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Aprit 21,2011

Mr. Doug Ringler

Office of Internal Audit Services
Office of the State Budget
George W. Romney Building
111 South Capitol, 6™ Floor
Lansing, Michigan 48313

Dear Mr. Ringler:

In accordance with the State of Michigan, Financia) Management Guide, Part VI, atlached are
the final summary teble identifying our responses and corvective action plans to address
recommendations contained within the Office of the Auditor General's Final Audit Incleding the
Provisicns of the Single Audit Act of the Department of Community Health.

Questions regarding the summary table or corrective action plans shovld be directed to me at
{517) 373-1508 or Myerspa@michigan. gov.

Sincersfy,

Pam Myers, Director

DCH Office of Audit

Enciosure

ec:  Office of the Auditor General House Appropriations Committes
House Fiscal Agency ¢ House Standing Committes
Senate Fiscal Agency Senate Appropriations Committee
Exccutive Office Senate Standing Committes
DCH, Olga Dazzo
I}XCH, Nick Lyon
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AUDIT RETORT SUMMARY

DEPARTMENT: Community Health
AUDIT PERIOD:  October 1, 2007 through September 30, 2009

REPORT DATED:  June 2010

DISPOSITION QF AUDIT RECOMMENDATIONS

CITATIONS CITATIONS TO BE CITATIONS WILL
COMPLEED WITH COMPLIED WITH NOT COMPLY WITH
1,b. (1-3) 1.b.(4) — March 1, 2011
2.a(l)
2. a(2)
2.a(3)
Z.a(d)
2. b(
2.6{)
2. b (3)
2. b.(H)
3
4,
5.
6. Quiober 2011
1.
8.
9.4
b,
" O.c.(1) Aprit 2011
9.¢.(2)
1. April 2011
I_"' il.a.
1LY, April 1,20118
12.b.01)
12.5.42)
12.c. July , 2011
13.
N 14.2. October 1, 2011
14.b.

15, March 31, 2011

16.




CITATIONS CITATIONS TG BE CITATIONS WILL
17.a.
17k, "
17.e July 1, 2011
April 2011
18.a. — September 30, 2011
18.b.
19,
20,
2l.
22.a. — Septernber 30, 2011
22.b. — September 30, 2011
22.c.
22.d.
220,
23.a.
23.b. — April 2011
23.c, — September 30, 2011
24.8, — April 2011
24 b,
244, 24 o,
248,
25.8. — April 30,201 1
25h
25..
254,
25.e()
25.e. (5BS) 25.eL2)
25.I
25.g. {MHP) 25.g. (PIHP)—FY 11
25.h, - April 2011
26.8.—FY11
26.b, — May 2011
261 -FYll
26.c.(2) (MHP) 26.¢.(2) (PIHP} - Oclober 1,
2012
26.¢.(1)
26d.-F¥11
27.
23.8. ~ June 30, 2011
28.b.
18.c. —June 39, 2011
29,
304, ~ September 30, 2011
b,
0.,
3.a,

311.b. - (not yut known)




CITATIONS CITATIONS TO BE CITATIONS WILL
COMPLIED WITH COMPLIED WITH NOT COMPLY WTTH
31.c. - (not vet kngwm)
3i.d.
» 31.e. — February 2011
Ita.
12.b. — Janvery 31, 2011
33.
3. N
34.b. - April 2011
35.a.

35.b. — Aprii 30, 2011

35.c. — April 30, 201)

354, — May 31,2011
{docymentation), December
31, 2011 (lesting)

356 — April 30,2011

354 — Aprd 30, 201 ]

* Dependent upon the new CHAMPS data warchouse availability.



Audit Response
Financigl Aundit
Including the Provisions of the Single Andit Act of the
Department of Commuaity Health
October 1, 2007 through Sepiember 39, 200%

Recommendation 1: Intena? Control

For the thind consecutive audit, we recommend that DCH improve ita internal contral to ensure the
accuracy of s financial accounting and reporting and its compliance with direct and maierial federai
requirements,

Far the third consecutive audit, we also recommend that DCH improve its efforts to monitor the
effectiveness of its lnternal control uzing the ICE.

Response:
Parta.: Please refer fo the responses for Findings 1.b, through 13 and 15 through 35 for this pact of the
finding,

Part b (1): During the ICE programmatic risk assesament process, DCH developed o complete inventory
of IT systems as each assessable wnit listed all IT applications within their area on their risk assessment
worksheet.  Additionally, DCH obtained the Department of Technology Management and Budget's
(DTMB) critical application listing and a listing of stgnificant systems identified by the OAG during the
Single Audit. DCH is confident that our investory of 1T systems is complete.

Fart b (2} During the [CE programmatic risk assessment process, DCH developed a complete inventory
of IT systews as each assessable unit provided a [ist of all IT applications within their area on their risk
assessment worksheet.  Each syslem business owner is now correatly completing an “IT Risk
Assessment” worksheet for each IT application identified. Each system will be assigned a risk/criticality
score bused on the "IT Risk Assessment” worksheet. All systems that rank as “High Risk/Critical”
systems will be assessed in the Risk, Control Activities, & Monitoring (RCAM) process. In mddition, all
applications listed on the DTMB's critical application listing will be assessed approprintely. Afl
significant systems and processes identified by varfous sonrces will be considered when determining what
“eritical IT systems” will be included in the ICE evaluation,

Part b (3): The cusrent RCAM forms include a snmmary section of any material weaknesses indentified
by an assessable unit. Within this section, ¢oatrol activities addressing the weakness{es) are included or it
indicates if a corrective action plan is needed to be created and implemented. The RCAMs will not be
“signed off as complete” until this section is completed and any assecieted "comrective action plans” are
ercated,

Part b {4} DCH will submit the current ICE report by the established dendline.
Recommendation 2: Accounting and Finagcial Reporting

For the third consecutive audit, we recommend that DCH improve its internal contrel over accounting and
financipl reperting to prevent and detect accounting and repotting etrors.

&.GE(}HS«B:

Parl a (1} DCH Accounting staff performs a monthiy analysis of Tobacco Products Tax revenue received
a3 compared Lo Treasury's revenne projections. Treasury will be contected if any significant variances in
monthly revenues are identified.
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Audit Response
Financial Audit
Including the Provizions of the Single Audit Act of the
Department of Community Health
October 1, 2007 thvough Scptember 30, 2009

Pat a (2): Accounting Division Procedure 1050 was amended ta now require supervisary approval of all
joumal entries.

Part a {3): Effective January 2010, DCH implemented a new payment system for AHH which transitioped
responsibility for AHH paymeats from DHS to DCH. The AHH payments previously made from Model
Paymenis System at DHS are now made directly by DCH through the Adult Services Authorized
Payments System (ASAP). Payments are oaly generated for authorized services and fw beneliclacics
with Medicaid eligibility, In addition, DCH developed a reasonableness check te apply to home help
payments on a monthiy basis. In addition to this reasonabloncss check, ASAT will continne to edit for

large home help payments each payroll.

Part . (4): DCH Accounting and Budget developed a process at year-end closing to ensure appropriate
entries are completed so that funds are accounted for accurately.

Pard b {1} MCH Grants Accounting Section now allocates appropriate expenditures to grant profiles at
year-end to ensure fotal SEFA expendituees equal total MATN grant expenditures.

Part b. {2} DCH Accounting now monitors compliance supplements for nofification of changes
impacting managed grants.

Part b, (3): DCH Office of Audit is communicating nated differences in classification to DCH Grants and
Purchasing Division. DCII Accounting is performing queries to compare comptroller object codes used

on payments to identify discrepancies between MAIN coding and subrecipient/verdor clasaification noted
on current contracts.

Part b, (4): DCII Office of Audit is communicating noted differences in classificafion to DCH Grants and
Purchasing Bivision. DCH Accounting is perforining quertes to compare comptroller objecl coles used
on pryaents o identify discrepancies between MADN coding and sibrecipient/vendor classification noted

an current contracts,

Recommendation 3; Third Part Service Ovganizations (TPS0s)
We recommend that DCH, iz conjunction with DTMB, evaluate the sufficiency of TFSQ internal
assurance gudits.

Respanse:

Part a.: DCH defined a requirement that requites (hat the SAS-70 audit evaluate internal controls of the
subservice organizations used by the vendor. This requirement was included in the REP issued in August
2010 and will be included in the new contract starting April L, 2011.

Part b.; DCH defined a requicement 1o include a technical description of the IT architecture in the SAS-70
auclit. This requirement was included in the RFP issued in August 2010 and will be included in the naw

contract starting April 1, 2011,
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Audit Response
Finanelal Audit
Including the Provisions of the Single Audit Act of the
Department of Community Health
Qctober 1, 2007 through September 31, 2009

Part c.: DCH, in conjunction with DTMB, have developed a pwocess I evalpate the sufficiency of the
service auditor's tests of controls, In addition, MDCH will review the findings and corrective action plans
with the contractor mnd subcontractor providing subsezvice and monitor the corrective action plans jn the
monthly contractor operational meetings.

Becommendation 4; Cash Menagemen|

We again recommend that DCH Improve its interna! contro! over its compliance sith State and federal
cash management requirements.

Respogse;

We have reviewed our draw processes and schedules and believe we now have our draw differentials at
an immatertal difference, To reduce the differcatiel further would require additional staffing not
warranted for the net difference. Tha ¢osts would exceed the beacfit.

Recommepdation 5; PIHP and CMHSP Contract Paymants

We again recommend that DCH improve its internal contrel aver contract payments to PIHPs and
CMHSPs to ensure that the payments are in compliance with federa) regulations and State laws,

Besponse:

DCH will continue to implement improvements in the contracting process that will guarantee that fully-
executed agreements are in place prior to the initial puyment. Additionally, DCH will pursue contract
langeage or changes in the contracting process that will expedite execution of rate modifications, contract
amendments or contract extensions. All contracts were fully executed and jdentified coniract changes
implemented prior Lo Cctober 1, 2010,

Recomme i

We again recomunend thut DCH improve its interal control over the WIC program to ensure compliance
with federa! laws and regulations regarding snbrecipient monitoring.

Response:

DCH will continue o investigate means to accomplish the required financial management aystems
reviews at least once every two years on each subrecipient, Further reductions to audit scopes, additional
audil stuffing, and reliance on subrecipients’ Single Auvdits if WIC is tested as a major program are items
being considered to meet complinnce.

Recommendation 7: Aging Clyster
We recommend that XCH improve its internal control over the Aging Cluster to ensure complianes with
federal laws and regulations regarding subrecipient monitoring.

Response:

Papa 3



Aundit Response
Financial Audit
Including the Provisions of the Single Audit Act of the
Department of Community Health
October 1, 2007 through September 30, 2009

0SA will maintain documentation evidencing the review of documentaticn ibat support expenditures
reported by the AAAs during the yearly compliance assessments, Additionally, OSA will improve the
current process of completing the log that evidences quarterly reviews of financial status expenditure
reparts. The quarterly log will be competed by the first of the second month following the quarter end
showing the review date, reviewer's name, and any comments; and this will be forwarded to the Depuly
Director for Their review.,

Recommendation 8: Public Health Emergency Preparediess

We recommend that DCH improve its internal control over the PHEP program to ensure compliance with
federal lews and regulations regarding subrecipient monitoring.

Besponse:
The Office al Public Heath Preparedness is working with the Office of Audit to implement appropriate
subrecipient manitoring procedures with limited resources. DCH continues to strive for compliance with
fedaral laws and regulations regarding subrecipient monitoring in an environment of extremely limited
resources.

Becommendatiop 5: Immunization Cluster

Wa again recommind that DCH improve its interaa! control over the immunization cluster to ensure
compliance with federal losvs and regulations regarding special tests and provisions, period of availability
of federal {unds, and subrecipient monitoring.

Response:

Part a8 DCH disagrees that it didl not effectively contrel and account for vaccines provided to LHDS and
medical providers. Since the last audit, DCH has moved to an electronic vaccine accountability system
built intc the Michigan Care Improvement Registry. DCH has exceeded the expectations of CDC for
vaccine accommtability for all vaccines ordered and distributed vsing federal funds. DCH acknowledges
that site visits did not inctude a compariscn of reported versus actual quantities on hand, but believes that
reasonable measures have boen taken to assure that vaccines are appropriately controlled and accounted
for.

Part b: DCH disagrees that expenditures were improperly charged to the wrong grant period. The entire
amount rcpnertod in the audit was obligated to the grantee for the period endmg December 31, 2008 and
therefore is an appropriate cxpenditure for (be grant period.

Part ¢ {1} The Public Health Administraticn will work with the DCH Office of Audit 10 implement a
procedure for testing a sample of expenditures from high-risk agencies. 1F however, an agency that is
deemed high risk has a specific program selected as major in their most recent single audit; DCH will rely
on the results of that audit group and forgo any expenditure festing, Limited staff resources have delayed
implemenlation,

Part ¢ (2): DCH has changed the enrollment form to require licensess to apree 1bat neither they nor any
additional ficensees were suspended or debarred, DCE then combined the above disclaimer with a
backpround check of the State’s disciplinary website. DCH believes that {he disclaimer langnage
combined with the background check rasulled & the ability to safeguard the program, provides adequate
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Audit Response
Financial Audit
Including the Pravizions of the Single Andit Act of the
Department of Community Health
October 1, 2007 through Septemhber 30, 2009

notice 10 licensces of their obligations regarding debarment, as well as keeps the form user friendly for
licensees wishing to voluntarity participate jn the propram.

Becommendation 10; Centers for Disease Control and Prevention — Inyestizgations and Technical
Assi

We again recommend that DCH improve its internal contrel aver the CDC program to cngure compliance

with federal laws and regulations regarding subrccipicnt monitoring.

Responge:

The Fublic Health Adminigtration wilk work with the DCH Office of Audit to implement a precedure for
testing a sample of expenditures from high-risk agencies. If however, an agency that is deemed high risk
has a specific program selected as major in their most recent single audit, DCH will rely on tho resules of
that audit group and Forgo any expenditure testing. Limited staff resources have delayed implementation.

Recomumpendation £):  Temporary Assistance for Needy Families (TANF) Cluster

Wa recomumend that DCH improve its internal contro! over the TANF Cluater to ensure compliance with
federal laws and reguiations reparding elgibility,

Responge:

Fart a; DCH modified its sampling methodology to mke into aceount CMHSPs with s larger volume of
Family Support Subsidy cases, so that remsonable assurance of the accuracy of the eligibilily
determination and documentation is achieved.

Part b: DCH will explore available options and request a change fo the Admin Code if desmed
appropriate. DCEH continves to research all available options.

Recommendation 12: Children’s Health Jasurpnee Program

We recopunend that DCH improve ils internal control aver CHIP te ensore compliance with federal laws
and regulations regarding ollowable coste/cost principles and eligibility.

For the third consecutive audit, we recommend that DCH improve its intemel control over CHIP to
ensure compliance with federal laws and regulations regarding subreeipicn monitoring,

Response:

Part & © Because the findings referred in part a. represent specific findings that arg separately addressed in
this report, the corrective action and detailed responses will not be duplicated here, but separately
addressed in response to each specific finding,

Fart b (1): DCH worked with DHS to require that MEQC stalf track and report missing documentation az
part of their annual review, which will allow DCH to monitor the issue and develap comcehive measures if

necessary.
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inchuding the Provisions of the Single Audif Act of the
Depariment of Community Health
Oetober 1, 2007 through Sepiember 30, 2000

Part b (2): DCH made modifications to the RFP that was released in August 2010; these modifications
will be incorporated into the new coniract starting April 1, 2011. DCH bolieves any additlonal risks
associated with this deficiency are minimal and does not plan on any further changes,

Part ¢ (1) DCH will submit & revised interagency agreement to DHS, Limited staff resources bave
delayed compietion; however, progress has been made on am updated interagency agreement, Once the
draft is completed, it will be shared with MSA leadership for review and approval prior to sending to
DHS,

Part ¢ (2): The Departmant will perform an snalysis when staff and resources become availabk. Limited
staff resources have delayed cotnpletion of thiz analysis,

Recommendatiop 13 iMedicaid Cluster, Tligibility
We recommend tlat DCH impeove its intemal coatrol over the Medicaid Cluster o ensure compliance
with federal laws and regnlations regarding eligibility.

Responae:

DCH worked with DHS o require that MEQC staff track and report missing documentalion as part of
their annual review, which will allow DCH to monitor the issue and develop corrective measures if
necessary.

Becommeqdation 14: Medicaid Cluster, CEDA 93,777 and 93,778 Special Tests and Provisions -
Provider / | Centificat]

We recommend that DCH ensure compliance with federal laws and regulations for the Medicaid Cluster
special tesls and provisions requirements pertaining to provider agreements with Medicid's AHH
Program providers.

For the third consecutive audit, we recommend that DCH enaure campliance with fedem! laws and
regulations regarding special tests and provisions pertaining to DSH payments for atale psychialric
hospitals,

We also sgain recommend that DCH obtain clarification and resolution from the federal government
regnrding eligibility for Medicaid-funded DSH payments for CFP,

Eesponse:
Part a: The AHH provider agreement has been finalized and will be implemented throughont the
upcoming fiscal year as beneficiaries complele their annval redetormination.

Part b: Funding to obtmin certification was initially included in DCH's FY 08 budget, and has been

continued in FY 09 apd FY 10. CFP i3 accredited by the Joint Commission on Accreditation of
Healthcare Orpanizations {JCAHO). CFP certification was achieved effective November 17, 2010,
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Audit Response
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Incluiding the Provisions of the Single Audit Act of the
Depariment of Community Health
Oecfober 1, 2007 through September 30, 2009

Eecominendation 15: icaj 777 and 93.778,  Allowab
E' i I - !II ll[il Eli !t IS N

We recomnmend that DCH improve its internal control over CHIP, the Medicaid Cluster, and the MCH
Block Grant Program to ensure compliance with federal laws and regulations regarding allowable
cosis/cost principles.

Responze!
DCH will explore options for improving providers® maintenance of appropriate dosumentation to support
the services they provide and for which they bill.

Recormmendation 16: Medicaid Clyster, CFDA 93,777 and 93,778, _Allowable Costs/Cost
Principles - ARRA Prompt Pay Reguirements

We recommend that DCH improve its intemmal coniral aver the Madicaid Cluster to ensure compliance
with federal laws and regulations regarding aliowable costs/cost principles.

Response;

DCH dizagreed with OAG’s finding and recommendation, It is the Departiment’s position that not
meeting the ARRA prompt pay regnirercnts af this time represents neither an intemal control weakness
nor nen-comopliance with federal [aws and regulations, DCH alse disagreed that it was not eligible to
receive increased FMAP for the 12 days of allaged non-compliance. Nonetheless, DCH will continue o
work in partpership with the federal povernment to comply with the ARRA statute, as well as federal
regulations. DCH requesied, and was granted a waiver of ARRA prompl pay requirements through
December 31, 2010,

Recommendation 17! Medicaid Clugter, CFDA 93977 and 93772  Allowable Costs/Cost

- er P ents

We recommend that DCH improve its internal over the Medicaid Clusier to ensure compliance with
federnl laws and regulations regarding allowable cosis/cost principles.

We slso recommend that DCH continue its efforts to recover improper payments fram providers.

Response:

Part a.; The AHH program hes underpone significant changes in FY 19, including a transition to a new
payment system under the supervision of DCH. Conirols have been instituted in the new payment system
to give DCH direct control over the payment pracess and grealer assurance ss fo the accuracy of the
payments. This new system interfaces with tle Medicaid eligibility file, resulling in payments only for
Medicaid-eligibk beneficiaries.

Part b,: DCH has teactivated the identification and recoupment processes as the relevant areas of the
CHAMPS data warehouse bave been implemented. The Department will continue to work to reduce the
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Including the Provisions of the Singl: Andit Act of the
Depariment of Community Health
October 1, 2007 through Scptember 30, 2009

number of inappropriate payments and fo enfisnce its recoupment efforts, including the establishment of a
process to recoup payments made to deceased providers,

Part ¢.. DCH will develop and implement a recoupment process for inappropriate payments made for
audit home help services.

Recommendation |8: icei DA llowable Coste/Co
Principles and Special Tests and Provisions - Managed Care

We recommend that DCH improve its Internal control over the Medicaid Chister fo ensure complisnce
with federal laws and repulations regarding allwable costdfcost principles and special tests amd
provisions pertaining to managed cure,

Response:
Part 2.; DCH will explore the feasibility of testing a sample of the reports related to fraud and abuse to
epsure their accuragy, Limited stalf nesources have delayed exploration of testing a sample of the reports
velated to fraud and abuse.

Part b.: DCH strongly disagrees with the conclusion that its rate selting process is conirary to scund
business practice, that it cannot ensure that its capitation rates are actuarially sound and, conscquentiy,
that payiments made 1o ils Medicaid Health Plans were reasonable in amount.

The rate sefting process that is omployed by the Department is fully compliant with requirements for
actuarial soundness as specified in 42 CFR. 438.6 and with guidance from the Centers for Medicare and
Medicald Services (CMS) as reflected in “Financizal Review Documentation for At-risk Capitated
Contracts Rate Setting.” Furthermore, the rates that were applied to Michigan's Medicaid Health Plans
during the sudit period were certified as being actuarinlly sound by an actuary wha iz 8 member of the
American Academy of Actuaries and meets the standards established by the American Academy of
Actiaries. Finally, these rates were reviewed and approved by the Centers for Medicare and Medicaid
Services.

DCH contracted with Millimean, an actearial finm, to develop the reimbursement rates for the
Medicaid Health Plans. The process for determining actuarially sound rates is complex and includes
numnerows factors. In addition to encounter data, the actuary considers fee-for-service data, financinl data
obtained from health planz and OFIR, {Office of Financial and Insurance Regulation.), Medicaid fee
screen data, survey data from health plans as well as Milliman Medicaid Cost Guidefines and other
Milliman proprietary data.

The Departinent has been engaged in a quality improvement process for encounter data for cver a decade.
The quality of the data has improved dramatically over that time span. Editing of the data has been
incrensingly rigorous as has the use of the data for various incentive arranggtnents embedded in the rate-
setting process, DCH has a formal and consistently exscuted feedback process with the health plans
regarding both data completion and quality. We are convinced that Michigan®s Medicald encounter dats
is among the best in the pation in regard to both completeness and guality, Nevertheless, DCH will
gottinge oo work with health plans to Improve data quality and completencss knowing that there always
will be room for improvement.

Page 8



Audit Response
Finaneial Audit
Including the Provisions of the Single Audit Act of the
Department of Community Health
October 1, 2007 throngh September 30, 2609

As it pectains specifically to the cbservation that DCH did not test a sample of encounter data ard related
medical records, that was a conscious decision and reflected] appropriatc priorities in establishing
aciuarially sound rates. Rather than test individual records, it was deemed more important o achieve
alignment between the fnancial reporting of health plans to OFIR and Lhe aggregate values of the
encounter data versus validating data at the micro level. DCH does aot have unlimited line or resoorces.

Recommendation 19: Medigaid Cluster, CFDA 93 777 and 83778, Allowable CostsCost

- C ts and Rebates

We recommend that BCH improwve its internal control over the Medicaid Cluster, CHIP, and the MCH
Block Grant Program relaled to payments to DCH's PBM fo ensure compliance with federal laws and
regulations regarding allowable costsfcost principles.

We also recommend that DCH imptove ilg intetnal control over the Medicaid Cluster and CHIP related to
pharmacy rebates to ensure compliance with federal laws and regulations regarding allowable costsfenst
principles.

Response:

Part a.: DOH revised its reconciliation review procedures to include and document management’s review
and approval of the quarterly rebate reconciliation results and the reconciliation of billed emousts to
underlying claim data.

Bart b.: DCH implemeated changes to place further access resirictions of the interaal control procedures
and databases.

Part ¢.. DCH modified its procedares to track detsils needed to reproduce the point-in-time rebate
reconciliation results at later dafes,

Recommendation 20: Medicaid Cluster, CFD4 93.777 and 923,778, Allowable Costs/Cost
Prineiples - Medicaro Pact A and Pat B

We again recommend that DCH improve its internal control over the Medicaid ¢luster related to Medicare
part A and part B payments to ensure complisnce with federal laws and regelations regarding allowable
costsicost principles.

Response;
DCH initiated additional reasonableness review procedures. DCH continues to review available options
and will implement additional procedures as desmed approptiate.

Eecommendation 21: Medicaid Closter, CFDA 93,777 and 93,778, Aliowable Costy/Cost
Principles - Disproporionate Share Hospital {DSH} Pools
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Including the Provisions of the Single Audit Act of the
Depariment of Community Health
October I, 2007 through September 30, 2009

We again recommend that DCH improve ils internal contrel over the Medicaid cluster related to DSH
payments tc ensure compliance with federal laws and repulations ceparding allowsble costs/cost

principles,

Response:

DCH updates collectability factors on an ennual basis to ensure that estimated [irst party payments
{charges multiplicd by updated collectability factors) are applied when calculating DSH limite for state
psychiatric hospitals.

Recommendation 22: Mediegid Cluster, CFD4 93.777 snd 93,778, Allowable CosiaiCost

Frinciples - Thi

We again recommend that DCH improve its interral control over the Medicaid cluster refated to third
party liabilities to ensvre compliance with federal laws and regolations regarding aliowable costsfcost
principles,

Respolse;
Part a.: DCH is exploring the ability to capture appropriate dala from vital records that could aliow
identification of the father,

Part b.; The Department is in the process of updating the resolution status of all cost request records
transferred to the new PCRS system in 2005, which should resolve this issue.

Part ¢.; DCH considered making a change to the State Plan, A1 this time, DCH does not have available
resources o conduct this funetion evan if the State Plan was amended.

Part d.: DCH agrees that it did not include some pregnancy and birthing-related Medicaid costs in its
repoits to the PA and FOC offices. However, DCH disagrees that it missed an opportunity to recover up
to $3.2 million of federal Medicaid costs. DCH reviews the spproprialeness of costs selected for this
process on a yearly basis and modifies accordingly,

Maternal support services costs are predominately wsed by DCH and are rarely reimbursed by privale

insurance, As DCH includes in its reports only those pregnancy and birthingrelated costs that are
routinely reimbursed by privaie insurance, few of the maternal support services cosis are ingluded.

Part e.: DCH conlinues 10 work with PA and FOC offices and DHS to improve operational prolocaols,

Recommendation 23: Medicaid Cluster, CFDA 93,777 and 93,778, Special Tests and Provisions -
Sanctioned Providers

We again recommend that DCH's internal control over the Medicaid cluster ensure compliance with
special tests and provisions pertaining to provider eligibitity.

Response:
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Part a.: The Medicaid Intogrity Program Section (MIPS) has wet with the Burcau of Health Professions
{BHP) and is in the process of refining n data use agreement between BHP and MIPS and MSA. MIPS
lias begun receiving the BHP Disciplinary Action Reports,

Part b.. Staff from appropriate areas within DCH will collaborate to develop improved processes fo ensure
the Sanctioned Provider List is updated on a regular basis and available to all appropriate staff, Limited
staff resources have delayed development of a procedure outlining & timeline for sanction provider
uvpdates.

Part c.: DCH will consider verifyiag that the identified deficiencies have been addrcssed on a case by case
basis.

Recommendation 24: Medicaid Clyster, CFDA 93,777 and_93.778, Agtjvities Aliowed or
Unallowed and Allowsble Costs/Cost Peincip 0

nall Co inciples - Omnibus

We again recommend that DCH improve its intemal control over the Medicaid cluster to ensore
compliance with federa] laws and regulations regarding allowable costs/oost principles.

We also recommend that DCH improve its internat control over the Medicaid Cluster to ensure
compliance with federal laws and regulations regarding aetivities allowed or unallowed.

Responsg;

Part .. DCH will meet ta explore options to improve the timeliniess of hospital cost settlements. Limited
staff resources have delaycd development of options to improve the timeliness of hospital cost
settleinents.

Past b.: DCH implemented a new payment system for AFH which transilioned responsibility for AITH
payments from DHS to DCH. The AHH payments previously made from Model Payments System at
DHS are now made directly by DCH through the Adult Services Authorized Payments System (ASAF).
Authorizations arc interfaced daily from the authorized services system (ASCAP) to ASAP. Paymenls
are only generated for authorized services and for beneficiates with Medicaid ¢ligibility. Ia addition,
DCH developed a reasonableness check to apply fo bowe help payments on a monthly basis. In addition
ko this reasonableness check, ASAP will continue to edit for large home help payments each payroll.

Part ¢.. DCH disagrees that its mcthod of reviewing inpatkent hospital annual cost reports did not
effectively ensure that inpatient hospital payment rates were reasonable and adequate to meei the costs
incurred by inpatient hospitals. n order for the inpatient hospital rates to ke at risk, there must be a rizk
for material overstatement. Given the application of a State Operating Limit at the average cost per
discharge for all inpatient admissiois within Michigan, the contention that the inpatient hospital ratcs are
at risk of overstatement is nol accurate.

DCH agrees that cost acceptance procedures are not sufficient in themselvus to ensure rcasonable and

ndequate cates. For this reason, the Hospital Rate Review Section spends in excess of one full time
equivalent {(FTE) per year on rate setting in testing claims data, cost data, indirect medical education data,
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Audit Response
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Ineluding the Provisions of the Single Audit Act of the
Depariment of Community Health
Qctober 1, 2007 throuph September 30, 2009

Medicare awdited wage dala, comparing to indusiry norms (Medicare rates), submitting said data for
public review, reviewing all appeals and responses, releasing all draft and preliminary rafcs to industry,
and considering all public comments, including a raview of the rates by health maintenance organizaticns
which apply the suid rates as a basis for the majority of their Medicaid contracts.

Part &.: DCH will cantinne to implement improvements in the contracting process that will guarantee that
fully-executed agreements are in place prior to the initial payment. Additionally, DCH will pursue
contract language or changes in the contracting process that will expedite executlon of rate modifications,
confract amendments ot contract extensions. All contracts were fully exetuted and identificd contract

chanpes implemented prior to October 1, 2016,

Parl &.; Accounting Division Progedure 105.0 was amended o now require supcrvisory appraval of all
journal eatriez,

Regommendation 25 Medicaid Cluster, CFDA 93,777 and 93.778. Special Tosts and Provisions -
Provider Elisibility and Provider Health and § o

We again recommend that DCH improve its internal control over the Medicaid clusier to ensurc
compliance with federal laws and regulations regarding special tests and provisions pertaining 1o provider
eligibility.

We alse recommend that DCH improve its internal conirol over the Medicaid Cluster to ensure
compliance with foderal laws and regulations regarding special tests and provisions perainiag to provider
health and safety standards.

We further recommend that DCH ensure that all Medicaid providers make requived discloswros.

Kesponse:

Part a.: The Department wili work with the Department of Techaology, Management and Budget to
improve the general controls over the noted applications.

Part b.: DCH disagreed that licenses issued during that time were improperly issued. Although the
Depertment was vonble to fully implemeat the criminal background check as described in MCL
33716174, there was a substantially equivalent review process in place, Nonetheless, DCII is reviewing
available options for obtaining a crimina) history background check on Jicensees initially licensed during
the period noted in the audit,

Part ¢.: With the implementation of the new MMIS (CHAMPS — Comumnunity Tlealth Automated
Medicaid Provessing System), and additional procedures that were put in place st the time of CHAMPS
implementation, DCH is confident that future payments will only be made to licansed providers.

Part d.: DCH disagreed that it was in violation of any federal regulation or state law. This was a pilot
program initiated by the Bureau of Healih Professions for the purpose of doing 4 periedic internal audit of
ita processes, The pilot was distinct and separate from the licensing process and the pudits were
conducted after the license had nlready been issued.
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Pert e{!): DCH disagreed that verification of pharmacists’ licensure does not occur. Upan enrollment,
pharmacy providers have agreed to accept responsibitity for compliance with Department policy and
procedutes, including proper employee training, licensure, non-¢xcluded status, eic. DCH, through its
pharmacy benefits manager, vrrolls and reimburses pharmacies, but does mnot enrodl or reimburse
pharmacisis,

Part ¢.(2); The Department will consider performing a more in-depth analysis of MHPs' credentialing
processes, should additional stafTing and resources becoms available,

As pari of the noxt round of EQRs, DCH will work with its EQR contractor to ensure that the
effectiveness of the PIHPs* credentiating aclivities are adequately nssessed and reported.

DCH nudie staff ure pow checking to determine it s 181 has verified credeatials in accordance with
program requirements. Effective for the 2011 School Year (7/1/10-6/30/11) the Michigan Department of
Education will perform a provider credentiat review and report the results to DCH.

Part .1 DCH acknowledges there are limitations with its information systems relating to surveying health
facilities and that it did not perform some state licensing surveys. In addilion, it is the Department’s
position that caitification of sotze types of faciilties is more stringent and more relevant than licensure.

For many types of facilities, Including hospitals and hospices, to participate in Medicare, the federal
Centers for Medicare and Medicaid Services (CMS) requires them to be certified by the Siate Secvey
Agency (DCH) or accredited by a CMS-designated third party as meeting Medicars’s Conditions of
Participation. DCH believes these Conditions of Participation are more stringent than state licensuore. The
Department requires bospitals and bospices to have Medicare cettification te enroll and be paid as a
Medicaid provider. All hospitals and hospices in Michigan have been accredited by 2 CMS-designated
third party or certified by DCH,

Clinica! laboratories that provide testing in Michigan and that bill Medicaid are required to have an active
Clinica! Laboratory Improvement Amendments (CLIA) certificate. DCH, as the State Survey Agency, is
responsible for ensuring laboratories seeking CLIA certification meet regulatory requirements, DCTI
believes the requirements for CLIA certification, which are more current than Michigan's laboratory
licensing rutes, are more relevant than state licensure.

Pari g.: Chanpes have been made to the provider agreement and MHP and PIHP contracis and this
information is now being captored and vtilized. To ensure the adequacy and thoroughness of the PIHPs
compliance with the contract requirements referenced in the findings, DCH will incorpornte examination
uf these requirements in the next round of External Qualily Reviews.

Part h.: DCH agreed to explore options other than ASPEN to ensure that all appropriate parties receive
notification of certifications and de-certifications. Limited staf¥ resources have dclayed exploration of

ather options,

Recommendation 26; tedicaid Cluster, CFDA 93.777 and 93.778, Speciul Tests and Provisions -
Utilizaticn Coptrol and Program Integrity
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We tecommend that DCII improve its intemal control over the Medicaid Clester to ensure compliance
with federal taws and regulations regarding specisl tests and provisions pertalning to utilization control
and program integrity.

Respenge:

Part a: DCH will explore the feasibility of testing a sample of the MHP reports to ensure their accuracy.
However, in a time of limited resources and competing priorities, DCH does not view this as one of the
higher rigk arcas and will make judgments from thal perspective, MHPs are paid capitated rates at full

rigk and, therefore, have direct financial interest in preventing frand and making recoveries in the
instances it occurs. TXCII has incorporated these mnrket prineiples to align financial self-interast with the

ovorall goals of the program.

Part b: DCH recently received propasals for the pharmacy awdit function, Once the new contract is in
place, the pharmacy audit function will report directly to DCH.

Part ¢.£1% DCH will review the Federal regulations to deterimine what, if any, action is required for the
Department to be in complisnce.

Part ¢.{2). The MHP contract that begen in October, 2009 instructs the plans to begin the process of
sending EOBs Lo their members. DCH will develop language to include in its contract with the PIIPs to
address this issue. Appropriate entities within DCH will work fogether to assure requirements are met

and that there is a consistent process across the Department,

Part ¢.{3): Beneficiaries of Medicaid Adult Home Ilelp service costs are required to sign a log verifying
which services they reccived that month. This replaces the Medicaid EOD letter verification procass.

Part d: Due to changes in staffing within the Section and the need to train bwo new data analysts in the
SIfRS progess, during fiscal year 09-10 one SURS BEOC ard one SURS Profile were comipleted.
Completion of at least one additiotta]l SURS run is planned.

Recommendation 27; Medicatd Cluster, CFDA 93,777 and 93.778, Special Tests apgd Provisions -
Long-T Care Frcility Audi

We recommend that DCH improve it fnlernal control aver the Medicaid Cluster to ensure compliance
with federal laws and regulations regarding special tests end provisions pertaining to long-term carve
facility audits.

Rgsponse:

DXCH has initiated an additional step in the audit planning process to ensure 1hat an on-site review is
completed al least cice every four year,

Recommendation 28: Meadicai ; T77 and 93,778, Su Toil
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For the fourth coasecutive audit we recommend that DCH improve its intemnal conitrol over the Medicaid
¢luster o ensure compliance with Federal laws and regulations regarding subrecipient inonitoring,

Response;
Part a.: DCH will conduct an overview of samples, to the extent staff time peomits, le provide the
assurance that the sampling plan is adhered ta,

Part b.: DCH disagreed that it did not mositor the propriety and accuracy of the MEQC Medicaid
migpayment rate calenlations. DXCH meets on a regular basiz with MEQC staff to review each identified
error for accuracy as it applies to the emvoe rate calkculations. Also, the Medicaid Emor Roview Comimittee,
which consists of representatives from DCH, DHS ceniral office, and DHS local offices, meets 3 times
per month o review each error. In reviewing the errors, comeclions are made, suggestions are considersd,
and any training needs are identified.

The Dopartivenl acknowledges that it did not evaluate the ¢ouse of periodic mispayinenl rale [ucluations.,
The sampling plan submiticd (o CMS by the Department was devefoped to provide a statistically accurate
evalvation of eligibifity error rates on an annual basis. Periedic fluctuations are not statistically reliable,
and subject to anomalies that may be camsed by ane or several outlier errors, The Depariment does not
consider 1hese fluctuations reliable, and sces little value in devotlng scarce resciirces eo datermining the
cause of these aoomalies,

Part c,: While attempting to draw conclusions regarding the direct comrelation befween corrective actions
ard reducing the mispayment rate ¢an be problematic, the Depattment will atiernpt 1o develop cvaluative
techniques that quantify such correlations.

Recowmendation 29: Medicaid Chuster, CFDA 93,777 and 93.778, Reporiing.

We again recommend that DCH improve its internal coatrol over the Medicaid cluster to cnsure
campliance with federal laws and rsgulations regarding reparting,

Response:

Part .. DCH modified its Jourmnal Voucher Approval policy to incorporate management review and
approval of all [I'Va.

Pact b.: DCH tmodified its Journal voucher Approval policy ko incorporate managemenl raview and
approval of all II'Ys. In addition, DCH will meke an adjustment to the CMS-64 to correct the praviovs

reporting erroe,

Part ¢.: DCH Accounting and the Third Party Liability Division have deveioped a process for ensuring
that Medicare recoveries are accurately reported on the CMS-64.
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Recommendation 30 Medicaid Cluster, CFDA 93.777 and 93.778, Special Tests and Provisions -
CHAMPS

We recommend that DCH, in conjunclion with DTMB, establish effective general controls over
CHAMPS.

EQSEI‘ISB;
Part a: DCH has contracted with sa independent entity to perform a security axsessment of CHAMPS in

preparation of federal certification. This assessment will include devolvement of a security plan.

Part b: DTMB worked with the CHAMPS conivactor fo ensure that security and access controls over (he
development servers aligned with State of Michigan palicy.

Parl o: DTMB in conjucclion with DCH developed and documenied appropriate change conirol
procedures for CHAMPS.

ical sig 1 93 I and ¥t sl [
Principles and Special Teats and Provisions « CHHAMPS Other

We recommend that DCH improve its internal eontrel over the Medicaid Cluster to ensore compliance
with federa! laws and regolations regerding allowable cosisfoost peinciples and special tests amd
provigions.

Response:
Part a: The conversion was compieted aud production of EOBs resumed in June 2010,

Recoinmengiation 31;

Part 3: DCH is working o reconcile the new repoets generaded by CITAMPS.
Part c: DCH is working to reconcile the new reports generated by CHAMPS,

Part d: All gross adjustnent fonctiooality apecific for TPL adjustments was resolved and DCH began to
process gross adjustments in June 2010,

Part e: The recoupment process for deceased beneficiaries in Medicaid Health Plans {MHP3) has been
oecurring rogulady within CHAMPS., Testing on the new fiee [or service match process was recently
completed; DCH expects (o resume recoupment procedures within the oext mouth,

We recommend that DCH improve its intemal coniral over the HIV Care Fonnula Grants Program to
ensure campliance with federal laws and regulaticns regarding matching, level of effor, and cannarking
and subrecipient monitoring.

Responge:
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Including the Provisions of the Single Audit Act of the
Depariment of Community Health
Qctober 1, 2007 through September 30, 2009

Part a.: DCH acknowledges that the 2007 and 2008 waiver requests were not submiited within 120 days
of the end of the grant pericd; hosvever, for grant year 2007 DCH had received an exteasion to submit
finat expenditures and therefore do not believe the submission was late, For 2008, DCH disagreas that
the waiver requirement was submitted late, The Instructions for FY 2008 Progress Reports changed the
finzal report submission date to August 31, 2009, DCH was granted a one-week extension and submitted
their final reporl and waiver request on September 1, 2009. For both geant periods, the federal agency
approved the waiver requests withous excepiion.

Part b.: In January 2010 HAPIS reviewed documentation to support al! Ociober 2009 expenditures
reporied by bwve other subrecipient agencies. By Seplomber 30, 2010, HAPIS plans to perform new risk
assessmenls for each subrecipient, and by December 2010 perform fiscal site visits at agencies
determined fo be moderate or high risk. The fiscal site visits will include a review of documentation that
support expenditures roported at agencies deemed high risk o monitor allowable aciivities, allowable
costefeast principles, cash management, and oligibility. Staffing constraints and contractor availability
during the holidays bas delayed compliance.

Recomnmendation 33; Block Grants for Preventi i buse, CFDA
01,959

We recommend that DCH improve its internal eontrol over SAPT to ensure compliance with federal laws
and regulations regarding matching, Jove! of effort, and earmarking,

We again recommend that DCH improve its internal control over SAPT to ensure compliunce with
federal taws and regulations regarding subrecipient monitoring and special tests and provisions.

Response:

Part a.; DCH Accounting developed a procedure to allocate expenditwres {o the appropriate program
codes te allow for an easier demonstration of compliance with federal level of effort requirements. Year-
end allocations will be recorded using preliminary closeout documents from the coordinating agencies as
[mal reports will not be submitted early snough to meet year-end closing requirements,

Part b.: DCH will assure monitoring of dircet and material federal requirements applicable to subrecipient
activities not less often than every other year. That is, no subrecipient will go more Lhan one vear fn a
row witheut the SAPT Program being subject to either major program testing in a Single Audit or
BSAAS on-sile monitoring activitios to ensure that the subrecipicnts used funds in compliance with
federal laws and regulations, The Office of Audit will notify BSAAS if o subrecipient’s SAPT Program
is not selected as a major program for she prior fiscal year (that is, for the year in which audit reports are
due; audit reports are due to MDCH nine months after the close of the subrecipient’s fiscal vear).
BSAAS will then conact the subrecipient (o see if the SAFT Propram bas been or will be selected as n
major program for the following fiscal year. IT ool, BSAAS will conduct a special review of that
subsequent year to determine compliance with federal requirements,

Part ¢.: BSAAS adopted more detailed intemal procedures regarding site visit tasks, {imc frames,
documentation requiromestts, reporting, and ciher elements, with an emphasis on obtaining and retaining
avidence of treatment provider accreditation, and will assure that steff is made aware of expectations.
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Recommendalion 34; Maternal and Child Health Services Block Grant to the States, CF4 93,994

Far the third consceutive audit, we recommend that DCH improve its intermal conlrol over the MCII
block grant program 1o emsure compliance with fedoral laws and regulations regarding subrecipient
monitoring.

We alsp recommend thot DCE improve its intemal cantrol over the MCH Block Grant Program 10 sasure
compliance with federal {aws and regulations regarding cash management,

Rasponze:
Part a.. We bave reviewed our draw processes and schedules and believe we mow have our draw
differentials at an immaterial difference. To reduce the differential further would require additional

staffing not warranted for the net difference, costs would oxceed the benefit.
Fart b.: The Public Health Administration will work with the Office of Audit to implement appropriate

subrecipiend moniloring procedures for high-risk agencies. Limited staff resources have delayed
implementation.

Recommendation 35:

We recommend that DCH establish a comprehensive ADP security program over its information systers.

Response:
Part a.: DCH a3 part of the next ICE process will determine the appropriate security calegorization of its
information systerns.

Part b.: DTMB in conjunction with DCH will complete a risk assessment for DCH applications still in
productions,

Part ¢.; DTME ia conjunction with DCH will complete a security plan for all systems siill in production.

Part d.: DTMB in conjunction with D}CIT will complete the docomentation of the DR Plans and test the
DR plans, after finishing the decumentation.

Part e.: DTMB, in conjunction with DCH, will no less than biennially review the system security plans.
A written summary of the results including an action plan to cormect security weaknesses will be prepared.
This will commence with the completion of the secwrity plans.

Part [ DCH will consider the recommendation of having the security officer report directly to DCH's
eAccutive manageiment team.
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