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Re: Report 2003-F-3 
 
Dear Dr. Novello: 
 

Pursuant 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 have reviewed the actions taken 
by officials of the Department of Health (DOH) as of March 13, 2003, to implement the 
recommendations contained in our audit report, Inappropriate Medicaid Payments for Services to 
Persons with Developmental or Psychiatric Disabilities (2000-S-31).  Our report, which was issued 
on November 8, 2001, reviewed DOH’s practices for controlling Medicaid payments for mental 
health services in institutional and community-based settings. 
 
Background 
 
 DOH is responsible for the overall supervision of New York State’s Medicaid program and 
the State’s Medicaid Management Information System (MMIS).  The MMIS is a computerized 
Medicaid claims processing, payment and information reporting system operated by DOH’s fiscal 
agent, Computer Sciences Corporation.  Eligible Medicaid recipients receive services through the 
Office of Mental Health (OMH) and the Office of Mental Retardation and Developmental 
Disabilities (OMRDD).  These services can be provided in institutions, such as OMRDD 
Developmental Centers and OMH Psychiatric Centers (Centers), or in community-based settings, 
such as Community Residences (Residences) and Intermediate Care Facilities (Facilities).  
Developmental Centers (Centers) provide 24-hour care, supervision and active treatment for clients 
whose needs are best served in an intensive treatment facility. 
 

In recent years, OMH and OMRDD have moved significant numbers of mentally ill and 
developmentally disabled clients out of large institutions and into smaller community-based settings. 
This move from institutions to community-based settings has also changed the way Medicaid 
reimburses mental health services.  Institutional providers, like Centers, receive an all-inclusive 
Medicaid reimbursement rate, because the institution provides a full range of health services (mental 
health, clinic, pharmacy, dental) to the client.  By contrast, Residences and Facilities generally 
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receive reimbursement rates that are not all-inclusive, since clients in these settings often receive 
services from community-based providers such as physicians, outpatient clinics and pharmacies. 
Some Medicaid recipients who need mental health services live independently in the community.  
Section 1915 (C) of the Social Security Act (Home and Community-Based Services Waiver) makes 
certain types of outpatient services available to Medicaid recipients under a federal waiver.  So-
called “waivered” services are designed to help these clients assimilate into their communities and 
live on their own. Since Facility residents live in a sheltered, structured setting, Medicaid will not 
reimburse providers for delivering waivered services to these clients. 
 

The Medicaid law is complex, and mental health clients often move from one mode of 
treatment to another.  The State’s Welfare Management System (WMS) is a computerized database 
that contains Medicaid and public assistance eligibility information used in administering the State’s 
various public assistance programs.  MMIS uses WMS data to pay provider claims.  Staff in the 
State’s 58 local districts and in selected OMRDD regional offices are responsible for updating 
recipient eligibility information on two WMS subsystems:  the Principal Provider subsystem and the 
Restriction/Exception subsystem.  The Principal Provider subsystem contains current client status 
and treatment code data for recipients who need long-term care in facilities, such as psychiatric 
centers and hospitals.  The Restriction/Exception subsystem identifies codes that either restrict or 
allow Medicaid payments to providers for certain services.  DOH uses information from both 
subsystems, in conjunction with MMIS billing guidelines, to pay providers for delivering services to 
clients.  The MMIS contains computer edits which flag certain types of transactions during claims 
processing, in order to avoid making duplicate payments to providers for the same service and to 
prevent paying providers for unnecessary services. 
 
Summary Conclusions 
 

In our prior audit, we found that mental health providers received $4.4 million in potentially 
inappropriate Medicaid payments because DOH had not established the necessary computer edits in 
the MMIS to prevent such overpayments.  Further, DOH did not ensure WMS data is updated 
timely, and OMRDD did not identify the clients who received certain on-site services. 
 

In our follow-up review, we found that DOH officials have made progress in implementing 
the recommendations contained in our prior audit report.  DOH has requested OMRDD and OMH to 
initiate a process to investigate and control the inappropriate payments. 
 
Summary of Status of Prior Audit Recommendations 
 
 Of the five prior audit recommendations, DOH officials have implemented three 
recommendations, partially implemented one recommendation, and one recommendation is not 
applicable. 
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Follow-up Observations 
 

Recommendation 1 
 
Investigate and recover the overpayments identified in this report, as appropriate. 
 
Status – Partially Implemented 
 
Agency Action – OMRDD, which is administratively responsible for about $4 million of the $4.4 

million in potentially inappropriate payments, has initiated a process to investigate the 
inappropriate payments and recover any overpayments.  OMRDD is conducting a case-by-
case review of the claims reported during our audit period to identify overpayments.  
However, at the time of our follow-up review, DOH officials had not recovered any 
inappropriate payments, due to the required appeals process.  OMRDD has also implemented 
an ongoing post-audit procedure to prevent duplicate payments.  OMH, which is 
administratively responsible for verifying the remaining $437,699 of payments made to 
mental health providers, had not initiated a process to investigate these claims at the time of 
our follow-up review.  According to DOH officials, they will make the recoveries when 
OMRDD’s and OMH’s investigations and verifications are complete. 

 
Recommendation 2 

 
Identify all recipients approved to receive on-site day treatment services at Facilities and maintain a 
roster of those recipients. 
 
Status – Implemented 
 
Agency Action – Annually, OMRDD surveys Facility providers regarding the provision of Facility 

rate-funded day treatment programming.  The survey provides a current roster of individuals 
who receive day treatment programming. 

 
Recommendation 3 

 
Ensure that OMRDD and local district workers update both the Principal Provider and the 
Restriction/Exception systems timely and accurately to prevent inappropriate overlapping payments 
to facilities and waivered service providers. 
 
Status – Implemented 
 
Agency Action – During our audit, OMRDD requested an edit in the MMIS to prevent waiver 

providers from being paid unless an appropriate waiver code is recorded on the system.  The 
edit, implemented in November 2000, will prevent inappropriate payments for waiver 
services. 
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Recommendation 4 
 
Develop edits as part of the new eMedNY system to: 
 

• identify recipients receiving on-site day treatment services; 
• prevent the payment of pharmacy claims for recipients in Centers; and 
• prevent the payment of monthly Residence claims for recipients who are hospitalized for 

more than 11 days in a given month. 
 
Status – Not Applicable 
 
Agency Action – In early 2000, the Department contracted with Computer Sciences Corporation to 

develop and operate a replacement Medicaid system called eMedNY.  The Department has 
been unable to implement this recommendation because the development of eMedNY has 
not been completed.   

 
Recommendation 5 

 
Until eMedNY is implemented, conduct periodic audits to ensure that recipient rosters are complete 
and current. 
 
Status – Implemented 
 
Agency Action – OMRDD is devoting staff resources to the audit of Medicaid payment information. 

 In July 2001, OMRDD established a Medicaid Standards and Control Unit, and made this 
group responsible for post-audit of Medicaid payments. 

 
Also, as noted in the Agency Action section of Recommendation 2, OMRDD annually 
surveys Facility providers regarding the provision of rate-funded day treatment 
programming. The result of this survey is a current roster of individuals who receive day 
treatment programming. 

 
Major contributors to this report were Ken Shulman, Bill Clynes, Don Paupini and Casey 

O’Connor. 
 

We would appreciate your response to this report within 30 days, indicating any actions 
planned or taken to address any unresolved matters discussed in this report.  We also thank the 
management and staff of the Department of Health for the courtesies and cooperation extended to 
our auditors during this review. 
 

Very truly yours, 
 
 

Kevin M. McClune 
Audit Director 

 
cc: Deirdre A. Taylor 


