North Carolina Department of Health and Human Services

Pat McCrory Aldona Z. Wos, M.D.
Governor Ambassador (Ret.)
Secretary

Secretary DHHS

January 21, 2013

The Honorable Beth A. Wood, State Auditor
Office of the State Auditor

2 South Salisbury Street

20601 Mail Service Center

Raleigh, North Carolina 27699-0601

Dear Ms. Wood:

We have reviewed your report on the findings and recommendations that resulted from the Division of
Medical Assistance — Performance audit of the Department of Health and Human Services as outlined in
Section 10.9A.(a) through (b) of the 2012-2013 North Carolina State Budget. We appreciate the work
you have done on behalf of the people of North Carolina and look forward to our continued work:
together as we improve the operations of the Division of Medical Assistance. The following represents
our responses to the Report Findings and Recommendations.

SUMMARY OF RESULTS

ADMINISTRATIVE FUNCTIONS

Finding #1: The Division has consistently exceeded budgeted amounts for contracted
administrative costs and interagency transfers due to an apparent lack of oversight.

General Response:

oversight—The Department agrees with this recommendation. The Division will be implementing within
the next month a system where we track contract requirements and expenditures on a weekly basis. .
Under no circumstances will contractors be allowed to exceed the budgeted contract amounts without
an approved amendment to the contract. In order to correct historical issues with the budget, we will be
requesting _a_review of our certified budget to ensure that contracted amounts reflect accurate
operational costs. For example, the line item for HP services has been held at the 2005 contracted
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amount, however, with the increase in the number of Medicaid eligibilities and providers this contract.
amount _has increased yet is not reflected in the line item for this contract. Since—Medicaid—is—an-

- oraont npo oy, tho T o ha o cantral Ava AncHmBiion

Recommendations:

Beginning in SFY 2013, DMA began tracking contract expenditures to date against total claimed
amounts over the term of individual contracts to identify cases where no purchase order is on file, no
current claim is in NCAS or the amount is questionable, or the contract is over budget. As a result, three
months into SFY 2013, DMA discovered it was already over its certified budget for contracts. While
DMA has taken a step in the right direction by tracking costs against certified budget limits, DMA needs
to ensure expenditures do not exceed certified budgeted amounts.

DHHS Response: The Department agrees with this recommendation in concept; however, as discussed
in the previous recommendation, the line items for the budget must reflect approved amounts.  the-

Finding #2: Other Department of Health and Human Services (DHHS) division administrative
spending is not controlled by DMA and is not sufficiently monitored by DHHS to ensure proper
drawdown of federal funds.

General Response: The Department agrees with the statement that other DHHS division administrative
spending is not controlled by DMA. Aspreviousty-noted, Medieaid-is-an-entittement progran-and-there:
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operating procedures which comply with the recommendation of this audit and as part of the
development of the cost allocation plan.

Recommendations:

DHHS and DMA need to ensure that proper measures are in place to monitor other divisions’ Medicaid
spending. Interagency memorandums of understanding (IMOU) or cost allocation plans (CAP) should
address the Medicaid program costs being necessary for the proper and efficient administration of the
Medicaid State Plan and not the responsibility of a non-Medicaid program.

DHHS Response: The Department partially agrees with the recommendations. DMA provides a pass-
through function for other DHHS Divisions to appropriately access federal Medicaid matching funds
for administrative functions relating to Medicaid recipients. Other Divisions with administrative
services that support the Medicaid program record expenditures in the NCAS in order to draw federal
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funds. The Cost Allocation Branch of the Office of the Controller, in conjunction with Division Budget
Offices, maintains comprehensive cost allocation plans (CAPs) to ensure accurate and allowable
allocations to the Medicaid program. The CAPs are submitted to the U.S. DHHS Division of Cost
Allocation for distribution to Federal partners including CMS for approval. Expenditures that are
eligible for Medicaid federal match are included on the CMS 64 report based on amounts recorded in
NCAS.

DMA does not directly audit other Divisions’ expenditures for accuracy. However, financial reports are
available that provide detail of the expenditures. The Division of Medical Assistance will work with the
the other Divisions in order to ensure compliance with all Federal and state requirements. Program.
managers who have only been monitoring program issues wzll have their role increased to monitor
compliance with financial reauzrements

Finding #3: The Department does not have a comprehensive Public Assistance Cost Allocation
Plan that can be reviewed from a Medicaid perspective to ensure that costs are allocable and
allowable for the proper and efficient administration of the Medicaid State Plan.

General Response The Department d—lsagrees w1th the finding. See—prier—respense—totinding2-

¢ +-We will develop and implement a Public_
Assistance CostAllocatlon Plan no later than June 30 2013.

Recommendations:

DHHS should prepare a department-wide comprehensive PACAP, even if to incorporate the divisional
PACAPs through reference. In addition, DHHS should have individuals with a Medicaid programmatic
and financial understanding review the comprehensive PACAP to ensure that costs are allocable and
allowable for the proper and efficient administration of the State Plan.

DHHS Response The Department par&al—ly—d—rsagrees wzth the recommendatlon I—I—zsteﬁea-l-ly—liedera-l

dlscussed above, the D1v1510n WIZI implement a PACAPbV June 30, 2013.

Finding #4: DMA does not have a cost allocation plan for appropriately allocating indirect
expenditures and tracking expenditures eligible for increased federal funding.
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General Response: The Department agrees with the finding in regards to indirect cost. The Division
direct charges expenditures wherever there is a basis to do so. Allocating indirect expenditures would
augment the current process.

Recommendations:

DHHS should reassess their conclusion that a DMA CAP is not necessary. A DMA CAP would serve
to allocate costs to all benefiting programs, especially NCHC, as well as support the allocation of
Medicaid administrative costs to activities with increased FFP.

BupGeT FORECASTING

Finding #1: The Division’s budget development and administration practices violate State
statutes that have been enacted to ensure agency and legislative accountability for public
expenditures.

General Response: The Department partially agrees with the finding. We disagree the budget
development and administrative practices violate State statutes. The Division will implement within 30
days an operational policy where the certified budget is compared to current expenditures by fund and.
budget code. This report will be updated no less frequently than once a month.

Recommendations:

1. DMA and DHHS should be required to submit reasonable estimates for all known Medicaid
expenditures in their agency budget requests. If expenditures exceed allowable limits, DHHS, the
Governor, or the General Assembly should take actions to reduce expenditures to stay within
spending caps, rather than omit known expenditures from the budget.

DHHS Response: The Department partiatiy—agrees with the recommendations. The Division of
Medical Assistance (DMA) agrees that reasonable estimates should be requested for all Medicaid
expenditures. Beginning immediately, the Division will not only provide estimates for all costs/liabilities
anticipated within the Medicaid program but will also provide detailed explainations regarding the

expenditures.Fhe—De i = Were ke ¢ e—exDE . -

2. DMA’s agency request budget should adjust expenditures for all known costs that increase or
decrease with fluctuations in caseload, including costs in administrative funds 1101 and 1102.
These requests should be accompanied by appropriate documentation.
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weekly—meefmgs—w%h—@SBM—aﬁd—Hse&I—Reseﬂreh— Bealnnlna lmmedlatelv the D1v1szon w1ll not onlv

provide estimates for all costs/liabilities anticipated within the Medicaid program but will also provide.
detailed explainations regarding the expenditures.

3. When DMA perceives that the General Assembly has included unachievable savings in their
budgets, DMA should provide OSBM with documentation of this at the beginning of the biennium
or fiscal year, along with a forecast of the additional total dollars and State General Fund that will
be required to cover this unachievable savings.

DHHS Response The Department agrees with this recommendatlon Tn—presentations—to—the-

ea-Hy—asﬁAer—EQi—l—The Dlvzszon Wl” Drovzde detalled documented lnformatzon regarding decisions.
before the General Assembly in order to inform their choices.

4. DMA should discontinue the practice of incurring liabilities for the State at the beginning of the
fiscal year because they have overdrawn federal funds in the prior fiscal year to offset State General
Fund shortfalls.

DHHS Response The Department agrees w1th thls recommendatlon B%A—does—not—aﬁd—eaﬁ—not—make

5. Because Medicaid is such a large and complex program with a significant impact on the State
budget, DMA may require more oversight than any individual Department Secretary with multiple
other divisions and programs can provide. The General Assembly should consider organizational
changes that could improve the oversight needed to ensure that the Medicaid program is operated in
compliance with legislative mandates.

DHHS Response.

Secretarv and the Medlcald Director _are committed to ensuring access to any and all mformatlon

regarding the operations of the Medicaid program.

Finding #2: The Division’s budget forecasting methodology does not allow for reasonable
multiyear projections and does not provide an accurate picture of the current year’s financial
position.

General Response: The Department disagrees that the forecasting methodology does not allow for
multiyear forecasting. However, the Department agrees that the process can always be improved as to
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budget forecasting methodology. = The Division will improve its budget forecasting methodology.
However, given the dramatic changes in the Medicaid program over the next two years, a long-term
multivear projection decreases the accuracy of the forecast.

Recommendations:

1. DMA should forecast for all Medicaid funds, and these forecasts should be provided in an agreed
upon format to OSBM and Fiscal Research Division at least quarterly.

DHHS Response: The Department agrees with this recommendation. We will convene a discussion
with OSBM, Fiscal Research and the Department to develop a consistent renortma package that_
addresses the needs of these entities.

- o

2. DMA should maintain a comparison of forecasted expenditures and revenues to actual year end
budget performance and subject it to analysis that can improve the ability to project expenditures
and revenues.

DHHS Response: The Department agrees with this recommendation. DMA will implement a process.

that incorporatesirig the comparison of forecasts prepared in one period to forecasts prepared in
subsequent periods to determine the source of changes in forecasting outcomes creates an opportunity
for improvement. DMA prepares detalled analyses every month of variances between actual, forecasts
and budget Pri " : ' v , , : ,

3. DMA should prepare a five-year analysis to contribute to the Governor’s budget message and
should routinely forecast expenditures and revenues for a minimum of three years in the future.

DHHS Response: The Department agrees with this recommendation. Hewever;As discussed previously
the Division will improve its budget forecasting methodology. However, given the dramatic changes in.
the Medicaid program over the next two vears. @ lona term multiyear Droiectlon decreases the accuracy
of the forecast. - - .

Finding #3: The Division of Medical Assistance does not appropriately manage Medicaid costs
that are subject to agency control.

Recommendations:
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1. Because caseload is a significant cost drive for Medicaid, DMA should perform multiyear caseload
projections to support multiyear expenditure forecasts, and these forecasts should be tracked against
actual caseload growth to evaluate the accuracy of the forecasting methodology.

DHHS Response: The Department agrees with the recommendation. DMA provides a multiyear
caseload projection utilizing the Statistical Analysis System (SAS) statistical forecasting tool. We will
enhance the caseload forecasting to support multiyear expenditures. Should it be determined that the
Department, OSBM and the Legislature require forecasts beyond the 2 year biennium cycle, DMA will
implement an extension of the forecast to accommodate whatever time period is requested.

2. DMA should perform a study to evaluate reimbursement methodology reform which should have a
goal of establishing stable reimbursement methodologies that do not increase automatically, but are
only increased by actions approved by the General Assembly.

DHHS Response: The Department agrees with this recommendation. Payment reform is a critical
long term issue for the NC Medicaid program. The reform should include the design of a Medicaid
program that defines the health outcomes and objectives of the state, including a payment system that
supports the achievement of those goals.

3. The State of North Carolina should engage medical researchers to perform a scientifically valid
study based on actual data to determine whether the CCNC model saves money and improves health
outcomes.

DHHS Response: The Department dees—ﬁef—agees wzth thls—Feeemmeﬁdaﬁeﬁ—beeﬂﬁse—fhe—Bepﬂfﬁﬁeﬁf-

and improve aualltv within the Medicaid program it is critically important that the data available be
analyzed by a reputable research organization to assist in informing change.

4. Actions should occur, probably from outside the agency, to enforce a change in Division
organizational culture to provide a focus on a health insurance perspective that encourages cost
containment in an environment of increasing medical services and expanding payments to
providers.

DHHS Response. The Department agrees w1th thls recommendation. H&weveihhkre—eeeeﬁﬁﬁd&ﬁeﬁ-

B B , ¢ : : : -The Secretary‘
and Medlcald Director _are committed to Drowdma the leadersth and tools necessary to ensure the

proper staffing and focus for this health insurance program.
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Finding #4: DMA failed to comply with a legislative mandate to eliminate inflationary increases
for nursing facilities.

General Response: The Department agrees with the fmdmg ?he—fat—lure—fe—e-l—zﬁﬁﬂafe—bﬁﬂaﬂeﬁaﬁ

Ameﬁdmeﬁt—The Dzvzslon will ensure colelance w1th any and all state and federal mandates

Recommendations:

DMA should give complete and accurate information to the General Assembly when seeking approval
to violate legislative mandates. Approval by the General Assembly should occur in a recognized forum
with authority to provide this approval, rather than in informal discussions with individual legislators.

DHHS Response: As stated above, the Division will ensure compliance with any and all state and .
federal mandates. In addition, we will maintain complete transparency with the General Assembly

reaardma lssues and fmancma of the Medlcald program. %he—Bepaﬁmerrt—p%arrs—fe—beﬁh—feHew%f&fe

StATE PLAN AMENDMENTS

Finding: The cost savings incorporated into the budget for specific State Plan Amendments
(SPAs) are not always realized due to varying factors - some within DMA’s control.
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General Response: The Department agrees with the finding.
Recommendation:

1. The savings incorporated into the state budget need to be more realistically calculated by the DMA
and DHHS with consideration of costs of implementation and realistic implementation dates given
current system constraints.

DHHS Response: The Department agrees with the recommendation and will review ways to improve
calculations of cost savings.

REPORTING

Finding: Medicaid reports do not provide easily understood and timely data.

General Response: The Department agrees with the finding and will attempt to make reports more
reader friendly.

Recommendations:

1. DMA should consult with the DHHS Secretary, Office of the Governor, OSBM, and Fiscal
Research Division of the North Carolina General Assembly to determine the informational needs of
those charged with governance over the State’s Medicaid program. Medicaid reporting
requirements, including report formats and timeframes, should be formally established and
followed.

DHHS Response: The Department agrees with the recommendation.

2. Once reporting formats and timeframes have been established, the DHHS Secretary should ensure
DMA is held accountable for providing accurate and timely reports to stakeholders.

DHHS Response: The Department agrees with the recommendation.

If you need any additional information, please contact Monica Hughes at (919) 855-3720.

Sincerely,

Dr. Aldona Wos

AW:mh
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CC:

Beth Melcher, Chief Deputy Secretary for Health Services

Dan Stewart, Assistant Secretary for Finance and Business Operations
Tara Larson, Chief Clinical Operations Officer

Steve Owen, Chief Business Operating Officer

Laketha Miller, Controller

Thomas Edward Berryman, Director of Internal Audit
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