
‘Glossover of the horror’

by J. David McSwane and Andrew Chavez
Published June 3, 2018

Texas fails to act when health-care 
companies put patients in peril

Tom Fox / The Dallas Morning News

Click here to view the interactive online story.
Username: contests@dallasnews.com / Password: ontestCPass1!

PAIN & PROFIT

https://interactives.dallasnews.com/2018/pain-and-profit/part4.html




Responding to a stern rebuke from Gov. Greg Abbott, the state health 
commission says it’s cracking down on medical companies that get bil-

lions of taxpayer dollars each year but shortchange sick and vulnerable Tex-
ans.

As proof of its tough new attitude, the agency is fining the companies $11.7 million for failing to provide 
medical care for hundreds of elderly and disabled people in 2017.

There’s just one problem: Regulators had originally recommended penalties of more than $102 million, sanc-
tions that were quietly reduced by top health officials, The Dallas Morning News has learned.

The health-care companies left patients in horrifying conditions, says Nancy Toll, who headed the team of 
nurses who found the problems that sparked the fines. Medicaid managed-care organizations were leaving 
patients with dementia at home without any help, for instance, and not providing basic equipment like walk-
ers and adult diapers.

“Taxpayers are not getting their money’s worth on this,” Toll says, but health commission leaders “keep ev-
erything under wraps.”

The Texas Health and Human Services Commission has routinely hidden the magnitude of managed-care 
companies’ failures, even as frontline regulators have recommended hundreds of millions of dollars in penal-
ties, The News found.

Based on thousands of pages of internal state records and interviews with current and former state workers, 
we found:

• The state has reduced sanctions for managed-care companies by at least $395 million — and probably 
much more. Three current and former health commission employees independently confirmed that 
Medicaid directors wiped away hundreds of millions of dollars in sanctions before they could be record-
ed in official logs.

• Each time the state finds problems with a company, the firm is supposed to generate what’s called a “cor-
rective action plan,” detailing steps it will take to shape up. But the health commission didn’t track those 
corrective measures to determine what, if anything, had improved; the agency compiled a decade’s worth 
of infractions only after The News asked, and the status of the fixes was not clear.

• The data the state uses to track how taxpayer money is spent comes from the companies and is often 
invalid or misleading. In 2015, regulators learned one company was double-counting millions of dollars 
of expenses — but the company not only stayed in the Medicaid managed-care program but got billions 
in new business.

• The state has looked at tiny samples of the companies’ receipts but has still found that every year they 
misspend tens of millions of dollars on things like lobbying, entertainment, lawsuit settlements and 
payments to their corporate owners. Auditors urged the health commission to dig deeper, but it rarely 
followed up.

• The officials who ran the state health commission and its managed-care programs communicated fre-
quently with lobbyists for the health care companies, which are also major contributors to the campaigns 
of the governor and legislators, according to records obtained by The News.



Staff members complained to us that the companies went directly to top state officials to get penalties re-
duced or removed.

 A new ‘methodology’

In late 2017, as The News began asking the state about pervasive problems in Medicaid managed care, the 
state was making a major cutback to penalties stemming from serious lapses in care for disabled patients.

First, regulators cut the original $102.2 million in penalties by more than half, to $40.6 million. An agen-
cy spokeswoman said the records we obtained about the original fines were “an initial draft from technical 
staff.”

On Jan 11 of this year, the staff recommended $8.1 million in fines — 20 percent of the total at the time. 
Charles Smith, the longtime aide Abbott had appointed in 2016 to run the Health and Human Services 
Commission, didn’t want to do the 20 percent option and instead wanted 100 percent, but ordered the staff 
to “validate the methodology” first, according to a memo.

The next week, Smith met with Abbott’s office to discuss the fines. And three days later, on a Saturday, Abbott 
sent a a scathing letter:

“The details my staff relayed about the inadequate care by some of the managed care organizations (MCOs) 
is of great concern to me,” the governor wrote. Though in general managed care has been good for Texas, he 
wrote, the commission’s failure to protect the most vulnerable Texans is “particularly disturbing.”

The letter turned heads in Austin. As governor, Abbott is ultimately in control of the commission, but his 
office rarely gets involved in such nitty-gritty details. And Smith was an Abbott favorite, having worked for 
him for a decade when he was attorney general.

Abbott’s letter called for a new methodology for deciding what the state should fine problem companies. He 
also called for deciding if failures are “systemic.”

Smith soon responded to Abbott’s rebuke, promising to establish a new methodology for penalties, to track 
systemic issues for which the companies should be fined, and to expand reviews of the programs that cover 
foster kids and medically fragile children.

 Sloppy data, shoddy oversight

Through the Texas Public Information Act and other sources, The News obtained data and records detailing 
violations by managed-care companies from 2009 to 2017.

Between fiscal years 2009 and 2016, four companies collectively got a pass on $12.6 million in fines: Superior 
Healthplan, Amerigroup, Cigna HealthSpring and Molina.

But the official accounting often doesn’t tell the whole story. For instance, data provided by the commission’s 
media office shows that in 2012, the state fined those companies $5.2 million.



Separate — and more detailed — internal records obtained by The News show rank-and-file staffers had 
recommended about $17.1 million for the third quarter of 2012 alone. They came up with that figure by 
counting up hundreds of violations, including improper denials of home care and prescriptions and repeated 
failures by companies to maintain an adequate network of doctors.

The next year, auditors noted that Superior HealthPlan, which covers more Texans than any other Medicaid 
managed-care company, had been hit with $800,000 in sanctions in December 2012. But the commission’s 
accounting includes no record of that.

Instead, the commission’s records show it sanctioned Superior only $51,750 for the 12-month period.

When The News asked for records detailing how many times the state had suspended problem companies 
from enrolling new patients in Medicaid managed care, the agency said it would charge more than $1,800 to 
track down and produce the records.

When we asked about a specific suspension, issued to Molina, the commission said there were no records. 
When we pressed further, a spokeswoman sent two separate suspension letters, which showed Molina had 
been barred from enrolling new clients for about nine months in 2013.

The company’s network of doctors and specialists had become woefully inadequate after it slashed what it 
paid for medical care in the Rio Grande Valley.

 Problems with Amerigroup

Senior health officials have often ignored the findings of their own auditors and contract watchdogs.

For example, regulators found that Amerigroup — the second-biggest player in Medicaid managed care — 
had been submitting unreliable and misleading data to the state since at least 2015, according to internal 
records obtained by The News.

The company was double-counting the services it provided, reporting at least $18 million in duplicate pay-
ments, the records show.

Regulators said the flawed data created “a significant concern” about the overall integrity of what’s known as 
encounter data — actual payments for services provided to patients, according to a memo received by Smith 
months before he left the commission.

“Any reporting from the agency that uses encounter data is potentially inaccurate,” they wrote, “including 
any reporting that may have been provided to the Texas Legislature” and the federal government, which pays 
more than half the costs of Medicaid.

This data is fundamental to how Texas delivers health care to poor and disabled Texans. It’s used to deter-
mine what the state should pay companies each year. And lawmakers need it to budget for Medicaid — the 
state’s largest single expense.

Inflated encounter data could result in the state paying more for the same services, or make it appear a com-
pany is providing more health care than it really is.



The regulators recommended that the state suspend Amerigroup, which would have meant the company 
couldn’t take in new patients across much of Texas, records show.

That would have sent shockwaves through the state. The health commission would have had to scramble to 
place sick children and disabled adults into a new program, forcing them to switch doctors and specialists. 
Dealing with that disruption could have cost the state millions of dollars.

Months went by. Eventually, the audit problems just went away, staff members say.

Olga Gallardo, a spokeswoman for Amerigroup, blamed computer glitches for the overbilling and unreliable 
data, problems she says the company has worked with the state Health and Human Services Commission to 
fix.

“We take these matters very seriously,” she says. “Amerigroup has been very forthright with HHSC and the 
legislative community regarding our encounter problems.”

 Millions misspent

Texas is unusual in how it regulates managed-care companies. It pays billions first and asks questions later.

The state asks the companies to account for where the money went in hundreds of spreadsheets, and outside 
auditors do a surface-level check on that accounting once a year. If companies report profit margins above 3 
percent, they have to send some of that money back to the state.

In 2013, auditors looked at just 65 of Amerigroup’s expenses and found that 16 had “no identifiable benefit 
to Texas Medicaid programs,” including $650,000 in campaign contributions, legal-settlement payments and 
other inappropriate costs, according to documents The News obtained through the Texas Public Information 
Act.

In 2015, an inspector general report noted that Amerigroup had spent more than a half million dollars in 
Medicaid money on investment management, lobbying and parties.

Another deep dive, by the State Auditor’s Office, found Cigna’s HealthSpring plan was using Medicaid money 
for $3.8 million in stock options for executives, charitable donations and gifts.

Auditors questioned an additional $34 million the company spent on salaries and expenses that weren’t relat-
ed to Texas Medicaid.

By 2016, the health commission’s oversight was so sparse, disconnected and incomplete that the State Audi-
tor’s Office concluded that the commission had no “overall strategy” for monitoring the health plans.

 ‘A glossover of the horror’

Also troubling were the results of studies that Nancy Toll and other state nurses did from 2015 to 2017.

They focused on one portion of Medicaid managed care: the home- and community-based services waiver, 
which is supposed to help elderly and disabled people stay out of nursing homes. The state pays millions 



extra for companies to take care of those patients because they need special equipment and costly care like 
home nursing.

In 2015, the nurses found that companies were collecting more money from the state but weren’t providing 
extra services to hundreds of patients, records show.

After the nurses turned over all these violations to contract-compliance staffers, they calculated fines of at 
least $280 million, according to four current and former health commision employees.

But those fines disappeared.

Instead, records show, the Medicaid director in 2016, Gary Jessee, ordered “recoupments.” The state would 
demand a refund only for the patients whom staff members identified as not having received the higher level 
of care in their homes.

In total, the state recouped $223,159.37, records show.

Jessee told The News the commission didn’t levy huge fines because nurses had looked at only a small sample 
of patients. It was the first time the state had examined the issue, he says, and the commission hadn’t made it 
clear enough to the companies which patients should be upgraded to the more expensive program.

“It really wasn’t a willy-nilly decision,” says Jessee, who left the commission last July to work for Sellers 
Dorsey, a consultant firm filled with former commission staff members who now advocate for managed-care 
expansion. “That was the very first time we had ever done that review.”

But records show the state had found United Healthcare, then operating under the name Evercare, behav-
ing similarly years before. United was suspended briefly for that in 2011, records show, and was audited and 
fined.

Unlike fines, recoupments didn’t have to be reported to the public, allowing the companies to avoid scrutiny 
as they competed for Medicaid contracts here and in other states.

In 2017, the state ordered the nursing team to do another study of the same program.

Again, the team visited hundreds of patients in the same program and found the state was paying a higher 
premium for services that weren’t being delivered. Some patients had unmet needs so serious that the nurses 
recommended immediate intervention.

“What I experienced, looking at these cases, was a level of hopelessness that was very hard for me to process,” 
says Toll, who left the program last year to work for a nonprofit health care provider.

“As a nurse, and as a human being, I wanted so badly to be able to ensure that they received what we paid for, 
and that the taxpayers of Texas are seeing results for where their tax dollars are going.”

The violations her team found were the ones that contract monitors said should cost $102.2 million, but that 
ultimately became $11.7 million in fines.

Top officials push back on fines, Toll says, warning that some companies might stop doing business in Texas 



and the state would have no way to provide health care for millions of patients.

Last November, when the health commission submitted its report to lawmakers about what state nurses had 
found, it shrouded its significance in vague and bureaucratic language, Toll says.

“Everything is glossed over and distilled down into something that doesn’t accurately reflect what’s going on,” 
she says. “It’s a usual glossover of the horror.”

CORRECTION, July 5, 2018: An earlier version of this article inaccurately described Amerigroup as “raking 
in” at least $18 million in overpayments. While auditors found the company double-counted millions of dollars 
in medical spending in its reports to the state, those duplicates did not directly result in extra payments to the 
company.


