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Members of the Legislative Audit Committee:

Thisreport containstheresults of our performance audit of the M edicaid Management
Information System. The audit was conducted pursuant to Section 2-3-103, C.R.S., which
authorizes the State Auditor to conduct audits of all departments, institutions, and agencies of
state government. The report presents our findings, conclusions, and recommendations, and
the responses of the Department of Health Care Policy and Financing.
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Authority, Purpose, and Scope

This audit of the Medicaid Management Information System (MMI1S) was conducted under the
authority of Section 2-3-103, C.R.S., which authorizes the Office of the State Auditor to conduct
performance audits of all departments, institutions, and agencies of state government. The audit was
performed in accordance with generally accepted auditing standards. The purpose of the audit was
to review the Department of Health Care Policy and Financing's (HCPF) controls over claims
processing through MMIS for the Colorado Medicaid program. We reviewed documentation,
analyzed data, and interviewed personnel at the Department and at the State’s fiscal agent for the
program, Consultec, LLC. Audit work was performed between September 2000 and May 2001. As
part of our audit, Buck Consultants performed a technical review on aspects of MMIS operations.
Results of Buck Consultants’ work have been incorporated into this report as noted in the text.

We would like to express our appreciation for the assistance and cooperation extended by
management and staff at the Department of Health Care Policy and Financing and at Consultec, LLC.

Overview

The Medicaid program was enacted by the federal government in 1965 to provide health care to
qualifying low-income individuals. In Fiscal Year 2000 the Colorado Medicaid program had
expenditures of over $1.7 billion for health care services and served an average monthly enrollment
of approximately 273,700 recipients. TheMedicaid programisan entitlement, which meansthat any
state participating in the program must serve all individuals who are eligible and enrolled. The
program is funded by about 50 percent state general funds and 50 percent federal matching funds.
Medicaid isthe largest federal program administered by the State.

The Department of Health Care Policy and Financing is the agency designated by the State to
administer the Medicaid program. The Medical Services Board, appointed by the Governor,
establishes state Medicaid rules and regulations. The Department of Human Services determines an
individual’s eligibility for Medicaid through the county departments of social services and
administers mental health and developmental disabilities programs, which receive Medicaid funds.

Aspart of itsMedicaid plan each stateisrequired by federal regulationsto have an automated claims
processing and information retrieval system, referred to as the Medicaid Management Information

For further information on thisreport, contact the Office of the State Auditor at (303) 866-2051.
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System (MMIS). In 1996, HCPF contracted with Consultec to design, develop, and install a new
MMIS for the State, and in December 1998, Medicaid claims processing was converted to the new
system. The cost of the system was about $25.2 million. In October 1999 the federal Health Care
Financing Administration certified MMIS, thus enabling the State to receive the enhanced federal
matching rate (90 percent for design, development, and implementation; 75 percent for operations)
both retroactively to conversion and prospectively. Currently the Colorado MMIS processes over
one million claims on behalf of Medicaid recipients each month.

Since December 1998, Consultec has also served as the State’s fiscal agent for the Medicaid
program. Consultec is responsible for overseeing claims processing and ensuring payments are
appropriate. In Fiscal Year 2000 the fiscal agent received about $11.5 million to perform these
services.

Out of the over onemillion claims submitted by providersand processed through MM IS each month,
approximately 95 percent are el ectronic and 5 percent are paper. This does not include the monthly
capitation payments to managed care organizations, including HMOs. Paper claims are manually
keyed into MMIS, at which point they are processed in the same manner as electronic claims.

As claims are processed through MMIS, they are “reviewed” by acomplex seriesof approximately
700 system edits designed to ensure payments are accurate and allowable under the Medicaid
program, based on thetype of claim and service and other factors. Theedits“flag” claimsasthey are
processed to be either paid, denied, or placed into suspense; these settings are referred to as “edit
dispositions.” Thefiscal agent’s claim technicians manually resolve suspended claims by using on-
line “edit resolution text,” which outlines the appropriate action to take for the particular claim.
Once edits are resolved, the claim is placed back into the processing queue. Each Friday, provider
payment records, based on claims approved for payment, are uploaded from MMISinto the State’s
financial system. Payments are issued to providers by warrants or electronic fund transfers.

Department Oversight of Claims Processing

The key performance measures for claims processing are timeliness and accuracy. “Accuracy” in
this context refers to whether paid claims are accurately calculated and are allowable under state
Medicaid policy. Our audit found that while HCPF has numerous processes in place for overseeing
the fiscal agent’s activities and claims processing, the Department lacks adequate, systematic
methods for monitoring the basic performance benchmarksof both accuracy andtimeliness. Further,
our analysisindicatesthe need toimprovetheaccuracy of claimsprocessing andto ensuretimeliness
requirements are met.

Accuracy. The Department reports that its most recent claims audit (October 2000) showed a
financial error rate of lessthan 1 percent; thisiswithin theindustry standard for financial error rates
in an automated claims processing environment. The financial error rate is the absolute value of
payment errors in the sample divided by the dollars paid for al claimsin the sample.
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As part of our audit, Buck Consultants tested arandom sample of 150 suspended claims to evaluate
the quality and efficiency of claimsprocessing. Theauditorsfound that 26 claims(17.3 percent) had
some type of error that occurred because of a mistake made during processing. While thereis no
industry standard for atolerable error rate on suspended claims, there is general agreement that an
error rate of 17.3 percent is unacceptably high. Buck Consultants noted that suspended claims have
already been subject to the fiscal agent’ s dataentry quality assurance procedures, which should have
identified and corrected the great majority of the errors identified. Quality assurance procedures
should be improved to increase processing efficiency by correcting these errorsearlier, rather than
allowing data entry errorsto cause claimsto suspend. At that point manual interventionisrequired
to correct the problem and processing is delayed. Additionally, more effective quality assurance
procedureswould addresstherisk of dataentry errors going undetected when the errorsdo not cause
the claim to suspend.

We noted the following concerns with the Department’ s mechanisms for monitoring accuracy.
Claims audits performed by HCPF staff.

» TheDepartment hasnot established specific measurablegoal sfor accuracy of payment, either
for the fiscal agent or for the Department itself.

» The Department has not ensured that claims audits are completed on a routine basis. Only
three audits on samples of paid claims have been performed since the installation of the new
MMIS on December 1, 1998. These audits should be performed at least quarterly.

» The Department has not reported financial error rates that reflect all errorsidentified in the
claims audits. The reported rates reflect only errors attributable to the fiscal agent. The
overall financial error ratereflecting errors attributable to both the Department and thefiscal
agent should be calculated. Thisoverall rate would reflect the extent to which payments are
accurate and in accordance with Medicaid policy. For example, the March 2000 claims audit
reported afinancial error rate of 4 percent for the fiscal agent. However, the ratereflecting
all errors, regardless of source, would have been 10.4 percent. The industry standard in an
automated claims processing environment for the financial error rateis 1 percent or less.

» TheDepartment hasnot formally communicated theresultsof claimsauditstothefiscal agent
and to HCPF staff and ensured that corrective action plans are developed and implemented.

Fiscal agent quality assurance (QA) procedures. The errorsidentified by Buck Consultants were either
due to mistakes made in data entry of paper claims or problems with the edit resolution function.
These results indicate weaknesses in the fiscal agent’s QA procedures over both the data entry and
edit resolution functions. In addition, the fiscal agent does not perform audits on samples of paid
claims. Buck Consultants reports that in a commercial automated claims processing environment,
standards require that 3 percent of the volume of processed claims be audited.
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Review of editsand edit resolution text. The Department and fiscal agent staff havereviewed fewer than
200 of the 700 edits in MMIS, along with the related edit dispositions and resolution text. The
Department reports that some problems have resulted because the resolution text does not always
appropriately match the editsin the new MMIS. Additionally, inappropriate edit dispositions have
in some instances contributed to inaccurate payments and high volumes of suspended claims.

Timeliness. The Department has not required the fiscal agent to provide reports on timeliness
measures established in the contract. The contract requiresthat 100 percent of electronic claimsbe
processed to the point of approval or denial inthe next daily cycle after receipt; 90 percent of paper
claims must be processed within 15 calendar days of receipt. The fiscal agent reports “average’
processing timesfrom entry to approval or denial. Averagesare not a satisfactory measure, because
they may obscure instances in which some claims take an unacceptably long time to process. Asa
result, the Department is unable to determine if the contract requirements are being met.

For suspended claims, the contract requires that 100 percent be processed within 25 calendar days
of receipt. Buck Consultants found that for its sample of suspended claims, only 56.6 percent met
processing requirements. In a separate analysis, we found that out of the nearly 25,400 claimsin
suspense on February 28, 2001, almost 23 percent (over 5,700 claims) had been inMMISfor over
25 calendar days. Over 900 claims had been in suspense for over six months.

Medicaid Providers

Medicaid providers include a broad range of professions and facilities. Under state and federal
requirements, a Medicaid provider must have avalid license or certificate, as applicable, to furnish
the goods or services charged to the program. HCPF is responsible for ensuring this requirement
ismet. The Department of Regulatory Agencies (DORA) and the Department of Public Health and
Environment are responsible for issuing licenses and certifications and otherwise regulating the
various typesof providersasawholeinthe State. Thefiscal agent reportsthat about 16,600 providers
have submitted claims under Medicaid during the current fiscal year.

We compared information from DORA on licensed professionalsin the State for three of the major
professions (physicians, pharmacists, and dentists) with the provider database maintained on MMIS.
Out of asample of 131 providers, we found that 65, or just under half, currently had valid licenses;
the remaining 66 did not. Because of the manner in which we chose our sample, theseresults are not
indicative that a similar percentage of all MMIS providerslack licenses. However, these resultsdo
confirm that there are unlicensed providers in the MMIS database. Out of the 66 unlicensed
providers, we found 7 that had received almost 580 payments totaling about $2540. These seven
providers all either had inactive licenses or had allowed their licenses to |apse.
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The Office of the State Auditor has previously issued recommendationsto HCPF directed at, among
other things, the need to (1) verify licensing and other provider credentialsand (2) perform periodic
reenrollments of providers. The Department has made some progress in addressing these areas.

Reenrollment of providers. The Department has begun a three-year phased reenroll ment
of the 1,700 Primary Care Physiciansin the Medicaid program. The Department has not yet
developed a plan for reenrolling other providers or a policy on frequency of reenrollment.

Deactivation of nonparticipating providers. Recently the Department worked with the
fiscal agent toidentify providersthat have not submitted claimsinthreeyears, and asaresult,
over 6,000 providers were placed on “inactive” status. The Department has not established
apolicy on how often deactivations will occur or what benchmark will be used in the future.

Data match project. The Department has several staff working on matching licensing
informationfrom DORA with providerson MMIS. The processis highly manual becausethe
two databases are not compatible, and the match is not yet completed. HCPF plans to
electronically perform this match with data from DORA, but no time frame has been
established for implementation and no policy has been established for how often the match
would be performed. Many professional licenses must be renewed every two years.

In addition, we found that, with the exception of the Board of Medicaid Examiners at DORA, the
Department has not established protocols with the state agencies that regulate providersto receive
information on providers that have had their licenses revoked or suspended.

We also found that the Department should work with providersto enforce Medicaid rulesrequiring
providersto submit electronic, rather than paper, claims. Inaddition, the Department should propose
rules to the Medical Services Board requiring payment to providers by electronic fund transfers
(EFTs). At present, the Department makes approximately 53 percent of all provider payments under
Medicaid by state warrant and only 47 percent by EFT.

The Department agreed with all 14 recommendations in the report. A summary of our
recommendations and the Department’ s responses can be found in the Recommendation L ocator.



RECOMMENDATION LOCATOR

All recommendations are addressed to the Department of Health Care Policy and Financing.

Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date

1 33 Ensure claims processed through MMIS are accurate and allowable under the Agree a. June 2001
Medicaid program by (a) establishing appropriate performance measures for b. September 2001
clams processing, (b) conducting regular claims audits on at least a quarterly C. September 2001
basis, (c) reporting al errors and problems identified in the claims audit, and (d) d. September 2001
ensuring corrective action plans are developed and implemented in a timely and Ongoing
manne.

2 37 Require that the fiscal agent (a) expand quality assurance procedures for testing Agree a. September 2001
the accuracy of data entry on paper claims, (b) conduct regular audits of paid b. September 2001
clams on a defined percentage of processed claims, and (c) increase oversight c. August 2001
of edit resolution claim technicians and reassess production requirements to
ensure suspended claims are appropriately resolved. The Department should
monitor results to ensure satisfactory results are obtained.

3 39 Establish the review of MMIS edits, edit dispositions, and edit resolution text as Agree August 2001
ahigh priority, and work with the fiscal agent to complete this project as soon as
possible.

4 45 Ensure that timeliness of processing requirements are met for claims processed Agree September 2001
through MMIS by the fiscal agent.

5 47 Require that the fiscal agent furnish adequate monthly reports on contractual Agree September 2001

performance expectations. The Department should monitor compliance with
requirements and take corrective action as appropriate.
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All recommendations are addressed to the Department of Health Care Policy and Financing.

Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
6 50 Ensure that the State receives all programming hours stipulated in the contract Agree Ongoing
and that system change requests for MMIS are addressed in a timely manner.
7 53 Establishaformal policy on requeststo the fiscal agent for changesto the MMIS Agree October 2001
reference table data.
8 62 Develop and implement adequate controls over the provider database in MMIS Agree August 2001
by establishing formal policies, procedures, and time frames for (a) routine
reenrollment of Medicaid providers, (b) deactivation of providers who have not
submitted claims to the Medicaid program for specified lengths of time, and (c)
periodic datamatcheson provider credentia information with other state agencies
that regulate Medicaid providers.
9 63 Establish routine communication on disciplinary actions taken by other state Agree August 2001
agencies that regulate Medicaid providers.
10 64 Implement editsin MMISto review laboratory claims for compliance with CLIA Agree June 2001
requirements in accordance with state Medicaid policy.
11 66 Work with Medicaid providers and implement eectronic claims filing for the Agree April 2002
Medicaid program as required under state regulations.
12 68 Propose rules to the Medical Services Board to require eectronic payments to Agree December 2001

providers under the Medicaid program.
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All recommendations are addressed to the Department of Health Care Policy and Financing.

Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
13 70 Work with the fiscal agent to minimize the cost of processing resubmitted clams Agree April 2002

by establishing and implementing guidelines for denying claims due to incomplete
information and form submission.

14 71 Work with the fiscal agent to establish specific criteriafor claims processing staff Agree December 2001
to useinidentifying claimsthat should bereferred to provider relationsfor follow-
up with specific providers.
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Description

| ntroduction

The Medicaid program was enacted under the federal Social Security Act (Title
XIX) in 1965 to provide hedth care to low-income individuas meeting certain
qudifications. The program is separate and digtinct from the federa Medicare
program, which funds hedth services to individuds 65 years of age and older.
In Fisca Year 2000 the Colorado Medicaid program had expenditures of over
$1.7 hbillion for hedth care sarvices, exclusve of administrative costs and
Medicad funds expended to support the State’'s Indigent Care Program. During
Fisca Year 2000 the Medicad program served an average monthly enrollment
of approximately 273,700 recipients.

The Medicad program is an entittement under federd law. This means that any
state participating in the program must serve dl individuas who are digible and
enrolled. The program is funded by about 50 percent state generd funds and 50
percent federa matching funds. The Medicad program is the largest federd
program administered by the State in terms of federd dollars expended. In
teems of date general funds, the Medicad program’'s growth in hedth care
savice expenditures has exceeded the Statutory 6 percent limit annualy since
Fisca Year 1992. Thus, the program has a considerable impact on the entire
state budget.

The Medicad program expends more for hedth care sarvices than any single
private sector insurance company operating in the State.  The Department
reports that the Medicaid program accounts for about 14 percent of al Colorado
hedlth care cogts.

Colorado Medicaid Program

Each dtate designs its own Medicaid program and submits its plan to the federa
Hedth Care Financing Adminigtration (HCFA). HCFA must approve the plan in
order for the date to recelve federd matching funds. In Colorado the
Depatment of Hedth Care Policy and Fnancing (HCPF) is the agency
designated by the State to submit the state plan and to oversee and administer the
sate Medicad program.  The program serves individuds in 12 different
digblity groups on the bass of the individud’'s income, age disability,
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ctizenship datus, and other factors (eg., some pregnant women quaify for
Medicaid benefits). Both acute and long-term care services are avalable to
recipients, however, the specific services an individua may access are based on
the person’s digibility category. For example, routine preventive dentd care
benefits are available to children in the Medicaid program, but these services are
not available to adults.

Below is a summary of Medicad service expenditures by mgor category for
recent years. Medicaid adminidrative cogts are not included.
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Table1: Summary of Medicaid Health Care Service Expenditurest by Major Category
Fiscal Years 1996 - 2000
(All Funding Sources; Amounts in Millions)

Category

Fiscal Year

1996

1997

1998

1999

Nursing Fecilities

$297.7

$325.0

$329.8

$346.0

Managed Care Capitation Payments

$174.3

$236.3

$236.9

$305.5

Home and Community Based Services

$159.1

$177.8

$202.6

$262.5

| npatient Hospital

$229.8

$200.7

$199.1

$215.6

Prescription Drugs

$65.9

$76.0

$85.1

$98.0

Physician Services

$70.5

$67.6

$65.5

$69.6

Home Health Services

$17.4

$36.2

$48.2

$61.1

Outpatient Hospital Services

$50.0

$45.4

$50.0

$46.0

Clinic Services

$49.1

$65.0

$64.7

$50.1

Supplemental Medicare Insurance Premiums

$23.0

$23.1

$23.4

$24.2

Development Disabilities

$26.2

$24.3

$22.2

$21.2

Dental Services

$6.2

$7.1

$7.2

$13.4

Federaly Qualified Health Centers

$11.6

$9.1

$10.7

$10.5

Laboratory Services

$7.7

$6.9

$6.2

$6.9

Mental Health Services

$10.3

$7.0

$6.9

$1.8

Other Services

$51.8

$47.7

$50.4

$62.9

Total, Medicaid Health Care Services

$1,250.

$1,355.

$1,408.

$1,595.

Medicaid Funds Expended for Colorado
Indigent Care Program

$144.1

$136.3

$146.7

$195.1

Total, All Medicaid-Funded Services

$1,394.

$1,491.

$1,555.

$1,790.

Source: Office of the State Auditor analysis of agency data.

!Expenditures are from quarterly HCFA 64 reports submitted by the Department of Health Care Policy and Financing
(HCPF) to thefederal government. Thesereportsare prepared on the cash basis of accounting and show amountspaid
during the period. Expendituresreflect Medicaid servicesfunded through HCPF and through the Department of Human
Services (DHS). DHS administersthe mental health and devel opmental disabilities programs. Thetableiscompiled on
the basis of the state fiscal year. Medicaid administrative expenditures are not included.
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Payment of Medicaid Services

The Colorado Medicaid program has an average monthly enroliment of well over
a quater of a million recipients. These individuds lack financid resources and
may be edely, physcdly or mentdly disabled, and/or mentaly ill.  Currently
over one million clams are processed on behdf of these recipients each month.
The following table illusrates the average casdoad of individuds in the
Colorado Medicad program, the number of clams processed, and the average
number of clams processed for each individuad each month over a four-year

period.

Table 2: Summary of Medicaid Caseloads and Claims
Fisca Years 1998 - 2001

Average Avg. Claims per
Monthly Claims Individual per
Fiscal Year Caseload Processed! Month

1998 259,776 8,984,759 2.88

1999 259,031 11,319,207 3.64

2000 273,724 12,559,420 3.82

20012 288,612 12,919,866 3.73

Sour ce: Office of the State Auditor analysis of agency data.

YIncludes both paid and denied claims. Monthly capitation payments made to managed
care organizations, including HMOs, are not counted as “claims.”

2Fiscal Y ear 2001 casel oads are appropriated amounts; claims datais the Department’s
estimate for Fiscal Y ear 2001.

Enauring that each payment for Medicad services is accurate and alowable
under laws and regulations is a complex and criticd function of every dae€'s
Medicad program. In addition to the accuracy of the payment caculation,
factors that must be assessed for each payment include:

* Istheindividud digible for and enrolled in the Medicaid program?

* Do the services quaify under Medicaid program rules for the individud?

* Is the provider of the services an digible and enrolled provider in the
Medicaid program?

In order to handle the large volume of transactions in the Medicaid program,
each date is required to have an automated clams processng and information
retrieval system as part of its federadly approved Medicaid plan. Under federal



Report of The Colorado State Auditor 15

regulaions this system is referred to as the Medicad Management Information
System (MMIS). Each state€s MMIS must undergo a review and approvd
process by the Hedth Care Financing Adminigtration in order for the date to
receive an enhanced rate of federa matching funds for its MMIS. As of 1972
the federd government has made avalable enhanced maching funds for an
approved MMIS of 90 percent for desgn, development, and ingallation, and 75
percent for ongoing operations. This is condderably higher than the
goproximately 50 percent federa matching rate available for Medicad
expenditures for other adminigtrative costs and for benefits to recipients.

Under federa regulations dtates are dlowed to contract with an entity to
perform the role of fiscad agent for their Medicad program. The Medicad
fiscd agent is responsble for overseeing the clams processng operations of
MMIS and ensuring payments are appropriate. In Colorado, HCPF contracts
with Consultec, LLC, a subsidiary of Affiliated Computer Services, Inc., to
fufill the role of fisca agent. Nationally, 35 states contract with another entity
to peform dl fiscad agent functions. Of these, seven daes in addition to
Colorado have contracted with Consultec to perform this service.

Administrative Structure of M edicaid Program

While HCPF is the date agency responsble for administering the Colorado
Medicaid program, including overseeing the fiscal agent, other entities have key
roles in the program. In paticular, the Medica Services Board, gppointed by the
Governor, edablishes doae rules and regulations for the program. The
Depatment of Human Services (DHS) is responsble for determining an
individud’s €igibility for Medicad services through the county departments of
socid  sarvices. DHS dso adminigers menta hedth and deveopmentd
disabilities programs that receive Medicad funds. Medicaid services overseen
by DHS as0 are paid through the fisca agent and MMIS.

The table below shows expenditures for Medicad adminigtration, including a
breakdown for the cost of processng clams and operating MMIS, since Fisca
Year 1996. This table does not reflect the $25.2 million the State expended for
the implementation of a new MMIS that became operational on December 1,
1998.
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Table 3: Medicaid Administrative and Health Car e Service Expenditurest
Fisca Years 1996 - 2000
(All Funding Sources; Amounts in Millions)

Fiscal Year

Expenditures 1998

Administration? : . $52.3
(exclusive of MMIS
operations)

MMIS Operational Costs® $10.0 $9.7 $10.8 $12.7

Total Admin. Expenditures* : $51.6 $62.0 $734 $73.2

Medicaid Health Care $1,355.2 $1,408.9 $1,595.3 $1,740.8
Service Expenditures?

Total Medicaid $1,406.8 | $1,470.9 | $1,668.7 | $1,814.0
Expenditures

Total Admin. asa % of
Total Medicaid 4.5% 3.7%
Expenditures’

Sour ce: Office of the State Auditor analysis of agency data.

Medicaid funds for Disproportionate Share and Graduate Medical Education are used to support the
Colorado Indigent Care Program; these funds are excluded from this table.

2Expenditures are from quarterly HCFA 64 reports submitted by the Department of Health Care Policy and
Financing (HCPF) to the federal government. These reports are prepared on the cash basis of accounting
and show amountspaid during the period. Administration includesindirect costs.

3Includes approximately $1.2 million in addition to payments of $11.5 million to fiscal agent for Fiscal Y ear
2000. Amounts are from the state financial system, which reportsinformation on an accrual basis.
Amounts do not include costs for design, development, and implementation of the new MMIS, which
totaled approximately $25.2 million.

4Administrative expenditures for federal reporting purposes, as shown here, include some expenditures
classified as “program” expenditures by the Department for state budgeting and reporting purposes.
These include, among others, expenditures for the Single Entry Point program, county pass through and
administration, and administration at the Department of Human Services for mental health and
developmental disabilities programs. In Fiscal Year 2000 the total amount of federal “administrative”
expenditures classified as“ program” expenditures by HCPF was $35.2 million. Under this treatment,
administrative expenditures were about 2.1% ($38 million) of total Medicaid expenditures.

| mplementation and Operation of the New MMIS

In September 1994, HCPF began the procurement process to rebid the contract
for fiscad agent services for the Colorado Medicaid program. In addition,
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because the then-existing MMIS was about 20 years old, the Department was
seeking a contractor to develop and ingtal a new MMIS. In August 1996 the
Depatment signed a contract with Consultec to develop and implement the new
MMIS and to serve as the State's fisca agent after ingdlation of the system. The
projected implementation date for the new MMIS was July 1, 1998. The contract
provided that Consultec would serve as the fiscal agent for three years, with an
option to renew the contract for five succeeding one-year periods upon the
agreement of both the State and Consultec.

According to the contract, the cost for the implementation phase of the new
MMIS was to be about $25.2 million. For the operations phase, the base cost for
Consultec to serve as the fisca agent was placed a about $9.1 million for the
fird year and increased to a little over $9.8 million by the third year. These cogts
did not reflect certain costs that were to be passed through directly to the State.
Additiondly, pricing for the operations phase was based on a maximum clams
volume of eght million dams per year. For dams in excess of this threshold,
the State would reimburse Consultec at 40 percent of the bid price per clam (bid
price per claim was about $1.18 for Fiscd Y ear 2000).

The new MMIS took over two years to develop. After a test period of severa
months, during which the new system was run pardld with the prior sysem for
two months, the new MMIS was implemented on December 1, 1998, or five
months later than origindly scheduled. In addition to the contracted costs of
$25.2 million, HCPF expended about $2 million for various enhancements to the
system and provisons for additiond training for HCPF daff. In October 1999
the State recelved certification from the federd Hedth Care Financing
Adminigtration. This approva dlowed the State to receive the enhanced federa
matching rate for implementation costs (90 percent) and operationa costs (75
percent). These enhanced rates applied both retroactively to the conversion and

prospectively.
Initial Impact on Claims Processing

The rebidding of the contract and implementation of the new MMIS was a large
and criticd undertaking for the Depatment that required dgnificant dStaff
resources over a period of more than four years. In terms of the converson
itsdf, from the general perspective of operations the converson agppears to have
had an impact on activity for the first saverd months. A review of the months
before and after implementation indicates that the number of clams processed
was 15 percent less (about 120,000 clams) than the prior sx-month's average
volume in the firg month after implementation. In the second month, volume
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was ill down about 5 percent. However, these numbers may not fully reflect the
impact of the converson because information is not available on how much of
the volume was dtributable to clams resubmitted and reprocessed, or how many
dams were held in suspense (i.e, accepted into MMIS but not processed) for
periods in excess of amonth.

Of the 15 mgor categories of clams, some of those paticulaly adversdy
affected by the implementation include inpatient and outpatient clams, Home
Hedth and Home and Community Based Services clams, transportation clams,
and medicd supply clams. By the third month after the converson the number
of cdams processed overdl had increesed subgantidly. In the subsequent
months volume appears to reasonably approximate expected levels. In terms of
the timdiness of payments, we were unable to obtan information that would
dlow us to assess the impact of the converson. Limitations on information
avalable about timeliness of dams processing and clams hdd in suspense are
discussed in Chapter 1.

To determine Medicad providers levd of satisfaction with the performance of
the fisca agent, the Department conducted a survey using a sample of providers
in the summer of 2000, or about 18 months after implementation. Results
indicated that providers rate the fiscd agent's performance somewhat above
average (about 5.3 to 7.1) across various aspects of service on a scale of 1 to 10
(10 high).

MM IS Operations Costs

In terms of what the State has actudly expended for the operations phase of
MMIS, for Fiscd Year 2000, which was the first full fiscal year of operations
under the new contract, costs were dightly over $11.5 million. The table below
summarizes contract expenditures specifically incurred by the State for Fiscd
Year 2000, as well as the amounts requested by the Department for contract
operations for Fiscal Year 2001 and 2002. As the table shows, for Fiscal Year
2000 the State expended amost $2.3 million in passthrough costs and clams
overage costs. The clams overage costs resulted because the actua number of
dams processed was about 12.6 million, or about 4.6 million greater than the
8 million clams threshold upon which the contractua fixed price was based. The
Depatment had anticipated during the initid contracting process that the
threshold would be ggnificantly exceeded. The 12.6 million in actud dams for
Fiscad Year 2000 was about 1 million greater than the estimate of 11.6 million
dams prepared by the Department in 1996. Overdl, the average cost per clam,
induding passthrough costs and the clams overage charge, was about $.92 for
Fiscal Year 2000.
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Table4: MMIS Contract Costs for Operations

Fiscal Years 2000 - 2002

Type of Costs

Fiscal Year 2000
Actual
Expenditures

Fiscal Year 2001
Approp. With
Supplemental

Request

Fiscal Year 2002
Budget Request
Amendment

Fixed contractua costs

$9,279,184

$9,875,638

$10,004,021

Pass-through costs!

$345,549

$357,1%4

$357,442

Claims overage costs?

$1,903,407

$2,420,574

$2,603,008

Total contract costs

$11,528,140

$12,653,406

$12,964,471

Encounter claims

$19,011

$4,263,893

Tota contract with
encounter clams

$11,528,140

$12,672,417

$17,228,364

Sour ce: Office of the State Auditor analysis of agency data.

!Pass-through costs include postage incurred by the fiscal agent for provider mailings and the fiscal
agent’ s cost of maintaining an electronic provider bulletin board.

%Cost of processing claimsin excess of the 8,000,000 claims per year upon which the fixed contract costs
were based. InFisca Year 2000, actua claimswere 12,559,420, or 4,559,420 over the base amount. The
State anticipated claims would significantly exceed the 8,000,000 base amount for claims.

In addition to regular operations costs, for Fisca Years 2001 and 2002 the table
reflects codts reaed to encounter clams. Encounter clams, which are
presently not processed through MMIS, will in the future be submitted by
managed care organizations to report information about the specific services
provided to Medicad patients. Unlike other clams, encounter clams do not
require payment. Rather, the purpose of encounter clams is to track service
utilization under managed care organizations, including HMOs, thus providing
accountability to the State for these services. Additiondly, encounter clams will
dlow the Depatment to have access to more comprehensve daa to use in
Setting rates for contracts with managed care organizations.

The $19,011 shown in the table for Fiscd Year 2001 is for dtart-up costs the
Depatment is incurring for putting the encounter clams procedures and systems
into place. This involves working with managed care organizations to submit
encounter claims and with the fisca agent to enable MMIS to process the clams.
HCPF intends to have managed care organizations begin submitting encounter
clamsfor processng in Fiscal Year 2002.
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Contract Renegotiations With the Fiscal Agent

Since the summer of 2000 the Depatment has been engaged in renegotiaions
with Consultec regarding the MMIS contract. The last year of the three-year
contractua period ends on November 30, 2001, and the State and Consultec must
come to an agreement about whether to extend the contract. The Department
reeched a tentative agreement with Consultec on the financid terms for
extending the contract in December 2000, contingent upon finaization of the
State's budget for Fisca Year 2002. Subsequently, the Department’'s request
with regard to MMIS operationad costs was incorporated into the findized date
budget, and HCPF anticipates that the contract will be extended for the full five
“option” years. As a contingency, the Department requested and received a plan
from Consultec for turning over operations to another vendor, should the
contract negatiations ultimately fall.

Audit Scope and M ethodology

The purpose of the audit is to review the Department’s controls over clams
processing for hedth care sarvices in the Medicad program. We obtained and
reviewed documentation and interviewed personnd a the Depatment and at
Conaultec, LLC, regarding the Depatment's oversght of cams processng and
the peformance of the MMIS. We andyzed information on clams processing,
paticularly with regard to accuracy and timeliness, as wdl as policies and
procedures related to provider digibility and enrollment in the Medicad

program.

As pat of our audit, Buck Consultants was engaged to perform a technica review
on specific aspects of MMIS operations, including system edits and the quality
assurance function over clams processng. The results of the work performed
by Buck Consultants have been incorporated into this report in the appropriate
sections.
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Contract Oversight
Chapter 1

| ntroduction

The Department of Hedth Care Policy and Financing (HCPF) is responsible for
overseeing the State' s Medicaid program.  One important aspect of this responsbility is
ensuring that appropriate payments are made to the gpproximately 16,600 providerswho
furnishservicesto program recipients. If providersdo not believethat payments are made
promptly and accuratdly, this can affect their participation in the Medicaid program and
ultimetely, accessto servicesfor recipients. InFisca Y ear 2000 Medicaid had an average
monthly enrollment of gpproximately 273,700 individuas and generated claims payments
of about $148 million per month. Due to the large volume of expenditures, the Medicaid
program has a sgnificant impact on the State' s budget and on the hedlth care community
in the State.

HCPF contracts with another entity to serve as the State’ sfiscal agent. The fiscd agent
is respongible for ensuring that claims submitted by providers are processed through the
Medicaid Management Information System (MMIS) in accordance with state Medicaid
policy inatimey and accurate manner. |n addition to overseeing the processing of claims,
which average over one million per month, the fiscal agent is responsible for provider
relations and enrollment into the Medicaid program. (Chapter 2 discusses providers and
the Medicaid program.)

Features of the New MMIS

In December 1998 the State implemented a new MMIS for the Medicaid program, and
Conaultec, LLC, assumed the responsihilities of being the State’ sfisca agent. Consultec
was aso contracted to develop the new system.

The new MMI S represents an improvement in technology available to the Department for
operating the Medicaid program. The system is a relationa database operated on a
mainframe, while the user interface operates on alocal area network with the Windows
operating system. Some of the enhanced programming features in the new MMIS are
discussed later in this chapter.
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One of the new MMIS's primary advantages is tha it incorporates an executive
information system and decision support system (EISDSS) accessible by HCPF staff.
The EIS/DSS receives monthly uploads of MMIS claims data and stores fives years
worth of information. Staff are able to create their own reports and perform anayss on
the data. If necessary, they can obtain the detailed individud clam data behind the
summarized information in reports. This capability to access underlying data was not
available on the previous system, or was only available with greeat effort and consderable
time delays. Because of this expanded ahility to andyze information at the most detailed
levd, HCPF gaff have an increased ability to monitor trends in costs and utilization of
sarvicesfor thedifferent populationsinthe Medicaid program. Thisandytica capacity can
be used to assist with budgeting, rate setting for managed care contracts and, to some
extent, identifying improper payments. These types of anadyses are particularly important
in the Medicaid program because of its large impact on the State' s budget.

Overview of Claims Processing

As mentioned, thefisca agent currently overseesthe processing of an average of over one
million clams per month. This includes clams submitted by providers in paper and
electronic format; gpproximately 5 percent of clams are submitted on paper. This does
not include the monthly capitation payments to managed care organizations, including
HMOs, that are also processed through MMIS. Capitation payments are based on
enrollment rogters generated in MMIS from Medicad digibility information maintained in
the State's eigibility system, the Client-Oriented Information Network (COIN). This
digibility information is uploaded routindy into MMIS.

Paper clams are imaged for archive purposes and then manualy keyed into MMIS, at
which point they are processed in the same manner as dectronic clams. All daims are
assigned auniqueidentification number. Asclamsare processed through MMIS, they are
“reviewed” by acomplex series of system edits. These edits represent logic programmed
into MMISthat is designed to ensure each claim is processed appropriately based on the
typeof clam, thetypeof service, thedigibility category of theindividua, and other factors.
Edits are dso intended to ensure tha the claim contains dl required information, meets
basic criteria (e.g., the dam is not aduplicate; the claim has a prior authorization request
associated with it, if required), and isinternaly consstent (e.g., the date of serviceis not
after the date of claim submission).

MMIS contains approximately 700 edits for processing clams. Asaclam is processed
through MMI S, the edits are set to “flag” clamsto be elther paid, denied, or placed into
suspense; an edit may aso be set to “ignore” certain types of clams. These settings are
referred to as“ edit digpostions.” When an edit causesaclaim to be placed into suspense,
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the dam must be manudly reviewed by the fiscd agent’s dlaim technicians. This review
isreferred to as the “edit resolution process.”  During this process the technicians resolve
the edit or edits that caused the clam to suspend, using on-line text that specificaly
ingtructs the technician on the appropriate action to take, depending on the nature of the
cam. Thetextisreferred to asthe “edit resolution text.” After the resolution processis
complete, the claim is placed back into the processing queue. System edits, and the
related edit resolution process, are criticd factors in ensuring that payments made under
the State’s Medicaid program are accurate and alowable.

Each Friday, dl provider payment records, which are based on clams approved for
payment during the previous week, are uploaded into COFRS, the State's financia
gystem. On the basis of this information, payments are issued to providers by either
warrants or eectronic fund transfers. Remittance advice satements are furnished to al
providers.

Departmental Oversight of Claims
Processing

For a program of the size and complexity of Medicaid, it is essentid that performance
measures are established and adequate controls are in place to assess whether or not
requirements are met.  This information becomes the bad's for identifying problems and
improving performance. Intermsof claimsprocessng, thekey performance measuresare
those for timdiness and accuracy of dams payments. “Accuracy” inthis context refersto
whether or not claims are both accurately calculated and dlowable under state Medicad

policy.

Our audit found that the Department has established performance expectations for claims
processing in a number of aress, including timeliness of processing; however, it has not
established measures for accuracy of payment. Further, dthough HCPF has numerous
processes in place for overseaing the fiscd agent’s activities and obtaining information
about claims processing, the Department lacks adequate, systematic methods for
monitoring the basic performance benchmarks of both accuracy and timeliness. Analysis
performed during our audit indicates that accuracy rates for claims processing need to be
improved an