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AUDIT OBJECTIVE 
 
The objective of our audit was to determine if 
New York State’s medical assistance program 
(Medicaid) made inappropriate payments to 
ambulatory and laboratory providers while 
recipients were hospitalized. 
 

AUDIT RESULTS - SUMMARY 
 
During our five year audit period ended 
February 28, 2007, we identified over $2.3 
million in inappropriate Medicaid payments 
to referred ambulatory and laboratory 
providers while recipients were hospitalized. 
Our review of medical claims data showed the 
Medicaid recipients were hospitalized at the 
time the referred ambulatory or laboratory 
services were supposedly provided.  Because 
the comprehensive hospital rates included the 
cost of such services, the referred ambulatory 
and laboratory providers should not have 
billed Medicaid separately for their services.  
We also questioned an additional $622,937 in 
payments to referred ambulatory and 
laboratory providers for recipients 
hospitalized in facilities where the Medicaid 
payment rates are established by the Office of 
Alcohol and Substance Abuse Services 
(OASAS).  The Department of Health 
(Department) should recover the 
inappropriate payments from the referred 
ambulatory and laboratory providers. 
  
Our report contains six recommendations to 
recover inappropriate Medicaid payments and 
improve controls over payments to referred 
ambulatory and laboratory providers.  
Department officials generally agree with our 
recommendations and will take steps to 
implement changes. 
 
 
 
 

This report, dated December 10, 2007, is 
available on our website at: 
http://www.osc.state.ny.us. Add or update 
your mailing list address by contacting us at: 
(518) 474-3271 or 
Office of the State Comptroller 
Division of State Government Accountability 
110 State Street, 11th Floor 
Albany, NY 12236 
 

BACKGROUND 
 
The Department administers the Medicaid 
program which was established under Title 
XIX of the federal Social Security Act to 
provide needy people with medical assistance.  
The program is funded jointly by the federal, 
State, and local governments. Its management 
information and claims processing functions 
are handled through the State’s eMedNY 
system, which the Department implemented 
on March 24, 2005. 
 
Under Part 86 of Title 10 of the New York 
State Health Code, Rules and Regulations, 
Section 86-1.18, the Department establishes 
all-inclusive hospital inpatient rates that cover 
the costs of almost all services provided to 
Medicaid recipients that are hospitalized. 
Additionally, 18 NYCRR 505.7(g) (7) 
specifically prohibits separate laboratory 
billings while a recipient is hospitalized.  
 
Recipients treated as inpatients in a hospital 
may be referred to other medical facilities for 
ambulatory services such as radiology (x-
rays, CAT Scans, MRIs, etc.) when these 
services can not be provided at the hospital 
where the recipient is staying. Similarly, 
patients requiring certain laboratory tests may 
have them performed at other facilities when 
necessary. However, Medicaid will not pay 
separately for referred ambulatory and 
laboratory services when these services are 
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included in a hospital’s Medicaid payment 
rate. In these instances, the providers of 
service should seek reimbursement directly 
from the hospitals. Separate payments will 
also not be made for referred ambulatory and 
laboratory services if these services are billed 
by the hospital where the patient is staying.   
 
OASAS plans, develops and regulates the 
State’s system of chemical dependence and 
gambling treatment agencies. This includes 
the direct operation of addiction treatment 
centers that provide inpatient rehabilitation 
services.  In addition, OASAS licenses, funds, 
and supervises local community-based 
programs and chemical dependence treatment 
programs. OASAS inspects and monitors 
these programs to guarantee quality of care 
and to ensure compliance with state and 
national standards.  OASAS also establishes 
reimbursement rates for the facilities it is 
responsible for.   
 

AUDIT FINDINGS AND 
RECOMMENDATIONS 

 
Medicaid Payments for Referred 

Ambulatory and Laboratory Services 
 
During the period March 1, 2002 through 
February 28, 2007, Medicaid paid more than 
$2.3 million for referred ambulatory and 
laboratory services inappropriately billed for 
hospitalized recipients. These overpayments 
include both payments to the hospitals where 
the recipients were staying and payments to 
facilities where the recipients were referred 
when services could not be provided by the 
hospitals. These overpayments occurred 
because the referred ambulatory and 
laboratory service providers either ignored or 
misinterpreted Medicaid billing guidelines.  
For example, we visited four referred 
ambulatory service providers.  Each provider 
billed Medicaid for services provided to 

patients when the documentation clearly 
indicated that the recipients were referred 
from hospitals.  
 
The $2.3 million in overpayments also 
occurred because eMedNY lacks the controls 
and automated edits necessary to detect and 
prevent these overpayments. Instead, the 
Department relies on computer routines 
maintained by the Office of the Medicaid 
Inspector General (OMIG) which were 
designed to identify inappropriate claims on a 
post payment basis.  However, we question 
whether OMIG’s process for identifying 
inappropriate claims is as thorough as it could 
be.  For example, OMIG excludes claims 
from its process for hospitalized recipients 
that are referred to other facilities for services. 
Consequently, OMIG’s process did not 
identify more than $1.5 million in 
overpayments we identified for these services.  
 
We also identified an additional $622,937 in 
questionable payments to referred ambulatory 
and laboratory providers for recipients 
hospitalized in OASAS facilities.  Because 
OASAS does not require facilities to identify 
specific laboratory and referred ambulatory 
costs in its financial reporting process used to 
calculate reimbursement rates, OASAS 
officials could not determine whether the 
OASAS facilities are already being 
reimbursed for the services we identified. 
OASAS officials recognize these limitations 
and have taken steps to require providers to 
report specific costs which would allow this 
determination.     
 

Recommendations 
 
1. Review the $2.3 million referred 

ambulatory and laboratory payments 
we identified and recover 
overpayments where appropriate. 
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2. Instruct referred ambulatory and 
laboratory providers on the 
appropriate way to bill Medicaid for 
services provided to hospitalized 
recipients.  

 
3. Ensure that the Medicaid referred 

ambulatory provider manual, which is 
currently being revised, includes 
clearly defined guidelines for billing 
services provided to hospitalized 
recipients.  

 
4. Implement appropriate edits to the 

eMedNY system to prevent these 
overpayments from occurring.  

 
5.  OMIG should re-evaluate its process 

for identifying referred ambulatory 
and laboratory payments made for 
hospitalized recipients. 

 
6.  Verify that OASAS requires providers 

to report sufficient cost information to 
determine what services are included 
in a provider’s reimbursement rate.  

 
AUDIT SCOPE AND METHODOLOGY 

 
We conducted our audit according to 
generally accepted government auditing 
standards.  We audited Medicaid claims 
submitted by referred ambulatory and 
laboratory providers and processed by the 
Department during the five year audit period 
ended February 28, 2007.  To accomplish our 
audit objective, we extracted questionable 
claims from the Medicaid payment file and 
verified the accuracy of the payments. We 

interviewed Department officials, visited 
selected referred ambulatory and laboratory 
providers to review medical records and other 
supporting documentation, reviewed 
applicable sections of federal and State laws 
and regulations, and examined the 
Department’s relevant payment policies and 
procedures. 
 
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.  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 functions do 
not affect our ability to conduct independent 
audits of program performance. 

 
AUTHORITY 

 
The audit was performed 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. 
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REPORTING REQUIREMENTS 
 
We provided a draft copy of this report to 
Department officials for their review and 
comment.  Department officials generally 
agreed with our recommendations and 
indicated actions planned or taken to 
implement them.  We considered their 
comments in preparing this report.  A 
complete copy of the Department’s response 
is included as Appendix A.  Appendix B 
contains a State Comptroller’s comment 
which addresses matters contained in the 
Department’s response. 

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

 
CONTRIBUTORS TO THE REPORT 

 
Major contributors to the report include Steve 
Sossei,  Sheila Emminger, Warren Fitzgerald, 
Ronald Pisani, Dennis Buckley, Daniel Towle 
and Peter Amorosa.  



 
 

 
APPENDIX A - AUDITEE RESPONSE 
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* 
Comment 

 

*  See State Comptroller’s Comment, page 11 
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Certain matters contained on our draft audit 
report were changed based on the 
Department’s response.  After discussions 
with the New York State Office of the 
Medicaid Inspector General, we eliminated

claims for high risk infant transportation and 
drug eluting stents from our audit findings.  
We reduced our audit findings accordingly 
and now report potential overpayments of 
$2.3 million. 




