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Re:  Report 2004-F-16 
 
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 followed up on the actions taken 
by officials of the Department of Health to implement the recommendations contained in our audit 
report, Medicaid Overpayments Relating to Managed Care (Report 2001-S-44).   
 
Background, Scope and Objectives 
 

The Department of Health (Department) is responsible for administering New York State’s 
Medical Assistance (Medicaid) program, in which medical services are provided to eligible low-
income and disabled individuals.  The Medicaid program was created by federal legislation, and the 
funding for the services provided in the program is generally split between the Federal government 
(50 percent) and the states (50 percent). 

 
Since 1997, New York State has enrolled Medicaid recipients into managed care 

organizations (MCOs).  In managed care, an individual’s access to medical service providers is 
managed by the MCO, which receives a fixed monthly fee (capitation premium) for every individual 
enrolled. The clinics, hospitals and others that provide services to enrollees are paid by the MCO.  
The MCO is expected to ensure that each enrollee has a primary care provider and adequate access 
to quality health care and needed medical services.  Managed care systems are intended to improve 
the quality of health care while controlling the cost of the care.  Currently, Medicaid recipients in 
New York City and 45 of the remaining 57 local districts are enrolled in MCOs. Recipients are 
enrolled in MCOs by their local districts, which contract with the MCOs to provide managed care in 
their area. 
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The Department is responsible for determining the basic package of medical services (known 
as the scope of benefits) to be offered by the MCOs.  In addition, the Department approves the 
contracts between the local districts and the MCOs, and monitors and provides technical assistance 
to the local districts and the MCOs.  The Department also administers the Medicaid Management 
Information System (MMIS), which is a computerized claims processing and payment system that is 
used to pay Medicaid providers.   

 
Basic information about Medicaid recipients, such as whether they are enrolled in MCOs, is 

recorded on the Welfare Management System (WMS), a central registry of information about public 
assistance recipients maintained by the Office of Temporary and Disability Assistance.  The MMIS 
checks this information before making Medicaid payments to help ensure that the payments are 
proper.  For the information on the WMS to be reliable, changes in a recipient’s eligibility and 
enrollment status must be entered on the WMS in a timely manner.  The local districts enter these 
changes, along with other information about the recipients.  If a change in a recipient’s enrollment 
status is not entered on the WMS in a timely manner, a retroactive adjustment has to be made by the 
local district, and any inappropriate payments that were made while the status was incorrectly 
recorded may be recovered by the Department.  

 
During 2003, Medicaid paid MCOs $2.9 billion in capitation premiums.  During this twelve-

month period, the number of Medicaid recipients enrolled in MCOs increased from 1.40 million to 
1.76 million. As of March 2004, the number of enrollees had increased to 1.85 million. 

 
Our initial audit report, issued on February 7, 2003, examined payments made on behalf of 

Medicaid recipients enrolled in MCOs for the two-year period October 1, 1999 through September 
30, 2001 to determine if any overpayments were made and if the Department had recovered such 
overpayments.  Our report identified several control weaknesses relating to the processing of 
capitation payments and fee-for-service claim payments on behalf of Medicaid recipients enrolled in 
MCOs.  We concluded these weaknesses increased the risk that claims on behalf of these recipients 
have been paid inappropriately.  Specifically, we identified $24.2 million in unrecovered 
overpayments: $15.3 million due to delays in updating enrollment/disenrollment information and 
$8.9 million in fee-for-service payments for family planning services that were covered by 
recipients' MCOs.  We also identified $5.2 million in fee-for-service payments that potentially 
overlapped $7.1 million in capitation payments made to MCOs, though we were not able to 
determine which, if any, of these payments were made inappropriately.  The objective of our follow-
up, which we did according to Generally Accepted Government Auditing Standards, was to assess 
the extent of implementation as of April 14, 2004 of the six recommendations included in our initial 
report. 

 
Summary Conclusions and Status of Audit Recommendations 
 

We found Department officials made some progress in correcting the problems we identified. 
However, Department management did not take action to recover all overpayments identified in the 
initial audit.  Of the six audit recommendations, three recommendations have been partially 
implemented and three recommendations have not been implemented. 
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Follow-up Observations 
 

Recommendation 1 
 
Investigate, and as appropriate recover, the $6.2 million in fee-for-service overpayments, $9.1 
million in capitation premium overpayments, and $8.9 million in charges for family planning 
services identified by this audit. 
 
Status - Partially Implemented 
 
Agency Action - The Department has not taken action to recover either the fee-for-service or the 

capitation premium overpayments due to other Departmental priorities.  Officials stated they 
may undertake such efforts in the future.  The Department has implemented a chargeback 
process for family planning services and the Department has used this process to make 
recoveries.  We describe this process and the recoveries made in more detail in the Agency 
Action section for Recommendation 4.  

 
Recommendation 2 

 
Examine the payments made by the MMIS on behalf of Medicaid recipients enrolled in MCOs during 
the three-year interval between the end of our prior audits (September 30, 1996) and the beginning 
our current audit (October 1, 1999), and recover any overpayments that have not yet been 
recovered. 
 
Status - Partially Implemented 
 
Agency Action - Department officials stated that because of other priorities, the Department has not 

taken action to identify and recover potential fee-for-service or capitation premium 
overpayments that may have occurred in the three-year period not covered by our prior 
audits.  Officials stated they may undertake such efforts in the future.  The Department has 
recovered $15.2 million in duplicate payments for family planning services, for payments 
made between August 1, 1996 and December 31, 2000, through its chargeback process.   We 
describe this process and the recoveries made in the Agency Action section for 
Recommendation 4. 

 
Recommendation 3 

 
Develop additional policies that specify the circumstances in which inappropriate fee-for-service 
payments will be recovered. 
 
Status - Not Implemented 
 
Agency Action - In their 90-day response to the initial audit, Department officials stated their 

response to other recommendations demonstrated their “continued efforts to recover 
overpayments where appropriate” and indicated that such efforts were sufficient to address 
this recommendation.  We requested information to support their position; however, 
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Department officials did not provide us with any information regarding its current policies 
for the recovery of fee-for-service payments. 

 
Recommendation 4 

 
Investigate opportunities for automating and otherwise expediting the recovery of (a) overpayments 
caused by inaccurate managed care enrollment information and (b) duplicate payments for family 
planning services 
 
Status - Partially Implemented 
 
Agency Action - Department officials stated they have not developed any automated processes for 

overpayments caused by inaccurate managed care enrollment information because of other 
priorities.  The Department has developed a process for identifying and recovering amounts 
due from managed care plans for family planning services provided by outside providers.  
Rather than attempting to make recoveries for the entire period, the Department divided their 
recovery efforts into discreet chargeback periods.  The first chargeback period covered 
August 1, 1996 through July 31, 1997, and resulted in $3.6 million in cost recoveries.  The 
second chargeback period covered August 1, 1997 through December 31, 2000, and resulted 
in $11.6 million in cost recoveries.  As of April 1, 2004, the Department was engaged in a 
third chargeback period, covering calendar years 2001 and 2002, which officials anticipated 
would be completed within a few months.  We were not given any information on cost 
recoveries for this period, because the recoveries for this period had not been finalized.  The 
Department anticipates conducting annual cost recoveries in this area each July, starting with 
calendar year 2003 in July 2004. 

 
Recommendation 5 

 
Monitor the local districts to determine whether they disenroll recipients from MCOs in accordance 
with Health policy and instruct MCOs to submit voided claims as required. Work with the local 
districts to develop ways of reducing the number of retroactive managed care enrollments and 
disenrollments. 
 
Status - Not Implemented  
 
Agency Action - The Department does not monitor retroactive disenrollments by local districts, 

although officials stated they plan to include a review of retroactive disenrollments as part of 
its biannual review process.  The Department has provided some training; however, it has 
been limited to short presentations at regional meetings of local districts, with a focus on cost 
savings.  There has not been any training specifically aimed at local district staff to address 
the issue of when retroactive disenrollments are appropriate and how to increase the 
timeliness of disenrollments. 
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Recommendation 6 
 
Determine which of the overlapping fee-for-service ($5.2 million) and capitation ($7.1 million) 
payments were appropriate, recover the payments that were not appropriate, determine why 
controls in the MMIS that are designed to prevent such overlapping payments did not function as 
intended, and take action to prevent such payments in the future. 
 
Status - Not Implemented  
 
Agency Action - Department management maintains that, based on past experience with these types 

of potential duplicate payments, the amount of effort required to identify which payments 
were not appropriate and recover those payments outweighs the value of the potential cost 
recoveries.  However, Department management did not conduct any formal analyses to 
support their position.  Officials stated that MMIS usually does not have sufficient 
information to identify which payments, if any, were not appropriate.  Instead, Department 
staff needs to review the case files maintained by the local districts, which is time-
consuming. However, absent formal analyses, we maintain that the Department should 
determine which of the overlapping payments were appropriate and take action to recover 
the inappropriate payments.    

 
Major contributors to this report were Ken Shulman, Bill Clynes, Ed Durocher, and Jennifer 

Paperman. 
 

We would appreciate your response to this report within 30 days, indicating any actions 
planned or taken to address the unresolved issues 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 process. 
 

Yours truly, 
 
 

 
David R. Hancox 

       Audit Director 
 
cc:  Robert Barnes 


