FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 2
2003 LEGISLATIVE SESSION Bill Version: CSSSSB 41(HES)
( H ) Publish Date: 5/17/03

Revision Date/Time (Note if correction):
Title

5/16/2003
MEDICAL CARE AND MEDICAID FRAUD

Sponsor GREEN

Requester SENATE (JUD)

Expenditures/Revenues

Dept. Affected:

BRU

Health & Social Services

Medical Assistance Admin

Component Health Purchasing Group

Component No.

(Thousands of Dollars)

243

Note: Amounts do not include inflation unless otherwise noted below.

OPERATING EXPENDITURES

FY 2004

FY 2005

FY 2006

FY 2007

FY 2008

FY 2009

Personal Services

66.5

65.7

66.9

68.1

69.4

70.7

Travel

Contractual

1,024.9

1,045.4

1,066.3

1,087.6

1,109.3

Supplies

Equipment

Land & Structures

Grants & Claims

Miscellaneous

TOTAL OPERATING

66.5

1,090.6

1,112.3

1,134.4

1,157.0

1,180.0

ICAPITAL EXPENDITURES |

ICHANGE IN REVENUES (0) |

1,567.5]

1,630.2]

1,695.4]

1,763.2]

1,833.8]

FUND SOURCE

(Thousands of Dollars)

1002 Federal Receipts

49.9

818.0

834.2

850.8

867.8

885.0

1003 GF Match

16.6

272.6

278.1

283.6

289.2

295.0

1004 GF

1005 GF/Program Receipts

1037 GF/Mental Health

Other(Specify Type-do not abbreviate)
TOTAL

66.5 1,090.6 1,112.3 1,134.4 1,157.0

1,180.0
Estimate of any current year (FY2003) cost:

Mark this box (X) if fundina for this bill is included in the Governor's FY 2004 budaet proposal: [ |
POSITIONS

Full-time 1 1 1 1 1 1
Part-time
[Temporary

ANALYSIS:

This bill creates more accountability from providers, recipients, and the Department of Health and Social Services
(DHSS) in the administration of the Medicaid and CAMA programs, primarily through provider audits. The
department is ordered to contract for independent financial audits in order to identify overpayments and criminal
violations. This bill establishes hamed criminal acts for medical assistance fraud and corresponding degrees of

felony or misdemeanor crimes. This bill provides for disenroliment of a health care provider for fraud or misconduct
involving a controlled substance.

(Attach a separate page if necessary)

Prepared by:
Division

Kevin Henderson
Medical Assistance

Phone_ 465-5821
Date/Time_03/17/2003

Date_05/16/2003

Approved by:
Agency

Joel S. Gilbertson, Commissioner
Department of Health and Social Services
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ANALYSIS CONTINUATION
ESTIMATED EXPENDITURES
The department has limited experience with contracting for provider audits. Audits for which DHSS has

contracted in the past did not include the search for illegal activity required by thisbill. Factoring in our
limited experience, we make the following assumptions:

The .75% sample of all enrolled providers required by this bill means at least 75 providers would have to
be audited each year. We estimate that two of the provider audits would be medical facilities, which
require a more complex audit. The remaining 73 providers chosen by the contractor would be a cross
section of provider types who exhibited characteristics that indicate recovery was likely.

To estimate the cost of an audit, we started with the historical cost of both facility and non-facility audits
and increased that amount by 50%. Thisincrease isto compensate for the added requirements of this
bill, including the search for illegal activity, using a contractor with attorney staff, and the higher cost of
short term contracting with a firm large enough to complete the complexity and number of audits
required. The FY 04 base cost of afacility audit is $26,100 per audit and there would be at least 2 of
these completed per year. The base cost of a non-facility audit is $13,050 and there would be at least 73

of these per year.

DMA would require one full -time auditor (Range 16C) to coordinate the non-facility audits, assist in
management of the contract, and coordinate fair hearings as aresult of DMA recovery enforcement.
Additional administrative costs of equipment, supplies, office space, travel, etc are factored in.

Expenditures are anticipated to grow at an annual rate of 2%. Federal Medicaid match is calculated at
75%.
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ANALYSIS CONTINUATION
ESTIMATE OF RECOVERIES
Of the 75 providers audited each year, we estimate that 75% of them will result in a claim for recovery.

We estimate a 1 to 2 ratio of audit coststo recoveries. Historicaly, for every 1$ of the cost of an audit
we recovered $2.

Annual growth in recovery of Medicaid and CAMA is estimated at 4%, which is a balance between
inflationary growth in medical costs and a reduction in the frequency of provider violations and related
recoveries as the program matures. We anticipate no recovery in FY 04, because that year will be needed
to develop, advertise, and award a contract for audit and recovery functions. In addition, some
regulations changes will be needed in order to make a clear distinction between rate-setting audits and

financial/misconduct audits.

Estimated recovery is shown below:
FY04 FY05 FY06 FYo7 FY08 FY09
$0 $1,567.5 $1,630.2 $1,695.4 $1,763.2 $1,833.8

Section 3: AS 47.05.200(c) requires recovered overpayments obtained because of an audit to be
deposited with the Department of Revenue.
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