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Members of the Legidative Audit Committee:

This report contains the results of the performance audit of the Colorado Indigent Care Program.
The audit was conducted pursuant to Section 2-3-103, C.R.S,, which authorizes the State Auditor to
conduct audits of al departments, indtitutions, and agencies of state government. The report presents our
findings, conclusons, and recommendations, and the responses of the Department of Hedth Care Policy
and Financing.
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STATE OF COLORADO
OFFICE OF THE STATE AUDITOR REPORT SUMMARY

JOANNE HILL, CPA
State Auditor

Colorado Indigent Care Program
Department of Health Care Policy and Financing
Performance Audit - February 2002

Authority, Purpose, and Scope

This audit of the Colorado Indigent Care Program (CICP) was conducted under the authority of Section
2-3-103, C.R.S,, which authorizes the Office of the State Auditor to conduct performance audits of al

departments, ingtitutions, and agencies of State government. The audit was performed in accordance with
generdly accepted auditing standards. The purpose of the audit wasto review the Department of Health
Care Policy and Financing's (HCPF) controls over the adminigtration of CICP and reimbursements paid

to participating providersfor servicesto CICP-digibleindividuals. Wea so examined policy issuesrelated
to provider reimbursement under CICP and the program’ s relationship with the Medicaid program. We
interviewed HCPF taff, reviewed documentation, and andyzed information. In addition, we tested a
sample of CICP charges submitted by providersand conducted asurvey of CICP providers. Audit work
was performed between July 2001 and February 2002.

We would like to express our gppreciation for the assistance and cooperation extended by management
and daff at the Department and at the Denver Hedth Medica Center and the University of Colorado
Hospitd.

Overview

CICP was authorized by House Bill 83-1129, the “Reform Act for the Provision of Hedth Care for the
Indigent.” Prior tothis, the State had proceduresto partialy reimburse providersfor care furnished to the
medicdly indigent; however, the program was not formally recognized in statutes. CICP is not an
entitlement; therefore, the State is not legally obligated to serve al who meet the program’s digibility
requirements. CICP is afinancing mechanism through which the State reimburses participating providers
for aportion of cogts incurred in treating individuals who are digible for CICP. In turn, providers must
adhere to state-established limits for amounts charged to CICP individuas. To receive CICP sarvices,
individuals must be state residents not eligible for Medicaid whose combined net income and assets do not
exceed 185 percent of the federa poverty level ($32,653 for afamily of four as of April 2001) and are
otherwise uninsured or underinsured. Copayments are based on a diding scale and range from zero to
$535. A family’s annual payments are capped at 10 percent of its net income and assets.

For further information on thisreport, contact the Office of the State Auditor at (303) 866-2051.

-1-
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CICPis not an insurance plan under state law because it does not provide individuas with a policy that
definesaligt of benefits to which they are entitled. Statutes limit the program’ s expenditures to available
gppropriations and the individud provider’s physicd, financid, and staff resources. In terms of services,
gatutes only require that providers manage CICP funds to ensure the following priorities are met:

» Emergency carefor the entire year.

» Additiond care for conditions the Department determines to be the most serious threat to a
medicdly indigent person’s hedth.

*  Other medicd care.

InFisca Y ear 2001 the program partially funded servicesto about 160,100 individual sand made payments
to 66 providers totaling about $131.9 million. HCPF is respongble for establishing CICP policies and
procedures, proposing rules to the Medical Services Board as needed, contracting with providers,
compiling CICP charges, dlocating funds among providers, and informing providers of program
requirements. Providersareresponsblefor determining CICPdigibility, submitting dataon CICPservices,
and generdly meeting program requirements.

Under gatutes, CICP providersmust be afacility such asahospita, birth center, or community hedlth clinic
licensed by the Department of Public Health and Environment. Statutes designate Denver Hedth Medica
Center (Denver Hedlth) asthe primary provider of indigent carein the City and County of Denver and the
University of Colorado Hospitd (University Hospital) asthe primary provider for the Denver metropolitan
area. Providersannudly report uncompensated chargesfor servicesfurnished to CICPindividuds. From
charges, HCPF derivesthe estimated cost of these servicesfor each provider. These estimated costs are
the basis upon which providers are reimbursed; thus, the term “reimbursement rate’ as used in this report
refersto the provider’ s reimbursement payments relative to the provider’ s estimated CICP costs. HCPF
usesaprospective payment method in which the estimated CI CP costs asderived from CICP chargesfrom
two yearsprior are used asthe bassfor caculating paymentsin the current fisca year. Additionaly, some
CICP hospitals receive other payments under CICP, as described below.

Reassess Variationsin Provider Rembur sement Rates

In Fisca Year 2001, totd CICP provider payments of $131.9 million were funded by $115.0 million in
federd Medicaid funds (87 percent) and $16.9 millionin state genera funds (13 percent). Under CICP,
providersare placed into oneof three categories (Component 1A, Outstate hospitals, and Outstateclinics),
depending on the type of provider and the provider’'s Medicaid utilization rate. We found that providers
receive widdy varying rembursement rates, largely on the basis of the category in which they are placed.
As a result, CICP payments to providers are not necessarily linked to the volume of CICP services
rendered.
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Currently dl hospitads in the Component 1A category are paid significantly higher rembursement rates,
which are based on their higher Medicaid utilization, than are Outstate providers. For example, in Fiscd
Y ear 2001 one Outstate hospital had CICP costs of about $3.6 million and received reimbursement of
$977,500 (27 percent of CICP cogts). On the other hand, a Component 1A hospital had CICP costs of
about $3.8 million and received reimbursement of $3.6 million (95 percent of CICP costs). This
Component 1A provider was dso paid over $1 million in bad debt payments. The three categories, the
types of payments providers in each category receive, and their rembursement rates are asfollows:

Component 1A hospitals. These hospitds must have ahigher Medicaid inpatient utilization rate
than average (i.e, at least one standard deviation above the mean rate for al Medicaid hospitals
in the State). Payments are based on CICP estimated costs, and are made with federa
Digproportionate Share Hospital program (DSH) funds under the Medicaid program. DSH
provisons alow additiona federa payments to Medicaid hospitals serving a disproportionate
number of Medicaid and other low-income patients.

All Component 1A hospitalsmay receive additional DSH paymentsunder CICP asreimbursement
for part of their bad debt incurred from all non-paying patients. Further, Denver Hedlth and
Univeraty Hospital receive other Medicaid funds under the Mgor Teaching Hospital (MTH)
program, which directs additiond federd payments to qudifying teaching hospitas in the State.
Induding Component 1A, bad debt, and MTH payments, in Fiscal Year 2001 Component 1A
hospitals received the following amounts and reimbursement rates: Denver Hedlth, $65 miillion
(78.8 percent of CICP costs); University Hospital, $36 million (81.7 percent of CICP costs); and
the seven private hospitas, $11 millionintotal (138.4 percent of CICP costson average). Denver
Hedth and University Hospita receive lower rates of reimbursement than the seven private
hospitalsin Component 1A because these two public hospitals do not receive any State generd
funds as part of their payments from the State. Instead, Denver Hedlth and University Hospital
“catify” their CICP cogts; these certified expenditures are used by the State as the basis for
drawing federd fundsingtead of spending Sate generd funds.

Outstatehospitals. Hospitals must have an inpatient Medicaid utilization rate of at least 1 percent
but less than one standard deviation above the mean. Payments are based on estimated CICP
costs and are made with equal amountsof federal DSH fundsand state generd funds. Certification
of public expendituresis not used, although some hospitals are publically owned. In Fiscal Year
2001 these 40 providers received atotal of $15 million and were reimbursed for 27 percent of
their estimated CICP costs. These hospitals do not receive bad debt or MTH payments.

Ouitstate clinics. Clinics do not have to meet a Specific Medicaid utilization rate to participate in
CICP. Payments are based on estimated CICP costs. Clinicsdo not qudify for DSH payments;
state generd funds are used to fund all payments. In Fiscd Y ear 2001, 17 clinicswere paid $4.9
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million and were reimbursed for 27 percent of their estimated CICP cogts. Clinics do not receive
any other payments under CICP.

Reevaluate Statewide CICP Policies
We identified two areas in which state policy needs to be reevauated.

Basisfor determining CICP paymentsto providers. The State should reassess the basis on
whichpayments are madeto providersin order to ensure that payments are determined on an accurate and
equitable bass. Our audit identified sgnificant weaknesses in HCPF s controls over the reimbursement
process and the accuracy and comparability of CICP charges submitted by providers. As aresult, the
Department is unable to ensure that payments to providers are accurate and equitable. Among other
problems, we identified $5.1 million in overstated Fiscal Y ear 2002 paymentsin onecategory. Providers
in each category are paid from one pool of funds; if one provider isoverpaid, fewer fundsare availableto
pay othersin that category.

Our audit recommended that adminigrative oversght be improved if CICP charges are to continue asthe
primary bass for payments. Alternatively, the State could use another basis for determining providers
reimbursement under CICP. For example, payments could belinked to Medicaid utilization or some other
mesasure of low-income services. The dternative would need to be based on information over which there
are dready adequate controls to ensure its accuracy and comparability. While such an dternative would
not tie CICP payments directly to CICP services, it could provide an equitable basis for determining
payments and smplify the administration of ClCP because the Department would no longer need to collect
data on CICP charges and ensure the accuracy and comparability of those charges.

Role of clinics. Additiondly, CICP has evolved in severa ways that are not entirely consstent with
program statutes. Firg, therole of clinicsin CICP should be clarified. Clinics have long been accepted
asacritical component of CICP because they furnish primary care. However, clinics are not designed or
intended to meet CICP statutory medica servicespriorities (e.g., provide emergency medica servicesfor
the entire year). Second, statutes state that providers are not to be funded at levels that exceed CICP
costs. However, because of bad debt payments, in some instances Component 1A providers receive
CICP payments that in total exceed their CICP costs. While we recognize that bad debt represents
uncompensated costs and these payments are not cal culated based on CICP costs, we question whether
some providers should be reimbursed in excess of their CICP costs when others are being reimbursed at
only 27 percent of CICP costs.

Ensure Accuracy of Provider Payments

We identified the following problems with HCPF s oversight of CICP and provider payments. Wetested
Fiscal Year 2000 CICP data, upon which Fiscal Y ear 2002 payments were cal cul ated.
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* The Department does not audit any of the charges submitted. We tested a sample of CICP
charges and found that University Hospitad was billing the State for charges disallowed under
federd Medicare regulations. HCPF had overstated this provider's Fisca Year 2002
reimbursement by about $2 million because of these charges.

» HCPF obtains only summary data, rather than detailed charges and adjustments, for services
subcontracted by CICP providers. Denver Hedlth and University were unable to substantiate
$245,800 (0.2 percent) and $1,048,400 (1.3 percent), respectively, of their CICP charges for
Fiscd Year 2000. Denver Hedth discovered it had erroneoudy submitted about $3 million in
CICP charges when reviewing its data. Univerdity Physicians, Inc., a subcontractor for CICP
servicesfor University Hospita and for Children’ sHospital, discovered it had mistakenly submitted
amog $2.2 million induplicate charges. Theseerrorslikely would have gone undetected, had we
not made our request. These mistakes resulted in an overstatement in tota for al three providers
Fisca Y ear 2002 reimbursements of about $1.7 million.

* Inadditionto errorsmade by providers, the Department itsalf made errorsin caculating University
Hospitd’sFisca Y ear 2002 payment that resulted in a$1.4 million overstatement of this payment.
In other ingtances, we found alack of consstency and documentation that could have resulted in
other errors going undetected. We aso noted that the methodology used to calculate
rembursementsfor Component 1A providersusesoutdated and inaccurateinformation that affects
the equity of payments for those providers.

Ensure Receipt and Review of Provider Audits

HCPF does not systematically review the annua CICP audits providersare required to submit. For Fiscal
Year 1999, for which dl audits should have been submitted, 14 audits (20.9 percent) were not on file.
These providers were paid in total dmost $2.6 million for thet year. Two providers had no audits on file
for the last three years, and five had no audits on file for two years. During our provider survey, one
provider said it was not aware the program had an audit requirement. Also, for asample of 25 auditsfor
Fiscal Year 1999, 7 had sufficiently high error rates to require the submission of a corrective action plan;
however, only 1 had done so. Findly, the testing requirements that auditors are directed to perform are
not adequate to identify problemswith CICP charges. Thisisconfirmed by the problemswe found during
our testing.

Assess Duplicate Payments for CICP and Medicaid

CICP appears to have a significant overlap with the Medicaid program, and the Department lacks
proceduresto ensure these problems are adequately addressed. For CICP chargesfor servicesrendered
in April 2000, we identified 1,622 individuals who were Medicaid-eligible at thetime they received CICP
services. We estimate that providers were paid about $554,800 for these CICP services. Indmogt haf
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of these cases, the individua had been determined Medicaid-digible at least three months prior to April
2000. Intheremaining cases, Medicad digibility may have been pending in April 2000 and providersmay
have subsequently reversed the CICP charges. However, HCPF has no effective way to determine
whether such adjustments were made.

Hndly, the Department needs to ensure that al CICP expenditures certified by public hospitds as public
expenditures are an appropriate basis upon which to draw federa Medicaid funds.

The Department agreed with 16 of the 18 recommendations in the report and partialy agreed with 2
recommendations. A summary of our recommendations and the Department’ sresponses can befound in
the Recommendation L ocator.



RECOMMENDATION LOCATOR

All recommendations are addressed to the Department of Health Care Policy and Financing.

Rec.
No.

Page
No.

Recommendation
Summary

Agency
Response

| mplementation
Date

37

Present options for making provider payments under the Colorado Indigent
CareProgram by (a) devel oping alternativesto using CICP costsderived from
CICP chargesasthebasisfor provider reimbursementsand (b) for alternatives
that use CICP charges as the basis for reimbursement, investigating ways to
link provider paymentsmoredirectly to thevolume of CICP servicesrendered
by providers. The Department should furnish a report to the General
Assembly on these options by December 1, 2002.

Agree

December 1, 2002

42

Seek legidative change to clarify the intent of and requirements for the
Colorado Indigent Care Programincluding (a) therole of clinicsin providing
primary care in relation to requirements in statute establishing medical
servicespriorities; (b) prohibitions against reimbursementsthat exceed CICP
costsin cases where providers receive other payments, such as those for bad
debt; and (c) statutory requirementsthat are obsol ete or need to be reassessed.

Agree

2003 Session of the
General Assembly

48

Follow up on the results of the data match performed by the Office of the
State Auditor between the Colorado Indigent Care Program and theMedicaid
program, and seek reimbursement as appropriate.

Partially Agree

July 1, 2002

49

Ensure that applicants for the Colorado Indigent Care Program are screened
for Medicaid eligibility in all appropriate instances by training providers on
Medicaid eligibility screening procedures.

Agree

July 1, 2002




RECOMMENDATION LOCATOR

All recommendations are addressed to the Department of Health Care Policy and Financing.

Rec. Page Recommendation Agency | mplementation
No. No. Summary Response Date

5 49 Ensure post-year-end retroactive adjustments are made to charges for the Agree October 31, 2002
Colorado Indigent Care Program by devel oping and i mplementing procedures
for providers to report these adjustments.

6 60 Reduce the projected Fiscal Year 2002 payment to University Hospital to Agree July 1, 2002
reflect the provider's overbilling of the State for Medicare contractual
adjustments of approximately $6.7 million, and work with the Centers for
Medicare and Medicaid Services to determine additional actions the State
should take with respect to prior years.

7 61 Ensure charges submitted for the Colorado Indigent Care Program are Agree a July 1, 2002
consistent with the program’s intent and reported on the same basis for al b. Noimplementation
providers by (a) developing formal policies regarding the basis for reported date provided by the
charges and treatment of adjustments and (b) performing periodic on-site Department.
testing of charges and related adjustments.

8 64 Reduce the projected Fiscal Year 2002 payments for (a) Denver Health to Agree July 1, 2002

reflect the provider’s overbilling of the State for ambulance charges for the
Colorado Indigent Care Program in the amount of $2,996,000 and
(b) University Hospital and Children’s Hospital for duplicate physician
charges of $1,973,900 and $189,800 respectively. In addition, HCPF should
consider theneed for prior year adjustmentsbased on chargesfromUniversity
Physicians, Inc.
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All recommendations are addressed to the Department of Health Care Policy and Financing.

Rec. Page Recommendation Agency | mplementation
No. No. Summary Response Date

9 65 Ensure that charges and related adjustments submitted to the Colorado Agree July 1, 2002
Indigent Care Program are appropriate by establishing policiesand procedures
that enforce contractual provisions requiring providers to maintain detailed
data to substantiate all reported charges, including those for contractual
Services.

10 67 Correct the numbers for University Hospital in the CICP Fiscal Year 2000 Agree July 1, 2002
annua report and make the necessary adjustments to Fiscal Year 2002
Component 1A reimbursements.

11 68 Develop and implement controls over provider data used in the Colorado Agree a. February 2002
Indigent Care Program reimbursement process by (a) establishing a formal b. No implementation
review processfor provider dataintheannual report and (b) ensuring staff are date provided by the
cross-trained in reimbursement methodol ogies and review each other’ swork. Department.

12 72 Develop and implement controls over the reimbursement process for the Agree October 31, 2002

Colorado Indigent Care Program by (a) applying the reimbursement
methodol ogy consistently toall providerswithineach CICP provider category
and documenting reasons for any exceptions;, (b) obtaining audited
information onwhichto base providers' cost-to-chargeratios; (€) ininstances
where audited informationisnot available, requiring that providers submit all
necessary supporting documentation; (d) informing providers about all
policies and procedures related to provider reimbursements.
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All recommendations are addressed to the Department of Health Care Policy and Financing.

Rec.

No.

Page
No.

Recommendation
Summary

Agency
Response

| mplementation
Date

13

77

Consider revisingthe Component 1A prospective payment cal cul ation method
to be consistent with that used for the Outstate providers.

Agree

December 1, 2002

14

83

Improve controlsover thecertification processfor the Colorado Indigent Care
Program by (a) formally documenting annual comparisons of certified public
expenditures by each provider to the provider’s actual CICP write-off costs,
(b) obtaining confirmation from the federal Centers for Medicare and
Medicaid Services on whether shortfalls in certified expenditures under
Component 1A may be offset by excess certifiable expenditures under a
different amendment to the State Plan, (c) informing providers of the purpose
of certification and that expenditures cannot be certified if they are
reimbursed by other federal funds, and (d) requiring that providersincludean
assurance in quarterly certification letters stating that no federal funds were
received as reimbursement for the certified expenditures, other than those
through CICP.

Partially Agree

a Not applicable
b, ¢, d. July 1, 2002

15

87

Increasethe effectivenessof theaudit function for the Colorado Indigent Care
Program by (a) assessing the Department’s role in on-site audits for the
program and performing audits on providersthat represent the highest risk on
a periodic basis, (b) considering the option of contracting with a public
accounting firm to perform on-site audits of the program, and (c) revising the
provider audit requirement to more appropriately reflect the level of risk
represented by providers.

Agree

ab. No
implementation
date provided by
the Department.
C. July 1, 2002

-10-
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All recommendations are addressed to the Department of Health Care Policy and Financing.

Rec.

No.

Page
No.

Recommendation
Summary

Agency
Response

| mplementation
Date

16

91

Improve proceduresfor monitoring provider auditsfor the Colorado Indigent
Care Program by (a) maintaining current data on the receipt and review of
provider audits, (b) following up with providers in instances where audits
have not been submitted on time, (¢) requiring corrective action plansin all
required instances, and (d) assessing the need to withhold payments or
eliminate providers from the program in cases where the provider does not
comply with audit requirements.

Agree

July 1, 2002

17

94

Revisethetesting requirementsfor Col orado Indigent Care Program provider
audits to ensure audits accurately reflect and report on areas of greatest risk
by (@) requiring that auditors base their testing on asample of charges, verify
that CI CPreci pientswere charged amounts consi stent with other patients, and
confirmthat the provider’ sdetailed information supports amountsreportedto
the Department; (b) revising eligibility testing requirementsin order that error
rates reflect eligibility determination for the provider that is being audited;
and (c) developing a standard form for auditors to use for reporting audit
results.

Agree

July 1, 2002

18

98

Continue efforts to implement effective means for communicating program
requirements and changes to providers about the Colorado Indigent Care
Program and obtaining provider feedback.

Agree

Ongoing

-11-
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Description

| ntroduction

The Colorado Indigent Care Program (CICP) was authorized by the Generd Assembly
inHouse Bill 83-1129, the“Reform Act for the Provision of Health Carefor the Indigent.”
Prior to this, the State had in place a program to partidly reimburse providers for care
furnished to the medicaly indigent; however, the program was not formally recognized in
satutes. CICP has dso been cdled the Medically Indigent Program and the Colorado
Resident Discount Program.  Unlike the Medicaid program, CICP is not an entitlement,
which means that the State is not legdly obligated to serve dl individuals who meet the
program’ seligibility requirements. Through Fisca Y ear 1994, CICPwas administered by
the Univerdaty of Colorado Hedlth Sciences Center. Under HB 93-1317, the program
was placed under the newly created Department of Hedlth Care Policy and Financing
(HCPF) in Fiscal Year 1995. In Fiscd Year 2001 the program partialy funded services
to about 160,100 individuas and made payments to providers of about $131.9 million.

The Colorado Indigent Care Program is a financing mechanism through which the State
reimburses participating providers for aportion of the cogsincurred in tregting individuas
that meet CICP digibility requirements. In turn, participating providers must adhere to
state-established limits for amounts charged to CICP-digible individuds. Thus, CICP
promotes access to hedlth care services for low-income uninsured individuas by helping
to defray providers cogts of furnishing care and by limiting the amount thet individuas
recelving the care must pay.

CICP does not qualify as an insurance plan under state law because it does not provide
individuas with a policy or agreement that defines a list of benefits to which they are
entitted.  Statutes limit the program’s expenditures to the amount of available
goppropriations and to each provider’s physical, financia, and staff resources. Thus,
providersfurnish varying levels of benefits. Statutes require that providers manage CICP
funds to ensure the following priorities are met:

» Emergency carefor the entire year.

* Additiond care for conditions the Department determines to be the most serious
threet to amedicdly indigent person’s hedth.

*  Other medicd care.
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Population Served by CICP

CICP finances servicesto state residentswhose combined net income and assets does not
exceed 185 percent of the federal poverty leve ($32,653 for afamily of four as of April
2001) and who are otherwise uninsured or underinsured.  Additiondly, the person must
not be digible for Medicaid. In caculating net assets, anindividud is alowed to exclude
up to $4,500 in vehicle equity, $50,000 in business equity, the value of hisor her primary
resdence, $2,500 for each dependent, and specified expenses such as childcare.
Copayments under CICP range from zero to $535 and are determined by the type of
service (inpatient or outpatient) and the person’ sfinancid satus. Annual copayments are
capped at 10 percent of afamily’s net income and assets, at the lowest category (zero to
37 percent of the federal poverty level), the annud cap is $120. Under CICP, there are
no deductibles, and most services are dlowable as long as they are authorized and

medicaly necessary.

CICP serves a high proportion of low-income adults: In Fisca Year 2001 amogt 85
percent of the 160,100 individuas served were over 18 years of age. Therdatively high
ratio of adultsis aresult of the fact that Medicaid serves pregnant womenand children at
the lowest levelsof income. Additiondly, childrenin low-incomefamiliesnot qualifying for
Medicaid may bedigiblefor the Children’ sBasic Hedth Plan (CBHP), which ismarketed
under the name “Child Hedth Plan Plus” Due to the differing digibility requirements for
the three programs, a family could have different members in different programs at the
sametime. The reationship between these three programs is discussed in Chapter 1.

HCPF reports that the number of individuas receiving CICP services increased close to
20 percent between Fiscal Years 1996 and 2001. However, because of changes the
Department madeinitsmethodol ogy for determining the number of individua sserved, staff
indicate that numbers prior to Fisca Year 1999 are not wholly comparable to those in
subsequent years. Additiondly, it is likely that the number served in any particular year is
somewhat overstated becausethe Department does not have an unduplicated count across
providers, only within individua providers. In any case, the number served gppears to
have increased over recent years, as shown in Table 1 below.
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Table 1: Number Served Through the Colorado Indigent Care Program
Fiscal Years 1996 Through 2001

Fiscal Year
1996 1997 1998 1999 2000 2001

Number

served! 133,722 | 128,816 160,117 149,097 | 155,530 160,145
Per cent

increase from

prior year -3.7% 24.3% -6.9% 4.3% 3.0%
Percent increase Fiscal Year 1996 through 2001 19.8%

Sour ce: Office of the State Auditor analysis of Department of Health Care Policy and Financing

data.

1 Department staff report that there was a change in the methodol ogy used to count the number
served in both Fiscal Years 1998 and 1999. Therefore, numbers reported prior to Fiscal Y ear
1999 are not necessarily comparable to those in subsequent years. Additionally, the number
served may be somewhat inflated because the count is unduplicated within individual
providers but not across all providers.

While there is no esimate of how many individuas in Colorado might be digible for
services under CICP, the Kaiser Commission estimates that between 1997 and 1999
Colorado had gpproximatdly 358,000 uninsured individuals who were younger than 65
yearsof age(i.e., did not qudify for Medicare) and had an income of lessthan 200 percent
of the federa poverty level. Thisisan uninsured rate of about 37.4 percent for that group.
Very roughly, less than hdf of this group appears to receive services through CICP
annudlly.

CICP Providersand Rambursement for Care

Under statutes, CICP providers must be a facility such as a hospital, birth center, or
community hedth clinic licensed by the Department of Public Hedth and Environment.
Statutes designate Denver Hedlth Medica Center (Denver Health) asthe primary provider
of indigent carein the City and County of Denver and the University of Colorado Hospita
(Universty Hospital) asthe primary provider of indigent care for the Denver metropolitan
area. University Hospita primarily servesresdentsin the metropolitan area outside of the
City and County of Denver and furnishes complex care to al areas of the State.

HCPF policies dlow other qudifying hospitds in the City and County of Denver to
participatein CICPIif they ether offer unique servicesor serve aunique population. These
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hospitals must furnish at least 50 percent of their CICP careto individua s outsde the City
and County of Denver. Statutes permit health maintenance organizationsto participate in
CICP, dthough none have chosen to do so.

Of the 68 providers participating in Fisca Year 2002, 20 are public hospitas, 30 are
private hospitals, and 18 are clinics. In recent years the number of CICP providers has
been stable, with little variation from year to year. Intermsof CICP providers presence
across the State, these 68 providers have 143 sites located in 45 of the State's 64
counties. Thisisillugrated in Appendix A, which dso illugrates the types of providers
availablein each county. In 19 counties, there are no participating providers.

Under CICP, providersare reimbursed for aportion of the uncompensated care furnished
to CICP-digible individuds. Providers annually report uncompensated charges for
services furnished to CICP individuals to the Department. From charges, HCPF derives
the estimated cost of these services for each provider. This cost estimate serves as the
basis upon which providers are reimbursed; thus, the term “reimbursement rate” used in
this report refers to the provider's reimbursement payments relative to the provider's
estimated CICP costs which are derived from the provider’s CICP charges. Further,
some CICP hospitals receive other CICP payments in addition to those based on costs
derived from CICP charges. The basisfor these additiond CICP paymentsis described
under “CICP Funding” later in this chapter.

Provider rembursement rates vary widely depending on (1) the category of the provider
and (2) whether or not the provider receives paymentsin addition to those based on CICP
costs derived from CICP charges. Providers are placed into one of three categories on
the basis of the type of provider (hospita versus clinic) and the provider’s Medicaid
utilization level (percentage of Medicad inpatient days to total inpatient days). Providers
with higher Medicaid utilization levels are reimbursed for a higher percentage, or rate, of
their CICP costs. The providers in this category also receive the additiona CICP
payments that are not linked directly to charges.

InFiscd Year 2001, providers were paid atota of $131.9 million. Of this, $39.3 million
was paid on the basis of CICP charges, and average reimbursement rates, based on
provider categories, ranged from 27 percent to 51.6 percent of CICP costs. Additional
payments of $42.6 million were paid to providers in the category with higher Medicaid
utilization, which raised the overal average rembursement rate for that category to 83.3
percent of CICP costs. Reimbursement rates are discussed in more detail in Chapter 1,
and the rembursement processis discussed in Chapter 2.
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Relationship Between Reimbur sement and Utilization

There is not a direct rdationship between payments to providers and utilization by
individuals, because of the variations in reimbursement rates and the fact that not al
payments are linked to CICP charges and costs (i.e., CICP costs derived from CICP
charges). Thisreationship iscomplicated by other factorsaswell. Paymentsto providers
are affected by budgetary conditions and the availability of state genera fundsand federa
funds. Over the years, while genera funds have been limited, the State has attempted to
maximize federa funds as away to increase payments to qualifying CICP providers and
thus strengthen the State' s hedlth care safety net. On the other hand, utilization of CICP
services can be affected by the State's economy, with downturns resulting in greater
demand. Further, a provider’s ability to furnish care is affected by the rising costs of
medica care, which may limit the servicesaprovider can offer, and thisinturnisreflected
in CICP utilization.

The lack of direct correlation between utilization and payments over the years is
demonstrated in Table 2 below. Utilization is measured by adding together the number of
outpatient vidts and the number of inpatient hospita daysacrossal CICP providersfrom
Fiscd Years 1996 through 2001. By this measure the utilization for the period hasfalen
from about 628,000 in Fiscal Y ear 1996 to about 555,000 in Fiscal Y ear 2001, or about
12 percent. Most of this decline appearsin Fiscal Year 1998. However, as noted with
respect to Table 1 earlier in this chapter, the Department changed its methodology for
counting individuas in CICP in both Fiscal Years 1998 and 1999. HCPF reports that
these changes probably affected utilization numbers as wel, and thus, utilization numbers
prior to Fisca Year 1999, may not be entirely comparable to subsequent years. Since
Fiscal Year 1999, utilization has been fairly leve, with a dight increase in Fiscal Year
2001.

Table 2 aso describes how paymentsto providers have risen between Fiscal Y ears 1996
and 2001. The upper solid line (Line A) shows that total payments to providers have
increased from about $69.7 million to about $131.9 million, or gpproximately 89 percent.
When adjusted for the rate of inflation for medica services during this time, the increase
is about 49 percent. These amounts include al CICP payments to providers, not just
payments related to CICP charges. The lower payment line (Line B) reflects only those
payments made to providers that are based on CICP charges. These payments have
increased from about $50 million to approximately $39.3 million, or about 79 percent.
When these payments are adjusted for inflation, the increase is about 41 percent.
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Table 2: Colorado Indigent Care Program
Utilization Versus Provider Payments®, Fiscal Y ears 1996-2001
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Sour ce; Office of the State Auditor analysis of Department of Health Care Policy and Financing data.

1 Provider payments are net of donations to the State made by some hospital s participating in CICP during Fiscal Y ears 1996
through 2000. These donations were made for various health care programs such as the Children’ s Basic Health Plan. In
addition, payments do not reflect any expenditures certified by public hospitals under CICP.

CICP Funding

CICPislargely funded by federd funds. In Fiscal Y ear 2001, tota provider payments of
$131.9 million were funded by $115.0 million in federa funds (87 percent) and $16.9
millionin state general funds (13 percent). Table 3 shows the funding source for provider
payments over the last three years. As can be seen, the use of state generd funds has
generdly fdlen over this period. The decreased useof genera funds hasresulted fromthe
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increased use of “certification of expenditures’ (certification is discussed in Chapter 1).
The amount of federd fundsin CICP hasincreased for al three years shown in the table.

Table 3: Colorado Indigent Care Program
Provider Payments! by Source of Funds
Fiscal Years 1999 Through 2001
(Ddllarsin Millions)

Fiscal Year
Sour ce of Funds 1999 2000 2001
General Funds $36.7 $14.9 $16.9
Percent of Total Payments 33.3% 15.2% 12.8%
Federal Funds $73.6 $83.3 $115.0
Percent of Total Payments 66.7% 84.8% 87.2%
Total Payments, All Sources $110.3 $98.2 $131.9

Sour ce; Office of the State Auditor analysis of Department of Health Care Policy and
Financing data.
1 Includes al CICP paymentsto providers: payments based on CICP charges, bad debt
payments, and Major Teaching Hospital payments.

Thistrendin CICP of decreasing generad fundsand increasing federa fundsbeganin Fisca
Y ear 1990 when federa funds were first used for the program. Prior to that year, CICP
was funded entirdly with state generd funds.

In Fisca Year 1990 the former Department of Socid Services (DSS) received approva
from the federd government for the first of severd amendments to the State Plan for the
Medicaid program that were intended to access more federal funds for low-income care
in Colorado. DSS administered the Medicaid program until the restructuring of state
government under HB93-1317. Asof Fiscal Year 1995, the Medicaid program hasbeen
adminigtered by the Department of Hedlth Care Policy and Financing.

Currently HCPF has the following financing mechanisms in place under the State Plan for
low-income care. Thefirg year the mechanism was usad is aso shown.

* Major Teaching Hospital program (MTH) (Fiscal Year 1990). These
hospitals must be teaching hospitals and must meet criteriarelated to the number
of interns and resdent FTEs. Additiondly, their combined Medicaid days and
CICP days must equa or exceed 30 percent of their total patient days. Denver
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Hedthand Universty Hospital arethe only providersthat quaify asMTH facilities
under the State Plan. These payments are intended to reimburse hospitasfor the
difference between amounts reimbursed under Medicaid and amountsthat would
have been reimbursed under Medicarefor the same services. These paymentsare
not based on CICP charges and costs; rather, the payments are allocated
according to the providers Medicaid days and medicdly indigent days.

Disproportionate Share Hospital program (DSH). In generd, DSH
provisons dlow additiond payments of federa funds to Medicaid hospitas that
serve a disproportionate number of Medicaid and other low-income patients.
These fadilitieshave alimited ability to shift coststo privately insured patients, and
payments are intended to help these hospitals remain financidly vieble. Federd
law requiresthat hospitas with either a Medicaid inpatient utilizetion rate of one
standard deviation above the mean rate for dl Medicaid hospitas in the state or
a low-income utilization rate that exceeds 25 percent receive DSH payments in
additionto regular Medicaid payments. The Precomponent 1 paymentsdescribed
below arethe State' sinitid effort to meet these federd requirements. Subsequent
amendments were put in place to make additionad DSH payments to hospitas.
Thefedera government imposes limits on the amount of DSH funds available to
each state under each annud federal award.

Precomponent 1* (Fiscal Year 1991). These hospitas must have a Medicaid
inpatient utilization rate that is one standard deviation above the mean rate for dl
Medicaid hospitals in the State. Payments are made as an add-on to the
provider’ sbase Medicaid payment rate. These hospitalsdo not haveto be CICP
providers.

Component 1A (Fiscd Year 1994). Same Medicaid inpatient utilization rate as
Precomponent 1 hospitals. In addition, hospitas must participate in CICP.
Payments are based on CICP charges and estimated costs.

Outstate hospital (Fisca Year 1995). These hospitas must have an inpatient
Medicad utilization rate of at least 1 percent. Further, qudifying hospitals must
participate in CICP. Payments are based on CICP charges and estimated costs.

Since Precomponent 1 funds are not linked to CICP services and charges and these providers do not
have to participate in CICP, these funds are not reflected in financid information in this report unless

otherwise noted.
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Bad debt (Fiscal Year 1995). HCPF uses this mechanism at the end of the
federa award period to “backfill” DSH expenditures in order to spend as close
as possible to the federally imposed DSH cap, or maximum, for the State under
each federa award. To receive these payments, the hospita must be a
Component 1A provider and, therefore, a CICP provider. Paymentsare used to
reimburse a portion of providers bad debt from al non-paying patients, including
CICP patients. Thus, these payments are not based on CICP charges and costs.

State generd funds are used to fund al paymentsto clinicsin CICP because they are not
inpatient facilities and therefore cannot qudify for DSH payments; these providers are
referred to as Outdtate Clinics. General funds are aso used as the nonfedera match for
paymentsto private hospitals, which cannot certify expenditures under federa regulations.
As mentioned earlier, certification of expendituresis discussed in Chapter 1.

Maximization of DSH Payments

DSH fundsarethe State’ sprimary source of federa fundsfor indigent care. For example,
in Fiscal Year 2001, out of the $115 million in federd funds used to make provider
payments, $93.8 million wasfrom DSH fundsand $21.2 million wasfrom Mgor Teaching
Hospitd funds.

The Department’ s objective isto maximize ClCP payments up to the federdly established
caps for DSH funds for each federa award, and it has been fairly successful in this effort.
Asilludgrated by Table 4, Colorado’s DSH expenditures have varied with the amount of
DSH funds available; however, Colorado has spent from about 95 percent to as much as
99 percent of available DSH funds for the award periods shown. Each award period is
for two years, for example, the State has until September 30, 2002, to draw monies
againg the Federd Fiscal Y ear 2000 award. With respect to amounts <till available under
the Federd Fisca Y ear 2000 and 2001 awards, the Department would need to submit a
supplemental budget request to the General Assembly in order to expend these funds.
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and Expenditures, Federal Funds Share

Federal Fiscal Award Years 1998 Through 2001

Table4. Colorado’s Disproportionate Share Hospital (DSH) Allotments

Award Year % of DSH
(Federal DSH DSH Unused DSH Allotment
Fiscal Year?) Allotment? Expengitures Allotment Used
1998 $93,000,000 $38,127,284 $4,872,716 94.8%
1999 $385,000,000 $84,502,101 $497,899 99.4%
2000 $79,000,000 $78,372,111 $627,889 99.2%
2001 $31,765,000° $79,431,688 $2,333,312 97.1%

Source: Office of the State Auditor analysis of Department of Health Care Policy and
Financing data submitted on quarterly federal Medicaid reports.

! Thefederal fiscal year isfrom October 1 through September 30. Thus, Federal Fiscal Y ear
1998 isfrom October 1, 1997, through September 30, 1998. Each alotment isavailablefor a
two-year period.

2 DSH alotments as set for Colorado in the Balanced Budget Act of 1997.

3 Federal Fiscal Year 2001 DSH allotment as adjusted by the Balanced Budget Refinement Act

of 1999.
4 Includes federal funds expended for Precomponent 1, Component 1A, Outstate hospitals, and

bad debt financing mechanisms under the DSH program.

In the future the State could face more pressure to finance the Colorado Indigent Care
Program. Under current federd laws, the federal cap for Colorado’'s DSH alotment for
Federd Fiscd Year 2002 is $83.9 million, an increase of over $2 million. However, the
Department reports that Colorado’ s Federd Fiscal Y ear 2003 alotment will be reduced
to about $75.9 million unless additiona federd legidation is enacted.

Program Administration

The Department of Hedlth Care Policy and Financing is responsible for administering
CICP, and three full-time equivaents (FTE) are appropriated to the program. The staff
includes aprogram manager, an digibility specidi<t, and an information systems specididt.
Adminigtrative expenditures for personnd ($173,200 including benefits), operating costs
($21,000), and information system services ($100,000) were about $294,200 for Fiscal
Year 2001. This is an increase of about 5.6 percent from Fisca Year 1999 when
adminigtrative expenditures were $278,600.

HCPF has elected to have the Medica Services Board (Board) serve asthe rule-making
body for the Colorado Indigent Care Program, athough statutes do not require that the
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Board perform thisfunction. The Board dso setsrulesfor the Medicaid program and the
Children’s Basic Hedth Plan.

HCPF s duties include:

Establishing program policies and procedures and proposing rules to the Medical
Services Board as necessary.

Executing contracts with providers for payment of costs and medical services,
dlocating available funds among providers and issuing payments, compiling data
from providers on CICP sarvices and individuals served, and otherwise
communicaing with providers as needed to oversee and assist with program
operations.

Ensuring requirements in the State Plan for the Medicaid program are met with
respect to the federal funds used to support CICP and proposing amendments to
the State Plan as needed to the Board and the federal government.

Additiondly, the Department submits a statutorily required annua report to the Generd
Assembly that includes a variety of information about the program. The annua report
documents digibility requirements, method of alocating and disbursing fundsto providers,
amounts paid to providers, CICP services, and number served.

Providers have the following responsbilities under CICP:

Determining digibility for CICP and meeting program requirements established by
the State, including annua audit requirements.

Providing alowable services within their resources and in accordance with
established legidative medica services priorities. Providers are dso responsible
for collecting patient copayments and third party payments, when applicable.

Submitting required information to HCPF regarding chargesincurred and services
provided on behalf of CICP patients.

The Department’s oversight procedures and other administrative aspects of CICP are
discussed in Chapter 3.
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Colorado Health Care Task Force

The origind legidation for CICP established the Joint Review Committeefor the Indigent
(Committee) for the purpose of giving guidance and direction to theindigent care program.
House Bill 99-1019 repeded the section creating the Committee and established the
Colorado Hedlth Care Task Force (Task Force), which is composed of 10 members of
the Generd Assembly. The Task Force has much broader respongbilitiesandischarged
withgathering information and formulating “legidation if necessary for the proper operation
of the hedlth care system in this state” (Sec. 26-15-107(1)(b), C.R.S)).

Audit Scope and M ethodology

We reviewed documentation and interviewed personnd for the Colorado Indigent Care
Program at the Department of Hedlth Care Policy and Financing with repect to program
policies, procedures, and operations; provider reimbursement methodol ogies, ca culations,
and payments, and program oversght. We interviewed sdlected providers and
stakeholder groups, conducted a survey across a sample of 25 hospitals and clinics, and
performed detalled andyss and testing on a sample of charges submitted to the
Department for CICP.
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Policy | ssues
Chapter 1

| ntroduction

The Colorado Indigent Care Program (CICP) promotes access to hedth care for state
residentswho are uninsured or lack adequate insurance (e.g., their benefits are exhausted
or limited) and are not digible for Medicaid. Additiondly, digibleindividuas cannot have
financid resources (net income and assets) that exceed 185 percent of the federa poverty
levd. Under CICP, the State partially reimburses providers who serve CICP-digible
individuds, inFisca Y ear 2001, participating providerswere paid atota of $131.9 million.
The program is administered by the Department of Hedlth Care Policy and Financing
(HCPF).

CICP was not designed or intended to be an insurance plan and does not qualify as one
under state law. Statutes describe the program as a “partid solution to the hedth care
needs of Colorado’'s medically indigent citizens’ (Sec. 26-15-102 (2), C.R.S). In
practice, CICPisaset of financing mechanismsthat channdsfundsto hospitalsand dinics
as an offsat to losses they incur from sarving medicdly indigent Sate resdents. Unlike
Medicad or the Children’ sBasic Hedth Plan, CICPisnot an digibility program with asat
of beneficiaries that receives a defined package of services.

Asnoted earlier, for Fiscal Y ear 2002 there are 68 hospitals and clinicsthat participatein
CICP. Providers are classfied into one of three categories on the basis of whether the
provider isaclinicor ahospitd. All clinicsaredassfiedintothe” Outdtateclinic” category.
Among the hospitds, providers must have aMedicaid utilization rate of at least 1 percent,
based on inpatient days, to participatein CICP. Hospitasthat have aMedicaid utilization
rate of one standard deviation above the mean for al hospitas in the State are dlassified
as “Component 1A providers.” For example, in Fisca Year 2001 the mean Medicaid
utilizationrate for the State was 13.8 percent, based on inpatient days. Hospitals meeting
the one standard deviation rule had Medicaid utilization rates of & least 25 percent, or
amost twicetheaverage Medicaid utilization rate of other Medicaid hospitalsin Colorado.
If a hospita’s Medicaid utilization is below one standard devition, it is classfied as an
“Outstate hospitd.” All hospitals are digible to receive federal funds under the
Disproportionate Share Hospital program (DSH), which is the State’ s primary source of
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federd fundsfor CICP. Clinics are not eigible for DSH funds and are paid solely from
gate genera funds. In Fisca Year 2002, CICP includes:

* 9 Component 1A hospitas.

e 41 Outstate hospitals.

* 18 Outdtate clinics.

Our audit reviewed the financing mechanisms used to fund indigent care payments to
providers, rembursement calculations and procedures, and the Department’ s oversight
mechanisms for CICP. Additiondly, we assessed the program’s compliance with its
enabling legidation, the “Reform Act for the Provision of Hedth Care for the Indigent”
(Title 26, Article 15), as amended.

During the audit we identified two areas in which state policy needs to be reeva uated.
These are asfollows.

Basisfor determining CICP paymentsto providers. The State should reassess the
bass on which payments are made to providers under CICP in order to ensure that
payments are determined on an accurate and equitable basis. This requires examining
some fundamenta aspects of the program.

Role of clinics; reimbur sementsin excessof CICP costs. Therearesevera respects
in which CICP has evolved over the years that are not entirely consistent with program
statutes. The primary exampleistherole of the dlinics, which have long been accepted as
acritica component of CICP despite the fact that they are not designed or intended to
meet themedica services prioritiesestablished in satute (e.g., provide emergency medica
sarvices for the entire year). Second, certain providers receive CICP payments that in
total exceed the amount of their CICP costs. Statutes state that providers are not to be
funded at level sthat exceed these costs; however, because of additiond paymentsto some
providers for bad debt (discussed in the Description chapter), this has occurred in some
ingtances.

These two policy areas are discussed in this chapter, dong with options the State could
consider. Thischapter also addresses the rel ationship between CICP, Medicaid, and the
Children’s Basic Hedth Plan. Al of these programs provide hedth care servicesto low-
income state residents.

The remaining chapters of this report describe our findings with respect to how the
program currently operates. The recommendations in those chapters are based on the
assumption that the State chooses to continue to operate CICP without major policy
changes.
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Basis For Deter mining Paymentsto CICP
Providers

The Colorado Indigent Care Program asit presently operatesrai sesconcerns about equity
for two reasons. Fird, the program lacks sufficient adminidrative oversight to ensure the
accurecy of the CICP charges submitted by providers. Thisisa problem because CICP
costs derived from CICP charges are used as the basis for determining the mgority of
providers reimbursement. Either the adminidrative oversght of the program should be
sgnificantly strengthened or the program should be structured differently. Equity concerns
are particularly important because each of the three provider categoriesis paid from a
separate pool of funds. If one provider in the category is overpad, then less funding is
avaladle to other providersin that category. Therefore, the Department must ensure that
payments are based on comparable data from providers and are calculated consistently
for each category.

The second reason for concerns about equity isthat the rate of rembursement a provider
receives(i.e., provider’ sCICP payment + provider’ sCICP costs) isnot necessarily based
on the volume of servicesit rendersto CICPindividuds. If the program isto continueto
base paymentson CICP chargesand costs, (i.e., CICP costsderived from CICP charges)
and the intent is to encourage providers to furnish services to CICP individuds, then the
State should consder waysinwhichit could moredirectly link CICP paymentsto the level
of CICP services rendered. For example, in Fiscal Year 2001:

e One Outgtate hospita had CICP costs of about $3.6 million and received
reimbursement of $977,500, or about 27 percent of CICP costs.

e A Component 1A hospital had CICP costsof about $3.8 million, or dightly above
the cogts of the Outstate hospitd, and received reimbursement of $3.6 million, or
about 95 percent of CICP costs. This does not include the additiond payments
to the Component 1A provider of over $1 million made on the basis of tha
provider’s bad debt.

CICP Charges

Each year, CICP providers are respons ble for submitting to the Department information
onther chargesfor CICP services and related adjustments, such as deductionsfor patient
copayments and payments from other insurance companies. As discussed in Chapter 2,
HCPF uses these charges and adjustments to estimate CICP costs. The appropriate
rembursement rate for the provider’s category is then applied to these CICP costs to
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arive a the payment amount, which is paid in installments throughout the fiscal year.
HCPF uses a prospective payment method, which means that CICP charges and costs
(i.e., CICP costs derived from CICP charges) from two years prior are used asthe basi's
for cdculating paymentsin the current fiscd year.

Our audit found that the Department does not have sufficient administrative oversight of the
program to ensure that the reported information is correct and that payments are accurate
and equitable acrossal providers. For example, the Department doesnot audit any of the
charges submitted. We tested a sample of CICP charges and found one provider was
billing the State for charges disallowed under federal Medicareregulations. We estimated
that HCPF had overstated this provider’s Fiscal Y ear 2002 reimbursement by about $2
million because of these disalowed charges. This means that there was $2 million less
available for other providersin the Component 1A category.

We dso identified problems with the data.on CI CP charges submitted to HCPF. Insome
ingances, the Department does not receive a detailed ligting of the charges, the provider
submits only a one-line summary for certain charges and adjustments. We requested
detailed charges for summary information from two providers and found both providers
had difficulty furnishing these data, in part becausethey had not maintained dl data. When
reviewing the data prior to furnishing it to us, one provider discovered it had erroneoudy
overstated CICP charges by about $3 million. One CICP subcontractor identified atotal
of dmaost $2.2 million in duplicate chargesthat were submitted for CICPthrough two other
providers. These errors likely would have gone undetected if we had not made our
request. The overstated charges resulted in an overstatement of providers Fiscal Year
2002 reimbursements by about $1.7 million. Again, this resulted in $1.7 million lessin
available fundsfor other providersin the Component 1A category.

The Department’s only independent assessment of providers compliance with CICP
requirements is the annua audit requirement for providers. Wefound that the Department
does not systematicaly review the provider audits to ensure that al audits have been
received and that problemsidentified areresolved. For Fisca Y ear 1999, the most recent
year for which al audits should have been submitted, we found that 14 (20.9 percent)
were not on file at HCPF; these providers were paid in total dmost $2.6 million under
CICP for that year. There were two providers that had no audits on file for three years,
and fivethat had no auditsonfilefor two years. During our provider survey, one provider
sad that it was not aware the program had an audit requirement. Additionaly, we
reviewed a sample of 25 audits for Fiscal Year 1999 and identified 7 that hed sufficiently
high error rates to require the submission of a corrective action plan with the audit. Only
one had done so, and we did not note evidence of follow-up by HCPF staff to obtainthe
sx missng plans. Finaly, our review of the requirementsthat auditors areto test indicated
that the requirements are not adequate to identify problems with CICP charges. Thisis
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demonstrated by the fact that during our testing of CICP charges, we found one provider
who was submitting federally disallowed charges.

Additiondly, we reviewed the Depatment’s processes for cdculating provider
reimbursements. Weidentified a$1.4 million overstatement in one provider’ sFisca Y ear
2002 payment due to staff’s caculation errors. In other instances, we found a lack of
consi stency and documentation that could have resulted in other errors' going undetected.
We as0 noted that the methodology used to calculate reimbursements for one category
of providers uses outdated and inaccurate information thet affects the equity of payments
for those providers.

Table 5 below summarizesthe errorsin projected Fiscal Year 2002 payments identified
during our audit of CICP. These errors resulted in fewer available funds for other
Component 1A providers.

Table 5: Colorado Indigent Care Program
Summary of Errorsldentified in OSA Audit
Fiscal Year 2002 Payments
Projected
Overpayment
for Fiscal Year
Description of Error 2002
Overstatement of CICP charges due to provider’s failure to deduct
disallowed charges under Medicare from CICP charges. $2 million
Overgtatement of CICP charges due to providers' erroneoudly including
incorrect amounts in CICP charges. $1.7 million
Cdculation error by HCPF. $1.4 million
Total projected overpaymentsidentified during OSA audit $5.1 million
Sour ce: Office of the State Auditor analysis of Department of Health Care Policy and Financing and
provider data.

Findly, we found that CICP appears to have a significant overlap with the Medicaid
program. Under CICP regulations, persons eligible for Medicaid cannot be served in
CICP. We tested CICP charges submitted by providers for services rendered in April
2000, and we identified 1,622 individuas for whom CICP charges were submitted to
HCPF, even though the individua was Medicaid-digible a the time of receiving services.
We egtimate that these providers would have received about $554,800 in reimbursement



Colorado Indigent Care Program Performance Audit - February 2002

based on the CICP charges for these individuas. In amost haf of these cases, the
individua had been determined digible for Medicaid a least three months prior to April
2000. In the remaining casss, it is possble that providers may have made retroactive
adjustments that reversed the CICP charges. However, the Department has no effective
way in which to determine that such adjustments are made and is dependent upon the
providers controls to identify and correct CICP charges in cases where retroactive
adjustments are needed.

Optionsfor the State

Because of the problems described above, we bdlieve that the State needsto evaluate the
options for reimbursing providers under CICP and consider the best direction for the
program. In other words, the State should reconsder whether CICP payments should be
based on CICP charges.

Option 1: Continueto use CICP costsderived from CICP
charges asthe basisfor provider reimbursement.

Thefirst optionisto continueto base CICP paymentsto providerson CICP costs derived
from CICP charges. This has the advantage of linking reimbursement to the level of
sarvicesaprovider rendersto CICP digibles. Thishashigtoricaly been the primary basis
of provider reembursement under CICP.

The disadvantage of this option is demonstrated by the problems identified in our audit,
whichare primarily related to problemswith the CICP charges reported by providersand
the adminigrative oversight required to ensure these charges are accurate and alowable.
Therefore, if the State chooses to continue to use CI CP costs derived from CICP charges
as the basis for reimbursement, the adminidtrative oversght of the program must be
decigvely improved. Most of the recommendationsin this report concern stepsthat must
be taken to ensure provider payments are accurate and equitable.

Additiondly, if CICP costs derived from CICP charges are to continue to be the basis of
payments, the State should take stepsto address some of the disparitiesin reimbursement
rates among providers. Aspresently structured, CICP reimbursement rates are based on
aprovider's Medicad utilization. Providersin the Component 1A category, which have
reaivey high Medicaid utilization, have dways received higher rembursement rates than
thosein the Outstate categories. Further, Component 1A providersaretheonly providers
that receive additional CICP payments, primarily for bad debt, that are not based on CICP
charges and derived CICP codts. This increases the overdl disparity in reimbursement
levels. Inextreme cases, theseextrapaymentsresult in providers' receiving reimbursement
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in excess of their CICP costs. For example, in Fisca Year 2001 one Component 1A
provider received reimbursement of 49.6 percent on the basis of its CICP cogts for that
year. However, when bad debt payments are included, this provider was paid 199.7
percent of its CICP cogts.

Our andysis indicates that providers with high Medicaid utilization levels do not dways
furnishthe highest volume of CICP services. For example, in Fisca Y ear 2001, out of all
66 providers, there were 6 that had CICP charges in excess of $10 million. However,
only two of these six providerswerein the Component 1A hospital category and received
the higher reimbursement rates.

Usng a different analysis, we found that in Fiscal Year 2000 there were 20 Outstate
hospitals that had a higher percentage of CICP charges with respect to their total facility
chargesthan at least one of the providersin the Component 1A category. Inother words,
these 20 Outstate hospital srendered rel atively more CI CP servicesthan at |east one of the
Component 1A hospitals, yet the Outstate hospitals received considerably lower
reimbursement rates than Component 1A hospitals.

If the intent is to encourage providersto furnish CICP sarvices, the State should consider
usng other factors when setting reimbursement rates for providers in addition to their
Medicad utilization. For example, higher reimbursement rates could be paid based onthe
volume of CICP services.

Variation of Reimbursement Rates Among Categories. The rembursement rates can
vary consderably among categories, especialy when al CICP provider payments are
conddered. Thisisillugrated in Table 6 below. For example, in Fisca Year 2001 the
Outgtate Clinics and Outstate Hospitals categories each received reimbursement rates of
27 percent of their CICP costs. No additional CICP payments were made to these
providers other than those based on CICP costs. Component 1A hospitals received an
average reimbursement rate of 51.6 percent of their CICP costs. When additiona
paymentstotaling $42.6 million under the Mg or Teaching Hospital program and bad debt
payments are included, the reimbursement rate for these hospitalsincreases to an average
of 83.3 percent of CICP costs.
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Table 6: Colorado Indigent Care Program
Payments and Reimbursement Rates! for All CICP Providers
Fiscal Years 1999 Through 2001

(Dallarsin Millions)

Provider Category Fiscal Year
1999 2000 2001
Outstate Clinics
Payments based on CICP costs $4.8 $4.4 $4.9
Rate 30.0% 24.0% 27.0%
Outstate Hospitals
Payments based on CICP costs $11.0 $10.2 $15.0
Rate 30.0% 24.0% 27.0%
Component 1A Hospitals
Payments based on CICP costs $50.8 $63.0 $69.4
Rate 41.6% 47.6% 51.6%
Bad debt and Major Teaching payments® $43.7 $20.6 $42.6
Subtotal: Component 1A Hospitals, All
Payments $94.5 $83.6 $112.0
Rate 77.4% 63.2% 83.3%
Total: All Categoriesand Payments
Payments based on CICP costs $66.6 $77.6 $89.3
Bad debt and Major Teaching payments $43.7 $20.6 $42.6
Total: All Payments $110.3 $98.2 $131.9
Rate 63.1% 50.9% 63.3%

Sour ce: Office of the State Auditor analysis of Department of Health Care Policy and Financing

data.

! Reimbursement rates are cal cul ated as the amount of CICP payments paid by the Stateto a
provider divided by the provider's CICP costs. These costs are not shown in thistable.
Reimbursement rates are averages for all the providersin the category indicated; rates can also

vary for individual providerswithin categories.

2 Additional payments include bad debt and Major Teaching Hospital paymentsthat are
intended to assist qualifying hospitals with the cost of low-income care; however, these
payments are not calculated based on CICP costs. Bad debt payments were made only in
Fiscal Years 1999 and 2001. Mgjor Teaching Hospital payments were made in al three fiscal

years shown.
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Variation of Reimbursement Rates Within Categories. Within the Component 1A
category itsdf, reimbursement rates can vary subgtantialy. Some variation occursbecause
the Department uses a prospective payment methodology, meaning that in these cases
providers paymentsfor CICP servicesare based on CICP chargesand the derived CICP
costs from two years prior. No adjustment is made at the end of the year to reconcile
estimated CICP costs to actua CICP costs for the year.

While this type of variation isto be expected under a prospective payment methodol ogy,
this is not the primary source of variations anong Component 1A providers. Table 7
illugtrates additiona detail on thevariationsin reimbursement rates and paymentsfor these
hospitals.
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Table 7: Colorado Indigent Care Program
Payments and Reimbursement Rates! for Component 1A Providers Only

Fiscal Years 1999 Through 2001

(Ddllarsin Millions)

Provider Fiscal Year
1999 2000 2001
Denver Health
Payments based on CICP costs $32.0 $37.1 $38.9
Rate 45.0% 46.7% 47.2%
Payments based on CICP costs, plus bad
debt and Mgor Teaching payments® $56.1 $47.4 $65.0
Rate 78.9% 59.7% 78.8%
University Hospital
Payments based on CICP costs $15.0 $18.8 $22.9
Rate 33.5% 41.5% 52.0%
Payments based on CICP costs, plus bad
debt and Mgjor Teaching payments® $29.4 $29.1 $36.0
Rate 65.5% 64.2% 81.7%
All Other Component 1A Hospitals?
Payments based on CICP costs $3.8 $7.1 $7.6
Rate 62.0% 94.1% 95.4%
Payments based on CICP costs,
plus bad debt payments® $9.0 $7.1 $11.0
Rate 145.7% 94.1% 138.4%

Source: Office of the State Auditor analysis of Department of Health Care Policy and Financing

data.

1 Reimbursement rates are cal cul ated as the amount of CICP payments paid by the Stateto a
provider divided by the provider’s CICP costs. These costs are not shown in thistable.
Reimbursement rates are averages for al the providersin the group indicated; rates can also

vary for individual providerswithin groups.

2 Full detail for these Component 1A Hospitals can be found in Appendix B of the report.

8 These payments are not based on CICP costs. Bad debt payments are based on the
providers bad debt from prior years and were made only in Fiscal Y ear 1999 and Fiscal Y ear
2001. Major Teaching Hospital payments were made in al three fiscal years shown; only
Denver Health and University Hospital qualify as teaching hospitals under the State Plan

for the Medicaid program.
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AsTable 7 shows, in Fiscal Year 2001 Denver Health and University Hospital received
reimbursement rates of 47.2 percent and 52 percent on the basis of their CICP costs,
other Component 1A providersreceived an average of 95.4 percent reimbursement onthe
basis of their CICP costs. When al CICP payments are included, Denver Hedlth and
Universty Hospital received reimbursement rates of 78.8 percent and 81.7 percent,
respectively; other Component 1A providersreceived 138.4 percent. Appendix B of this
report showsthe breakdown by individua providersfor al hospitalsin the Component 1A

category.

The reason Denver Hedth and Universty Hospitd receive sgnificantly lower
reimbursement rates than the other Component 1A hospitas is that these two providers
are both public hospitals. Therefore, under federd regulationsthe State isalowed to have
these two providers “ certify” their CICP expenditures or costs, and in turn, the State uses
these certified expenditures as the basis for drawing federa funds. In other words,
certification of public expenditures by these entitiesisused in place of the State’ spending
state genera funds as the basis for drawing down federd funds. The State then passes
through to Denver Hedlth and University Hospitdl the federd matching fundsit receiveson
the basisof the certified expenditures. For example, if Denver Hedth certifies$100 million
in CICP cogts, the State will receive $50 millionin federd matching funds (the 50 percent
meatching rate under the Medicaid program) that are then paid to Denver Hedlth. Because
of the use of certification, neither Denver Hedlth nor Universty Hospita receives Sate
genera funds as part of their CICP payments.

On the other hand, the other Component 1A providers are private hospitals and cannot
certify expenditures under federal regulations. Therefore, these providers receive both
state general funds and federd fundsin their Component 1A payments. Asaresult, their
reimbursement rates based on CICP costs are roughly twice that of the two public
hospitds.

Denver Hedlth and University Hospita both receive Mg or Teaching Hospital funds, which
other Component 1A providers do not receive; and these payments help to make up for
some of the digparity in the reimbursement rates between the public and private hospitas
in this category. All Component 1A hospitals receive bad debt payments when these
payments are authorized by the General Assembly.

Option 2: Changethe basisfor calculating provider
reimbur sements for CICP.

The second option isto use a basis other than CICP costs derived from CICP charges
to determine provider reembursements. In order to avoid the adminigtrative oversight
problems that occur with using CICP charges, this dternative would have to be based on
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information that HCPF aready has and over which there are adequate controls in place
to ensure its accuracy and rdiability.

One dternative would be to link CICP paymentsto Medicaid utilizetion in some manner.
The Department administers the Medicaid program, and it has access to awedth of data
through the Medicaid Management Information System, which processes claims for the
Medicaid program. Since the State receives a cgpped amount of DSH funds each year,
the Department would need to develop some method of distributing funds among CICP
providers on the basis of a utilization measure or mesasures from the Medicaid program
(e.g., outpatient vidts, inpatient admissons or days, individuas served, or some
combination).

The advantages of usng a subgtitute measure for CICP charges based on Medicaid data
arethat the Department aready hasthese data and the data are subject to ongoing interna
and externd reviews. However, the Department could explore other optionsthat measure
low-income care to use as a proxy for collecting detailed information on CICP charges.
By diminating the need to track and collect information on CI CP charges, the Department
could smplify the adminigtration of CICP. Providers under CICP would till need to
determine digibility for the program in order to ensure the gppropriate popul ation receives
CICP services, and the Department would need to perform oversight with respect to this
function. However, providers would no longer need to collect and report CICP charges,
and the Department would not have to ensure the accuracy of these charges.

The disadvantage of using a subgtitute measure for CICP charges is that, inevitably, any
subdtitute will not measure exactly the same dataas CICP charges. Thus, some providers
will “win” and other providerswill “lose’ under adifferent arrangement. Additiondly, over
time the Department could not know the extent to which the new measure and CICP
utilizationmight diverge, since CICP chargeswould not be collected. Finaly, changing the
bass for payments would require changes in program statutes.

Concerning the use of Medicaid data, our preliminary satistical anaysis comparing CICP
charges with inpatient Medicaid days across CICP providers for one year indicates that
there is a farly strong relaionship between these two measures. However, as we
mentioned previoudy, we aso found that some CICP providers with high volumes of
CICP charges had relatively low Medicaid utilization rates. Any aternative basis for
paying CICP providers would require careful analyss and consideration.

Despite these disadvantages, the State should give serious congideration to using existing
Medicad data, or some other reasonable measure, as the basis for making provider
payments under CICP. Under the Hedlth Insurance Portability and Accountability Act,
whichisintended to ensurethe privacy of health care information, the Department may not
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be able to receive detailed data from CICP providers for program charges in the future
(thisis discussed further in Chapter 3). Thiswill increase the need for HCPF to perform
on-site audits of CICP charges to ensure their accuracy, thus increasing the demand on
limited administrative resources.

Although providers relative share of CICP monies would change to some degree under
any new payment methodol ogy, providers adminisirative burden would decrease because
data submisson requirements, which have been higtoricaly problematic under CICP,
would bediminated. Inany case, whatever dternative basisthe Department electsto use,
there must be adequate controls over the datain order to ensure that provider payments
under CICP are accurate and equitable.

Recommendation No. 1:

The Department of Hedlth Care Policy and Financing should present options for making
provider payments under the Colorado Indigent Care Program by:

a. Deveoping aternatives to usng CICP codts derived from CICP charges as the
basis for provider reimbursements under the Colorado Indigent Care Program.
For example, dternatives could use Medicaid dataor some other measure of low-
income care asthebasisfor cal culating CICP paymentsto providers. Alternatives
should include an assessment of the adminidrative burden on the Department and
on CICP providers.

b. For dternativesthat continueto use CICP charges asthe basisfor reimbursement,
invedtigating waysto link provider payments more directly to the volume of CICP
services rendered by participating providers

The Department should furnish a report to the General Assembly on these options by
December 1, 2002.

Department of Health Care Policy and Financing
Response:

Agree. The Department will submit areport by December 1, 2002, to the Generd
Assmbly that examines aternatives to using CICP charges as the basis for
provider reembursement and ways to link provider payments more directly to the
volume of qudified services rendered by providers. Thisreport will examine the
equity of payments, the method of payment and how careis prioritized rdative to
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the reimbursement level.  Any change in the payment methodology would be
requested through the Governor’s Office of State Planning and Budgeting and
presented to the Generd Assembly.

Role of Clinics

The origind legidation for the Colorado Indigent Care Program was enacted in 1983. A
number of changesto the statute have occurred since then, with the most substantial being
changes required as a result of the movement of the program from the University of
Colorado Hedlth Sciences Center to the Department of Hedlth Care Policy and Financing
effective Fiscd Year 1995. Asdefrom thischange, the statutory modifications have been
fairly minor in terms of impact on program operations.

Over the years, CICP has evolved, and in some instances, the manner in which the
program currently operates is not consstent with statutory language. In most cases, these
discrepancies are rdlaively minor. However, in two instances this discrepancy between
statutes and operations is more substantial and should be addressed.

Clinicsand CICP

Thefirg discrepancy concernstherole of clinicsin the Colorado Indigent Care Program.
Statutes state that the purpose of the program isto:

. .. dlocate available resources in amanner which will provide trestment
of those conditions condtituting the most serious thrests to the hedth of
such medically indigent persons, as well as increase access to primary
medical care to prevent deterioration of the health conditions among
medically indigent people. . .. (Sec. 26-15-102 (1), C.R.S).

Onthe other hand, under the section that discussesrequirementsto beincluded in provider
contracts, Satutes state that:

Contract dollars provided over the fisca year will be managed to assure
that funds are available to provide emergency services as defined in this
aticle. ... Every provider awarded a contract pursuant to this section
ghdl prioritizefor each fiscal year themedica serviceswhichit will beable
to render. ... Such medica services shdl be prioritized in the following
order: emergency care for the full year; any additiond [urgent] medical
care for those conditions the state department determines to be the most
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serious threet to the hedth of medicdly indigent persons, [and] any other
additional medical care. (Sec. 26-15-106 (8, 9), C.R.S.).

Emergency careis defined as “treatment for conditions of an acute, severe nature which
are life, limb, or disability threats requiring immediate attention, where any dday in
treatment would, in the judgment of the responsible physician, threaten life or loss of
function of a patient or viable fetus’ (Sec. 26-15-103 (1), C.R.S).

Clinicsare outpatient facilitiesand most are not designed to provide emergency care, and,
in addition, some do not provide urgent care. Our review of CICP datafor Fiscal Year
2001 indicates that 9 out of the 18 clinics that were CICP providers during the year did
not furnish any emergency or urgent care sarvices. Thus, funding clinicswith CICPmonies
appears to be at variance with statutory priorities established under Section 106.

However, the role of the clinics as CICP providers haslong been recognized by the State,
as demongrated by continued appropriations clearly designated as going in part to the
clinics. Infact, the Fiscal 'Y ear 2002 appropriation for CICP clinicsisin aseparate Long
Bill lineitem fromall other CICP providers. The dlinicsfurnish primary care to uninsured
low-income individuals who do not qualify for other government programs. Hence, they
play a critical role in meeting the second aspect of CICPs intent: to increase access to
primary medical carefor themedicaly indigent. According to the Nationa Association of
Community Hedlth Centers, which represents clinics that are federaly qudified hedth
centers, severa sudiesindicate that increased access to primary care can improve heslth
gtatus and lessen the need for more costly hospitd care.

Thus, the dinicsfulfill an important part of the intent of CICP, athough they do not meet
the medica sarvices priorities in the manner outlined under Section 106. Thisaso points
to one of the basic contradictions of the Colorado Indigent Care Program statutes. most
charges for which providers receive partid reimbursement under the program are
emergency or urgent care charges, despite the fact that primary care has been shown to
be more cost-effective over thelong run. InFiscal Year 2001 amost $206.4 million (61
percent) in CICP charges were submitted for emergency and urgent care, while about
$130 million (39 percent) were submitted for non-urgent services, or primary care.
Obvioudy, emergency and urgent care needs must continue to be addressed. However,
in order to continue to promote access to primary care, the Department should seek
gtatutory change to clarify therole of dinicsthat do not provide emergency and/or urgent
care sarvices in the Colorado Indigent Care Program.
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Reimbur sement Paymentsin Excess of CICP Costs

The second significant discrepancy concerns whether or not it is congstent with the
program’s intent that CICP providers receive CICP payments that, in total, are greater
than their CICP costs. According to statutes:

Contractswith providersshdl specify the aggregateleve of funding which
will be avalable for the care of the medicdly indigent. However,
providerswill not befunded at alevel exceeding actual costs(Sec. 26-15-
106(6)(a), C.R.S)).

The Department no longer specifiesthe leve of funding in contracts but instead uses more
generd language; thisitsaf isnot aconcern. However, it is not clear that it is condstent
withtheintent of statutesto reimburse some providersfor over 100 percent of their CICP
costs, which occurs in some instances when bad debt payments are included. As
illugtrated earlier in Table 7, in Fiscal Y ear 2001 private hospitals under Component 1A
received average reimbursement rates of 138.4 percent of their CICP cogts, after the
indlusion of bad debt payments (see Appendix B for breakdown by individua hospitals).
We recognize that bad debt payments are cal cul ated on abasis other than CICP costsand
that bad debt is itself an uncompensated cost. However, we question whether it is
appropriate to reimburse some providers in excess of their CICP costs—by means of
additional paymentsagaingt their bad debt—when other providersreceive only 27 percent
reimbursement of their CICP costs and do not qualify for any bad debt payments. The
Department should seek clarification regarding the intent of CICP paymentsin relaion to
CICP costs.

Other Discrepancies

Additiond discrepancies between statutes and operations thet are less fundamenta are
liged in Table 8. Many of these provisions appear to be obsolete and may need to be
reassessed.
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Table 8: Colorado Indigent Care Program
Statutory Provisions Needing Review
Based on 2001 Colorado Revised Statutes

Cite

Text

Problem

Sec. 26-15-104.3

As a condition of eligibility for services. .. alegd
immigrant shall agree to refrain from executing an
affidavit of support for the purpose of sponsoring an alien
onor after July 1, 1997 . . ..

No enforcement
provisonsin law or
regulation.

Sec. 26-15-105(1)

The [annual] report shall include recommendations
regarding the following . . .

Feashility of . . . amedically needy option. . . .

A schedule for implementation of a statewide service
delivery plan to commence July 1, 1992. . ..

The annual report
does not address
these areas, and
requirements may be
obsolete.

Sec. 26-15-106(5.5)

Denver hedlth and hospitals shal provide to the joint
budget committee and the chairmen of the senate and
house hedlth, environment, welfare, and ingtitutions
committees afina report provided by any management

Obsolete (Denver
Genera Hospita has
been restructured as
part of Denver

companies . . . under contract with Denver health and Health and Hospital
hospitals for the management of Denver general hospital. | Authority).
Sec. 26-15-106(12) | The state department shall establish patient per diem Obsolete; the

standards for comparable care to be effective July 1,
1984.

program does not
reimburse providers
on the basis of
patient per diems.

Sec. 26-15-106(15)

Providers. . . shdl, no less than quarterly, reimburse one
another for the cost of emergency medical care rendered
to residents of one another’ s respective regions, as well
as any nonemergency care which the responsible
provider approved in advance.

Inconsistent with
providers current
practice. Providers
do not reimburse
each other for care.

Sour ce: Office of the State Auditor analysis of program statutes, Department of Health Care Policy and Financing
data, and other information.

Statutes should provide clear guidance concerning how state programs such as CICP are
to be operated. Inconsistencies between state law and program operations should be
reconciled to avoid noncompliance or misunderstanding about the program’ sbasic intent
or requirements. The Department should seek statutory change as necessary in order to
ensure that the program operates in accordance with legidative intent and that statutes
reflect current conditions.
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Recommendation No. 2:

The Department of Hedlth Care Policy and Financing should seek legidative changeto
clarify the intent of and requirements for the Colorado Indigent Care Program including:

a. Theroleof dinicsin providing primary carein relation to requirements in statute
edtablishing medica services priorities under the program.

b. Prohibitions againgt reimbursements that exceed CICP costs in cases where
providers receive other program payments, such as those for bad debt.

c. Statutory requirements that are obsolete or need to be reassessed.

Department of Health Care Policy and Financing
Response:

Agree. The Department will examine opportunities for seeking legidative change
to claify the intent of and requirements for this program. The earliest the
Department would expect any legidative action would be the 2003 session of the
Generd Assambly.

CICP and Other State Health Programs

The Colorado Indigent Care Program is one of severd state programsthat provide hedth
careto indigent individuas. The Medicaid program and the Children’sBasic Hedth Plan
(CBHP) dso serve this population, and the Department of Hedth Care Policy and
Financing oversees dl three programs. Working in conjunction with one another, these
three programsfund heglth care servicesfor individua swith financid resourcesat or below
185 percent of the federd poverty level ($32,653 for afamily of four as of April 2001).
In Fiscd Year 2001:

» The Medicaid program expended about $1.4 hillion in payments for medica
sarvices, excluding mental hedlth and developmenta disabilities, and had an
average monthly enrollment of 295,345.

* The Children’s Basic Hedth Plan expended about $45.5 million and had an
average monthly enrollment of 29,513.
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» The Colorado Indigent Care Program reimbursed providersfor $131.9 millionto
partidly fund services to gpproximately 160,100 individuas.

While dl three programs target roughly the same population, there are important
differences among the programs, ranging from financing mechanisms to beneficiary
digibility requirements. From a budgetary perspective, the most important digtinction is
that the Medicaid program is an entittement under federd law. This means that the
program must serve dl individuas who meet the program'’s digibility rules. CICP and
CBHP are not entitlement programs, and therefore, the State can limit expenditures as
necessary. Another important distinctionisthat, unlikethe Medicaid program and CBHP,
CICPisnot an insurance plan with established benefits and aroster of beneficiaries. Al
three programs are funded by subgtantiad amounts of federd funds.

Table 9 offersasmplified graphic representation of the digibility differences between the
three programs. Ascan be seen, when anindividud’ sageincreases, the maximum income
alowable under the Medicaid program decreases. Young children are digible for
Medicad if their family’s income is less than 133 percent of the federa poverty level
(FPL); however, when a child turns six, the family income cannot exceed 100 percent
FPL. Additionaly, with the exception of ederly persons and personswith disabilities, for
an adult to qudify for Medicaid, he or she must be a parent or guardian of a Medicaid-
eligible child. Individuaswho are not digible for Medicaid may be digible for CBHP or
CICP. It should be noted that this table does not show the impact on digibility of asset
tests for Medicaid and CICP or of the differing definitions of income among programs.
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Table9: State-Subsidized Health Insurance and Health Care Services
Colorado Indigent Care Program (CICP), Children’s Basic Health Plan (CBHP), and
the Medicaid Program
Fiscal Year 2002
(Table does not reflect the impact on digibility of asset tests for CICP and Medicaid or of
differing program definitions for income.)
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Sour ce: Office of the State Auditor analysis of Department of Health Care Policy and Financing data.

Withdl three programs serving Smilar populations, combined with thefact thet individuds
can experience changes in their financid or family Stuations that affect their program
digibility, thereisthe risk that individuals may be served in a program other than the one
intended by dtate policy. Thisis exacerbated by the fact that digibility is determined by
different entities for dl three programs.
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The State is in the process of developing the Colorado Benefits Management System
(CBMS), whichisintended to be an digibility system for the Medicaid program, CBHP,
and CICP, aswd| asnumerous public ass stance programs such as Temporary Assstance
for Needy Families, Food Stamps, and the Old Age Pension program. In the case of the
three hedlth care programs, CBM Swill verify thet anindividua isnot digiblefor Medicad
or CBHP prior to enralling the person in CICP. This should help ensure that individuds
are enrolled in the correct program. CBMS was scheduled to be operationa by July
2003; however, the Department reports that recent discussons indicate implementation
may be delayed.

Our audit examined data to determine what types of overlap currently exist between the
Medicaid program and CICP in terms of persons enrolled in Medicaid recelving services
paid for under CICP. Wefound evidence of problems, some of which would presumably
be addressed by CBM Sin thefuture. However, we aso found problemswith retroactive
adjusments that CBMS is not likely to address. HCPF should improve the digibility
process for CICP and implement better controls in this area to better ensure that
retroactive adjustments occur.

We aso assessed the Department's progress in moving digible children from CICP into
CBHP. This movement has been a priority for the State because of the superior hedlth
benefits, provider rembursement, and higher federa matching rate under CBHP as
opposed to CICP. Data suggest that progress has been made in this effort.

Medicaid and the Colorado Indigent Care
Program

In order to determine what types of overlap might exist between the Medicaid program
and CICP, we examined asample of CICP chargesto determineif participating providers
were submitting charges to CICP for individuas who were smultaneoudy enrolled in the
Medicaid program. Asour sample, we selected CICP charges for services rendered in
April 2000. Using socid security numbers, we compared the ligt of individuals receiving
these CICP sarvices with Medicaid digibility information for April 2000 maintained by
HCPF.

We identified about 1,600 unique individuaswho were enrolled in Medicaid onthe same
date as they recelved services that were charged to CICP. The totd amount of CICP
chargesfor theseindividua swas about $2.3 million, and we estimate that providerswould
have been reimbursed about $554,800 on the basis of these charges. Our results are
summarized in Table 10 below.
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Table 10: Colorado Indigent Care Program
CICP Charges and Estimated Reimbur sement Amounts!
for Medicaid-Eligible Individuals?

April 2000
CICP
Chargesfor
M edicaid-

CICP Provider Eligible Estimated Estimated CICP

Category Individuals CICP Costs Reimbur sement
Component 1A Hospitds $1,581,392 $1,092,689 $487,485
Outstate Hospitals $687,301 $206,396 $49,535
Outstate Clinics $83,740 $73,953 $17,749
Totals $2,352,433 $1,373,038 $554,769

Source: Office of the State Auditor analysis of Department of Health Care Policy and Financing
data.
! Providers are reimbursed using aformulathat converts CICP charges to the estimated costs
associated with those charges. These costs are then multiplied by areimbursement rate that
is determined annually. Reimbursement rates can vary significantly among categories of

providers.
2 Dataon Medicaid eligibility was provided by the Department and based on information in the

Client-Oriented Eligibility Network (COIN).

Inanayzing these results, wefound that in many cases (48 percent) theindividua had been
determined Medicaid-dligibleat |east three months, and sometimesyears, prior toreceiving
CICP sarvicesin April 2000. Intheremaining cases (52 percent), theindividual had been
determined Medicaid-digiblewithin threemonths prior to receiving CICP servicesin April
2000. Specificdly, out of the 1,622 CICP individuas we identified that were Medicaid-
eligible a the time they received CICP sarvices.

o 783 individuas (48 percent) were determined digible for Medicaid as of January
1, 2000, or earlier—in other words, at |east three months before April 2000. Of
these, 336 had been digiblefor Medicaid for afull year prior to April 2000. One
client had been Medicaid-digible snce March 1988.

* 544 individuds (34 percent) had become Medicaid-digible between January 1,
2000, and March 31, 2000.

* 29518 percent) of theseindividuasbecameMedicaid-eigibleduring April 2000,
or the same month in which they received CICP services.
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Reasons for Overlaps Between CICP and Medicaid

Medicaid-eligibility screening. Because 783 of the overlagps occurred in casesin which
individuals had been digible for Medicaid for a number of months, this indicates thet the
providers are not effectively screening individuas for Medicaid prior to designating them
asdigiblefor CICP. Thisisdisturbingfor both providers and patients because providers
receive better rembursement under Medicaid and individuals receive better benefits and
pay lower copayments. In addition, it is not in the State’'s best interest for Medicaid
individuds to be served under CICP, because the federal funds that are used to finance
CICP arelimited. Further, the mgority of Medicaid recipients are enrolled in some type
of managed care, which meansthat the State pays amonthly capitation payment intended
to pay for some or most of the services an individud receives. If the State is also paying
for services for these individuas through CICP, the State is, in effect, paying for the same
service twice.

To address digibility determination problems, HCPF should work to improve Medicaid
screening during the CICP digibility determination process by emphasizing screening
procedures during thedigibility training workshopsfor providers. Thiswill help ensurethet
providers adequatdly check for Medicaid eigibility. For example, al of these providers
are Medicaid providers and can cdl the State' s Medicaid fiscal agent in order to find out
if anindividud is aready on Medicad.

Retroactive adjustments. For the remaining 839 casesin which Medicaid digibility was
determined threemonthsprior to April 2000, or in April 2000, therearetimingissues(eg.,
90-day retroactive Medicaid-digibility for anindividud) that could explain why aprovider
might submit CICP chargesfor aclient who is currently listed as being Medicaid-digible
for the same time period. Our analysis did not cover a sufficient period of time to
determine how many of the seemingly erroneous charges to CICP might have been
subsequently reversed by providers. However, wefound that the Department lacks clear
procedures and good information about whether or not providers are making these
retroactive adjustments in cases where individuas were classified as CICP-digible and
later determined to be Medicaid-digible. Under state law, only county departments of
socid services can determine Medicad digibility. Therefore, providers can only screen
for Medicaid and must refer patients to the counties for the forma determination if the
provider believes that the person qualifies for Medicaid.

Smilarly, a person may have aMedicaid application pending with the county at the time
he or she needs sarvices. In these cases, the provider cannot classify the person as
Medicad-digible, regardiess of how likely it may appear. However, providers can
determine CICP digibility, and, therefore, if the person’s Medicaid tatus is unclear and
the individua meets CICP requirements, the charge is classified as a CICP charge. If a
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person is later determined by the county to be eligible for Medicaid, under Medicaid
regulations any servicesincurred up to 90 days prior to the date of eigibility determination
may be covered by Medicaid. Thisrequiresthat the provider reclassfy the CICP charge
asaMedicaid charge.

The Department depends on providers to perform the appropriate reclassifications for
these CICP charges. As mentioned above, our analysis did not cover a sufficient period
of timeto alow usto assesswhether or not these adjustments had taken place. However,
we found that the CICP manua does not give providers clear ingtructions on how these
adjustments should bereported. These proceduresare documented in the sectionwiththe
provider audit guidelines and not in any section that outlines procedures for providers
themsdves. The Department reportsthat it receives somelettersfrom providersregarding
refunds to CICP based on later adjustments.

Without clear indructions to providers regarding how post-year-end adjustments should
be tracked and reported, the Department lacks assurance that it receives dl refunds due
to CICP or that these adjustments are handled appropriately. For example, the
Department reports that one provider deletes a sufficient number of CICP charges from
the current fiscal year to offset the amount of retroactive Medicaid adjustments for prior
year CICP clients. This may result in charging the correct net amount to CICP.
However, it meansthat utilization numbersfor ClCP services may not be accurate and that
the Department lacks knowledge of whether any adjustments were made.

The Department should take steps to prevent improper billing to CICP and to improve
post-year-end reporting. Our results further emphasi ze the need for adequate review and
follow-up with providers on CICP digibility problemsthat are identified during the annua
provider audits, as described in Chapter 3.

Recommendation No. 3:

The Department of Hedlth Care Policy and Financing should follow up on theresults of the
data match performed by the Office of the State Auditor between the Colorado Indigent
Care Program and the Medicaid program. HCPF should contact providers, as
appropriate, that submitted CICP claims for individuaswho aredigiblefor Medicad and
request that providers report on how adjustments to CICP charges have been made for
these claims. It should seek reimbursement as appropriate.
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Department of Health Care Policy and Financing
Response:

Patidly agree. The Department notes that there is not evidence that a duplicate
damwasfiled with both the Medicaid program and CICP. The Department does
not plan to contact providers regarding the finding of the Office of the State
Auditor, dueto limitations of thesample size. However, the Department will work
toward identifying the scope of the issue and will take stepsto both darify policy
and, to the extent possible, diminate or minimize the problem in the future. The
Department will clarify languageinthe Fisca Y ear 2002-2003 CICP Manud that
outlines procedures and palicy in an attempt to minimize this problem in the future
by July 1, 2002.

Auditor’s Addendum

Our audit identified instances of possible overpayments to CICP providers for
individuals that were eligible for Medicaid at the time CICP services were
rendered. The detailed results of our data match are being provided to HCPF.
Addressing known problemsis essential for program integrity, and in this case,
can be accomplished by distributing information from the data match to the
providersfor their review and follow up.

Recommendation No. 4:

The Department of Hedlth Care Policy and Financing should ensure that applicantsfor the
Colorado Indigent Care Program are screened for Medicaid digibility in al gppropriate
ingtances by training providers on Medicaid digibility screening procedures outlined in the
CICP manual.

Department of Health Care Policy and Financing
Response:

Agree. The Depatment will strengthen the CICP digibility training and include
further training on the Medicaid digibility screening procedures that are dready
outlined in the CICP manud. This materid will beincluded in the CICP digibility
training by July 1, 2002.

Recommendation No. 5:

The Department of Hedth Care Policy and Financing should ensure post-year-end
retroactive adjustments are made to charges for the Colorado Indigent Care Program by



Colorado Indigent Care Program Performance Audit - February 2002

developing and implementing procedures for providers to report these adjustments and
related information to the program.

Department of Health Care Policy and Financing
Response:

Agree. The Department has dready taken stepsto clarify the guideines outlined
inthe current CICP manua so adl providersare aware of the proceduresto report
retroactive adjussments. These procedures will be included in the Fisca Year
2002-2003 CICP Manud. The Department will implement the procedures for
meaking adjustment by October 31, 2002, so the information will beincluded with
the fina Fisca Year 2001-2002 cost data submitted by CICP providers.

Children’sBasic Health Plan and the
Colorado Indigent Care Program

For many years, low-income children not digible for Medicaid could receive Sate-
subgdized hedth care services only through CICP. However, with the crestion of the
Children’s Basic Hedth Plan (CBHP) in April 1998, the State now has a third program
targeted exdusvely at children with afamily income that does not exceed 185 percent of
the federa poverty level. Asaresult, under current program ruleslow-incomechildren are
frequently digible for both CICP and CBHP.

There are severa advantages to enrolling children in CBHP rather than CICP. CBHP
offerschildren acomprehensive set of benefitsand grester accessto providersthan CICP.
Families with children in CBHP pay lower copayments than under CICP and are better
protected from catastrophic medical expensesrelated to their children. Providersreceive
higher reimbursement for care under CBHP, and increasing enrollment in CBHP improves
CBHP's purchasing power for hedth care services. Findly, serving children through
CBHP increases the financia resources available to CICP s other beneficiaries, such as
single, nonederly low-incomeadultsthat cannot be servedin either CBHP or theMedicaid

program.

In recognition of the advantages of serving children in CBHP rather than CICP, the
General Assembly passed SB 00-223, which required that HCPF evauate the possibility
of eiminating CICP for children igible for CBHP and requiring families to enroll these
childrenin CBHP. The Department submitted the required report in November 2000. In
the Children’ s Basic Health Plan Performance Audit (July 2000, Report No. 1225A),
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conducted by the Office of the State Auditor, we recommended that the Department
improve coordination between CBHP and CICP as part of an effort to facilitate this
movement of children into CBHP and to promote overall program coordination and
consolidation between these two programs and the Medicaid program.

Moving Children From CICP Into CBHP

During our current audit of CICP, we met with HCPF staff and reviewed program data
to assess how successful the Department has been in coordinating CBHP and CICP and
moving digible children from CICP to CBHP.

Depatment staff described the following actions taken since our July 2000 audit to
advance the trangtion of children from CICP to CBHP.

*  Senate Bill 01-052 replaced CBHP s monthly premium sructure with an annud
enrollment fee. This change sgnificantly reduced the cost of CBHP for families
with an annua income greater than 100 percent of the federd poverty level by
eliminating monthly premiums and ingteed requiring amuch lower annud fee.

*  During Fiscd Y ear 2001, Saterulesdefining “family” under CBHP were changed
in order to dign the definition with that used under CICP. This was intended to
facilitate the trangtion for familiesfrom CICPto CBHP and dlow the Department
to better coordinate the health care needs of family members, both children and
adults.

*  Depatment staff met with providers, many of whom are providers under both
CBHP and CICP, to encourage them to recommend CBHP to familieswho have
a choice between the two programs. Staff report that providers have been
responsive and are actively supporting CBHP as the more beneficia option for
families

* Hndly, the Depatment successfully proposed a rule change to the Medicdl
Services Board for CICP that prohibits children digible for CBHP from enrolling
in CICP. Thisrule goesinto effect on July 1, 2002.

To determine theimpact of these efforts on enrollment, we compared information from the
two programs. Becausethe programstrack different types of data, our results are shown
intwo different tables. Table 11 illustratesthe changein utilization of services by children
under CICP from Fiscal Years 1998 through 2001. Table 12 shows the change in
average monthly enrollment of children in CBHP between Fiscd Y ears 1999 and 2001.
Ascan beseen, utilization of servicesby childrenin CICP has decreased about 52 percent
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over thefour-year period; thisislikely agood indicator that fewer children are participating
in CICP. CBHP began operations in April 1998, and Table 12 shows that average
monthly enrollment for that program hasincreased about 130 percent during the three-year
period shown. Therefore, the Department appearsto have had successin moving children
from CICP and into CBHP.

Table 11: Colorado Indigent Care Program
Number of Children Served
Fiscal Years 1998 Through 2001

Fiscal Year
1998 1999 2000 2001

0572 62045 | 45063 | 43617

Inpatient admissions and outpatient visits
for children 0-17 years of age

Sour ce: Office of the State Auditor analysis of Department of Health Care Policy and Financing
data.

Table 12: Colorado Indigent Care Program
Children Served Through the Children’s Basic Health Plan
Fiscal Years 1999 Through 2001

Fiscal Year
1999 2000 2001
Average monthly enrollment (0-18 years of age) 12825 | 23015 | 29513

Sour ce: Office of the State Auditor analysis of Department of Health Care Policy and Financing
data.

Continued Need for CICP for Children

Although the Department has been successful in moving many children from CICP to
CBHP, it is evident that a number of low-income children gtill rely on CICP for reduced-
cost hedth care. Although it isnot known how many children are dtill served in CICP that
are dligible for CBHP, there are reasons why there will dways be a need for some low-
income children to receive services through CICP.

Primarily, not dl children in families with income of lessthan 185 percent FPL areeligible
for CBHP. Federd law prohibits a child from enralling in CBHPf the child isdigible for
health coverage under astate hedlth plan because afamily member isemployed by apublic
agency in the State of Colorado. Also prohibited from enroliment in CBHP are children
who arelegd immigrants but entered the country after August 22, 1996, and have not lived
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inthe United Statesfor at least fiveyears. Thereare dso Sate statutes and regulationsthat
bar children from enrollment in CBHP. For example, CBHP rules prohibit enrollment by
achild who has, or has had within the past three months, coverage through an employer-
sponsored hedth plan unless the child logt hedth coverage due to achangein or loss of
employment. Findly, there are other circumstances in which a child may be digible for
CICP but not for CBHP. For example, CICP alows seasona workers to average their
seasonal income over the year S0 that thefamily isequdly digiblein high- and low-income
months. CBHP does not alow this.

By continuing to involve providers in encouraging families to enrall children in CBHP,
rather than CICP, and by implementing the new rule requiring CBHP-dligible children to
be enrolled in that program, the State should be able to minimize the number of children
served in CICP to the extent possible under state and federa laws and regulations.
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Provider Rambursement
Chapter 2

| ntroduction

In Fiscal Year 2001 the Colorado Indigent Care Program paid participating providers
about $131.9 million aspartial compensation for the cost of providing careto low-income
individuds digiblefor CICP. Therewere 66 providersintheprogram, including 17 clinics
in the Outstate clinic category, 40 hospitas in the Outstate hospital category, and 9
hospitals in the Component 1A category. In total, these providers submitted over $382
millionin CICP charges. These charges arethe primary basis upon which the Department
determines payments to providers.

Calculating Paymentsto Providers

Our audit examined the Department’s policies and procedures for making payments to
CICP providers. Our objectives were to determine if the Department’ s payments were
caculated accurately and on an equitable and appropriate basis for dl providers within
each category (Outdtate clinics, Outdtate hospitals, and Component 1A hospitdls). As
mentioned, paymentsto CICP providersare primarily made on the basisof CICP charges
and estimated codts; in Fiscal Year 2001 about $89.3 million (68 percent) of the $131.9
millionin paymentsto CICP providerswere caculated onthisbasis. Theremaining $42.6
million was compaosed of $21.2 million in additiona payments under the Mgor Teaching
Hospital program and $21.4 million in bad debt payments. Because the mgority of
payments are based on CICP costs derived from CICP charges, and because the
caculations required for these payments are more complex, our audit focused on the
paymentsthe Department cal culatesusing CICP charges. We performed alimited review
of Mgor Teaching Hospital and bad debt payments, which do not involve as much data
collection and cdculations. We did not identify problems with respect to the Mgor
Teaching Hospital and bad debt payments.

Our audit tested providers prospective payment amounts for Fisca Year 2002. We
examinedthe Fiscal Y ear 2000 provider datathat served asthebasisfor Fisca Y ear 2002
payment calculations and the Department’ s process of compiling and reviewing the data;
we tested a sample of charges from both Denver Hedth Medical Center (Denver Hedlth)
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and the Univerdty of Colorado Hospital (University Hospital) and verified the charges
againg supporting documentation; we tested the Department’ s process for calculating
payments to providers, and we evauated the Department’ s methods and processes for
accuracy, equitable treatment of providers, and adherence to state and federa
requirements.

We found that the Department needsto improve controls over the reimbursement process
by (1) issuing policies that define the charges and rdlated adjustments that are to be
submitted to HCPF for CICP, (2) ensuring charges are supported and alowable under
state policy, and (3) implementing procedures to adequately document and review
payment calculaions and related decisons. Findly, the last section of this chapter
recommends a change in one aspect of the method used to calculate payments for
Component 1A providers in order to streamline the calculation and achieve a more
equitable basis for determining estimated CICP costs for these providers. As a
background to the findings, the calculations used to arrive at CICP costs and providers
reimbursements are described below.

In order to determine CICP costs, the Department must compile information on CICP
charges and then, using a cost-to-charge ratio, calculate the estimated CICP costs of
those charges. Charges are those amounts that providers bill for the services they render
to CICP-digible individuas. Because of the timeit takes to compile CICP chargesfrom
dl providers a the end of the fiscd year, the Department calculates the current year's
reimbursements on the basis of actual CICP charges fromtwo yearsprior. For example,
the reimbursement paymentsfor Fiscal Y ear 2002 are based on providers CICP charges
submitted for Fisca Y ear 2000 and the related estimated costs of those charges. These
cdculations are outlined below.

Calculation of CICP Write-Off Costs and Provider Payments

Total CICP Charges - (Third Party Payments + Patient Liability) = Write-Off Charges
Write-Off Charges x ( Medicare Costs' /Medicare Charges' ) = Write-Off Costs

Write-Off Costs x Two-Y ear Inflation Factor = Estimated Write-Off Costs

Estimated Write-Off Costs x Reimbursement Rate = Projected Payment for Y ear

M edicare costs and Medicare charges are the provider’ stotal allowable costs and charges under the Medicare
program from Worksheet C of the provider’s Medicare cost report.
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To calculate each provider’ s payment, total CICP charges arefirst reduced by payments
from third party payers (payments from other insurance plans, if the individua has other
coverage) and the patient’s liability (i.e, copayment) to arrive at write-off charges.
Second, write-off charges are multiplied by a ratio based on totd alowable Medicare
costs and charges (referred to asaprovider’ s * cost-to-charge ratio”) from the provider’s
most recent Medicare cost report; this calculation yields the provider’ s estimated cost of
serving CICP clients. Third, write-off costs are inflated two years ahead to compensate
for the two-year time lag between the base year (the year in which the charges occurred)
and the year for whichreimbursementsarebeing calculated. Lasily, theinflated estimated
costs are multiplied by the reimbursement rate for the provider’ s category to arrive a the
provider’s projected payments for the fiscal year. For example, for Fiscal Year 2002
these rates are Outdtate clinic, 28.8 percent; Outstate hospital, 28.8 percent; and
Component 1A hospital, 85.3 percent. Steps 1 through 4 are calculated for each
individua provider using that provider’s data.

Providers are natified at the beginning of the fiscal year of the amount of their projected
payments for the period, and payments are sent to providers agpproximately every two
months. Asof Fisca Year 2002, dl providerswill be paid on a*“prospective’ bass. This
means the payments will not be adjusted at year-end for the difference between the
provider's“estimated costs’ and “actud codts’ for the year. Prior to thistime, payments
to Outstate hospitals and clinics were adjusted to actua costs at the end of each fisca
year. Component 1A hospita's have been paid under the prospective method for CICP
for anumber of years.

Clarification of Policieson Chargesto Be
Submitted to CICP

In order to determine the accuracy of the projected amounts for provider payments for
Fisca Year 2002, we reviewed the charges submitted to the Department for Fisca Year
2000 because, as stated above, under the Department’s methodology these were the
charges upon which the Fisca Y ear 2002 reimbursements are based. Our audit tested a
sample of 25 charges each from Universty Hospital and Denver Hedlth to determineif the
chargeswerefor CICPdlowable servicesand provided to digibleindividuds. Inaddition,
we tested whether the information submitted to HCPF for the charges was consistent with
the underlying data maintained by the provider. These two providers render the highest
volume of services under CICP and receive the highest dollar amount of payments. For
example, in Fisca Year 2001 they received payments of $61.8 million on the basis of the
CICP chargesthey submitted to HCPF for Fisca Y ear 1999. Thisaccounted for over 69
percent of al CICP paymentsin Fiscal Year 2001 that were made on the basis of CICP
charges.
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Out of the 25 Fiscal Year 2000 charges we examined for each of these providers, we
found errorsin 10 of the charges (40 percent) at Denver Hedlth and 5 of the charges (20
percent) a University Hospita. Generdly, the errors related to digibility documentation
and incorrect copayments. Since Fisca Year 2000, Denver Hedlth reports that it has
improved its ability to locate digibility documentation by implementing anew system thet
scans applications directly into the system.  Additiondly, Denver Hedlth has indituted a
qudlity review process to reduce errors related to copayments. The errors we identified
at both providers were generaly consistent with the results of the annual CICP provider
audits and indicate the need for the Department to have an effective audit process for
CICP. (The provider audits and the Department’ s oversight of the audits are discussed
further in Chapter 3.)

Inconsistenciesin Calculating Write-Off Charges

The issue identified that was of greatest concern, however, and which was not identified
during the annudl provider audits, was that the two providers included different amounts
inthird party payments. Due to their differing interpretations of what was dlowable under
date and federd laws and regulations, the two providers caculated third party payments
differently and reported this information, along with CICP charges, to the Department.
This caused a lack of consstency in how write-off charges were calculated for the
providers, and, as aresult, these providers payments were caculated using incons stent
data

The discrepancy slemmed from ingtances in which an individua was digible for both
Medicare and CICP. Of the 25 charges tested a University Hospital, we identified 3
charges (12 percent) for which Universty Hospitd did not include the Medicare
contractua adjustment in third party payments when reporting CICP charges to HCPF.
The Medicare contractua adjustment is the difference between the hospita’s normal
charge for a service and the amount that the federa government has agreed under the
Medicare program to pay for the service; in other words, the contractual adjustment isa
discount on servicesthat the provider agreesto furnishin order to participatein Medicare.
Because the Medicare contractud adjustments were not included in third party payments,
the Department did not subtract these adjustments from total charges when caculating
write-off charges. In effect, University Hospita billed CICP for the discount it isrequired
to give when providing services under the Medicare program.

University Hospital stated that it hasroutingly charged the M edi care contractud adjustment
to CICP because it represents “uncompensated charges,” and the State does not have
policiesin place prohibiting this practice. However, under federa Medicare regulations,
Medicare providers are not alowed to bill individuas or other programs, including CICP,
for theMedicare contractual adjustment. During our review of Denver Health charges, we
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found that Denver Hedlth had included the Medicare contractua adjustment with third
party payments, and thus, the contractuad adjustment was not billed to CICP. Denver
Hedth stated that it was not its policy to bill CICP for the Medicare contractua
adjustment.

Upon request, University Hospital reported to usthat its Fisca Y ear 2000 CICP charges
included approximately $6.7 million in Medicare contractua adjustments. Using the
Department’ s method for caculating payments to Component 1A providers, we estimate
that thistrandatesinto about $2 million (9 percent) of University Hospitd’ stota projected
Fiscd Y ear 2002 reimbursement of $21.7 million in Component 1A payments. (University
Hogpital’ s reimbursement calculation isdiscussed later in this chapter in Recommendetion
Nos. 10and 11.) In other words, University Hospital’ s reimbursement would have been
$2 million less for the current year, had the Medicare contractual adjustments been
reported as part of third party payments and subtracted out of total CICP charges. Asa
result, there was $2 million less available to pay other Component 1A providers.

Theincong stenciesin reporting contractua adjustmentsmeansthat providersarenot being
reimbursed on an equitable basis. In this particular case, the inconsastency is particularly
problematic because it results from the provider's lack of compliance with federa
regulations. Therefore, we are recommending that the Department adjust University
Hospitd’ s Fiscal Y ear 2002 projected reimbursement to deduct the $2 million derived
from the Medicare contractual adjustments not subtracted from CICP charges. In
addition, HCPF should work with the Centers for Medicare and Medicaid Services, the
federal agency that oversees both of these programs, to determine additiond actions that
the Department might need to takewith respect to prior year CICP paymentsto University
Hospitd.

Formalization of Policies and Use of On-Site Audits

Theinconsstency in how thetwo largest CICP providers handled contractud adjustments
occurred for two reasons. First, the Department does not audit charges submitted to the
program to the provider's supporting documentation. Hence, HCPF did not have
aufficient meansto identify this problem and addressit. Currently the Department relies
on audits performed by providers external auditorsto identify problemsrelated to CICP;
as mentioned earlier, the audits are discussed in Chapter 3. Additionaly, since the
provider audits did not identify the problem with Medicare contractua adjustments at
Universty Hospitd, there is no assurance that other providers are not billing the State for
these adjustments aswell.

The second reason for thisincong stency isthat the Department has not formalized policies
regarding how contractua adjustments should be reported to the State to ensure that they
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are subtracted from total CICP charges. More broadly, the CICP manual doesnot define
“charges” The manud should State that charges should be derived from the provider's
billing systlem and thet charges for CICP services should be the same as those charged to
other patientsreceiving the same service during the same period. Althoughwedid not find
ingancesinwhich providerswerebilling CICP dlientsfor chargeson abassdifferent from
that used for other patients, the problems identified with the contractual adjustments
demondrate the potentid for inconsstencies in reporting—and, thus, the bass for
reimbursement—when terms and requirements are not clearly defined.

Program staff report that it is the Department’ s intention that contractuad adjustments be
included in third party payments. However, thishasonly been communicated informaly,
which dearly is not sufficient. The Department should establish policies regarding CICP
charges and adjustmentsto charges and periodically perform on-gtetesting of chargesfor
those providers that receive significant amounts of reimbursement under CICP, or where
other indications of risk exist. Whileit isreasonablefor the Department to usethe externa
audits as one toal to oversee the program, the audits are not a sufficient subgtitute for the
Department itsalf testing the source data used to determine payments for CICP. Findly,
the next section describes the Department’ s increasing reliance on summary data from
providers. Thiswill present further risks and possible misapplicationof state policiesand
further indicates the need for HCPF to undertake some degree of on-site testing of
charges.

Recommendation No. 6:

The Department of Health Care Policy and Financing should reduce the projected Fisca
Y ear 2002 payment for University Hospitd to reflect the provider’ soverbilling of the State
related to the Medicare contractud adjustments of gpproximately $6.7 million. HCPF
should work with the Centersfor Medicare and Medicaid Servicesto determine additional
actions the State should take as a result of prior overpayments made with Medicaid
Digproportionate Share Hospital fundsto University Hospital dueto Medicare contractua
adjustments.

Department of Health Care Policy and Financing
Response:

Agree. The Department has requested the necessary data from University
Hospital so these adjustments can be made to the figures reported in the Fiscal
Year 1999-2000 and Fiscal Year 2000-2001 annua reports and the
corresponding projected Fiscal Y ear 2001-2002 rei mbursement will be adjusted.
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Once this report has been published, the Department will contact the Centers for
Medicare and Medicaid Servicesto determine any potentid ligbility for the State.
The Department expectsthiswork to befinaized before July 1, 2002. TheFisca
Year 2002-2003 CICP Manud will further clarify that Medicare contractua
adjustments cannot be billed to CICP.

Recommendation No. 7:

The Department of Hedth Care Policy and Financing should ensure charges submitted for
the Colorado Indigent Care Program are cond stent with the program’ sintent and reported
on the same bassfor dl providers by:

a. Devdoping forma poalicies regarding the bags for reported charges and how
contractual adjustments and other adjustments should be treated.

b. Peforming periodic on-site testing of the vdidity of charges and related
adjustments submitted to CICP on the basis of the amount of reimbursement a
provider receives and other risk factors.

Department of Health Care Policy and Financing
Response:

Agree. The Depatment will formaize the policies regarding contractua
adjusments and other adjustments in the Fiscal Y ear 2002-2003 CICP Manual
that will beissued by July 1, 2002. Currently the Department does not have the
funding or the FTE available to perform periodic testing of the validity of charges
and related adjustments submitted to CICP. The Department will consider
requesting additiona resources to perform this function.

Auditor’s Addendum

If the decision ultimately is made to continue to reimburse CICP providers
primarily on the basis of CICP costs derived from CICP charges (see
Recommendation No. 1), the Department must implement controlsto ensurethe
accuracy and appropriatenessof thosecharges, includingon-siteauditsperformed
on the basis of risk. Without these controls, requesting data on CICP services
from providersis not a meaningful requirement.
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Substantiation of Charges Reported to CICP

In addition to testing a sample of CICP charges submitted by Denver Hedth and
Universty Hospita, we examined the CI CP charge datasubmitted by providersindl three
categories of CICP providers to ensure that the data agreed with the amounts used by
HCPF as the basis for calculating rembursements. During our review we found that
Denver Hedth and University Hospital had submitted some CICP charge information to
HCPF in summary format. When we requested that these providers furnish us with the
supporting data for these summary amounts, we found these providers could not
Substantiate the full amount of chargesreported for Fisca Y ear 2000. Denver Hedth was
not able to support about $245,800 (0.2 percent) of CICP charges submitted, and
University Hospital was not able to support about $1 million (1.3 percent) of its CICP
charges. Providers reported that they had not maintained al underlying data for CICP
charges, once it was submitted to HCPF. In some instances, they were unable to re-
create the data.

In addition, Denver Hedlth discovered an error that had resulted in an overstatement of
amost $2,996,000 in ambulance charges reported to HCPF in summary format only for
Fiscal Year 2000. This caused an overstatement of Denver Health's Fiscal Y ear 2002
projected payment of about $1 million. One of University Hospitd’s subcontractors,
University Physicians, Inc. (UPI), discovered that it had erroneoudy submitted about
$2,163,700 in duplicate chargesfor Fiscal Year 2000. Of thisamount, $1,973,900 was
for physician charges submitted through University Hospita, and $189,800 was for
physician charges submitted through Children’s Hospitd.  Children’s Hospitdl is another
Component 1A provider for CICP. These duplicate charges submitted by UPI resulted
in an overstatement of University Hospitdl’s and Children’s Hospitd’ s Fisca Y ear 2002
projected payments of about $592,000 and $95,000 respectively. In total, the errors
identified in summary data submitted by Denver Hedlth, University Hedlth, and Children's
Hospitd, resulted in total projected overpayments for Fiscd Year 2002 of dmost $1.7
million. If we had not requested this detailed data, these errors might have gone
undetected. Table 13 summarizes the results of our testing related to substantiation of
charges by Denver Hedlth and University Hospitd.
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Table 13: Colorado Indigent Care Program
Charges Reported for Reimbursement by Denver Health and University Hospital
Fiscal Year 2000 Charges (Basis for Fiscal Year 2002 Provider Payments)
Denver University
Charges Health Hospital
Charges Submitted for Reimbursement to CICP $122,751,954 $81,643,806
Less: Charges Supported With Detailed Data* $105,797,904 $59,628,952
Subtotal: Charges Reported in Summary Format Only, No
Detail Provided $16,954,050 $22,014,854
Less: Additional Charges Substantiated With Detailed Data
During OSA audit $16,708,233 $20,966,483°

Find Amount of Charges Not Substantiated With Detailed Data $245,.817 $1,048,3714

Percent of Total Charges Not Substantiated With Detailed Data 0.2% 1.3%

Sour ce: Office of the State Auditor analysis of Department of Health Care Policy and Financing and provider

data.

1 Hospital facility chargesonly.

2 Denver Health submitted summary charges for subcontracted services for pharmacy, physician, ambulance,
and laboratory processing. During the audit, Denver Health reported that in reviewing its Fiscal Y ear 2000
ambulance charges it determined these charges were erroneously overstated by $2,995,691.

3 University Hospital submitted summary charges for its pharmacy charges and for subcontracted services for
University Physicians, Inc. (UPI). During the audit UPI reported that it erroneously submitted $1,973,927 in
duplicate physician chargesfor Fiscal Y ear 2000.

4 University Hospital was unable to provide detailed datato substantiate the full amount of pharmacy charges
of $5.2 million because two months of Fiscal Y ear 2000 data had been deleted from the hospital’ s system.

The lack of substantiating datais caused by the Department’ s failure to enforce standard
contractud provisons with CICP providers. All state contracts contain language thet the
contractor “shal maintain complete files of al records, documents, communications, and
other materialsthat pertainto operations. . . or the deivery of services’ under the contract
and for which payments are made. The contract also states that records are to be
maintained and accessibleto the State for five yearsfrom the end of the State’ sfiscal year
and that subcontractors are bound to the requirements of the contract.

In practice, the Department has not enforced data maintenance requirements, and in
addition, it has dlowed both Denver Hedlth and Universty Hospitd to report only
summary information in cases where the providers contracted for services such as
physcian, pharmacy, or ambulance services. For University Hospital, HCPF attached
specid provisons to the facility’s Fiscal Year 2000 contract stating that summary
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informetion only could be submitted for physician and pharmacy charges. HCPF staff
report that when aprovider contractsfor services, the provider may not have accessto the
detailed information. Therefore, for these providers HCPF relies on a combination of
detalled data (from the facility itsdlf) and summary data (for contracted services).  This
practice of allowing summary datato be submitted presentsarisk for the State. If detailed
data are not furnished, the Department risks making payments of state and federa funds
for charges that do not exist.

M aintenance of Records Requirements

In Fisca Y ear 2001 the Department’ s policy on data submission changed to require that
only the three providers with the highest leve of utilization submit detailed chargesfor the
facility (Denver Hedlth, University Hospital, and Memorid Hospital in Colorado Springs).
These providers are il dlowed to submit summary data for contractud services. All
other providers are required to submit only summary information for al charges. Under
requirements imposed by the federd Health Insurance Portability and Accountability Act
(HIPAA), the Department anticipates that in the future it may be limited to recelving
summary information fromdl providers, regardiessof leve of utilization (seediscusson on
HIPAA in Chapter 3). Therefore, the Department’s reliance on summary data could
increase.

It is the Department’ s responsibility to ensure that al costs rembursed by the State for
CICP arevdid. To accomplish this, HCPF should establish policiesin the CICP manua
that reflect record maintenance and retention requirements that are consstent with those
inthe Department’ scontractswith providers. HCPF sincreased dependence on summary
reporting by the providers is another reason the Department needs to implement
procedures for on-gite testing, as discussed in the previous recommendation.

By enforcing these contractua requirements, the Department will hel p ensurethat payments
are based on vaid charges and that detailed information is availablefor review by externa
auditors and by the State.

Recommendation No. 8:

The Department of Hedlth Care Policy and Financing should reduce the projected Fiscal
Year 2002 payments for the Colorado Indigent Care Program to correct the following
errorsin Fisca Year 2000 charges:

a. Ovehilling of ambulance chargesin the amount of $2,996,000 by Denver Hedlth.
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b. Duplicate physcian charges by Universty Physcians, Inc., in the amount of
$1,973,900 and $189,800, respectively, by University Hospitd and Children’s
Hospita. 1n addition, HCPF should consider the need for prior year adjustments
based on charges from University Physicians, Inc.

Department of Health Care Policy and Financing
Response:

Agree. The Department has requested the necessary data from Denver Hedlth
and University Physicians, Inc., so these adjustments can be made to the figures
reportedintheFisca Y ear 1999-2000 and Fiscal Y ear 2000-2001 annual reports
and the corresponding projected Fisca Y ear 2001-2002 reimbursement will be
adjusted. The Department expects thiswork to be findized before July 1, 2002.

Recommendation No. 9:

The Department of Hedlth Care Policy and Financing should ensure that charges and
related adjustments submitted to the Colorado Indigent Care Program are gppropriate by
establishing policiesand proceduresthat enforce contractua provisonsrequiring providers
to maintain detailed data to substantiate al amounts reported to the State as a basis for
reimbursement, including those for contractua services.

Department of Health Care Policy and Financing
Response:

Agree. The Department will further educate providers on the contents of the
current contract and reinforce that providers maintain the detailed data to
subgtantiate all amounts reported to the State as a basis for reimbursement,
induding thosefor contractua services, for aperiod of fiveyears. TheFisca Year
2002-2003 CICP Manud will darify thisissue. Implementation Date: July 1,
2002.

Review Process

As described, each provider’ sannua rembursement is calculated using chargesfor CICP
servicesand related adjustments. For Component 1A providers, the Department performs
reimbursement cdculations on the basis of data as reported in the CICP annual report.
We investigated whether the CICP Fisca Y ear 2000 annual report, which served as the
bass for caculating Fiscd Year 2002 reimbursements for Component 1A providers,
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accurately represents the uncompensated charges submitted by the two largest CICP
providers, Denver Hedth and Universty Hospitd. (Additiona work performed on
Component 1A and other providers reimbursementsis discussed in the next section.)

We identified three errorsin the Fisca Y ear 2000 CICP annual report in CICP datafrom
Universty Hospital. Altogether, these errorsresulted in aprojected overstatement of that
fadlity’ sreimbursement for Fiscal Y ear 2002 of $1.4 million. Inthiscase, the errorswere
not caused by the data submitted by University Hospitd; they were the result of errors
made by HCPF staff when assembling the data, and they were exacerbated by the
Department’ s method for calculating Component 1A payments.

As described previoudy, the Department subtracts from total chargesthe patient lighility,
or copayments, and any third party payments (payments from other insurers) received by
the provider for each service. Currently the Department handles the “ patient ligbility” part
of the caculation differently for Component 1A provider rembursements than it doesfor
Outdtate providers. For Component 1A providers, HCPF subtracts a provider-specific
percentage of patient ligbility, rather than the full patient liakility, from each provider’ stota
charges (a more complete comparison of the caculations used for Component 1A and
Outdtate facilities is addressed later in this chapter). Staff explained that the percentageis
intended to estimate the portion of patient ligbility the provider actudly collects. The
percentage variesby provider and isdetermined by the provider’ spast collectionssuccess.
For Outstate providers, no such adjusment ismade, and the full amount of patient ligbility
is subtracted from total charges.

The errors identified with respect to University Hospitd’ s rembursement calculation are
described below:

1. When HCPF gtaff compiled the Fiscal Y ear 2000 annud report, the amounts for
third party paymentsand peatient liability weretransposed. The correct amount for
third party payments of $6,737,031 was reported as patient liability.

2. Inadditionto trangposing third party payments with petient liability, HCPF staff
used the wrong number from Universty Hospitd’s data for patient ligbility.
Instead of ligting petient liability of $4,207,353, the Department erroneoudy used
data from an earlier document that showed patient payment of $3,446,758.

3. Thenumbersfor Universty Hospita in the CICP Fiscal Y ear 2000 annud report
included chargesof $2,121,159 from the M edi cation Assistance Program (MAP).
MAP isaprogram by which pharmaceutical companies provide free medication
to indigent patients. Since University was reimbursed fully by the companies for
these charges, the amounts were not eligible for reimbursement under CICP.
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Thus, the amount should not have been included in CICP charges or should have
been included in both“totdl charges’ and “third party payments’ in order that the
amounts would offset each other and there would be no effect on write-off
charges. Ingtead, University Hospital reported theM AP chargesin“tota charges’
and “patient ligbility.”

Overdl, the various errors and the Department’ s practice of reducing patient liability toan
estimated patient payment amount resulted in an overgatement of $1.4 million in
Universty Hospitdl’ s projected reimbursement for Fiscal Y ear 2002 of $23.1 million. The
corrected amount is about $21.7 million.

Review of Provider Data and Annual Report Compilations

According to the Department, one staff person is solely respongible for compiling the
CICP annud report, and no one confirms or reviewsthat each provider’ s charges, patient
lighility, and third party payments are correct and consistent with the provider's source
data Also, caculaions using the information in the annud report are not reviewed.

Additiondly, the staff person who calculates the Outstate provider reimbursements does
not calculate the Component 1A provider reimbursements. Two different individuals
cdculate the Outstate and Component 1A provider reimbursements using dightly different
methodologies, and the two staff members are not cross-trained to be knowledgeable
about the other rembursement calculation. With respect to the incluson of the MAP
charges in CICP charges, the error resulting from this could have been avoided if the
Department had correctly identified that these were not CICP charges and excluded these
charges, or by calculating reimbursements for Component 1A providers by using patient
lidhility ingtead of estimated patient payments. Problems with the patient payment
estimates for Component 1A providers are discussed in Recommendation No. 13 later in
this chapter.

It is essentid that reimbursements are accurately calculated in order to ensure providers
are paid appropriately. The Department should have adequate procedures in place to
ensure that the CICP annual report accurately represents each provider’ scharges, patient
lighility, and third party payments and that &l caculations affecting reimbursements are
performed correctly.

Recommendation No. 10:

The Department of Health Care Policy and Financing should correct the numbers for
University Hospitd in the CICP Fiscal Y ear 2000 annud report and make the necessary
adjustmentsto Fisca Year 2002 Component 1A reimbursements.
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Department of Health Care Policy and Financing
Response:

Agree. The Department hasreceived the necessary datafrom University Hospita
so these adjustments can be made to the figures reported in Fiscal Year 1999-
2000, and the corresponding projected Fiscal Y ear 2001-2002 reimbursement
will be adjusted. The Department expectsthiswork to be finaized before July 1,
2002.

Recommendation No. 11:

The Department of Hedth Care Policy and Financing should develop and implement
controls over provider data used in the reimbursement process by:

a. Edablishing a forma review process for how provider data are compiled and
presented in the annua report and used in reimbursement calculations.

b. Enawing CICP daff are crosstrained in the provider reimbursement
methodologies and review each other’ swork.

Department of Health Care Policy and Financing
Response:

Agree. The Department has dready implemented a review process for how
provider data are compiled, presented in the annud report and used in the
rembursement caculations. Two staff members reviewed the data submitted by
providers and confirmed the figures reported in the most recent annud report.
Currently the Department does not have the funding or the FTE available to
perform a formal review process or cross-train other staff members. The
Department will consider submitting arequest for additiona resourcesto perform
this function.

Auditor’s Addendum

We emphasi ze that thisrecommendation addressesthe need for adequate controls
over calculating provider reimbursements. This is one of the Department’s
critical responsibilities for the program.
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Documentation and Consistency of Reimbur sement
M ethodology

In addition to testing providers CICP charges and the accuracy of the information in the
CICP annual report, wereviewed prospective payment ca culationsfor 39 of the68 CICP
providers (57 percent) for Fisca Year 2002. At the time of our review, these 39
providers were projected to receive dmost $83.3 million out of the projected total of
$86.7 millionin Outstate and Component 1A paymentsfor Fisca Y ear 2002. Our sample
included 8 Outstate clinics, 22 Outstate hospitals, and dl 9 of the Component 1A hospitals.

From atechnicd viewpoint, we did not identify errorsin the calculations of Fiscd Year
2002 payments. However, weidentified incons stenciesin how HCPF ca culated write-of f
costs for providers for Fiscal Year 2000. Because these cost data form the basis for
caculating Fisca Year 2002 payments, these inconsstencies have carried forward into
current year payments. I1n addition, HCPF did not obtain documentation from providers
to support critical information used in the Fisca Y ear 2000 caculations; this could cause
errorsand lead to other inconsstencies going undetected. Theseincondstenciesand lack
of documentation create concerns that provider reimbursements are not being calculated
on an equitable bass within each provider category.

Inconsistencies and Lack of Supporting Documentation

The Department arrives at provider payments by starting with each provider’ schargesfor
CICP sarvices and subtracting third party payments and patient ligbility or copayments.
The resulting write-off charges are multiplied by a cost-to-charge ratio:

Totd Facility Cosis/Totdl Fadility Charges

By multiplying each provider’s CICP write-off charges by the provider’ s cost-to-charge
ratio, the Department converts Cl CPwrite-of f char gesto estimated CICP write-off costs
This ensures that the provider’ s CICP payments do not reflect any “ profit” for the facility,
gncethe State’ sintent isto reimburse on the basis of cost only. Cost-to-chargeratiosfor
individud facilitiescan vary widdly; in Fiscal Y ear 2001, individual hospitas ratiosof their
total facility costs compared with total facility charges ranged from 0.31 t0 0.98. Clinics
that arefederaly qudified health centers (FQHCs) are mandated under federa regulations
to operate on a cost-to-charge ratio of 1:1. Most clinicsin CICP are FQHCs—in Fiscal
Year 2001 dl but 2 of the 17 participating clinics were FQHCs.

The Department determines providers cost-to-charge ratios using data from federaly
required documents that each provider submits to the Department annuadly. By using
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standard data for the cost-to-charge ratio, the Department intends to ensure that al
providers cogts, and thereforetheir reimbursements, are calculated on an equitable basis.
Spedificaly, each hospital must submit designated information on totd facility costs and
total facility charges from its Medicare hospita cost report, dong with supporting
documentation from the report. Each clinic is required to submit information on total
fadility costs and totd facility charges from its Uniform Data Systemn Report, dong with
supporting documentation. On the annua CICP provider gpplication, the Department
informs providers that afacility that wishesto submit anything other than these figuresand
documentation must submit a written explanation to the Department for approval.

In the course of our audit, we identified the following instances in which the Department
ether deviated from its stated method for calculating providers cost-to-charge ratios
without adequately documenting the rationale for these exceptions or did not acquire and
maintain gppropriate supporting documentation for the cost-to-charge ratio. This raises
concerns about whether or not payments were calculated on an equitable basis.

* At the request of Denver Hedlth and University Hospital, the Department used
coststo caculate thesefacilities cost-to-chargeratiosthat were different from, or
in addition to, those required in the CICP provider gpplication. Inboth cases, the
Department did not obtain documentation from the providers that fully
substantiated the basis for the information used in theratios. HCPF gaff indicate
that since the providers asked for these changes, the changes probably had a
favorable impact on the rembursementsfor these providers. However, wefound
limited evidence that HCPF gtaff had andyzed the providers requests. In other
words, aff were not clear on the basisfor the changes being requested; how the
changeswould impact theproviders cost-to-chargeratios, in comparisonwiththe
gtandard information requested in the application; and whether the changes were
appropriate. 1n summary, there was no documentation in the files indicating the
basis for the Department’ s decision to use the dternative information furnished by
these providers asthe basisfor caculating these providers cost-to-chargeratios.

The Department gtates that in some cases it is appropriate to make adjustments
to cod-to-charge ratios based on new information or because of unique
circumgances. While we recognize that there may be ingances in which
deviations from the standard cost-to-charge methodol ogy may be reasonable, the
Department should clearly document the basisfor itsdecision when exceptionsare
made.

» For hospitals that had observation beds costs, the Department included those
costs in “total fecility cogts” dthough this is a deviaion from HCPF s stated
methodology in the provider application for caculating the cogt-to-charge ratio.
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For the 25 hospitals in our sample with observation beds costs, including these
costs had apositiveimpact on reimbursement becauseit increased their respective
cost-to-charge ratios. The Department’ sreason for including these costswas not
documented, and the Department did not notify providersthat a changein policy
had occurred.

In Fisca Year 2000, HCPF was till reconciling Outstate providers estimated
CICP coststo actual CICP costs, once al data for Fiscal Year 2000 had been
submitted. We estimate that the Outstate hospitalsin our sample received atota
of about $67,000 more in Fiscal Y ear 2000 due to the inclusion of observation
beds cogs in their cost-to-charge ratios. This reduced the amount available to
other Outstate providers.

Asof Fisca Year 2002, Outstate providers, like Component 1A providers, will
be reimbursed on aprospectivebasis, which meansthat no year-end reconciliation
will be performed between estimated and actual CICP costs. Becausethe Fiscal
Year 2000 data are being used as the basis for Fiscal Year 2002 payment
cdculations, this deviation from policy related to observation beds codts is aso
incorporated into current year payments. We estimated that the Outstate and
Component 1A hospitals projected payments for Fisca Year 2002 increased
about $89,000 and $87,000, respectively, as aresult of this past decision.

Further, in oneinstance the Department did not includeobservationbeds costsfor
an Outdtate hospitd that, in fact, had these cogts. If the Department’ sintent was
to include these codts, then this provider was underpaid $2,200 in Fiscal Year
2000. This aso trandates into a projected underpayment of $2,900 for this
provider in Fisca Y ear 2002.

» For oneOutstate provider, the Department used the cost-to-chargeratio reported
by the provider, athough the provider had not furnished any documentation to
support thereported figures. 1n another case, the Department used the provider’s
reported cost-to-charge ratio, athough the supporting documentation did not
agree with the stated ratio. We did not find evidence that the Department had
followed up with either provider to resolve these issues.

Additiondly, we noted that the Department relies on datafrom Medicare cost reports that
have not yet been audited as the basis for the cost-to-charge ratios. The Department
already has a contractua relaionship with one of the Medicare intermediaries for the
Medicare program in the State. The Medicare intermediary is responsible for auditing
providers Medicare cost reports. By expanding that contract or entering into an
additional one, HCPF could obtain audited data for the cost-to-charge ratios and thus
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ensure grester rdiability and consstency of these numbers as well as grester equity in
cdculating provider payments.

Formalization of the Reimbur sement Process

Oveadl, the Department needs to formaize its reimbursement process in order to
demondtrate that it is treating providers equitably. Many of these issues could be
addressed by the Department’ s formalizing its policies with respect to the reimbursement
process and following through when documentation islacking or inadequate. In addition,
the Department’ s policies reated to reimbursement calculations should be clearly stated
and communicated to providers. Findly, HCPF should base cost-to-charge ratios for
providers on audited data

Recommendation No. 12:

The Department of Hedth Care Policy and Financing should develop and implement
controls over the reimbursement process for the Colorado Indigent Care Program by:

a.  Applying the reimbursement methodology consistently to dl providerswithin eech
CICP provider category and documenting the reasonsfor any exceptionsfromthe
gandard methodology in the provider’ sfile.

b. Obtaining audited information on which to base providers' cost-to-chargeratios.

c. Requiring in ingtances where audited information is not available that providers
submit al necessary supporting documentation for caculating cogt-to-charge
ratios, reviewing this documentation for errors or problems and following up as
appropriate, and maintaining al cog-to-charge ratio documentetion in the
provider'sfile.

d. Informing providers about al policies and procedures related to determining
provider reimbursements.
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Department of Health Car e Policy and Finance
Response:

Agree. The Department will examine the current controls over the rembursement

process and implement new procedures as necessary. The Department will

mantain more documentation regarding this information and provide more
information to affected providers. The Department will consider creating a
Separate contract with an outside entity to provide consstent audited information
on which to base providers cod-to-charge ratios. The Department will

implement the procedures for making adjustments by October 31, 2002, so the
information will be included with the finad Fisca Year 2001-2002 cost data
submitted by CICP providers.

Component 1A Payment Calculation
M ethod

During the audit the Department indicated that it uses different prospective payment
caculation methods for the Component 1A hospitals and for the Outstate providers.
There does not appear to be arationaefor the differencesin the two methods, other than
that they were developed at different points in time and have aways been performed by
different individuas.

We compared the two prospective payment methods, and we believe that the Component
1A method should be changed to be consstent with the Outstate method. Our primary
concerns are those of equity and consstency. Although Component 1A hospitasand the
Outstate providers are separate categories with different financing mechanisms and
reimbursement levels, thisdoesnot creete aneed for determining CICP cogsin adifferent
manner. Further, the Component 1A payment method requires that the Department use
additiond estimates, which we found to be based on outdated and inaccurate information.
Asaresult, Component 1A paymentsare not calculated on an equitablebasis. Finaly, the
current Component 1A payment method is unnecessarily cumbersome when compared
with the Outstate method, and this can create a greater risk of errorsin caculations.

Differ ences Between Component 1A and Outstate
Prospective Payment M ethods

In both the Component 1A and Outstate categories, the goa of the prospective payment
method is firgt to use CICP charges to estimate CICP costs and then to determine a
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payment amount by applying a reimbursement percentage to those codts. The difference
between the Component 1A and Outstate methods is how the Department arrives at
estimated CICP cogts for the year.

The methodology the Department uses to estimate write-off costs and calculate a
prospective payment for the Outstate providersis as follows:

Method A: Outstate Providers

Total CICP Charges - (Third Party Payments + Patient Liability) = Write-Off Charges

Write-Off Charges x (Medicare Costs/Medicare Charges) = Write-Off Costs

Write-Off Costs x Two-Y ear Inflation Factor = Estimated Write-Off Costs

Estimated Write-Off Costs x Reimbursement Rate = Projected Payment for Y ear

Paymentsfor the current year are based on actua write-off costs from two years ago that
areinflated forward two years. Paymentsarethen cal culated using these estimated inflated
write-off cogts.

For Component 1A hospitas, the caculation to arrive a estimated costs differs primarily
because of the treatment of patient ligbility and its conversion to estimated patient
payments. The Component 1A method is outlined below.

Method B: Component 1A Providers
CICP Charges - Third Party Payments = Write-Off Charges including Patient Liability

Write-Off Charges including Petient Liability x Two-Y ear Inflation Factor =
Inflated Write-Off Charges including Patient Liability

Inflated Write-Off Charges including Patient Liability x (Medicare CostsyMedicare Charges)
= Est. Write-Off Costs including Patient Liability

Patient Liability x Two-Y ear Inflation Factor x Est. Patient Payment Percentage =
Inflated Est. Patient Payments

Est. Write-Off Costs including Patient Liability (from Step 3) - Inflated Est. Patient
Payments (from Step 4) = Est. Write-Off Costs

Est. Write-Off Costs x Reimbursement Rate = Projected Payment for Y ear
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In the Component 1A method, total charges, less third party payments, are inflated
forward two years and multiplied by the cost-to-charge ratiobefor e any deductionismade
for patient ligbility. Separately, the patient ligbility is inflated forward two years and
multiplied by the facility’ s estimated payment percentage. The cost-to-chargeratio is not
appliedtotheresulting estimated patient payments. Finally, the estimated patient payments
are subtracted to arrive at estimated write-off costs.

We recalculated Fiscal Y ear 2002 paymentsfor Component 1A providersusing Method
A for Outstate providers and the corrected figuresfor CICP charges and adjustmentsfor
University Hospita and Denver Hedlth. (Thediscussion of these corrections can befound
at Recommendation Nos. 6, 8, and 10.) We found that Component 1A providers total
reimbursements based on estimated CICP costs would be $1.6 million (2.4 percent) less
under the Outstate method; however, the Department could easily compensate for thisby
dightly raising the reimbursement rate for this category. Additiondly, we found that
providers respective “shares’ of Component 1A monies changed by lessthan 1 percent
of the provider’ stota Component 1A reimbursement under this scenario, ranging from -
0.05 percent to +0.09 percent. Our estimates show that providerswith thelargest change
in their share of reimbursement are those with the largest differentia between their patient
lidbility amounts and estimated patient payment amounts. We believe this shift anong
provider sharesisappropriate because by using patient liability instead of estimated patient
payments, the calculations are based on more accurate and current data.  The problems
with the patient payment estimates are discussed below.

Problems With Patient Payment Per centage Estimates

Under the current Component 1A payment method, the Department adjusts providers
total patient liability by a patient payment percentage (see Method B, Line 4) to arrive at
estimated patient payments. The Department states that it makes this adjustment in order
to reduce patient liability to the estimated amount collected from CICP patients by
Component 1A hospitals.

Wefound that the patient payment percentages the Department uses are both outdated
and inaccurate. The percentages range from 5 percent to 42.6 percent across the nine
Component 1A providersfor Fisca Year 2002. For four providers, these percentages
are based on a sample of CICP clamsthat the Department reviewed in 1991. Inthe 11
years since then, the Department has never updated these figures. The five remaining
Fisca Y ear 2002 Component 1A providerswerenot part of the original 1991 sample, and
the Department uses payment percentages based on verba information fromthe providers.

To determine the accuracy of the payment percentages, we reviewed current patient
payment data for both Denver Hedlth and University Hospital. We found that the actud
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patient payment percentages were higher than those used by the Department from the
1991 sample, especidly inthe case of University Hospitd.  Thisisillugtrated in Table 14.

Table 14: Colorado Indigent Care Program
Comparison of Patient Payment Percentages for Selected Providers

Patient Payment Per centage
Based on 1991 Based on
Provider Sample! Provider Data
Denver Hedlth 5.7% 12.3%?
University Hospital 8.4% 45.3%3

Sour ce: Office of the State Auditor analysis of Department of Health Care Policy
and Financing and provider data.
1 1n 1991 the Department calcul ated these percentages for CICP patient payments
based on a sample of datafrom the respective providers.
2 Denver Health CICP datafor Fiscal Y ear 2001.

3 University Hospital CICP datafor Fiscal Y ear 2000.

Although we did not andyze patient payment data from the seven additionad Component
1A providers, we spoke with five of these providers as part of our provider survey. In
every case, the provider reported a percentage that was higher than the estimate used by
the Department. Thus, the patient payment percentages used by HCPF do not provide
an accurate or equitable basis for caculating rembursements. When asked about plans
to update these percentages, the Department reported that it lacked the administrative
resources necessary to conduct another sample.

Advantages of Outstate M ethod

The Department should maintain asmuch consistency as possible between the Component
1A and Outdtate caculation methods for the program. By digning these two payment
methods, the Department can streamline the Component 1A caculations and help ensure
that calculations of CICP write-off costsfor al providers are performed using acommon
bass, regardless of whether the providers are in the Component 1A or Outdstate
categories. Sincethe Department lacksadministrative resourcesto update patient payment
information, this further supports the argument to make the Component 1A method
consgent with the Outstate method. If inaccurate estimates are used to caculate
Component 1A payments, providers are not being treated equitably.

Also, adopting the Outstate payment method for the Component 1A providers is
advantageous because it would makeit easer for Department staff to be cross- trained in
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the payment methods and to review each other’s work. This would contribute to the
accuracy and consigtency of the payment process. Findly, as mentioned in Chapter 1,
Component 1A providers receive bad debt payments in partial payment for unpaid
portions of patient liability. Thus, Component 1A providers aready receive some CICP
monies toward unpad patient liability through thet financing mechanism.

Recommendation No. 13:

The Department of Hedth Care Policy and Financing should consder revisng the
Component 1A prospective payment caculation method to be consistent with that used
for the Outstate providers.

Department of Health Care Policy and Financing
Response:

Agree. The Department will examine digning the two payment theories in the
report dueto the General Assembly on December 1, 2002. The Department fedls
that the current payment methodology is correctly calculated, but will seek to
amplify both the methodology utilized and the adminigtrative workload. |If the
Department continues to use the current payment methodology, the patient
payment percentages will be updated. Any formd change in the digtribution of
payment methodology of Component 1A appropriated funds would require
approva from the Governor’'s Office of State Planning and Budgeting for the
Department, prior to submittal to the Generd Assembly for finad consderation.
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Administration
Chapter 3

| ntroduction

As noted earlier, for Fiscal Year 2002 the Colorado Indigent Care Program (CICP)
has 68 participating providersin 45 of the State’ s 64 counties. Approximately $86.7
million in reimbursements based on CICP charges will be paid to these providersin
Fiscal Year 2002. The Department of Health Care Policy and Financing (HCPF)
administers CICP. Among other things, HCPF is responsible for communicating
program requirements and policies to providers, collecting data on charges related
to CICP services, and monitoring the program’s audit requirement. Under CICP,
providers are to submit audits of CICP annually.

In addition to submitting data on CICP charges and annual audits, CICP providers
areresponsiblefor determiningindividuals' eligibility for CICP services. Providers
are also responsible for prioritizing services to CICP patients in accordance with
statutes, which requirethat providersmanage CICP moniesto ensureemergency care
is available for the entire year. Beyond emergency services, statutes specify that
providers are required only to give servicesto the extent of their physical, financial,
and staff resources.

In addition to our review of the Department’s process for determining provider
payments, described in Chapter 2, we examined other administrative aspects of
CICP. These include the Department’s process for certification of public
expendituresby participating public hospita's, the adequacy of HCPF saudit function
for CICP, and communications with providers on program requirements.

Wefound that the Department needstoimproveitsprocessfor certification of public
expenditures by public hospitals to ensure federal draws are based on appropriate
expenditures. Additionally, in view of the problems identified in Chapter 2, the
Department should reassess the audit function for CICP in order to increase its
effectivenessand more appropriately target auditstoward providersthat represent the
greatest risk for the program. Further, the Department should continue to improve
communications with providers.
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Ensuring Certified ExpendituresAre
Appropriate

Our audit examined the Department’s process for overseeing the certification of
public expenditures by public hospitalsin CICP. During Fiscal Y ear 1998 the State
began to use certified expenditures made by some of these facilities as the basis for
drawing down federal fundsin place of spending state general funds. InFiscal Y ear
2001, Denver Health Medical Center (Denver Health) and the University of Colorado
Hospital (University Hospital) together certified about $165.9 millioninexpenditures
to the State ($42.3 million related to payments under the Mgjor Teaching Hospital
program and $123.6 million related to Component 1A payments for CICP services
under the Disproportionate Share Hospital program). In turn, on the basis of these
certified amounts, the Department drew about $83 millioninfederal funds, whichthe
State then paid to these two providers.

Certification has significantly decreased the use of genera fundsfor CICP, thereby
freeing up fundsfor other purposes. The Department is awaiting approval from the
federal Centers for Medicare and Medicaid Services (CMS) for a new amendment
to the State Plan that would extend the use of certification to 18 public hospitalsin
the Outstate hospital category. If approved, thiswill further decreasethe use of state
genera funds for CICP.

Whilethe use of certified expenditures has obvious advantages for the State, it al'so
presents some risks because the State isrelying on information from other entitiesas
the basisfor drawing federal funds. Because the State isthe entity actually drawing
these funds—and the entity statutorily responsible for oversight of the Medicaid
program for the State—the Department needs to ensure expenditures certified by
other entities are appropriate. We reviewed the Department’s procedures for
certification and concluded that HCPF should implement reconciliations to ensure
that certified expenditures, which are based on cost estimates, are supported by actual
costs. Additionally, the Department should take stepsto ensurethat providersdo not
receive other federal reimbursement for certified expenditures.

Comparison of Certified Expendituresto Actual
CostsIncurred

The Department notifies Denver Health and University Hospital at the beginning of
thefiscal year of the amount of public expenditures each hospital will need to certify
guarterly in order for the State to draw the necessary federal funds to make the
projected paymentsfor theyear to thesefacilities. The Department also furnishesthe
wording that providers are to use in the letters sent to HCPF to document their
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quarterly certification of expenditures. The Department maintains a worksheet to
track receipt of the letters and the amounts certified. Staff indicate that the purpose
of thecertification lettersisto have the supporting documentation from the providers
for the expenditures, since these expenditures are the basis for the federal draws.

The Department determines the amount of expenditures to be certified by Denver
Health and by University Hospital annually on the basis of the projected payments
eachfacility istoreceivefor thefiscal year. Asdescribedin Chapter 2, paymentsare
partial reimbursement for the CICP costs incurred by the provider for services
furnished to CICP-dligibleindividuals. The Department estimates these costsusing
CICP charges submitted two yearsprior; for example, Fiscal Y ear 2002 paymentsare
based on Fiscal Year 2000 CICP charges and estimated costs. Because the
Department calculates Fiscal Year 2002 payments using estimated costs, the
certification amounts themselves for Fiscal Year 2002 are based on these same
estimated costs.

To ensure that certified expenditures were not excessive, we compared the amounts
certified by Denver Health and University Hospital for Fiscal Y ears 2000 and 2001
with actual CICP write-off costs for those years. For Denver Health, we did not
identify instances in which certified Component 1A costs were greater than actual
write-off costsfor either year. Inthe caseof University Hospital, wedid not identify
problemswith amounts certified for Component 1A paymentsfor Fiscal Y ear 2000.
However, inFisca Y ear 2001, University Hospital certified Component 1A coststhat
exceeded actual write-off costsby $1.8 million. Inother words, the certified amounts
the Department used to draw down federal funds for University Hospital’'s
Component 1A paymentswere greater than University Hospital’ sactual CICP costs
in Fiscal Year 2001. Under the Medicaid program, the federal government will
reimburse half, or 50 percent, of qualifying expenditures or costs. This means that
the Department’ s draw of about $900,000 (50 percent of the $1.8 million) in federal
funds was based on estimated costs not supported by actual expenditures made by
University Hospital.

HCPF staff state that the federa government has approved the Department’s
methodology for using estimated costs as the basis for calculating payments to
Component 1A providers and is aware that the Department uses certification as the
basis for drawing the federal funds used for paying Denver Health and University
Hospital. Therefore, staff indicate that HCPF need not perform a reconciliation
between estimated and actual costs and that, in fact, such areconciliation is exactly
what the prospective payment method was created to avoid. The prospective
payment method was adopted because of the problems that performing year-end
reconciliations caused with budgeting and the impact on other providers payments,
sinceall providersare paid from one pool of funds. Accordingly, HCPF staff do not
believeitisnecessary to ensurethat certified expenditures do not exceed actual costs
for a specific fiscal year. Additionally, staff point out that public providers have
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additional qualifying expenditures under the bad debt amendment to the State Plan,
and any shortfall in certifiable expenditures under the Component 1A amendment
could easily be made up by certifying additional bad debt costs.

Under federa regulations, federa reimbursements must be based on actual
expenditures. Therefore, we believe that amounts certified as public expenditures
based on estimates under Component 1A must be reconciled to actual costs as
defined in the State Plan under that amendment to ensure that certified amounts are
at least equal to actual expenditures. With respect to substituting bad debt costs for
any shortfall in certifiable CICP costs under the Component 1A amendment, this
would requirethat the Department mix the sources of certified expenditures between
two different State Plan amendments. The Department should confirm with the
federal Centers for Medicare and Medicaid Services that this is an acceptable
remedy. In any case, without formally reconciling certified amounts based on
estimated costs and actual costs for Component 1A, the Department could not be
assured that it would identify shortfallsin actual costs.

Receipt of Other Federal Funds

The Department should also ensure that public hospitals are aware that certified
expenditures are used by the State as the basis for drawing federal funds, especially
as HCPF asks more hospitalsto certify their CICP costs as public expenditures. In
particular, providers need to be aware that federal regulations prohibit the same
expenditure from being reimbursed under two different federal programs. In other
words, the hospitals cannot certify expenditures to the State for CICP that are
reimbursed by other federal funds, either in whole or in part.

Wefound that thelanguage provided by the Department and used by the hospitalsto
certify expenditures does not require that the hospital provide assurance that it did
not receive any other federal funds as reimbursement for these expenditures. The
Department should incorporate such language into the format given to providersfor
quarterly certification letters to avoid any misunderstanding and possible improper
certification of expenditures.

Certification has proven to be an increasingly important financing tool for the State
because of the relief it offers in the use of state general funds. The Department
should ensure that the risks associated with certification are addressed and that these
expenditures are an appropriate basis for drawing federal funds.
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Recommendation No. 14:

The Department of Health Care Policy and Financing should improve controls over
the certification process for the Colorado Indigent Care Program by:

a. Formally documenting annual comparisons of certified public expenditures
by each provider to the provider's actual CICP write-off costs for each
applicablefiscal year for Component 1A. Similar reconciliations should be
donefor any future State Plan amendmentsin which certification isbased on
estimated costs.

b. Obtaining confirmation from thefederal Centersfor Medicare and Medicaid
Servicesonwhether shortfallsin certified expendituresunder Component 1A
may be offset by excess certifiable expendituresunder adifferent amendment
to the State Plan. If thisis not acceptable, the Department should make the
necessary adjustments in federal draws to offset excess amounts received.

c. Informing providers of the purpose of certification and that expenditures
cannot be certified if they are reimbursed by other federal funds.

d. Requiring that providersinclude an assurance in each quarterly certification
letter stating that no federal funds were received as reimbursement for the
certified expenditures, other than those through CICP.

Department of Health Care Policy and Financing
Response:

Partially agree. The Department does not plan to formally document annual
comparisons of certified public expendituresto each provider’ sactual write-
off costs. The federally approved prospective payment system used by the
Department isdesigned to be an estimate and is not intended to be reconciled
to actual. Increases or decreasesin actual costswill impact CICP payments
two years in the future. The Department will contact CMS regarding
shortfalls from one State Plan amendment to another. The Department will
inform providersthat expenditures cannot be certified if they are reimbursed
by other federal funds and require that providersinclude an assurance in the
certification letters that no federal funds other than those from CICP were
received as reimbursement for the certified expenditures. The Department
will implement policy clarifications by July 1, 2002.
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Assessing Options for the Audit Function

Auditsareanimportant internal control mechanism inany organization becausethey
provide an independent assessment of how well organizations are meeting their
goals, objectives, and related requirements. Therefore, the audit function must be
designed to effectively identify obstacles and problems in order that these can be
addressed. At the same time, the audit function should not create a burden that
exceeds the benefits obtained.

In the case of the Colorado Indigent Care Program, the audit function is not as
effective at identifying problems as it should be. At the same time, it is overly
burdensome for providers who receive relatively small payments. To addressthese
two concerns, the Department itself must assumeat | east part of theresponsibility for
performing on-site audits of CICP providers. Additionally, HCPF should reassess
the provider audit requirement with respect to the amount of CICP funds paid to
providers and the providers' cost of completing the audits.

Role of HCPF

The Department of Health Care Policy and Financing has completely delegated the
audit function to providers in the form of the provider audit requirements. While
these requirements have merit, the problems we identified in Chapter 2 indicate that
the Department needs to perform periodic on-site detailed testing of CICP charges,
especialy at the program’s large providers or where there are other indications of
risk, such as high reported error ratesin provider audits that persist over a period of
time. The Department ismorefamiliar with CICP than external auditors, anditisin
a better position to assess problems from the State’ s perspective.

Impact of HIPAA on Data Collection for CICP

Another reason that the Department must take a greater role in auditing charges on-
siteisthat the federal Health Insurance Portability and Accountability Act of 1996
(HIPAA) will impact HCPF sability to collect detailed information on CICP charges
from al providers. Thislaw is designed to protect individuals' confidential health
careinformation through improved security standardsand federal privacy legislation.
The final federal privacy rule for HIPAA was published in December 2000, and
covered entities that administer health care services, such as HCPF, have until April
14, 2003, to comply. The Department states that the impact of HIPAA onitsability
to collect data on health care services will be far-reaching and that complying with
requirements will be costly for the State.
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The Department has contracted with a private consultant to evaluate options for
bringing HCPF's health care programs, such as Medicaid, the Children’s Basic
Hedlth Plan, and CICP into compliance with HIPAA. |f aprogram’s data, such as
Medicaid claims, can be made compliant with HIPAA privacy and transaction
reguirements, then HCPF can continueto receive detailed information onindividual
charges under the program.

At the conclusion of our audit, the Department had not yet received the contractor’s
final report, and thereforeit is not certain what options will be available to the State
or the costs involved. However, HCPF staff indicate that HIPAA compliance will
be achieved for the Medicaid program, which has expenditures of approximately $2
billion annually. Concerning CICP, HCPF staff believe that it will be cost-
prohibitiveto make CICP detail ed datacompliant with HIPAA, and thusitisunlikely
that the Department will be able to require detailed data from any CICP provider
once HIPAA isin place.

Without making CICP detailed data compliant with HIPAA, HCPF will soon be
entirely dependent upon summary information submitted by all providersasthe sole
basis for calculating CICP payments. As reported earlier, payments made on the
basis of CICP charges amounted to $89.3 millionin Fiscal Y ear 2001. Our review
of HIPAA guidelines indicates that the Department, as a business partner of the
providers, will likely be able to access CICP charge data at the providers' facilities.
Assuming that this is the case, and given the inherent limitations of relying
completely on external audits by the providers' auditors, we believe the Department
must perform some measure of on-site testing.

Provider Audit Requirement

With respect to provider audits, the Department should reevaluate the criteria used
to determine which providers must submit external audits. CICP guidelinesrequire
any provider with total write-off charges of more than $25,000 for the fiscal year to
have an external independent audit. Providers below thisthreshold are required to
submit internal audits. Wedetermined that the current requirement resultsin external
audits covering 99.98 percent of total write-off charges and amost 94 percent of all
providers. This level of coverage by external audits is probably higher than the
program requires. Raising the $25,000 threshold could focus the audits toward
providersthat present the highest risk. Also, these larger providers are more likely
to be able to absorb the cost of the audits. According to our provider survey, audit
costs average from $2,500 to $3,000. The Department could continue to require
internal audits for providers below the threshold; these are reported to be
considerably less expensive.
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We analyzed the impact on audit coverage from raising the threshold for the annual
audit requirement. We used write-off chargesasthe basisfor our analysis; however,
other measures could be used, such asreimbursement paid to providers. Our results
are summarized below in Table 15.

Table 15: Colorado Indigent Care Program
Impact of Audit Threshold on Audit Coverage
Based on Fiscal Year 2001 Provider Write-Off Charges

CICP Write-Off Charges
Subject to External Audit Providers Required to
(Total Write-Off Charges: Submit External Audits
$341,360,361) (Total Providers: 66)
Threshold for External Audit, % of Totd
Based on Write-Off Charges and Write-Off % of Total
Provider Category Amount Charges Number Providers
Option A: > $25,000; All
Categories' $341,300,632 99.98% 62 93.94%
Option B: > $500,000; All
Categories $336,794,632 98.66% 41 62.12%
Option C: > $500,000; Outstate
only
All Component 1A Subject to
External Audit $337,488,132 98.87% 43 65.15%
Option D: Component 1A/Major
Teaching Hospitals Only (Denver
Health and University Hospital) $188,188,889 55.13% 2 3.03%

Sour ce: Office of the State Auditor analysis of Department of Health Care Policy and Financing data.

! Thisisthe threshold for determining which providers must have annual external audits under current CICP
guidelines. Providers under this threshold must conduct internal audits, which also must be submitted to the
Department.

Option A showsthe results of the present audit requirement. Option B showsthat by
raising the threshold to $500,000 for all providers, the percent of coveragefalsonly
dlightly, while the percentage of providers required to have the audits drops to about
62 percent, or to 41 providers. Under Option C, the coverage is dlightly higher
because, unlike Option B, in this option all Component 1A hospitals would be
required to have external audits due to the substantially higher reimbursement rates
they receive.

Option D isincluded only to demonstratethat Denver Health and University Hospital
alone account for over 55 percent of write-off charges, even though they represent
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only 3 percent of the providers. Thus, these two providers present significantly
higher risk based on write-off charges. This further implies the need for closer
scrutiny of these providers' charges.

Factorsto Consider in Designing the Audit Function

The Department has a number of options to consider when redesigning the audit
function to increase its effectiveness and | essen the burden on smaller providers. In
termsof the Department’ srole, it could limititson-sitereviewsto Denver Healthand
University Hospital and other instances in which particular risk is identified, or it
could perform al independent audits itself. The audits could be conducted
periodically on the basis of risk and other factors, and providers could be required to
maintain supporting documentation and conduct annua internal audits. The
Department could contract with a public accounting firm to perform this function,
similar to other audit functionsfor which the Department contracts. Assuming that
the external audits cost each provider at least $2,500, for Fiscal Year 2001, these
providers paid about $155,000 in total for CICP audits. The State could probably
contract for lessthan that to have audits performed on a selection of providersduring
the year. However, although the overall cost for the audits would be less, this
approach would require that the State assume the cost of the audits, which is
currently covered by the providers. Alternatively, the State could recover the cost of
the audits by deducting afee from providers reimbursements.

Once the Department has determined its role in the audit function, it should assess
thelevel of coverage by external auditsthat the program requires and implement the
necessary audit requirements. Theseeffortswill enable HCPF both to strengthen the
audit function and better identify problems with charges and to decrease the burden
on smaller providersin CICP.

Recommendation No. 15;

The Department of Health Care Policy and Financing should increase the
effectiveness of the audit function for the Colorado Indigent Care Program by:

a. Assessingitsrolein on-site auditsfor the program and performing audits on
the program’ s providers that represent the highest risk on a periodic basis.

b. Considering the option of contracting with a public accounting firm to
perform on-site audits of the program.
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c. Revising the provider audit requirement to more appropriately reflect the
level of risk represented by providers, as well as the cost of the audits to
providers who receive relatively low payments under the program.

Department of Health Care Policy and Financing
Response:

Agree. The Department requested that the Office of the State Auditor
examine this element of CICP in detail during this performance audit and
appreciatesall input on thistopic. The Department will make changesto the
Fiscal Year 2002-2003 CICP Manual to be issued by July 1, 2002, to more
appropriately reflect the level of risk represented by providers aswell asthe
cost of audits to providers who receive relatively low payments under the
program. Currently the Department does not have the funding or the FTE
available to perform on-site audits or to contract with a public accounting
firm to perform any additional auditing functions. The Department will
consider submitting arequest for additional resourcesto performthisfunction
through the Governor’s Office of State Planning and Budgeting, subject to
submittal to and approval by the General Assembly. The earliest the
Department would expect | egislative action would be the 2003 session of the
General Assembly.

Auditor’s Addendum

If the decision ultimately is made to continue to reimburse CICP providers
primarily on the basis of CICP costs derived from CICP charges (see
Recommendation No. 1), the Department must implement controls to ensure the
accuracy and appropriatenessof thosecharges, including on-siteaudits performed
on the basis of risk. Without these controls, requesting data on CICP services
from providersis not a meaningful requirement.

Ensuring Provider Audits Are Reviewed

While the Department needs to reeval uate the audit function for CICP, it also needs
to ensurethat the provider audits submitted are adequately reviewed and fol lowed up
onif it retains the provider audit requirement. Eligibility determinationisacritical
function in any program in which services are intended only for a specific group.
Without effective controls over this process, services may not be focused toward the
target population, which means that funds may not be spent in accordance with the
program’s purpose. Under CICP, €eligibility is determined by each participating
provider. Thus, eligibility isdetermined by awidevariety of entitiesacrossthe State.



Report of The Colorado State Auditor 89

The provider audits are designed to identify and report problemsthat providers have
with determining eligibility for CICP.

We reviewed the Department’ sfilesto determineif audits were routinely submitted
by the providers and if CICP staff were reviewing the audits and following up on
identified problems. We found that the Department does not receive al required
audits or corrective action plans and does not follow up with providers.

Submission of Audits

The CICP audits are due to HCPF within 90 days after completion of the provider’'s
annual financial audit. Program guidelines require providersto submit a corrective
action plan along with the audit if one or more error rates exceed 10 percent for a
specific area of testing or for an attribute. Auditors are required to test a sample of
CICP applicationsfor attributes such as whether the application issigned, incomeis
appropriately documented, and the patient’s financial rating is correctly cal cul ated.
If the provider does not submit acorrective action plan when error rates are too high,
program staff are to notify the provider that a corrective action plan should be
forwarded to HCPF. The purpose of the corrective action plan isfor the provider to
describe how the problems reported in the audit will be addressed.

We found that although the Department has a mechanism for tracking the audits, it
had not been kept current to reflect all audits submitted. We aso found that the
Department did not have all required audits on file for Fiscal Years 1997, 1998, or
1999. For 1999 there were 14 audits due to HCPF but not on file; this represents
amost 21 percent of all provider audits required for that year. These 14 providers
were paid almost $2.6 million during that year. Table 16 summarizes our results.

Table 16: Colorado Indigent Care Program
Audit Submission Rates
Fiscal Years 1997 Through Fiscal Year 1999

No. of No. of Audits | No. of Audits | % of Audits
Fiscal Year Audits Due on File Not on File Not on File
1999 67 53 14 20.9%
1998 64 53 11 17.2%
1997 61 53 8 13.1%

Sour ce: Office of the State Auditor analysis of Department of Health Care Policy and
Financing data.




90

Colorado Indigent Care Program Performance Audit - February 2002

Additionally, wefound two providersthat had no audits on file with the Department
for any of the three years, and five that had no audits on file for the two most recent
years. Staff report that the Department does not withhold payments from aprovider
because of the provider's failure to submit audits. Thus, the Department is not
consistent with program guidelinesthat state that fundswill bewithheld if auditsare
not submitted.

During our survey of 25 providers, discussed later in thischapter, welearned that one
of the providersthat had not submitted any audits for these three years was unaware
that the program had an annual audit requirement. In another instance, a provider
was unaware that CICP had an asset test as part of eligibility determination. This
second provider had not submitted audits during its two years of participation in
CICP, stating it was unsure how the audits were to be completed. Both of these
providers should have had external CICP audits completed annually under program
guidelines. These instances could have been addressed, had the Department been
monitoring provider audits. In general, surveyed providers responded that the
Department did not consistently communicate whether or not the audits had been
received or had met requirements.

Review of Audits

We conducted detailed testing on a sample of 25 providers and their audits for this
samethree-year period. Wefound that the Department had reviewed the majority of
the audits on file for these providers. However, in some instances there was no
evidence of review. For example, we could not identify evidence of review for two
auditsfor Fiscal Year 1999.

Additionally, the Department does not routinely follow up with providersin cases
where a corrective action plan should have been submitted along with the audit,
because error rates exceeded 10 percent. Out of the 16 Fiscal Y ear 1999 audits staff
had reviewed, 7 of these should have been submitted with a corrective action plan.
When reviewing thetypesof errorsthat led to the excessive error ratesin these cases,
we found the following (some had excessive rates in more than one category): four
of the seven providers had high error rates due to the lack of documentation, such as
an application indicating the person was eligible for CICP; four did not have
documentation supporting the individual’s income and allowable deductions for
expenses; and three had high errors related to patient copayments. These are all
significant errors that can impact the amount of CICP charges submitted to the
Department.

Of the seven providersthat should have submitted corrective action plans for Fiscal
Y ear 1999, only one provider had submitted this plan and there was no indication
that HCPF had contacted the other six providers and requested the required plans.
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Further, in two cases staff had erroneously noted in the provider’ sfile that the audit
wasin*“full compliance.” Inother words, staff’ sreview did not notethat acorrective
action plan should have been filed because of high error rates. Our results are
summarized in Table 17.

Table 17: Colorado Indigent Care Program
Department Review of Provider Audits
Fiscal Years 1997 Through 1999
(Sample Size: 25 Providers)

Auditson file AuditsWith Error Rates> 10%
Audits Reviewed Corrective Action Plans Received
No. of As% of

Auditson Auditson As% of AuditsWith

Fiscal Y ear File No. File No. No. Error Rates> 10%
1999 18 16 88.9% 7 1 14.3%
1998 20 19 95.0% 5 2 40.0%
1997 22 20 90.9% 6 3 50.0%

Sour ce: Office of the State Auditor analysis of Department of Health Care Policy and Financing data.

Weal so noted that the number of providersrequired to submit corrective action plans
had remained about the same over the three-year period, while the number of
corrective action plans submitted to HCPF decreased from three to one. This
suggests that the Department is doing less to enforce the corrective action plan
requirement.

In order to ensure payments are based on alowable services to eligible individuals
and that charges are accurate, the Department should establish adequate monitoring
and follow-up procedures for provider audits. In addition, the Department should
enforce penalties as appropriate if providers do not adhere to program audit
requirements.

Recommendation No. 16:

The Department of Health Care Policy and Financing should improve proceduresfor
monitoring provider audits for the Colorado Indigent Care Program by:

a. Maintaining current data on the receipt and review of, and response to, all
required provider audits.
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b. Following up with providers in instances where audits have not been
submitted within required time frames.

c. Requiring corrective action plans in all instances required under program
guidelines.

d. Assessing the need to withhold payments or eliminate providers from the
program in cases where the provider does not comply with audit
requirements.

Department of Health Care Policy and Financing
Response:

Agree. The Department will endeavor to follow the proceduresfor the CICP
provider audits already in place. Due to limited staffing, these procedures
havetaken asecondary role. The Department will implement new procedures
by July 1, 2002.

Audit Testing Requirements

The CICP manual states that the “purpose of the audit requirement isto furnish the
Department of Health Care Policy and Financing with a separate audit report that
attests to provider compliance with specified provisions of the CICP' s contract and
related manuals.” The manual gives guidelines for the auditors that are intended to
provide the basis for conducting the audit.

We reviewed the areas auditors are required to test for CICP to determine if these
give reasonable assurance that payments to providers are based on accurate and
complete information. CICP guidelinesrequire that auditorstest various attributes,
or characteristics, for asample of CICP applications. Inaddition, guidelinesrequire
that the auditors report on six additiona compliance areas such as adherence to
legidative medical service priorities, availability of a patient appeals process, and
verification of executed contracts with CICP subcontractors. We found that the
Department needsto revise the requirementsin order to ensurethat (1) requirements
are adequately balanced between testing digibility and CICP charges and (2)
requirements are internally consistent and measure meaningful results. In addition,
HCPF should develop aform for auditors to use when reporting results.

Balance between testing eligibility and charges. Auditors are required to select a
sample of applications and test for compliance with nine attributes, such as whether
the origina application is on file, the application was signed, income and other
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financia information is documented, and the correct rating was calculated. The
rating is assigned on the basis of the person’ s net income and assets and determines
the amount of copayments the person must pay.

Despite the fact that payments to providers are based on CICP charges, only two of
these nine attributes are related to charges, and there are no attributes that test the
actual chargeitself. One of these two attributes requires the auditors to verify that
the correct copayment was charged. The other requiresthat if the person has other
insurance (“third party coverage’), the auditor must verify that the provider sought
payment from the insurance company and that third party payments are applied
against total write-off charges when billed to HCPF.

M oretesting should be performed on chargesto addresstherisk of erroneous charges
being submitted to HCPF. Specificaly:

* The sample for testing the nine attributes should be selected from the total
CICP charges submitted for the most recent year for which the CICP annual
report has been issued, instead of from applications. Eligibility should be
tested for the individuals who received the services upon which the charges
in the sample are based.

» For the sample charges, the auditors should ensure that CICP patients were
billed the same amount for the same services as other patients at that time.

* The auditors should be required to verify that the provider has maintained
documentation, such asadetailed listing of specific chargesthat can betraced
to its billing system, to support all charges and adjustments submitted to
HCPF, including those submitted on behalf of subcontractors.

Internal consistency of attributes for eligibility. Seven attributes address various
aspects of digibility, ranging from correctly completing a signed application to
determining that clientsare not eligiblefor Medicaid. However, some attributes are
inconsistent. In particular, the first attribute requires that the auditor verify that an
original application or alternative documentation for the patient is on file. CICP
guidelines allow for alternative documents, such as a screening document from
another provider, in cases where eligibility was determined by a different provider.
Under CICP, providers are required to accept each other’ s ratings.

On the other hand, other attributes require a review of the application itself (e.g.,
verification that the application was signed). According to some providers, the
external auditors require that applications be obtained from the other provider in
instances where aclient is rated at another facility. If the applications are obtained
and the auditors identify errors in these applications, the errors are charged to the
provider being audited.
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As a result, contrary to the intent of the audits, eligibility error rates may not
accurately reflect the performance of the provider being audited. CICP guidelines
shouldinstruct theauditorstoindicate as“ not applicable’ those attributesthat cannot
betested without theoriginal applicationin caseswhereanother provider determined
eligibility and acceptabl e alternative documentation was provided by the patient.

Reporting audit results. CICP guidelines require that auditors report results on all
required areas of testing. However, we noted that some auditors failed to report on
al areas. Of the audits submitted between Fiscal Years 1997 and 1999 for our
sample of providers, in eight reports auditors did not submit error rates for al
attributes. Further, wefound that 45 percent of the audit reportsdid not report on the
six additional compliance areas such as legidative medical services priorities. If
auditors do not report on requirements, the Department has no way of determining
whether all items were tested or if problems were found. The Department should
furnish aform in the CICP manual with the audit guidelines that auditors areto use
to report results. The form should delineate all areas that need to be reported.

By revising the testing requirements for CICP audits, the Department can obtain
greater assurance that charges submitted are appropriate and that error rates more
accurately reflect the performance of the provider submitting the audit. By
developing a standard form for auditors to use for reporting audit results, the
Department would help ensure that al requirements are tested and the results are
reported for its review.

Recommendation No. 17:

The Department of Health Care Policy and Financing should revise the testing
requirements for Colorado Indigent Care Program provider audits to ensure audits
accurately reflect and report on areas of greatest risk by:

a. Requiring that auditors base their testing on a sample of charges and verify
that CICP recipients were charged amounts consistent with other patients.
Auditors should also confirm that the provider’s detailed information on
charges supports amounts reported to the Department for total charges, third
party payments including contractual adjustments, and patient liability.

b. Revising digibility testing requirements in order that error rates reflect
eligibility determination for the provider that is being audited.

c. Developingastandard form for auditorsto usefor reporting audit resultsthat
lists al required areas of testing.
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Department of Health Care Policy and Financing
Response:

Agree. The Department requested that the State Auditor’ s Office examine
this element of the CICP in detail during this performance audit and
appreciates al input on this topic. The Department plans to have these
guidelines in the Fiscal Year 2002-2003 CICP Manual. Implementation
Date: July 1, 2002.

Communication and Provider Feedback

Our audit also reviewed how the Department communicates with providers. The
Department has several ways in which it furnishes information about program
requirements and receives feedback. These include:

CICP Provider Advisory Panel, whichismade up of representativesfromthe
various categories of providers that participate in the program. This group
meets quarterly with Department staff to discuss program policy, concerns
providers might have, and changes that the Department anticipates for the
program.

CICP provider manual, which includes program definitions, statutes,
application materials, eligibility requirements, and audit requirements. Italso
contains abilling section, which describes how charges should be submitted
to HCPF each year. Department staff update this manual annually and
distribute it to providers.

Provider newsdletter, which seeks to keep providers informed about
anticipated changes, policy clarifications, or other mattersof interest. HCPF
issued the first and second newsdletters in August and November 2001 and
intends to send these to providers quarterly.

Eligibility training workshops, which are designed to help providers
determine CICP eligibility accurately. With the hiring of an Eligibility
Specialistlast year, the Department began to conduct workshopson eligibility
throughout the Denver and Colorado Springs metropolitan areas. The
Department reportsthat additional sessionswill be scheduled onthe Western
Slope and San Luis Valley areas starting in the spring of 2002.

HCPF staff are also frequently contacted by providers over questions about
eligibility, submission of data, payments, or other matters.
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In addition to conducting interviews and performing site visits at Denver Health and
University Hospital, we conducted a survey of 25 other CICP providers. As
mentioned earlier, Denver Health and University Hospital receive the mgjority of
CICP provider payments. Our purpose was to obtain feedback about the program
from providerswho receive less funding from CICP and may be less ableto bear the
administrative costsof the program. Our survey included 5 Component 1A hospitals,
13 Outstate hospitals, and 7 Outstateclinics. Providerschosen arelocatedin arange
of geographical areas and receive varying amounts of payments under CICP.

Beyond some general background questions, our inquiries addressed the CICP audit
requirements, the eligibility determination process, data submission requirements,
and communications. Our survey did not focus on the different reimbursement rates
among providers.

In terms of the administrative burden of CICP, we found providers had a range of
opinions regarding the impact of program requirements:

» Eligibility determination. Eighteen (72 percent) of the twenty-five
providers reported that, in general, the digibility process is not overly
burdensome. The amount of time required is largely dependent upon the
applicant’ s ability to furnish the necessary documentation. The most time-
consuming applications are those for the self-employed. This is an area
where some would like further guidance or clarification from HCPF.

Providers were about evenly split on whether eliminating the asset test for
CICP would be a positive move for the program. Some providers believed
it would simplify eligibility determination, and others said that most
applicants do not have assets in any case. However, some expressed
concerns about widening the pool of possible applicants when funds for the
program are limited.

* Annual audit requirement. Of the23 providerswho responded to questions
about the audits, 13 (57 percent) said the audits were not excessively
burdensome. However, 10 providers said the audits were excessive because
of their cost, the demands on staff, or both. Generally, the cost of the audits
ranges between $2,500 and $3,000 annually. Some providersindicated that
the low reimbursement rates under CICP, combined with the cost of
requirements such as the audits, can be a deterrent to participation in the
program. All but 1 of these 10 providersarein the Outstate program and thus
receive at most 30 percent reimbursement of their CICP write-off costs.
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All providers reported that they review the audits upon completion, and 19
said they receive useful feedback from the audits with respect to their
operations.

» Data submission requirements. Fourteen (56 percent) of the twenty-five
providersreported some degree of difficulty or burden asaresult of the most
recent change in data submission requirements, mainly due to the need to
reprogram systems or similar issues. The Department has changed the data
submission proceduresthreetimesinthelast threefiscal years, and providers
stressed the need for consistency in these requirements.

Providers expressed frustration over the Department’ s unsuccessful attempt
to have the State’'s Medicaid fiscal agent, Consultec, Inc., (now known as
Affiliated Computer Systems, Inc.) process CICP charges. Thiseffort started
at the beginning of Fiscal Year 1999. The Department officially terminated
its CICP contract with Consultec on January 31, 2001, because of excessive
costs and because providers reported pervasive and ongoing problems with
reconciling the charges submitted to Consultec to the reports they received.
Since abandoning this attempt, the Department hasworked with providersto
develop asimpler, in-house system for tracking charges. The changeto an
in-house system al so contributed to the Department’ sdecisiontorequireonly
summary datafor Fiscal Y ear 2002 from all providers except the three with
the highest utilization (discussed in Chapter 2, Recommendation No. 9).
Currently the data requirements appear to have stabilized, which should
relieve some of the burden on providers and increase the accuracy and
timeliness of data submission.

Continue Communication Efforts

In terms of communications, most providers in our survey gave the Department
positive marks for responding to specific inquiries about the program and report
receiving adequate technical support. However, we found some indication that the
Department needs to ensure that its broader efforts to communicate information
about CICP and its requirements are effective. For example, several providers had
guestions about the basisfor their reimbursements or about possible changesin how
reimbursementswill be calculated. Additionally, one provider who has participated
for several yearswas unawarethat the program has an annual audit requirement, and
another was not aware that the program has an asset test (these two issues are
addressed earlier in this chapter in the discussion about provider audits).

Further, when asked how the program could be improved, the most common
response was that providers wanted more communication on different aspects of the
program, as well as proposed changes to program rules, requirements, and
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reimbursement methods. In addition, providers emphasized the need for the
Department to be consistent as much as possible from year to year with program
requirements, in particular with respect to data submission requirements.

The Department has taken positive steps toward improving communications and
relations with providers over the last several years, such asinitiating the eligibility
workshops and the quarterly newdletter. It should continue to establish ways for
distributing program information through such means as expanding the information
available on the Department’ sWeb site and following through with plansto conduct
eligibility workshops in other areas of the State beyond the Denver and Colorado
Springs metropolitan areas. This will promote more consistency in the program
statewide and will enable the Department to obtain feedback on ways to improve
CICP and keep administrative requirements as reasonable as possible. This is
particularly important for providers in the Outstate program that receive relatively
low reimbursement but furnish access to CICP services in areas of the State with
limited availability of health care services.

Recommendation No. 18:

The Department of Health Care Policy and Financing should continue efforts to
implement effective means for communicating program requirements and changes
to providers about the Colorado Indigent Care Program and obtaining provider
feedback.

Department of Health Care Policy and Financing
Response:

Agree. The Department will continue its efforts to implement effective
means for communicating program requirements and changes to the CICP
providers. Thisincludes seeking provider feedback and input on program
changes. Thisisan on-going procedure for the Department.




APPENDIX A: CICP Provider Network?
Fiscal Year 2002
(68 Providers: 50 Hospitals and 18 Clinics)

Hospitals and clinics (including satellite dinics) participate (27)
Only hospitas participate (9)

Only dinics (including satdlite clinics) participate (9)

No CICP provider (18)?

HoCm

Source: Department of Health Care Policy and Financing.

The map does not reflect Broomfield County. There are no CICP providersin Broomfield County for Fiscal Y ear
2002.

2Including Broomfield County, there are 19 countiesin Fiscal Y ear 2002 with no CICP provider.
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APPENDI X B: Colorado Indigent Care Program
Payments and Reimbur sement Rates' for Component 1A Providers Only
Fiscal Years 1999 Through 2001
(Ddllarsin Millions)

Provider Fiscal Year

1999 2000 2001

Payments based on CICP
Denver Health costs $32.0 $37.1 $38.9
Rate 45.0% 46.7% 47.2%

Payments based on CICP costs, plus bad debt
and Mgjor Teaching payments’ $56.1 $47.4 $65.0

Rate 78.9% 59.7% 78.8%

Payments based on CICP
University Hospital costs $15.0 $18.8 $22.9

Rate 33.5% 41.5% 52.0%

Payments based on CICP costs, plus bad debt
and Mgjor Teaching payments’ $29.4 $29.1 $36.0

Rate 65.5% 64.2% 81.7%

Payments based on CICP
The Children’sHospital ~ costs $1.8 $2.8 $3.6

Rate 70.0% 82.5% 95.7%

Payments based on CICP costs,
plus bad debt payments’ $34 $2.8 $4.6

Rate 128.7% 82.5% 123.2%

Payments based on CICP
National Jewish costs $1.4 $1.8 $15

Rate 94.5% 131.7% 111.3%

Payments based on CICP costs,

plus bad debt payments? $2.3 $1.8 $2.1
Rate 154.7% 131.7% 153.6%

Platte Valley Regional Payments based on CICP
Medical Center costs $0.2 $0.7 $1.0

Rate 14.8% 88.2% 94.7%

Payments based on CICP costs,

plus bad debt payments? $1.2 $0.7 $1.7
Rate 120.0% 88.2% 154.0%

San Luis Valley Regional Payments based on CICP
Medical Center costs $0.2 $0.9 $0.9

Rate 28.2% 91.2% 97.1%

Payments based on CICP costs,
plus bad debt payments’ $0.6 $0.9 $1.2

Rate 73.1% 91.2% 140.8%
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APPENDI X B continued: Colorado Indigent Care Program
Payments and Reimbur sement Rates' for Component 1A Providers Only
Fiscal Years 1999 Through 2001
(Dadllarsin Millions)

Provider Fiscal Year

1999 2000 2001

Payments based on CICP
Valley View Hospital costs $0.2 $0.7 $0.2
Rate 106.1% 93.8% 49.6%

Payments based on CICP costs,

plus bad debt payments? $1.5 $0.7 $0.9
Rate 710.4% 93.8% 199.7%

St. Vincent General Payments based on CICP
Hospital costs o/s o/s $0.1
Rate -- -- 52.5%

Payments based on CICP costs,
plus bad debt payments? OIS OS] $0.2
Rate - - 137.0%

The Springs Center for Payments based on CICP
Women costs N/P $0.2 $0.3
Rate -- 86.4% 105.6%

Payments based on CICP costs,
plus bad debt payments’ N/P $0.2 $0.3
Rate - 86.4% 105.6%

Total: All Component 1A Hospitals

Payments based on CICP costs $50.8 $63.0 $69.4
Rate 41.6% 47.6% 51.6%

Payments based on CICP costs,
plus bad debt payments? $94.5 $83.6 $112.0

Rate 71.4% 63.2% 83.3%

Sour ce: Office of the State Auditor analysis of Department of Health Care Policy and Financing data.

Notes:

O/Sindicates that the provider was classified as an Outstate Hospital (not a Component 1A Hospital) for the

fiscal year listed.

N/P indicates that the provider did not participatein CICP for the fiscal year listed.

! Reimbursement rates are cal cul ated as the amount of CICP payments paid by the State to a provider divided
by the provider’s CICP costs. These costs are not shown in thistable.

2 These payments are not based on CICP costs. Bad debt payments are based on the providers' bad debt
from prior years and were made only in Fiscal Year 1999 and Fiscal Year 2001. Major Teaching Hospital
payments were made in all three fiscal years shown; only Denver Health and University Hospital qualify as
teaching hospitals under the State Plan for the Medicaid program.
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