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Introduction

Senator Jim Denning requested this audit, which was authorized by the
Legislative Post Audit Committee at its December 16, 2020 meeting.

Objectives, Scope, & Methodology
Our audit objective was to answer the following questions:

1. What Medicaid services are generating the bulk of payment distributions to
non-hospital providers, and what are the add-on percentages for those
services?

2. Does KDHE adequately monitor and report HCAIP expenditures and
revenues?

The scope of our work includes a review of Medicaid non-hospital expenditures in
2019. It also includes a review of various Kansas Department of Health and
Environment (KDHE) reports and processes.

We analyzed Medicaid non-hospital expenditures for 2019. We interviewed KDHE
officials and members of the Health Care Access Improvement Panel. We also
reviewed KDHE reports and reviewed SMART data for 2019 and 2020.

More specific details about the scope of our work and the methods we used are
included throughout the report as appropriate.

Important Disclosures

We conducted this performance audit in accordance with generally accepted
government auditing standards. Those standards require that we plan and perform
the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objectives. Overall, we believe the
evidence obtained provides a reasonable basis for our findings and conclusions
based on those audit objectives.

Audit standards require us to report our work on internal controls relevant to our
audit objectives. In this audit, we reviewed how KDHE staff monitor spending for
statutory compliance. We identified a few issues that make it difficult for KDHE to
precisely monitor compliance.



In 2019, the top 20 procedure codes accounted for 74% of the
total Medicaid payments to non-hospital providers.

Medicaid pays for health care services for low-income individuals using state
and federal funds.

Medicaid is a federal program to help cover medical and long-term care costs
for certain low-income individuals. This includes children and families,
pregnant women, the elderly, and individuals with disabilities.

KDHE contracts with 3 managed care organizations (MCOs) to administer the
state’s Medicaid program (KanCare). KDHE pays the MCOs a set amount for
each Medicaid beneficiary each month. The MCOs pay providers directly for
each service they provide based on reimbursement rates.

The state and federal government share the costs of Medicaid. The federal
government pays for a percentage of the state’'s Medicaid expenditures
through the federal medical assistance percentage (FMAP). Each state’s
FMAP depends on its per capita income. In fiscal year 2020, the state’'s FMAP
was 62%. This means the federal government paid for 62% of Medicaid costs
while the state paid for the other 38%.

The Legislature created the Health Care Access Improvement Program (HCAIP)
in 2004 to increase the state’s Medicaid reimbursement rates for health care
providers.

The purpose of HCAIP is to increase the number of providers who participate
in Medicaid by increasing the reimbursement rates for those providers. If
more doctors participate, Medicaid beneficiaries may have better access to
health care services.

Under state law, HCAIP requires most Kansas hospitals to pay an annual tax
based on their operating revenue. Currently, hospitals pay 1.83% of the
inpatient net revenue it earned in 2010. The 2020 legislature changed the tax
from 1.83% of net inpatient operating revenue to 3.0% of net inpatient and
outpatient operating revenue. It also based the tax on the fiscal year 3 years
before the tax year. However, statute ties these new rates to the Centers for
Medicare and Medicaid Services (CMS) approving certain other changes. CMS
has not yet approved those changes.

KDHE combines hospital tax revenues collected under the HCAIP program
with federal matching funds to increase reimbursement rates to health care
providers. A provider's total reimbursement rate includes a standard rate for
providing services to Medicaid beneficiaries plus a rate increase, called an
“add-on percentage.” This is done in two ways:




o For hospitals, the add-on percentage is 23.1% for inpatient services and
25.8% for outpatient Medicaid services. For example, a hospital that
provides an outpatient service with a $100 reimbursement rate would
receive that rate plus an additional $25.80.

o For non-hospital providers (doctors, surgeons, dentists, etc.), the add-on
percentage varies by service. The average percentage across all services is
intended to be 25.8%. Larger add-on percentages were assigned to
services KDHE wanted to encourage, such as preventative services. For
example, a doctor's office visit to evaluate a new patient gets an add-on of
between 65% to 105%, depending on complexity. Conversely, physical
therapy gets an add-on of 13%.

K.S.A. 65-6218(b) establishes a panel to participate in the administration of
HCAIP. That panel includes members appointed by various associations, the
legislature, attorney general, and governor. Statute gives the panel the
authority to determine how HCAIP revenues are used.

20 procedures generated 74% of total non-hospital Medicaid reimbursements in

2019.

Health care providers use a procedure code to report what service they
provided. The state’s MCOs reimburse the provider the amount for that code.

We reviewed non-hospital (doctors, surgeons, dentists, etc.) Medicaid
reimbursement data for 2019 provided by KDHE. This data shows how much
the MCOs reimbursed non-hospital providers by each procedure code for
Medicaid services. We did not review hospital providers because that was
outside scope of this audit. Further, we did not evaluate 2020 data because
KDHE was still processing claims during our audit. Additionally, 2020 may be
an unusual year because of COVID-19.

In 2019, the Medicaid program paid a total of $159.4 million across almost 900
procedure codes to non-hospital providers for Medicaid services. Figure 1
shows the 20 non-hospital procedures that accounted for the most
reimbursements. As the figure shows, the top 20 accounted for 74% of the
total payments. The top 20 codes included procedures such as doctor's office
visits, immunizations, and physical therapy.



Figure1
In 2019, 20 procedure codes generated
most non-hospital Medicaid reimbursements.

Procedure Description Total
(Procedure Code) Reimbursed % of Total

Low complexity office visit for established
patient (99213) $29,251,880 18.4%
Moderate complexity office visit for
established patient (99214) $23,070,697 14.5%
Comprehensive ophthalmological exam for an
established patient (92014) $7,151,955 4.5%
Hospital care with a minor complication
(99232) $5,855,990 37%
Ophthalmological exam for a new patient
(92004) $5,843,581 37%
Hospital care with a significant complication
(99233) $5,347,147 3.4%
Low complexity office visit for new patient
(99203) $4,970,655 31%
Moderate complexity office visit for new
patient (99204) $4,659,278 2.9%
Immunization administration for vaccines or
toxoids (90471) $4,192,673 2.6%
High complexity hospital inpatient care
(99223) $3,924,969 2.5%
Straightforward office visit for established
patient (99212) $3,472,508 2.2%
Evaluation and management for critical care
(99297) $3,383,309 21%
Intermediate ophthalmological exam for an
established patient (92012) $3,045,839 1.9%
Moderate complexity hospital inpatient care
(99222) $2,143,676 1.3%
High complexity office visit for established
patient (99215) $2110,424 1.3%
Functional rehabilitation therapy
(97530) $2,026,940 1.3%
Less than 30 minute consult for hospital
discharge (99238) $1,905,829 1.2%
Vaginal delivery
(59410) $1,816,627 1.1%
Therapeutic rehabilitation therapy
(97110) $1,766,395 1.1%
More than 30 minute consult for hospital
discharge (99239) $1,503,906 0.9%
Top 20 Total $117,444,278 73.7%
All Other Procedures $41,943,073 26.3%
Grand Total $159,387,351 100.0%

Source: LPA analysis of Medicaid data providedby KDHE (audited).
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The add-on percentages for the procedure codes that generated the most
Medicaid reimbursements for non-hospital providers ranged from 4.2% to 110.9%.

e We looked at the add-on percentages for the 20 procedure codes that
generated the most reimbursements for non-hospitals in 2019.

e Figure 2 shows the add-on percentages and base rates for the 20 procedures
that accounted for the most non-hospital reimbursements. As the figure
shows, the add-on percentages varied significantly across the 20 codes we
evaluated. The add-on percentage for delivering a baby was 4.2% whereas the
add-on for an office visit to an ophthalmologist was 110.9%.

o KDHE officials told us the add-on percentages were set in 2006 by actuaries
and approved by the HCAIP panel. They have not been changed since.
Additionally, some procedures had higher add-on percentages because KDHE
wanted to encourage some services. For example, regular doctor's office visits
had higher add-ons to encourage more preventative services.

e In 2006, the intent was for non-hospital add-ons to average 25.8% across all
the services. However, we estimated the average was 49% in 2019. This is likely
because the services that have higher add-on percentages were used more
than originally predicted.

e As part of the audit, we were also asked to compare the Medicaid
reimbursement rates (with HCAIP add-on percentage) to Medicare’s
reimbursement rates. Medicare is a federal program that pays for the
healthcare costs of individuals over 65. That program also reimburses health
care providers a set amount based on the service provided. We found that
Medicare reimbursement rates for the 20 codes that generated the most non-
hospital Medicaid payments in 2019 were an average of 47% more than the
Medicaid rates with the add-ons included. Due to time constraints, we did not
determine why the rates are different. Appendix A compares the Medicaid
and Medicare rates.



Figure 2

Add-on percentages for the top 20 procedure codes
range from 4.2% to 110.9%.

Procedure Description Rate with
(Procedure Code) Base Rate Add-on % Add-on

Comprehensive ophthalmological exam for
an established patient (92014) $35.21 110.9% $74.26
Ophthalmological exam for a new patient
(92004) $47.87 109.8% $100.45
Moderate complexity office visit for new
patient (99204) $52.15 105.4% $107.12
More than 30 minute consult for hospital
discharge (99239) $38.86 97.7% $76.84
Low complexity office visit for new patient
(99203) $40.00 88.6% $75.45
Moderate complexity office visit for
established patient (99214) $36.35 76.7% $64.22
Straightforward office visit for established
patient (99212) $17.00 75.1% $29.76
Low complexity office visit for established
patient (99213) $24.04 69.9% $40.84
Intermediate ophthalmological exam for an
established patient (92012) $30.45 64.2% $50.01
High complexity office visit for established
patient (99215) $57.40 63.8% $94.00
Less than 30 minute consult for hospital
discharge (99238) $38.86 45.0% $56.34
Immunization administration for vaccines or
toxoids (90471) $10.00 415% $14.15
Hospital care with a significant complication
(99233) $45.88 37.9% $63.26
High complexity hospital inpatient care
(99223) $89.13 40.8% $125.52
Hospital care with a minor complication
(99232) $32.94 351% $44.49
Moderate complexity hospital inpatient care
(99222) $69.54 29.5% $90.07
Functional rehabilitation therapy
(97530) $19.88 15.3% $22.92
Evaluation and management for critical care
(99291) $176.54 14.2% $201.64
Therapeutic rehabilitation therapy
(9710) $19.61 12.6% $22.08
Vaginal delivery
(59410) $690.19 4.2% $718.85

Source: LPA analysis of Medicaid data providedby KDHE (audited).



Kansas’ Medicaid system has made it difficult for KDHE to
adequately monitor and report HCAIP expenditures and
revenues.

We evaluated how KDHE monitored HCAIP compliance with state law and
whether the agency accurately reported on the program’s finances.

e Although there are several agencies and organizations involved in Medicaid
(HCAIP panel, CMS, MCQOs, providers), KDHE is ultimately responsible to
monitor the HCAIP program and ensure it complies with state law.

¢ We evaluated whether KDHE was monitoring HCAIP to ensure those
statutory requirements were met. Additionally, we evaluated whether the
department accurately reports on HCAIP revenues and expenditures.

State statute requires HCAIP revenues to be disbursed in a specific way and that
the program be state general fund neutral.

e The HCAIP program is governed by both state law and federal rules as
determined by CMS. We reviewed state law and found two requirements for
how HCAIP operates.

e KS.A 65-6218 (a)(1) requires hospital assessment revenues to be disbursed in
specific proportions. Assessment revenues include the tax collected from
hospitals and the associated federal matching funds. These funds are
combined and paid out to providers through increased rates. The law requires
that:

o Not less than 80% of assessment revenues should be disbursed to hospital
providers.

o Not more than 20% to hon-hospital providers (physicians, surgeons, and
dentists).

o Not more than 3.2% to higher education programs.

e K.S.A65-6218(2) explicitly requires HCAIP to be state general fund neutral, but
it has not yet gone into effect. This means that the increases in
reimbursement rates must be paid for entirely with hospital tax revenue and
federal funds. However, state law only requires this change to go into effect
when CMS approves certain changes to the HCAIP program. KDHE officials
told us CMS rejected those changes because it violated the state's KanCare
waiver.

Managed care makaes it difficult for KDHE to precisely monitor whether the
program complies with state law.

e KanCare has reduced KDHE's ability to precisely track HCAIP expenditures.
When HCAIP was first implemented most Medicaid beneficiaries were fee-for-
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service. Medicaid directly paid providers for the services they provided. KDHE
staff told us it was easier to track disbursements under a fee-for-service model
where the add-on percentage could be applied and paid directly by service.

However, under KanCare, tracking expenditures is based on estimates of what
portion of the MCO payments are attributable to HCAIP. This is because under
KanCare the state pays MCOs a set amount per beneficiary per month
regardless of services used. Then the MCOs reimburse the providers for actual
services rendered.

Further, this process is only “backward looking” and does not allow for a real
time look at the disbursement split or how much the program is spending. As
a result, the department only knows if the program complies with state law
after the fact.

In 2020, HCAIP did not comply with the two provisions in state law.

Based on our estimates using data provided by KDHE, the program did not
meet the statutory distribution in 2020. We calculated the numbers using two
methods:

o When we calculated how HCAIP assessment revenues were distributed,
non-hospital providers received more than the statutory maximum. HCAIP
assessment revenues include both the hospital tax revenues and the
associated federal matching funds. Non-hospital providers received 32% of
the revenues. This exceeds the statutory requirement of not more than
20%. This method aligns with the precise language in state law.

o When we calculated the distribution based on total HCAIP fund
expenditures, hospitals and non-hospitals received amounts that were not
aligned with statute. Expenditures are the total paid out through increased
rates. 74% of the expenditures went to hospitals and 26% went to non-
hospital providers. Both percentages violate state law because hospitals
received less than the required amount (80%) and non-hospitals received
more than the required amount (20%).

Although legislative intent is for HCAIP to be state general fund neutral, we
found the HCAIP program still spends state general funds. We estimated total
HCAIP expenditures were about $30 million more than revenues in FY 2020.
This includes about $12 million in state general funds.

KDHE officials were aware that the program did not comply with state law in
either area we reviewed.

We reported these same issues in our 2018 audit of HCAIP. In that audit we
found HCAIP funds were not distributed according to state law in 2016. The
distributions in those years were similar to what we found for 2020.

Additionally, the program was not state general fund neutral. KDHE reports
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estimated that HCAIP expenditures were $29 million greater than revenues in
2018. This included $13 million in state general funds.

It is unlikely that KDHE can ensure compliance without changes to the HCAIP

program.

To comply with the statutorily required disbursement split, rates likely will
need to be adjusted and then reviewed on a regular basis.

O

We estimated that HCAIP disbursements to non-hospitals might need to
be reduced by as much as 30% to achieve the required distribution.
However, this action may affect the number of providers willing or able to
provide services to Medicaid beneficiaries.

Additionally, rates need to be reviewed periodically to ensure the program
maintains the statutorily required disbursement. This is because actuaries
set the add-on percentages (and resulting MCO payments) based on how
Medicaid beneficiaries used services in the past. If usage or other
conditions change in a way the actuaries did not expect then
disbursements may not meet statutory requirements over time.

To become state general fund neutral, the program must increase revenues
or decrease expenditures. Without one of those two actions it is unlikely that
the program can be general fund neutral. Currently, the state has been
unable to take either action:

Legislators amended statute to increase hospital tax revenues in 2020 but
that change has not yet taken affect. As a result, the hospital tax rate is still
at the previous lower rate (1.83% of 2010 net inpatient revenue). The state
can draw down additional federal matching funds by increasing
expenditures. To do so, the state would need to increase the hospital tax to
have more state dollars to match the federal funding.

KDHE has not attempted to reduce HCAIP expenditures by reducing
reimbursement rates. A member of the HCAIP panel told us reducing
reimbursements would be “detrimental” to the program. That is because
reducing reimbursement rates may reduce the number of doctors willing
to see Medicaid beneficiaries. This audit does not evaluate the potential
consequences of a reduction in Medicaid rates.

KDHE is not able to take many of these actions independently. Some actions
will require CMS approval. Others will require that KDHE work with the HCAIP
panel. Last, KDHE will likely need to work with MCOs and hospitals to
determine how changes to the program might affect them.



Finally, the HCAIP fund report we reviewed does not capture all HCAIP
assessment revenues and expenditures.

e We reviewed HCAIP fund reports provided by KDHE for FY 2019 and FY 2020.
Those reports are based on expenditure and revenue data pulled from the
state’s accounting system (SMART).

e Those reports showed only revenues from the hospital tax, interest, and the
related estimated expenditures. It did not reflect total HCAIP assessment
revenues which would include hospital tax revenues and federal matching
funds. Further, they do not capture expenditures related to the federal
funding. As a result, the report provides only a partial picture of the program’s
financial position. For example, the 2020 KDHE report shows about $43
million in hospital tax revenue and about $53 million in expenditures.
However, total HCAIP revenue and expenditures were an estimated $112
million and $139 million, respectively.

¢ We were unable to determine whether any KDHE report accurately reflects
HCAIP's total expenditures and revenues. This is because KDHE estimates
what part of the money paid to the MCOs is attributable to HCAIP. This
estimate is based on actuarial work. We did not review that process or
calculations in this audit.

Recommendations

1. Because it is very difficult to achieve and maintain, the Legislature should
consider whether the statutory split in HCAIP disbursements is feasible.

2. KDHE and the HCAIP panel should review and adjust Medicaid
reimbursement rates every few years with the goal of maintaining any
statutorily required disbursement split.

e KDHE agrees with this recommendation. This recommendation has not
been considered in previous years as there is no funding available to pay
actuaries to perform this task.

The agency is presently unable to implement the recommendation due to
a FY21 budget proviso that would prohibit the agency from making any
adjustments to hospital or physician rates despite any non-compliance
with the disbursement percentages codified in KS.A. 65-6218. See 2020 SB
66, 8§70(m) (“...expenditures shall be made by the above agency from
such moneys to pay hospitals and physicians at the Medicaid rate
established in fiscal year 2020: Provided, that such rate shall not be
adjusted prior to January 1 or July 1 following the publication in the Kansas
register of the hospital provider assessment rate adjustments described in
section 80(l) of chapter 68 of the 2019 Session Laws of Kansas, subsection
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(1) or, if passed by the legislature during the 2020 regular session and
enacted into law, 2020 Senate Bill No. 225 or any other legislation that
increases the hospital provider assessment to 3% and includes inpatient
and outpatient operating revenue in the hospital provider assessment”).

Similarly, the agency'’s ability to implement the recommmendation in future
years depends on whether similar provisos are attached to the agency's
budget going forward. See, e.g., 2021 HB 2007 §80(i), which presently
awaits the Governor's signature (“. .. expenditures shall be made by the
above agency from such moneys to pay hospitals and physicians at the
Medicaid rate established in fiscal year 2021: Provided, that such rate shall
not be adjusted prior to January 1 or July 1immediately following the
publication in the Kansas register of the approval of the hospital provider
assessment rate adjustments made to K.S.A. 65-6208, and amendments
thereto, by section 9 of chapter 10 of the 2020 Session Laws of Kansas”).

e The HCAIP panel concurs that a regular review of payment rates under the
current program would be appropriate, in not more than five-year
intervals. Under the new program awaiting approval by the Centers for
Medicare and Medicaid Services, a specific amount of the total available,
within the 20 percent statutory limit, would be set aside for physicians’ rate
enhancements and graduate medical education. Each quarter, the
remainder would be paid to hospitals based on a percentage of a fixed
amount each quarter determined by Medicaid claims paid for each
guarter. This new distribution, which includes an increase in the tax rate,
will guarantee that the statutory 80/20 split in funds will not be exceeded
and that the program will not exceed its revenues. The statutory language
necessary to make this change is found in KSA 65-6218 (c), which requires
implementing the new program on January or July Timmediately
following approval of the plan by CMS.

Agency Response

On April 6, 2021 we provided the draft audit report to KDHE and the HCAIP panel.
KDHE's response is below. KDHE officials generally agreed with our findings and
conclusions. The HCAIP panel did not submit a response. We reviewed the
information agency officials provided but did not change our findings or
conclusions.

KDHE Response

Page 10, Bullet 2: Those reports showed only revenues from the hospital tax,
interest, and the related estimated expenditures. It did not reflect total HCAIP
assessment revenues which would include hospital tax revenues and federal
matching funds. Further, they do not capture expenditures related to the federal
funding. As a result, the report provides only a partial picture of the program'’s

11



financial position. For example, the 2020 KDHE report shows about $43 million in
hospital tax revenue and about $53 million in expenditures. However, total HCAIP
revenue and expenditures were an estimated $112 million and $139 million,
respectively.

Agency Response: The HCAIP fund reports were created for the HCAIP panel.
The HCAIP Panel wanted to be able to verify the amount on the HCAIP fund
report with SMART. The HCAIP fund is a revenue fund in the SMART system.
CMS does not allow KDHE to draw down the matching federal dollars until
there are expenditures, therefore the federal dollars are not in the HCAIP fund
reports.

Page 10, Bullet 3: We were unable to determine whether any KDHE report
accurately reflects HCAIP's total expenditures and revenues. This is because KDHE
estimates what part of the money paid to the MCOs is attributable to HCAIP. This
estimate is based on actuarial work. We did not review that process or calculations in
this audit.

Agency Response: The actuaries utilized in Kansas have a very detailed
understanding of how the HCAIP increases affect the rates. KDHE would not use the
term “estimate” as the actuaries use a very specific calculation to determine the
HCAIP amount. The actuaries calculate the amount of each rate cell that is
attributable to HCAIP based on the prior two years’ claim experience. This amount is
further defined by the type of claim - Inpatient, Outpatient and Physician. Then the
actuaries multiply the current members by rate cell in each MCO by the HCAIP
amount. The resulting amount is then multiplied by the rate cell's appropriate FMAP
percentage to determine the amount attributable to the HCAIP increase. This
amount is recalculated every time the MCO rates are negotiated. The same actuaries
that determine the MCO rates also set the DRG rates. Based upon the actuaries’
level of experience and the nature of these calculations, the State is very comfortable
referring to the report as accurately reflecting the expenditures and revenues.

Appendix A - Medicare Rates

This appendix compares the Medicaid and Medicare rates for 20 Medicaid
procedures.
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Appendix A
Nearly all of the 2020 Medicare rates for the 20 services we evaluated are more than
the Medicaid rates.

Medicaid
Procedure Description Rate with Medicare
(Procedure Code) Add-on Rate Difference
Low complexity office visit for established patient
(99213) $40.84 $71.37 74.8%
Intermediate ophthalmological exam for an
established patient (92012) $50.01 $84.36 68.7%
Functional rehabilitation therapy
(97530) $22.92 $37.94 65.5%
Comprehensive ophthalmological exam for an
established patient (92014) $74.26 $120.52 62.3%
Moderate complexity office visit for established
patient (99214) $64.22 $103.88 61.8%
Hospital care with a significant complication
(99233) $63.26 $101.30 60.1%
Hospital care with a minor complication
(99232) $44.49 $70.30 58.0%
High complexity hospital inpatient care
(99223) $125.52 $196.28 56.4%
High complexity office visit for established
patient (99215) $94.00 $139.81 48.7%
Moderate complexity hospital inpatient care
(99222) $90.07 $133.26 48.0%
Moderate complexity office visit for new patient
(99204) $107.12 $156.98 46.5%
Straightforward office visit for established patient
(99212) $29.76 $42.92 442%
Ophthalmological exam for a new patient
(92004) $100.45 $144.16 43.5%
Vaginal delivery
(59410) $718.85 $992.39 381%
Low complexity office visit for new patient
(99203) $75.45 $102.37 35.7%
More than 30 minute consult for hospital
discharge (99239) $76.84 $103.73 35.0%
Therapeutic rehabilitation therapy
(97M0) $22.08 $29.76 34.8%
Evaluation and management for critical care
(99291) $201.64 $268.34 331%
Less than 30 minute consult for hospital
discharge (99238) $56.34 $70.60 25.3%
Immunization administration for vaccines or
toxoids (90471) $14.15 $13.55 -4.2%

Source: LPA analysis of Medicaid and Medicare rates provided by KDHE (audited).
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