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Bedicaid sanagesent inforsation systess are iptegrated
coanputer processing opesraticms wsed by the States to process and
pay bills for bealth care sarvices provided to msedicaid
recipients, store and cetrieve service and paysent data for use
io mcnitoring apd analyzing progras activity, snd genecate
sanagensnt reports. A review of the sedicaid sapagenmant
information aystess io thres States--Ohio, Hichigam, and
Illhihitﬂl"illicltlﬁ that the States have pot realized the full
potentisl of their systess. Fisdiogs/Conclusions: Although
approved bty the Dapartsant of Health, BEducatiop, and Belfare
(HEW) , the systens do Dot meet regquirements of the law,
isplensnting regulations, or HEV's adsinistrative reguiresents.
Scse sSystess are underdevsloped and/or underusad, and as @
result, neither the Federal Goveroment nor the States are
realizing all bepefits eapected. HEWN lacks inforsation on the
ccst of the systess and caonot sffectively sonitoer or control
adeinistrative expenditurea beciuse of lisitaticns inp
cest-raporting requiresants. HEV bhas not required the Etates ko
develop or creport the cost cf operating the systess ip detail.
The sysztens" data base is often incompatible with the mechanized
paysent systeas used by sedicare carriers apd bicders timely,
accurate, apd sechanized exchange of paysent data.
Fecosmsndations: The Secretary of HEW should: develop written
approval prccedures for use by HEW personnel in approving State
information systess; uvpdate the general systess desigp and the
progres requlation guide to reflect systes sxgerisnces to date;
assiat the States in developing medically acceptable definitions
of medical practice which correlate sedical diagoosis,



procedure, sga, apnd sax so that Statas can use the computer to
check billings; =1u:11 define the kinds of inforsation systeass®
costs that EEW will reisburse at the 75% sharing level; anpd
develof and isplement a functional cost-reporting systes for
wedicaid claias processing. The Congiess should consider
asendiag title XITX of the Social Security Act to require HEE to
establish systeas perforsance standards apd to require that HEW
periodically reevaluats approved systess to detarsine Lif thaey
continue to meet Federal requiresents. (RRS)
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COMPFTROLLER GEMERAL OF THE UNMITED STATES
WA TON, D.C.

B~164031(3)

The Honorable Henry M. Jackson

Chairman, Permanent Subcommittee
on Investigations

Committee on Qovernmental Affalcm

United States Senate

Dear Mr. Chaicmans:

This report is in response to the Permancnt Subcomittee
on Investigation's request that we (1) review the Department
of Health, Education, and Welface's (HEW's) approval of Btate
Medicaid Management Information Systems and (2) assess how
well the States are operating their systems. Bpecifically,
the Subcommittee asked us to evaluate the utilisation of
the systems, their effectivenese, and their costs.

This report contains a discussion of the information
eystems in three States--Ohio, Michigan, and Washington.
It discusses (1) the adegquacy of HEW's review of State
seystems for approval under the requirements of Federal law
and regulation, (2) the adeguacy of HEW's information on
the operational coats of State syatems, (3} the estent to
which States are realizing the benefits expected from
approved systems, and (4) the compatibility of Medicald
and Medicare information systems.

As requested by the Subcommittee, we have not obtained
written comments from the States or HEW on this report, but
we have discussed the report with them.

We are recommending that the Congress consider amend-
ing title XIX of the Social Security Act to requicre that
HEW establish systems performance standards and that
approved systems be periodically reevaluated by HEW to
determine if they continue to meet standards. In addition,
this report contains numerous recommendations to the
Secretary, HEW, directed at improving overall program
administcation.



B-164031(3)

AB reaguented by your office, we are making no further
distribution of this report at this time. AEB you know,
section 236 of the Legislative Reorganization Act of 1570
requires the head of a Federal agency to submit a written
statement on actions taken on our recommendaticns to the
Benate Committee on Governmental Affairs and the House
Committee on Government Operations not later than 60 days
after the date of the report and to the House and Senate
Committess on Appropriations with the agency's first
request for apptopriations made more than 60 days after
the date of the report.

Accordingly, we will be contacting your office in

the near future to acrrange for at least limited release of
the report ao that the requirements of section 236 can

be set in motion.
BE;;EZEE ig;?']ijéziii
s aq V-

Comptroller General
of the United States






COMPTROLLER GENERAL'S REPORT ATTAINABLE BENEFITS OF THE
TO THE PERMANENT SUBCOMMITTEE MEDICAID MANAGEMENT

ON INVESTIGATIONS, SENATE INFORMATION SYSTEM ARE
COMMITTEE ON GOVERNMENTAL AFFAIRS NOT BEING REALIZED

= oem e e —

The Department of Health, Educatlon, and
Welfare has approved Medicaid Management
Information Systems in Michigan, Ohio, and
Washington which GAD reviewed and found

==underdeve loped,
--ynderused, and

==not complying with all requlrements of the
law.

The systems, integrated computer processing
operations, are used by States to {l} process
and pay bills for health care services givun
Medicaid recipienta, (2) store and retrleve
service and payment data for use in monltorlng
and analyzing program activity, and {3} gener-
ate management reports.

By law, HEW pays 90 percent of a State's cost
to develop a system and, after approval, 75
percent of the operating cost. Bince develop-
ing and operating systems involve large Federal
expenditures--many through contractual arrange-
ments—there is concern about whether these
expenditures were justified and reasonable.

The full potential of the system 1s not being
realized either by the States or the Federal
Government. MNone of the three State systems
GAO revliewed fully complied with requirements
of legislation or implementing regqulations,
even though HEW approved them as being opera-
tional. This noncompliance stemmed from
weaknesses in HEW's system approval process
and system design criteria (see p. 6). A
fundamental change in Federal administrative
cost sharing is needed. States should be
relmbursed for operating a system that meets
certain performance standards of efficiency
and effectivenesa--not for merely having

an approved system.

i t rt
e i HRD-78-151



Increased administrative funding should
be provided by HEW only for meeting
performance standards which have a
significant program impact, auch as
cutting cost or increasing service
availability. (See p. 16.)

The Secretary, HEW, should:

==Develop written approval procedures for
use by HEW personnel in approving State
information systems, Including specific
criteria for testing the systems in oper-
ation to assure that minimum standards
are met.

-~Update the General Syatems Design and the
program cegulation guide to reflect system
experiences to date, with emphasis on
greater uniformity and use of proven pro-
cussling techniques in systems developed
by the States.

==ABsjist the States in developing medlcally
acceptable definitions of medical practice
which cocrrelate medical diagnosis, pro-
cedure, age, and/or sex s0 that States
can use the computer to check billings
for consistency among these factors,

RECOMMENDATION TO THE CONGRESS

To enable HEW to better manage and conktrol the
information systems, the Congress should con-
sider amending title XIX of the Soclal Secur~-
ity Act to require dEW to establish systems
performance standards and to require that HEW
periodically reevaluate approved systems to
determine if they continue to meet Federal
requirements. (Sce p. l8.)

HEW LACKS INFORMATION
ON SYBTEMS T

Lack of a clear definition of the kinds of
information systems' costs for which States
can claim 75 percent sharing has caused
canfusion among both HEW and State personnel
and has hampered HEW's abllity to effectively
monltor and control costs (see p. 20).

ii



Teai Sngal

Likewise, HEW cannot effectively monitor
or control Medicald administrative ex-
penditures because of limitations in coat-
reporting i‘equirements (see p. 22).

HEW has nwt regquired States to develop or
report the cost of operating information
system’ in detall. Without this reguirement
HEW csnnot adequately compare costs among
States, PFurther, costly or inefficient admin-
ilstritive procedures are obscured in the cur-
renl. method of cost reporting, and the rea-
sonableneas of such procedures goes unques-
tioned. (See p. 26.)

In contrast, HEW requires Lts Medicare claims
processing agents to report costs on a func-
tional basis and has been able to identify
agents whose costs have been out of line.

The Becretary, HEW, should:

--Clearly define the kinds of information
systems' coats that HEW will reimburse at

the 75-percent sharing level.

--Develop and Implement a functional cost-
reporting system for Medlcald claims process-
ing, similar to that used under Medlicare, to
facilitate cost comparisons among the
States.

EFFECTIVENESES OF ONE
SUBSYSTEM NEEDS IMPROVEMENT

The Surveillance and Utilization Review
subsystem and Management and Adminilstrative
Reporting subsystem are inteqral parts of
the information systema. The review sub-
system has two basic purposes: to provide
information that assesses the level and
quality of care provided to Medicaid recip-
lents and that reveals and facilitates

the investigation of suspected instances
of fraud or abuse by Medicaid providers

and recipients. The reporting subsystem
should provide necessary Information to
support sound decisionmaking.

In its present state of development, t;e
review subsystem accomplishes neither of

1Lk



ita purposes effectively. It is under-
developed, ineffective in identifying
potential misutilization, and of unproven
value. GStates generally are not reviewing
the quality of care provided Medicaid recip-
ients as required, and the subsystem is not
providing the data needed to help States do
so. Overall, States are 8till using a trial
and error approach to producing and/or using

the subsystem and its ceports. {See p. 1l.)

States generally used outputs from the manage-
ment reporting subsystem in the manner
intended and wete satiafied with the results.
{See p. 42.)

CAQJ believes the review subsystem needs fur-
ther development and a thorough evaluation

to assure that its approach is sound and ef-
fective. An available alternative--Utah's
Physician Ambulatory Care Evaluation program--
is addressing the quality of care issue,

as well as limlting potential overuse of serv-
icea. (S5ee p. 40.)

HEW should:

--Undertake a demonstration project to de-
termine whether the review subsystem can
be further developed and refined so that
it is more effective.

-=Continue development and evaluation of
alternative utilization review systems,
such as the Utah program.

INCOMPATIBILITY OF MEDICAID AND
MEDICARE INFORMATION SYSTEMS

The Medicaid information systems' data base
18 often incompatible with the mechanized
payment systems used by Medicare carriera--
thus hindering timely, aAccurate, and mechan-
ized exchange of payment data. Because many
pecple nave poth Medicare and Medicaid
coverage, the lack of compatibillLy causes
Medicald administrative ilneffectiveness and
reduces control over the payment of Medlicaid
claims. To gualify for 7% percent 'unding,

iv
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the systems are required by law to be
compatible. (See p. 45.)

GAC recommends that HEW:

--Develop a uniform identification numbering
system for providers and recipients and adopt
standard coding saystems for medical proce-
duyres, diagnoses, drugs, and medical supplies
for use by the Medlcare and Medicaid programs.

==Provide lialson between States and Medlicars
carriers to resolve conflicts which preclude
free exchange of payment data.

~=-Enforce the statutory regqulrement that Medi-
caid and Medicare information systems be
compatible.

As requested by the Subcommittee, GAD hase

not obtalned writtén comments from the States
or HEW on this report, but has discussed the
report with them.
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HAPTER 1

INTRODUCT 10N

The Permanent Subcommittes on [hvestigattons, Senate Ooen-—
mittee on Governmental Affairs, held heaclngs in Novembher 1976
relating to contracting by States for the development, instal-
lation, and operatiaon of a Medlcaid Management Information
System {(MMIS). An MHIS ls an automated system used to pay
claims for services rendered to Medicaid recipients and to
provide Information necessary to manage and control a State's
Medicaid program. During the hearlings, testimony was recelverd
which indicated that many problems existed in the MMI1H4 pra-
gram. 'The Acting Chalrman of the Subcommittee requested that
we review selected aspects of the Department of Health,
Education, and Welfare's (HEW's) and the States' involvement
in and use of MMIS. 'The review concentrated on determining

--whether HEW was adequately reviewlng State systems
for compliance with Federal law and regulation
before approving them;

--how adequate HEW controls over State MMIS oper-
ational coats are;

-=-if approved MMISs are compatible with Medicare
claims processlng systensi

--whether the claims processing portion of approved
MMISs met Federal requirements)

==how much States use the management reportling and
utllization control portlons of thelir MMI1Ss; and

--MHMIS5 costs by type of function perfarmed, for t)e
States reviewed.

As Oof June 1, 1978, HEW had approved 17 State systemd as
MM1Gs. (See app. 1.) At the Subcommittee's 1equest, we ro-
viewed HEW-approved systems in Ohio, Michigar, and Wasnington.
Both Ohio and Michigan operate thelr information systems
themselves, while Washington has contracted with Electronic
Data Systems Federal Corporation (EDSBF) for operating |ts
system. The scope of review is presented in chapter 6.

BACKGROUND

The Medicaid program is authorized by title XIX of the
Boclal Security Act, enacted in 1965. [t is a Federal/State
program which makes payments to medical service providers



i behig ]I ol 2llgible patients. The ¥ederal Government pro-
Viden (oqubatary gquides and financial support. Each State
tartlars dta proyram to lts needs, choosling from many options
1e-lated to eligibllley and services.

Combiined Fedecral/S5tate Medicaid expenditures were $51.7
pl Ll tbesn in tlscar year 466, Flecal year 1976 expendltures
weetw= S04.7 pilllon far providing an estimated 24 million
poeriilee warth Medivald secvices, Throughout the program’s
Site, the Lonyress, HEW, and States have all expressed con-
tirualng concern about the rapildly rising Medicald costs and
tisram management inadequacies. MMIS was developed as one
af rhe Federal LUovernment's responses to those concecns.

HHlsY RS bory

Itne Intriative for developing MMIS began in June 1970
whero an HEW task force recommended that HEW (1) develop a
moed ] systom to help Btates administer the Medicaid program
sl {2y make available Y0 percent Federal funding for instal-
Limep Such #H@ysStems.

rollowing the tssk force recommendations, HEW initiated
i -tiniese studies leading to developing a conceptual system
desibyn for oan MMIS, Consultec, Incorporated was awarded a
cimirract in March 1971 to finalize this desfign. The General
vyntems Design for Medicaid information systems was published
e Aaqust 1971 and a prototype installation was begun Septem-
Pt 1971 i dhio,

MM |5 was ronceilved as a computerlized information and
layms processing system tajlored tc support efficient Medi-
Pl pPrograk manadgement. States were to translate this gen-
sral conceptual design Iinto a mechanized system which ful-
till=d the basic system objectives and met individual State

S LTS |33

The ronceptual design includes silx subsystems: reclp-
senr, nrovider, ¢laims processing, reference file, survell-
| areces apd uvrilizavion review, and management and administra-
tive 1epurting. The firat four subsystems work together with
tvee nverall objective of processing and paying each eligible
rreldee for every valid claim, The other two subsystems
ondolidate and organize data from which reports, necessary
lar managing and rontrolling the Medicaid program, are pre-
prated,

Federal sharing in State HMMIS costs--at retes greater
"haro e nocmal Z0-percent adminlstrative coet-sharing rate--
wad authorized by section 235 of Public Law 92-603, enacted



October 1972. This law provided Federal funding for %0 per-
cent of the design, development, and installation cost of
systems which HEW determines are likely to provide more ef-
flcient, effective, and economical adminlstration of the
State Medicaid program. The law did not define the terms
“afficient, effective, and economical."

The systems must also be compatible with the claims
processing and information retrieval s,stems used in admin-
istering Medicare. Pederal funding for 75 percent of system
operating costs was also authorized by section 235 if the
system was approved by HEW and if it included a provision
for written notice identifying the Medicald services for which
a provider has been paid to each ellgible individual receiving
services. The written notice requirement was modified by
Public Law 95-142 (Oct. 25, 1977) to require that only a
sample of recipients had to be notified.

HEW lssued requlations in May 1974 {42 CFR 450.90) which
contained two additlonal requirements for 75 percent opera-
tional funding: (1) the complete system with all its compo-
nent subsystems must be operating on a continuing basis
ducring the period for wnich 75 percent sharing is claimed
and (2) the system must produce both patlent and provider
profiles for utilization review and program management pur-
poses. HEW issued administrative requirements in June 1974
which incarporated HEW's General Systems Design for MMIS as
its standard for approving systems,

HEW's Soclal and Rehabilitation Service Administration
{BRS) had the responsibility for administering Medicald. In
a Macrch 1977 reorganization, SRS was abolished and HEW es-
tablished the Health Care Financing Administration (HCFA)
which was given administrative responsibility for Medicaid
and Medlcare. The reorganization eliminated SRS's previously
centralized administration of data systems for Medlicaid, Aid
to Families with Dependent Children, and social services,
and divided them among the Office of Humen Development, the
Social Security Administration, and HCFPA.

FRIOR GAD REVIEWS OF THE MMIS PROGRAM

On October 25, 1974, we issued a report to Senatoc
Robert Taft, Jr. (B-164031(3)), on how HEW was implementing
section 235 of Public Law 92-603, and concluded that

-=-improved procedures were needed for paying States’
costs for MMIS and



--aln o ktaffing was not adegquate to review and evaluate
itates" requents [or awydtems approval.

'be MHIn wad aleo discussed in a report to the Congresgs,
v e lotelig Sitate Automated Informatjion Systems to Support
feste r gl Adnimntance Ptograms: Problems and Opportunitles,”
4ay AL, L HMm IFGASL-Td-31).



CHAPTER 2

IMPROVEMENTS NEEDED TUO REALIZE FULL POTENTIAL

OF INFORMATION SYSTEMS

The three States reviewed have not realized the full
potential of their management information systems. Although
approved by the Department of Health, Education, and Welfare,
the informatfion systems do not meet requlrements of the law,
implementing requlations, or HEW's administrative require-
ments. Some State information systems were underdeveloped
and/or underused. As a result, nelther the Federal Govern-
ment nor the Btates are realizing all benefits expected
from the Medicaid Management Information System.

According to the House Committee report on Public Law
92-603, 1/ the Pederal Government's share of costs associated
with an operating MMIS--75 rather than the usual 50 percent--
was justified by overall program savings expected to result
from using the information systems. However, HEW's process
for approving State systems as eligible for 75 percent shar-
ing only involves evaluating the documentation which de~
scribes the aystem. HEW does not test the system to verify
that it operates as the documentation describes. This has
resulted in States being approved for and reimbursed at the
75~-percent level, even though the systems ln operation falled
to meet all requirements of the law and/or HEW regulations.
Also, after approval, HEW does not periodically monitor State
systems to see if they are operating properly.

HEW's General Systems Design ls not specific enough to
provide meaningful assistance to States to adequately design
thelr systems. This lack of specificity also makes decisions
pertaining to system approval more difficult for HEW person-
nel because of the wide variation permitted.

While HEW should correct these weaknesses, a nJaire fun-
damental change is needed--namely, States should be reim-
bursed for performance, not for merely having an approved
system, By doing this, reimbursement would be based on HEW
periodically determining that the system is performing ac-
cording to certain standards of efficiency, economy, and
effectiveness. The Congress L8 presently considering legls-
lation (S. 1470 and H.R, 7079) which would require States
to meet performance standards or have the Federal share of

1/H. Rept. 92-231.



Medicaid administrative costs reduced or terminated. Thone
States meeting all and exceeding some Btandards would have
thelr percent of Federal funding increased., We belleve that
the pecformance standard corcept Ls especially applicable

to Information systems where measurements ol cesults should
not be too difficult to develop.

}NﬁDEEUhTE REVIEWS HRESULT IN INFORMATIUN
BYS' E LY APPROVED

HEW reviews State Information systems ro determine if
they meet requirements of the law, HEW regulations, and the
program gquide which Implements the regqulatlons. If a Btate’'s
system meets all of these regquirements, HEW approves the
system as an operational MMIS eligible for 75 percent Federal
cost aharling. However, because of weaknesses in HEW's appraoval
process, State systems have been approved which fail to meet
one or more af the requirements.

HEW's approval process consists of reviewing the docu-
mentation which describes the State system. This documen=-
tation ls compared to HEW's General Systems Design--a set of
manuvals containing general system documentation which incor-
porates the regquirements of the law, the regulaticvns, and
the progcam regulation guide. However, HEW does not oper-
ationally test State systems during its review. Thus, no
assucrance that a system pert>ms opecationally as specified
in the State's system documentation exists. Such testing--
an actual demanstration that the system produces expected
regdults when transactions which are predetermined to be cor-
rect, lncorrect, or lnvalid are processed--ls nevued 50 that
HEW, as well as the State, obtains optimal results from the
system., Further, testing is important slnce the heavy
reliance on conceptual capabllities, rather than functional
demonetration, has resulted in HEW's approval of incomplete
or underdeveloped systems,

Also, HEW requires States to perform computerized medical
consistency checks, l/ yet they were not given guidelines
as to what Is medically acceptable. ‘I'he absence of natlonal
or reqlonal definitlions of what are acceptable relationships
between age, sex, diagnosia, and treatment has hindered
the development of adequate systems' checks--even though the

1/Consistency checks are computer e¢dits designed to compare
the compatibility of medical prucedures provided with
diagnosis, age and sex, and vhe setting in which the
procedure was provided.



nystemns ate vapable of perfocming them. Elementary systems'
terts, ouch as those made during the review, wouid have
Aalerted lEW to this problem and appropriate action could
have been taken.

Besldrs the farlure to operationally test systems,
HENe D weaknuesses hamper HEW 'S aAyatem appcoval process. HEW
hae not devnloped oftilclal certification grocedures to be
Fol lowed by nystem reviewers, A set of such procedures would
allow Feviewsrd to condldatently apply a certain qgroup of
crlteris to varlods Stales’ systems. Presently, reviewers
only hawve o checklist to use In determining if systems mect
all requlrementd.,  An attempt to develop system approval peo-
cedug pd wad abandoned because, ~ccording to HEW officlals,
thie srates vary greatly ln thelr systems' approaches.

fure achbit1onal weakness In the approval process is that
It 13 enly done once, At a point In time, HEW reviews the
agstesr hogmentation and determines if the system should

Lo apptoverd,  HEW doeda not monitor or periodically reevaluate
the adeguacy of an approved system. State Medicaid programs
frequently cnange because of madifications to Federal and
State laws and pelicievsr therefore, changes to S5tate infor-
Mar Lo wystums are olten neceassary. Also, as States galn
st at Lo | exper lence Wwikth their systems, they often make
changen.  ASince HEWw has no continuing review function, It

van nelther b certain that a State's modifications to lts
syatem bade properly Implemented law or policy changes, nor
car LU Tell whether tegquired system componentd have haen
dalered, Foer @ cample, «hen Michlgan's system was certlified
try Hiw, Lt contained about 100 edits. Over the years, the
mambwr ol emd[Ts has incceased to about 460, Durinq this
vuolat lon, some original edits were expanded, some were
aplit ante speuecal edits, snd others were retained but were
ot used, However , HEW has not reevaluated the system to
determine 11 1t meets approval requicements.

MM |5 approval wrocess weaknesses have resulted in HEW
appraoving syrters which did not meet legislative or requla-
tory réefuléemonts [RAT SYStems

--pravide Eor prompr written notlce to Llndividuals
furnished Medlcalid secrvices,

--hi compartible with the claims processalng and Llnfor-
mation retcieval aystems vsed in the Medicare program,

--provide both patlient and medical provider profllea for
utillzaticn review and program management purposes, and



--be fully operational.

Also, HEW has no assurance that the systems as approved,
or as subsequently modified by the States, actually met MMIS
requirements, when operating, Details regarding unmet re-
quirements identified follow.

Hotice not sent to Medicald reciplents

The notice of medical benefit payments--or an explanation
of Medicaid benefits {(EOMB)--is a listing sent to a recipient
of all services that Medicaid has paid Eor that recipient
during a specified » riod, usually 1 month. The notice is
intended to check the validity of payment for claims made
by providers. Rec.r'ents are asked to notlfy the State if
the services paid for were not received.

Section 235 of Public Law 92-603 included a provision
requiring that notices be sent promptly to all Medicaid
eligibles for whom payments are made. Of the three States
reviewed, only Washington met this requirement when its
system was approved. The Medicare and Medicaid Anti-Fraud
and Abuse Act (Public Law 95-142, Oct. 25, 1977) modified
the EOMB regquirement to require that only a sample of recip-
itents had to be notified. MNevertheless, at the time HEW ap-
proved the Michigan and Ohio information systems as being
cperational, they did not meet the requirements of the then
applicable law.

In the early stages of implementing the information
systems, States developed the capability to produce EOMBs,
but scome resisted producing and mailing them as specifically
required by the law. Their resistance was based on econo-
mics. States were reguired to produce and mail notices to
each recipient receiving a service paid for by Medicaid.
The cost to a State ¢an be substantial., One State, California,
would not comply with the requirement because it believed
Lthe cost would be greater than the benefitsa.

Ohio and Wichigan eventually met the EOMB regulrement,
but only after the effective date of their systems' approval.
Michigan complied shortly after receiving !IEW's approval.
Howsver, Ohio did not begin mailing the notices to all recip-
ients {about 600,000 per month) until January 1977, or 15 months
after its system was approved as fully operaticonal. At the
time of the system approval review, Ohio had only recently
begun malling the notices, and only on a sample basis to
about 6,000 recipienta. Yet, HEW approved the system and
awarded retroactive approval--to a date 6 months before any



notices were mailed. HEW could not provide a satisfactory
explanation as to why Ohlo's system was approved before
EOMBs were issued,

Medicaid and Medicare systems are incompatible

Bection 235 also requires that to be certified as oper-
ational Medicaid lnformation systems have to be compatible
with Medicare systems, Compatible systems are necessary
to assure that the costs of services provided to persans
covered by both programs (about 3 milllon persons) are palid
by the proper program and that providers are not overpaid.
The infcrmation systems Eor the two programs were incompa-
tlble in all three States;y thus, HEW should nat have approved
these Medicaid systems. Implementing the compatibiliry
requirement has been difflcult because of inadequate cooper:-
tion between the two program;: and fundamental diffe.cnces
between their data bases. Washington and Ohio have attemptud
to use Medicare data, with considerable dlfficulty. This is
presented in more detall ln chapter 5.

Patient and provider profiles not generated
and components not fully operational

HEW regulations {mplementing section 235 specify that,
in order to receive HEW approval as operational, a -yatem
(1) must produce patlent and provider profiles for reviewing
use of services and (2) must have all components oparacting
continuously.

Meeting the first requirement enables the State to look
at all services that a recipient received or all services
that a provider has rendered over a speclfic time. These
recipient and provider profiles are generally considered
essential for utilization review of the necessity for and
quality of services received and rendered.

Meetlng the second regqulrement is supposed to enable HEW
to determine that operating information syatems are providing
all expected beneflts because the entire system is operatinqg
an all Medicaid claims submitted.

The Michigan information system is not producing any
reciplent profiles and, while the system does produce provider
profiles, only a few are used in reviewing services. Further,
nelther the Michigan nor the Ohio sysrtems met the continuous
operation requirement when they were approved since neither
initially produced an explanation of medical benefits, HEW
approved Michigan's system on the conditlon that the State



wimi1d produce all requicred profiles. However, the HState has
not Jone mo, and HEW did not check to ensure that the State
met Lhe condition before ¢laiming 75 percent snarcing.

In arddltion, none of the three States uses its infor-
mataarn aystem to pay all Medicald clawums covered under the
prwgtam,.  Wasahington excludes State-owned wental facllitles;
watin Uhle and Michigan exclude nursing homeées. Because States
1.0 it process some clalms through thelr systems, the result-
thg vlawms history does not ceflect some recipients' Ltotal
wediedl payment hilstory., [Iherefore, statistical data produced
Lv the systems §3 incomplete.

;tg_ijj_uﬁﬁ adminlaccaclive
reiulienenta far system approvals are met

vibw s program guide for the MMIS requlation outlines
ther capabllities that a system must have to be approved as
pi=rarional.  he guide states that HEW will use its Genecal
=yutems Ledgign as the standard for evaluating State systems

tir wpetational appraval, and thereby for 7% percent Federal
rging.  Trne General Systems Design includes extensive use

O imiite g tests to valldate provider billing data and to
cotvare lar reasenableness and consistency of data on the claim

larm with intormation already in the system's data base.
yntemd varied widely in the degree of compliance with tne
coneral Systems Design and in the use made of coumputer tests.

v aGuure tnat claimia are complete, corcect, and valid
te Loore payment, HEW'S General Systems Design reguires that
1= Claims pracesslng subsystem--the heart of the information
i tem-=perform basic checws on each claim to determine that

-=all required data is present,
== gates 4re valid and reasonable,

--COMAUC AL iOnE are Eﬂi[&ft;

rotes [or such ltems as presceiption drugs and medical
procedures performed are wvalid,

rewar fcal items are within the PLOper range [(2.g..
nravider rumbers having the carrect number of digits),
and

--the arovider and cecipient were eligible at the time
af secvwice.
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Our tests of the Michlgan and Ohlo systems )/ showed, with
minor exceptions, that these baslc checks were performed cor-
rectly.

HEW's General Systems Design also requlres that State
systems make several sophisticated crosa-referencing checks
that go beyond those of the "nocrmal” claime validation checks
listed previously. For example, such cross-reference checks
are intended to make certaln that

==-the medical procedure provided is consistent with the
diagnosis, the reciplent's age and sex, and the place
of service;

--the diagnosls is consistent with the recipient's age
and sex; and

--certain combinations of medical procedures are
identified for manual review before payment.

Our tests in Michigan and Ohio showed that these types
of checks were being performed on & very limited basis, al-
though they are within the States® systems' capabiliries. For
example, we processed test lnvoices which, If submitted by ac-
tual providers, would have resulted in payment for such Juea=
tionable services as providing blecth control pills to males,
prnulding fluoride treatments to infants, treating men for
menstrual problems, and performing major heart surgecy in
the recipient's home. Michlgan cfflclals said these cross-
referencing checks were not always made primarily because
of (1) a lack of defined criteria regarding what is reasonable
and consistent among the procedure, diagnosis, age, and sex
variables and (2) computer progiaming difficulties.

STATES NOT USING BYSTEMS TO ENFORCE POLICY

Another aspect of claims validation for which States
are not always using their computer systems is checking
for adherer.-e to State Medicaid policlies. 3ome States
establish policies that are more restrictive than Federal
limitationsa. For example, some States limit providers to
one routine visit per month to nursing home patients. States
do not alvays use their Information systems to enforce com-
pliance with their Medicaid policies.

1/We did not test wWashington's system.

11



For example, our test In Michigan and Uhio included
test claime which were processed to the point of payment
that viclated such State Medicald poliries as

-=-tuberculosls Lreatment {8 not a covered beneflt [or
recipients between the ages aof 21 and 65;

--recipients over 21 are limited to one dental vhevk-up
per l2-month period;

—refllls for narcotic and dangerous druge ace JLimlted
to three per prescription in a 4-month perind:

~-X~rays are not allowed for reciplents over &1 unl=ss
the X-rays are required due to a specific disepasne,
Injury, or diagnoslis;

-—gcoup psychotherapy is not a covered beneflit ftwr oot -
patlent visits to hospitals; and

-«providers are not allowed to rcharge sepacately 1ot
such services as routine postopecative care wWwihilvh
shiould have been included in a single wurgical Tee,

Washington's MMIS contractor did not implement Computer -
ized Stakte policy edleks unLil a year sfter LLE wyulym waw
certhified, During thir cime clalms were examined wanually,
as they had been hi.ore Implementing the sysbtem, to check
compl iance with State policy. Thus, even though approved,
Washington did manually what lta aystem could have done
better--and at much less cost.

Fallure tao enforce State HMedicald policy Ll costing tne
States a lot of money. While the tests were to delermine

whether there were checks to enforce policy arnd not te tdento-

fy the money lost, we did guantilfy effects In 2hia of nat
enforcing one of its policles--namely that Medicaid will jia,
a maximum of 5§15 per patient per year for dentdl X-rays, Al-
thauygyh many recipients received dental K-cays codting aver
515 annually, claims were not examined to assure compliance
with the policy limit. As a result, for the l-year perluod

ended Necember 1976, Ohio paild §553,000 mnre for dental A-rays

than it should have paild under lts policy. During the lasc
15 moaths uf this period, tioe system wan o) sroved as an MMLG

Hdtate offilrials gave suveral recsa.nd (o nat editing o

State pallicies. Michigan niflclala --~1d the State's policlesn-

winich are aoften vague=--make computer cnforcement 40000 ult



because of programing complexitles., ©Ohio officials said

they belleve State policy could often be better enforced
through postpayment review. The dental X-tray example cited
above, however, shows that neither prepayment nor postpayment
review was adeguate. The tests indicate that States can
spend more Medlcald dollars than they lntended because they
do not hold providers to prescribed policies, the purposes

of which generally are to limit Etate Medicaid costs.

19ADEQUATE GENERAL BYSTEMS DESIGN

The General Systems Design is Inadeguate in that it
lacks sufficlent specificity for State personnel to effect-
ively use it in designing and operating their systems oc
for HEW personnel to effectively use it when approving
systems, Also, it has not been updated to reflect varlous
improvements States have made and proven in practice.

The lack of speclficity in the general design combined
with the fact that HEW only reguires States to have systems
conceptually equivalent to HEW's design allows States con-
sliderable latitude in system design and operation. This re-
sults in systems varying widely [tvom State to State and in
HEW personnel having difficulty in detectmining if a system
meets the reguirements for 75 percent funding. An updated,
more delineated systema design would benefit both FPederal
and State personnel. The folluwing examples provide some
perspective on how the systems design could be improved.

Uniform definitions needed

States do not always use egulvalent definitions for
systems' terms, This makes comparisons between State syacems
difticult, The definition of a "claim” used by Michigan,
Ohio, and Washington is8 a good example., The General Systems
Design and the State of Michigan define a claim as the bill
rendered by a provider to the Medicaid agency for a procedure,
a set of procedures, or a service rendered to a recliplent
for a 3iven diagnosis or set of related diagnoses. When a
mulciservice blll is pald; each service Ls counted as a
ceparate claim, However, in Washlington a multiservice bill
is counted as one claim, Ohio aleso defines each multisecrvice
bill as one claim, except for drugs in which case each bllled
drug is counted as a separate claim. Without a uniform claim
defir ition, comparing one S5tate's claim-related statistics
to another State's has little value, As discussed in chapter
}, this becomes important when comparing claims processing
coats on a "per claim® basis. Claims statistics must be
manipulated to even approximate a comparable cost per claim.

13



Minimum data element definitions needed

The program regulation guide requires about 110 data
elements--specific information units having unigue meanings
such as place and date of service=-to be programed into
information systems. HNeither the program guide nor the
General Systems Design explains how t3> use each data element
or how to refine the daLa elements for optimum use. The
problems created by HEW's vague criteria are illustrated
below.

Place of service

One required data element is a code indicating where a
provider rendered a secvice. While not specifically stated
in the program gquide or General Systems Design, this code
is to be used in conjunction with a procedure code to deter-
mine if the treatment was performed in the appropriate set-
ting. Por example, major surgery should be performed in
a hospital; home health care should usually be delivered
in a recipient's residence; a nursing home visit should
be to 8 recipient reslding in a nursing home.

To adequately check for consistency between the service
rendered and whece it is rendered, all appropriate secvice
locations should be defined. While the systems design de-
fines 10 service places, it does not specify which should
be used for what treatment or even the minimum number that
should be programed into the system. States, in developing
their systems, have not unlformly applied place of service
coding.

Only four service places were uniformly defined by the
three States: inpatlient hospital, provider's office,
home /residence, and other (which requires a written expla-
nation by the provider). While all States have outpatlent
hospital as a service place, it takes on varying definiticons.
Washington's outpatient hospital definition excludes emergency
room visits, whlch are reported separately. ©Ohio and Michigan
define outpatient hospital to include both emergency room
and other hospital outpatient visits. By combining emergency
toom and other hospital cutpatient visits as a single place
of service, Ohio and Michigan hamper effective utilization
review since emergency situations canmot be conclusively
distinguished from nonemergency situations.

The table below shows other dif “erences between the

General Systems Design and the place of service codlng in
the three States reviewed.

14



Place of Bervice Codlings
ree Certlfled Systems

Shown in
the Bystems Code deslignation used

Place of service Design Ohlo Michigan Washington
Intermediate Care

Facility yes a/yes yes yes
Bkilled Nursing Facility yes a/yes yes yes
Independent Laboratory no no yes Ho
Residence: Substance

Drug Abuse no no Yes o
Outpatient: Substance

Drug Abuse no no yes T
Emergency Roum yes no no YE 5
Congregate Care no no no yas
Health Maintenance

Organizations yes no no no
Clinica yes yes no nao

&8/0ne code covers both.

While one State may need place of service codes that another
does not (some MMIS systems are used to pay for non-Medicald
services, Buch as congregate care in Washington), we believe
a minimum data base should be defined and required to be
conaistently used by all States. The lack of a defined data
base requires each syastems developer to [ndependently deter-
mine which place of service codes should be programed inco
the asystem.

Age indicator

Another data element is the age range indlcator required
for assuring delivered services are appropriate, based on
the reciplent's age. The systems desiqn does not specify
how to establish age ranges.

Ohioc developed an inadequate age Indicator. Ohio's
system defines age groups in terms of five fixed groups--
infants, children, teenagers, adults, and the elderly.
Ohio's age groups could not be overlapped; for example, the
State could not cvombine the infant and children age groups
to test a procedure, Michigan's and Washington's systems
can set age ranges between any two ages. For example, serv-
ices related to childbirth can be defined as appropriate Eng
persons age 12 to 50 or for any other beginning or ending
age. Because of Its fixed age ranges--none of which exactly
fite the appropriate range--Ohio had to define childbirth
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as an allowable procedure for all age qroups. In effect,
Ohiio's abllity to effectively use its system for performin

agye checks is nullified. In fact, Ohioc checks only 25 medical
rrocedures to see if the reciplent's age is consistent with
ilve service provided. Washington checks about 400 procedures,
which indlcates that Ohio's system could be improved slignifi-
cantly.

FLINDAMENTAL CHANGE NEEDED: REIMBURSE
STATES FOH PERF R
HAVING APPROVED SYSTEMS

HEW's one-time approval of information systems is not an
adegurte basls for assuring that continued incentive funding
(75 percent reimbursement) is warranted. States are being
reimbursed for having an approved system==not for having a
gystem that achievesa certain expectations. Once a Btate's
syatem L4 approved, HEW has no formal procedure to see that
the 5tate continues to operate the system according to Federal
requlrements. Moreover, 25 Indicated previously, we do not
believe HEW adequately determines that systems can operate
propecly before they are approved. To alid the approval
process and provide criteria against which systems' opera-
tional success can be periodically measured, performance
standards of efficiency and effectiveness should be developed.

Legislation (8. 1470 and H.R. 7079) was proposed in the
lsr sesaion of the 95th Congress to reform Medicaid admin-
istratlon. Under this proposed leglslation, the amounts
paid ro a Btar. for various categories of Medicaid admin-
istrative cocts would be increased, reduced, or terminated,
depending on whether the State meets specified performance
criteria crelated to (1) timeliness in making eligibility
determinations, (2) eligibility error rates, (3) timelliness
and correctness of claims processing, and (4) reporting
required data to HEW. The specific criteria relating to
claims processing are

--paying, within 30 days of receipt, 95 percent of claims
wiilch require no further written information (clean
claims) and within 90 days 99 percent of these claims
and

--prepayment and postpayment claims review procedures
which include reviews to determine (1) the accuracy
of data submitted and processed, (2) that the provider
is eligible, (3) that the service is covered under
the State's program, (4) that the recipient is eligi-~-
ble, (5) the guality and necessity of care Lf that
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function has not been assumed by a Professional
Standards Revlew Organization, (6) that payments do not
exceed those allowable, (7) that any third party lia-
bility has been paid, and (8) that the claim 18 not

a duplicate.

HEW would be required teo review Btate performance to
determine if it is meeting or exceeding the performance
criteria. Federal sharing in S5tate Medicald administrative
coasts, including Information systems costs, can be increased,
decreased, or eliminated, depending on how well the perfor-
mance criteria are met. Thus, States would receive Federal
sha:-lng depending on how well they administer Medicald,
not on the current practice of what administrative func~
tions they performed,

HEW took an important first step in March 1978 for
developing a basie for establishing such standards by expand-
ing ite Medicaid Eligibility Quality Control program to (1)
measure the effectiveness of State third party liability
programs and (2) ldentify the incidence of errors in claims
proceesing.

CONCLUSIONS

The full potential of MMIS is not belng realized either
by the States or the Federal Government. MNone of the three
State systems reviewed fully complied with requirements of
legislation or implementing regulations, evem though HEW ap-
proved them ae belng operational. This noncompliance stemmed
from weaknesses in HEW's system approval process and system
design criteria. A fundamental change in Federal adminis-
trative cost sharing ls needed. 5States should be reimbursed
for operating a system that meets cectair performance
standards of efficlency and effectiveness--not for merzaly
having an approved system.

We believe that any standards established should be
related to administrative cost effectiveness, i.e., admin-
ietrative fundlug should be provided by HEW only for meeting
pecformance standards which have a significant program impacet,
such as cutting cost or increasing service availability,

RECOMMENDATIONS TO THE SECRETARY, HEW

We recommend that the Secretary, HEW, direct the Admin-
lstrator, BCFA, to:
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--Develop wrltten approval procedures for use by HEW
persannel in approving State information systems,
including specific criteria for testing the operating
systems to assure that minimum standards are met,

--Update the General Systems Deslgn and the program
regulation guide to reflect system experiences to
date, emphanllin? greater uniformity and use of proven
processing techniques in systems developed by the
States.

~=Agsist the States in developling medically acceptable
definitions of medical practice which correlatc
medical diagnosis, procedure, age, and/or sex 80
that States can use the computer to check billings
for consistency among these factors.

RECOMMENDATION TO THE CONGRESS

To enable HEW to better manage and control the MMIS
program, we recommend that the Congress consider amending
title XIX of the Social Security Act to require HEW to estab-
liah systems performance standards and to requlire that HEW
pvrlﬂdrﬁally reevaluate approved systems to determine if they

continue to mest FPederal reguirements.
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CHAPTER J
HEW MEEDS BETTER INFORMATION ON THE
COST OF INFORMATION BYSTEMS

HEW has not clearly defined which State costs may be
included as Medicaid Management Information System costs.
This has led to confusion and dispute about the amount of
fundas States claim at the MMIS ehacing level of 75 percent.

Because Btates are not required to report details on
their information system costs, HEW is not able to compare
Statea’ coata. We attempted to compare State costs but,
because States do not use the same definitions for counting
claime or for cost centers or have adeguate cost accounting
syatems, they were difficult to compare. Some comparisons
were made, however, and they indicated that comparisons could
be used to identify costly features of a State's operation or
to assess the reasonasbleness of proposed contract prices.

The Medicaid law requires HEW to determine before ap-
proving Federal sharing that State Medicaid administracive
costs were necessary for proper and efficient administration
and, for MMIS' costs, that they be associated with a system
that provides efficient, economical, and effective adminis-
tration. To meet these requirements, HEW needs more detailed
information on State MMIS costs on a functional basis, re-
ported in accordance with specifically defineu criteria.

Buch information wowuld enable HEW to analyze State performance
and to compare various Btates' performance and identify areas
where particular States are having problems and/or are not
operating efficiently, economically, and effectively. The
information needed to make these analyses and comparisons

is not presently available. 1/ As discussed ln chapter 2,
Federal sharing in MMIS coste should be based on a State's
performance, and detailed information on MMIS operations

and costs would also be necessary for HEW to judge or assess
State performance,.

In addition to requiring States to meet performance
standards, we believe States should be expected to maet the

1/We lssued a report to the Congress, "Accounting for Auto=-
matic Data Processing Costs Needs Improvement,” FGMSD-78B-14,
Feb. 7, 1978, which points out that data is not available
to enable coat comparisons of information systems used by
the varicus Federal agencies.
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standards at a reasonable cost. For example, if one Jtate

can meet or exceed a performance standard for a cost of

§1 per claim, there should be a loglcal reason why the Federal
Government should share at the same rate in the costs of
another State which spends $2 to meet the same standard. With
adequate data, HEW could, as a minimum, assist States whoze
costs are out of line fur pecforming a given funcclon by
helping them apply techniques used by more cost-effective
States.

ALLOWABLE SYSTEMS COST NOT CLEARLY DEFINED

HEW has not developned adequate guidance on what State
administrative costs are proper for inclusion in the 75-
percent federal reimbursement level if the State has an.
approved system. HEW has been indecisive as to what ls and
what is not allowable as an MMIB cost.

Correct completion of the HEW form used to claim Medicald
administrative expenses requires specific guidelines on what
costs are allowable at various Federal sharing percentages.
The MMIS program regulation guide is the only official HEW
document for determining coets to be reimbursed at the 75~
percent level for operational MMISe and it only provides
general guidance. It defines cperations as "automated pro-
cessing of claims, payment, and reports on a contlnuing
basis" and includes “"the use of supplies, software, hardware,
and personnel directly associated with the functioning of
the mechanized Syscem.* It also lists costs attributable
toc the information system including forms, system hardware
and supplies, maintenance of software and documentation,
and personnel costs for operations control clerks, suspense
and/or exceptlion claims processing clerks, data entry opera-
tors, microfilm operators, computer terminal operators, peri-
pheral equipment operators, and computer operators. Clerical
and manual claims processing personnel other than those clted
apbove are to be excluded Erom the 75-percent Federal MMIS
shar ing.

wWhile the program guide describes most costs related to
the information system, the list is incomplete. BSlLate offi-
clals responsible for reporting costs have difficulry In
abtaining assurance that costs not specifically listed are
allowable., HEW personnel also have difficulty ln giving
Statea guidance on what additional costs may be included
as MMI5 costs. An example is the cost for EOMB postage.
Even though the law reguires issuing an explanation of bepe=-
fits to qualify for 75 percent sharing, Michigan's claim for
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pontage at the 75-percent Federal sharing level has been
dliasallowed,

Because there are many costs which are or concelvably
could be legitimate MMIS costs, HEW reglonal officials have
had problems approving 5tate claims for MMIS sharing. Becaure
HEW has not formally interpreted what other costs are allow-
uble, HEW's regional representatives review (or question)
cogts 1/ without an adequate basls for actually determining
the claim's propriety. Disagreements can arise. For axample,
for the March 1976 guarter, Michigan initially claimed §2.5
million for operations cost at the 75-percent rate. Michigan
subsequent]y amended the claim to §2.8 million. HEW, after
obtaining additional cogt information not included on the
cost report, proposed allowing only §1.6 million; the State
countered with a §2.4 million claim. HEW and the State
finally agreed on §2.1 milllon. This situation could have
been prevented if adeguate guidelines on allowable coste
were avallable from HEW. The cost elements contained in
various Michigan proposals and thelr ultimate disposlition
are shown in the following table.
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lfHEH does not systematically examine the cost reports sub-
mltted by States with approved HMMISs. Rather, as a general
rule, HEW representatives look for significant changes in
claimed costs from one guarter to the next.
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COMPARING STATE INFORMATION
SYSTEM COSTS COULD HELP REDUCE
ADM INISTRATIVE COBTS

The data HEW obtains from States on information system
costs ls inadequate for making comparisons among States. If
a State has an approved MHMIS, its coste are combined with
those assoclated with skilled medical personnel and reported
as a saingle item for 75 percent sharing. If a State does
not have an approved system, 1ts costs are combined with
most other administrative costs and reported as one lLtem
for 50 percent sharing.

The Permanent Subcommittee on Investrigations believed
that comparing State costs for accomplishing specific claims
processing functions, such as data entry and claims correc-
tion, would help identlfy costly. inefficient State adminis-
trative practices.

For the Medicare program, HEW requires its claims pro~
cessing agents (intermediaries and carriers) to report costs
on a functional basis. HEW has been able to use this reported
data to identify Medicare claims processing agents whose costa
were ocut of line with those of other processing agents. HEW
was then able to assist its agents in reducing their costs.

We believe a similar system would be beneficial for Medicalid
claims processing coats., Therefore, we attempted to obtain
data from the S5tates which could be compared. We encountered
difficulties in obtainlng such data and eventually had to
develop estimates to make any comparisons. The limited com-
pariscns we made ldentlfied some problem areas. HEW should
obtain the necessary data to make comparlsons among the
States and use the results of the comparisons to assist
States in lowering administrative costs and/or improving
claims processing.

Why cosat comparisons are difficultk

HEW obtains very little information on the costs of oper-
ating MMIS. In fact, HEW did not even know how much morey
it was spending on 75 percent sharing in MMIS because other
Medicald administrative costs are also reimbursable at the
75 percent sharing rate. The Permanent Subcommittee on Inves-
tigations requested us to develop functional costs 1/ for
the three States reviewed and to attempt Lo compare the
costa.

l/Functional costs are those costs related to performing such
specitically defined tasks as data entry or claims correc-
tion.
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In trying to develop and compare various State
information system comts, numerous factors either hindered
or biased cost comparisons. BSome factors cannot be ellminated
because they are inherent in the nature of the Medicaid pro-
gramj that is, States independently develop, operate, and
manage thelr programs so there are differences among the vari-
ous State Medicaid programs. Other factors, however, can be
eliminated or thelr effects minimized by better HEW reporting
requirements., Some factors making comparisons of State Infor-
mation system costs difficult follow.

Differences in claim definition and statistics

Ag discussed in chapter 2; the three States did not de-
fine a "clalm processed” in the same way. In many cases, a
single claim Eorm can be used to bill for more than one serv-
ice. Michligan counts each service as a claim. However,
Washington counts all paid services on multilined claims as
one claim. Ohio also counts multllined claims as one claim,
except for drug claims where each line is counted as one
claim. Thus, Lf the reported number of claims processed was
used to compare processing costs per claim, the results would
be misleading because States which count each line as a clalm
would show a lower cost per claim than those that count a
multilined claim as one claim processed.

Another factor which affects the comparability of claim
counts is that the number of lines on claim forms varies among
Statea, ¢for example, Ohio's physiclan claim form can be used
to bill for up to 15 different procedures, Washington's for
7, and Michlgan's for 4.

In addition, the mix among various types of claims proc-
eased by States affects the cost per claim. This results
because i* takes more time and/or resources to process claims
for one type of service--for example, physician services--than
it does to process another type of claim--for example, drugs.
Thus, a Scate with proportionately more drug claims to physi-
clan claims than another State would appear to have a lower
average cost per claim processed if no adjustment was made
for the mix of claims,

To develop a “cost-per-claim,” a comparable volume fiqure
is needed for each State. Since this was not available, we
tried to make a cost comparison by adjusting the States'
reported claims statistics. However, because no common basis
existed, the volume figures used in our calculations are
inexact. Total volume statistics were used in comparisons;
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however, differences between the mix of claims or the serv-
icey covered by the States being compared were not considered
because data on costs by type of claim was not available.

Peculiarities in States' overall claime processing
pracedures can also result in diffecrences between the number
of claim forms received, the number processed, and the number
pald. For example, Mlichigan pays approximately 75 percent of
al]l claims submltted, while Dhio pays nearly 95 percent. This
results primarily because, Lf Michigan identifies an ecrrci. on
a claim, it usuvally returns the clalm to the provider. Ohio,
on the other hand, usually tcies to corcect a claim itaself
trather than returning it to tue provider. Irm both Btates,
if a claim is retucned to a wrovider, it ls counted am a
claim proceased and, if and when the provider returns the cor-
rected claim and it is processed, it ls again counted as a
claim processed. Howaver, since Michigan tetuins many more
claims than Ohlo, Michigan has many more “"claims processed”
to pay for the same number of services than Uhio does. Thus,
using the number of claims processed rather than the number
of claims paid would distort any compariron of these two
States' claims activity.

Washington's clalms statistics were inadeguate for our
comparative analysis and, in our oplinion, Inadequate to effec-
tively manage its Medicald prugram. Becauss Wash.ngton
commingles non-Medicaid and Medicaid claims !/ for processing
and reporting purposes, it does not know the number of non-
Medicald claime reported In its claims volume statistics.
Washington cannot determine Lf volume variations are caused
by Medicaid or non-Medicald conditions. wWashington's lnabil-
ity to provide an accucrate count of the number of non-Medicaid
claims processed forced us to arbitrarily reduce its total
reported claim volume by 10 percent (the State's best estimate
of the nun-Medicaid claim volume).

This problem also complicates accounting for the non-
Medicald claims processing costs which are not reimbursable
by the Federal Government. Washington allocates its total
claims processing cost based on the total amount paid for
Medicaid and non-Medicald services. A preferable cost alloca-
tion method would be the number of claims processed. Accurate
claim counts would better indicate system activity, thus

1/Non-Hedicaid claims are those for medical services pald
for reciplents of general assistance which is a 100-percent
State funded program. No Federal sharing ls available for
costs related to those claims,
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providing a more realistic basls for distributing administra-
tive cost. HEW officlals agreed that claims proceased would
be a better statistlc upon which to allocate claims processing
coste.

System development costs affect compu.rison

Since there is currently no standardized information
system, development costs can vary from very little if a State
modifies an existing system to s.it the peculiarities of its
Medicaid program to several million dellars if a Btate devel-
ops a new comprehensive MMIS. Also, development costs can be
included in the charge per clalm processed on fixed price
contracts rather than stated separately. GSince development
costs in the States reviewed were charged as they occurred,
rather than amortized over a system's expected life, they are
not reflected in the coet of operating the system. Develop-
ment costs can be significant and they should be considered
in a precise cost comparison. The table below shows our
estimate of the effect of amortizing the system's development
cost for Michigan, Ohio, and Washington.

Development Cost for System

Reported cost Effect of development
State {millions) cost amortization {note a)
Michigan $3.5 $ .031 per claim
Ohio 1.0 .013 per claim
Washington 0.0 000 per claim {note b)

a/Based on constant claim vo.ume and a8 5-year system li.e and
adjusted for differences in the vefinition of a claim.

b/No specific charge was made by the contractor for systems
development. Costs of developmeni may have been included
by the contractor as part of its firvred charge per claim
processed.

Long-term contracts affect comparison

Washington has a relatively fixed cost, long-term con-
tract with Electronic Data Systems Federal Corporation, which
covers a 5-year period. Since inflation will undoubtedly
occur over this period, the contractor's price should become
more advantageous over time, compared to the in-house costs
which annually reflect inElation.
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Uperational differences

The systems' level of sophistication affects operating
costs,. Fur example, Michigan has an online client intormatlion
system which instantly checks a reciplent's eligibility. The
online flle allows on-the-spot eligibllity updates, theceby
helping to assure that the claims processing cycle uses
current ellgibility information. WNeither washingteon nor
UOhio has such a system and, therefore, each incurs less
cost In "upporting the eligibility subsystem. lovever,
Michigan's higher clalms processing costs may be mare than
oftset by savings ln program costs and/or nther udministrative
Coste.

OUH COMPARISOM OF INFORMATION

SYSTEM COSTS

Wwe attempted to develop costs far each type of function--
data entry, computer time, clalme corrections, etc,=-=-su that
compar isons of the component pacts of MMIS costs could be made
to determine why differences exist amony the States. However,
the States’' claims processing units were not always ortganized
on a functional hasis and the tasks of organizational units
often covered more than one functional area. Ohio's and
Washington's accounting systems were not designed to provide
functional cost data. While Michigan did have detailed func-
tlonal cost data, it was often difficult to equate Michigan's
cost Jdata with the data available in Chioc and Washington.
Because of these difficulties, we were unable to compare
Michigan with the other two States and it was necessary
to allocate Uhio's and Washington's costs among the varlous
functional cost areas. 7Therefore, our cost per claim figures
for the two Btates are only “ball park"” estimates.

An example of why cost allocatlons were necessary celates
to Washington's claims staff. Washington charges costs for
claims correction, claims control, and provider relations to
the same cost center. In fact, for part of the period covered
by the review, these [unctions were charged to an even larger
cost center. 'l'o develop an esti ated cost for the provider
telations function, we had to allocate a part of the overall
cost center's costs to th.s function. The allocation was
based on the unit personnel officer's classification of the
unit's employees.

The follawing table gives our estimates of the cogts per
claim for three functiocnal areas for Ohio and Washington,
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Compar json of Functional Cost Per Claim
Processed In Ohio and Washlington
(For 9 months ended March 31, 1977)

Functlon Ohio washington
Claims control and $0.1013 50.351
COFrEcLElon
Fravider relatiosne 020 LU34
Data entry and
compiter coat «235 a/.480
Total §0. 358 50.465

a/I'mese functions are performed under contract with EDS#
tur a Elxed fee of §50.48 per claim.

The data In the table above shows that washington's costs
for these functions are significantly higher than Ohio's
coRtR. Washington‘'s higher cost for claims control and cor-
fect ion was probably attributable tu undecuse pf Lts informa-
tion system. Prior to July 1977, Washington manually checked
claims for compliance with State Medicald policy instead of
vomputerizing the review. Also, Washington required prlor
authorization by the Htate agency for many services. If
prior authorlization was not obtained, the claim was reviewed
manually hefore payment. Overall, nearly half of all claims
dubmitted underwent some form of manual review before payment
antd the costs of these manual reviewsa were included in the
claima corcection function,

Wwashington's contract price for data entry and computer
coats is more than twice as high as Ohio's cost for performing
this functlon In-house. This raises a guestion about the
reasonableness of the contract price., The contract price of
JU.48 per claim includes EDSF's overhead costs and a profit
[actor, whereas Ohio's coat of $0.24 does not include all
uverhead costs wc any profit factor. Also, the work per-
for.ed under the functional elements is not ldentical. Never-
theless, Avallability of Ohigo's costs and other States' costs
would have assisted Wwashington Ln negotiating its contract
and HEW in reviewlng the proposed contract for approval.

Ohlo's cost for data entry was 7] cents per claim which
ls relacively high compared to Michigan*a cost of approxi-
mately 4 cents per claim for data entry, adjusted to make the
clalm dJefiniction the same., GSome data entry methods employed
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by Ohlo were much more costly than others, as shown in the
following table.

Dhio's Data Entry Coast Per Claim
{9 months ended March 31, 1977]

Percent of Approximate

Source Input method volume cost per claim
Providers Computer tape 42.1 $0.000
Meaicaid Optical character 3g.s .068
agency recognition
{scanner)
Medicaid Computer disk 113 233
agency
Contractor X Computer tape 9.0 149
Contractor ¥ Computer tape 1.9 156
Ohio's State Computer tape 1.4 «117
Data Center
Weighted average 100.0 $0.070
cost per cln?m -

This data shows such high-cost elements of the data input
function as the Medicaid agency's 2) cents to enter claims
uaing the computer disk method. Also, data entry contract
costs appear to be high compared to the State’'s ln-house
costs for the same data entcy method. The State used the
high=cost computer disk method because it used this entry
method in its Ald Lo Familles with Dependent Children program
and had time available on these data entry machines.

MICHIGAN'S CLAIMS PROCESSING COET

Mlichigan had provided the Permanent Subcommittee on
Investigations with information on ltes costs to process a
claim. This information showed that Mich.gan's costs were
much lower than several other Btates which contracted for
claims processing services. The Subcommittee asked us to
verify Michlgan's data and determine if Michigan's cost per
claim could validly be used to compare other States’ costs.

Michigan prepares an annual estimate of the Medicaid
claims processlng cost by function, Ouring the review, Btate
officlals detecmined, for the first tlme, the actual cost
by tunction for tne period July 1975 throuah September 1976.
The report provided a detailed cost breakout for many adminis-
Lcative functions, 7To check the accuracy of the actual cost
data provided by HMichigan, we traced the cost flqures to the
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expandltures made by vacious cost centers which wore uoud
to develop the Eunctlonal cost figures. {Appendir [l contains
a table showing Mlchigan's Medicald clalms cost by function.

Michigan was the only State reviewed which accounted for
ltsa expenditures on a functlonal basis. The dollar f:5ures
are representative of the real cost. However, #ichigan's cu4t
per claim included in appendix II1 canncot bhe dirsctly comparea
to Ohlo's or Washington's Lecause [ts claim definition differs
from other States. In appendix Il an adjustmert was made for
claim definition diffecences by showing the cos: per invoice.
While not exactly comparable, Michigan's per claiLn cosr of
50.50 {(see footnote g, app. 11, for functions included) is
reasonably comparable to Ohlo's and Washington's per clalm
coata of §0.36 and $0.8B6, respectively, for the claims con-
trol and corcection, provider relations, and datas entcy and
computer coat functional areas,

Michlgan's functional cost breakdown not only lncludes
MMIS~-related costs but also many other Medicaid administcative
coeta. However, not all administrative costs are included
(Eor example, eligibility determination costs are not in-
cluded), and the coat breakdown does not directly relate the
functional costs to the Federal sharing rate for *hat func-
tion, Basically, Michigan uses its cost accounting system
for lnternal management purposes rather than for claiming
Federal relmbursement for administrative purpszes.

We belleve HEW needs detalled data to adeguately manitor
and control systems costs., IE HEW required States to provide
standardized detailed cost Iinformation, Lt could then compare
State costs and have a mechanism for rationally develooing
priorities in Lts management review efforts.

Ae discussed in chapter 2, HEW needs to analyze the cost
effectiveness of State Medicaid administration. To Jdo so,
HEW would need to have standacdlzed cost breakdowns. In our
opinion, this could be accomplished without ctegquiring a uni-
form cost accounting system.

Because of the scarclty of data from otner States and
because of differences in the definitlons of cost centeca
and claime volumes among States, we do not believe that,
at this time, States can be compared with one another for
cost effectlveness purposea. Since we were unable to directly
compare Michigan's data with other states, we are not in a
poaition to say whether Michlgan's costs would orovide a
good standard for other States.
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CUNCLUSIONS

Lacn o! a clear definition of the kind of information
systems’ costs for whizh 3tates can claim 75 percent sharing
las caused conlfusion among both HEW and State personnel and
has nampered HEW's abllity to effectively monitoc and control
vosts, Likewlse, HEW cannot effectively monitor or control
Medicald administrative expenditures because of limitatlions
In wost=reporting requirements.

HEW does not requlre States to develop or report the cost
of saystems operations in detail. wWithout derailed cost
reporting, HEW cannot adeguately compare costs between States.
Further, costly or inefficient adminlstratlve procedures are
obscured in the current method of cost reporting, and the
reasonahlenesa of such procedures goes unquestioned. In facek,
Srtates often cannot identify such problem areas themselves
because they do not accumulute the data neceassary to do so.

The absence of relevant cost data limits HEW's ability
to compare expenditures among S5tates. Because S5tates are not
required to develop and provide details of their operating
vost, their accounting systems are not always refined and
relevant functional cost daca is often not readily available.

BEN requires lts Medicare clalms processing agents to
repart thelr costs on a functional basis and HEW uses this
data to compare the costs of the agents. We belleve a similar
system |3 necessary for Medicaid claims prtocessing systems.

Lven If dtaces are reguired to meet performance etandards
a8 suggested in chapter 2, there needs to be some relationship
between reasonableness and allowability of expenditures in
meeting establisned standards. However, cost data presently
avallable does not punvide an adequate basis for establishing
reasnnablenesys.

AECUMMENDATIONS YO THE SECRETARY, WEW

wWe recommend that the Secretary, HEW, direct the Admin-
istiator, Healtn Care ¢financing Administration, to:

~=Clearly define the kinds of information systems crosts
that HEW will ceimburse at the 75=-percent sharing
level.

--bevelop and implement a functional cost reporting
system [or Medlcaid claims processing, similar to
that In use for Medicare, to facllitate cost compari-
sone among the States.
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CHAPTER 4
THE EFFECTIVENESES Uf ONE

SUBSYSTEM NEEDS IMPROVEMENT

The Surveillance and Uctlilization Review {S/UR) subsystem
and the Management and Administrative Reporting (MAR) aubsys-
tem are integral parts of an MMIS, If they work properly,
these two subsystems are what make an MMI5 superlor to just
a good claims processing system, Thelr ultimate objective
is improved Medicaid management thcough computerized data
consclidation, organization, and report preparation. The S/UR
subsystem has two baslc purposes: [l)} provide information
to assess the level and quality ¢of care provided and {2}
ptovide information which reveals and facilitates the investi=-
gation of suspected instances of fraud or abuse by Medicaid
prtogram participants. 1In its present state of development,
the 5/Ux subsystem does neither effectively.

The MAR subsystem should provide such necessary informa-
tional reports as expenditure analyses to show the financial
and operational status of the program to the various levels
of program management, Generally, State officials were using
MAR reports in the manner intended and were satisfied with
the results they were obtaining.

decause these two subsystems should be helping States
manage the Medicaid program, the S bcommittee asked us to
describe how States use the S/UR and MAR subsystem ocutputs
and whether they are used timely. The review of the S/UR
subsystem focused on identifying problems rather than on
determining which Btate had the best system. In fact, none
of the three States reviewed could effectively use the 8/UR
outputs., HEW must take a more active role in helping and
encouraging Staces to improve their S/UR subsystems and use
their 8/UR outputs., HEW should also continue to explore and
analyze such alternative mechanized health care review systems
as those being used experimentally in several States.

S5/UR SUBSYSTEM INEFFECTIVE AND UNDEKRDEVELUFED

The 5/UR subsystem is not Line tuned so that its output
is rellable or manageable. None of the three States were [ou-
tinely using all the subsystem's outputs. #Hichigan was not
even producing all the reports required for system approval.
Because the benefits currently being decived from the 5/UR
subsystem appear marjlnal, it needs Eucther development and
a thorough evaluation by HEW to assure its soundness and
effectiveness.

3l
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H/UR subgyptem objectives

HiA has uuggested Lhal Stale actavily to conlrol misuse
of Medicald bv providera and reciprenty tocos on expanding
existing utllization review amd contool smechaniame. Cruclal
to this expansatun 18 producing and using profi1les of provider
practice and tecipient uvillizatlon., The S7UH sublaystem pro-
vides a mechanism lor develaping data nacessary Lor pecfocming
utilization review.

The 5/UR subsystem haa ftuur pramary objectlvesi

=-Davelop, over time, a conprehensive statistical pro-
Eile of health care del very amd utillzation patterns
established by proviver ool recvipient pacticlpantas in
var lous cateyoriecsd of morvice aurhorized wsnder the
Medicald program,

==Heveal, [or [urlher investigatior, potentlal mis-
utilization and promote correction of actual mig-
utilization of the Medicald prugram by 1ta individual
participants,

==trovide Lnlnormation which will reveal and facllictate
the wnvestigation of ootentlal defects 1n the level ot
care nr quality of gervloee provided umler the Medicsaid
pProram.

-=Accompllish the sulidtant i ee O jectisés stated] above
with a winimum level 0! wanual leriesl oftore and
with a magimum level of fleaxtidlity with toApRct ba
management object | vien,

The 3 /UR subsydstem's Das v appr-2acs 19 the com-ater seed
sxception reporcing technague,  1The subsayitem padinees ar dif-
lecinng intervals--monthly, quarterdy, oo demy=annual ly=-=
numetrous computer Jistimgs which gie egol TILivd with aundreds
of pieces of information, all basced oo indi sadusl paid clalms
nistories. {hese listinga Identily Aedicad partacipanis
{ocroviders amg reclplents) who patent tally ar= o feg e
Medicald program. e exveptlun plovensing Iecnnli.e jdoelates
Aurcrous potential misutllizers Por ddetaller cavies {rom the
tatal universe of providers anil racieplenta 1o trees Medloal |
program.

These listings must then e manually screened and tne
majocity ol those idencifted are @l l@lnaced Leom Purther con-
sideration. Ihe remainunyg vnesn wust thepn he investigated and,
if warranted, corrective actionlfe | Inlbiated. hia whole
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cycle continually cepeats ltself. Because reports do not
conclusively prove misuse, the State must investigate the
suspected abuser by examining clalms related to the individual
by peer review and/or by conducting field audits to conclu-
Blvely determine if misutilization actually happened.

The S8/UR subsystem separates suspected program abusers
from other participants based on medical arctlvity patterns.
Isolating a specific participant as a potential abuser
requires some rather complex computer decision logic. The
General Systems Design cites two areas where human intecven-
tion in the logic is necessary: one is the determination of
how participants are assigned to peer groups; the other is
establishing group norms. Developing the statistical indica-
tors which appear in the profile reports (repoct items) is
aleo critical In identifying abusers, wWeaknesses in deflining
ceport items, peer groups, and group norms are hamperlng
5/UR's effectiveness.

Exception report items

The 5§/UR subsystem should be programed to monitor thoso
activities which best indicate abuse or misuse. The proper
selection of these indicators (which appear in the subsystem's
output as ceport items) assures that the exception processin
cycle analyzes the best indicators, Some report items used ?n
Uhio follow.

Examples of Report Items Used by Ohio

Provider Indicators Recipient indicators
Dollars paid Dollacrs paid
Recipients served Number of dlfferent diagnoses
Office visits Diffecent physicians seen
Office visits per recipient Ditferent optometrists seen
Injections per offlice visit Prescciptions by:
Surgical services rendered total
Dlagnostic services rendered narcotic
Prescriptions written psychothropic
Ratio of prescriptions per analgesic

office vislt Transportacion services
Thacapeutlc nrocedures Podiatric secrvices

Pathology procedures
Laboratory eervices ordered

Btates use differing numbers of report items and, at

leist in the case of some Unio and Michigan 5/UR reports, few
slmilarities between the recart jtems used occur. Since
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Ohio's and Michigan's 5/UR subsystems were developed by the
same contractor, thelr reports were compared, The comparison
showed a few report items were the same; most were diffecent.
Michigan had far more report items than Ohito. These
differences are 1llustrated in tie following comparison of
pharmacy and physician profile reports.

Differences in Report Items

Number of Total number of
Profile report ltems repoct ltems used
report the same Michigan Ohlo
Pharmacy 16 151 42
Physiclan 24 173 B5

Brates are uncertalnmn as to what indicates abuse and/or
how many indicators are needed. This uncertalnty is perpetu-
ated because the system has no capability to determine which
indicatora do the best job of identifying potential abusers
who acre found to be abusers when investigated. This missing
link--identifying which indicators best identify abusers--
hae rnot been developed.

Peer groups

Homogeneous provider and recipient grcouplngs are con-
sidered essential to proper exception processing. Improper
classification affects the subsystem's reliabllity since a
misplaced participant will not be measured against the appro-
ptiate peer group, Thus, the particlpant can be improperly
identified, or fail to be identlified, as a potential abuser.

For purposes of exception reporting, providers are clas-
sitied according to demographic and medical characteristics.
The peer groupings identify specific services or areas of
medical expertise. For example, physicians may be divided
into groupings such as allergy and dermatology, radiology
and radiation, urban or rural, and individual or group prac-
tice. Recipients, on the other hand, are segmented into
groups having specified ag~ ranges, as ls done in Ohin, or
further segmented by age and sex, as in Michigan.

The following table shows the number of 5/UR provider

subclassifications by service categories covered for Michigan
and Ohio.
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Provider Service Categories

Mlchigan Ohio
Inpatient hospital 14 9
{under 100 beds, over
500 beds, teaching
hospltal, etc.)
Independent lab & X-ray B 2
Clinics - 10
Preacribed drugs 16 #
Medical supplies 6 10
Optometric services 7 7
Physlician services 45 i3
Speech ktherapy 1 -
Home health services 1 -
Podiatric services 5 -
Ambulance services 7 -
Chiropractic services _5 =
Total 113 79

As avident in the table, Ohio and Michligan classify
providers differently. Also, States contlnucusly change these
clapsifications in an attempt to increase the subsystem's
effectiveness. Peer grouping problems can and do adversely
affect the S/UR reporta’ validity.

Ohlo has been slow to correct known 5/UR deflciencies.
For example, Ohlio has approximately 700,000 Medicaid eligibles
who are asupposed to be classed according t. age. Yet, nearly
300,000 Ohio eligibles are categorized in a "no age” class,
rather than in their appropriate age class group, because of
ercors in the ellgibility subsystem's file., Ohlo officials
acknowledge that this uncesolved problem skews the reciplent
distribution patterns on S/UR profiles.

Similarly, Michigan officials acknowledge that provider
classifications based on epecialty, reglon, and type practice
often prove to be incorrect. A significant number of pro-
viders who appear as exceptions on reports do so because they
are misclasslfied. Consequently, the State must reclassify
providers based on their medical practice patterns. For
example, 1f experlence shows that a physician spends most
of the time practicing medicine in an emergency ctoom, he or
she is reclassified into the emergency room category Erom
the medical specialty (l.e., internal medicine, neurology,
pediatrics, ete.). Otherwise, the medical practice pattern
will noticeably differ from the speclalty peer group and the
physician may well be ceported as an exception in each cycle.
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Each classification group, because of varyling actlvities,
tnas different report ltems functioning as exception indica-
targ. The number of report Ltems for each subgroup will vary
depending on the complexity of provider services or the detail
needed to perform a satlsfactory analysls. Thus, the inter-
relacionship of peer qroup and report items comes into play;
the wrong activitles are screened if misclassification wvuurs,

wiception control limits

A basic premise of <xception processing is that if a pro-
vider or a tecipient activity deviates Ecom an acceptable
value by more than some specified range, the individual is
potentially a program abuser. However, setting the acceptable
ranfge--either manually or mechanically--so that the right
numhber of notential abusers is identified, ls less than an
rxact sclence. Consequently, the eiception contral limits
used py the 5/UR subsystem can be unrealistic or bear little
telationship to the realities of the medicine practiced by
Medicald providers,

Cefining what constitutes ~“significant departure from
normal medical practice™ neressitates careful analysis and
mugt bear some relationship to reality. Ohio generally lets
the information system set the exception control limit at two
standard deviations from the peer group's norm for report
items. Michigan often fixes numerlc limits rather than re-
Iying on the informatlon system's set limits. Quite often
these arte set arblitracily and cantlnually udiusted in an
atrempt to find the appropriate limit., Washington utilizes
Luoth methods for setting its control limits, Regardless of
the merhod used for setting the limit, no State has arrived
at what It believes to be the correct control limits,

S5etecting the proper exception control limit is impor-
tant eslnce Lt affects the number of participants identified
as putential abusers. [f S5/UR's output is to be a utilization
control vehicle, each excepting profile should be analyzed.
However, the volume » 5/U1 exception profiles currently over=
whelms avallabl. siLaff and, as a result, many profiles are
not reyviaswed,

An indication of the workloads resulting from S/UR is
shown In the table below, which gives the number of exceptions
tdentified during an average reporting period by the Michigan
dand Qhlo systems.
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Average Exceptlions

Btate Providers Recipients
Ohio 00 (guarterly) 8,000 (semi-annually)

k .
Michigan I:iﬂﬁ {quacterly) never produced
S/UR staffing

Whether the activity is utilization control, fraud and
abuse detection, or quallity of care assessment, sufficlent
staff is needed to have an appreciable impact on the Medicaid
program. Operating and effectively supporting the 8/UR sub-
system also requires a technically capable staff.

A basic assumption of the General Systems Design is the
existence of an &lequately staffed and well-trained 8/UR unit.
The unit ls assumed to be of sufficient size to deal with all
major cases of misutilization and possess medical and adminis-
trative expertise to intelligently use the subsystem. The
people input In using the subsystem=--that is, developing
effective parameters to produce the desired outputs--has been
discussed in relation to the problems of setting norms, devel-
oping report items, and classifying participants. The other
staffing aspect is how 5/UR output is used.

5/UR reports by themselves neither prove fraud or abuse
nor do they prove the exlstence of defects in the level of
care or quality of service; they present data that reveals
the possible existence of these situations, Therefore, It
is important that States have adequate and qualified staffs
to both interpret the statistical data generated on 5/UR
reports and to investigate the resulting suspected providers
or reciplents.

The available S§/UR staff varied among States. Compari-
song of staffing sizes among States are rathe: meaningless
gince States differ in the exception criteria used, the number
of program eligibles and pcoviders, the number of reports
produced, and the time spent on individual participant apaly-
sis. However, in view of the number of average quarterly
exceptions, it is guestionable whether any of the reviewed
States' existing staff can adeguately handle their workload
In fact, nonme of the three States used all 5/UR reports
produced,
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Litrtle use made of reports

The 5/UR subsystem's objectives are met by producing
statistical data in the form of reports and then using these
reports. Not producing reports or not utilizing them after
production defeats the intent of the subsystem. Compllicating
the report product.on situation is their cost/benefit when
viewed from the perspective of the reports" unproven reliabil-
ity and the lack of staff to effectively amalyze and utilize
them. States have taken varying measures to deal with thils
particular problem, but often reports are produced and little
use is made of them,

The General Systems Design prescribes frequencies for
report generation., Most provider reports were to be produced
menthly--recipient reports, guarterly. Provider and reciplent
detailed reports are to be produced on an “as required” basis.
Ideally, all of the above should be produced for each service
category. MHone of the three States followed this prescribed
frequency and doing so would probably serve no useful purpose
now because the States do not have sufficient staff to use
&1l the reports currently produced and because of the guesn-
tlonable usefulness of some of the reports.

Michigan produced provider ceports quartecly. Basically,
only the physician reports (including podiatry and chiroprac-
tic services) were used, although reports Eor amny type of
provider can be requested, Nursing homes are not included
in B/UR statistice because their claim3 are not processed
theough the normal claims processing nystem.

Michigan had never produced the entire set of reclplent
reporta. In fact, only two recipient class groups were pro-
duced to obtain HEW apprtoval of the system. One officlal
pelieves that producing the reciplent profiles will probably
never be cost effective because zhe reciplent recoveries
will never be greater than the computer cost to produce
reports and analyze cesults., The computer cost for producing
Micnhigan's S/UR general and summary provider profiles was
£438,000 for the 15 months ended September 30, 1976.

In Ohio, all 5/UR reports listed in the General Systems
Desiin are printed; however, some reports are not used. For
example, the treatment analysis report, deslgned to assist
in discovering ovecrutilizaction by physicians and inpatient
hospitals, is used extensively for hospitals but the staff
made lictle use of it for physician review. Officials
be) ieved the data included was not meaningful for that pur-

pose.
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Ohio produces summary profiles guarterly for all pro-
viders but review was normally limited to physlcian reports,
All other provider categories are reviewed only when com-
plaints, tipe, or allegations require their use. The Re-
cipient Summary Profile is produced semi-annualiy and,
because thousande of eaceptlons appear on the listing, the
reports are seldom used. Officials believe the dollar recov-
ery potential doe=s not justify extensive review.

It i{s rather obviocus that producing the reports monthly
would serve no purpose because the States do not currently use
the less frequently produced reports. Also, producing reports
and then not using them is a misutilization of computer
resources and has no economic return. On the other hand,
fallure to produce the reports is inconsistent with the sys-
tems' operaktional intent and results in a State‘s system
failing to meet regquirements for operational approval under
HEW regulations and guidelines.

Reliability of S/UR data base

Data used in the 5/UR subsystem comes from the claims
processing subsystem. Therefore, the data's rellablility
depend3, to a large extent, on the computer edlts In the
claims processing subsystem, As discussed in chapter 2, some
ser lous guestions on the effectiveness of some claims proces-
sing edits exist. Also, several edits are nort used which
would be beneficial in screening data which is input to
the 5'UR subsystem.

Field cbservations of the manner in which medical proce-
dure codes are ldentified and transcribed to clalm forms
during a separate GAO review of Ohio's Medicald program con-
ducted during 1977 cast additional doubt on the validity and
reliability of the data upon which the S/UR subsystem is
based. During the review of provider groups in Ohlo, we
obse.ved that billing clerks, who may or may not be medically
trained, are often responsible for assigning procedure and
diagnosis codes on the claim form from information on the
recilpient's medical chart. In many instances, the billing
clerks had incorrectly assigned procedures and/or diagnosis
codes or made other types of coding errors, These errors made
what were valid medical treatments appear to be abusive prac-
tices. In this ceapect, few edits operate in Michigan's or
Chio's claime procersing subsystem to ldentify procedure codes
that conflict with diagnosis codes. Conversely, many proce-
dures which are completely valid may appear Questionable in
5/UR reports because of incoirect coding on the invuice.
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This “bad data- is included in the treatment analysis
repocts and physician and reclplent profile reports. Since
H/UH exception reports are based on peer averaqes and often
standard deviations, erroneous data used in calculating the
average and standard deviation affects the [igures which are
used In setting the parameters for participant exceptions.
Thus, efrors may be made in calculating which providers
gdhould or should not appear on the exception list,

Quality ol care not
assessed by B/UR

An §/UR objective is to develop data to reveal and facil-
itate investigating potential defects in the level of care or
quality of secvice provided under the medicaid program. The
treatment analysis reports produced by the 5/UR subsystem are
intended to help States accomplish this task. The treatment
analysis report orqanizes data to show speciflc secvices ren-
dered in response to specific diagnoses.

Jhio and HMichigan said that the treatment report is not
meaningful Eor reviewing physician-rendered services because
of data problems. Low priority has been glven to correcting
or working with the physician treatment ceports. In addltlon,
Michigan found in & study that 20 percent of the diagnoses sub-
mitted on inpatient hospital clalms were incorrect. Thls,
coupled with the limited availabillity of acceptable cecitecia
for determining if a specific service 15 appropriate for
tteatment of a given diagnosis, leaves the reports" reliabil-
ity suspect. TIhe problem of poor diignosis coding was also

present in Ohio,

Mone of the States are very active in addc¢essing the
quality of care issue., Both dichigan and washington indicated
that while the computer analysis provides data, a professional
interpretation, based on analyzing the providers' medical
records, i the real test. Reviewing medical records, except
in connection with suspected abuse cases, L3 not presently
practical In the apinion of State officlials. Ohic has
directed little of its review effort tuwards determining
the quality of ambulatory care.

ALFERNATIVES W0 THE B/UR SUBSYSTEAM

While MMIS requlres an 5/UK subsystem for utilization
review, not all 3cates have opted to implement a system.
Akd reallies no universally acceptable or proven apptoach
to utilization reJjew exists. Accorcoingly, Othér approaches

e belngd JEca or decelooed.
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New Jersey has a Medicald fraud and abuse detectinn sys-
tem which Lt developed under an HEW contract. Tt addresses
fraud detuction, but uses a minimal data base and is
inexpensive to operate. Oregon la developing a miri-5/0N
system which reduces operatlional cost and is more manaqeable.
Utah haa the Physician Ambulatory Care Evaluation {PACE)
gystem,

The PACE program was conceived by Utah's prototype
Professional Standards Review Organizaktlon in 1971, PACE is
compeised of both a comp.terized system for initlal processing
and screening of medical care information and a professional
review component, Both elements focus on analyzing physician
practice pattecns in terms of peer expectations and compata-
tive performance.

PACE review centers on Lthe orofessional evaluatlon of
the appropriateness and necessity of ambulatocy care, as
billed to Medicaid. The screening guldelines are applied just
prior to payment-~that is, after eligibility and bencfiL
coverage have been determined. PACE utilizes profiles ot serv-
ices received by each patlent and the practice of each pro-
vider over a period of time. The prime vehlcle for review la
the exceptional case--some aspect of an [ndividuyal patlent's
care which deviates fcom preestablished screening parameters
and which is reported ocut for reviewers' scrutiny.

Tue PACE program has established cectaln criterla for
many diagnoses normally used in providing medical services
to Medicald recipinta, and ls designed to review medical cate
based almoat entirely on the Information nirmally reported on
claim forms. Ffor example, if a recipient has diabetes and
this diagnosis code is properly listea as the primary illiness
on the claim form, it would be rxpected that the recipient
would receive at least one urinaiysis per year, not more than
two blood sugar analyses within a lH0-day period, and no more
than [our ofEice visits within a l80-day period. Not meeting
these criteria would cause a diabetes diagnosis claim to be
recorded on an exceptions list and to be manually reviewed.

The PACE program offers an alternative means of assuring
guallty of care and a utilization control mechanlsm. HBecause
B/UR is not effectively doing either, this and other ap-
proaches need to be consideced by HEW.
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USERS OF MAR SUBSYSTEM
GENERALLY SATISFIED

'he MAR subsystem is deslgned to provide information
necessary to support various levels of program management.
Fhe MAR supsystem is supposed to compare current and past
pertormance data, fonus attention on problem areas, and alert
mananers to undesirable program activity trends. All three
States produced and normally used what were considered to be
aguivalent reports and/or data to those prescribed by
LW systens' requirements for MAR. Report users were gener-
ally satislied with reports received,

Also, MAR subsystem reports and their formats and the
data made available through the reports varied among the
Atates. We could not determine conclusively whether one
state could better manage its program if it had the data
ivailaple through another State's version of a required
report.

MAH subsystem objectives

The subsystem's primary objectives are to:

--Establish Information reporting to assist managemen*: in
fiscal planning and control.

--Provide information required in reviewing and devel=
oping medical assistance policy and regulations.

--Monitor the progress of claims processing activity and
provide summary reports reflecting the current status
of payments,

--Review provider performances to determine the adeguacy
and extent of participation and service delivery.

~-Heport reciplent participation to analyze usage and
develop more effective programs,

To meet these cbjectives, the General Systems Design
originally prescribed 26 individual reports {(later revised to
to 24) with at least half to be produced monthly. Included
were reports showing (1) program expenditures as compared
with budgeted amounts by a major category of service (inpa-
tient hospital, nursing homc, physician, etc.), (2) number
of recipients entolled and number receiving services, (13)
expenditures by aid category (AFDC, Aged, Blind, or Disabled),
and (4} various claims processing performance analyses,
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Different reports andga: Eormats

Mone of the three States are providing the exact reports
described in the General Systems Design. Washington's reports
often do not resemble the format that HEW had described. In
many instances, Washington produces several reports to obtain
the same data that a single report could accomplish.

Ohio's MWAR report formats most closely resembled those
prescribed by the systems design. However, as of September
1977, Ohio was producing only 21 reports and using 20. Dur-
ing the preceding two quarters, one report was deleted, two
were combined into one, and at least five different reports
had thelr formats expanded to include additional data. Fiscal
data in several reports does not agree with the actual Medic-
ald disbursements by the State.

MAR users' satisfaction

Washington's report users generally felt the MAR reports
provided data not generally available from oither sources.
They normally used the data without verifying its accuracy
and believed the reports' availability saved clerical effort,
Many users stated they would be unwilling to do without the
data now available in MAR reports.

Michigan report users were less confident about report
accuracy but felt the reports were useful. Ohlo report users
were sometimes critical of the reports' accuracy, especially
fiscal data., Two Ohio officials believed that some MAR
reports needed to be revised or discontinued. As indicated
previously, some changes were belng made.

Other MAR issues

MAR, as outlined in the systems design, does not ade-
quately address how well the sysilem is performing. For
example, neither Michigan nor Ohio can determine the dollar
savings resulting from a specific syestem‘'s check {edit). Nor
could any of the three States show how many claims the State
“forced through® the system to obtain payment of rejected
claims by bypassing checks normally used in processing claime
or the dollar value of forced claims--although developing
gimilar data was included in HEW's General Systems Design,
Michigan, at our reguest, was able to produce such a report.
So that a more realistic performance appraisal is available
for use by HEW and State managers, MAR could be modified
to provide additional measures of performance. For example,
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if the savings attributable to each edit were produced;
officlals could better measure the cost effectiveness of
individual edits and whether or not they should he retained
in the system.

CONCLUSIONS

Theoretically, the 85/UR subsystem could save many program
dollares however, it has not reached a reliable working level
and its benefits appear marginal. S/UR needs to be further
developed and analyzed to assure that its approach is sound
and effective.

RECOMMENDATINNG TO THE BECRETARY, HEW

We recommend that the Secretary, HEW, direct the Adminis-
tratocr, Health Care Financing Administration, to:

-=Undertake a demonstration project to determine whether
the 5/UR subsystem can be further developed and refined
g0 that it ls more effective.

~=Continue developing and evaluating alternative utillza-
tion review systems, such aa Utah's PACE program.



CHAPTER 5
INCOMPATIBILITY QF MEDICARE AND MEDICAID

INFORMATION SYSTEMS

The Medicald data base is often incompatible with the
mechanlzed payment systems used by Medicare carriers. Thie
hinders timely and accurate mechanized exchange of payment
informatlion for those persons covered by both the Medicare
and Medicaid programs. This incompatibllity ls contcary to
Medicald information system legislation which specifically
requires systems to be compatible for prompt eligibility veri-
fication and crossover claims.

HEW should, on interim basis, aseist States in resolv-
ing contlicts with Medicare claims payment agents concerning
the exchange of payment information. The long-term solution
lies in adopting uniform identification numbers for eligibles
and providers and standard coding systems for procedures,
diegnoses, drugs, and medical supplies. HEW should also
entorce program regnlations which rlTrirl Bystems, as a condi-
tion of approval, to be compatible with those used in adminia-
terling Medicare; approved systems should utilize mechanized
exchange of payment data.

CUORDINATION PROBLFMS

Medicare is the primacy program with which Medicald must
he coordinated. For persons with both Medicare and Medicaid
coverage, health care providers should first blll Medicare as
the primary insurer and reguest payment of any supplemental
Medicaid liability from the Medicaid agency. Generally, for
reciplents covered by both programs, Medicaid anu the recip-
lent's monthly Medicare premiums and assumes liability for
deductible and coinsurance amounts, ordinarily the Medicare
beneflciary's responsibility.

To provide timely and accurate exchange of information
between the two programs, section 235 of Public Law 92-603
required States' syatems to be compatible with systems used
in administering Medicare, particularly for prompt eligibility
verification and exchange of payment data for persons covered
by both programs. HEW's General Systems Design recommends
that a compuierized file be generated by the Medicare cartier
to serve a. the method of exchanging payment informatlon
between botn programs. The file would contain deductibles
and coinsurance amounts payable by Medicaid, as well as other
identlfying data, and would sectve as a direct input into the
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State's information system. However, because of differences
in Ehe data bases of the two programs (that is, different

procedure codes, diagnosis codes, and provider and eligible
identification numbers), data exchange between the programa
has been hindered.

HOW STATES COPE WITH
INCONSIGTENCIES

Michigan does not use mechanized information exchange
between the Medicare and Medicaild programs. Michigan pro-
viders must bil]l all known third parties {(Medicare is one)
before submitting a bill to the Medicaid program. Only after
the provider receives a Medicare payment determination
should Medicaid be billed for colnsurance and deductible
amounts. This method forces providers to file separate
claims with each program and Medicald cannot verify, without
a provider auvdit, what Medicare acturlly paid because Medicare
paying agents do not tell the State.

Ohio did not recelve Medicare payment information through
mechanized exchange computer tapes until September 1977. The
Medicare carriers sent the State Medicaid agency the hard copy
of the Medicare Explanation of Benefits after Medicare paid
its share. Ohio entered the data through the manual entry
process at conslderable esapense and in an ilncomplete manner
{for example, diagnosis codes were eliminated).

Washington's contractor (EDSF) receives most claims
(nearly 95 percent) via a -omputer tape from Medicare carrliers.
This tape is entered and processed through a computeriszed con-
version program which converts Medicare codings to those used
by Washington. The converted tape is then processc¢d ar a
normal claims tape through EDSF's system, EDSF had and con-
tinues to have some difficulties in the conversion process--
mostly because the two lﬁ!til! lack comparable procedure
codes, However, the mechanized claim exchange reduces the
necessity of manually entering claims and converting the
Medicare coding to those used by Medicaid. Developing a
conversion program can be complicated because States have
several Medicare payimg agents often using different coding
schemes. For example, Washington has three Medicare Part B
carriers and their procedure codes quite often differ, as
illustrated on the Eollowing page.
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d re/ Medlicald Treatment
EndEng Ei!!nrunngl In Washington
Procedure Code
Medlcare Cacrier

Bervice definition Medicald X ¥ 2
Limited service 90005 9005 9025 3008

established patient 9620
Brief viasit

established patient 20040 2004 9024 09394
Brief service

new patient 90000 9001 9002 -
Limited service

new patient 90010 9000 9003 9001
Intermediate service

new patient 90015 9034 2004 -

As shown, bullding a conversion table is possible but not
simple; however, doil this manually when entering claim data
can be expensive and Introduces a greater possibility for
error,

Also, there has been a lack of cooperation between
Michigan and the Medicare intermediaries and carriers since
Michigan took over the Medicaid claims procesaing function
from Blue Cross/Blue Bhield, which ia a Medicare carrier and
intermediary. Ohio also had problems in obtaining a usable
payment tape from the Medicare Part B carrier (Natlonwide
Insurance Company).

LACK OF EED SOVER
RA ;)

Btates that do not use mechanized data exchange for dual
coverage claims incur additional administrative cost and/or
reduce their ability to fully validate billing data,.

We estimated that Ohio incurred additional costs of about
$76,000 for the l2-month period ended June 30, 1977, to manu-
IllI enter dual coverage claims. If a computer tap. had been
avallable, this data entry vost would have been eliminated
and providers would probably have been paid quicker., OChio
has now developed a conversion program and substantial savings
should be realized.

As stated earlier, Medicare does not exchange data with
Michigany providers bill the State directly for recovery of
any remalning Medicald liabilities, This method forces
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provideres to file two claime |(dual cost for two bills and
entry) and presents greater fraud possibilities since Medicald
cannot verify what Medicare has pald or will pay on the clalim.

CONCLUSIONS

Approved information systems should utilize a mechanized
means of obtaining Medicare crossover data. A systematlic
method le needed to verify claims data for dual coverage
teciplents, Furthermore, conflicts between Medicace claims
payment agents and single State nTln:ias involving the ex-
change of payment data cause providers and/or States to incur
additional expenses.

RECOMMENDATIONS TO THE SECRETARY, HEW

We recommend that the Secretary, HEW, direct the Adminis-
trator, Health Care Financing Adminlstration, to:

--Develop a uniform identification numbering system for
providers and recipients and adopt standard coding
systems for medical procedures, diagnoeses, drugs, and
medical supplies for use by the Medicare and Hedicalid
programs,

-=-Provide lialson between States and Medicare carriers
to resolve conflicts which preclude free exchange
of payment data.

--Enforce the requirement that Medicaid and Medicare
information systems be compatible.
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CHAPTER &
SCOPE OF REVIEW

We conducted the review at HEW headguarters, Washington,
D.C.; HEW's regional offices in Chicago, Illinols, and Seattle,
Washington; and the State Medicaid agencies in Chlo, Michigan,
and washingron,

At the State Medicaid agencies, we reviewed claims
processing systems, thelr cost, and the use of 8/UR and MAR
reports. In Michigan, we also checked the accuracy of State-
ceported functional costa for processing Medicaid claims,

The review at HEW headquarters was limited to determining
the procedures for reviewing infarmation systems and discus-
sing problems related to specific Btates reviewed.

The work also included a test of the claims processing
subsystems in Michigan and Ohic. We selected four invoice
types to be processed through the payment system: dental,
cutpatient hospital, pharmacy, and physician. These four
involce types account for approximately 30 percent of the
total Medicaid dollars and 30 percent of total claims volume.
We prepared invoices ueing State manuale and handbocks unigue
to each involce type. ~Further, actual providers and recip-
ients were used for preparing these test invoices. Each test
invoice was entered into the State's computer paysent system
via optical character recognition machines.
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APPENDIX I APPENDIX I

STATES WITH CERTIFIED SYSTEMS

Effective
State date of approval
Arkansas January 1976
California {a)
Georgla August 1977
Hawaii January 1973
Indiana January 1976
Louisiana July 1977
Michigan January 1976
Minnesota July 1975
Montana November 1974
New Hampshire July 1975
New Mexico June 19713
North Carolina July 1977
Ohio October 1975
Ok lahoma January 1973
Texas b/June 1975
Utah October 1975
Washington July 1976

a/California has passed a certification review and is
eligible to receive 75 percent Federal sharlng for
operational funding as soon as it meets the legal
mandate to issue explanation of medical benefits to
recipients.

b/Texas has only the in-house portion of its syatem

certified. A contractor--EDSF--handles part of the
services on an Ilnsuring arrangement.
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