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HB 325 was HEARD and HELD in Committee for
further consideration.

#hb325
HOUSE BI LL NO. 325

"An Act making capital appropriations for deferred

mai nt enance  proj ects, equi pnent repl acenent, and
energency repairs; and providing for an effective
date. "

HB 325 was SCHEDULED but not HEARD

1: 39: 55 PM

#hb326
HOUSE BILL NO. 326

"An Act making supplenental appropriations, capital
appropriations, and other appropriations; anending
appropri ati ons; repeal i ng appropri ations; maki ng
appropriations to capitalize funds; and providing for
an effective date."

Co-Chair Hawker reviewed generalities of +the technical
changes of the working draft.

Co-Chair Stoltze MOWED to ADOPT CS HB 326(FIN), 26-
GH2827\ R, Kane, 2/8/10, as a working docunment. There being
NO OBJECTION, it was so ordered.

Co- Chair Hawker spoke to commttee plans to review the
| egi sl ation, beginning with an overvi ew.

1: 42: 43 PM

Co- Chair Hawker highlighted the two pages of ratifications
at the end of the docunent and enphasi zed the inportance of
di scussing the issues.

KAREN REHFELD, DI RECTOR, OFFICE OF MANAGEMENT AND BUDGET,
OFFI CE OF THE GOVERNCR, provided a sectional analysis of HB
326. She pointed out that the |argest conponent of the bill
consisted of +two sections putting noney into savings
accounts, including a request to deposit $1.1 billion into
the public education fund in Section 12(a), and a provision
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to repay the constitutional budget reserve (CBR) fund in
17(a).

Ms. Rehfeld specified that Section 1 consisted nostly of
t he operating budget requests, including formula conponents
related to Medicaid and $35.4 mnmllion for the fire
suppression suppl enent al . Agency operating non-formula
itens total nearly $32 mllion.

1:46: 00 PM

Ms. Rehfeld described Section 2 as a summarization of
fundi ng sources by agency. She remarked that the Ofice of
Managenent and Budget (OvB) carefully reviews supplenental
requests from departnments and asks whether the request
could be addressed in the next year’'s budget. Sonme are
al ready incorporated into the next year’s budget in order
to correct funding authorization. In other areas, changes
are being considered for budget anmendnents due February 17,
including itenms from the Ofice of Public Advocacy, the
Public Defender Ofice, inmate health care, and Medicaid
conponent s.

MVs. Rehfel d spoke to Section 3, whi ch i ncl udes
appropriations for capital projects. She parenthetically
noted one capital item in Section 11. Section 4 contains
the summary of fundi ng sources.

1:48: 08 PM

Ms. Rehfeld highlighted Section 5 as a new [|anguage
section. She explained that the state was allowed to
utilize a higher reinbursenent rate for Federal Medical
Assi stance Percentage (FMAT) under the American Recovery and
Rei nvestment Act (ARRA). However, the higher rate cones
with requirenments: the Medicaid program cannot be changed
and the savings cannot be put into a savings fund. Quidance
from the U S. Departnent of Human Health and Services and
di scussions wth the Al aska Departnent of Law (DOL) led to

inclusion of language in the bill acknow edging higher
general fund relief as well as increased costs that the
general fund savings will help cover.

Co-Chair Hawker added that the item neant the state would
receive $100 mllion that it could all ocate.
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Ms. Rehfeld turned to Section 6, a $3.3 mllion request to
i npl enent the interest arbitration from a Mrch 19, 2009
decision regarding the Alaska Correctional O ficers
Associ ati on.

Co-Chair Hawker noted appreciation for inclusion of the
itemin the bill.

Ms. Rehfeld explained Section 7 as $180,000 for pupi
transportation costs for an Al askan school for the deaf in
Anchor age.

Representative Doogan asked why the item was in the
suppl enent al budget. Ms. Rehfeld explained that the item
addressed the transportati on needs of a deaf student in the
Mat-Su area; OVB had not been aware of the issue until
after the FY 10 budget was passed. The item would be
incorporated into the base for pupil transportation
services in the future.

1: 52: 08 PM

Representative Austerman highlighted that the item would
i ncrease the base for FY 11 and FY 12.

Ms. Rehfeld noted that Section 9 corrected |anguage rel ated
to gas pipeline training. She described Section 10, $28, 000
for paying settlenents for DOL; she assured the committee
that they would be inforned of other judgnents. She
expl ai ned that Section 11 would allow the state to purchase
wildfire fighting aircraft.

Representative Gara received clarification about an itemin
Section 8.

Ms. Rehfeld turned to several fund transfers in Section 12:
12(a) is a deposit into the public education fund, 12(b)
transfers $79,000 from the Alaska Industrial Devel opnent
and Export Authority (AIDEA) revolving loan fund to the
smal | business econonm c devel opment revolving |oan fund,
and 12(c) is a $5 nmllion general fund transfer to the
di saster relief fund.

Co-Chair Hawker asked for clarification regarding Section

12(a). Ms. Rehfeld responded that the FY 10 budget was not
able to make a deposit into the fund until the revenue
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picture inproved. She added that the deposit would forward
fund education for FY 11

Co- Chai r Hawker enphasi zed that appropriations would not be
duplicated; the itemwas a response to the failure to get a
CBR vote the previous year

1:55:19 PM

Representative Gara queried the forward funding amount. Ms.
Rehfel d responded that the item incorporates the third year
of the three-year funding plan. She noted a base student
allocation (BSA) increase of $100 and that the item
includes the intensive student BSA. There is also an
increnent for inplenenting district cost factors. Al of
t he conponents in the FY 11 foundation formula are included
in the deposit anount.

Ms. Rehfeld explained that Section 13 consisted of
ratification, soneti mes call ed “zero bal anci ng.”
Ratifications are requests for authorization to cover
expenditures that have already occurred and resulted in an
over-expenditure of an appropriation. The situation is
usually a result of uncollectable federal revenue sources;
the ratification provides the state with the authority to
cl ose the prior appropriations out.

Ms. Rehfeld enphasized that there 1is no additiona
expenditure of cash in the current year and that OMVB has
wor ked hard with agencies to clean out the accounts. She
acknowl edged that the size of sonme of the ratifications
have raised questions. She highlighted Ilarger itens,
beginning with $10.3 nillion for fire suppression. She
referred to an annual base appropriation for fire
suppression; the state can never fully anticipate the
extent of need. For the past decade, there has been a base
appropriation, and then as the fire season progresses,
estimates are received nonthly from the Departnent of
Nat ural Resources (DNR) of actual costs. The $35 nillion
request for fire suppression in the FY 10 supplenental bill
is based on the DNR estimate of current year costs. The
$10.3 mllion represents a ratification of expenditures
that occurred between the tinme that the legislature
adjourned and the fire season in 2009. She acknow edged the
significance of the anount.

1:59:15 PM
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Ms. Rehfeld described another significant ratification
anmount for the Departnent of Health and Social Services
(DHSS), $7.3 mllion for uncollectable revenue for severa
programs. She reported that DHSS has identified several
issues with its revenue accounting and are inplenenting
controls to address the challenges. She noted changes in
specific prograns to address the appropriate revenue source
in the FY 10 supplenental and in the FY 11 budget in order
to address the problem She pointed to clean-up that is
part of the ratification process. Approximately $409, 000 of
the ratifications in the bill involves the Departnent of
Corrections (DOC), which had underestinmated what would be
collected from the federal governnment for housing federa
pri soners.

Ms. Rehfeld described Section 14 as a small correction
related to DOL to address restitution in juvenile cases.
Section 15 relates to shifting funding from the
i nt ernati onal ai rport revenue fund to the airport
construction fund in order to mnimze customer costs.
Section 16 is the extension of the appropriation for in-
state gas, which is slated to end February 28, 2010; the
provi sion would extend the date to June 30, 2010. The work
is on-going. She pointed to a request for $6.5 mllion in
the FY 11 budget for <continuing work on the in-state
gasl i ne.

Co- Chair Hawker explained that the project had commenced
under Harry Noah’s supervision; the Senate had decided to
appropriate noney only through February and conme back for a
suppl emental . He added that the admnistration had assured
that in-state gasline efforts wuld continue to nove
forward

Ms. Rehfeld noted that work would be continued within the
limtations of the appropriation. She enphasized the
i nportance of getting the legislature’s approval for the
ext ensi on.

2:03: 38 PM

Co-Chair Stoltze relayed a story to enphasi ze the point.
Ms. Rehfeld explained that Section 17 is related to the

constitutional budget reserve; 17(a) would allow repaynent
of $402 mllion that has been wthdrawn from the fund,
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17(b) authorizes drawing from the statutory budget reserve
if revenues could not cover expenditures in FY 10; and
17(c) is a fund source switch that manages funds through
t he general fund.

Co- Chair Hawker underlined that the state would have repaid
all constitutional obligations to the CBR at approxinmately
$5.5 billion. Ms. Rehfeld concurred.

Ms. Rehfeld continued with Section 18, |[|apse provisions
related to capital projects. Section 19 repeals Section
43(c), also known as l|ast year’s 17(b) provision, which is
consistent with the objective to repay the CBR

Co- Chai r Hawker acknow edged past discussion and enphasized
his concurrence that the provision was unnecessary.

V5. Rehfeld concluded wth Section 20, an imediate
effective date for Section 7, the pupil transportation
appropriation, and Section 21, the effective date of the
act .

2:07:15 PM

Representative Doogan asked about appropriations for
uncol | ectabl e funds. Ms. Rehfeld responded that the |argest
conponent was under school -based clains in the suppl enental
and the FY 11 request.

2:09: 31 PM

Representati ve Austerman queried Section 10 regarding funds
for DOL for judgnents and settlements. He referenced the
Carl son case and wanted to know whether the anmount woul d be
covered in the current year. M. Rehfeld responded that
every effort was being made to resolve the Carlson issue
She acknow edged the continuing gromth of the interest. She
reported that updated information regarding the case would
be forwarded to the commttee as it came from DOL.

Representative Austerman anticipated daily interest costs
of $20,000 and expressed frustration. M. Rehfeld echoed
frustrations and stated that the intent was resolution of
t he issue.
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Co-Chair Hawker assured the commttee that the issue would
be addr essed. Representati ve Aust er man reiterated
frustrations.

2:12: 30 PM

Representative Gara requested details on the Carlson case.
He believed the court was going through a routine request
for reconsideration.

Co-Chair Hawker turned to the subject of ratifications,
which begin on line 119 (page 23 of 25 of the “FY2010
Suppl emrent al Requests” spreadsheet, copy on file). He noted
that the first item related to DNR fire suppression. M.
Rehfeld clarified that the anounts were |ate FY 09 noney.

Co- Chair Hawker stated that the noney was already spent and
enphasi zed that there was no authority for the nobney to
have been spent. The ratifications would sanction the
expenditures retroactively.

Ms. Rehfeld pointed out that in sone areas the process
could not be avoided, particularly related to fire
suppression. She explained that when a certifying officer
gets a docunent, there is a budget and an authorization for
valid expenditures to be charged against. The difficulty
sonetinmes lies in collecting the revenue.

2:18: 15 PM

KIM GARNERO, DI RECTOR, DIVISION OF FINANCE, DEPARTMENT OF
ADM NI STRATI ON, testified that out of the |ist of
ratifications in the bill, only $628 was related to

expenditure coding problenms. The rest of the requested
ratifications are for revenues which are now uncol |l ectable
At the time the expenditures were made, the corresponding
revenues were expected to be collected. However, the
recei vabl es have been deened uncol | ect abl e.

Ms. Garnero explained that the $481,000 related to access
cleanup is an inception-to-date review at all receivables
in the state’s 25-year-old accounting system to find out
whi ch ones are uncol |l ectable. She was pleased to | earn that
t he amount was | ess than one-half mllion dollars.

Co- Chair Hawker acknow edged that anpbunts as snall as one
cent were listed in the reconciliation. He pointed to |ine
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136 for the DOC Anchorage Correctional Conplex; the state
expected nore noney fromthe federal government than it was
able to collect. He stated that the expenditures should not
have been nmade without the resources available nake them
He stated that there was not authority.

Co- Chair Hawker asked about appropriation nunbers on |ine
136 and wondered if the issues were from FY 05. Ms. Garnero
responded in the affirmative; the receivable was detected
as being uncollectable as part of the inception-to-date
review of all receivables in the accounting system

Co-Chair Hawker stressed that the anobunt was five years
old. M. Garnero detailed that the state’'s accounting
systemis good at tracking expenditures but was weaker when
accounting for revenues. Revenues were recorded for itens
in FY 05 that have stayed there until someone asked if the
amount was collectable. She added that the amount is not
collectable five years later, and the state has witten it
of f.

Co- Chair Hawker questioned the process and asked why
receivables were not reviewed. M. Grnero replied that
Division of Finance is inplenenting an annual review of al
recei vables for agencies, which has not been done in the
past as part of the conprehensive annual report.

2:23: 00 PM

Co- Chair Hawker rem nded the committee that anpunts in the
budget are truncated to the thousands; however, in the
ratifications section, the anmpunts are |listed down to the
penny.

Representative Gara asked for clarification regarding
ratification funds. Ms. Rehfeld replied that when the
legislature ratifies expenditures, it gives the departnents
the authority to close out appropriations with shortfalls
in the prior year.

Representative Gara asked where the nobney comes from to
fund the ratifications. M. Garnero delineated that the
accounting system controls expenditures by appropriations;
nost appropriations are not purely general funds but
include sonme revenue collections. The accounting system
controls for the collections with a tolerance, allow ng
expenditure of funds before they are collected. However,
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nost of the itens have receivables booked, neaning a
revenue was billed for sonme party and the departnents
expected to be able to collect the revenues. Shortfalls are
caused when the revenues are no | onger coll ectable.

Ms. Garnero clarified that there will be an appropriation
for the ratification, but no additional spending; there
must be an appropriation to drive the uncollected bal ance
to zero.

2:26: 22 PM

Representative Austerman referenced |ine 131 [DHSS,
Medicaid State Prograns], $1,380,000 from FY 04. He asked
whet her the state has been trying to collect the noney for
six years or if it never expected to get the funds. M.
Garnero responded that she could not speak to the item as
it was not part of the accounting systens inception-to-date
cl ean-up. She noted that individual departnments bill for
and col | ect revenues.

Co-Chair Hawker requested waiting wuntil later in the
neeting to speak to DHSS issues. He asked whether the fire
suppression ratification was unusually large. M. Rehfeld
offered to get nore history. She referred to the boundary
fires in 2004, which had also resulted in ratifications.
Co- Chair Hawker wanted the commttee to have the underlying
facts related to the ratification.

Co- Chair Hawker explained that the commttee is accustoned
to seeing a limted nunber of ratifications; there is an
unusual anmount in the current bill. He acknow edged the
significance of the clean-up resulting in the many itens,
including the largest at $409,000 for the Anchorage
Correctional Conplex. Ms. Garnero agreed.

Co-Chair Hawker queried the relationship between the
D vision of Finance and the agencies. Ms. Garnero replied
that she had served as a finance officer in a departnent;
her experience was that the bal ancing of appropriations to
get to revenue collections and expenditure authorizations
is intensely done at the end of the fiscal year, and then
the process is done. She thought there had been a hole in
the central role of the Division of Finance in asking
agencies to look back at the receivables recorded in the
accounting system and continuing to either collect them or
get them witten off. She stated that after the end of a
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fiscal year, not nuch can be done unless the departnent can
go back to the billed party and get the noney. Oten once
grants are closed, the departnment wll have uncollectable
receivables and will have to ask for authorization through
the ratification process.

Co- Chai r Hawker questioned the new controls that were being
i npl emented to mtigate the problem M. Garnero responded
that the controls wll prevent the delay in identifying
uncol | ect abl e recei vabl es.

Co- Chai r Hawker pointed out that when an agency reports the
problemin a tinely manner, the |egislature can conmuni cate
with the agencies. He wanted to know how agencies could
m scal culate to the extent the comrittee was seeing. He
guestioned who was culpable. He noted that he wanted a
conversation with DOC and M. Peeples [regarding the
Anchorage Correctional Conplex ratification] before the
process was over.

2:32:23 PM

Representative Kelly reported that the process was
different in the private sector.

Co-Chair Hawker verified that the Division of Finance has
i npl enented procedures to rectify the situation. MVs.
Garnero confirmed that the division wll be annually
reconciling recorded receivables with the departnents as
part of preparing audited financial statenents.

Representative Kelly asked if the process would change
behavi or.

Co- Chair Hawker agreed that the procedure is not practica
unless it results in inproved control of agency spending.

Ms. Rehfeld added that OWB's effort has been to identify
areas with uncollectable revenue and determ ne whether to
replace a funding source with general funds. She referred
to requests for funding source changes to address and
correct the problem She underlined that grants are closed
after August 31 and departnments will be unable to coll ect
after that time; the problem needs to be addressed on the
front end of the process.
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Representative Kelly agreed that the issue should be | ooked
i nto.

Co- Chair Hawker concurred.

2:35: 04 PM

Co- Chair Hawker segued to ratifications related to Medicaid
School Based Adm nistrative Clainms and referred to a DHSS
handout, "DHSS Schedul e of School Based Services Financi al
| nformati on, SFYs 2003, 2004, 2005, 2006, 2007, 2008" (copy
on file).

Co- Chai r Hawker enphasized the significance of the problem
He thought the evidence pointed to a problem in accounting
managenent and control at DHSS related to the program

Representative Austerman queried the DHSS process related
to the Medicaid ratification. He asked how the departnment
had been able to absorb the approximately $7 million it had
spent wthout being reinbursed. He wondered if the
| egi sl ature had funded the difference.

ALl SON EL GEE, ASSI| STANT COW SSI ONER, FINANCE  AND
MANAGEMENT  SERVI CES, DEPARTMENT OF HEALTH AND SOCI AL
SERVICES, noted that there were a variety of issues at
stake and that she wanted to start with the sinpler ones
bef ore addressing the school based adm nistration claimng
program

Ms. Elgee explained to Representative Austerman that DHSS
had spent nobney against a |egislative appropriation that
was conprised of multiple fund sources, where the revenue
side of the appropriation did not materialize. She
enphasi zed that nothing was absorbed. The departnent is
currently trying to clean up the books by getting
authorization from the legislature to recognize the
expendi tures as general fund.

Co- Chair Hawker described what would happen to a citizen
who wote a check against a bank account that did not have
sufficient funds. He asked how an agency could spend
mllions of dollars and then come back so many years |ater
to ask for the revenue to cover the expenditures. He asked
where the cash cane from
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Ms. Elgee spoke specifically to line 131 [Medicaid State
Prograns], which illustrates what the departnent is up
against in trying to balance expenditures and revenues on
an annual basis. She explained that the departnent spends
many hundreds of mllions of dollars in the Medicaid
program and draws federal funds on a weekly basis based on
the expenditures to keep the noney in the state treasury as
opposed to the federal treasury. The clains for the federal
revenue are filed quarterly; the <claim for the final
guarter of state fiscal year is filed after Septenber 30 of
the subsequent fiscal year (the state fiscal year ends on
June 30). The claim is filed for all expenses nade from
April 1 through June 30.

Ms. El gee detailed that Medicaid has a nultitude of various
match rates; it is not a straight-forward program Each
conponent of the program has to be accounted for,
expenditures and match rates. The report is large. As a
result, the departnent is closing out its state books
before it has nmade the final claimfor many of the federa
prograns. The problem caused by the timng of the two
actions is significant.

Ms. Elgee noted that related to the line 131 ratification,
she suspected that the nobney was expended and that the
department expected to be reinbursed from the federa

government. She expected that the departnent had not
recogni zed that the match rate of federal funds to genera
funds was not aligning with expenditures made until after

the state books had been cl osed.

MVs. El gee explained that the situation was further
conplicated by the fact that the departnment has up to two
years to anmend federal clains. The nunbers nove throughout
t he subsequent gquarters as DHSS  books addi ti onal
expendi tures against encunbrances and as other close-out
activity goes along. There is no clear stopping point for
determ ni ng what can reasonably be expect ed.

2:42:42 PM

Co- Chair Hawker restated the situation: the departnent has
a huge operating cash flow, there is no once-a-year nonent
during which everything stops and begins fresh, and it has
been able to stay ahead of cash requirenents wth the
billing process and procedures. In other words, a check
never bounced.
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Representative Doogan thought the system was “sloppy”
because there was no stopping point to consider the
bal ance. Ms. Elgee replied that there was always enough
aut hori zati on and appropriations to cover expenses.

2:44:14 PM

Co-Chair Hawker clarified that M. El gee was considering
the appropriations side, while the questions was whether
the issue would have shown up if there was a stopping
poi nt .

Representative Gara understood the part about noney com ng
in and being wong. He wanted to know whether department
error such as mssing application deadlines resulted in
m ssing noney. Ms. Elgee replied that his question led the
di scussion into Medicaid school based admi nistration
claimng territory.

2:46: 53 PM

Co- Chair Hawker pointed out that the ratification requests
go back to FY 04. He asked for explanation regarding the
receivables related to the school based Medicaid services,
begi nning with a description of the program

Ms. Elgee inforned the commttee that the Mdicaid school
based administrative <clainmng conponent is a program
designed to allow states to recover a portion of the
adm nistrative overhead costs that school districts my
attribute to helping serve Medicaid-eligible students. The
program is different from the program that allows school
districts to claim Medicaid for direct-service costs. For
exanple, a district bringing in a speech therapist for a
Medi caid-eligible child is a direct service that Medicaid
can be billed for. On the other hand, the school based
adm nistrative claimng program is designed to try to
recover district admnistrative support costs that are
attributable to having provided the direct service.

Ms. Elgee reported that the DHSS handout shows spending
goi ng back to 2003, when ratification was not needed, and
shows the program history from FY 04 through FY 08. She
enphasi zed t hat t he ratification requests pr esent
uncol | ectabl e revenues through the first half of FY 07. She
hi ghli ghted that DHSS continues to have financial exposure
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on the program for the second half of 2007 and all of FY
08.

Co- Chair Hawker pointed out the corresponding note at the
bott om of page.

Ms. El gee described what had happened in the program The
federal governnent requires that the state departnent train
school district personnel in terns of allowable activities
to be claimed under the program identifies a cost pool
attributable to those allowable activities, and identifies
the personnel that are in support of the activities. Every
gquarter, a study is nade during a randomy selected week,
on randomy selected authorized personnel and participants.
The random nonent study tracks individuals throughout the
week and the results are extrapol ated throughout the entire
universe identified for the program The Medicaid claimis
based on the results of the study. The rei nbursenent has a
50 percent match rate by the federal governnent.

Ms. Elgee explained that during the wearly years, the
process was followed, the <clains were nade, and the
recei vabl es booked. However, the federal government only
participated in the cost of the programin a portion of the
clains that were actually nmade. The federal governnent
deferred the remaining portion of the clains. In Decenber
of 2008, the federal personnel net wth the state and
reported that there were problens with the state program
the claimng plan was good, but it was not being properly
run, and the <clains were not being developed in a
supportabl e way. The federal personnel cane up with several
exanples, including a janitor in one district that was
identified as being part of the cost pool and was surveyed;
the federal governnent could see no correlation between
what the janitor did and the services being provided to the
Medi cai d-eligible children within the school district.

Ms. Elgee sunmarized that in the early years considered for
ratification, a portion of each of the clains was deferred.
In the neantinme, the state had used the noney, which had a
history of being shared (after direct program costs were
accounted for) 50 percent to the participating school
districts and 50 percent to DHSS.

2:52: 47 PM
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MVs. El gee detailed that the departnent portion was
programmed into several departnent areas; currently the
revenues support program operations in the Ofice of
Children’s Services in the Division of Public Health and in
t he departnent support-services conponents.

Co- Chair Hawker underlined Ms. Elgee’ s |anguage regarding a
history of taking the federal reinbursenment and splitting
it 50/50 with participating school districts. He pointed
out that during 2003 through 2005 the district portion from
the Centers for Medicare and Medicaid Services (CM5) was
di sbursed through a reinbursable services agreenent (RSA)
to the Departnent of Education (DEED); subsequently it was
paid directly to the school districts. He asked whether
there was ever a witten agreenent or |egislative authority
acknow edging the transactions. M. Elgee replied that she
had been trying to determne the answer and was stil
resear chi ng.

Co- Chair Hawker assuned that the paynents had been made
wi t hout contractual or statutory authority.

Representative Austernman asked whether CM5 had directly
paid the school districts. Ms. Elgee replied that DHSS had
made the paynents. She directed attention to a colum in
the mddle of the spreadsheet [“RSA'd DEED" on the DHSS
handout] listing RSAs and explained that in certain years
the noney was sent to DEED for subsequent distribution to
school districts; after 2006, the nonies were paid directly
by DHSS to the districts.

Co- Chair Hawker enphasized that while the noney was paid

CVM5 had deferral or withholding in the amounts listed in
the second-to-the-right-hand colum |[DHSS handout]. Ms.
El gee agreed; the columm contained the balance of the claim
made for which no cash was forthcom ng

Co- Chair Hawker pointed out that the program not conducted
in 2009; he suspected that was related to CVM5 neeting with
DHSS about the problens. Ms. Elgee concurred.

2:56: 25 PM

Representative Austerman referred to the surveys conducted
and CM5 deciding to defer the noney because of problens
found during the survey. He expressed concerns that the
surveys had shown problens back to 2004 and yet continued
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until nuch later. M. Elgee responded that corrective
efforts had been nmade to address the problens in January
2007; a new claimng plan was approved by CM5 and adopted
to attenpt to address prior problens. However, the federa
officials said the claimng plan was good, but the state
did not follow the plan; errors were nmade in the program
adm nistration itself. She reported that the first red flag
was a claim processed on behalf of the state that was
significantly larger than clainms from other states wth
| arger popul ati on bases; she suspected that was the reason
behi nd the deferral of a portion of the early clains.

Represent ati ve Austerman wondered why people were not fired
for m stakes made during 2004-2006. He questioned what the
department was not doing. Ms. Elgee agreed that the concern
was a good one. She said that the individual responsible
during the period is no longer with the departnment. She
could not speak to what was going on from a nmanagenent
per specti ve.

Co- Chair Hawker concurred with Representative Austerman’ s
perplexity and frustrati ons.

Vice-Chair Thomas reported that he had seen a private
corporation go bankrupt over simlar issues, including
“creative accounting” where noney was rolled ahead and
hi dden.

Co- Chair Hawker reported that the term in accounting was
“kiting.”

Vi ce-Chair Thomas wondered whether other departnents were
doing the same thing. M. Rehfeld responded that she was
not aware of other prograns wth simlar issues. She
credited DHSS with comng to OWB right away when the
probl ens began to show up. She pointed out that there were
many elenments in the ratifications as well as the
suppl emrental request and the FY 11 budget because the
revenues were significant conponents in the departnent’s
operations. She stated that the issue needed to be
addr essed.

3:01:10 PM

Co-Chair Hawker asserted that her statenent was of
par amount i nportance to the committee, as so many places in
t he budget were affected. He directed attention to the |ast
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two colums on the right of the DHSS handout: the requested
ratification or anmount of authority needed to clear the
books, listed by fiscal year; and the CM5 deferral col umm,
or the anount withheld by CM5. He highlighted that the 2004
nunbers were the sanme in both colums. He asked why only
$221, 290. 00 needed to be ratified for 2005 if CMS withheld
$3.7 mllion that year. By 2007, the state was asked for a
$3 mllion ratification when CM5 deferred only $2.8. He
queried the differential.

Ms. Elgee replied that there were two reasons for the
differential. First, in the context of a zero-bal ancing
exerci se, sone of the expenditures can be offset with other
revenue collected or |apsed balances that were avail able;
that will tend to reduce the ratification necessary for the
uncol | ectabl e recei vabl es. She pointed out that there was a
| arger problem than the particular program the problem
lies in the revenue-collection environment for DHSS as a
whol e. Personnel has been working diligently to clean up
the problem but she believed that in FY 07 (the year that
reflects a ratification request larger than what is
reflected as a deferral), sonme revenues were inproperly
attributed. She enphasized that <cleaning up the state
accounting records in terns of wunraveling who did what
related to posting revenues and where they truthfully
bel onged would takes a great deal of tinme. The departnent
has not invested the time since the bottom line will not
change in terns of what is needed for ratification.

Co- Chair Hawker maintained that “where revenues truthfully
bel onged” and “m sposting” begins to inply sonething “very,
very sinister.” He asked whether sonme prograns that the
| egi sl ature had authorized through the budget process to
receive full federal funding were in fact not [receiving
that funding]. M. Elgee responded that she thought that
was t he case.

Co- Chair Hawker observed that previous |egislative action
was based on the understanding that certain progranms
received their full federal funding authority, when in fact
the federal funding authority may not have exi st ed.

Ms. Elgee replied that the federal authority existed in the
context of the appropriation, but whether the revenue
recorded against that authority was attributable to actions
on the part of that particular program or earned
specifically by that program is a question that is being
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researched. She believed there was sonme kind of “mx and
mat ch going on to bal ance out the books.”

Co- Chair Hawker enphasized his appreciation for the
departnment’s truthfulness and his understanding that the
testifiers present were only the nessengers.

Ms. Rehfeld pointed out that the D vision of Legislative
Audit 1 ooks carefully at agencies annually, particularly
departnments |i ke DEED and DHSS with a significant nunber of
federal prograns. The division has identified the DHSS
revenue issue through audit work. She thought it was good
that the chall enges are being recogni zed and addressed.

3:06: 52 PM

Co-Chair Hawker noted that the D vision of Legislative
Audit has been |ooking at revenue collectability overall
He reiterated frustration and stated that the situation was
unacceptable. He was concerned that the problem pointed to
a W der-sweeping one. Legislative auditors have been
wor king on the conprehensive annual financial report, but
their findings have not been specific or have indicated a
probl em of the magnitude identified in current testinony.

Co- Chair Hawker hoped, with the committee's blessing, to
request that Legislative Budget and Audit Conmittee
specifically perform an expedited audit of the DHSS program
in order to get an independent review and report back to
the conmttee on the scope of the problem and the adequacy
of measures already inplenented by OVMB and DHSS.

Co- Chair Hawker noted that the nenbers present nodded in
the affirmative and that there was no negative indication
fromthe commttee.

Representative Kelly stated his support and commented that
the situation resenbled a bank balance with the federa
reserve bank; once the balance slips behind, it is alnost
i npossi ble to recover. He suggested | ooking back further to
per haps 1998; he wondered if the situation then was better
or worse

Ms. Elgee described the departnment’s increasingly conplex
environment from the standpoint of funding and federal
claimng requirements. At the sane tine, because of
i ncreased automation, the departnent also has a nuch higher
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| evel of oversight and scrutiny. She referred to an ol der,
| edger - sheet met hod  of tracking federal f unds. The
departnment recognized that the process had to be autonated
and purchased the sanme software used by many other states.
Unfortunately, the software was inplemented at DHSS w t hout
a thorough understanding of how it worked.

Ms. Elgee related that the departnent had contracted the
previous year with a consultant who has worked with states
on indirect cost-allocation plans and understood the
software. He evaluated the DHSS claimng environnent and
gave an 18-nonth tinmeline to make inprovenents that he
t hought would put the departnment back on track. The
consul tant had described the tineline, conpleted by June
30, 2010, as very aggressive. The departnent has recently
decided to revise the deadline.

Ms. Elgee reported that significant inprovenents had been
made, including filing federal claimng reports on time for
the first tinme in years, making regular draws, and posting
revenues to program operations. She described historical
experience wth an “inpossible environment” to manage
agai nst .

3:15: 03 PM

Representative Kelly advised entering the audit wth a
neutral mnd-set. He acknowl edged the difficulty of the
task, based on his own experience. He asked whether over-
claimng was a practice. Ms. Elgee did not believe that to
be the case. She thought every effort was nade to claim
appropriately, al though the federal gover nient coul d
di sal | ow certain cl ains.

Representative Kelly thought a certain anount would be
di sal l owed even if the rules were followed. He asked if the
rules were clear. M. Elgee answered that the rules were
changing frequently. The witten rules nmay not change, but
the oversight and perspective brought by the federal
audi tors may change.

Representative Kelly thought the <changing rules could
explain the need for nysterious suppl enental requests.

Co- Chair Hawker agreed. He noted the independent nature of

the Legislative Budget and Audit Comm ttee, of which he was
Vi ce-Chair.
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3:18:11 PM

Representati ve Austerman queried the DHSS handout 2009 I|ine
i ndicating “no program conducted.” M. Elgee responded that
DHSS is in the process of bringing the program back up in a
fashion that neets federal requirements and addresses the
criticismraised in the federal audit review She described
the process as slow. The first claim had been conducted for
the winter quarter with limted participation. Additional
school districts have indicated that they would like to
participate in the program DHSS continues to train school
district personnel and anticipates larger participation in
the winter and spring quarters.

Representative Austerman asked for clarification regarding
the process of claimng and reinbursenent. M. Elgee
explained that the amount <claimed relates to schoo
district expenses attributable to the CMS5 program the
school district spends the noney. However, when the federal
government reinburses the state based on the claim the
state has been sharing back a portion of the revenue to the
school districts, and retaining another portion. Mich of
the retained revenue was programed into the departnent’s
on- goi ng annual operations.

Representative Austerman reviewed the 2003 nunbers,
clarifying that the districts spent $12 nillion and
received only $3.1 mllion, though the program was a 50/50
mat ch. Ms. El gee agreed.

Representative Fairclough asked whether the federal
governnment had issued simlar audit recomendations to
ot her states. She wondered whether there was a resource the
state could access to det er mi ne i f t here wer e
inconsi stencies shared by other states or whether the
state’s program was in error. Ms. Elgee believed both were
true. She t hought f eder al over si ght has tightened;
anecdotally through the Oregon consultant, the departnent
has heard that the Oregon clainmng process has been greatly
reduced because of federal scrutiny and disallowed clains.
In addition, the federal review is very specific to how
Al aska has operated its program

3:23: 05 PM
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Representative Fairclough stated concerns about disallow ng
federal reinbursenment, which could cause fiscal issues if
not identified quickly.

Co-Chair Hawker asked about the Paynent FError Rate
Measurenment (PERM) program M. Elgee responded that the
PERM program was a success. The program | ooks at Medicaid
processing and whether the state is paying clains
appropriately. The departnent was part of a federal review
along with 16 other states |last year; Al aska had the | owest
error rate of states reviewed, while other states’ error
rate was over 8 percent.

Co- Chair Hawker pointed out that the change was from a 47
percent error rate in the prelimnary testing.

Representative Doogan questioned the “No program was
conducted” year on the handout. He wondered who paid for
the prograns. Ms. Elgee pointed out that Alaska funds its
public education system through the public school
foundation fornula;, the expenses are covered through that
process. The particular program allows the state to receive
sonme reinbursenent from the federal governnent for expenses
al ready fi nanced.

Represent ati ve Doogan conjectured that the school districts
woul d have expected that some portion would have been
repaid through the state by the federal governnent. He
asked who pays the costs. Ms. Elgee responded that DHSS had
informed the districts that it would not be conducting the
program so the districts had expectation of reinbursenent
that did not materialize.

3:27:21 PM

Co- Chair Hawker wondered how the loss of funding affected
schools and wondered why the conmttee not heard from
school district personnel.

Representati ve Gara asked about possi bl e upcom ng
shortfalls to both the districts and the departnent. M.
El gee responded that DHSS has approximately $2.2 nmillion
built into its on-going operations. Recognizing that the
program would not be run, the funding was covered the
previous |egislative session through a FY 09 suppl enental

The departnment has requested simlar funding for FY 10 and
an increment for the program areas in FY 11 to recognize
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the on-going operations as general fund instead of being
supported by revenues recovered by the program |[If the
program continues to operate as it has in the past with a
sharing approach of whatever is clainmed, the other 50
percent of the revenue collected on behalf of the state
woul d be avail able for appropriation for the public schoo

foundation fund, as one exanple. The federal governnent
made clear in the review that it wants a direct correlation
bet ween the revenues earned and school district financing.

Co-Chair Hawker noted that the state may not have been
doing that in the past.

#
ADJ OURNIVENT

The neeting was adjourned at 3:30 PM
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