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L A OFFICE OF THE LEGISLATIVE AUDITOR
STATE OF MINNESOTA ¢ James Nobles, Legislative Auditor

September 10, 2021

Members
Legislative Audit Commission

Department of Human Services

Jodi Harpstead, Commissioner
Department of Human Services

This report presents the results of our audit of the Department of Human Services (DHS) Basic
Health Program (BHP) trust fund expenditures for the period July 2017 through June 2020. The
objectives of this audit were to determine whether DHS’s BHP trust fund expenditures paid during
this three-year period were allowable as described in 42 CFR, sec. 600.705(b) and in accordance with
other applicable federal requirements.

In DHS’s response letter, Commissioner Harpstead disagreed with our conclusion that the
department “generally complied” with relevant legal requirements for the BHP Trust Fund, and
stated that we found DHS “complied” with legal requirements in our most recent audit of
MinnesotaCare eligibility. As we discussed during our exit conference with DHS, this audit of the
BHP Trust Fund reflects findings covering a three-year period. This work includes results from our
2020 Single Audit in which we identified a finding with likely questioned costs exceeding $25,000
and reported the finding pursuant to 2 CFR 200.516(a)(3).

This audit was conducted by Valerie Bombach (Audit Director) and Jordan Bjonfald (Audit
Coordinator).

We received the full cooperation of the Department of Human Services staff while performing this
audit.

Sincerely,
Lori Leysen, CPA Valerie Bombach
Deputy Legislative Auditor Audit Director

Room 140 Centennial Building, 658 Cedar Street, St. Paul, Minnesota 55155-1603 ¢ Phone: 651-296-4708 ¢ Fax: 651-296-4712

E-mail: legislative.auditor@state.mn.us ®* Website: www.auditor.leg.state.mn.us * Minnesota Relay: 1-800-627-3529 or 7-1-1
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Introduction

The Department of Human Services (DHS) is responsible for administering
Minnesota’s version of a federal Basic Health Program (BHP). BHP—also known as
MinnesotaCare—provides health care coverage for adults without children, parents, and
children who meet certain eligibility criteria and are not otherwise eligible for certain
other publicly funded health care programs. The federal government supports
MinnesotaCare through contributions to the state’s BHP trust fund. For fiscal years
2018, 2019, and 2020, expenditures from the BHP trust fund totaled between

$356 million and $395 million annually.

Our audit focused on DHS financial reports and expenditures from the BHP trust fund
for state fiscal years 2018, 2019, and 2020. Specifically, we examined whether DHS
accurately reported BHP trust fund expenditures to the federal Centers for Medicare and
Medicaid Services and spent trust funds for allowable purposes only, in accordance
with legal requirements.

Auditors focus on internal controls as a
key indicator of whether an Minnesota Law Mandates
organization is well managed. Internal Internal Controls in State Agencies
controls are the policies and procedures State agencies must have internal controls that:
that management establishes to govern
how an organization conducts its work
and fulfills its responsibilities. A

o Safeguard public funds and assets and
minimize incidences of fraud, waste, and

N abuse; and
well-managed organization has strong . o _
controls across all of its internal e Ensure that agencies administer programs in
operations. If effectively designed and compliance with applicable laws and rules.
implemented, controls help ensure, for The law also requires the commissioner of the
example, that inventory is secured, Department of Management and Budget to review
computer systems are protected, laws OLA audit reports and help agencies correct
and rules are complied with, and internal control problems noted in those reports.
authorized personnel properly — Minnesota Statutes 2020, 16A.057

document and process financial
transactions.
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Report Summary

Conclusion

We concluded that the Department of Human Services (DHS) accurately reported BHP
trust fund expenditures on its financial reports to the Centers for Medicare and
Medicaid Services. DHS also generally complied with federal requirements to spend
BHP trust funds for allowable purposes only, with some exceptions.

Legal Compliance

Generally D Generally
Not Comply Complied

Finding

Finding 1. DHS generally complied with federal requirements to ensure BHP trust

funds were used for allowable purposes only, although some funds were expended for
individuals who were ineligible for the program. (p. 9)
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Background

Basic Health Program Overview

The Basic Health Program (BHP) was created by the Affordable Care Act to provide
health benefits for low-income residents who would otherwise be eligible to purchase
coverage through the Health Insurance Marketplace.! Effective January 1, 2015, the
Department of Human Services (DHS) transitioned its existing MinnesotaCare program
to a Basic Health Program. DHS oversees and administers MinnesotaCare, which is
funded by federal and state dollars, as well as enrollee-paid premiums.>

To manage BHP funds and account for program expenditures, DHS established a
required BHP trust fund within the state’s fund structure.® On a quarterly basis, the
federal Centers for Medicare and Medicaid Services (CMS) deposits federal funds into
the BHP trust fund. DHS may also deposit non-federal funds into the BHP trust fund,;
however, DHS manages enrollee-paid premiums through other state processes.*

To obtain federal funding, DHS must provide an estimated number of BHP enrollees
for the upcoming quarter to CMS. CMS uses this estimate to calculate the amount of
funds to deposit in the trust fund. At the end of each quarter, DHS must provide the
actual number of BHP enrollees for the prior quarter to CMS. CMS then uses the actual
enrollment to calculate a retrospective adjustment to the previous quarter’s deposit.°

According to federal law, BHP trust funds may only be used for the following purposes:

e To reduce premiums and cost sharing for eligible individuals enrolled in
standard health plans under BHP; or

e To provide additional benefits for individuals enrolled in standard health plans
as determined by the state.’

Federal regulations also require that DHS obtain an independent audit of the BHP trust
fund to determine whether expenditures were allowable.” This audit addressed that
requirement.

142 CFR, sec. 600.1 (2020).
2 Minnesota Statutes 2020, 256L.02, subds. 2 and 5; and 256L.15, subd. 1.
%42 CFR, sec. 600.705(a) (2020).

442 CFR, sec. 600.705(b) (2020), which states “the State may deposit non-Federal funds, including such
funds from enrollees, providers or other third parties for standard health coverage, into its BHP trust fund.
Upon deposit, such funds will be considered BHP trust funds, must remain in the BHP trust fund and meet
the standards described in [42 CFR, secs. 600.705(c) and (d)].”

%42 CFR, sec. 600.145(f)(4); and 42 CFR, sec. 600.610(c) (2020).
642 U.S. Code, sec. 18051(d)(2) (2020); and 42 CFR, secs. 600.705(b) and (c) (2020).

742 CFR, sec. 600.710(c) (2020), requires an “independent audit of BHP trust fund expenditures, consistent
with the standards set forth in chapter 3 of the Government Accountability Offices’ Government Auditing
Standards, over a 3-year period to determine that the expenditures...were allowable....”
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Financial Activity

During fiscal years 2018, 2019, and 2020, DHS received between $270 and

$464 million annually in federal funds that were deposited into the BHP trust fund,
shown in Exhibit 1. There were no state funds deposited in the trust fund during this
period due to a surplus of federal funds, which were allowed to carry over from year to
year. During this same period, BHP trust fund expenditures totaled between $356 and
$395 million annually. All of these expenditures were for payments to managed care
organizations or health care providers on behalf of individuals enrolled in
MinnesotaCare, and DHS did not record any unallowable expenditures—such as
administrative expenses—to the fund.

Exhibit 1: Basic Health Program Trust Fund Contributions
and Expenditures, Fiscal Years 2018 through 2020

Fiscal Yeara
2018 2019 2020
Contributions
Federal $461,085,169  $437,698,814  $265,930,912
Stated 0 0 0
Interest 3,124,980 5,644,315 4,719,891

$464,210,149  $443,343,129  $270,650,803

Expenditures® $392,938,339  $356,489,104  $395,517,491

a DHS reports expenditure data to CMS on a calendar year basis. We conducted our audit on a fiscal year basis.

42 CFR, sec. 600.705(¢) allows the State to maintain a surplus of funds and carry over unexpended funds from year to
year. Expenditures from this surplus must be made in accordance with 42 CFR, secs. 600.705(b) and (c). Due to a surplus
of federal funds during this period, the state did not deposit non-federal contributions into the trust fund.

¢ All BHP expenditures were payments to managed care organizations or health care providers on behalf of individuals
enrolled in BHP. DHS did not record any administrative expenditures to the BHP trust fund.

SOURCE: Department of Human Services.

Audit Scope, Objectives, Methodology, and Criteria

The Office of the Legislative Auditor conducted this audit to determine whether DHS’s
BHP trust fund expenditures during the three-year audit period were allowable as
described in 42 CFR, secs. 600.705(c) and (d), and in accordance with other applicable
federal requirements.® We also verified whether the BHP expenditures reported to
CMS were accurate. The audit scope and period under examination was from July 2017
through June 2020.

8 We tested the other federal requirements under 42 CFR, sec. 600, Subpart D (Eligibility and Enroliment)
and Subpart G (Payments to States) (2020).
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We conducted this audit as a part of our Fiscal Year 2020 Single Audit of federal
expenditures; we also relied on prior audits that we completed during our audit period.®
This report summarizes the results of our work.

Basic Health Program Trust Fund Expenditures

This audit assessed whether DHS accurately reported BHP trust fund expenditures to
the federal government and spent BHP trust funds for allowable purposes only. OLA
designed its work to address the following questions:

e Did DHS accurately report BHP trust fund expenditures to the federal
government?

e Did DHS comply with federal requirements to spend BHP trust funds for
allowable purposes only?

To answer these questions, we performed the following work during our fiscal year
2020 Single Audit.’® OLA interviewed staff from DHS to gain an understanding of
BHP. We reviewed the annual reports DHS submitted to CMS during our audit period
and compared this information to the state’s accounting system to verify whether DHS
accurately reported expenditures to CMS. We reviewed summary level BHP
expenditures from fiscal years 2018, 2019, and 2020, to analyze whether expenditures
were allowable according to federal requirements. We then tested a random sample of
60 of 153,580 eligibility determinations made by DHS during Fiscal Year 2020 to
determine whether DHS accurately determined eligibility and enrolled the individual in
the correct eligibility category. Finally, we reviewed enrollment data DHS submitted to
CMS for all quarters in fiscal years 2018, 2019, and 2020.

For our Single Audit work, we noted that DHS submitted prospective enrollment data to
CMS during the audit period. However, due to deficiencies in obtaining data from their
IT systems, DHS did not submit actual enrollment for nearly all quarters during the
audit period and thus, CMS was unable to determine the quarterly retrospective
adjustment to DHS’s BHP funds. CMS was aware that DHS did not submit actual
enrollment data and approved a method and process for DHS to submit such data
beginning in April 2021. The lack of timely actual enrollment submissions by DHS
during our audit scope limited our ability to test whether DHS submitted accurate
enrollment data to CMS.

We also relied on previous audits related to BHP that OLA issued during the three-year
audit period. First, OLA issued a report on MinnesotaCare (BHP) eligibility that

® Office of the Legislative Auditor, Financial Audit Division, Financial and Compliance Report on
Federally Assisted Programs (St. Paul, 2021); Office of the Legislative Auditor, Financial Audit Division,
MinnesotaCare Eligibility: July 2019 through March 2020 (St. Paul, 2021); Office of the Legislative
Auditor, Financial Audit Division, Minnesota Eligibility Technology System (St. Paul, 2020); and Office
of the Legislative Auditor, Financial Audit Division, MinnesotaCare Eligibility (St. Paul, 2018).

10 Office of the Legislative Auditor, Financial Audit Division, Financial and Compliance Report on
Federally Assisted Programs, (St. Paul, 2021).
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included determinations made between July 1, 2019, and March 31, 2020.%! In that
audit, we obtained and reviewed a sample of 270 MinnesotaCare enrollees from a
population of 125,221 enrollees to test whether DHS determined eligibility correctly
using data and information it had at the time of its review.

In April 2020, OLA issued an internal control and compliance report on the Minnesota
Eligibility Technology System (METS).*? In that audit, we focused on how METS
processes applications and whether METS performed the appropriate steps to determine
eligibility for all healthcare programs, including MinnesotaCare (BHP) between
January 2018 and December 2019. As part of this audit, we analyzed METS data to
verify the extent to which METS made appropriate eligibility decisions and whether
DHS information systems correctly processed enrollee eligibility status.

In October 2018, OLA issued a report on MinnesotaCare (BHP) Eligibility that covered
calendar year 2017.2 In that audit, we obtained and reviewed a sample of 153
MinnesotaCare enrollees from a population of 131,746 enrollees to test whether DHS
determined eligibility correctly using data and information it had at the time of its
review.

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. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions based on our
audit objectives. When sampling was used, we used a sampling method that complies
with generally accepted government auditing standards and that supports our findings
and conclusions. That method does not, however, allow us to project the results we
obtained to the populations from which the samples were selected.

We assessed internal controls against the most recent edition of the internal control
standards, published by the U.S. Government Accountability Office.’® To identify legal
compliance criteria for the activity we reviewed, we typically examine state and federal
laws, state administrative rules, state contracts, and policies and procedures established
by the departments of Management and Budget and Administration.

11 Office of the Legislative Auditor, Financial Audit Division, MinnesotaCare Eligibility: July 2019
through March 2020 (St. Paul, 2021).

12 Office of the Legislative Auditor, Financial Audit Division, Minnesota Eligibility Technology System
(St. Paul, 2020).

13 Office of the Legislative Auditor, Financial Audit Division, MinnesotaCare Eligibility (St. Paul, 2018).

14 Comptroller General of the United States, Government Accountability Office, Government Auditing
Standards (Washington, DC, December 2011).

15 Comptroller General of the United States, Government Accountability Office, Standards for Internal
Control in the Federal Government (Washington, DC, September 2014). In September 2014, the State of
Minnesota adopted these standards as its internal control framework for the executive branch.
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BHP Trust Fund Expenditures

We concluded that the Department of Human Services (DHS) accurately reported BHP
trust fund expenditures on its financial reports to the Centers for Medicare and
Medicaid Services. DHS also generally complied with federal requirements to spend
BHP trust funds for allowable purposes only, with some exceptions.

BHP trust funds may only be used for the following purposes: (1) to reduce premiums
and cost sharing for eligible individuals enrolled in standard health plans under BHP; or
(2) to provide additional benefits for individuals enrolled in standard health plans as
determined by the state.'® Under these requirements, DHS may not, for example, use
BHP trust funds to cover internal administrative expenses.!’

Finding 1

DHS generally complied with federal requirements to ensure BHP trust
funds were used for allowable purposes only, although some funds were
expended for individuals who were ineligible for the program.

Through our audit testing, we found that all DHS expenditures out of the BHP trust
fund during our audit period were used for allowable purposes; that is, to reduce
premiums and cost sharing for individuals enrolled in standard health plans under BHP.
However, among our sample testing, a small number of individuals who received health
care coverage were not actually eligible for the program. Specifically, in one audit we
found that DHS did not accurately determine eligibility for 2 of 60 sample enrollees
(about 3 percent) that we tested.'® For one of these two sample enrollees, the
caseworker erred in the determination as part of a manual verification process; for the
other sample enrollee, the case was not properly closed in DHS’s Medicaid
Management Information System (MMIS) when the individual was no longer eligible
for the program. DHS paid capitation payments to managed care organizations totaling
$5,313 for these two enrollees. In a separate audit, we found that DHS did not
accurately determine eligibility for 4 of 270 sample enrollees (about 1 percent) that we
tested.'® For all four of these enrollees, DHS determined the enrollee was eligible;
however, the enrollee should have been determined ineligible based on the
enrollee-provided documentation. DHS paid $4,564 in capitation payments to managed
care organizations for these four enrollees.

Additionally, we found that DHS and Minnesota IT Services did not ensure that the
eligibility status of all enrollees accurately transferred from the state’s Minnesota
Eligibility Technology System (METS) to MMIS, which resulted in unallowable

1642 CFR, secs. 600.705(b) and (c) (2020).
17 42 CFR, sec. 600.710(d) (2020).

18 Office of the Legislative Auditor, Financial Audit Division, Financial and Compliance Report on
Federally Assisted Programs (St. Paul, 2021), 105-107.

18 Office of the Legislative Auditor, Financial Audit Division, MinnesotaCare Eligibility: July 2019
through March 2020 (St. Paul, 2021), 15.
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expenditures. In our audit of MinnesotaCare eligibility during 2017, we tested 125
randomly selected MinnesotaCare enrollees and 76 MinnesotaCare enrollees with
non-Minnesota addresses and identified 20 instances in which METS correctly ended
eligibility; however, key data were not processed correctly and were not accepted by
MMIS to complete the case closures.?® As a result of this system deficiency, DHS
made payments totaling $1,844 to managed care organizations for these individuals
until the department identified the discrepancy and properly ended MinnesotaCare
coverage. In a separate technology audit of METS in 2019, we concluded that this
process deficiency was still ongoing, although DHS had taken steps to identify and
manually resolve the system mismatch errors.? In a second audit of MinnesotaCare
eligibility in 2019 and 2020, we found that for 3 of 270 sample enrollees we tested,
DHS did not ensure that METS closed the cases and sent the closure data to MMIS.?
As a result of these three errors, DHS made $1,598 in capitation payments to managed
care organizations for these enrollees after their eligibility had ended.

RECOMMENDATION

DHS should ensure that BHP trust funds are used for allowable purposes
only, in accordance with federal requirements.

2 Office of the Legislative Auditor, Financial Audit Division, MinnesotaCare Eligibility (St. Paul, 2018), 13.

2 Office of the Legislative Auditor, Financial Audit Division, Minnesota Eligibility Technology System
(St. Paul, 2020), 22.

22 Office of the Legislative Auditor, Financial Audit Division, MinnesotaCare Eligibility: July 2019
through March 2020 (St. Paul, 2021), 16.
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List of Recommendations

= DHS should ensure that BHP trust funds are used for allowable purposes only, in
accordance with federal requirements. (p. 10)
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Minnesota Department of Human Services
Elmer L. Andersen Building

Commissioner Jodi Harpstead

Post Office Box 64998

St. Paul, Minnesota 55164-0998

September 7, 2021

James Nobles, Legislative Auditor
Office of the Legislative Auditor
Centennial Office Building

658 Cedar Street

St. Paul, Minnesota 55155

Dear Mr. Nobles:

Thank you for the opportunity to review and comment on the draft report issued by your office, titled
Department of Human Services: Basic Health Program Trust Fund. We appreciate the opportunity to
discuss the excellent work done by our staff to manage the Basic Health Care (BHP) Trust Fund.

We are pleased that the audit found that we accurately reported BHP trust fund expenditures to the
Centers for Medicare & Medicaid Services (CMS) and “generally complied” with federal requirements to
spend BHP trust funds for allowable purposes. This report relied on four previous MinnesotaCare
eligibility audits, released from 2018 to 2021, to determine whether DHS correctly processed eligibility.
We previously reviewed and responded to these audits’ findings and developed corrective action plans
to reduce the eligibility errors they identified.

MinnesotaCare fulfills a critical need in our state’s health care infrastructure, serving about 100,000
people every year. The program provides health care coverage to Minnesotans who earn too much to
qualify for Medicaid but not enough to afford other health insurance. Enrollees pay premiums and very
low out-of-pocket costs for coverage that is typically broader than insurance available on the individual
market, including dental, vision and comprehensive behavioral health services. DHS administers cases
where all household members are enrolled in MinnesotaCare, while Minnesota counties manage mixed
household cases where some household members are enrolled in MinnesotaCare and others are
enrolled in Medical Assistance.

The most recent MinnesotaCare eligibility audit, released in August 2021, found accurate eligibility
determinations for 99% of tested enrollees.® We also significantly reduced the number of system

1 Office of the Legislative Auditor, Financial Audit Division, MinnesotaCare Eligibility: July 2019 through
March 2020 (St. Paul, 2021)
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interface errors, including situations where the Minnesota Eligibility Technology System (METS) correctly
ended eligibility but the Medicaid Management Information System (MMIS) did not accept data to close
coverage in a timely fashion. We are pleased with the much lower rate of MMIS closure failures — only
about 1% of the samples in your most recent audit, compared with about 10% in your previous audit.?
We continue to monitor an internal report that identifies potential mismatches between the two
systems and to correct cases as needed.

VT

Finally, I'd like to comment on the use of the Legal Compliance rating (“Did Not Comply”, “Generally Did
Not Comply”, “Generally Complied” and “Complied”). This audit summarizes four previous audits that
found that DHS correctly determined eligibility for most of the samples tested, based on the information
available at the time and in accordance with the requirements of law. While this audit concluded that
we “Generally Complied,” the most recent MinnesotaCare eligibility audit gave us a higher rating of
“Complied.” We look to audits to help us improve compliance, but this is more challenging when our
rating drops without any new findings. The Legal Compliance rating system appears to use standards
that are not clearly defined.

Thank you again for the professionalism and dedicated efforts of your staff during this audit. DHS will
continue to work in strong partnership with MNIT and county agencies to ensure accurate
MinnesotaCare eligibility determinations. Our policy and practice is to follow up on all audit findings to
evaluate our progress toward resolving them. If you have further questions, please contact Gary L.
Johnson, Internal Audits Office director, at (651) 431-3623.

Sincerely,

- Jpitdd

di Harpstead
Commissioner

2 Office of the Legislative Auditor, Financial Audit Division, MinnesotaCare Eligibility (St. Paul, 2018)
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For more information about OLA and to access its reports, go to: www.auditor.leg.state.mn.us.

To offer comments about our work or suggest an audit, evaluation, or special review, call
651-296-4708 or e-mail legislative.auditor@state.mn.us.

To obtain printed copies of our reports or to obtain reports in electronic ASCII text, Braille, large print,
or audio, call 651-296-4708. People with hearing or speech disabilities may call through Minnesota
Relay by dialing 7-1-1 or 1-800-627-3529.
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