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The Honorable Herman E. Talmadge 
Chairman, Subcommittee on Health 
Committee on Finance 
United States Senate 

Dear Mr. Chairman: 

This is our report on Medicaid program management, 
including investigations of suspected fraud and abuse. 

Our review was made pursuant to your August 6, 1974, 
request. As requested by your office, we have not obtained 
written comments from the Department of Health, Education, an d 
Welfare or the State of Illinois. However, we discussed our 
findings with officials of the Department and the State, and 
considered their views in preparing the report. 

As agreed with your office we have informed the Chair- 
man, House Committee on Interstate and Foreign Commerce; the 
Chairman, Subcommittee on Labor-Health, Education, and Wel- 
fare, Senate Committee on Appropriations; Senator Charles H. 
Percy; and Senator Adlai E. Stevenson, III, that you will be 
providing them with copies of the report. 

We plan no further distribution of this report unless 
you agree or publicly announce its contents. In this con- 
nection, we want to invite your attention to the fact that 
this report contains recommendations to the Secretary of 
Health, Education, and Welfare. As you know, section 236 
of the Legislative Reorganization Act of 1970 requires the 
head of a Federal agency to submit a written statement on 
actions he has taken on our recommendations to the House and 
Semate Committees on Government Operations not later than 60 
days after the date of the report and the House and Senate 
Committees on Appropriations with the agency's first request 
for appropriations made more than 60 days after the date of 
the report. Your release of this report will enable us to send 
the report to the Secretary and the four Committees for the 
purpose of setting in motion the requirements of section 236. 

Comptroller General 
of the United States 
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COMPTROLLER GENERAL'S 
REPORT TO 
THE SUBCOMMITTEE ON HEALTH 
COMMITTEE ON FINANCE 
UNITED STATES SENATE 

DIGEST 

WHY THE REVIEW WAS MADE 

Because of numerous al- 
legations of fraud and 
abuse in Illinois' Medic- 
aid program, the Chairman, 
Subcommittee on Health, 
Senate Committee on Fin- 
ance, asked GAO to 

--evaluzte the adminis- 
tration of the Medicaid 
program by the State of 
Illinois and by the De- 
partment of Health, Edu- 
cation, and Welfare (HEW) 
in that State and else- 
where ; 

--evaluate Illinois' sys- 
t~ for paying claims 
under Medicaid; 

--evaluate HEW's and 
Illinois' practices for 
conducting reviews of 
medical services furnished 
by institutions and other 
Medicaid providers; and 

--determine the causes of 
existing problems in Il- 
linois' Medicaid program. 

GAO was also asked to obtain 
information on the adminis- 
tration of the Medicaid pro- 
gram in other States. This 
information came from HEW 

Tea[=.~13.E~]. Upon removal, the report 
cover date should be noted hereon. 

IMPROVEMENTS NEEDED IN 
MEDICAID PROGRAM MANAGEMENT 
INCLUDING INVESTIGATIONS OF 
SUSPECTED FRAUD AND ABUSE 
Social and Rehabilitation 

Service 
Department of Health, Education, 

and Welfare 

headquarters files and from 
work done by GAO in Indiana 
and Michigan. 

FINDINGS AND CONCLUSIONS 

States are responsible for 
administering their Medic- 
aid programs. The Social 
and Rehabilitation Service 
of HEW is responsible for 
administering Medicaid at 
the Federal level. 

HEW can withhold all Federal 
Medicaid funds or, under 
certain conditions, assess 
lesser monetary penalties if 
States do not comply with 
Federal requirements. 

Between October I, 1969, and 
September 30, 1974, HEW re- 
gions reported 2,300 in- 
stances in which States did 
not comply with Federal Medic- 
aid requirements. However, 
HEW has not imposed monetary 
penalties against any State. 
(See pp. 19 to 22.) 

Increased effcrts needed 
to detect Medicaid 
fraud an~ abuse 

Beginning in March 1974 
numerous allegations of 
fraud and abuse in the 
Illinois Medicaid program 

MWD-75-74 



were reported by the Chi- 
cago press and other news 
media. One Federal agency, 
seven Illinois executive 
agencies, a D4: four private 
organizations began invest- 
igations into the charges. 

In September 1974 Illinois 
established a Medicaid Task 
Force to direct and coordi- 
nate a comprehensive invest- 
igation into the allega- 
tions. 

As a result, in January 
1975, three cases of poten- 
tial fraud were referred by 
Illinois to the U.S. 
attorney--the first refer- 
rals since the beginning of 
the State's Medicaid pro- 
gram in January 1966. 

One earqier case, out of, 22 
referred for prosecution at 
tlle State level, had re- 
sulted in a convictlon in 
the State courts. Before 
the Task Force investigation 
Illinois had done little to 
investigate suspected fraud 
and abuse in its Medicaid 
program. 

The Service has known since 
1971 that Illinois' Medicaid 
plan and program operations 
have not complied with Fed- 
eral regulations concerning 
the detection of fraud and 
abuse. However, the Serv- 
ice has not taken appropri- 
ate steps to insure Illi- 
nois' compliance with Fed- 
eral Medicaid regulations. 

At the request of the Sub- 
committee staff, a Medicare 
unit reviewed the procure- 
ment and use o~ drugs and 

laboratory tests at three 
Chicago Medicaid-Medicare 
nursing homes. Medicare, 
which is administered by the 
Social Security Administra- 
tion, has a unit which in- 
vestigates several thousand 
complaints involving possible 
fraud and abuse each year. 
The Medicare unit referred 
one case to the U.S. attorney 
as a result of this investi- 
gation. 

The Service does not have a 
unit in headquarters or its 
reg ions to 

--provide assistance to 
States in identifying 
potential Medicaid fraud 
and abuse, 

--insure that States are 
compl]ing with Medicaid 
fraud and abuse regula- 
tions, 

--coordinate with Medicare 
on fraud and abuse matters, 
or 

--investigate suspected 
Medicaid fraud and abuse 
cases. 

Twenty States have never re- 
ferred a suspected Medicaid 
fraud case to State or Fed- 
eral law enforcement agencies 
for prosecution. (See pp. i0 
and ii.) 

Improved coordination of State 
Medicaid fraud and abuse in- 
vestigations with Medicare is 
needed. A combined Medicare- 
Medicaid investigative unit 
should improve HEW's ability 
to investigate fraud and abuse 
under both programs. 

ii 
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Federal manac~ement 
~ ~ [ ~  . . . . . . . . .  

The principal ways the 
Social and Rehabilitation 
Service has to monitor 
State Medicaid programs 
are 

--testing State operations 
to determine whether pro- 
grams are operating in 
accordance with Federal 
requirements, 

--requiring States to submit 
financial and statistical 
reports which can be ana- 
lyzed to assess program 
effectiveness, and 

--conducting investigations 
and audits and hiring 
consultants to identify 
problems that need cor- 
rection. 

GAO found that the Service 
had not. 

--given sufficient attention 
to reviewing States' Medi- 
caid operations, 

--obtained or analyzed need- 
ed data to provide indi- 
cators of the effective- 
ness of State Medicaid 
programs, or 

--given adequate considera ~ 
tion to recommendations 
made by consultants and 
the HEW Audit Agency for 
correcting program de- 
ficiencies. 

For example, GAb believes 
the Service did not give 
adequate consideration to 

a" HEW Audit Agency recom = :" 
mendation to review payments 
made to two Illinois institu- 
tions to determine whether 
services were provided to 
Medicaid patients in sections 
of those institutions which 
were not approved to provide 
services to Medicaid patients. 
(See pp. 25 and 26.) 

• ".. 

Many of the deficiencies GAb 
identified in the management 
of the Medicaid program were 
also identified in a February 
1970 report by the staff of 
the Senate Committee on Fi- 
nance. 

Improvements needed 
1~-n I1-~In-ols~-s r s~ste---m 
f_~6 ~_~a~ i n~Me d i c-~ l~-d claims 

The system for paying claims 
under Medicaid in Illinois 
needs improvement. Manual 
processing, cumbersome work 
operations, and other manage- 
ment problems have delayed 
payment to Medicaid providers 
for long periods. The follow- 
ing problems in the system 
need correction 

--lack of accountability of 
claims, 

--unnecessary manual process- 
ing, 

--ineffective use of computers, 

--inaccurate files of those 
eligible to receive Medic- 
aid, and 

--insufficient provider and 
employee training. 

All of these matters have been 
brought to the attention of 

| 
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the director of the Illi- 
nois [~epartment of PuDIic 
Aid who infe'med GAO that 
the state had started cor- 
rective action. 

Need toim~rove systems 
for revlewlngthe use 
of Medlcald servlces 

Utilization review is a 
system to determine the 
appropriateness of medical ~ 
care provided and to ident- 
ify and prevent overutili- 
zation of medical services. 
States are required to have 
utilization review systems 
for institutional and non- 
institutional (physicians, 
pharmacists, etc.) ser- 
vices provided under Medic- 
aid. 

Illinois' utilization review 
system for noninstitutionE! 
services did not provide a 
continuous evaluation of the 
necessity for and quality of 
services provided under Med- 
icaid. Illinois did not 
routinely generate or eval- 
uate profiles of services 
received by patients and 
profiles of services furn- 
ished by providers. 

According to Illinois of- 
ficials, the State now 
routinely generates and 
evaluates needed profiles. 
They said that Illinois 
planned to implement a 
Medicaid Management Infor- 
mation System which should 
improve the State's capa- 
bility to perform utili- 
zation reviews. The cost 
of developing and instal- 
ling such a system will be 
funded primarily by the 

Federal Government. 

The 1972 amendments to the • 
Social Security Act (Public 
Law 92-6G3) provided a pen- 
alty, effective July i, 
1973, for States' noncom- 
pliance with utilization 
review requirements for 
institutional services. In 
1973 and 1974 the Social 
and Rehabilitation Service 
conducted evaluations and 
found that Illinois and 
many other States did not 
comply with all the require- 
ments. The Service is cur- 
rently analyzing the results 
of the 1974 evaluation to 
determine whether penalties 
should be imposed. 

GAO believes that the Service 
should increase its assist- 
ance to States to develop 
effective systems for re- 
viewing institutional and 
noninstitutional Medicaid 
services. The Service 
should also, before approv- 
ing Medicaid Management In- 
formation Systems, insure 
that State proposals for 
such systems provide data 
needed to perform effective 
utilization reviews. 

RECOMMENDATIONS 

The Secretary, HEW, should 
direct the Administrator of 
the Service to 

--insure that all States 
comply with Federal• 
requirements for investi- 
gating suspected Medicaid 
fraud and abuse cases; 

--insure that Statescoordi- 
nate their investigations 
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of suspected Medicaid 
fraud and abuse more 
closely with Medicare 
investigations; 

--more effectively moni- 
tor States' Medicaid 
operations; 

--revise State reporting 
requirements to include 
data that will provide 
indicators of the effect- 
iveness of States' Med- 
icaid operations; 

--insure that HEW regional 
offices and States give 
adequate consideration 
to recommendations made 
by consultants and the 
HEW Audi~ Agency to 
improve States' Medicaid 

operations; 

--assess.financial penal- 
ties on States that do 
not take adequate steps 
to meet Medicaid require- 
ments; 

--increase technical as- 
sistance to the States 
to develop effective 
utilization review sys- 
tems; and 

--insure, before approving 
Medicaid Management In- 
formation Systems, that 
State proposals for such 
systems provide data 
needed to perform effect- 
ive utilization reviews 
and provide for an ef- 
ficient system for pay- 
ing claims under Medicaid. 
(See pp. 36 and 44.) 

The Secretary should also 
establish a single unit for 

the systematic, cuoLdinated 
investigation of suspucted 
fraud and abuse under both 
Medicaid and MediCare. 

The Administrator of the 
Social and Rehabilitation 
Service should direct the 
Commissioner, Social ana 
Rehabilitation Service, 
Region V, to review payments 
made to two Illinois institu- 
tions to determine whether 
services were provided to 
Medicaid patients in uncerti- 
lied sections of those insti- 
tutions. The Service should 
recover payments made for any 
such services. Additional 
work, if warranted, based on 
the results of the reviews at 
these institutions should be 
done at other institutions. 

Also, to improve Illinois' 
system for paying Medicaid 
claims, GAO made several rec- 
ommendations to the Adminis- 
trator. (See pp. 36 and 37.) 

AGENCY ACTIONS AND 
UNRESOLVED ISSUES 

In accordance with the Sub- 
committee's request, GAO did 
not request written comments 
from HEW or Illinois but dis- 
cussed the matters in the re- 
port with HEW and State of- 
ficials. 

HEW officials generally agreed 
with the facts presented in 
this report. They said that 
the Service was in the pro- 
cess of tl) establishing a 
Medicaid unit to assist and 
insure that States comply with 
Medicaid fraud regulations, 
(2) increasing its staff to 

_ .  
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evaluate States' compliance 
with other Medicaid require- 
ments, and (3) determining 
which States should be as- 
sessed penalties for non- 
compliance with specific 
Medicaid requirements. 

State officials also gen- 
erally agreed with the facts 
in this report. However, in 
addition to corrective 

actions already mentioned, 
they also said that (I) 
i~linois was in the process 
of establishing an improved 
capability to identify and 
refer suspected cases of 
fraud for prosecution and 
(2) Illinois had substan- 
tially improved its system 
for paying Medicaid claims 
and planned to make addi- 
tional improvements. 

vi 
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CHAPTER 1 

INTRODUCTION 

Because of numerous allegations of fraud and aDuse "n the 
Illinois Medicaid program, the Chairman, Subcommittee on 
Health, SenateCommittee on Finance, requested in August 1974 
that we gather information on investigations of the Illinois 
Medicaid program being conducted by various Federal, State, 
and private organizations. 

We held discussions with and reviewed the data gathered 
by four private organizations, seven State agencies, and one 
Federal agency that were investigating various aspects of 
Illinois' Medicaid program and then met with the Subcommittee 
to discuss the purposes, findings, and comprehensiveness of 
these investigations. At the Subcommittee's request we agreed 
to review and evaluate 

--the Department of Health, Education, and Welfare's 
(HEW's) and Illinois' administration of the Medicaid 
program; 

--the Illinois Medicaid claims processing system: and 

--HEW's and Illinois' practices for conducting utiliza- 
tion reviews of institutional and noninstitutional 
medical services under Medicaid. 

In addition, we agreed to examine the ~ causes of the 
problems in the Illinois Medicaid program rather than inves- 
tigate potential cases of fraud. We were also asked to ob- 
tain information on the adainistration of the Medicaid pro- 
gram in other States. Most of the information we obtained 
on other States' programs came fromHEW headquarters files 
and from work done in Indiana and Michigan. 

THE MEDICAID PROGRAM 

Medicaid--authorized by title XIX of the Social Security 
Act, as amended (42 U.S.C. 1396)--is a grant-in-aid p~ogram 
under which the Federal Government pays part of the costs 
incurred by States in providing medical services to perso,ls 
who are unable to pay for such care. The Federal Government 
pays from 50 to 81 percent (depending on the per capita in- 
come in the State) of the costs incurred by States in provid- 
ing medical services under the Medicaid program. 

! 



Medicaid authorizes health care coverage for persons 
entitled to public assistance under the Social Security Act. 
In addition, States can cover other persons whose incomes 
and other resources exceed State requirements to qualify for 
public assistance but which are not enough to pay for nec- 

essary medical care. 

The services provided to Medicaid recipients vary among 
States. However, as a minimum, all States must provide in- 
patient and outpatient hospital services; l~boratory and 
X-ray services; skilled nursing home services; home health 
services; early and periodic screening, diagnosis, and treat- 
ment (EPSDT) of those under age 12; family planning services; 
and physician services. 

Administration of Medicaid 

At the Federal level the Secretary of HEW has delegated 
the responsibility for administering Medicaid to the Adminis-. 
trator of the Social and Rehabilitation Service (SRS). The 
Administrator, SRS, has assigned the general responsibility 
for administering Medicaid to the Commissioner, Medical Serv- 
ices Administration (MSA). 

Each State has primary responsibility for administering 
its Medicaid program. The nature and scope of a State's pro- 
gram are'contained in its State plan which, after approval by 
an SRS regional commissioner, provides the basis for Federal 
cost sharing with the State. The regional commissioner is 
also responsible for determining whether the State program 
is being administered in accordance with Federal requirements 
and the State's approved plan. 

The Medicaid program in Illinois began on January i, 
1966. The Illinois Department of Public Aid (IDPA) adminis- 
te'rs the program. IDPA is responsible for making policy 
decisions, esta~ ishing fiscal and management controls, and 
reviewing • ~m activities. In addition, it is responsible 
for approving, disapproving, or cancelling the certification 
of providers to participate in Medicaid. 

Cost of Medicaid 

The cost of providing health care to the poor under 
Medicaid has increased greatly in recent years. During fis- 
cal year 1970 the Federal Government spent about $2.5 billion 
to provide Medicaid health services to an estimated 15 mil- 
lion recipients. The same type of services are expected 
to be available to 24.7 million recipients at a cost to the 
Federal Government of about $6.8 billion for fiscal year 

1975. 
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During the 3-year period ended June 30, 1974, the six 
States in HEW's Region V--Illinois, Indiana, Michigan, Minne- 
sota, Ohio, and Wisconsin--reported payments of about $5.1 
billion for medical services to Medicaid recipients. The 
following table shows, in summary for the six States and 
separately for Illinois, the reported number of recipients 
and the amounts paid for Medicaid services. 

1972 1973 1974 

,(millions) 

HEW Region V: 
Number of recipients 
Medical assistance 

payments 

Illinois: 
Number of recipients 
Medical assistance 

payments 

2.9 3.3 3.6 

$1,346.4 $1,638.6 $2,127.9 

1.0 1.2 1.3 

$449.9 $520.0 $657.4 

MEDICARE 

Medicare--authorized by title XVIII of the Social Secu- 
rity Act, as amended (42 U.S.C. 1395)--is a federally defined, 
uniform package of medical care benefits for most persons 
age 65 and over. Effective July i, 1973, the Social Security 
Amendments of 1972 extended Medicare protection to (i) in- 
dividuals under age 65 who have been ~ntitled to social secu- 
rity or railroad retirement benefits for at least 24 consecu- 
tive months because they were disabled and (2) insured in- 
dividuals under age 65 who have chronic kidney disease. 

Medicare, administered by HEW's Social Security Adminis- 
tration (SSA), provides two forms of insurance protection. 
One form, Hospital Insurance Benefits for the Aged and Dis- 
abled (part A), covers inpatient hospital services and post- 
hospital care in a skilled nursing facility or in the 
beneficiary's home (home health care). 

The second form of protection, ]pplementary Medical 
Insurance Benefits for the Aged and uisabled (part B), covers 
physicians' services and certain medical and health benefits, 
including home health care. 

SCOPE OF REVIEW 

Our review was made at HEW headquarters, Washington, D.C.; 
HEW's Region V office, Chicago, Illinois; and the IDPA office, 

i 



Springfield, Illinois. We a?so visited Lansing, Michigan, 
and Indianapolis, Indiana, and several contractors of IDPA, 
including the Illinois Department of Public Health and the 
Illinois Foundation for Medical Care. 

At IDPA we examined the policies and procedures for 
management of the 3ystem for processing Medicaid claims for 
payment and the system for monitoring the quantity and quality 
of Medicaid services. 

In addition, we reviewed the policies an~ practices of 
HEW headquarters and HEW's Region V office used in monitor-- 
ing the Medicaid program. We also reviewed the Medicare 
fraud and abuse files of the Program Integrity Unit of SSA's 
Bureau of Health Insurance (BHI) in Region V. 

As requested by the Chairman's office, we did not request 
HEW or IDPA to provide us written cor,lments on the contents of 
this report. However, we discussed our findings, conclusions, 
and recommendations with officials of these agencies and their 
comments were considered in preparing this report. 

4 
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CHAPTER 2 

NEED FOR INCREASED STATE AND SRS ACTIONS 

TO IDENTIFY AND INVESTIGATE SUSPECTED MEDICAID FRAUD 

SRS has been aware since 1971 that Illinois' Medicaid 
plan and its program operations have not been in compliance 
with Federal regulations concerning the detection of fraud 
and abuse. However, SRS has not taken appropriate steps to 
insure Illinois' full compliance with Federal Medicaid regula- 
tions. From the beginning of the Medicaid program in Illinois 
in January 1966 to December 31, 1974, no cases of potential 
fraud had been referred by the State to the U.S. attorney for 
prosecution. Three such cases were referred in , anuary 1975. 
Twenty States have never referred a suspected Medicaid fraud 
case to State or Federal agencies for prosecution. 

SRS has taken the position that, since Medicaid is a 
State-administered program, the primary responsibility for de- 
tecting suspected fraud and prosecuting providers who submit 
fraudulent Medicaid claims rests with the States. Consequently, 
SRS does not have a unit to investigate suspected Medicaid 
fraud and abuse or provide assistance to Stahes in developing 
their capacity to investigate suspected fraud and abuse in 
the Medicaid program. 

SSA does have a unit--called the Program Integrity Unit--- 
which investigates several thousand complaints annually in- 
volving possible fraud and abuse under Medicare. However, 
becaus~ of the absence of a fraud and abuse unit in SRS, co- 
ordination between Medicare and Medicaid on matters involving 
possible fraud has been inadequate, even though many providers 
furnish services under both programs. 

In our opinion, a combined Medicare-Medicaid fraud inves- 
tigative unit would improve HEW's ability to detect suspected 
fraud and abuse under both programs. 

FEDERAL PENALTIES FOR FRAUD 

Persons successfully prosecuted for fraudulently obtain- 
ing payments under Medicaid may be subject to criminal penal- 
ties under statutes of either general or specific application. 
Sections 286, 287, and i001, title 18, United States Code, 
provide for penalties of fines of up to $16,000, or imprison- 
ment of up to i0 years, or both. Section 1341 of title 18 
provides for fines of up to $I,000, or imprisonment of up to 
5 years, or both when the U.S. mail is used in the process of 
fraud. The Social Security Amendments of 1972 specifically 
provided for fines of up to $i0,000, or imprisorment for not 
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more than 1 year, or both for persons convicted of fraudu- 
lently obtaining payment under Medicaid. 

In addition, title 31, section 231, of the United States 
Code provides civil penalties of $2,000 and, in addition, 
double the amount of the damage which the United States may 
have sustained because of a fraudulent claim together with the 

cost of the law suit. 

SRS HAS NOT REQUIRED ILLINOIS 
TO COMPLY WITH FRAUD REGULATIONS 

Since the Medicaid program is State administered, SRS 
has taken the position that States have the primary responsi- 
bility for detecting and prosecuting providers who submit 
fraudulent Medicaid claims. According to HEW regulations 
dated March 27, 1971 (45 C.F.R. 250.80), a State's plan for 
medical assistance under title XIX of the Social Security Act 

must 

--provide that the State agency will establish and main- 
tain (i) methods and criteria for identifying situations 
in which a question of fraud in the program may exist 
and (2) procedures, developed in cooperation with State 
legal authorities, for referring to law enforcement of- 
ficials situations in which there is valid reason to 
suspect that there has been fraud; 

--provide that the State agency will designate persons 
responsible for referring situations involving sus- 
pected freud to the proper authorities; and 

--provide that the State agency will establish and main- 
tain procedures for reporting promptly to SRS each 
case of suspected fraud which has been referred by a 
State or local agency to law enforcement officials and 
subsequently the disposition thereof by such law en- 
forcement officials. 

Since July 1970 SRS' Region V has had the responsibility 
for monitoring the six State Medicaid programs in the region. 
The region generally prepared annual reports on State Medicaid 
plans. The purpose of the reports was to identify areas of 
States' Medicaid programs that were not in compliance with 
Federal regulations. The reports were to serve as a means of 
bringing the deficient areas to the attention of the States 
and SRS officials. Region V prepared reports on the Illinois 
Medicaid program in 1971, 1972, and 1974. (See ch. 3.) 

The 1971"report stated that Illinois' plan needed revi- 
sion in order to comply with Medicaid fraud ~egulations and 



that an operational problem existed concerning the handling 
and referring of potential fraud cases for prosecution. The 
1972 report also stated that Illinois' plan needed refinement 
in the procedures for ~detecting suspected fraud. It stated 
that the plan did not designate an individual responsible for 
referring cases of suspected fraud and did not provide for in- 
forming SRS of fraudulent providers and the disposition of 
fraud actions. The 1972 report listed the fraud aspect of 
the plan as an SRS priority review area for 1973. However, 
SRS Region V did not prepare a 1973 report on the Illinois 
Medicaid program. 

The 1974 report stated that the resources allocated to 
IDPA'S fraud and abuse unit were grossly inadequate ccn- 
sidering the size of the Illinois Medicaid program. The re- 
port stated that one of the State's activities which reouired 
SRS regional office technical assistance was the investiga- 
tion of suspected fraud. 

ILLINOIS MEDICAID INVESTIGATIONS 

Beginning in March 1974 numerous allegations of fraud and 
abuse in the Illinois Medicaid program were reported by the 
Chicago press and other news media. Seven Illinois executive 
agencies and four private organizations reacted by initiating 
investigations into the charges. 

i i September 1974 a Medicaid Task Force was established 
by the director of IDPA to direct and coordinate a compre- 
hensive investigation into the allegations of Medicaid fraud; 
and abuse. Before this investigation Illinois had done little 
ts routinely detect and investigate suspected fraud and abuse 
in the Medicaid program. 

The director of IDPA agreed that before September 1974 
IDPA investigations of alleged abuses by providers had been 
ineffective because IDPA lacked administrative rules and 
regulations which would provide a Medicaid vendor an oppor- 
tunity to appeal an adverse action. The lack of such admin- 
istrative procedures had rendered IDPA vulnerable to legal ac- 
tion by providers against whom it had taken action. For ex- 
ample, as a result of threatened legal actions, IDPA was re- 
quired to reinstate two providers--the owners of two large 
pharmacies--because before suspending the providers for al- 
leged abuses IDPA had not held hearings at which the providers 
could respond to the charges. 

Our review of the documentation gathered by the seven 
State agencies and four private organizations during their 
investigations before the establishment of the Medicaid Task 
Force indicated that the State agencies had directed their 
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investigations toward individual alleg~tions rather than 
patterns of abuse or possible fraud by Medicaid providers 
or program administration deficiencies. 

Special inv__ees_tti@ation 

To provide coordination and direction to tbr o lq~..., 
investigations, the Governor of Illinois, in AugL'~, i9~, 
ordered the director of his Office of Special Inve~.i:~~.,',Is 
to assume control of all State investigative effort: -,~ e 
establish an effective investigative process util"-ii., uhe~ 
everState resources might be necessary to determine the Lx- 
tent of fraud and overutilization of services in the Medic_id 
program. As'a result a Medicaid Task Force was established 
in September 1974 with personnel from the Illinois Bureau of 
Investigation, Stete Police, Department of Revenue, Depart- 
ment of Finance, and IDPA. This Task Force was under the 
daily operational control of a special counsel to the direc- 
tor of IDPA. 

The special counsel reviewed the information that was 
collected during the State investigations and concluded that 
the previous investigative work was directed at isolated al- 
legations and that the cases were not sufficiently developed 
and, therefore, could not be referred for either State or 
Federal prosecution. 

Under the direction of the director of IDPA, the special 
counsel and IDPA staff developed computer programs to produce 
recipient and provide. - ofiles so that utilization data from 
IDPA payment records could be used to 

--investigate alleged fraud and abuse regarding the 
operations of factors (billing companies that buy pro- 
viders' claims at a discount and then attempt to col- 
lect the full amount of the claims from the State Med- 
icaid agency); 

--detect unusual patterns of medical services provided 
to recipients by physicians, dentists, optometrists, 
and pharmacies; and 

--detect instances in which providers submitted multiple 
billings for services which were performed once or 
which were never performed. 

Through use of the information extracted from provider 
and recipient profiles, the special counsel referred the fol- 
lowing three cases to the U.S. attorney for prosecution. 
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--An op:.-o:~e~rist, who a11egedly overprescribed glasses to 
Medicaid ~:ecipients, billed !DPA for glasses or lenses 
which we~'e not furnished or replaced and billed IDPA 
for replacement of lenses because the initial prescrip- 
tion was intentionally incorrect. 

--A pharmacist, who allegedly provided Medicaid cards to 
recipients to procure drugs, repurchased the drugs from 
the recipients for a nominal amount and then resold the 
drugs. 

--A physician allegedly billed IDPA for medical services 
for a number of recipients to whom he did not provide 
service. 

These were the first cases of potential Medicaid fraud 
ever referred by Illinois officials to the U.S. attorney for 
prosecution since Illinois' Medicaid program began in January 
1966. 

The special counsel told us that he was still investiga- 
ting several other cases, some involving factoring organiza- 
tions, which will be referred to the U.S. attorney for pro- 
secution if warranted. He also said that the investigation 
had not been directed to reviewing potential fraud and abuse 
by institutional providers (hospitals, nursing homes, and 
intermediate care facilities). 

The director of IDPA informed us that he has 

--approved a reorganization of IDPA's Medical Programs 
Division to incorporate the technigues developed by 
the Medicaid Task Force into IDPA's daily operations; 

--established a Medical Analysis Section to implement 
programs developed by the Medicaid Task Force and to 
increase IDPA's capability to analyze vendor utiliza- 
tion and billing practices; and 

--established a Bureau of Medical Audit and Review which 
will review and audit, on a routine basis, provider 
records and billing practices. Twenty auditors have 
been provided training and have been assigned to the 
Bureau. 

Medical Advisory. Committee review 

Since 1966 a Medical Advisory Committee has aided IDPA in 
reviewing the quality and necessity of medical care provided to 
Medicaid recipients. As of January 31, 1975, the Committee had 
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reviewed the medical care provided by 40 of the 200 physi- 
cians who received the highest payments for service to 
Medicaid-eligible recipients during 1973. No formal final 
reports containing the findings and/or recommendations of 
the Committee have been given to IDPA; however, preliminary 
reports suggesting inferior quality of medical services pro- 
vided to recipients, inadequate records to support medical 
services billed to IDPA, and overutilization of laboratory 
tests have been provided to IDPA. The director of IDPA told 
us that he has taken no action on the preliminary reports and 
will not do so until the Committee submits final, formal, and 
complete reports and recommendations. 

NEED TO ESTABLISH COORDINATED 
MEDICARE-MEDICAID FRAUD AND ABUSE UNIT 

SRS does not have a unit to (I) provide assistance to 
States in identifying potential fraud and abuse, (2) insure 
that States are complying with Medicaid fraud and abuse regu- 
lations, (3) coordinate with BHI on fraud and abuse matters, 
or (4) investigate suspected fraud and abuse cases. 

SRS has taken the position that States have the primary 
responsiblity for following up on allegations of fraud in the 
Medicaid program. SRS believes that Medicaid providers sus- 
pected of fraud should be investigated and prosecuted at the 
State level. 

This concept has not worked very well, as demonstrated by 
the fact that many States have never prosecuted a case of 
Medicaid fraud. The HEW New York regional director expressed 
dissatisfaction over SRS' incapability to deal with Medicaid 
provider fraud cases and in October 1974 made the following 
statements to the Administrator, SRS. 

"* * * As you know SRS has neither an adequate capacity 
to assist States in the development of their capability 
to investigate and deter fraud and abuse by Medicaid pro- 
viders nor the staff skills to @rovide support to the 
U.S. Attorney when a case is referred for Federal prose- 
cution. 

"Since the inception of the Medicaid program, we have 
been confronted frequently with headlines in the media 
regarding provider fraud and abuse. While SRS has main- 
tained that the responsibility for initiating recovery 
and prosecution rests with the State, not the Federal 
government, SRS has done very little to assist States 
in developing their capacity to police this program. 
F~rth~r, when a U.S. Attorney in Region II recently ac- 
cepted HEW's request that a very substantial Medicaid 
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fraud case be•handled as a Veda[. ~cecutlon, SRS 
lacked the professional program integrity staff to as- 
sist the U.S. Attorney in the preparation of the case. 
In this particular case, the Re~ioral Director's Office 
secured a one-time agreement for the BHI 9egional Office 
to provide the needed expertise needed to direct and co- 
ordinate the investigation * * *." 

From January i, 1972, through December 31, 1974, 27 
States referred 526 cases to State law enforcement officials, 
and 208 of these cases were prosecuted. Eighty percent of 
these prosecutions were in California. In addition, five of 
the eight cases prosecuted in Federal courts were referred by 
Oklahoma. Twenty States have never referred a case for prose- 
cution. Before October 1974 Arizona did not •participate in 
the Medicaid program and information was not available on 
fraud cases referred for prosecution by the remaining two 
States. Although the Medicaid program began in 1966, SRS did 
not have information on the number of cases referred and pre- 
secured before 1972. 

e 

Illinois referred 22 cases to Illinois county attorneys 
between January I, 1966, and December 31, 1974. Only one of 
these c~ses resulted in a conviction. Before January 1975 
Illinois had not referred any cases of suspected fraud to the 
U.S. attorney. I 

In view of the problems identified in Illinois and-the ab- 
% sence of referrals for prosecution in 20 States, we believe 

there is a need for Federal oversight to insure that States 
have the capability to investigate all suspected Medicaid 
fraud and abuse cases. 

Medicare Program Integrity Unit 

To help maintain the integrity of the Medicare program, 
BHI has established a Program Integrity Unit, which has a 
staff of 151 persons, assigned to SSA's central office and 
HEW's regional ofices. This Unit's purpose is to develop and 
carry out a program for fraud prevention, detection, report- 
ing, and processing. 

Each year the Unit investigates several thousand com- 
plaints involving possible fraud and abuse under Medicare. 
Although most fraud comDlaints Drove to be unsubstantiated, 
from the beginning of Medicare to June 30, 1974, 242 cases 
of suspected provider fraud were referred by BHI to the U.S. 
attorney for prosecution. Of these 242 cases, 118 were pro- 
secuted in Federal courts and 102 convictions were obtained.. 
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?LO!?, ti~.e ~.ntroductJon of its Program Integrity unit in 
i969 until Septe:aber ]0, 1974, BHI, Region V, completed 3,536 
investigations of ccmplaints of fraud or abuse. We reviewed 
598 BE[ complaint investigations closed between January i, 
1972, and December 3, 1974. The types of complaints investi- 
oated included billings by doctors for services not rendered, 
duplicate billings for the same seLvice, and improper billing 
practices. BHT took administrative actions, including sus- 
pending providers, as a result of these investigations. 

In addition, as of February 1975 BHI, Region V, had 
referred six suspected Medicare fraud cases in Illinois to 
the U.S. attorney for prosecution. The U.S. attorney had ob- 
tained a conviction in one case, was still investigating two 
cases, and had declined to prosecute the remaining three cases 
because they lacked sufficient evidence. 

Limited coordination between 
Medicare and MeCicaid 

I 

BHI, Region V, provides SRS with a monthly list of physi- 
cians who BHI has suspended for suspected fraud or abuse and 
an annual list of the providers in Region V who received the 
most Medicare funds. In August 1974 BHI, Region V, pointed out 
to BHI's central office that State Medicaid agencies did not 
provide BH] witil'similar information, but BHI, Region V, was 
working to establish such Jgreements with State agencies. The 
need for better coordination between BHI and SRS is demon- 
strated by the following examples. 

in July 1974 BHI, Region V, received a complaint of wide- 
spread abuses in ambulance services. BHI started an inquiry 
but: determined that the alleaations pertained to Medicaid 
rather than Medicare. However, BHI did not inform SRS of the 
complaint until October 1974 (after we had talked to BHI about 
this subject). In December 1974 an associate SRS regional 
commissioner told us that he followed up on the complaint but 
because of the lack of specifics supplied by the complainant 
he stopped pursuing the matte[ and referred the name of the 

Medicaid provider to IDPA. 

The lack of coordination between BHI and SRS is described 
in a memoranddm, dated October ]8, 1974, to the Administrator, 
SRS, from the director, HEW Region II: 

"* * * Many of the providers under investigation by BHI 
are also ~roviders or services under Medicaid. Such pro- 
rider. ~- probably abuse both programs .... Yet the degree of 
coordination between the two programs has been practi- 
cally nd'gli.,lible becau.;e o£ the absence or a program in- 
tegrity expertise in SR. c for B}II to work with. 
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"The consolidation of program integrity responsibility 
for both programs in BHI would give the Medicaid program 
an instant program integrity capacity while at the same 
time achieving coordinated and simplified management at 
minimal administrative cost and with maximum potential 
for program saving." 

We believe that a consolidated fraud and abuse unit for 
both Medicare and Medicaid would help control abuses and im- 
prove the effectiveness of both programs. 

Special ;ursing home review 

In Aug]st 1974, the Subcommittee on Health, Senate Com- 
mittee on Finance, requested BHI, Region V, to review the pro- 
curement and use of drugs and laboratory tests at three Chi- 
cago nursing homes which were authorized to provide medical 
services to Medicare and Medicaid recipients. The Subcom- 
mittee asked BHI to make this review because SRS did not have 
a unit to investigate alleged fraud or abuse. The three n~rs- 
ing homes reviewed purchased all of their patients' pharmaceu- 

ticals from the same pharmacy. 

During the review BHI, Region V, compared pharmacy claims 
paid by IDPA with prescriptions on patients' medical charts 
and evaluated other nursing home practices and procedures. 

A November 1974 BHI report indicated that: 

--There were no prescriFtions for 17 of the 363 cl~'ms 
which the pharmacy had submitted to IDPA for Med~zaid 
reimbursement. 

--In all three nursing homes, patients' funds had been 
withdrawn by third parties without showing that the 
withdrawal was used for the patients' benefit. 

--The pharmacy paid $4,500 a month to a management com- 
pany for services performed at four nursing homes, in- 
cluding one of the nursing homes reviewed. The manage- 
ment company was owned by the spouses of the own-is of 
one of the nursing homes reviewed. BHI officials were 
told that the services performed were reviews of pa- 
tients' charts to determine the accuracy of medications 
ordered and dispensed. However, BHI Region V offi- 
cials believed that the payment may have been a form 
of "kickback" for the privilege of obtaining the nurs- 
ing homes' drug business. 

BHI Region V officials informed us in January 1975 that 
the U.S. attorney was investigating the propriety of the 
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pharmacy'S $4,500 monthly payment tc t~;.c ~;~a:~<:~u~i~:nt company. 
Also, the handling of patients' funds had been referred to 
SSA's Bureau of Old Age and Survivors Insurance because the 
funds involved social security benefit payments. In addition, 
the investigative branch of SSA's Office of Administration 
plans to make a criminal investigation of one of these nurs- 

ing homes. 

In January 1975 we discussed with the Commissioner, MSA, 
the need for establishing a special unit to investigate sus- 
pected Medicaid fraud and abuse. The Commissioner agreed 
that such a unit was needed and stated tha£ he planned to hire 
staff for such a unit at headquarters. He also planned to 
establish units in the HEW regional offices to investigate 
suspected Medicaid fraud and abuse if the Congress authorized 
the 108 new MSA positions which HEW has requested. 

CONCLUSIONS 

Illinois' efforts to investigate and refer'suspected 
cases of Medicaid fraud and abuse for prosecution have been 
inadequate. IDPA did~not routinely and systematically in- 
vestigate and refer for prosecution suspected cases of Medi- 
caid fraud and abuse. Accordingly, the Governor estahlished 
a Medicaid Task Force to investigate many recent charges. 
The director of IDPA told us that he has established a unit 
which will use computer programs and the procedures developed 
by IDPA's special counsel to identify suspected cases of fraud 
and abuse. These actions should strengthen the State's ef- 

forts. 

SPS has not insured States' compliance with Medicaid 
fraud and abuse regulations. Twenty States have never referred 
a case of suspected fraud and abuse to State or Federal agen- 
cies for prosecution. SRS does not have a Medicaid fraud and 
abuse unit to insure that the States comply with Medicaid reg- 
ulations. SRS plans to establish Medicaid fraud and abuse units 
in headquarters and the regions. 

Although the planned actions should provide SRS with an 
increased capability to identify and refer suspected cases 
of fraud and abuse for prosecution, we believe that a single 
Federal Medicare-Medicaid fraud and abuse unit would be more 
efficient and economical th~n having separate units for Medi- 
care and Medicaid. Many providers of medical services partici- 
pate in both programs and a single unit could avoid unneces- 
sary duplication of investigations. 
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~ECOMME~D ~ ' !7~- 
. . . . . . . . . . . . . . . . . . . . .  

We ~ecommend that the Secretary, HEW, direct the~Adminis- 
trator, SRS, to 

--insure that all States comply with Federal requirements 
for investigating suspected Medicaid fraud and ab[se 
cases and 

--insure that States coordinate their investigations of 
suspected Medicaid fraud and abuse more closely with 
BHI investigations of suspected Medicare fraud and 
abuse. 

We also recommend that the Secretary, HEW, establish a 
single unit for the systematic, coordinated investigation of 
Suspected fraud and abuse under both Medicaid and Medicare. 

! 
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CHAPTER 3 

NEED FOR IMPROVED FEDERAL MANAGEMENT OF 

THE MEDICAID PROGRAM 

States are responsible for administering their Medicaid 
programs. SRS is responsible for insuring that States' Med- 
icaid programs are operating in accordance with Federal re- 
quirements. If a State does not comply with Federal require- 
ments, HEW can withhold all Federal Medicaid funds from the 
State or impose lesser monetary penalties. 

The principal ways SRS has to monitor-State Medicaid 
programs are to 

--test State operations to determine whether the program 
is operating in accordance with Federal requirements, 

--require States to submit financial and statistical 
reports which can be analyzed by SRS to assess program 
effectiveness, and 

--conduct investigations and audits and hire consultants 
to identify problems that need correction. 

We found that SRS }lad not 

--given sufficient ettention to reviewing and evaluating 
States' Medicaid operations, 

--withheld Federal funds from States that were not in 
compliance with Federal requirements, 

--obtained or ana~Fzed data needed to detect potential 
problem areas in State Medicaid programs, or 

--adequately considered recommendations made by con- 
sultants and the HEW Audit Agency for correcting pro- 
gram deficiencies. 

PROBLEMS IN MEDICAID A[MINISTRATION 
REPORTED BY SENATE COMMITTEE ON FINANCE IN 1970 

In February 1970 the Senate Committee on Finance issued 
a report entitled "Medicare and Medicaid Problems, Issues 
and Alternatives" (Publication No. 35-7190, 91st. Congress). 
This report concluded that there were serious and costly 
deficiencies in the operation, administration, and supervi- 
sion of the Medicaid program. The report pointed out that 
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--.payments to [4ed~.;a~<i pro,.,iders were slow, 

--there existed little effective effort to determine 
whether medical services provided to recipients were 

necessary, and 

--there was general laxity in administration- 

The report recommended that the Federal administration 
and supervision of the Medicaid program be strengthened to 
assure that States were fully complying with the congressional 
intent of the Medicaid statute. The report also recommended 
the establishment of a Medicaid fraud and abuse unit to co- 
ordinate State and Federal efforts to curb fraud and abuse 

and punish violators. 

Our review showed that many of the deficiencies identi- 
fied in the report had not been corrected by SRS or the States. 

MONITORING ACTIVITIES SHOULD B". STRENGTHENED 

SRS, Region ~V, has not effectively monitored States' Med- 
icaid programs for compliance with Federal regulations. 

In July 1970 SRS headquarters delegated to the SRS re- 
gional commissioners the responsibility for monitoring State 
compliance with Federal Medicaid requirements. 

At that time regional officials requested SRS headquar- 
ters to furnish guidelines for monitering States' Medicaid 
operations. However, SRS headquarters did not provide such 
guidelines until 1973, and then the guidelines were incom- 
plete. The Associate Regional Commissioner for Medical Serv- 
ices, Region V, told us that he considered the guidelines--a 
series of checklists--too inflexible for use in reviewing 
State Medicaid operations, and he said that the region had 

used only one section. 

SRS, Region V, prepared annual reports on States' Med- 
icaid plans for fiscal years 1971 and 1972 without guide- 
lines from SRS headquarters. According to the Associate 
Regional Commissioner, these reports were assembled from 
data gathered during the years but SRS staff did not con- 
duct on-site visits at the State agencies to determine 
specifically how the States' Medicaid programs functioned. 
He told us that he did not consider the 1971 and 1972 re- 

ports to De very worthwhile. 

We reviewed the Illinois reports for 1971 and 1972 and 

found that 
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--SRS had primarily reviewed Illinois' written descrip- 
tion of how its Medicaid program was supposed to 
operate rather than conducting an indepth, on-site 
review at IDPA to evaluate the operations of the 
Illinois Medicaid program and 

--five problem areas identified in 1971 were again iden- 
tified in 1972, indicating that action had not been 
taken to correct those problems. 

Region V had a small MSA staff (usually three or four 
persons) to monitor the Medicaid programs in the six States 
in the region.l/ The Associate Regional Commissioner in- 
formed us that the limited staffing has hindered any meaning- 
ful-program reviews and that the MSA staff has been engaged 
primarily in resolving crises. Staff assigned to monitor 
State Medicaidprograms in other HEW regions is also limited. 

MSA's limited staffing contributed to its inability to 
thoroughly review the Illinois Medicaid program in 1971 and 
1972. Also, according to the Associate Regional Commissioner, 
limited staffing was the major reason Region V did not evalu- 
ate State programs in 1973. 

In 1974 the Associate Regional Commissioner, Region V, 
drafted review guidelines to assist the region in evaluating 
State Medicaid programs. 

In October 1974 ~he regional staff used the draft guide- 
lines and issued a report on Illinois' Medicaid program. The 
report was based on a 3-day on-site review at IDPA and on 
other information which the regional staff had accumulated on 
the Illinois Medicaid program during the year. 

The 1974 report identified 12 problem areas needing fur- 
ther review. Several of the areas had been reported in 1971 
and 1972, for example (i) monitoring the care of aged mental 
patients, (2) institutional medical reviews, and (3) Illinois' 
system for investigating suspected fraud (see ch. 2). On 
January 24, 1975, the Associate Regional Commissioner told us 
that the 1974 report had been forwarded to Illinois officials 
for comment a,~d that he did not eypect to develop an action 
plan to review all areas identified in the report until he 
received the State's comment~;. 

!/Other HEW Region V staffs assist the MSA staff in monitoring 
a few selected Medicaid priority areas, such as institu- 
tional utilization review, long-term care, and EPSDT. 
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SRS headquarters personnel, i:; November 1974, re£1ned 
the guidelines that had been used by Region V to prepare the 
October 1974 report on Illinois' Medicaid program. Fro'L% 
December 9 to December 20, 1974, a review team consicting 
of seven persons from the SRS central office and three per- 
sons from SRS' Region V used the revised guidelines as a 
basis for reviewing Michigan's Medicaid program. 

While in Michigan the team gathered information from 
the State Medicaid agency, local Medicaid offices, a private 
ombudsman organization concerned with the needs of long-term- 
care patients, a provider association, recipients, providers, 
and others. The purposes of the review were to 

,-evaluate the manage ment• of the Medicaid program in 

Michigan, 

--lealrn the strengths of Michigan's program and the means 
by which these strengths were ale';eloped, and 

i --learn the weaknesses or problem areas of Michigan's 
Medicaid program and the causes of the problems. 

The SKS review team's general observation was that the 
admi~%istration of the Michigan Medicaid program was better 
than the administration found in most States. 

We did not evaluate the guidelines used by the SRS team 
to determine whether the scope and procedures used were ade- 
quate to make an overall evaluation of Michigan's administra- 
tion Gf the Medicaid program. However, we believe that pe- 
riodic evaluations of the operations of all States' Medicaid 
programs are necessary to identify weaknesses or problems 
and to improve the Dverali management of the Medicaid pro- 
gram. Strong points found in a State's program should be 
disseminated to other States, and weaknesses disclosed and 
solutions to problems could be brought to the attention of 
the States to help them avoid or overcome similar problems. 

PENALTIES NOT IMPOSED FOR NONCOMPLIANCE 
WITH M-EDICAID REQUIREMENT_S 

Between October I, 1969, and September 30, 1974, SRS 
regions reported over 2,300 instances in which States were 
not in compliance with Federal Medicaid requirements. This 
figure includes repeated violations--many States were re- 
ported not in compliance with the same Federal require, 
ment on more than one occassion. 

! 
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The Secretar~: Cf ~":~'~j~ ~as the authority to withhold all 
Federal Medicaid funds from a State that is not in compliance 
with Federal regulations. In addition, HEW can impose lesser 
monetary penalties against a State that (I) has not adequately 
provided for utilization reviews in institutions (see ch. 5), 
(2) has not implemented EPSDT programs, and (3) does not have 
family planning programs that meet Federal requirements. 

As of March I, 1975, the Secretary of HEW had not used 
his authority to withhold all Medicaid funds from a State, 
and HEW had not imposed other monetary penalties against any 
State. However, the Administrator, SRS, told us that he 
expected HEW to impose penalties against States for non- 
compliance with EPSDT requirements and utilization review 
requirements in the near future. 

Authority to withhold funds 

The Social Security Act authorizes the Secretary of HEW 
to withhold funds otherwise to be paid the State until such 
time as the Secretary is satisfied that the State is in 
compliance with the requirements of Federal law. The Secre- 
tary of HEW can withhold payments to States when (I) a State 
has submitted a plan for administering its Medicaid program 
that does not meet Federal requirements or (2) when an ap- 
proved State plan is not carried out. 

Even though SRS identified many instances in which 
States have not complied with Federal Medicaid requirements, 
SRS has initiated Medicaid compliance hearings only twice-- 
in Missouri and Connecticut. In both instances the States 
came into compliance and funds were not withheld. 

According to the Administrator of SRS, the compliance 
process is lengthy and cumbersome and generally ineffective. 
Also, the Commissioner, MSA, told us that SRS staffing in 
the regions and in headquarters has been inadequate to ef- 
fectively monitor the Medicaid program and develop suffi- 
ciently the information needed to warrant holding compliance 
hearings• 

The Social Security Amendments of 1967 (Public Law 90-248) 
made EPSDT a mandatory Medicaid service and required implemen- 
tation by July i, 1969. The EPSDT program is designed to pro- 
vide free physical examinations and medical diagnosis and 
treatment to childrenunder age 21 who are eligible for such 
services under their State Medicaid programs. To influence 
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~:~ates to implement the EPSDT program, the 1972 social security 
al~endments authorized HEW to impose a penalty--a l-percent : i) 
reduction of the quarterly Federal contribution to the aid to 
families with dependent children program--effective July I, 
1974, on States which had not made EPSDT services available to 
eligible persons or had not informed eligible persons of the 
availability of such services. 

SRS regional offices eval~ated each State's compliance 
with the EPSDT requirements. Region V completed its field 
reviews in November 1974, and the Acting Regional Commis- 
sioner, SRS, informed Michigan and Wisconsin that their 
EPSDT programs met Federal requirements. He informed us 
that a lack of provider participation in Ohio was not, in 
his opinion, the State's fault. An SRS Region V official 
told us that the other thre~ States in Region V may be sub- 
ject to a reduction in Federal funding because, as shown be- 
low, they had not implemented various Federal requirements. 

State Reason for p_gssible_~.t~ 

Illinois The State could not document that treat- 
ment had been arranged for children whose 
screening showed abnormal conditions. 

Indiana The State had not 

--establis.'ed a procedure to inform 
eligible families that EPSDT serv- 
ices were available, 

--implemented adeguate health assess- 
me~,t interviews to identify diseases 
or abnormalities, or 

--identified the -pecific screening 
services which %ere to be provided 
to eligible children. 

Minnesota The State had not 

--informed all eligible persons of 
EPSDT services, 

--begun to screen eligible children 
in July 1974, or 

--documented that screening, diag- 
nosis, and treatment were p[ovided. 

Q 
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In January 1975 the Acting Regional Commies~on~:r cclC us 
that he intended to recommend that penalties be imposed 
against these three States. 

The Administrator, SRS, said that HEW would impose penal- 
• .ties against States not in compliance with EPSDT regulations. 
He stated that, while i3 States had been identified as being 
possibly subject to the penalty, the number of States that a 
penalty would be applied to had not been determined. 

Fami l[p!annin_9__~~ 

The Social Security Amendments of 1972 also authorized 
HEW to impose a penalty--a 1-percent reduction of the quar- 
terly Federal contribution to the aid to families with de- 

pendent children program--effective July i, 1973, on States 
that failed to offer required family planning services. 
SRS, however, has not made the necessary reviews to determine 
whether States are in compliance with family planning re- 
quirements. 

The Administrator, SRS, said that he has had limited 
manpower for that purpose and that other programs within SRS 
had higher priority. The Administrator stated that SRS re- 
cently started a survey to identify those States not offering 
the required family planning services. However, Region V 
officials said that surveys of States' family planning pro- 
grams were not in process in Region V and such surveys were 
not planned because regional staffing was limihed. 

In responding to the question of imposing penalties, the 
Administrator, SRS, said that, in general, the threat of im- 
posing penalties compelled some States to take action they 
otherwise would not take. He stated that the position of 
SRS was not to use penalties in a punitive way but to gain 
States' attention to achieve desirable program effects. 

We agree that penalties are a serious matter; however, 
unless 3RS imposes penalties when States fail to comply with 
Federal requirements, the deterrent effect of the penalties 
will lose its effectiveness. 

NEED FOR IMPROVED STATE REPORTING 

SRS requires that States submit to the regions three 
financial and five statistical reports pertaining to Medic- 
aid. The reports include information on 
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--annual expenditures and projecticr.s an<l quarterly 
estimates and expenditures under the Medicaid pro- 

gram; 

--annual and monthly statistics-on medical care pro- 

v ided ; 

--annual statistics on recipients, payments, and types 
of services under the Medicaid program; and 

--quarterly statistics on fraud investigations and 
hearings for providers of Medicaid services. 

According to SRS Region V officials, the officials com- 
pare the States' current financial reports to prior reports 
for reasonableness and mathematical accuracy and send the 
reports to headquarters. SRS headquarters uses States' fi- 
nancial reports as the basis for the Federal Medicaid bddge~ 
and in the quarterly computation of payments of Fed er~! ~' /~ " 

funds to States. 

The five statistical reports are sent to HEW's National 
Center for Social Statistics where they are compiled on a na- 
tional basis and are used in the preparation of analyses and 
forecasts. However, neither SRS headquarters nor Region V 
routinely analyze the statistical data to identify potential 
problems in State Medicaid programs. 

At the request of the Senate Committee on Finance, the 
SRS Acting Regional Commissioner, Region V, on September 6, 
1974, requested from each State in the region additional 
statistical data which would be useful in comparing trends 
in different States and might identify potential weaknesses 
in State Medicaid programs. However, some of the States in 
Region V could not provide even the most basic utilization 

data such as 

--the number of admissions to institutions (hospitals, 
skilled nursing homes, etc.); 

--the average length of stay in such institutions; and 

--the average cost per prescription. 

We believe this type of data is needed by SRS to effec- 
tively monitor and evaluate State Medicaid programs. The 
same data would also be useful to the States to monitor their 
own programs. SRS should provide to the States standard, 
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uniform guidelines on £he data needed to effectively moni£or 
the Medicaid program. SRS should also analyze+ this data to 
identify problem areas. 

SRS HAS NOT ADEQUATELY CONSIDERED 
CONSULTANT AND AUDIT AGENCY RECOMMENDATIONS 

The HEW Audit Agency periodically conducts audits which 
identify problems in State Medicaid programs and in SRS' 
Medicaid operations. In addition, SRS periodically hires 
consultants to identify problems [n State Medicaid programs. 
Both the HEW Audit Agency and consultants make recommenda- 
tions for corrective actions to SRS and the States. SRS and 
the States have not implemented several of the recommenda- 
tions which, in our opinion, could result in substantial 
savings in Federal Medicaid funds. 

Consultant recommendations 
., : 

In June 1972, at a cost of about $375,000, HEW head- 
quarters contracted with a consulting firm to develop and 
test a series of guidelines for conducting financial reviews 
of State and local governments' administration of grant pro- 
grams authorized under the Social Security Act. By February 
1974 the consulting firm had developed 26 financial review 
guides, including the following 9 guides for review of 
Medicaid grants to States: recipient eligibility, provider 
enrollment, provider reasonable charges, claims edit and 
processing, third party liability for serv!=es, utilization 
review of services, Medicaid buy-in of Medicare, fiscal agent 
management, and administrative and training costs. 

The consulting firm field tested the draft Medicaid 
guides in Illinois. Three other consulting firms, at addi- 
tional cost, field tested three of the guides--claims edit 
and processing, provider reasonable charges, and Medicaid 
buy-in of Medicare--in each of the other five States in 
Region V. 

As a result of the field tests, the private consulting 
firms recommended improvements in Medicaid procedures and 
practices or further tests and evaluations in each of the 
States. Twenty-six recommendations were made to SRS, 
Region V, for IDPA procedural changes or for conducting 
further tests and evaluations. 

We found• tnat SRS, Region V, did not respond fully to 
most of the consulting firms' recommendations or insure that 
IDPA implemented the recommendations. For example, SRS did 
not: 
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0 --Perform add~tiona! tests of claims for long-term c~[e 
paid in November and December 1972. Illinois had sup- 
pressed all computer edits for such claims during the 
2 months, and the consultant firm estimated that the 
Federal share of improper payments was about $650,000. 

--Review an unrestricted sample of calendar year 1972 
drug claims. The consultant firm estimated that the 
Federal share of improper payments in the second quar- 
ter of fiscal year 1973 was about $8,000. 

--Use additional procedures to identify potential third 
partypayment sources and to recover such funds. 

--Insure that IDPA periodically audits claims processed 
by outside contractors. 

--Insure that IDPA develops procedures to compare pro- 
vider claims with information in the recipient eli- 
gibility file for potential third party resources, 
such as private hospitalization coverage. 

The SRS Associate Regional Commissioner, Region V, told 
us that SRS did not act on the consultants' recommendations 
because it did not have sufficient staff. 

HEW Audit_A~enc_~.recommendations 

We reviewed four HEW Audit Agency reports regarding the 
Illinoi3 Medicaid program and the actions taken by SRS on 
the reports' recommendations. SRS had not given proper con- 
sideration to implementing 8 of the 35 recommendations. 

For example, the Audit Agency recommended that Illinois 
review claims paid for medical services which were provided 
to patients in uncertified sections of institutions. Insti- 
tutions must be certified by the State as meeting Federal 
health and safety standards in order to participate in the 
Medicaid program. Some institutions are certified in total, 
while other institutions have only certain sections certi- 
fied. The Audit Agency determined that Illinois made pay- 
ments to some institutions for services provided to Medicaid 
recipients in sections which were not certified because they 
did not meet Federal requirements. The Federal share of 
these payments was estimated at $4.8 million. The State con- 
tended that a review of the payments was impossible because 
the certification of various sections of institutions had 
changed frequently during the period for which payments were 
made. The Acting Regional Commissioner, SRS, Region V, 

25 

! 
w 



accepted the State's i:<,?it .. i~,,: ~Jotaining Sufficient 
information on which to bau~ ~. .~,~ c£uision. 

We noted that about $2.7 million was paid to two in- 
stitutions. The Audit Agency believed that the majority of 
Patients in these institutions were furnished care in un- 
certified sections. We believe that a review should have 
been made at the two institutions and, if warranted, efforts 
should have been made to recover Federal payments for serv- 
ires provided in uncertified sections. Additional work, 
oased on the results of the reviews at these two institu- 
tions, could have been done at other institutions. 

In addition, during other GAO Medicaid reviews of third 
party collections and hospital reimbursements, we identified 
many instances in which SRS had not taken adequate steps to 
insure that HEW Audit Agency recommendations were implemented. 

CONCLUSIONS 

SRS needs to (I) more-effectively monitor States' Medic- 
aid operations, (2) revise State reporting requirements to 
inc!~de; data that will provide indicators of the effective- 
ness of States' Medicaid programs, and (3) give greater con- 
sideration to recommendations made by consultants and the HEW 
Audit Agency to improve State and SRS Medicaid operations. 
:l'nese steps would permit SRS to be in a better position to 
determine whether Federal funds should be withheld from States 
for noncompliance• with Medicaid requirements. These steps 
would also permit SRS to evaluate the accomplishments of the 
Medicaid program and identify areas needing improvement. 

SRS should also review payments made to two Illinois 
institutions to determine whether services were provided to 
Medicaid patients in uncertJfied sections of those institu- 
tions, and, if so, SRS should recover such payments. Addi- 
tiona;l-L~k, if warranted, based on the results of the re- 

viewsat these two institutions should be done at other 
institutions. 

RECOMMENDATIONS 

We recommend that the Secretary, HEW, require the Ad- 
ministrator, SRS, to 

--more effectively monitor States' Medicaid operations, 

--revise State reporting requirements to include data 
that will provide indicators of the effectiveness of 
States' Medicaid operations, 
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~" ...... ~" penalties on States that do not take 
asequate steps to meet Medicaid requirements, and 

--insure• that SRS regional offices and States give ade-• 
quate consideration to recommendations made bye con- 
sultants and the HEW Audit Agency to improve States' 
Medicaid operations. 

Also, the Administrator, SRS, should direct the R~9~onal 
Commissioner, SRS, Region V, to review payments made to ~wo • 
Illinois institutions to determine whether services were pro- .... 
vided to Medicaid patients in uncertified sections of those 
inst'tutions. SRS should recover payments made for any such 
services. Additional work, if warranted, based on the re- 
sults of the reviews at these institutions should be done at 
other institutions. 

27 

! 



CHAPTER 4 

NEED TO IMPROVE ILLINOIS' SYSTEM FOR 

PROCESSING MEDICAID CLAIMS 

Many of the problems in Illinois' Medicaid program have 
stemmed from its claims processing system. " Manual proc- 
essi.ng, cumbersome work operations, and other management 
problems, have delayed payments to Medicaid providers for long 
per iods. 

PNYMENT CYCLE TOO LONG 

IDPA reports show that between March and September 1974 
the average time to process and pay claims was 60 days for 
physician claims and 35 days for drug claims. However, these 
averages are for clean claims--claims that are legible, con- 
tain all necessary data, and do not have errors. During Oc- 
tober and November 1974 we sampled claims that were being 
processed for payment and found that for physician, optome- 
trist, drug, and ambulance claims which had to be reproc- 
essed--regardless of the reason--the claims processing cycle 
averaged about 300 days. 

During fiscal year 1974 IDPA processed about 22 million 
claims. In July 1974 IDPA had on hand 2.1 million unpaid 
claims, of which about 400,000 or 20 percent had been on hand 
for over 90 days. It took IDPA a long time to pay these 
claims because many of the claims entered into the IDPA com- 
puter wer~ rejected because the claims were illegible, incom- 
plete, or contained errors. IDPA reports show that about 1.2 
million, or 14 percent, of all claims entered into the compu- 
ter system from March through June 1974 were rejected--neces- 
sitating manual verification and correction before the claim 
could be reentered into the computer for further processing 
and payment. Rejection rates ranged from about 9 percent for 
nursing home claims to 25 percent for physician claims. 

Delays by IDPA in paying Medicaid claims caused cash 
flcw problems for some providers. To ease these problems 
~.~.le providers resorted to using the services of factors. 
All~.qations were made that factors received favored treatment 
by IDPA which resulted in their receiving faster payment with 
less reduction of the amounts bi!l~d than could be obtained 
by providers submitting their bills directly to IDPA. The 
director of IDPA told us, however, that the Medicaid Task 
Force four J that factors had a higher rejection rate f(.r 
bills submitted to IDPA for payment and that ~he bills took 
longer to pay. 
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The special counsel in charge of uhe Medicald Task Force 
said that the Task Force examined contracts used by fact6rs 
and providers and found that providers pledged their accounts 
receivable from IDPA to the factors. The factors charged a 
set fee (a billing service charge) in the form of a percen- 
tage (usually i] to 15 percent) of the total bills accepted 
from the providers. In addition, the factors generally did 
not advance funds based on the full face value (less the per- 
centage) of the providers' accounts receivable but Lather re- 
duced the amount advanced by an additional su~ :usually 15 
percent) for bills which the factors estimated IOPA would not 
pay. This means that the billing service charge and the 
amount withheld against possible rej=ction of bills usually 
amounted• to up to about 30 percent o. the total bills submit- 

ted by the providers. 

The Task Force also found that contracts between factors 
and providers usually provided that the factors could withhold 
additional amounts as a result of higher rejection of Dills by 
IDPA than projected by the factors. In addition, if the fac- 
tors resubmitted the bills previously rejected by IDPA they 
could charge an additional 15 percent billing service fee on 

those bills. 

IDPA has recognized that its claims processing operation 
has experienced serious problems. IDPA created an advisory 
committee in September 1974 to develop and initiate a plan by 
November I, 1974, to pay Medicaid claims within 15 days after 
receipt without relaxing internal controls over claims. This 
committee concluded that more employees and equipment were 
needed to reduce the backlog of unpaid claims and pay incoming 
claims within 15 days. At the committee's recommendation, the 
director of IDPA established a Production Control unit to re- 
duce claims processing time by production scheduling, monito- 
ring of work flow, and attention to "bottlenecks" in the 
claims processing cycle. 

The director of IDPA informed us that as of Febru- 
ary 1975 IDPA had been successful in reducing the average 
processing time to 19 days for physician claims and 15 days 
for drug claims. 

PROBLEMS IN CLAIMS PROCESSING 

Lack of accountability of claims 

Neither IDPA nor local public aid offices have proce- 
dures to account for claims as they are received and proc- 
essed. This makes it impossible to know whether all claims 
received are processed for payment and makes it difficult to 
trace claims. 
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Present procedures require only that IDPA estimate the 
number of claims received and processed. There are no re- 
cords to show how many claims (I) are returned to local aid 
offices for correction, (2) are received by local aid of- 
fices, (3)are turned over to specific caseworkers for ac- 
tion, or (4) are resJbmitted to IDPA. 

This situation could be improved if IDPA would assign a 
control number to each claim as it is received so that it 
could be traced through the various processing steps. At lo- 
cal public aid offices, records could be maintained to show 
the receipt, processing, and disposition of claims returned 
by IDPA for correction. 

The director of IDPA said he was initiating major 
changes in the claims processing system which include assign- 
ing control numbers to cl~ims upon recelpt. A suspense file 
is to be established to control claims which are rejected by 
the computer for any reason. In addition, all claims will be 
microfilmed upon receipt. 

Manual processing 

To:eliminate the need to sort claims by type of provi- 
der, IDPA in May 1974 obtained different post office box num- 
bers for each type of provider (physician, pharmacist, insti- 
tution, etc.). Eligible providers were notified of their 
applicable postal box numbers. However, our observations of 
the mailroom operations revealed that a considerable quantity 
of mail from providers did not contain post office box num- 
bers. As a result, IDPA personnel must manually sort such 
claims by type of provider, thus increasing the overall time 
and cost to process claims. 

If IDPA furnished preaddressed envelopes to providers 
submitting large volumes of claims, it would not be necessary 
to manually "sort claims by type of provider. This should re- 
duce the overall claims processing time. 

After claims are sorted by provider type, they are manu- 
ally screened, and those with errors are removed from the 
processing cycle and corrected. This procedure is designed 
to speed claims payment by reducing the number of claims re- 
jected by th~ computer. However, IDPA records show that 15 
percent of claims on the iL initial entry into the computer 
are rejected even though they have been manually prescreened. 

In addition, we observed that IDPA was manually review- 
ing dental claims which already had been reviewed by the 
Illinois Dental Service acting under contract with IDPA. This 
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appeared to be a needless duplication since under the contract 
the Service checks all dental claims (aDout 34,000 a month) 
for reasonableness of charges, diagnosis, and treatment. 
We believe that IDPA should only review on a sample basis 
claims previously reviewed by tne Illinois Dental Service. 

Another example of manual processing and duplication 
involved manually kept records dealing with the eligiblity 
of providers to participate in Medicaid. Most of these 
records duplicated those kept in IDPA's computer files. IDPA 
officials agreed that the manually maintained card files du- 
plicated existing computer files and were unnecessary. 

The director of IDPA said that IDPA was evaluating the 
use of furnishing preaddressed envelopes to providers to 
eliminate manual claims sorting. He also said he was con- 
sidering minimizing or eliminating manual review of claims 
before entry into the computer. 

Ineffective use of computer 

IDPA's computer is not programmed to take full advantage 
of its capability. The computer is not programmed to 
identify and tabulate all errors on a claim before it is re- 
jected. The computer is programmed to check each data item 
sequentially. As soon as an error is identified the claim 
is rejected. A claim can be rejected after checking only the 
first data item. This item is then manually corrected, and 
the claim is reentered into the processing system. The claim 
can be rejected again during subsequent data checks and we 
identified instances when this happened. 

We believe that IDPA's processing of claims would be im- 
proved if the computer checked all data items on the claim 
and listed all errors before rejecting the claim. This would 
minimize the need for multiple reentry of claims. 

Inaccurate recipient eligibility files 

IDPA has not promptly updated or accurately maintained 
• hs automated recipient eligibility files. During a 9-month 
period in 1973 and 1974 about 1.4 million claims were rejected 
by the computer because of indicated recipient ineligibility. 
Many of these claims were submitted for services provided to 
eligible recipients, but IDPA files had not been updated to 
show that the recipients were eligible. 

Before a provider's claim can De paid, IDPA inust make 
sure that the recipient~named on the claim was eligible to 
receive Medicaid servlces on the date the service was reneered. 
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Kecipient eligibility data is maintained by IDPA on magnetic 
tape files which include a master recipient file, an alphabetic 
name file, and a medical eligibility file. These files are 
updated during the same computer application. The recipient's 
case identification number shown on a provider claim is com- 
pared to data in the medical eligibility file. The computer 

rejects claims when: 

--There is no record of a recipient's case identifica- 
tion number in the medical eligibility file. 

--The recipient was not eligible for medical services 
on the date that the service was provided. 

--The recipient's name does not match or correlate 
with the case identification number. 

claims rejected for recipient eligibility reasons are 
either routed to the appropriate unit at IDPA for resolution 
or returned to the provider--the latter is usually the case. 
The provider then usally sends the returned claims to the 
local public aid office where the recipient's eligibility is 
determined. The local office certifies the recipient's eligi- 
bility in most cases and returns the claims to IDPA for reproc- 
essing. IDPA accepts the local office certifications and au- 
thorizes such claims to be processed for payment even though 
IDPA's medical eligibility file shows that the recipient was 
not eligible. According to an official in a local public aid 
office, it takes at least 30 days for a rejected claim to 
reach a local office for determination. 

This entire process is cumbersome and time consuming and 
does not provide proper safeguards. For example, in visits to 
local public aid offices, we observed that some caseworkers 
certified the eligibility of persons whose claims had been 
challenged with little, if any, research of the person's rec- 
ords. According to office supervisors, certification of eligi- 
bility of returned claims carried a low priority and only a 
small number of persons had been declared ineligible. 

Also, claims have been rejected for eligibility reasons 
because of ineffective communication between local public aid 
off:ices and IDPA. Local offices do not inform IDPA of the 
eligibility of persons at the time eligibility determinations 
are made but rather do so on a cyclical basis. This causes 
delays of up to 30 days or more in entering the recipient's 
eligibility data in TDPA's automated eligibility .~les and 
results in rejection of many claims. Also local pJblic aid 
offices are not always timely in notifying IDPA that a recip- 
ient's eligibility has been terminated. For example, we 
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noted a case in which the recipient's eligibility was termin- 
ated in December 1973 on the records of the local office, but 
as of December 1974 the recipient's name was still on IDPA's 
medical eligibility file. 

Rejections on the basis of eligibility have also been 
caused by inconsistencies in data in the three eligibility 
files maintained by IDPA. If these three files are not con- 
sistent, rejections will occur. For example, a claim was 
rejected because the medical eligibility file showed that~a ~ 
recipient 's eligibility had been terminated in December 1973, 
yet the recipien t was issued medical cards showing he was 
still eligible for medical services in April 1974. The medi- 
cal cards are generated from IDPA's master recipient file. 
In another instance differences in the effective date of eli- 
gibility between the medical eligibility file and the recipi- 
ent name file have caused problems in deciding whether a re- 
cipient was eligible on the date medical services were rend- 
ered. 

The importance of accurate local office determinations 
of eligibility cannot be overemphasized because they ace the 
basis on which IDPA pays claims in those cases where IDPA's 
records do not show the recipient to be eligible for Medicaid 
services. If the problems with eligibility files were cor- 
rected, processing of provider's claims could be expedited. 
If actions were taken to correct the problems mentioned 
above, fewer claims would be rejected by the computer for el- 
igibility reasons and fewer claims would have to be processed 
by local public aid offices for eligibility determinations. 
By reducing the number of rejected claims, local offices 
should be able to more quickly process those claims needing a 
determination of the recipient~'~s eligibility. 

The director of IDPA informed us that he recognized the 
problems caused when IDPA eligibility information cannot be 
matched with such information on claims. He said that IDPA 
would merge its three eligibility files and changes would be 
instituted to insure that the IDPA file is maintained on a 
current basis. Such actions should reduce the number of cer- 
tifications of eligibility that must be made by local of- 
fires. 

6 

In addition, the director stated that IDPA planned to 
furnish to Medicaid recipients either a card (with or without 
a photograph of the recipient) which could be used to imprint 
a recipient's name and identification number on provider 
claims or a card with recipient identification coupons to be 
affixed to provider's claims. This should eliminate two 
major errors now appearing on providers' claims--inaccurate 
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recipient name and number. Correcting these errors should 
reduce the number of claims rejected by the computer for eli- 

gibility reasons. 

Need for training and assistance to ~ 
a l~l"-~e problems in process{ng-~aims ~: ~ 

As discussed ear]let many claims submitted to IDPA were • 
rejected flora the computer and reprocessed because the claim 
was incomplete, inaccurate, or illegible. IDPA has conducted 
annual workshops to instruct providers in preparing Medicaid 
claims to reduce or eliminate these problems. Workshops have 
been held in about 12 selected locations throughout Illinois. 
Also, IDPA has installed toll-free telephones at its central 
office to respond to recipient and provider inguiries con- 

cer ni~g Medicaid. 

In addition to these measures, we believe IDPA should 

--meet with and give assistance to providers who seem 
to be having the most difficulty in preparing accept- 
able claims, 

I 

--issue claim-filing information kits to providers, and 

--~lutify providers of procedural changes in Preparing 
and filing claims. 

The director of IDPA told us that these measures were 
being addressed in his reorganization of IDPA's Medical Pro- 

grams Division. 

We also believe that • IDPA could speed payment of claims 
by improving its internal operations. IDPA gives little em- 
phasis to formal training of employees in the procedures to 
be followed in processing claims, unit supervisors are re- 
sponsible for providing new employees an overview of the 
unit's function, the specific procedures to be followed in 
processing Medicaid claims, and on-the-job training. Trai- 
ning, however, is based on each supervisor 's acquired know- 
ledge and interpretation of the unit's mission rather than 
on formal written operating instructions or training sem- 
inars. Fo r example, handwritten instructions prepared by 
a former employee were the only operating procedures avail- 
able to employees in one unit, and we observed that employees 
were sending claims to the wrong processing units, which de- 
layed payments of those claims. • ._.. ~. 

A formal training program and updated procedure man,uais 
should help employees understand the program and the proper 

% 
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procedures for processing and paying claims and should re- 
sult in faster payment of claims. 

According to the director of IDPA, actions are underway 
to establish a Vendor Education, Assistance, and Participation 
Section. This section is to conduct provider education pro- 
grams, develop and disseminate provider handbooks, and deal 
with specific provider problems. He said that updated pro- 

..... cedure manuals were made available to claims processing 
personnel in January 1975 and that major changes in the em- 
ployees' training program would be implemented w ithin~the 
next 6 months. 

Medicaid Management Information System 

In 1971 HEW developed a model Medicaid Management In- 
formation System (MMIS) which was designed to help States 
improve their management information and claims processing 
systems so they could achieve greater effectiveness in 
administering their Medicaid programs. 

The 1972 social security amendments authorize HEW to 
reimburse the States for (3.) 90 percent of the cost of 
designing, developing, and/or installing mechanized Medicaid 
claims processing and information retrieval systems and (2) 
75 percent of the cost of operating these systems when ap- 
proved by the Secretary of HEW. 

The Secretary has delegated to the Administrator, SRS, 
the responsibility for issuing regulations to implement sec- 
tion 23C, approving the design of MMIS, and reimbursing the 
States for the costs of developing and operating MMIS. 

In the fall of 1971 SRS officials began comparing State 
Medicaid operations to operations included in the model MMIS 
systems design. The purpose of these surveys was to persuade 
the States to adopt the MMIS design. SRS reviewed all avail- 
able documentation concerning State Medicaid operations and 
conducted on-site reviews of State Medicaid systems, includ- 
ing the claims payment system. 

The system survey of Illinois' Medicaid operations was 
made by SRS in October 1971. SRS recommended to Illinois 
in January 1972 several ways to improve its Medicaid opera- 
tions. As of February 1975 IDPA had not implemented several 
of the ~ecommendations. 

In August 1974 JRS approved IDPA's MMIS advanced plan- 
ning document for funding, and 3 months later SRS approved 
a grant to develop the system. 
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On February 14, 1975, Illinois submitted to HEW, 
Region V, a detailed implementation plan for its MMIS. Ac- 
cording to the director of IDPA, many of the recommendations 
we have made regarding the Illinois claims processing sys- 
tem have been included in the plan. Full implementation 
of the system, under this plan, is scheduled to b- ~ com- 

pleted by March 1976. 

CONCLUSIONS 

IDPA has been slow in paying providers for medical serv- 
ices rendered to Medicaid recipients because of an ineffective 
claims processing system. Delays in making timely payments 
to providers have caused some providers to discount their claims 
to factors in order to maintain sufficient cash flow. To 
speed payment of providers' claims, IDPA needs to (I) provide 
better controls over claims, (2) eliminate unnecessary manual 
processing operations, (3) take full advantage of its computer 
capabilities, (4) maintain accurate recipient eligibility 
files, and (5) improve the quality of claims input data. A 
better claims processing system would help detect fraud and 

abuse. 

RECOMMENDATIONS 

We recommend that the Secretary, HEW, direct the Adminis- 
trator, SRS, to insure, before approving MMIS systems, that 
State proposals for such systems provide for an efficient 
claims processing system which will include elements such as 
(i) eliminating unnecessary prescreening of claims, (2) provid- 
ing for computer programs which process claims so that all 
data items are checked for accuracy and all errors are listed 
before a claim is rejected, and (3) insuring that recipient 
eligibility files are accurately maintained. 

Also, to improve the Illinois claims processing system, 
the Administrator, SRS, should direct the Commissioner, SRS, 
Region V, to insure that IDPA 

--assigns control numbers to claims upon receipt; 

--provides preaddressed envelopes to providers submitt- 
ing large volumes of claims; 

--revises the policy of manually reviewing all claims 
previously reviewed by the Illinois Dental Service, 
to reviewing such claims on a sample basis; and 
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--improves claims input through moKe intensive pKowidez 
education and the use of preprinted providez and 
recipient identification data. 
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CHAPTER 5 

NEED FOR EFFECTIVE UTILIZATION REVIEW SYSTEMS 

Utilization review is the system used to determine the 
appropriateness of medical care provided and to identify and 
prevent overutilization of medical services. Utilization 
review has two basic purposes: (I) to help insu=e that 
individuals receive high quality medical care and~i(2} 'to con- 
trol program costs by preventing unnecessary use. : 

The Social Security Act requires States to have opera- 
tional utilization review systems for all services provided 
by Medicaid and lists specific requirements for utilization 
reviews of institutional services. Our review of the utiliza- 
tion review system in Illinois showed that it had certain 
weaknesses which made the system ineffective. For example, 
Illinois did not routinely generate the type of utilization 
data necessary to review the utilization of noninstitutional 
{physicians, pharmacists, dentists, etc.) services and its 
utilization review system for institutional services did not 
meet all of the requirements of the Social Security Act. 
However, according to the director of IDPA, IDPA now routinely 
generates and analyzes utilization data for noninstitutional 

services. 

SRS has not vigorously enforced the utilization review 
provisions of the Social Security Act as they relate to 
Medicaid when States have been found not in compliance with 
Federal regulations, and SRS has not imposed financial 
penalties on any State for failure to comply with institu- 
tional utilization review ~-equirements--as provided for by 
the act. SRS should increase assistance to the States to 
develop effective utilization review systems and impose 
penalties on States that do not take appropriate steps to 
implement such systems. 

ILLINOIS UTILIZATION REVIEW SYSTEM 
NEEDS STRENGTHENING 

Section 1902(a) (30) of the Social Security Act requires 
States to have methods and procedures to review the utiliza- 
tion of care and services provided under the State Medicaid 
plan to safeguard against unnecessary utilization. HEW's 
implementiDg regulations require States to have statewide 
surveillance and utilization control systems to safeguard 
against unnecessary or inappropriate utilization of the 
care and services provided under Medicaid and to provide a 
basis for assessing the quality of these services. The 
utilization review system must provide for continuous review 
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of care and services which includes an ongoing evaluation, 
on a sample basfs, of the necessity for and quality of these• 
services and a postpayment review process. 

According to HEW regulations, this program should provide 

for : 

--Summarizing claims data to develop profiles of services 
provided or received and to screen and identify prov- 
iders and recipients deviating by specified margins 
from prescribed parameters or norms of performance. 

--Reviewing and investigating deviations to determine 
whether medical care or services had been appropriate 
or whether overus e has occurred. 

--Implementing appropriate corrective measures in cases 
involving over use. 

Utilization review of 
noninstitutional services 

The Illinois utilization review system does not provide 
a continuous, ongoing evaluation of the necessity for and 
quality of the services provided under Medicaid. IDPA has 
not routinely generated recipient profiles of services 
received and provider profiles of services furnished. IDPA 
has a limited utilization review system for noninstitutional 

services which consists of 

--following up on complaints of fraud and abuse, 

--instructing claims review ~rs to be alert to identify 
unusual claims, 

--reviewing the providers which receive the highest 
amount of Medicaid payments annually, and 

--contracting with the Illinois Dental Service to make 
prepayment reviews of dental claims and postpayment 
tests of the quality of dental care. 

IDPA officials recognize that their noninstitutional 
utilization review system needs to be improved and that 
recipient and provider profiles are needed to improve 
the system. The director of IDPA informed us that provisions 
for improving the utilization review system were an integral 
part of the State's MMIS implementation plan. He also said 
that IDPA planned to establish an MMIS which will provide 
data that can be used to control the ~ use of noninstitutional 
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Medicaid services. IDPA's MMIS advanced planning document 
and implementation plan include a provision for profiles 
of recipient services and provider payments and for post- 
payment review. For example, pharmacy exception reports 
will identify excessive numbers of claims for one patient, 
excessive costs of prescriptions, and duplicate claims. The 
director of IDPA stated that the computer programs developed 
by the Medicaid Task Force have been used since January 1975 
to routinely produce provider and recipient profiles. 

Utilization review of institutional services 

The 1972 amendments to the Social Security Act added 
section 1903(g) which set forth specific requirements for 
utilization review of services provided in institutions. 
The law provides that as of July I, 1973, States must have 
institutional utilization review systems which provide that 

--the physician certify at the time of admission that 
the patient requires inpatient institutional services~ 

--the physician recertify every 60 days that the patient 
• continues to require inpatient institutional services; 

--medical and professional personnel not directly re- 
sponsible for the care of the patient and not employed 
by or financially interested in any similar institu- 
tion conduct a utilization review of the necessity 
for admission and the continued stay of each patient; 

--the medical review of the care of patients in mental 
hospitals, skilled nursing homes, and intermediate- 
care facilities is reviewed and evaluated at least 
annually by independent professional review C~ah'.S" 

and 

--utilization reviews in hospitals and skilled nursing 
homes meet the requirements of the Medicare system 
unless the Secretary of HEW waives this requirement 
because the State has a utilization review system 
better thafi Medicare's system. 

The law provides that if these requirements are not met 
HEW is to reduce Federal payments to the State by one-third 
for the cost of institutional care provided to individuals 
for more than 60 days during a fiscal year (90 days in a 
mental hospital). The reduction is to be made unless the 
State makes a satisfactory showing to the Secretary, HEW, 
that the State has an effective system in operation. 

• _.. 
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IDPA has hired contractors to monitor the services 
provided by ho,.:pitals and long-term-care facilities (skilled 
nursing facilities and intermediate-care facilities). • 

The State presently uses Medicare's utilization review 
procedures for hospital and skilled nursing homes. The State 
also uses the Hospital Admission and Surveillance Program to 
control the length of hospital stays by Medicaid patients. 
IDPA has requested a waiver to Medicare's ~itilization review 
system. The request states that the Hospital Admission and 
Surveillance Program is superior to Medicare's system. 

Illinois was without a satisfactory medical review plan 
to control Medicaid services in long-term care facilities 
until July 1974. At that time IDPA entered into a contract 
with the •Illinois Department of Public Health to review 
Medicare and Medicaid• services provided in skilled nursing. 
homes, mental institutions, and intermediate-care facilities. 

| 

According to Illinois Department of Public Health of- 
ficials, a medical team--consisting of a physician, a nurse, 
and a social worker--makes an annual review at each institu- 
tion. The department sends a report on each inspection to 
IDPA informing it as to.whether the patients are receiving 
appropriate care and recommending the transfer of patients 

where appropriate. 

In 1973 and 1974 SRS surveyed the institutional utiliza- 
tion review programs in all States. The 1973 survey of 
Illinois' program listed the following deficiencies: 

--Recertifications by physicians were haphazard and the 
State needed closer surveillance of the requirement. 

--Physicians were not on site during all medical re- 

views. 

--Medical reviews were not conducted in institutions 
for mental diseases. 

The 1974 SRS survey in Illinois listed these weaknesses: 

--About 18 percent of the intermediate-care facility 
cases reviewed were not in compliance with the re ~ 
certification requirement. 

--About 17 percent of the intermediate-care facility 
cases revie~<ed had not nad their plans of care updated 
for over 60 days. 
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--Some uf the hospitals and nursing homes surveyed had 
utilization review plans for Medicaid patients which 
did not meet all the requirements of Medicare. 

--Utilization review in intermediate-care facilities 
did not meet the independent professional review 
requirements. 

--Physicians were not on site during all medical reviews. 

Federal payments to Illinois for institutional services 
were not reduced after the 1973 survey even though the State 
had not complied in full with institutional utilization re- 
view requirements. Because of the improvement in the State's 
utilization review program between the 1973 and 1974 surveys, 
Illinois was not cited for noncompliance after the 1974 survey. 

HEW NEEDS TO ENFORC~ 
UTILIZATION REVIEW REQUIREMENTS 
MORE AGGRESSIVELY 

The SRS regional offices submit quarterly reports to SRS 
headquarters on States' compliance with Medicaid requirements. 
We analyzed the quarterly reports for all States and found 
numerous instances of States not in compliance with utiliza- 
tion review requirements. The following table lists for the 
quaLterly reports s,~bmitted between April I, 1970, and Decem- 
ber 31, 1974, the issues reported and the number of States 
out of compliance. 

Issue 
States out of 
compliance 

Utilization review procedures 
Medical review procedures 
Verification of services 

25 
43 
4 

We determined that the States were reported out of com- 
pliance for an average of 4.2 quarters with a range of from 
1 to 15 quarters. No compliance hearings were ever recom- 
mended or held for noncompliance with utilization review re- 
ouirements. 

We analyzed 186 HEW Audit Agency reports issued between 
March i, 1969, and April 30, 1973, dealing with State Medicaid 
programs. Sixty-four of these reports covering 38 States 
pointed out deficiencies in the States' utilization review 
systems. Over this period the HEW Audit Agency issued 2 re- 
ports in each of 13 States, 3 reoorts in 5 States, and 4 re- 
ports in another State dealing with utilization review de- 
ficiencies. 
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The Social Security Amendments of ]~2 require that HEW 
survey States' institutional utilization review procedures 
to determinewhether the one-third reduction in Federal pay- 
ments for extended institutional stays should be imposed. 
SRS established institutional utilization review as a speci~l 
initiative and established special units in headquarters and 
regional offices to evaluate State compliance. SRS conducted 
the first such evaluation from October to December 1973 
although the penalty provision wa. ~ffective on July I, 1973. 
A second evaluation was conducted from July to September 1974. 
The results of these evaluations are presented in the follow- 
ing table. 

Number of States 
Legal requirement not in comFiiance 

• 1973 

Physician certification 
physician recertification 
Plan of care 
Facility utilization review 
Medical review by State 

9 5 
32 7 
15 6 
26 23 
II 5 

The Administrator, SRS, informed us that SRS had limited 
capability with respect to validating the effectiveness of 
State institutional utilization review systems in 1973. He 
stated that the 1973 evaluation was a preliminary sample of 
States' systems to allow SRS tu refine its techniques for 
evaluating State compliance. According to the Administrator, 
SRS did not penalize any State as a result of this sample 
because SRS criteria for compliance were not specific. How- 
ever, SRS obtained commitments from States to improve their 
systems when evaluations disclosed problems. 

The Administrator, SRS, said that calendar year 1974 
evaluations made by the regions to identify States not in 
compliance with uequirements for institutional utilizaticn 
review programs were being evaluated by SRS headquarters to 
determine whether penalties should be imposed against States. 
The institutional utilization review regulations ~45 C.F.R. 
250.19 and 20) became effective February I, 1975, (19 months 
after the e~fective date of the legislative requirement). 
The Administrator stated that the regulations provided SRS 
with more specific criteria to evaluate whether States were 
complying with the legislation and that Jt was likely that 
I0 States will be penalized for not complying with the utiliza- 
tion review requirements. 
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CONCLUSIONS 

Illinois did not have an effective utilization review 
system primarily because IDPA did not routinely generate 
and evaluate data that could be used to detect;and.prevent 
overutilization of medical services. The lack of recipient 
and provider profiles was a serious problem. SRS should 
assist Illinois in developing an effective system and insure 
that Illinois' proposed MMIS will provide the data necessary 
for implementing an effective utilization review system. 

The compliance problems relating to utilization review 
reported by the regions and in numerous HEW audit reports 
indicate a lack of SRS action to insure that States have 
effective utilization review systems. HEW's delay in issu- 
ing regulations and its failure to impose penalties has 
delayed the effective implementation of utilization review 
systems in the States. SRS should move rapidly to assist 
the States in improving their systems to protect agains't 
unnecessary and inappropriate utilization and thereby reduce 
Medicaid costs and improve the quality of care provided under 
Medicaid. Improved utilization review systems should also 
help detect and control fraud and abuse. 

RECOMMENDATIONS 

We recommend that the Secretary, HZW, direct the Adminis- 
trator, SRS, to 

--increase technical assistance to help States develop 
effective utilization review systems; 

q- 

--insure, before approving MMIS systems, that State 
proposals for such systems provide data needed to 
perform effective utilization review; and 

--assess pe'nalties on St~ites that fail to comply with • ~ . ~ 

~ utili~at~on.~view require~ents~.= ,:~ ~. : :~ ~d 3 '<~'~ /~" 
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APPEND[: I 

PRINCIPAL HEW OFFICIALS RESPONSIBLE 

FOR ADMINISTERI[G ACTIVITIES 

DISCUSSED IN THIS REPORT 

SECRETARY OF HEALTH, EDUCATION, 
AND WELFARE: 

Casper W. Weinberger 
Frank C. Carlucci (acting) 
Elliot L. Richardson 
Robert H. Finch 
Wilbur J. Cohen 
Joh l W. Gardner 

ASSISTANT SECRETARY FOR HEALTH: 
Dr. Theodore Cooper (acting) 
Dr. Charles C. Edwards 

ADMINISTRATOR, SOCIAL AND 
REHABILITATION SERVICE: 

James S. Dwight, Jr. 
Francis D. DeGeorge (acting) 
Philip J. Rutledge (acting) 

John D. Twiname 
Mary E. Switzer 

COMMISSIONER, MEDICAL SERVICES 
ADMINISTRATION: 

Dr. Keith Weikel • 
Howard N. Newman 
Thomas Laughlin,• Jr. 

( act ing ) 
~ Dr..Francis L. Land ~ 
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Tenure of office 
From To 

Feb. 1973 Present 
Jan. 1973 Feb. 1973 
June 1970 Jan. 1973 
Jan. 1969 June 1970 
Mar. 1968 Jan. 1969 
Aug. 1965 Mar. 1968 

Feb. 1975 Present 
Apt. 1973 Jan. 1975 

June 1973 Presenf 
May 1973 June 1973 
Feb. 1973 May 1973 
Mar. 1970 Feb. 1973 
Aug. 1967 Mar. 1970 

July 1974 Present 
Feb. 1970 July 1974 

Aug. 1969 Feb. 1970 
2~ NOv.~k19 6 9 9, 
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