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Region IX
Office of Audit Services
50 United Nations Plaza
Room 171

0CcT 20 2004 San Francisco, CA 94102

Report Number: A-09-04-00047

Mr. Joel Gilbertson, Commissioner

Alaska State Department of Health and Social Services
350 Main Street, Room 404

P.O. Box 110601

Juneau, Alaska 99811-0601

Dear Mr. Gilbertson:

Enclosed are two copies of the Department of Health and Human Services (HHS), Office of
Inspector General (OIG) final report entitled "Review of Alaska’s Accounts Receivable System
for Medicaid Provider Overpayments.” A copy of this report will be forwarded to the HHS
action official noted below for review and any action deemed necessary.

The HHS action official will make final determination as to actions taken on all matters reported.
We request that you respond to the action official within 30 days from the date of this letter.

Your response should present any comments or additional information that you believe may have
a bearing on the final determination.

In accordance with the principles of the Freedom of Information Act, 5 U.S.C. § 552, as amended
by Public Law 104-231, OIG reports issued to the Department’s grantees and contractors are
made available to members of the press and general public to the extent information contained

therein is not subject to exemptions in the Act that the Department chooses to exercise (see
45 CFR part 5).

Please refer to report number A-09-04-00047 in all correspondence.

Sincerely,

dg@w%

Lori A. Ahlstrand
Regional Inspector General
for Audit Services

Enclosures — as stated

Directly Reply to HHS Action Official:

R. J. Ruff, Jr., Regional Administrator

Centers for Medicare & Medicaid Services — Region X
U.S. Department of Health and Human Services

2201 6" Ave, MS-40, Room 911

Seattle, Washington 98121
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Office of Inspector General
http://oig.hhs.gov

The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452,
as amended, is to protect the integrity of the Department of Health and Human Services
(HHS) programs, as well as the health and welfare of beneficiaries served by those
programs. This statutory mission is carried out through a nationwide network of audits,
investigations, and inspections conducted by the following operating components:

Office of Audit Services

The OIG's Office of Audit Services (OAS) provides all auditing services for HHS, either by
conducting audits with its own audit resources or by overseeing audit work done by others.
Audits examine the performance of HHS programs and/or its grantees and contractors in
carrying out their respective responsibilities and are intended to provide independent
assessments of HHS programs and operations in order to reduce waste, abuse, and
mismanagement and to promote economy and efficiency throughout the department.

Office of Evaluation and Inspections

The OIG's Office of Evaluation and Inspections (OEI) conducts short-term management and
program evaluations (called inspections) that focus on issues of concern to the department,
the Congress, and the public. The findings and recommendations contained in the
inspections reports generate rapid, accurate, and up-to-date information on the efficiency,
vulnerability, and effectiveness of departmental programs. The OEI also oversees State
Medicaid fraud control units, which investigate and prosecute fraud and patient abuse in the
Medicaid program.

Office of Investigations

The OIG's Office of Investigations (Ol) conducts criminal, civil, and administrative
investigations of allegations of wrongdoing in HHS programs or to HHS beneficiaries and
of unjust enrichment by providers. The investigative efforts of Ol lead to criminal
convictions, administrative sanctions, or civil monetary penalties.

Office of Counsel to the Inspector General

The Office of Counsel to the Inspector General (OCIG) provides general legal services to
OIG, rendering advice and opinions on HHS programs and operations and providing all
legal support in OIG's internal operations. The OCIG imposes program exclusions and civil
monetary penalties on health care providers and litigates those actions within the
department. The OCIG also represents OIG in the global settlement of cases arising under
the Civil False Claims Act, develops and monitors corporate integrity agreements, develops
model compliance plans, renders advisory opinions on OIG sanctions to the health care
community, and issues fraud alerts and other industry guidance.




Notices

THIS REPORT IS AVAILABLE TO THE PUBLIC
at http://oig.hhs.gov

In accordance with the principles of the Freedom of Information Act

(5 U.S.C. 552, as amended by Public Law 104-231), Office of Inspector
General, Office of Audit Services reports are made available to members of
the public to the extent the information is not subject to exemptions in the

act. (See 45 CFR Part5.)

OAS FINDINGS AND OPINIONS

The designation of financial or management practices as questionable or a
recommendation for the disallowance of costs incurred or claimed, as well as
other conclusions and recommendations in this report, represent the findings
and opinions of the HHS/OIG/OAS. Authorized officials of the HHS
divisions will make final determination on these matters.
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EXECUTIVE SUMMARY
BACKGROUND

This audit was part of a nationwide review of States’ accounts receivable systems for
overpayments to Medicaid providers reportable during the period October 1, 2002 through
September 30, 2003. An overpayment is a payment to a provider in excess of the allowable
amount.

Title XI1X of the Social Security Act (the Act) provides the Centers for Medicare & Medicaid
Services (CMS) the authority to approve States’ plans for administering the Medicaid program.
Section 1903(d)(2) of the Act provides CMS the authority to disallow the Federal share for any
Medicaid provider overpayments. States are required to return the Federal share of
overpayments within 60 days of the date of discovery. A State must credit the Federal share on
the CMS-64 report for the quarter in which the 60-day period ends.

In Alaska, the Department of Health and Social Services (the State) is responsible for
administering the Medicaid program.

OBJECTIVES
Our objectives were to determine if the State:

e reported Medicaid provider overpayments in accordance with Federal
regulations

e adequately performed and documented procedures to support credit
adjustments

SUMMARY OF FINDING

During the period October 1, 2002 through September 30, 2003, the State did not report
Medicaid provider overpayments in accordance with Federal regulations. Specifically, the State
did not report $1,874,978 in overpayments and netted other overpayments against expenditures.
The State did not properly report overpayments because it did not have adequate policies and
procedures. As a result, the State did not refund the Federal share of $1,092,663, and CMS is
unable to monitor the total amount of overpayments each year.

Because the State did not make any credit adjustments, we did not review this issue.



RECOMMENDATIONS
We recommend that the State:

e report the $1,874,978 in overpayments on the CMS-64, thereby refunding the
Federal share of $1,092,663

e establish policies and procedures to ensure that all overpayments are reported
in accordance with Federal regulations

STATE COMMENTS

In its written comments on our draft report, the State concurred with our finding and
recommendations. The State will report the overpayments on the CMS-64, as required by
Federal regulations. Also, the State will implement new policies and procedures to ensure proper
reporting of overpayments. The State’s comments are included in their entirety as an appendix.
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INTRODUCTION
BACKGROUND

This audit was part of a nationwide review of States’ accounts receivable systems for
overpayments to Medicaid providers reportable during the period October 1, 2002 through
September 30, 2003.

Medicaid Program

Title XIX of the Social Security Act authorizes Federal grants to States for Medicaid programs
that provide medical assistance to needy persons. Each State Medicaid program is jointly
financed by the Federal and State Governments and administered by the State in accordance with
an approved State plan. While the State has considerable flexibility in designing its plan and
operating its Medicaid program, it must comply with Federal requirements. The Federal
Government pays its share of Medicaid expenditures to a State according to a formula.

In Alaska, the Department of Health and Social Services is responsible for administering the
Medicaid program.

Federal Requirements for Recovery of Medicaid Overpayments

Title XIX of the Act provides CMS the authority to approve States’ plans for administering the
Medicaid program. Section 1903(d)(2) of the Act provides CMS the authority to disallow the
Federal share for any Medicaid provider overpayments. States are required to return the Federal
share of overpayments within 60 days of the date of discovery. A State must credit the Federal
share on the CMS-64 report for the quarter in which the 60-day period ends.

The legislation is codified in 42 CFR, subpart F, “Refunding of Federal Share of Medicaid
Overpayments to Providers.” Also, these regulations reference State plans and State statutes for
reporting requirements.

OBJECTIVES, SCOPE, AND METHODOLOGY

Objectives

Our objectives were to determine if the State:

e reported Medicaid provider overpayments in accordance with Federal
regulations

e adequately performed and documented procedures to support credit
adjustments



Scope

We examined overpayments identified during the period October 1, 2002 through

September 30, 2003. We did not review the overall internal control structure of the State’s
operations or its financial management. However, we gained an understanding of controls
related to overpayments and the collection of accounts receivable. We conducted our fieldwork
in April and May 2004 at the State’s Division of Health Care Services in Anchorage and the
State’s Division of Administrative Services in Juneau.

Methodology
To accomplish our objectives, we:

e reviewed section 1903 of the Social Security Act, 42 CFR part 433, and
applicable sections of the CMS State Medicaid Manual

e interviewed staff and reviewed the records of the Financial Services and
Recovery Unit and the Program Integrity Unit of the Division of Health Care
Services; Finance Section of the Division of Administrative Services; the
Office of Rate Review; and First Health Services Corporation, the State’s
Medicaid fiscal intermediary

e analyzed the quarterly CMS-64 reports for the period October 1, 2002 through
September 30, 2003, along with supporting documentation provided by the
State

e determined if overpayments were included in the State’s accounting system
and promptly reported on the CMS-64

We conducted our review in accordance with generally accepted government auditing standards.

FINDING AND RECOMMENDATIONS

During the period October 1, 2002 through September 30, 2003, the State did not report
Medicaid provider overpayments in accordance with Federal regulations. Specifically, the State
did not report $1,874,978 in overpayments and netted other overpayments against expenditures.
The State did not properly report overpayments because it did not have adequate policies and
procedures. As a result, the State did not refund the Federal share of $1,092,663, and CMS is
unable to monitor the total amount of overpayments each year.

Because the State did not make any credit adjustments, we did not review this issue.



FEDERAL REQUIREMENTS FOR REPORTING OVERPAYMENTS

The requirements for reporting overpayments on the CMS-64 are set forth in 42 CFR part 433
and the CMS State Medicaid Manual. According to 42 CFR § 433.312, the State must refund the
Federal share of overpayments within 60 days following discovery, whether or not the State has
recovered the overpayment from the provider. The State Medicaid Manual specifies that
overpayments and adjustments should be reported on line 10C of the CMS-64 and should include
the total amount as well as the Federal share. The amounts reported on line 10C should be
supported by CMS-64.90, titled “Medicaid Overpayment Adjustment.”

OVERPAYMENTS NOT PROPERLY REPORTED

The State did not report 29 overpayments on the CMS-64 within the 60-day discovery period, as
required by Federal regulations. The amount of overpayments not reported to the Federal
Government totaled $1,874,978.

In addition, the State netted overpayments against expenditures. It used two methods:

e For overpayments identified by the Program Integrity Unit and Office of Rate
Review, the State netted the overpayments against expenditures reported on
the CMS-64 when payments were collected from providers. These
overpayments totaled $697,479.

e For adjustments in the Medicaid Management Information System, the State
could not determine which amounts were overpayments. Since these
adjustments were made as they occurred, the overpayments were netted
against expenditures within the 60-day discovery period.

INADEQUATE POLICIES AND PROCEDURES

The State did not have policies and procedures to record and promptly report overpayments as
required by Federal regulations.

FEDERAL SHARE NOT REFUNDED

Because the State did not report $1,874,978 in overpayments, CMS was not credited with the
Federal share of $1,092,663. Federal regulations disallow the use of Federal matching funds for
overpayments to providers and require the State to refund the Federal share within 60 days.

Although the State netted overpayments against expenditures, Federal regulations require the
State to report the total overpayment amount as well as the Federal share on line 10C of the
CMS-64. While there is no monetary effect, CMS is unable to monitor the total amount of
overpayments identified by the State each year.



RECOMMENDATIONS
We recommend that the State:

e report the $1,874,978 in overpayments on the CMS-64, thereby refunding the
Federal share of $1,092,663

e establish policies and procedures to ensure that all overpayments are reported
in accordance with Federal regulations

STATE COMMENTS

In its written comments on our draft report, the State concurred with our finding and
recommendations. The State will report the overpayments on the CMS-64, as required by
Federal regulations. Also, the State will implement new policies and procedures to ensure proper
reporting of overpayments. The State’s comments are included in their entirety as an appendix.

OTHER MATTER

The Cash Management Improvement Act provides a means to calculate the value of potentially
lost interest income. Because the State did not report $1,874,978 in overpayments, CMS was
denied the use of the Federal share totaling $1,092,663. As a result, CMS lost interest income of
$10,085" as of March 31, 2004.

! We calculated the potential interest income by using the 1.32 percent annualized interest rate from the Cash
Management Improvement Act of 1990 and applied the rate to the Federal share of $1,092,663.
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DEPT. OF HEALTH AND SOCIAL SERVICES

PO.BOX 110601

JUNEAU, ALASKA 99811-0801

PHONE. (907) 465-3030
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August 16, 2004

Lori A. Ahlstrand

Regional Inspector General for Audit Services
Officc ol Inspcetor General, Region IX

Office of Audit Scrvices

50 United Nations Plaza, Room 171

San Francisco, CA 94102

RE:  Review of Aluska’s Accounts Reccivable System for Medicaid Provider
Overpayments - Report A-09-04-00047

Dear Ms. Ahlstrand:

This is in vesponse 10 a draft report dated July 19, 2004, titled Review of Alaska's Accounts
Receivable System for Medicaid Provider Overpayments. The Alaska Department of Health and
Social Services is the State Medicaid Agency.

The attached response addresses the findings and recommendations contained in your report.
The Department appreciates the work done by the OIG in conducting this review and we look
forward to implementing rccommendations identified in this report.

For any questions regarding the responsc to this report, please contact: Michelle Grose, Finance
Officer, Departnient of Heulth and Social Services, P.O. Box 110650, Juneau, Alaska 99811-
0650, (907) 465-1690.

Toel Gilbertson
Commissioner

JSG:1b

Ce:  Jerry Fullex
Michelle Grose
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Findings, Recommendations, and Responses:

OVERPAYMENTS NOT PROPERLY REPORTED

OIG Finding:

The State did not properly report 29 overpayments on the CMS-64 within the 60-day
discovery period, as required by Federal regulations. The amount of overpayments not
reported to the Federal Government totaled $1,874,978.

In addition, the State netted overpayments against expenditures. It used two methods:

e For overpayments identified by the program Integrity Unit and Office of Rate
Review, the State netted the overpayments against expenditures reported on
CMS-64 when payments were collected from providers. These overpayments
totaled $697,479.

o For adjustments in the Medicaid Management Information System, the State
could not determine which amounts were overpayments. Since these adjustments
were made as they occurred, the overpayments were netted against expenditures
within the 60-day discovery period.

OIG Recommendation:
Report the $1,874,978 in overpayments on the CMS-64, thereby crediting the Federal
Share of $1,092,663.

DHSS Response:

The Department concurs with this finding. The State will report the overpayments on the
CMS-64, as required by Federal regulation. The Department would like to note that
although overpayments were being refunded to CMS, they were not being reported on
form CMS-64.

INADEQUATE POLICIES AND PROCEDURES

OIG Finding:
The State did not have policies and procedures to record and promptly report
overpayments as required by Federal regulations.

OIG Recommendation:
Establish policies and procedures to ensure that all overpayments are reported according
to Federal regulations.
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DHSS Response:
The Department concurs with this finding. The DHSS has recently added a position to

help track and monitor overpayments. New policies and procedures will be established to
ensure proper reporting of overpayments.
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