid expenses.  At the end of year two an additional
$40,000 would be prepaid bringing the total prepayment of projected costs for the
first two years of the contract to $152,600.

The state may have no recourse to recover the excess payments if the contract is
cancelled or not extended.
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2.  Projected Cost Not Adhered To

The issue of prepaid cost as described above is compounded if actual costs are less
than budgeted.  For example, Reynolds Institute projects salary expenses of
$802,000 in year one of the contract.  Actual salary expenses for year one of the
contract were only $785,000.

The $17,000 ($802,000 - $785,000) represents an excess payment resulting from
year one actual salaries being less than year one projected salaries.  This excess
payment  is in addition to the $92,000 salaries prepayment detailed above.

For the four categories of expenses which are supported by a detailed five year
expense schedule, the difference between the actual first year expenses and the
projected budget results in an excess payment of $108,000.

The state may have no recourse to recover these excess payments.

3.  Renewal Rate Increase

The contract is for a  period of three years.  The Department has the option to
renew the contract at maturity  for two additional 12 month periods.  The projected
budget on which the per diem rate is based includes cost increases in the annual
budget for each year of the initial contract period and each of the two 12 month
renewal periods.

The contract states “the Department of Correction reserves the right to renegotiate
the per diem if the option to renew is exercised.  The renegotiation  is at the option
of the Department and the rate of the increase for the renewal shall not exceed the
average of the change in the Consumer Price Index from the beginning date to the
date the renewal option is exercised.”

Since cost increases in the two 12 month contract extensions are already factored
into the per diem rate, Reynolds Institute would receive multiple increases if the
Consumer Price Index contract clause is exercised.

Because the per diem rate exceeded the amount required to cover actual expenses, during
the eleven month period Jan. 1, 1999, through Nov. 30, 1999, Reynolds Institute was able
to accumulate $185,000, which it invested in a certificate of deposit.  Reynolds Institute
has additional certificates of deposit totaling $350,000.
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According to Mr. Letellier, Reynolds Institute is in the process of increasing the pay scale
for direct care workers which will increase the cost of salaries.  Reynolds Institute
currently has a turnover rate approaching 100% per year.  As the result of increased pay
scales, Mr. Letellier stated he anticipates the turnover rate will be reduced and more
employees will qualify and participate in the medical insurance program resulting in an
increase in costs.  In addition, he also stated, a new multipurpose building is under
construction with an estimated cost of $120,000.

Tyche, Inc.

Tyche, Inc. operates Christian Acres a 106 bed non-secure facility.  Tyche was formed in
1981 as a for-profit organization.  The corporation operates four separate juvenile
facilities in northeast Louisiana: Evangeline Oaks, Briar Hill, Magnolia Ridge and
Christian Acres.

The Department contracts for 80-82 beds at the Christian Acres facility with a  per diem
rate of $82.94.  The contract period is for three years from Jan. 1, 1999, through Dec. 31,
2001, with an option to renew for two additional twelve month periods.  The Department
of Social Services contracts with Tyche for 16 beds at the Christian Acres facility.

The proposal submitted by Tyche includes a lease for the Christian Acres facility.  Tyche
leases the entire facility from Charles R. Brown for $16 per square foot, totaling $59,089
per month.  The yearly payment for the lease equals $709,068, which indicates
approximately 44,317 square feet.  The Christian Acres facility is comprised of an
administrative building, seven cottages, a gymnasium which includes the kitchen and
classrooms, a wood shop, a maintenance shop, and a guard house.

The budget submitted to the Department allocates $535,584  for the lease which indicates
33,474 square feet at $16 per square foot.  The lease agreement provides Tyche will be
responsible for maintenance and repairs to the buildings, equipment and improvements,
all taxes and assessments on the property, utilities, and insurance on the buildings.
Except for improvements, these costs are normally paid by the lessor and included in the
lease rate paid per square foot.

The proposed budget submitted to the Department lists the following:

• Annual lease    -  $535,584
• Maintenance -    $60,672
• Real Estate Tax -      $8,219
• Utilities -    $68,217
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• Property Insurance -      $7,651
• Flood Insurance -      $4,951

When the above projected expenditures are considered, the annual cost of the lease,
climbs to $685,294 per year, or $20.47 per square foot.

The lease totals 29%, or $23.95 of the $82.94 per diem paid to Tyche.

The town of Tallulah is located in Madison parish.  A review of State of Louisiana leases
in Madison parish indicates a range from $2.91 per square foot for warehouse space not
including utilities, to $16.12 for office space including utilities.  These properties have
3,500 square feet and 4,402 square feet respectively.  Generally smaller square footage
leases of comparable properties command larger rates per square foot.

Larger properties leased by the State in north Louisiana include 16,500 square feet of
office space in Monroe for $12.01 per square foot, including utilities; and a 132,325
square foot building used as the community college in Bossier City, for $10.58 per square
foot, also including utilities.

While these properties are not comparable to the Christian Acres facility they do indicate
a significant difference between the costs per square foot paid by Tyche and the amount
paid by State agencies.

A comparison of the Christian Acres square footage cost of $20.47 per square foot to the
Tallulah cost of $16.12 per square foot, and the Monroe cost of $12.01, per square foot,
indicates the Christian Acres annual lease cost  is excessive by at least $145,000 -
$283,000.

Officials at Tyche, state they have leased the facility from the lessor since its construction
in 1981, at approximately the same rate per square foot.

Officials at the Department are aware of the lease and the amount paid per square foot,
but have not questioned or attempted to negotiate a lower per diem rate based on the
excessive lease cost.
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Conclusions:

1. The Department has paid residential juvenile care per diem rates which are greater
than justified.  The Department’s failure to evaluate projected expenditures used to
establish the per diem rates and determine providers’ actual cost of services has 
resulted in payment for inflated cost, non-related costs, and costs which may not 
be incurred during the contract period.

2. The Department’s acceptance of a per diem rate for a three year contract based on 
projected average cost over a five year period has resulted in prepayments to the 
provider which the state may have no recourse to recover should the contract not 
be extended.

3. The Department may pay more than once for cost increases as the result of per 
diem rates containing annual cost increases for a five year period and a contract 
clause that allows a per diem increase based on the Consumer Price Index.

Recommendations:

1. The Department should develop uniform standards for use by proposers in
developing their budgets and calculating the per diem rate.  At a minimum, the
standards should address:

• basic considerations; for example, the length of the contract and the contract
terms to which all providers will be subject;

• composition of budget; that is, which proposed costs may be included in the
budget, and how they are added to calculate total budget;

• a formula for deriving the per diem rate from the proposed budget;

• detailed explanation of proposed costs included in the budget;

• reasonableness of cost;

• allocation of costs between the contract and other activities in which the
provider participates;
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• applicable credits (for example, interest earned on program funds);

• direct costs vs. indirect costs; and

• profit, if any.

2. Before awarding contracts the Department should compare the proposed budget
with the providers’ historical costs, and require cost increases to be justified.

3. Should the Department extend the current contract with Reynolds Institute, it
should consider that the per diem rate includes cost increases for the extended
lease periods.  Therefore, a per diem increase based on the Consumer Price Index
may not be warranted

Inspector General’s Comment:

The Department’s concept of requiring a budget be submitted to support the proposed per
diem rate is sound.  However, the Department needs to use the budget information it
receives and review proposers’ actual cost of services to insure that the rate it contracts to
pay is the lowest reasonable rate.

The Department of Corrections response to this report is constructed to defend the use of
the RFP process.  While the Department deserves considerable credit for instituting a
request for proposal process (RFP), the Department has not gone far enough in assuring
that the costs used to determine the per diem charges are appropriate.  The report does not
question the use of the RFP process but exposes areas where improved review and
analysis of provider’s actual cost and control of proposed rates could lead to large
savings.  The fact that the Department’s per diem rates are lower than the Department of
Social Services rates does not make the rates acceptable.

The response states that budgets and audited financial statements are used to “judge the
reasonableness of the per diem quoted.”  The report points out the unreasonableness of
the budgets used (i.e., five year budget plans used to develop a rate for a three year
contract, proposed increases not supported by historical information, and questionable
rental expenses) and the inadequacy of the financial statements to provide the actual
historical cost of juvenile care.

1-00-0057
BL/GD/lk


























