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Dear Dr. Novello: 
 

According to the State Comptroller’s authority as set forth in Article V, Section 1 of the State 
Constitution and Article II, Section 8 of the State Finance Law, we audited Medicaid claims 
processing activity for Medicaid recipients who were also eligible for Medicare Part A benefits (dual 
eligible recipients) during calendar year 2003.  The purpose of this audit was to identify instances 
where Medicaid paid providers inappropriately for dual eligible recipients.  
 
A. Background 
 

The New York State Department of Health (Department) administers the State’s Medical 
Assistance program (Medicaid), which was established in accordance with Title XIX of the federal 
Social Security Act to provide medical assistance to needy people.  The Department’s fiscal agent, 
Computer Sciences Corporation, uses the Medicaid Management Information System (MMIS), a 
computerized payment and information reporting system, to process Medicaid claims and pay 
providers for medical services they render to eligible Medicaid recipients.  In New York, the federal, 
State, and local governments jointly fund the Medicaid program.   
 

Most of New York’s aged or disabled Medicaid recipients are also covered by Medicare, 
which is federally funded.  One component of Medicare is Medicare Part A, which covers inpatient 
hospital expenses, except for deductibles and coinsurance, for eligible beneficiaries during a 90-day 
benefit period.  If a recipient needs more than 90 days of inpatient care during a benefit period, 
Medicare will allow up to 60 “lifetime reserve” (LTR) days of coverage.  LTR days can be used only 
once in the recipient’s lifetime; for each day the recipient is hospitalized, Medicare will pay all 
covered services except for a daily LTR coinsurance amount.  When a Medicaid recipient also has 
Medicare coverage, Medicaid pays for Medicare deductibles, coinsurance and remaining expenses 
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after all of the recipient’s Medicare benefits have been exhausted.  By law, Medicaid is always the 
payer of last resort.   
 

In New York, it is the responsibility of the Medicaid provider to determine whether the 
recipient’s Medicare benefits allow coverage for the services being provided.  If the recipient’s 
Medicaid identification card shows Medicare coverage is available, the provider must bill Medicare 
even if the recipient denies having such Medicare coverage.  Upon being billed, Medicare sends 
providers an Explanation of Medical Benefits (EOMB), indicating the services that were covered, 
less any deductible or coinsurance amount.  Using this information, the provider may bill Medicaid 
for the deductible or coinsurance amount plus any expenses for time periods not covered by 
Medicare.  If the provider submitted a claim to Medicare that was denied, or knows the recipient 
does not have Medicare coverage, the provider may bill Medicaid for all services.  If the recipient 
has Medicare coverage and the provider fails to bill Medicare first, Medicaid could overpay claims 
by the amount Medicare should have paid.  For calendar year 2003 the Department contracted with 
Public Consulting Group to identify and recover incorrectly paid Medicaid claims.   
 
B. Audit Scope, Objective and Methodology 
 

We audited the Department’s compliance with its regulations for paying Medicaid claims 
made to inpatient hospitals for Medicare recipients for the period January 1, 2003 through December 
31, 2003.  The objective of this performance audit was to determine the appropriateness of Medicaid 
payments made to inpatient hospital providers on behalf of recipients who were eligible for both 
Medicaid and Medicare coverage. 
 
 To accomplish our audit objective, we interviewed Department officials, reviewed applicable 
sections of federal and State laws and regulations, and examined relevant Department payment 
policies and procedures.  In addition, we evaluated Medicare claims information provided by the 
federal Centers for Medicare and Medicaid Services (CMS).  To determine which recipients were 
dual eligible, we used Medicare eligibility information we obtained from CMS.  We compared this 
information to Medicaid eligibility files and identified 545,253 recipients who were dual eligible 
during the twelve-month audit period ended December 31, 2003. 
 
 Using audit risk criteria developed from prior audits, we selected 3,452 recipients from this 
dual eligible group and determined the Department paid providers approximately $138 million in 
Medicaid reimbursements on behalf of these 3,452 recipients during the audit period.  We obtained 
the Medicare claims for 1,305 of the 3,452 recipients from CMS and compared their Medicaid 
claims to their Medicare claims for the twelve-month audit period.  The purpose of our review was 
to determine whether hospital providers had fully used these recipients’ Medicare benefits before 
billing Medicaid and to determine whether the Medicaid payments were appropriate.  Because CMS 
did not report any Medicare claims for the remaining 2,147 recipients, we asked providers to verify 
Medicare had been billed by submitting to us a copy of the Medicare EOMB for each recipient. 
 

We did our audit according to generally accepted government auditing standards.  Such 
standards require that we plan and do our audit to adequately assess those operations of the 
Department that are within our audit scope.  Further, these standards require that we understand the 
Department’s internal control structure and its compliance with those laws, rules and regulations 



- 3 - 
 
 

 

relevant to the operations included on our audit scope.  An audit includes examining, on a test basis, 
evidence supporting transactions recorded in the accounting and operating records and applying such 
other auditing procedures as we consider necessary in the circumstances.  An audit also includes 
assessing the estimates, judgments and decisions made by management.  We believe that our audit 
provides a reasonable basis for our findings, conclusions and recommendations. 
 

In addition to being the State Auditor, the Comptroller performs certain other constitutionally 
and statutorily mandated duties as the chief fiscal officer of New York State, several of which are 
performed by the Division of State Services.  These include operating the State’s accounting system; 
preparing the State’s financial statements; and approving State contracts, refunds, and other 
payments.  In addition, the Comptroller appoints members to certain boards, commissions, and 
public authorities, some of whom have minority voting rights.  These duties may be considered 
management functions for purposes of evaluating organizational independence under generally 
accepted government auditing standards.  In our opinion, these management functions do not affect 
our ability to conduct independent audits of program performance. 
 
C. Results of Audit 
 

We determined that Medicaid had overpaid providers more than $28 million.  As discussed 
in Audit Report 95-S-91, this occurs because MMIS cannot ensure that dual eligible recipients’ 
Medicare benefits are exhausted before Medicaid makes a payment to providers.  This amount 
included almost $2.3 million representing recipients for whom both Medicare and Medicaid had 
been billed, as well as more than $25.7 million, representing recipients for whom Medicare was not 
billed even though they were eligible for that coverage.   
 

1. Claims for Recipients with Both Medicare and Medicaid Payments 
 

Using computer-assisted audit techniques, we analyzed 11,410 Medicare claims and 9,447 
Medicaid claims.  We found that Medicaid had overpaid providers almost $2.3 million on behalf of 
155 recipients.  The overpayments were made for the following reasons:  
 

Reasons  Overpayments
Provider billed both Medicare and Medicaid for the full amount 
during the same claim period 

 
$1,560,957

Provider did not correctly code the Medicare claim or  Medicare 
payments not correctly reflected in Medicaid billing 

 
136,895

Provider did not bill for available LTR days 224,628
Provider billed Medicaid, despite evidence of another third-party 
resource (e.g., Medicare HMO, private insurance, etc.) 

 
74,995

Provider did not submit necessary documentation to Medicare 274,081
Total Overpayments $2,271,556
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2. Claims for Medicare Eligible Recipients Who Had No Medicare Billings 

 
We contacted the providers and requested a copy of each Medicare EOMB to verify that the 

providers had maximized the use of Medicare resources before billing Medicaid.  For 1,429 
recipients, we found that Medicaid had overpaid the providers more than $25.7 million.  Medicare 
coverage had been available for those charges, but Medicare was never billed.  Of the $25.7 million, 
providers agreed to refund $5.3 million to the Medicaid program.  At the conclusion of our audit, 
providers were awaiting a determination by Medicare officials regarding their billings for the 
remaining $20.4 million.  Once Medicare makes a determination on these claims, the providers 
should adjust the Medicaid claims accordingly.   
 

Recommendation 
 
Investigate and recoup the overpayments identified in this report. 
 

We provided a draft copy on the matters contained in this report to Department officials for 
their review and comment.  We considered their comments in preparing this report.  Department 
officials generally agreed with our recommendation and indicated actions planned to implement the 
recommendation.  We provided a file layout to the Department’s contractor Public Consulting Group 
to help complete the Department’s investigation and recovery activities.  A complete copy of the 
Department’s response is included as Appendix A.  
 

Within 90 days after the final release of this report, as required by Section 170 of the 
Executive Law, the Commissioner of the Department of Health shall report to the Governor, the 
State Comptroller and leaders of the Legislature and fiscal committees, advising what steps were 
taken to implement the recommendation contained herein, and if the recommendation was not 
implemented, the reasons therefor. 
 

Major contributors to this report were Ken Shulman, Donald Paupini, Ottavio Nicotina, Leo 
Shaw, Amanda Straight and Ronald Wharton.   
 

We wish to thank the management and staff of the Department of Health for the courtesies 
and cooperation extended to our auditors during this audit.   
 
 

Yours truly, 
 
 
 

David R. Hancox 
Director 
State Audit Bureau 

 
cc:  Robert Barnes, Division of the Budget  
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