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COMPTROLLER GENERAL'S IMPROVEMENT NEEDED IN THE ADMINISTRATION
REPORT TO THE CONGRESS OF THE IOWA AND KANSAS MEDICAID PROGRAMS
BY THE FISCAL AGENTS
Social and Rehabilitation Service
Department of Health, Education, and
Welfare B-164031(3)

DIGEST

WHY THE REVIEW WAS MADE

Under Medicaid, a grant-in-aid program administered at the Federal level
by the Department of Health, Education, and Welfare (HEW), the Federal
Government pays part of the costs incurred by States 1in providing medi-
cal care to individuals unable to pay

Most States contract with private orgamizations--referred to as fiscal
agents--for assistance 1n administering their Medicaid programs.

The General Accounting Office (GAD) reviewed fiscal agent activities 1n

Iowa and Kansas because the contracts between the States and the fiscal

agents provided that significant aspects of the day-to-day operations

of the program be carried out by the fiscal agents. During fiscal year

1969, Kansas reported expenditures of about $36 mi1lion for 1ts Medicaid
program and Iowa reported about $32 mi111on Nationally, about

$4 2 b1111on was spent under the program; the Federal share was about

$2 2 billion

FINDINGS AND CONCLUSIONS

¥

GAO found weaknesses 1n the administration of the Kansas and Iowa Med1-
caild programs by the fiscal agents and 1n program monitoring by the re-
sponsible State agencies and HEW. —

Neither State had established controls adequate for ensuring that Medi-
caid payments were made only for medically necessary services. Nor had
either State provided adequate supervision or review of the administra-
tion of the programs by fiscal agents As a result

--there were 1ndications of overuse of program services and both
States experienced lengthy delays 1n establishing procedures to
control such overuse (see pp 14 to 27) and

--although both States had adopted a policy of paying medical prac-
titioners on the basi1s of customary charges that are reasonable,
neither State had ascertained what those charges were for many of
the services provided (see pp 29 to 37)



In addition, GAO observed opportunities for improvement 1n admnistra-
tive practices relating to

--identification of claims for services that might be covered in whole
or 1n part by the recipient's private health 1nsurance policy (see

PP 39 to 43),

--prevention of duplicate payments and payments for medical services
provided after the recipient's eligibility had terminated (see pp

44 to 46),

--the f1ling of paid clamms which required the employment of additional
staff (see pp 46 to 48), and

--determination of reimbursable costs to participating hospitals (see
pp 49 and 50)

There 1s a need for 1mproved monitoring of the Iowa and Kansas fiscal
agents by the responsible State agencies to ensure that the fiscal

agents fulf11l contractual responsibilities timely and effectively (See
pp 53 to 55 ) There 1s also a need for improvement 1n HEW's monitoring
of the Iowa and Kansas Medicaid programs to ascertain whether those pro-
grams are being administered in an efficient manner and 1n accordance
with approved State plans and Federal policies and regulations (See

pp 56 to 59 )

GAQ believes that the results of 1ts review demonstrate the need for
HEW to provide the States with assistance 1n mmproving the admnistra-
tion of their Medicaid programs through the provision of guidelines and
other information aimed at correcting identified weaknesses

RECOMMENDATIONS OR SUGGESTIONS

GAO 1s recommending that the Secretary of Health, Education, and Welfare
provide the States with.

~-=-Information on methods for reviewing and controlling the use of
Medicaid services Model systems should be developed for reviewing
the services of major provider groups, including the manner 1n -
which reviews by professional medical groups can be used to assist
States 1n controlling the use of Medicaid The States should be re-
quired to adopt either the model system or locally developed systems
that have been approved by HEW (See p 27 )

--Specific guidelines designed to ensure that those States which Timit
payments for practitioners to customary charges that are reasonable
accumulate and use data on charges made by individual practitioners,
including, when possible, charges to private insurance programs.
(See p 37 )



--Guidelines that require the States to provide the agency processing
Medicaid claims for payment with the identification of recipients
who have private health insurance coverage The guidelines should
also require that processing agencies have procedures to consider
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paid under the Medicaid program (See p 51 )

--Clarification of guidelines on the need for auditing of Medicaid-
related data 1n determining the reasonable cost of hospital care
provided to Medicaid recipients The guidelines should 1dent1fy
specific 1nformation to be considered 1n the audits and should con-
tain 1nstructions regarding the extent to which audits are required
to satisfy the criteria of reasonableness (See p 52 )

--Guidelines defining the State agencies' responsibilities relative

to fiscal agents' activities and the need for States to grov1de
supervision and review of those activities (See p. 59

AGENCY ACTIONS AND UNRESOLVED ISSUES

HEW anticipated that utilization review guidelines would be 1ssued 1n
+ha noaw future HEW anfavmad LAN +hat an addataran had aunwdad
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contracts to four States for a pilot medical surveillance and utiliza-
tion review program. The model system developed through the pilot pro-
gram 1s expected to strengthen the ability of States to monitor, plan,
and administer the Medicaid program and will be made available for
adoption by all participating States. (See p 28 )

HEW expressed the view that sufficient guidance was given to State agen-
cies by existing regulations for (1) the accumulation and use of histori-
cal charge data 1ncluding, when possible, charges to private 1nsurance
programs and (2) the consideration to be given to private medical 1in-
surance coverage 1in computing amounts to be paid by Medicaid HEW be-
T1eved that the weaknesses noted were caused by 1nadequate 1mplementa-
tion by the State agencies HEW stated that 1t planned to 1naugurate 1n

each regional office a closer monitoring and liaiseon program wWith the
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individual State agencies HEW informed GAO that 1t would continue to
evaluate 1ts guidelines 1n Tight of 1nformation obtained through 1ts con-

war wlR I

tinuing monitoring of State programs (See pp 37 and 52 )

HEW concurred 1n GAO's recommendations for clarification of guidelines
relating to the need for auditing Medicaid-related data in determining
the reasonable cost of hospital care provided to Medicaid recipients and
for the 1ssuance of guidelines defining the State agencies' responsibili-
ties relative to fiscal agents' activities and to the need to supervise
and review those activities (See pp 52 and 59 )

The actions already taken by HEW should strengthen administration of the

Medicaid program Considering the substantial Federal and State expendi-
tures under the program, prompt attention should be given to the comple-

tion of other administrative actions promsed
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MATTERS FOR CONSIDERATION BY THE CONGRESS

GAO 1s sending this report to the Congress because of 1ts 1nterest 1n
the Medicaid program The report should be useful to the Congress 1n
1ts consideration of planned legislative changes to the program



CHAPTER 1

INTRODUCTION

As a part of our continuing interest in the manner 1in
which HEW 1s carrying out its responsibilities relative to
Medicaid, GAO has examined activities of fiscal agents un-
der contract to assist the States of Iowa and Kansas in the
administration of their Medicaid programs. The Medicaid
program--authorized by title XIX of the Social Security Act,
as amended (42 U.S.C. 1396)-- 1s a grant-in-aid program 1in
which the Federal Government participates in the costs in-
curred by the States in providing medical assistance to
individuals who are unable to pay for such care.

From inception of the program in January 1966, State
Medicaid programs were required to provide inpatient hospital
services, outpatient hospital services, laboratory and X-ray
services, skilled nursing home services, and physicians'
services; effective July 1, 1970, home health care services
and screening, diagnosis, and treatment of children also
became program requirements. Additional services such as
dental care and optical services may be included in its
Medicaid program 1f a State so chooses.

Under Medicaid, States may contract with private orga-
nizations for assistance in administering their programs.
The functions and responsibilities assigned to the contrac-
tors--referred-to.-as.fiscal agents--vary among the 31 Statest
which use fiscal agents TFor example, one fiscal agent may
handle only the payment of claims for physicians' services,
whereas another may handle almost all of the administrative
activities associated with paying for all types of medical
care furnished to Medicaid recipients.

Our review of fiscal agent activities was made i1n Iowa
and Kansas because the contracts between the State agencies
mg the programs and the fiscal agents provided
that significant aspects of the agencies' day-to-day opera-
tions be carried out by the fiscal agents.

T~

1As of March 1970



As of August 1970, 48 States and four jurisdictions
had adopted Medicaid programs. The Federal Government pays
from 50 to 83 percent (depending on the per capita income
in each State) of the costs incurred by the States under
their Medicaid programs. For fiscal year 1969, the States
and jurisdictions having Medicaid programs reported expen-
ditures of about $4.2 billion, of which about $2.2 billion
represented the Federal share. During fiscal year 1969,
Kansas and Iowa reported expenditures of about $36 million
and $32 million, respectively, for their Medicaid programs.
The Federal share of the Kansas and Iowa expenditures was
about $18.9 million and $18 8 million, respectively.

We examined into the HEW policies relating to the use
of fiscal agents in Medicaid operations and into the admin-
1strative and management practices followed by fiscal agents
in fulfilling their contractual responsibilities to the
State agencies and into the practices and procedures fol-
lowed by HEW and the States in monitoring the fiscal agents'
activities. We did not evaluate the overall administration
or effectiveness of the Medicaid programs in Iowa and Kan-
sas. The scope of our review 1s described in more detail
on page 60,

ADMINISTRATION OF THE MEDICAID PROGRAM ?

At the Federal level, the Secretary ofsHealth, Educa-
tion, and Welfare has delegated t esponsibility for ad-
ministering the Medicaid program to fiistrator of
the Social and Rehabilitation Service, who administers the
program through the Medical Services Administration. The
administration 1s responsible for developing program poli-
cies, setting standards, and ensuring State compliance with
Federal legislation and regulations. Supplement D, of HEW's
Handbook of Public Assistance Administration, and the Ser-
vices's program regulations provide States with Federal
guidelines and instructions for administering the Medicaid
program.

Authority to approve grants for State Medicaid programs
has been further delegated to the Regional Commissioners of
the Social and Rehabilitation Service, who are responsible
for the field activities of the program. Under the Social
Security Act, the States have the primary responsibility for



initiating and administering their Medicaid programs. The
nature and scope of a State's Medicaid program are contained
in a State plan which, after approval by a Regional Commis-
sioner, provides the basis for Federal grants to the State.
The Regional Commissioners are also responsible for deter-
mining whether the State programs are being administered
1n accordance with existing Federal requirements and the
provisions of the States' approved plans.

At the time of our fieldwork, the HEW Regional Office
in Kansas City, Missouri--one of 10 HEW regional offices--
provided general administrative direction for medical as-
sistance programs in Iowa, Kansas, Minnesota, Missouri,
Nebraska, North Dakota, and South Dakota.l Each of the HEW
regional offices has a staff headed by an Associate Re-
gional Commissioner for Medical Services Administration to
work directly with State administrators of Medicaid.

A listing of principal HEW officials having responsi-
biiity for the administration of activities discussed in
this report i1s included as appendix II.

PERSONS ELIGIBLE FOR MEDICAID

Persons receiving public assistance payments under
other titles of the Social Security Act (title I, old-age
assistance; title IV, aid to families with dependent chil-
dren; title X, aid to the blind; title XIV, aid to the per-
manently and totally disabled; and title XVI, optional com-
bined plan for other titles) are entitled to benefits of
the Medicaid program. Persons whose incomes or other fi-
nancial resources exceed standards set by the States to
qualify for public assistance programs but are not suffi-
cient to meet the costs of necessary medical care are, at
the option of the States, also entitled to benefits of the
Medicaid program. Those persons receiving public assistance
payments are generally referred to as 'categorically" needy
persons, whereas other eligible persons are generally re-
ferred to as '"medically" needy persons.

1

Under a realignment of regional boundaries effective
July 1, 1970, Minnesota, North Dakota, and South Dakota,
will be under the jurisdiction of other HEW regional offices

7



The Kansas Medicaid program includes both the cate-
gorically needy and the medically needy. During fiscal
year 1969, there were approximately 97,500 categorically
needy and about 33,000 medically needy persons in Kansas
who received services or who were qualified for services
under the program During the same period the Iowa Medi-
caig pprogram included about 75,000 categorically needy
Iowals fiscal year 1969 program also included about 22,000
medically needy persons until February 1969, at which time
Iowa discontinued services to the medically needy.

Title XVIII (Medicare) of the Social Security Act
(42 U.S.C 1395), provides medical and hospital insurance
for most persons 65 years of age and over. Depending upon
their financial circumstances, Medicare recipients may also
be eligible for assistance under the Medicaid program. Per-
sons eligible for assistance under both programs must ex-
haust the benefits available under the Medicare program be-
fore receiving assistance under the Medicaid program.



CHAPTER 2

IMPLEMENTATION OF THE MEDICAID PROGRAM

AND USE OF FISCAL AGENTS BY KANSAS AND IOWA

The Medicaid program became effective Jamyary 1, 1966g
hewevegiffﬁe States had the opfﬁ3ﬁx0f”c3%t1nu1ng their med-
1cal assistance programs under various other titles of the
Social Security Act until Jamuary 1, 1970. Since then the
Federal Government has participated only in programs es-
tablished under title XIX,

The Handbook of Public Assistance Administration au-
thorizes the use of fiscal agents by a State agency in the
administration of its Medicaid program and sets forth cer-
tain provisions that must be included in the contract be-
tween the State and a fiscal agent,

KANS AS

The Kansas Medicaid program began in June 1967, The
State Department of Social Welfare (DSW) was designated
the single Stage agency responsible for administering the
Medicaid program, The Medical Assistance Unit of DSW 1is
the focal point for the Medicaid program,

In addition to providing the basic medical services
required by the act (see p. 5), the Kansas Medicaid program
provides, among other things, dental services, drugs, and
optical services,

DSW contracted with Kansas Hospital Service Associa-
tion, Inc., and Kansas Physicians' Service for assistance
in administering 1ts Medicaid program. These organiza-
tions--which, as Medicare intermediaries, provide services
to the Medicare program also--are referred to hereinafter
as the Kansas fiscal agent. The contract between DSW and
the Kansas fiscal agent covered the 3-year period from
July 1, 1967, through June 30, 1970, The fiscal agent's
responsibilities under the contract included:



1. Development and distribution of informational
and instructional materials, including claim
forms and manuals, to persons or institutions
providing services to Medicaid recipients.

2, Audit and approval of Medicaid claims for payment
by the State Department of Administration.

3. Application of procedures specified by DSW for
detection of fraud, of unnecessary care, or of
other abuses by beneficiaries or providers of ser-
vice,

4, Development and maintenance of procedures to re-
veal excess utilization of services or unsound or
unethical practices,

5. Provision of specified accounting, statistical,
and cost information.

6. Development of a manual describing the fiscal
agent's operation.

7. Instruction of providers of service to claim pay-
ment from other sources before submitting claims
under the Medicaid program,.

The contract provided that the fiscal agent be reim-
bursed for administrative expenses at the rate of $0,0129
for each dollar of Medicaid claims approved for payment so
long as the total reimbursement does not exceed actual ex-
penses. The number of claims, amounts of benefits paid,
and the amounts of reimbursement of administrative ex-
penses to the Kansas fiscal agent (based on information
supplied by the fiscal agent) are shown in the following
table.

10



Fiscal Year

1968 1969 1970

Number of claims

approved for pay-

ment 1,426,533 1,722,747 1,625,297
Benefits paid $16,965,360 526,369,938 $31,942,314
Reimbursement to

fiscal agent

(note a) $196,991 $323,643 $368,571

%The amounts of reimbursement do not equal the benefits
paid times the $0,0129 rate because of various adjust-
ments.

Data furnished by the fiscal agent shows that it ex-
perienced a loss of about $1 million during the 3 years of
the contract with DSW. We were advised by fiscal agent
officials that they would not agree to an extension of the
contract because the reimbursement rate did not provide for
full recovery of costs,

IOWA

The Iowa Medicaid program began in July 1967. The
Iowa Department of Social Services (DSS) was designated the
single State agency responsible for administering the Med-
icaid program. The Bureau of Medical Services of DSS has

the primary responsibility for the Medicaid program,

In addition to providing the basic medical services
required by the act (see p. 5), the Iowa Medicaid program
provides, among other things, dental services, drugs, med-
ical equipment and appliances, and optical services,

DSS contracted with Hospital Services, Inc., of Iowa
and Towa Medical Service for assistance in administering
1ts Medicaid program. These organizations--which as Medi-
care 1ntermediaries provide services for the Medicare pro-
gram also--are referred to hereinafter as the Iowa fiscal

11



agent. The contracts for fiscal years 1968 and 1969 were
substantially the same except for the rate of reimbursement
to the fiscal agent, The contract for fiscal year 1970 in-
cluded a further revision of the reimbursement rate and
1dentified more specifically the duties of the fiscal agent,
These duties included:

1. Preparation of informational material and billing
forms for providers.

2, Audit and payment of claims submitted by providers.

3, Maintenance of records of claims and administrative
costs.

4, Provision of accounting and statistical information
to DSS.

5. Maintenance of a complete and up-to-date file of
all computer programs pertaining to the processing
of Medicaid claims.,

6. Reviews of services provided by physicians, hospi-
tals, mursing homes, and pharmacies and assistance
to DSS 1in developing a system of review for other
Medicaid services,

Statistical data for the Iowa Medicaid program, based
on contract terms and information furnished by DSS and the
fiscal agent, are as follows’

Fiscal year

198 1969 1970

Reimbursement rate for each i
claim handied (note a) $0 9082 $0 92 $1 19
Number of claims handled 759,061 1,194,1°0 1,082,141
Benefits paid $15,869,379 $31,029,361 $22,608,278
Reimbursement to fiscal agent $768,383  $1,228,238  $1,207,623

8Contracts provide for reimbursement on the basis of claims handled,
with a provision for anmual adjustment to actual expenses  Any in-
creases to actual expenses are limited to 10 percent of the con-
tiact rate

12



The principal reasons for decreases in claims handled
and benefits paid in fiscal year 1970 from those paid in
1969 are (1) the exclusion of the medically needy from
Medicaid coverage, (2) the limitation on payments for hos-
pital care to 10 days for each admission, and (3) the
tighter control over payments for skilled nursing home
services,

13



CHAPTER 3

NEED FOR IMPROVEMENT IN CONTROLS OVER

UTILIZATION OF MEDICAID PROGRAM SERVICES

Kansas and Iowa experienced substantial delays in es-
tablishing procedures to disclose and control unnecessary
utilization of services provided under their Medicaid pro-
grams. Effective April 1, 1968, States were required by
Federal legislation to establish procedures designed to
prevent such unnecessary utilization. Utilization refers
to the need, quality, quantity, or timeliness of medical
services provided.

Iowa had begun to establish a comprehensive utiliza-
tion review program in March 1969 and, as of March 1970,
had established utilization review procedures for each ma-
jor category of service. In March 1970 Kansas had estab-
lished systematic utilization review procedures only for
hospitals' and physicians' services. The review procedures
established by both States were directed toward identifying
overutilization by medical providers. Neither State had
established procedures to examine utilization of services
by recipients.

The Medicaid program initially did not contain a re-
quirement for a utilization review. The Social Security
Amendments of 1967 required that, effective April 1, 1968,
State Medicaid plans must provide methods and procedures to
safeguard against unnecessary utilization of care and.ser-
vices. In implementing this requirement, the Social and
Rehabilitation Service issued an interim regulation on
July 17, 1968, which, after minor modification, was 1ssued
as a program regulation on March 4, 1969 The regulation
specified that each State plan must provide for a utiliza-
tion review for each type of service rendered under the
State's Medicaid program. The regulation also required
that the responsibility for making utilization reviews be
placed 1n the medical assistance unit of the State agency
responsible for admnistration of the program.

14



Kansas and Iowa have established such units. The Ser-
vice's regulation, however, does not specify the manner in
which these utilization reviews are to be performed, nor
does 1t establish minimum requirements for the provision of
a utilization review plan. At the time of our review, the
States had not been provided any further guidelines for im-

plementing the March 1969 regulation.

In an April 1969 draft of guidelines relating to uti-
lization reviews, which was sent to the HEW regions for
comment, the Medical Services Administration defined a uti-
lization review as any organized activity which evaluates
quality, quantity, or timeliness of the medical services
provided. The draft stated that institutional services
should be reviewed for such things as necessity of admis-
sion and duration of stay and that noninstitutional ser-
vices should be subject to surveillance to ensure that the
services rendered are based on actual need and to ensure
that the frequency of care and service i1s appropriate to
such need, The draft stated further that a utilization re-
view should include (1) a method of evaluating the need for
medical services before the services are provided, (2) a
determination of the propriety of individual claims, and
(3) the accumulation, analysis, and evaluation of claims
data i1dentifying patterns and trends of normal and abnormal
utilization of services.

The following sections contain our comments on the
progress of Kansas and Iowa in developing utilization re-
views and the need for further improvements in this area.

KANSAS

Our fieldwork i1in Kansas was essentially complete by
November 1969. At that time the Kansas DSW had not devel-
oped a utilization review plan that was required by the
July 1968 regulation issued by the Social and Rehabilita-
tion Service. The Director, Medical Services Division,
DSW, advised us in July 1969 that he had not completed a
utilization review plan because he had been wairting for
more definitive guidelines from the Social and Rehabilita-
tion Service. In November 1969 we were advised by the Di-
rector, DSW, that the State intended to complete i1ts plan
without further instructions.

15



The contract between DSW and the fiscal agent, entered
into 1n July 1967, required the fiscal agent to (1) develop
and maintain methods of audit and analysis of claims which
would reveal any excessive utilization of medical services
by any beneficiary or provider or an unsound or unethical
practice by any provider and (2) assist hospitals in devel-
oping utilization review procedures for services provided
to inpatient beneficiaries.

At the time of our fieldwork, the fiscal agent had im-
plemented only the following procedures as a means of de-
tecting and controlling possible overutilization of ser-
vices.

1 Claims for narcotics, drug items costing over $15,
and prescriptions exceeding 300 capsules or 1 gal-
lon liquid, were to be reviewed by the fiscal
agent's pharmacy consultant.

2. Prior authorization by consultants or review com-
mittees was to be obtained for certain optical and
dental services, including orthodontics.

3. Any claims which, in the judgment of the claims ex-
aminers, indicated questionable practices or
charges by the provider were to be reviewed.

4. Hospital claims were to be referred to a review
panel when the number of days of care exceeded cri-
teria established according to diagnosis or when
the diagnosis suggested that only custodial care
might be required.

Although the fiscal agent had instituted the above
measures for review of individual claims, 1t had not estab-
lished a comprehensive review process, except for hospital
claims, to identify excessive utilization or other abuses
by providers or recipients.

Additional comments on the need for improvement of

utilization review procedures by the Kansas fiscal agent
follow.

16



Hospital care

The fiscal agent's review of hospital claims as a
means of detecting unnecessary services for Medicaid pa-
tients began 1n September 1968. A utilization review panel
reviewed both Medicaid and Medicare claims. Records show-
ing the results of these reviews were not available for pe-
riods prior to March 1, 1969. During the 3-month period
ended May 31, 1969, the panel reviewed 117 Medicaid hospi-
tal cleims which exceeded established criteria (see i1tem
4 above) and denied payment of about $8,700 on eight of
these claims. During this same period, the panel denied
282 of 2,358 Medicare claims 1t reviewed, the amount dis-
allowed was about $124,000. We believe that the benefit of
a systematic review of hospital claims is 1llustrated by
the results of the panel's reviews.

In August 1969 DSW instructed the fiscal agent to dis-
continue 1ts utilization review of Medicaid hospital claims
and to reinstate claims previously denied. The Director,
DSW, stated that DSW took this action because of 1ts policy
which allowed the hospitals final authority over questions
concerning the medical necessity of services.

In our opinion, the reviews performed by the fiscal
agent's panel indicated that the hospitals' reviews were
not completely effective. The Director, DSW, advised us
that the policy of allowing hospitals to make the final de-
cision regarding the necessity of the services had not been
satisfactory, and in December 1969 DSW regulations were re-
vised to provide that final determinations of medical nec-
essity would be made at the State level. At that time the
fiscal agent resumed reviewing hospitals' claims for medi-
cal necessity of the service.

Other medical services

A comprehensive plan for review of the medical neces-
sity of drugs and other Medicaid services (such as dental
and optical services) had not been developed by the fiscal
agent at the time of our fieldwork. Procedures for review-
ing selected claims submitted by physicians were imple-
mented in February 1969 for the Medicare program but were
not implemented for Medicaid until February 1970. During

17



the 3-month period ended May 31, 1969, the fiscal agent had
reviewed 848 physicians' Medicare claims and denied pay-
ments of $4,535 on 24 claims.

We believe that the following illustrations--while not
necessarily typical of the normal pattern of program utili-
zation--1ndicate the need for systematic surveillance of
Medicaid activities

1.

Claims for 305 prescriptions were filed for one re-
cipient during the 13-month period ended May 1969.
Payments of about $700 were made to eight pharma-
cies for these prescriptions. On May 23, 1969, 10
prescriptions were filled by one pharmacy and on
May 29, 1969, 11 prescriptions were filled by an-
other pharmacy.

. In May of 1969, a physician was paird $1,210 for 401

vislts to a nursing home during the period Janu-
ary 2 to March 26, 1969. The physician was visit-
ing the nursing home weekly, seeing from 26 to 34
patients each visit

. A physician was paid $780 for 151 hospital visits

to one recipient during the 5-month period ended
March 31, 1969. This represents about one visit
each day. All except the first 4 days of the re-
lated hospital claim had been denied by the fiscal
agent's utilization review panel on the basis that
the patient was receiving only custodial care
rather than medical care.

A physician was giving injected medication to most
of his Medicaid patients in connection with office,
home, and nursing home visits The types of injec-
tions was not indicated on the claims. The pay-
ments made to this physician in July 1969 included
payments for claims of $4,388 for 512 visits and
644 1njections. The charge for each injection was
$3. For some patients a portion of the charges was
paid by Medicare. A further breakdown of the vis-
itts and i1njections 1s shown in the following table.

18



Place of Visits with Total

service Visits injections injections
Office 439 430 564
Home 48 48 58
Nursing home _25 _20 _22
Total 512 98 ééi

|

===

5. A physician's services under the program consisted
principally of outpatient services rendered at a
county hospital. The physician was paid about
$32,000 under the program during the 12 months
ended July 31, 1969. In some instances this physi-
cian charged for inpatient and outpatient visits to
the same patient on the same day.
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IOWA

The Iowa State plan for Medicaid provides that the
State agency, DSS, establish utilization review procedures
for each item of care and service furnished under the
State's program. The contracts between DSS and the fiscal
agent for fiscal years 1968 and 1969 required that the fis-
cal agent develop methods for reviewing providers' claims
that would reveal excessive utilization of medical care or
unsound practices by the providers. The contracts did not
specify the manner or the extent of utilization review the
fiscal agent was to develop. The contract for fiscal year
1970--executed on November 17, 1969--specifies the utiliza-
tion review procedures to be followed by the fiscal agent
in reviewing claims of physicians, hospitals, nursing homes,
and pharmacies and provides that the fiscal agent cooperate
with DSS 1in developing utilization review procedures for
services furnished by dentists, podiatrists, optometrists,
opticians, and chiropractors.

During most of the first 2 years, the fiscal agent's
utilization review was limited to individual claims which
appeared questionable in the judgment of the fiscal agent's
claims examiners, Formal or systematic utilization review
procedures were not employed for any services until March
1969, at which time a review to determine medical necessity
was initiated for nursing home claims, In June and July
1969, formal review procedures for hospital, home health
agency, and physicians' claims were implemented. Utiliza-
tion review procedures for drug claims were initiated in
December 1969 and for dental claims in March 1970.

The Social and Rehabilitation Service regional office
staff, in a June 1968 internal report, noted that DSS was
awaiting Federal criteria and guidelines prior to impletient-
ing utilization review procedures. The Director, Bureau of
Medical Services, DSS, advised us in March 1970 that DSS
had been reluctant to develop a utilization review program
on the basis of legislation or an interim regulation be-~
cause the final regulation could have required substantial
changes in the utilization review program,
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DSS arranged with various professional medical groups,
such as the Jowa Medical Society and the Iowa Dental Asso-
ciation, to assist, in an advisory capacity, in the admin-
1stration of the Medicaid program. These groups assist
DSS by (1) reviewing selected providers' claims referred to
them by DSS and advising DSS of potential overutilization
or other abuses of the program and (2) advising DSS on
criteria to be used by the fiscal agent in selecting and
reviewing claims for possible overutilization.

Additional comments on the utilization review proce-
dures of the Iowa fiscal agent follow.

Physicians! services

The fiscal agent began a utilization review of physi-
cians' claims for Medicaid payments on July 1, 1969, basi-
cally following the plan developed for the Medicare pro-
gram. The utilization review of physicians' claims by the
fiscal agent consists of the following three phases.

l. The examiner reviews claims upon receipt and refers
those exceeding specified criteria (for example,
claims for more than five injections per month) to

- a utilization review group for further consideration
of reasonableness before payment.

2, Postpayment reviews are made of claims which ex-
ceed established parameters. (For example, X-ray
or lab claims exceeding $100 for a recipient in a
6-month period.)

3. Random sample selections are made of paid claims for
the purpose of mailing questionnaires to recipients
to verify that services were received,

The second and third phases of the utilization review of
physicians' claims did not begin until February 1970.

In July 1969, at the request of DSS, the Iowa Medical
Society began a review of the activities of the 14 physi-
cians who had received over $15,000 under the Medicaid pro-
gram during calendar year 1968. 1In October 1969 the
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Society reported to DSS that i1t had analyzed claims for

20 percent of the Medicaid patients served by each of the
14 physicians. The Society reported that its reviews in-
cluded a thorough assessment of the claims submitted for
care rendered to the Medicaid patients, personal meetings
with the physicians, and evaluation of other available
material. They reported that (1) no evidence of overutili-
zation or other abuses of the program was found in eight of
the 14 cases, (2) there was sufficient evidence of over-
utilization or other abuses by four physicians to justify
consideration by DSS of a hearing to determine the physi-
cians' future role in the program, and (3) there was suf-
ficient evidence of overutilization or other abuses of the
program by two physicians to justify consideration by DSS
of placing all future claims by these physicians under
surveillance,

In December 1969 the Commissioner, DSS, notified each
of the six physicians that a review by the Bureau of Medi-
cal Services, with the assistance of the Iowa Medical So-
ciety, had revealed numerous instances of overutilization.
Following are examples of the medical services questioned
by DSS and the Iowa Medical Society.

Physician A

1. Claims were submitted for nursing home visits al-
though there was not any evidence in the nursing
home records that the visits were made.

2, Claims were submitted for office visits although
the patients had never been to the office. Specif-
1cally, charges were made for 127 office calls in
1968 for six patients, none of whom had been te the
office.

3. There was a general pattern of excessive visits and
prescriptions for medication in view of the diag-
nosis for and condition of the patients.

Physician B

1. Drugs were dispensed 1n excessive amounts in view
of the diagnosis for and condition of the patients.
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2. The type and frequency of laboratory tests per-
formed were inappropriate in view of the diagnosis.

3. Charges for services rendered to Medicaid recipients
exceeded charges made to private patients for simi-
lar services,

4. Office and nursing home calls were excessive in
view of the diagnosis for and condition of the pa-
tients,

DSS placed the six physicians on probation and directed the
fiscal agent to scrutinize all future claims submitted by
these physicians. In December 1969 DSS also requested the
advice of the State Assistant Attorney General as to
whether the evidence obtained from the Iowa Medical Society’s
review, of claims submitted by physicians A and B above,
would support suspension from the program and whether the
evidence would be sufficient to support prosecution for
fraud. In a letter dated June 12, 1970, commenting upon a
draft of this report, DSS advised HEW that action had been
taken to suspend the two physicians from the program and
that a fraud investigation was being undertaken by the
State law enforcement agency.

Skilled nursing care

Prior to March 1969, DSS permitted the payment of
claims submitted for any Medicaid recipient residing in a
skilled nursing home without determining the need for such
care. Effective March 1, 1969, DSS revised i1ts policy to
provide that there must be a showing of medical need for
the service before payment would be made.

To implement this policy, DSS required skilled nursing
homes to submit a form containing certain medical informa-
tion i1n support of each claim for skilled care provided.
The information to be submitted included a diagnosis of the
patient's condition, any physical limitations, and the
physician's orders. Officials of DSS stated that, with
this information, the fiscal agent could, i1n most instances,
determine whether skilled nursing care provided was medi-
cally necessary.
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If the fiscal agent determined that the skilled nurs-
ing care provided was not medically necessary, DSS policy
allowed payment to be made through the month in which such
determination was made. For example, a claim for skilled
nursing care provided during the month of September would
normally be received in October. If the fiscal agent then
determined that the care provided was not medically neces-
sary, the DSS policy nevertheless allowed payment for such
care to be made for September and October.

If officials of a skilled nursing home questioned the
decision of the fiscal agent, the fiscal agent would review
the case and any additional medical data submitted by the
nursing home, On the basis of this review, the fiscal
agent would either reaffirm or reverse 1its original deter-
mination.

DSS and the fiscal agent did not maintain readily ac-
cessible records of those cases for which the fiscal agent
made uncontested determinations that skilled nursing care
was not required. DSS maintained a file of those cases for
which an appeal was made and for which the fiscal agent
reaffirmed 1ts original decision. During the period June
1969 through January 1970, 394 reaffirmations were made.
We examined the records of 85 reaffirmations made during
December 1969 and estimated that, for these cases, payments
of about $82,000 were allowed for 222 months of skilled
nursing care which the fiscal agent determined to be medi-
cally unnecessary. Had these patients been placed in a
nonskilled nursing home or in a custodial care home, the
cost for their care for the 222 months would have been
about $40,000. These costs, however, would have been paid
under federally assisted programs other than Medicaid.

We did not estimate 'the total financial impact of the
DSS policy because records of cases for which the fiscal
agent had made uncontested determinations that skilled
nursing care was not required were not readily accessible.
In April 1970 DSS revised 1its policy for payment for skilled
nursing care and provided that payment be made only through
the last day for which skilled nursing care was determined
to be medically necessary.
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Hospital care

Since June 1969 claims for hospital care have been re-
viewed by the fiscal agent's claims examiners and those
claims that did not meet criteria regarding diagnosis or
length of stay were referred to medical personnel employed
by the fiscal agent for their determination of the medical
necessity for the care, Prior to that time, no utilization
review of hospital services was performed.

The contract for fiscal year 1970 between DSS and the
fiscal agent requires the fiscal agent to review at least
10 Medicaid patient cases quarterly for each hospital par-
ticipating in the Medicaid program for which the fiscal
agent 1s also the Medicare agent (intermediary). We were
advised by the fiscal agent that the purpose of reviewing
these cases was to determine whether the hospitals' utiliza-
tion review committees were functioning as described in
their utilization review plans, The fiscal agent is the
Medicare intermediary for 110 of the 150 Iowa hospitals par-
ticipating in the Medicaid program and therefore 40 hospi-
tals are not subject to review by the fiscal agent. We
found that the Iowa fiscal agent, in 1ts capacity as Medi-
care intermediary, was reviewing the operations of hospital
utilization review committees but was not reviewing any
Medicaid cases,

Drugs

In December 1969, the fiscal agent began recording
data from selected pharmacists' claims to accumulate infor-
mation on recipients' drug purchases and on pharmacy prac-
tices, Claims were selected by the fiscal agent on the ba-
s1s of specific criteria, such as those claims exceeding
$50 for one recipient or claims for seven Oor more prescrip-
tions filled for a recipient in 1 month. The data accumu-
lated was to be reviewed by pharmacy consultants, beginning
in March 1970, for indications of overutilization or other
abuses., Prior to December 1969 the fiscal agent did not
make a systematic utilization review of pharmacy claims,

The Iowa Pharmaceutical Association began reviewing

pharmacy claims in July 1969, At the request of DSS, the
Towa Pharmaceutical Association reviewed selected claims
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involving prescriptions filled by all 25 pharmacies which
received over $25,000 under the Medicaid program in 1968,
The Association reported to DSS on August 29, 1969, that

(1) contrary to Iowa Medicaid regulations, some pharmacies
were not obtaining physicians' approvals before refilling
prescriptions and (2) one pharmacy was billing for prescrip-
tion drugs in some 1nstances when nonprescription drugs were
actually dispensed. The Association suggested that DSS
might want to investigate further the activities of three
pharmacies,

In January 1970 DSS was still reviewing the detailed
information submitted by the Association and decisions had
not been made regarding possible action against any of the
pharmacies discussed in the Association's report,

Dental services

In March 1970, the fiscal agent began a postpayment re-
view of dental claims to i1dentify unnecessary program utili-
zation of dental services., The claims reviewed were se-
lected on the basis of established criteria, such as pay-
ments to a dentist for supplying complete dentures to more
than four recipients during a l-month period. The criteria
were recommended by the Iowa Dental Association and approved
by DSS.

In July 1969 the Iowa Dental Association Council on
Dental Care Programs began a utilization review of the
claims involving services provided by the 17 dentists who
had received over $12,000 under the Medicaid program 1in
1968, In a report dated October 2, 1969, the Council recom-
mended complete surveillance of billings by one dentist, a
limited surveillance of billings by four dentists, and a.
field audit and complete surveillance of all billings by
three dentists, The report also recommended that patient
education and postoperative treatment be deleted from cover-
age under the Medicaid program as these services were sub-
ject to overutilization, The report stated that, although
1t was not a usual practice for dentists to charge for show-
ing educational films to patients, one dentist routinely
billed for this service,
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The Director of the Bureau of Medical Services, DSS,
stated that the dental manual would be revised to exclude
patient education and postoperative treatment from covered
services, He stated also that the recommendations of the

Council concerning the eight dentists would not be acted on
unt1]l DSS obtained more

AL L e A Al SR L Y A LEAN

CONCLUSION

Jowa and Kansas experienced lengthy delays in estab-
lishing procedures to control the utilization of Medicaid
services, For some services utilization review procedures
were not implemented until early 1970, and for other ser-
vices procedures had not been developed at the time we com-
pleted our fieldwork in April 1970,

We believe that the problems experienced in establish-
ing and implementing utilization review procedures were at-
tributable pr1nc1pa11y to'ﬂgﬂl_fngz_hé!;gg defined the type
OI reviews neeuea IOI‘ tne Varlous serv1ces,__a.n<1 nw
_provided adéquate assistance to_ the States in developing
effective utilization review systems, We found that in
both States progress 1in establlshlng and implementing uti-
lization review procedures was slow because State officials
were awaiting further instructions and guidance from HEW,
Although a draft of guidelines relating to utilization re-
views was sent for comments to HEW regions in April 1969,

such guidelines had not yet been finalized and issued.

RECOMMENDATION TO THE SECRETARY
OF HEALTH, EDUCATION, AND WELFARE

In view of the need for assistance to the States 1in
the area of utilization reviews, we recommend that the Sec-
retary of Health, Education, and Welfare provide the States
with information on methods for reviewing and controlling
utilization of Medicaid services, Model systems should be
developed for reviewing the services of major provider
groups, including the manner in which reviews by profes-
sional medical groups can be used to assist States.in_con-
“trolling utilization, The States should be required to
adopt either the model system or locally developed systems
which have been approved by HEW.
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AGENCY COMMENTS AND ACTION

By letter dated August 17, 1970, the Assistant Secre-
tary, Comptroller, HEW, furnished us with HEW's comments on
our findings and recommendations, including its evaluation
of comments obtained from officials of Iowa and Kansas, who
generally concurred with our findings. (See app. 1.)

HEW advised us that final publication of utilization
review guidelines, which have been in draft form for guite
some time, had been delayed because the guidelines are under
consideration by HEW's task force on Medicaid and related
programs, (See p. 58,.) The task force's final report,
which was 1i1ssued on June 29, 1970, stated that a strong,
specific, and comprehensive Federal policy should be devel-
oped which would require the States to establish Medicaid
program effectiveness systems designed to control program
utilization. HEW stated that 1t hoped to issue utilization
review guidelines in the near future.

HEW 1nformed us that, in addition, i1t had awarded con-
tracts for the implementation of a pilot medical surveil-
lance and utilization review program with four States--
Colorado, Oklahoma, Rhode Island, and West Virginia, HEW
stated that the model system developed through this pilot
project was expected to strengthen the ability of States to
monitor, plan, and administer the Medicaid program and that
the system would be made available for adoption by all par-
ticipating States,
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CHAPTER 4

PROBLEMS FQUND IN DETERMINING

PRACTITIONERS' REASONABLE CHARGES

Kansas had established controls, through 1ts fiscal
agent, designed to ensure that payments for all practitioner
services, other than dental, were reasonable and did not
exceed the practitioner's customary charges. Iowa had es-
tablished such controls for only physicians' services. Leg-
1slation i1n both States and Federal regulations require that
Medicaid payments to practitioners be limited to customary
charges which are reasonable.

The Social Security Act requires that State Medicaid
plans provide methods and procedures for ensuring that pay-
ments for care and services are not in excess of reasonable
charges consistent with efficiency, economy, and quality of
care., Social and Rehabilitation Service regulations 1issued
1n January 1969 require that payment for services provided
by individual practitioners be limited to customary charges
which are reasonable.

Iowa and Kansas have adopted a policy that medical
practitioners be paid on the basis of their customary
charges, provided that the charges do not exceed reasonable
amounts for the type of services provided. Neither Iowa
nor Kansas, however, had ascertained the customary charges
for many of the services provided by practitioners. As a
result, the States could not determine whether the amounts
paid by the fiscal agents for these services exceeded the
individual practitioners' customary charges. Although in
some cases customary-charge data was available, the fiscal
agents were not using this information to limit payments to
practitioners.

We believe that,to comply with the Service's regula-
tions and their State plans, Iowa and Kansas should develop
information on practitioners' customary charges for all
types of services covered under the Medicaid program. Such
information could be obtained from prior charges under the
Medicaid, Medicare, and private health insurance programs.

29



Such data could be used by the fiscal agents to help ensure
that payments to practitioners do not exceed customary
charges.

Both Iowa and Kansas have established a policy of lim-
1ting payments for practitioners to reasonable charges. The
reasonableness of a charge for a particular medical service
1s determined on the basis of the prevailing charges--those
charges most frequently and most widely made in a locality
for a particular medical service. Although both States
have established prevailing charges on this basis for some
practitioners, Kansas had not done so for dentists and Iowa
had not done so for practitioners other than physicians.

Also Iowa had not complied with the HEW requirement
that approval be obtained from the Secretary of Health, Ed-
ucation, and Welfare for increases in charges for services.
The Social and Rehabilitation Service regulation dated
July 1, 1969, requires that payment for services provided
by physicians, dentists, and other practitioners under the
Medicaid program be limited to the lesser of (1) amounts
being allowed under Medicaid as of January 1, 1969, or
(2) amounts being allowed under Medicare at that date. This
regulation was issued as part of an effort by HEW to control
the i1ncreasing costs of medical care. In April and Decem-
ber 1969, Iowa increased the amounts allowable for certain
services of physicians. Approval of these increases was
not obtained from the Secretary although the Service's reg-
ulation froze amounts allowable at the January 1, 1969,

level.

These matters are discussed in detail in the following
sections.

IOWA

The Iowa Medicaid plan provides for customary and rea-
sonable charges to be paid for practitioners' services.
The State defines a reasonable charge as the charge that 1is
customary but not in excess of the prevailing charge in the
locality for similar services. The State plan defines a
customary charge as the amount which the individual practi-
tioner charges for the particular service in the majority
of cases. The plan provides also that the prevailing charge

be the upper limit.
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The State plan does not require practitioners to reg-
1ster their customary charges with the fiscal agent. The
fiscal agent has developed data on actual charges for only
physicians and, using this data, has established individual
physicians' customary charges and prevailing charges.

In November 1967 the fiscal agent developed data on
customary and prevailing charges for surgical procedures
for participating physicians on the basis of charges pre-
viously made under Medicare and the fiscal agent's private
insurance program (Blue Shield). This data, or profile,
was updated in March 1968 and again in December 1968. 1In
this latter revision, Medicaid program charges were used 1in
updating the profile. This profile was last revised 1in
September 1969.

Although the fiscal agent developed data on customary
and prevailing charges for surgical procedures in November
1967, 1t did not use the customary data--but did use the
prevailing data--in processing Medicaid claims until Sep-
tember 1969, or almost 2 years later. Data on both the
customary charge and the prevailing charge was used by the
fiscal agent beginning in November 1967 in processing Medi-
care claims for payment. Thus Medicare payments were
limited to the least of the (1) actual charge, (2) customary
charge, or (3) prevailing charge. On the other hand Medi-
caid payments were limited to only the lesser of the actual
or the prevailing charge. As a result, payments made under
Medicaid were sometimes higher than those made under Medi-
care for the same surgical procedure. This was contrary to
the DSS contract with the fiscal agent because the contract
provided that Medicaid payments to physicians be based on
the same data as Medicare payments.

Our review of selected Medicaid surgical claims pro-
cessed by the fiscal agent prior to September 1969 revealed
instances 1in which overpayments had occurred because the
fiscal agent's approval of the claims was not based on
customary-charge data. Our review of 34 surgical claims
showed that the fiscal agent had been able to establish
valid customary charges for services for only 17 of these
claims. We found that, of the remaining 17 claims where
customary charges had been established, overpayments had
been made 1n seven cases, as follows®
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Established Amount 1n excess

Amount customary  Amount of customary charge
claimed charge paid (overpayment)
$300 $200 $300 $100
300 200 300 100
200 175 200 25
225 200 225 25
225 175 1852 10
150 100 1102 10
110 80 1052 25

a
These claims were reduced to coincide with prevailing
charges or because of a disallowance for other reasons by
the fiscal agent's medical staff.

A fiscal agent's representative advised us that data
on customary charges had not been used as the basis for ap-
proving Medicaid claims prior to September 1969 because
there was insufficient staff to compare amounts claimed to
customary charges. From September to December 1969, these
comparisons were made manually. In December the fiscal
agent began to use electronic data processing equipment to
make such comparisons.

As of January 1, 1969, the fiscal agent had developed
and placed into effect a prevailing charge schedule for
nonsurgical services for both the Medicaid and the Medicare
programs. The charges had been established in July 1968 on
the basis of the judgment of the fiscal agent's medical
staff and not on the basis of the charges most frequently
made. In April 1969 the fiscal agent--again on the basis
of the judgment of 1ts medical staff--placed into effect a
new prevailing charge schedule. The new schedule showed
1ncreases 1n the prevailing charges for nine of the 50 non-
surgical services and decreases for 1l4.

Although the July 1, 1969, Federal regulation called
for a freeze on payments for physicians' services at levels
in effect on January 1, 1969, DSS did not seek approval
from HEW for the April increases nor did 1t require the
fiscal agent to rescind the increases. An official of the
fiscal agent stated that, although the increases should
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have been approved by HEW or rescinded, the charge schedule
had been used as the basis for approving Medicare and pri-
vate 1nsurance claims and that he did not consider 1t fea-
sible to establish a separate schedule for Medicaid. The
Director, Bureau of Medical Services, DSS, advised us that,
until we brought the matter to his attention, he had not
been aware that the fiscal agent had made the April 1969
revisions to 1ts charge schedule.

In December 1969 the fiscal agent developed a revised
schedule of prevailing charges for nonsurgical services
under the Medicaid and Medicare programs on the basis of
actual charges made to the Medicare program and to the fis-
cal agent's private insurance program during calendar year
1968. This action was taken to comply with the Social
Security Administration's instructions that prevailing
charges for services under Medicare were to be based on
actual charges. As mentioned previously, Iowa's charge
schedule had been established on the basis of the judgment
of the medical staff of the fiscal agent.

The Director, Bureau of Medical Services, DSS, told us
that he had interpreted the Federal regulation of July 1,
1969, as permitting increases i1n fees for physicians' ser-
vices 1f the increases were based on charges made prior to
January 1, 1969, He said that, since the December 1969
revisions were based on 1968 data, he did not consider it
necessary to obtain HEW approval for these increases. The
July 1969 regulation was an attempt by HEW to control the
rising costs of medical services by freezing payments to
practitioners. The regulation makes no provision for up-
dating customary or prevailing charges without HEW approval
and specifies that the payment levels in effect on Janu-
ary 1, 1969, govern.

The following schedule 1llustrates some of the increases
in the fiscal agent's December 1969 revised schedule of pre-
vailing charges for nonsurgical services.

Prevailing charges
Jan. 1969 Dec. 1969

Routine i1njection $ 3 $§5
Injection in joint 10 11
Extended hospital visit (per day) 25 41
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Since PSS and the fiscal agent had not developed
customary-charge data for practitioners other than physi-
cians, maximum charges (in lieu of prevailing charges) were
established for these practitioners by DSS with the assis-
tance of the professional medical groups. For example,
maximum charges for dental services were established on the
basis of recommendations by a committee of the Iowa Dental
Association., Thus the fiscal agent had no assurance that
payment for services of practitioners other than physicians
was limited to the practitioners' customary charges.
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KANSAS

The Kansas Medicaid plan provides that the basis of pay-
ment for medical services by practitioners be customary
charges as registered with the fiscal agent. The plan lim-
its payments to prevailing charges developed from the cus-
tomary charge registrations of each practitioner group (phy-
sicians, dentists, podiatrists, etc.). In addition, DSW's
contract with the fiscal agent limits payments under Medicaid
for physicians and podiatrists to customary and reasonable
charges allowable under Medicare.

The fiscal agent had obtained registrations from some
physicians under its private insurance program and from chi-
ropractors and some optometrists under the Medicaid program.
DSW had authorized the fiscal agent to approve payment of
claims submitted by practitioners who had not registered
their customary charges but had limited such payments to the
maximum established by the fiscal agent for the services
rendered. As a result, payments were made to numerous prac-
titioners without assurance that the payments did not ex-
ceed customary charges to the general public for similar ser-
vices.

The Kansas fiscal agent used three methods in establish-
ing the maximum charges payable for a particular service.
Maximum charges were established on the basis of (1) the
registered charges, when sufficient numbers of registrations
were received, (2) a study by the Kansas Medical Society,
which included the assignment of point values to medical
services, a dollar value then being applied to the assigned
points by the fiscal agent, or (3) the judgment of profes-
sional medical groups and/or the fiscal agent.

As of October 1969, about 1,800 of the 2,125 Kansas
physicians participating in the Medicaid program, or about
85 percent, had registered their customary charges or their
customary-charge data was available from the Medicare pro-
gram. A fiscal agent's official advised us that the agent
planned to obtain the customary-charge data for the re-
mainder of the participating physicians. We also noted that
the fiscal agent did not have customary-charge data for any
of the 1,987 out-of-State physicians who had made claims
under the Kansas Medicaid program. We recognize that it
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would be impracticable to obtain customary-charge data for
all of these physicians. We believe, however, that such
data should be obtained for those physicians who regularly
serve Kansas Medicaid recipients.

Although customary-charge data was available to the
fiscal agent for most Kansas physicians, the fiscal agent
had not established procedures for determining whether the
amounts charged by the physicians for injections and home
and office visits (the most frequently claimed services) ex-
ceeded the customary charges for these services. We reviewed
claims for these services provided during April, May, and
June 1969 by six physicians whose charges, we noted, were
in excess of their customary charges. Our review showed
that overpayments amounting to $1,357 had been made.

Fiscal agent representatives advised us that actual
charges claimed for injections and home and office visits
were not compared with customary charges because the fre-
quency of claims for these services was too great, consider-
1ng available staff, to permit the comparisons to be made
under 1ts manual system. As a result of our discussions,
in November 1969 the fiscal agent began to compare actual
charges claimed with customary charges on a sample basis to
i1dent1fy those physicians whose actual charges were in ex-
cess of their customary charges. As of March 1970, the fis-
cal agent had identified 199 physicians and/or clinies.

For medical practitioners other than physicians and
chiropractors, neither registrations nor profiles were being
used to ascertain whether the practitioners' actual charges
exceeded their customary charges. Although DSW had re-
quested optometrists to register their customary charges for
certain services, the registrations received had not been
put i1n a usable form and consequently were not being used as
a basis for approving claims for payment. We were advised
by representatives of the fiscal agent that attempts had
been made to obtain registration of customary charges for
dental services under a private insurance program but that
the response had not been sufficient to be of any value.
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CONCLUSION

HEW regulations require that payments to practitioners
not exceed customary charges which are reasonable, and both
Iowa and Kansas Medicaid plans provide for paying medical
practitioners on this basis. Iowa, however, had not ascer-
tained the customary charges for services (other than phy-
sicians' services), and Kansas had not ascertained the cus-
tomary charges for dental services. Also, 1n some cases
where charge data had been obtained, it was not being used
to determine the reasonableness of charges. Further, there
were instances in which charge data was not accumulated for
individual practitioners under Medicaid or other programs,
but charges were established on the basis of the judgment of
the fiscal agent or from data supplied by professional medi-
cal groups. In these instances, there was no assurance that
payments were limited to the customary and reasonable
charges.

RECOMMENDATION TO THE SECRETARY
OF HEALTH, EDUCATION, AND WELFARE

HEW regulations regarding Medicaid payments to practi-
tioners do not provide any guidelines to the States as to
how to assemble charge data. We therefore recommend that
the Secretary of Health, Education, and Welfare provide the
States with specific guidelines designed to ensure that
States, which limit payments for practitioners to customary
charges that are reasonable, accumulate and use historical
charge data of individual practitioners, including, when
possible, charges to private insurance programs.

AGENCY COMMENTS AND ACTION

In a letter dated August 17, 1970 (see app. I), from
the Assistant Secretary, Comptroller, HEW, 1in commenting on
a draft of this report, HEW expressed the view that its ex-
1sting regulations relating to the accumulation and use of
historical charge data were sufficient guidance for the vari-
ous State @gencies. It was HEW's opinion that the weak-
nesses noted 1in Iowa and Kansas had been caused by inade-
quate implementation of the regulations by the responsible
State agencies.
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HEW stated that it planned to 1naugurate, through its
regional offices, a closer monitoring and liaison program
with the 1individual State agencies. HEW stated also that,
under this program, it planned to have a closer relationship
with the State agencies and to make more frequent visits and
detailed reviews of State operations. HEW informed us that
1t would, however, continue to evaluate the adequacy of 1its
ex1sting guidelines relating to the accumulation and use of
historical charge data in the light of information obtained
through 1ts continuing monitoring of State programs.
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CHAPTER 5

OPPORTUNITIES FOR IMPROVEMENT IN

OTHER ADMINISTRATIVE PROCEDURES

Our tests of randomly selected claims paid by the Iowa
and Kansas fiscal agents indicated a need for (1) additional
administrative controls designed to reduce payment errors
and (2) improvement in the practices being followed by the
fiscal agents or the States. These matters relate to

~--1dentification of claims for services that might be
covered 1n whole or in part by the recipient's pri-
vate health insurance policy (Iowa and Kansas),

--prevention of duplicate payments (Iowa and Kansas)
and payments for medical services provided after the
recipient's eligibility had terminated (Iowa),

--the filing of paid claims which required the employ-
ment of additional staff (Iowa), and

--determination of reimbursable costs to participating
hospitals (Iowa and Kansas).

In most instances the State agencies and the fiscal
agents had taken or had been considering corrective action
at the time we completed our review. We believe that re-
views of the fiscal agents' claims-processing activities by
the State agencies would have resulted in timely identifi-
cation and correction of these administrative weaknesses.
The areas listed above are discussed in greater detail in
the following sections of this chapter.

IDENTIFICATION OF PRIVATE
INSURANCE OBLIGATIONS

The Social Security Act requires that State medical as-
sistance plans provide that all reasonable measures be taken
to ascertain the legal obligation of third parties--includ-
ing private insurance companies--to pay for medical services.
The act requires also that such third-party responsibilities
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be treated as a resource of the Medicaid recipient. Both
the Towa and the Kansas State plans provide for the identi-
fication of such resources.

A Social and Rehabilitation Service program regulation
1ssued in January 1969 implementing the legislative require-
ment restates the law but does not provide specific guide-
lines to the States as to how they should ascertain the in-
surance coverage of Medicaid recipients.

Medicaid payments were being made in both Iowa and Kan-
sas for medical services which were covered by private 1in-
surance carried by Medicaid recipients. In many cases the
providers received payments for the same services from Medi-
caid and from private insurance companies and then voluntar-
1ly refunded the amount of the insurance proceeds for credit
to the Medicaid program

Records maintained by DSW showed that, during the first
2 years of the Medicaid program, about $210,000 was refunded
by providers About $96,000 was specifically identified as
amounts received from private insurance companies About
$66,000 1in refunds was identified as other types of overpay-
ments, however, our tests indicated that many of these other
overpayments were, in fact, refunds from providers who had
received payments from a private insurance company and un-
der the Medicaid program Consequently i1t appears that at
least half of all refunds were related to receipts of pay-
ments from private insurance companies

Providers refunded about $494,000 to the Iowa fiscal
agent during the first 2-1/2 years of the Medicaid program.
The fiscal agent notifies DSS of each refund and identifies
the reason for each refund (such as payment by private in-
surance company, payment to wrong provider, and duplicate pay-
ment). The fiscal agent does not maintain summaries of the
total refunds relating to payments by private insurance
companies. We estimated, however, that, of the $494,000
refunded about $94,000 was refunded because of payments re-
ceived from private insurance companies

We did not have a reasonable basis for estimating the

additional amount of private insurance proceeds that pro-
viders (1) might not have refunded to the Medicaid program
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and (2) could have obtained in lieu of Medicaid funds had
they known that the Medicaid recipients had private insur-
ance coverage.

Towa

Application for Medicaid is made at the county welfare
offices. The application form provides space for informa-
tion on the applicant's private medical insurance coverage.
Applicants determined to be eligiblé are given Medicaid
identification cards which are to be presented to providers
when the recipient obtains services. If private insurance
1s carried by the recipient, a special-colored card is
issued to him. The county office advises the fiscal agent
monthly of the persons who are eligible for Medicaid. This
information shows whether the recipient has private medical
insurance coverage.

Iowa has a further control procedure to help ensure
that Medicaid payments are reduced by amounts recovered un-
der Medicaid recipients' private insurance. Before a pro-
vider submits a claim to the fiscal agent for services
rendered to a Medicaid recipient whose identification card
shows that he has private insurance coverage, the provider
must advise the county welfare office of the amount, if any,
received from such a private source. The county office
then authorizes the provider to submit its claim. If the
fiscal agent receives a claim without an authorization, 1its
processing system will reject the claim when the eligibil-
ity check shows that private insurance is available.

Iowa's control procedures should be adequate for pre-
venting the unnecessary expenditure of Medicaid funds in
those cases where a Medicaid recipient's private insurance
has been identified as a resource. We found, however, that
the eligibility information provided to the fiscal agent
by the county welfare office showed only that the head of a
family had such insurance coverage. The fiscal agent's
processing system therefore would not reject claims for ser-
vices provided to other members of the family who might
also be covered by the policy. For example, 1f a physician
treated the head of a family and the children and submitted
claims to the fiscal agent without an authorization from
the county welfare office, the fiscal agent's processing
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system would reject the claim for the head of the family
but would not reject the claims for the children

After we brought this matter to the attention of DSS
officials, they revised the eligibility records to identify
each family member covered by insurance.

Kansas

In Kansas, county welfare offices and the providers
have been advised by DSW that, 1f recipients have private
medical insurance, the amounts available from such insurance
must be used to pay for medical expenses before claims are
submitted under the Medicaid program. The claim forms pro-
vide space for deducting amounts received or recoverable
under private medical insurance.

The DSW eligibility records furnished to the fiscal
agent did not show whether Medicaid recipients had private
insurance coverage. Prior to January 1970, the recipient's
identification card did not indicate to providers that the
recipient had private medical insurance Also, even though
all claims were processed through county welfare offices
before submission to the fiscal agent, some counties did
not determine whether providers had made any claims against
their private medical insurance before the claims were for-
warded to the fiscal agent for payment.

At the time of our fieldwork in Kansas, the fiscal
agent was accumulating a card file on individual recipients
who had--according to information shown on claims forms--
private medical insurance This file was 1incomplete and
was not being used by the fiscal agent to determine whether
providers had sought reimbursement from the private insur-
ance The card file included data on about 2,000 individ-
uals.

From this file we selected 65 individuals whose cards
showed that they had private insurance coverage under Blue
Cross-Blue Shield (the Kansas fiscal agent), and compared
the Medicaid payments for services rendered with payments
available or made under the private insurance policies.
This comparison showed that Medicaid payments had been made
for services provided to 16 individuals without adequate
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consideration of their private insurance coverage. For ex-
ample, charges of about $250 had been paid under both the
Medicaid program and the Blue Cross-Blue Shield insurance.
Also, charges of about $1,200 had been paid under Medicaid
which should have been paid 1in whole or in part by Blue
Cross-Blue Shield.

After we brought these matters to the attention of DSW,
the Director sent a letter to each county welfare director
and to each provider reiterating the importance of seeking
payment from private insurance companies. The Director ad-
vised us that, where applicable, the individual Medicaid
recipient's identification card for 1970 would show the
name of the private insurance company. Also, we were ad-
vised 1n April 1970 by the Administrative Assistant, DSW,
that DSW was planning a revision in the routing of Medicaid
claims which would require providers to submit claims di-
rectly to the fiscal agent rather than to the county office
for review.

Including data about a Medicaid recipient's private
medical insurance on his i1dentification card should be an
aid to providers in identifying those recipients who have
private medical insurance. Because of DSW's plans to have
providers submit claims directly to the fiscal agent, con-
trols should be established by the fiscal agent to ensure
that providers consider Medicaid recipients’ private in-
surance resources before submitting the claim.
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PREVENTION OF DUPLICATE PAYMENTS

Towa

DSS and the fiscal agent had been aware as early as
October 1968 that numerous duplicate payments were being
made as a result of weaknesses in the fiscal agent's proce-
dures. A continuing review of paid claims by DSS regularly
disclosed duplicate payments, Voluntary refunds from pro-
viders who were paid more than once for the same service
also indicated that there was a need for corrective action.,

Early in the program the fiscal agent established pro-
cedures designed to prevent duplicate payments of regular
Medicaid claims but did not establish such procedures for
claims in which the beneficiary was also eligible for Medi-
care benefits (Medicare-related claims). Medicare-related
claims are first submitted to the Medicare intermediary for
payment. That amount not covered by Medicare (the deduct-
ible and coinsurance) 1s then claimed under the Medicaid
program., Although DSS and the fiscal agent were aware that
duplicate payments were occurring on Medicare-related claims,
action to correct the situation was not taken until February
1970,

Our review of selected refunds of duplicate payments
showed that the fiscal agent's automated procedures for de-
tecting duplicate claims for regular Medicaid cases per-
mitted certain claims previously paid to be processed for
payment again., These were cases in which it previously had
been necessary to assign a bypass code to a claim to effect
its payment., The bypass code would be assigned when a pre-
liminary manual review of a claim showed that more than one
service was rendered to a recipient on the same day (qu
example, an office visit and an injection). In the automated
system, such a claim would be rejected unless a code was as-
signed which would permit the claim to bypass the automated
check, If a duplicate claim was subsequently processed, 1t
would not be rejected by the computer because a bypass code
for these services had previously been entered into the
system,

Our review of refunds of duplicate payment showed also
that some duplicate payments had occurred because claims
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examiners, without having performed adequate reviews to en-
sure that the claims had not previously been paid, placed
bypass codes on claims which had been rejected by the auto-
mated system as possible duplicate claims. Fiscal agent
officials advised us that action to improve their procedures
designed to detect duplicate claims had been or would be
taken.

In January 1970 the fiscal agent initiated a postpay-
ment review of claims designed to detect duplicate payments,
This review disclosed that, during the first 2-1/2 years of
the program, duplicate payments of $355,000 had been made,
of which $103,400 pertained to Medicare-related claims.

The review also showed that $85,000 of the duplicate pay-
ments had been refunded. The fiscal agent planned to re-
cover the remainder of the duplicate payments after verify-
ing the amounts due from individual providers.

In February 1970 the fiscal agent implemented revised
prepayment procedures for detecting duplicate claims, The
revised procedures are applicable to Medicare-related claums
as well as to regular Medicaid claims.

Kansas

The fiscal agent's procedures for preventing duplicate
payments for physicians' services provide for the automated
computer system to compare the type and dates of service as
shown on claims being processed for services rendered to
Medicaid recipients with the same type of data shown on
claims paid previously. In instances where the comparison
showed that the same type of services had been provided on
more than one date (for example, three office visits in a
month), only the first date of service was entered into the
computer system. As a result, the computer contained in-
complete records of dates of service, which limited the ef-
fectiveness of the procedures to detect duplicate claims,

The fiscal agent had established service codes for
physicians' hospital visits to Medicaid recipients. The
last two digits of the codes indicate the physicians' diag-
nosis. The service codes were assigned by claims examiners
on the basis of the diagnosis shown on the physicians' claim
forms., The examiners, however, often had to use judgment
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in determining the proper code to be assigned to a diagnosis.
We noted that the same code was not always assigned for the
same diagnosis, which limited the effectiveness of the pro-
cedures to prevent duplicate payments. In the processing of
physicians' claims for Medicare, the same service code was
used for all hospital visits,

We brought this matter to the attention of fiscal agent
officials who advised us that procedures would be issued re-
quiring that all service dates be entered into the computer
and requiring that the same service code be used for all
hospital visits,

PAYMENT FOR SERVICES BEYOND ELIGIBILITY DATE

Our review of the Iowa fiscal agent's automated computer
procedures for verifying Medicaid recipients' eligibility
showed that recipients were considered to be eligible for
hospital, nursing home, and home health agency services for
1 month after their eligibility for Medicaid had terminated.
Although our review did not reveal that any payments had
been made for services provided to a recipient beyond the
period of eligibility, the procedures would permit such pay-
ments to be made.

After we pointed this out to the fiscal agent, the
eligibility verification procedures were revised to ensure
that payments would not be made after recipients' eligibility

terminated,

EMPLOYMENT OF STAFF FOR FILING PAID CLAIMS

Our comparison of the staff employed by the Iowa and
Kansas fiscal agents showed that the Iowa fiscal agent had
employed substantially more people to file paid claims, The
number of filing clerks used by the two fiscal agents and
the number of claims filed are shown in the following table,
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Number of Number of claims filed
file clerks Fiscal Fiscal

State (Nov., 1969) year 1968 year 1969

Iowa 128 625,351 1,076,515
Kansas 1 1,426,533 1,722,747

aEqulvalent full-time personnel based on six full-time and
10 part-time clerks. The number of part-time clerks was
increased to 15 in March 1970,

We examined into the filing methods used by the two
fiscal agents., The claim filing method used by the Iowa
fiscal agent was specified in 1ts contract with DSS. An
identification number 1s assigned to each case, and usually
all recipients in the same family are identified by the same
case number. Claim folders are made up by the fiscal agent
for each case number and are filed in numerical sequence, by
county. Claims paid for each member of the family are filed
in the appropriate folder. The filing process requires con-
siderable time since the correct claim folder must be located
before each claim can be filed,

The Kansas filing method consists of filing paid claims
by provider categories in the sequence in which the claims
were processed. Each claim 1s stamped with a sequence num-
ber which is used as a control number in the electronic data
processing system. To file the claims, the clerk places the
claims (usually in batches of 100) grouped by provider cate-
gory in file drawers for each provider category.

The Iowa fiscal agent acting in 1ts capacity of fiscal
intermediary for Medicare began, in October 1969, to convert
from filing Medicare physicians' claims on a recipient basis
(as 1s done for Medicaid) to a sequence number basis (as 1is
done in Kansas for Medicaid)., An official stated that this
action was taken after a visit to the offices of the Kansas
Blue Shield showed that i1t was filing Medicare claims on a
sequence number basis, with substantially fewer people. The
intermediary in Iowa had 16 Medicare filing clerks in Septem-
ber 1969 but had reduced the number to two by April 1970.
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DSS officials advised us that an evaluation of the
fiscal agent's filing system for Medicaid claims would be
made to determine whether 1t would be economically feasible
to change to a sequential number filing system or to some

other less costly system.
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AUDIT OF REIMBURSABLE COSTS OF HOSPITALS

Kansas DSW and Iowa DSS have not established audit
procedures to ensure that reimbursements for hospital care
represent the reasonable cost of providing care to Medicaid
patients., Payments to hospitals comprise a significant por-
tion of the total costs of the Medicaid program. Under HEW
regulations hospitals are to be paid for services provided
to Medicaid recipients on a reasonable cost basis in accor-
dance with Medicare principles of reimbursement.

According to HEW's definition, reasonable costs of in-
patient hospital services means the reimbursable portion of
allowable costs incurred in serving Medicaid recipients.,
This takes into account that all allowable costs applicable
to each patient shall be borne by the patient or by the
program designated as responsible for payment of hospital
charges made to the patient,

In March 1969 the Commissioner, Medical Services Ad-
ministration, i1ssued a memorandum to the States authorizing
the use of audited Medicare cost information in determining
the reasonable costs for services provided to Medicaid pa-
tients, The memorandum provides, however, that the States
make a limited audit of hospital services related to the
Medicaid program which are not covered by the audit for the
Medicare program, The memorandum stated that a common
Medicare-Medicaid audit program was being developed by HEW,
As of March 1970 a common audit program had not been pro-
vided to the States,

The contract between DSW and 1ts fiscal agent provides
that the fiscal agent may use the Medicare audits of hospi-
tal costs for Medicaid or the fiscal agent may review inde-
pendent hospital reports in determining the reasonable cost
of services provided, The contract between DSS and 1its
fiscal agent provides that the fiscal agent be responsible
for audits 1in determining costs reimbursable to hospitals
and states that Medicare cost statements and audits be used
in making the Medicaid audits,

At the time of our fieldwork, only about half of the

audits had been made of hospital costs incurred under the
Medicare program in Kansas and Iowa for fiscal year 1967.
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Substantially fewer Medicare audits for fiscal year 1968
had been completed. The Medicare audits include a determi-
nation of (1) the hospitals' total costs, (2) the total
charges to all patients, and (3) allowable costs under the
Medicare program allocated to Medicare patients on the ba-
s1s of Medicare charges and Medicare patient-days. The
Medicare audits do not include a review of data relating to
Medicaid patient care such as

--charges, number of patient-days, and interim reim-
bursements and

--adjustments for insurance recoveries or billing er-
rors.

We found that the fiscal agents in both States had ac-
cumilated, for each hospital, data relating to Medicaid
charges, patient-days, interim reimbursements, and payments
received from other sources as shown on the claims. The
Kansas fiscal agent furnished this data to the hospitals for
use 1n preparing their annual cost settlement statements.
The Iowa fiscal agent used this data, along with total hos-
pital cost data obtained from the Medicare audit, to pre-
pare the hospitals! cost settlement statements, The fiscal
agents permitted the hospitals to use the data or reports
furnished by the fiscal agents or data from their ownrecords
1n preparing cost settlement statements, Whichever method
was used, the fiscal agents did not verify the accuracy of

the Medicaid-related data1b/wdfk4 v
-

We believe thqgwgnmeﬁﬁg%:;;:;tlon of Medicaid-related
data 1is needegggggézfgggmpl ;7 we found that the data pre-
pared by the § fiscal agent did not include complete
information relating to payments received by the hospitals

from other sources and did not include adjustments result-
ing from refunds made by the hospitals.

Officials of DSW and the fiscal agent expressed the
opinion that the State's audit responsibility relating to
Medicaid was being fulfilled and that additional audit had
been unnecessary.

The Director, Bureau of Medical Services, DSS, stated
that the need for audit of Medicaid-related data would be
considered and discussed with HEW regional officials.

50



CONCLUSION

In reviewing the administrative procedures of the fis-
cal agents, we noted that improvements were needed to ensure
that duplicate payments were not made and that payments were
not made for services provided after the date a recipient's
eligibility had terminated., We noted also that improvements
were possible in the matter of filing paid claims, These
weaknesses are principally related to the activities of the
State and/or the fiscal agent., Other weaknesses, gy
indicated a need for additional direction from HE These Amh s
related to (1) consideration of payments for servicés by
private 1insurance companiles 1n determining amounts reimburs-
able from Medicaid and (2) audits of Medicaid-related data
in determining the reasonableness of hospital costs,

HEW regulations relating to payments by private insur-
ance companies for services provided to Medicaid recipients
require that States determine the extent to which third CQ%MQQMW
parties will pay for medical services but do not provide any 7
guidance regarding how this 1s to be done. HEW regulations
provide that States, in making final settlements with hos-
pitals for the reasonable cost of service provided to Medi-
caid patients, may use the cost information developed during
the Medicare audit of a hospital, provided that the State
makes a limited audit of Medicaid-related data pertaining to
services not included in the Medicare audit. These regula-
tions, however, do not identify the specific information to
be considered in such limited audits or define the extent to
which audits are required.

RECOMMENDATIONS TO THE SECRETARY OF
HEALTH, EDUCATION, AND WELFARE

Because of the weaknesses which we noted in the admin-
1strative procedures of the fiscal agents in Iowa and Kansas,
we recommend that the Secretary of Health, Education, and
Welfare provide the States with:

--Guidelines that require the States to provide the
agency processing Medicaid claims for payment with
the i1dentification of recipients who have private
health insurance coverage. The guidelines should
also require that processing agencies have procedures
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to consider private medical insurance benefits in de-
termining the amounts to be paid under the Medicaid
program,

--Clarification of guidelines on the need for auditing
of Medicaid-related data in determining the reason-
able cost of hospital care provided to Medicaid re-
cipients., The guidelines should identify specific
information to be considered in the audits and should
contain instructions regarding the extent to which
audits are required to satisfy the criteria of rea-
sonableness,

AGENCY COMMENTS AND ACTION

In a letter dated August 17, 1970 (see app. I), from
the Assistant Secretary, Comptroller, HEW, in commenting on
a draft of this report, HEW advised us that 1t would 1issue
clarifying guidelines relating to the need for auditing
Medicaid-related data in determining the reasonable cost of
hospital care provided to Medicaid recipients,

With regard to our recommendation for guidelines re-
lating to the i1dentification and use of private medical in-
surance coverage, HEW expressed the view that 1ts existing
regulations were sufficient guidance for the various State
agencies and that the weaknesses noted had been caused by
inadequate implementation of the regulations by the State
agencies, HEW stated that 1t planned to inaugurate,
through 1ts regional offices, a closer monitoring and liai-
son program with the individual State agencies, HEW stated
also that, under this program, i1t planned to have a closer
relationship with the State agencies and to make more fre-
quent visits and detailed reviews of State operations, HEW
informed us that 1t would, however, continue to evaluate the
adequacy of 1ts existing guidelines relating to the use of
private medical insurance coverage in the light of informa-
tion obtained through 1ts continuing monitoring of State
programs,
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CHAPTER 6

NEED FOR IMPROVED MONITORING

OF MEDICATD PROGRAMS

MONITORING BY STATE AGENCIES

There 1s a need for improved monitoring of the Iowa
and Kansas fiscal agents by the State agencies to ensure
that the fiscal agents have fulfilled contractual responsi-
birlities timely and effectively. We believe that comprehen-
sive reviews of the Iowa and Kansas fiscal agents' activi-
ties would have shown a need for increased effort by the
fiscal agents

--to develop and implement methods of claims review
for detecting cases 1in which unnecessary medical
services had been provided,

--to develop data on customary and prevailing charges
and to use 1t 1n reviewing claims submitted by prac-
titioners, and

~--to improve their claims processing procedures,

Also DSS had not ascertained whether the fiscal
agent's administrative costs were adequately supported and
reasonably necessary in the performance of 1ts contract,
even though claimed costs were 1in excess of the interim
reimbursement rate established by the contract. The Iowa
fiscal agent was reimbursed for all costs claimed during
the first 2 contract years.

The HEW Handbook of Public Assistance Administration,
although authorizing the use of fiscal agents, does not
provide guidelines or methods to be followed by State
agencies 1in their administration of contracts with their
fiscal agents. The handbook requires that the State agen-
cies submit their contracts with fiscal agents to HEW but
does not require approval of the contracts by HEW.
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Towa

DSS had assigned a full-time auditor to review Medi-
caid claims paid by the fiscal agent. The auditor, how-
ever, had not been given review guidelines to follow., The
reviews consisted primarily of determining whether data
shown on the claims was complete, whether mathematical
computations were correct, and whether the claims had been
previously paid. DSS officials advised us that the au-
ditor was not responsible for determining the causes of the
weaknesses or deficiencies in operating procedures which
resulted i1n any overpayments. Since March 1970, DSS has
had two auditors reviewing claims paid by the fiscal agent.

Although the auditor prepared monthly reports on the
audit results, the reports were generally limited to list-
ings of the amounts and types of overpayments found. The
reports were furnished to the fiscal agent for review and

for collection of the overpayments.

Periodic meetings have been held between DSS and its
fiscal agent since the inception of the Medicaid program.
Also 1n early 1970 the DSS data processing director re-
viewed some of the fiscal agent's computer programs. Ex-
cept for the audits of claims, however, DSS has not reg-
ularly or systematically monitored the fiscal agent's ac-

tivities.

Because of the need to be better informed about the
fiscal agent's operations, in January 1970 DSS proposed to
the fiscal agent that DSS place a full-time liaison person
in the fiscal agent's offices. The fiscal agent suggested
that the fiscal year 1971 contract make provision for such
a position,

Kansas

DSW's monitoring of 1ts fiscal agent consisted of
(1) periodic meetings between officials of the two organi-
zations, (2) a prepayment review of claims approved by the
fiscal agent to help ensure that payments did not exceed
maximum amounts allowable, and (3) a limited review by the
DSW medical audit section of claims approved by the fiscal
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agent. The medical audit section reviews were not per-
formed on a systematic basis; rather they were performed
generally on a trouble-shooting basis. Reports were not
prepared on the results of any of the reviews, and communi-
cations between DSW and the fiscal agent concerning the re-
views generally were not documented.

DSW did not have any staff assigned to the fiscal
agent's offices to monitor or review operations. Also DSW
had not ascertained whether the procedures being followed
by the fiscal agent were adequate to fulfill its contractual
responsibilities. For example, the 3-year contract awarded
in 1967 required the fiscal agent to develop and maintain
a manual describing 1ts operations, however, a fiscal agent
official advised us that such a manual would not be avail-
able before July 1970.
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MONITORING BY HEW

Our review showed also a need for improvement in the
monitoring of the Iowa and Kansas Medicaid programs by HEW
to ascertain whether they were being administered effi-
ciently and in accordance with approved State plans and Fed-
eral policies and regulations. In previous sections of this
report, we discussed several weaknesses which we noted in
the Iowa and Kansas programs. We believe that these weak-
nesses could have been corrected timely had HEW effectively
monitored these programs.

The HEW Region VI Medical Services Staff was respon-
sible, at the time of our fieldwork, for Federal administra-
tion of the Medicaid programs in Iowa, Kansas, and five
other States. The professional staff consisted of an Associ-
ate Regional Commissioner and two assistants. The functions
of this staff included assistance to the State agencies in

~--developing medical services plans and programs in ac-
cordance with Federal Medicaid legislation,

--developing procedures for the evaluation and report-
1ng on the operation of the programs,

--i1nterpreting HEW policies and procedures issued to
implement Federal legislation, and

~-informing State agency officials of nationwide trends
and developments in medical services.

We were advised by the Associate Regional Commissioner
that, effective July 1, 1970, the regional offices would
also have primary responsibility for evaluation of State
Medicaid programs. He stated that the program review and
evaluation projects being conducted jointly by HEW Central
and Regional Office officials would be discontinued.

Monitoring of the Iowa and Kansas Medicaid programs by
the HEW regional Medical Services Staff consisted princi-
pally of reviewing State plan material and other program in~
formation submitted by the States and making field visits to
the States to observe and discuss the operation of the pro-
grams. Field visits were generally limited to 1 or 2 days.
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We reviewed the reports available from inception of the
States' programs in mid-1967 through March 15, 1970, and
found reports on only five visits to Kansas and nine to
Iowa. The regional officials stated that reports were not
always prepared.

Also Region VI representatives assisted in an HEW Cen-
tral Office program review and evaluation project 1n Kansas
in November 1968 and in Iowa in April 1969. 1In addition,
during the period March 22, to April 2, 1968, an HEW team
of Central and Regional Office representatives made a survey
of public assistance programs (including Medicaid) adminis-
tered by DSW.

The HEW regional Medical Services Staffs' field visits
did not include comprehensive evaluations of the effective-
ness of the programs or their adminmistration. The Associate
Regional Commissioner advised us that the region had been
unable to make comprehensive evaluations because of limited
staff and limited travel funds. 1In July 1969 he proposed
to the Medical Services Administration of the Central Office
that the professional Medical Services Staff in the region
be increased by six staff members to permit adequate moni-
toring of the Medicaid programs in the region's seven States.

The reports on the field visits and reviews by HEW re-
glonal representatives showed that they were aware of some
of the weaknesses in the Iowa and Kansas programs which are
discussed in this report. The reports did not, however,
show the basic causes of the weaknesses or what specific
corrective actions were needed. The regional officials ad-
vised us that they did not routinely request States to re-
spond to the findings noted during their field visits or
reviews nor did they always follow up to determine whether
corrective actions had been taken by the States.

The HEW report on the November 1968 program review and
evaluation in Kansas stated that the only significant weak-
ness in methods for controlling unnecessary utilization of
medical services was related to nursing homes. A report on
a June 1969 visit to Kansas by an HEW regional representa-
tive, however, stated that Kansas was still in the process
of developing State plan material concerning utilization
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review methods. Prior to February 1970, Kansas had not es-
tablished a systematic utilization review method for any
services except hospital care. An HEW regional official
stated that action by Kansas to establish utilization re-
view procedures had been delayed because of the lack of spe-
cific Federal guidelines defining requirements of a utiliza-
tion review program.

An HEW regional representative's report of a June 1968
visit to Iowa stated that DSS had not taken formal action to
comply with Federal requirements for utilization reviews.
The report stated also that DSS was awaiting Federal crite-
ria and guidelines. A report on a visit in June 1969
(1 year later) showed that DSS still had not established a
program to control unnecessary utilization but that during
the visit regional representatives had discussed with DSS
officials methods which might be used in establishing a uti-
lization review program. By March 1970, DSS had established
utilization review procedures for all major services pro-
vided under 1ts Medicaid program.

Reports on HEW reviews of the Iowa and Kansas Medicaid
programs did not indicate that any evaluations had been
made of the manner in which the States complied with State
and Federal regulations concerning limitations on payments
to medical practitioners. Each State had adopted a policy
requiring that Medicaid payments be limited to practitioners'
customary and reasonable charges. HEW regional officials
advised us that staffing limitations had prevented the re-
gion from conducting the type of review necessary for evalu-
ating whether State payments met the requirements of State
plans and related Federal requirements.

An HEW task force's November 1969 interim report on
Medicaid and related programs also indicated a need for sub-
stantial improvement in HEW's monitoring of the States' ad-
ministration of Medicaid programs. The task force reported
that the Federal role had been primarily one of passive
monitoring and that such a role was detrimental to efficient
and economical management of the program. The task force
noted that it had not found any State having an effective
system of utilization review and concluded that a strong,
specific, and comprehensive Federal policy needed to be de-
veloped to assist States in establishing and maintaining ef-
fective Medicaid programs.
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Following a reorganization of the Medical Services Ad-
ministration in March 1970, HEW provided for a total in-
crease of about 125 staff positions in the Administration's
Washington and field offices. The reorganization and employ-
ment of the additional persomnel should enable HEW to pro-
vide more effective monitoring of Medicaid programs and
greater assistance to State agencies in the administration
of their Medicaid programs.

CONCLUSION

HEW has not issued guidelines defining the States' re-
sponsibilities when contracting with fiscal agents to assist
them in the administration of their Medicaid programs. Al-
though both Iowa and Kansas had contracted with fiscal agents
for periods which began July 1, 1967, neither State had made
any comprehensive reviews of their fiscal agents' activities
during the period covered by the contracts to ensute that
the fiscal agents had fulfilled their contractual responsi-
bilities. We believe that HEW should emphasize to the States
the need to perform continuing and comprehensive reviews of
the activities of their fiscal agents.

RECOMMENDATION TQ THE SECRETARY
OF HEALTH, EDUCATION, AND WELFARE

We recommend that the Secretary of Health, Educatuion,
and Welfare provide the States with guidelines defining the
State agencies' responsibilities relative to fiscal agents'
activities and the need for States to provide supervision
and review of these activities.

AGENCY COMMENTS AND ACTION

In a letter dated August 17, 1970 (see app. I), the
Assistant Secretary, Comptroller, HEW, in commenting on a
draft of our report, concurred in our recommendation that
HEW issue guidelines defining the State agencies' responsi-
bilities relative to fiscal agents' activities and to the
need for States to provide supervision and review of these
activities.
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CHAPTER 7

SCOPE OF REVIEW

Our review of the administration of the Medicaid pro-
grams 1n lowa and Kansas was directed to an evaluation of
program administration that these States had assigned to
their respective fiscal agents. We reviewed the activities
of the fiscal agents under contract to assist the States in
administration of the programs of the State public assis-
tance agencies responsible for the programs in Iowa and
Kansas, and of HEW.

Also we (1) reviewed pertinent legislation and Federal
regulations, contracts between State agencies and fiscal
agents, State plans for providing medical assistance, and
other pertinent data, (2) examined claims submitted for pay-
ment for medical services provided under the program, and
reviewed the operating procedures followed by the fiscal
agents 1n processing claims for payment,and (3) reviewed
the extent of advice and assistance provided to the State
agencies by the HEW regional staff and the extent of simi-
lar services provided to the fiscal agents, and control
exXercised, by the State agencies

A significant portion of our fieldwork was accomplished
in the offices of the Kansas and Iowa fiscal agents in Topeka,
Kansas, and Des Moines, Iowa. We also worked at the State
offices of DSW and DSS in these same cities and at the HEW
Regional Office in Kansas City, Missouri
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DEPARTMENT OF HEALTH EDUCATION AND WELFARE
WASHINGTON D C 20201

AUG 17 1970

OFFICE OF THE SECRETARY

Mr. John D Heller

Assistant Direcior, Civil Division
U.S. General Accounting Office
Washington, D.C., 20548

Dear Mr Heller:

The Secretary has asked that I reply to the draft report of the
General Accounting Office on its Review of Admunistration of
the Medicaid Program and the Use of Fiscal Agents by the
States of Jowa and Kansas.

Enclosed are the Department!'s comments on the findings and
recommendations 1n your report, including where appropriate,
reference to comments obtained from the Department of Social
Services of the State of Jowa and the State Department of Social
Welfare of the State of Kansas.

We appreciate the opportunmty to review and comment on your
draft report and welcomed your suggestion that the appropriate
State officials be afforded the same opportunity.

Sincerely yours,

H
(ﬂﬂ'_ wltde’

James B Cardwell
Assistant Secretary, Comptroller

Enclosure

63



APPENDIX I
Page 2

COMMENTS ON GENERAL ACCOUNTING OFFICE DRAFT REPORT
REVIEW OF ADMINISTRATION OF THE~
MEDICAID PROGRAM AND THE USE OF FISCAL
AGENTS BY THE STATES OF IOWA AND KANSAS

The draft report of the General Accounting Otfice presents a
factual picture of the situation in Iowa and Kansas, with regard
to program administration and the use of fiscal agents, and is
consistent with the findings of the SRS Regional Office on these
subjects

Comments obtained by us from officials of the States of Iowa and
Kansas generally concurred with the findings reported and discussed
a number of actions which State officials have taken or plan to
take to improve the administration of their Medicaid programs

These comments, which are rather lengthy, have not been attached

We are pleased to note that the State agencies found the General
Accounting Office report to be helpful and that they have given

and are continuing to give considerable attention to the matter of
utilization review

The report recommends that the States be provided with certain
information, guidelines, and clarification of existing guidelines

The first recommendation relates to the provision of information

on methods for reviewing and controlling utilization of Medicaid
services The recommendation states that model systems should be
developed for reviewing the services of major provider groups,
including the manner in which reviews by professional medical groups
can be used to assist States in controlling utilization and that

the States should be required to adopt either the model system or
locally developed systems which have been approved by HEW

Utilization review guidelines, as noted in the report, have been
1n draft form for quite some time The guidelines have been held
from final publication while under consideration by the McNerney
Task Force on Medicald and Related Programs The final report on
the Task PForce, which was 1ssued on June 29, 1970, stated that a
strong, specific, and comprehensive Federal policy should be
developed which would require the States to establish Medicaid
program effectiveness systems designed to control program utiliza-
tron We hope to 1issue utilization review guidelines in the near
future

In addition to these guidelines, we have executed contracts for the
implementation of a pilot medical surveillance and utilization
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review program with four States; Colorado, Oklahoma, Rhode Island,
and West Virginia It 1s hoped that the results thus obtained

will strengthen the ability of States to monitor, plan and administer
the title XIX program Further, the model system developed through
this pilot project will be made available for adoption by all
participating States

The second and third recommendations relate to the provision of
specific guidelines designed to ensure that States, which lamit
payments to practitioners to their customary charges which are
reasonable, accumulate and use historical charge data of individual
practitioners, including wherever possible, charges to private
insurance programs, and to the provision of guidelines which re-
quire that States provide to the agency which 1s processing
Medicaid claims for payment, the identification of recipients who
have private medical insurance coverage and which requires that
processing agencies have procedures to consider the private medical
insurance benefits in calculating payments on Medicaid claims

We believe that existing handbook regulations are sufficient
guidance for the various State agencies and that the cause of the
weaknesses noted 1s inadequate implementation by the State agencies
These deficiencies are not unique with JTowa and Kansas, but have
been noted by the HEW Audit Agency in almost all the States they
have reviewed We feel that these deficiencies will be lessened
and hopefully eliminated, by a closer monitoring and liaison pro-
gram with the individual State agencies soon to be inaugurated by
each of the SRS-MSA Regional Offices along with the cooperation

of the Washington Central Office Under this new program we plan
to have a closer relationship with the State agencies along with
more frequent visits and detailed reviews of State operations

We will, however, continue to evaluate the adequacy of these guide-
lines in light of information brought to our attention through our
continuing monitoring of State programs 1In the meantime we will
also consider other approaches to overcome these troublesome areas.

We agree with the fourth and fifth recommendations The fourth
recommendation relates to providing States with clarification of
guidelines on the need for audit of Medicaid-related data in
determining the reasonable cost of hospital care provided to
Medicaid recipients The recommendation states that the guidelines
should identify specific information in need of audit and instruc-
tions regarding the extent to which audit 1s required to satisfy
the criteria of reasonableness The fifth recommendation relates
to the provision of guidelines defining the State agency responsi-

bility relative to fiscal agents' activities and the need for
States to provide supervision and review of these activities

BEST DOCUMENT AVAILABLE
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As soon as possible, we plan to 1ssue clarifying instructions to
the State agencies on the above points, and follow-up on actions
taken through our regional reviews We estimate that we will be
able to accomplish the actions we plan to take on these matters
within the next 12 months
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PRINCIPAL OFFICIALS OF THE
DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE
HAVING RESPONSIBILITY FOR
THE ADMINISTRATION OF ACTIVITIES

DISCUSSED IN THIS REPORT

Termmure of office

From To
SECRETARY OF HEALTH, EDUCATION,
AND WELFARE
Elliot L. Richardson June 1970 Present
Robert H. Finch Jan, 1969 June 1970
Wilbur J. Cohen Mar, 1968 Jan. 1969
John W. Gardner Aug. 1965 Mar., 1968
ADMINISTRATOR, SOCIAL AND REHA-
BILITATION SERVICE:
John D. Twiname Mar. 1970 Present
Mary E. Switzer Aug. 1967 Mar. 1970
COMMISSIONER, MEDICAL SERVICES
ADMINISTRATION:
Howard N, Newman Feb. 1970 Present

Thomas Laughlin, Jr. (acting) Sept. 1969 Feb., 1970
Dr, Francis L. Land Nov. 1966 Sept. 1969
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