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now cost about $9 billion a year.  As legislators
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audit work performed by Legislative Post Audit
helps provide that information.

We conduct our audit work in accor-
dance with applicable government auditing stan-
dards set forth by the U.S. General Accounting
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professional qualifications, the quality of the au-
dit work, and the characteristics of professional
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the Legislative Post Audit Committee.
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tors and five representatives.  Of the Senate
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and two are appointed by the Minority Leader.

Audits are performed at the direction of
the Legislative Post Audit Committee.  Legisla-

tors or committees should make their requests
for performance audits through the Chairman or
any other member of the Committee.  Copies of
all completed performance audits are available
from the Division’s office.

The Legislative Division of Post Audit supports full access to the services of State government for all
citizens.  Upon request, Legislative Post Audit can provide its audit reports in large print, audio, or other
appropriate alternative format to accommodate persons with visual impairments.  Persons with hearing
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This report contains the findings, conclusions, and recommendations from our
completed performance audit, Medicaid Cost Containment: Controlling Costs of
Medical Services.

The report includes several recommendations for controlling Medicaid-funded
regular medical costs, including developing an aggressive “utilization management” program
for people with extensive medical needs to ensure the services they receive are appropriate
and necessary, systematically analyzing Medicaid claims data and using that data to manage
the Medicaid Program in a cost-effective manner, and  taking the steps necessary to reduce
the number of errors in amounts paid to providers.

We would be happy to discuss these recommendations or any other items in the
report with any legislative committees, individual legislators, or other State officials.

Barbara J. Hinton
Legislative Post Auditor
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Overview of Medical Assistance Provided
Under Kansas’ Medicaid Program

Although there are broad national guidelines for Medicaid, States have a great
deal of flexibility in developing their programs.  Within limits, states are allowed to determine
eligibility standards.  However State Medicaid programs must provide 3 types of critical health
protection—health care for low-income families with children and people with disabilities, long-
term care for low-income elderly and disabled, and supplemental coverage for low-income
Medicare beneficiaries.  Federal regulations define mandatory and optional categories for people
covered–and the services provided—under Medicaid.

Increases in Medicaid expenditures had slowed somewhat in the mid-1990s, but
began to increase sharply again after 1998.  Medicaid spending in Kansas has increased by
more than $1 billion in the past 10 years, from $481 million fiscal year 1991 to $1.5 billion in
2001, or about 12% per year.  Since 1998, Medicaid expenditures have increased in almost
every category of covered service, including long-term care and regular medical services.  This
audit addresses expenditures for 9 regular medical services like doctors, hospitals, and mental
health services that accounted for most of the increase in non-pharmacy regular services from
1998 to 2000.  Long-term residential and community-based care services aren’t covered in this
audit, but will be the focus of another audit approved by the Legislative Post Audit Committee.
Cost containment efforts related to prescription drugs aren’t included because we audited those
efforts in March 2000.

Question 1: Why Has the Cost of Medical Services in the State’s
Medicaid Program Increased?

In conducting our review, we focused on claims paid through
November 2001 for medical services provided in fiscal years 1998
and 2000.  We chose fiscal year 1998 because it was the last year before
SRS’ outreach campaign for Healthwave, which resulted in the identification
and enrollment of a large number of new Medicaid-eligible recipients.  We
chose fiscal year 2000 because it was the last year for which completed
billing data were available at the time our audit was being conducted.

Relatively few services and groups of clients accounted for
almost all the increase in non-pharmacy regular medical costs be-
tween 1998 and 2000.  We analyzed 7.9 million individual claims paid for
services provided in fiscal years 1998 and 2000.  In all, 9 types of medical
services accounted for $75 million of the $83 million increase in non-
pharmacy, regular medical costs.  Expenditures for these 9 types of
services rose more than 20% in just 2 years.  In all, 4 groups of Medicaid
clients accounted for almost all the increase in costs: disabled people
under 65, aged people 65 or older, poverty-level children, and children in
State custody, including juvenile offenders.
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Medicaid costs are driven by three primary factors.  These are
the number of people who use services, the number of services each person
uses, and the amount paid for those services.

Factors Relating to Increases in the Number of Clients Receiving
Services

Overall the number of people eligible for Medicaid-funded
services increased by about 3.4% between 1998 and 2000.  Overall
enrollment levels rose for most client groups–but especially for the 4 groups
we focused on.  Between 1998 and 2000, several legislative or agency
actions helped increase the number of people enrolled in or eligible for Medic-
aid.  Healthwave recruitment efforts helped identify at least 20,000 additional
Medicaid-eligible children.  In addition, more people came off the waiting list
for Home and Community Based Services (HCBS), and a new HCBS waiver
for children with severe and emotional disturbances was created.  SRS also
changed eligibility requirements so that less income would be counted when
determining eligibility, and cash assistance was no longer tied to Medicaid
eligibility.

A change in State law caused fewer juvenile offenders to be treated in
correctional facilities and more to be housed and treated in the community,
where the treatment and therapy services they receive are covered by
Medicaid.  That contributed to a 42% increase in the number of Medicaid-
eligible juvenile offenders.  The federal Adoption and Safe Families Act also
may have resulted in more families who adopted children with special needs
eligible for Medicaid-covered services.  Children receiving adoption support
increased by 33%.

The percentage of clients who used medical services also
generally increased.  More clients who go to the emergency room now
have their costs covered under Medicaid because of a change in federal law
requiring Medicaid to pay for emergency room visits if a “prudent layperson”
would reasonably expect the absence of immediate medical attention to
result in harm.  Emergency room visits for the disabled, aged, and children
went up 48% between 1998 and 2000.  A significant increase in rates also
apparently brought more client in through the “front door” of the medical
system, and the “ripple” effect resulted in them receiving more diagnostic
services.  We also saw an overall increase in the percent of disabled and
aged clients being hospitalized for such things as digestive and respiratory
disorders and mental health treatments.

Factors Relating to Increases in the Number of Services Each Client
Received

We saw a number of important patterns.  The most striking was a
large increase in the number of home health services for each disabled and
elderly person.  The number of “units” of home health services grew by
almost 90 per disabled client between 1998 and 2000 (a 44% increase), and
by almost 22 (40%) for aged clients.  SRS staff had finished a review of
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home health services in January 2002, which showed that those services
are built into a capitated waiver rate, and the HCBS provider should have
been providing for and paying for them, rather than Medicaid being billed,
and that some of the services they received under Medicaid were also paid
for by the HCBS waiver.

We also saw increases in services per client for emergency
room visits, for alcohol and drug therapies, and for cancer-fighting
drugs.  Some children received more services per person because they
were eligible for Medicaid for longer periods of time.  A change in SRS policy
effective January 1999 provided 12 months of continuous eligibility for
children enrolled in Medicaid, regardless of change in family income.  This
change was designed to prevent “churning,” where clients would drop in and
out of eligibility.

Factors Relating to Increases in the Amount Paid per Service

Reimbursement rates for many physician and outpatient ser-
vices were increased significantly in 1998 and 2000.  Rates for these two
categories had been particularly low.  For example, reimbursement rates for
emergency room visits that had ranged from $10-$25 per visit before the
increases were raised to $29-$133 per visit afterwards.  SRS had projected
that these higher rates would cost the State an additional $9.5 million a year
and that the use of such services would stay fairly constant.  Usage actually
went up 18%, and actual spending per year increased by more than $14.5
million.  We also noted reimbursement rates for inpatient hospital charges
increased fairly consistently across the board.

In 2000, providers were billing much closer to the maximum
amount allowed than they did in 1998.  The most striking example oc-
curred in the area of rehabilitation services for mentally retarded or develop-
mentally disabled people–primarily for targeted case management services.
SRS raised the rate for that service from $30 to $40 during fiscal year 1997.
In fiscal year 1998, even though the rate was $40 per hour, the average
amount providers billed was slightly less than $30 per hour.  By fiscal 2000,
the average amount billed climbed to nearly $37, accounting for approxi-
mately $3 million in increased costs for this service alone.  Providers also
appear to have made major billing errors.  In 1998, for example, one provider
under-billed one procedure by about $4.3 million (submitting bills for $4
instead of $40).

For several different types of services, we saw a number of
shifts to more expensive services being billed under Medicaid when a
range of services was available.   For example, in fiscal year 2000,
providers billed for more clients under the more expensive types of visits to
physician’ offices and emergency rooms.  For home health services, we saw
that both aged and disabled clients were more likely to receive services from
a skilled nurse in 2000 than in 1998.  In 1998, these clients received more
services from home health aides–a service that is reimbursed at a lower rate
than skilled nursing.
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For children enrolled in Medicaid, many of the “medical” special
education services schools provide (such as speech and occupational
therapy) are eligible for federal Medicaid cost-sharing.  Between fiscal years
1998 and 2000, a category with a relatively high monthly reimbursement
rates had a huge increase in disabled clients (+905).  At the same time, all
categories with lower reimbursement rates declined.  In all we identified 470
disabled children whose services had been billed in a lower-paying category
in fiscal year 1998, who were billed in the higher-paying Special Education
category in 2000.

Question 1 Conclusion

............... page 28
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Question 2: What Steps Can be Taken To
Control Increasing Medicaid Costs?

We identified a number of options for controlling costs for
medical services paid for by Medicaid.  The options we identified fell into 3
major categories: limiting enrollment by eliminating “optional” populations and
reducing the length of time specific populations can keep their benefits,
reducing or limiting coverage of non-mandatory services, and ensuring the
State doesn’t pay more than it should or needs to for services.  Some of the
options available to reduce Medicaid costs would represent a significant
departure from the State’s current approach to providing medical services to
low-income individuals, and they may not represent the most desirable
health-care policy over the long term.  However, in light of continually escalat-
ing medical costs and the State’s fiscal constraints, we thought it was impor-
tant to mention them.

OPTION: Reduce Enrollments in the Medicaid Program.  Federal
rules require Medicaid coverage for poor people who are disabled, 65 or older,
children, pregnant women, and family medical recipients.  However, they give
states flexibility in deciding which other populations may become eligible for
Medicaid.

Kansas could reduce the number of optional recipients covered.
Kansas currently covers several “optional” populations:

• certain people who are medically needy but who don’t qualify for
Medicaid because they exceed the set income guidelines

• children receiving adoption subsidy payments who aren’t eligible for
mandatory coverage under Title IV-E

• institutionalized children
• disabled adults who are unable to work and are receiving general

assistance cash payments and some medical coverage while awaiting
eligibility determination for federal SSI payments

Providing medical coverage for these populations, including pharmacy
costs, totaled at least $73.4 million in fiscal year 2001.

............... page 30
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Kansas could make it tougher for “mandatory” populations to
qualify for services. Most of Kansas’ eligibility guidelines are about as
restrictive as they can be, but the State could take at least 2 additional steps
to further restrict eligibility requirements.  First, it could impose more
restrictive limits on the amount of resources that certain population groups
may have before they are eligible for Medicaid coverage.  Second, Kansas
could reduce the level of income that is “disregarded” or “protected” when
considering a person’s income level for Medicaid eligibility purposes.

Kansas could reduce the length of time people are eligible for
services.  Federal Medicaid rules require eligibility to last for a certain period
of time after SRS determines a person is qualified to receive Medicaid
benefits.  Kansas exceeds that minimum by granting Medicaid children 12
months of continuous eligibility, rather than 6 months.  SRS did this to make
Medicaid parallel to HealthWave eligibility.  Kansas also provides 12 months
of medical coverage (versus 6 months required by Medicaid guidelines) for
people no longer eligible for family medical coverage because their earnings
are too high.

OPTION: Reduce or Eliminate Coverage for Non-Mandatory
Services.  Kansas must provide certain medical services for all people
enrolled in Medicaid.  These include inpatient and outpatient hospital,
physician services, lab, home health, managed care, and Medicare buy-in.
Many other services, including but not limited to pharmacy, dental care, and
hospice aren’t mandatory unless the recipients are children.  SRS estimates
the State’s cost for providing these optional services to optional recipients is
at least $93 million.

OPTION: Pay Less for Services

SRS could expand the use of co-payments.  SRS currently
requires a co-payment of $2 for most prescription drugs dispensed.
Although co-payments can’t be required for certain services, such as prenatal
care, requiring Medicaid recipients to make small co-payments for other
services would reduce expenditures and could discourage unnecessary
services.

SRS also could pay less for services if it reduced the errors in
amounts paid to providers.  In April 2000, in its first payment accuracy
review of the Medical Assistance Program, SRS projected that the number of
claims paid inaccurately could be as high as $185 million.  Many of the
problems identified in the review related to documentation problems, but SRS
didn’t follow up to see whether they represented payment problems.  Other
problems not related to documentation included paying for unnecessary or
noncovered services, not billing other insurance first, and keying or other
errors.  SRS could take a number of steps to strengthen its pre-payment and
post-payment reviews of Medicaid claims and its investigations of
questionable claims.

SRS could reduce unnecessary services by systematically
reviewing, analyzing, and acting on Medicaid claims paid data for both
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consumers and providers.  In reviewing this data, SRS needs to look for
trends in diagnoses, in types of services provided, where and by whom
services were provided, and the dates and amounts paid.  In addition, SRS
could develop an aggressive “utilization management” program for people
with extensive medical needs, many of them elderly or disabled.   Very few
aged and only about half of disabled people—the most expensive clients–
are in managed care.  Such a program would ensure that the services
being delivered are appropriate and necessary, that duplicate services are
eliminated, and that costs are being controlled.

SRS also could ensure that services are being provided by
the most cost-effective providers.   In a recent review of home health
services, SRS found that 83% of skilled nursing visits–a service for which
Kansas Medicaid paid $16 million in fiscal year 2000–could have been
provided by a person with less formal training.  That study estimated
Medicaid costs would have been 25%-33% lower in this area ($4-5 million
less) if the service had been performed by the lowest-level qualified
provider.  In this same area, SRS should take steps to ensure that the
State isn’t double paying for services.  The study found the State may be
paying the cost of home health medication management services under
both the waiver programs and under regular Medicaid.

Lastly, to ensure that the State pays less for medical services,
SRS should ensure that State agencies and contractors use all
possible current spending to match federal dollars.   Increases in
Medicaid spending can mean that the State is doing a better job of
maximizing federal funding for services the State must provide.  For
example, beginning in 1995, SRS policies made it easier for schools to bill
Medicaid for medical-related special education services.  Many districts
had been paying for these services anyway, but not submitting them to
Medicaid and receiving the federal match.  School districts are paying the
“local” or “State” share of the funding for these services, so the State’s
costs don’t increase.  There may be other opportunities to claim federal
matching moneys.  We couldn’t look at this issue in-depth during this audit,
but SRS should ensure that State agencies and contractors use all
possible current spending to match federal dollars.

Question 2 Conclusion
Question 2 Recommendations
APPENDIX A:  Scope Statement

APPENDIX B:  Changes in Enrollment, Clients,
and Average Cost Per Client

APPENDIX C:  Agency Response
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This audit was conducted by Laurel Murdie, Allan Foster, Lisa Hoopes, and Jill Shelley.  Cindy Lash
was the audit manager.  If you need any additional information about the audit’s findings, please
contact Ms. Murdie at the Division’s offices.  Our address is: Legislative Division of Post Audit, 800
SW Jackson Street, Suite 1200, Topeka, Kansas 66612.  You also may call us at (785) 296-3792, or
contact us via the Internet at LPA@lpa.state.ks.us.
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Medicaid Cost Containment: Controlling
Costs of Medical Services

The Kansas Medicaid Program provides medical assistance for
about 270,000  Kansans who have very limited income and
resources.  This program, established in Title XIX of the federal
Social Security Act, is funded jointly with federal and State
moneys.  Currently, the federal government pays about 60% of the
costs of health care and the State pays the remaining 40%.

Department of Social and Rehabilitation Services reports show that
total Medicaid expenditures have increased by about $1 billion in
the past 10 years, from $481 million in fiscal year 1991 to $1.5
billion in 2001.  Program spending increased steadily from 1991 to
1998, but began escalating rapidly in 1999.

These increases have prompted legislative concern that Kansas
isn’t doing all it could to contain Medicaid expenditures.  For this
audit, the concerns focused on why medical costs paid for by
Medicaid had increased so much in recent years.

This audit answers the following questions:

1. Why has the cost of medical services in the State’s
Medicaid program increased?

2. What steps can be taken to control increasing Medicaid
costs?

For reporting purposes, we recast the single question shown in the
audit scope statement into the 2 questions listed above.  That scope
statement, approved by the Legislative Post Audit Committee, is
included in Appendix A.

To answer these questions, we obtained data from the Medicaid
Management Information System for claims paid through
November 2001 for services provided in fiscal years 1998 and
2000.  To help identify where and why costs were increasing, we
reviewed changes in the number and types of people using medical
services, the frequency with which they used various types of
services, the reimbursement rates for those services, and SRS’
policies regarding those services.  For all our analyses, we used the
“allowed” amount paid.
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We also looked for policies that would have allowed more people
to become eligible for Medicaid services, or to receive more
services than in the past.  In addition, we interviewed SRS officials
about why changes had been made.  Finally, we reviewed relevant
literature, contacted other states, and interviewed knowledgeable
people to identify things SRS could do to control Medicaid costs.

In conducting this audit, we followed the applicable government
auditing standards set forth by the U.S. General Accounting Office,
except that, because of time constraints, we didn’t test the data
contained in the Medicaid Management Information System
(MMIS).  However, we concluded that the computer-processed
data were reliable enough for the purposes of this audit, for the
following reasons: The MMIS is included in the Statewide audit,
and our review of the findings from the most recent audit identified
no significant problems.  In addition, the recently completed
contracted performance audit: Medicaid Cost Containment:
Controlling Fraud and Abuse included testing of a limited sample
of claims from the MMIS, and again, identified no significant
problems.  Lastly, during this audit, when we found claims that
looked unusual, our follow-up work with agency officials
identified reasonable explanations for the claims.  Our findings
begin on page 9, following a brief overview.
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Overview of Medical Assistance
Provided Under Kansas’ Medicaid Program

Although There Are
Broad National Guidelines
For Medicaid, States Have
A Great Deal of Flexibility
In Developing
Their Programs

Increases in Medicaid
Expenditures Had Slowed
Somewhat In the Mid-
1990s, But Began To
Increase Sharply Again
After 1998

Created in 1965, Medicaid is a joint state and federal program that
provides long-term care and  health care coverage for the needy.
Medicaid is administered by the states, with funding matched by
the federal government.  In Kansas, the matching rate is
approximately 60%, which means the State pays 40% of all joint
expenditures.   (In contrast, Medicare is a federally funded and
administered health insurance program for the elderly, regardless of
income.)

Within limits, states are allowed to set the eligibility standards;
determine the type, amount, duration and scope of services; set
payment reimbursement rates; and administer the overall program.
However, state Medicaid programs generally must provide 3 types
of critical health protection:

� health care for low-income families with children and people
with disabilities

� long-term care for elderly and disabled people
� supplemental coverage for low-income Medicare

beneficiaries to pay for services not covered by Medicare, as
well as for Medicare premiums, deductibles, and co-payments

Federal regulations define mandatory and optional categories for
the people covered—and the services provided—under the
Medicaid Program.  The 60% federal match is provided at the same
level, whether the person served or the service provided is
mandatory or optional.

There are, however, some low-income people who Medicaid
doesn’t cover at all.  For example, adults who aren’t elderly, or
who don’t have a child or a disability, aren’t eligible for Medicaid
no matter how poor they are.  If a state includes any of those people
in its medical assistance program, as Kansas does, it receives no
federal match for their care.

SRS reports show that overall Medicaid spending in Kansas has
increased by more than $1 billion in the past 10 years, from $481
million in fiscal year 1991 to $1.5 billion in 2001, or about 12 %
per year.  As the chart on page 4 shows, although expenditures
have been on a steady rise, they began climbing more steeply in
1999, and officials expect them to continue to climb for the next
several years, approximately 10% in fiscal year 2002 and 7% in
2003.
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Since 1998, Medicaid expenditures have increased in almost
every category of covered service.  SRS generally reports those
expenditures in 3 categories: long-term care, regular medical, and
non-client-specific.

� Long-term care services.  This category refers to costs for residential and
community-based services that are provided in adult care homes and
through home and community based service waiver programs (there are 7
such  programs, the largest of which serve the frail elderly and the
physically disabled).

� Regular medical services.  This category refers to medical services
provided by doctors, hospitals, mental health centers, laboratories, and the
like, as well as medical supplies and transportation.  The medical costs for
people living in nursing homes or group homes are included in this
category.   Pharmacy also is included in this  category.  Pharmacy  refers to
prescription drugs provided to all Medicaid clients, regardless if they live at
home or in long-term care facilities.

� Non-client-specific services.  This category includes intergovernmental
transfer funds (89% of the total in 2001), payments to hospitals that serve a
disproportionate share of indigent people (4%), State match for mental
health centers in order to draw down federal funding (6%), and adjustments
to payments previously made to providers (1%).  Under the
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Intergovernmental Transfer Program, the State gets to draw down and keep
federal dollars, with the amount based on the difference between what the
State paid to nursing facilities under Medicaid and what it would have paid
those facilities if it had reimbursed them at the higher Medicare rate.  The
State pays long-term-care providers $2,500 per quarter for participating in
this program and reimburses the State General Fund for the match it
provided to draw down these funds.  Under the 2000 legislation that set up
the intergovernmental transfer program, the additional moneys to the State
are used 3 ways: 70% goes to the Senior Services Trust Fund, 25% is used
for Medicaid State match, and 5% goes to a loan and grant fund for long-
term care.

The table on the next page details the change in expenditures for
each of these 3 categories from fiscal year 1998 through 2001.  As
the table shows,

� intergovernmental transfer moneys, most of which actually
come back to the State, are included in total spending
reported for Medicaid.  As noted above, most of the moneys
the State gets to keep are held in trust, the income to be used to
aid seniors.

� drug rebates—which effectively reduce the cost of the
pharmacy program—aren’t deducted from the costs
reported for prescription drugs.  Because these rebates are
deposited into the Medicaid Fee Fund, SRS doesn’t report their
offsetting influence when it reports pharmacy expenditures.
Drug rebates totaled about $36 million in fiscal year 2001, or
about 19% of pharmacy expenditures that year.  The State
keeps about 40% – the same share as it pays for claims – or
about $14 million in fiscal year 2001.

� this audit addresses expenditures for only some of the
“regular medical” services.  The group we looked at
accounted for about 25% of the increase in total Medicaid
expenditures between 1998 and 2001 (or about 35% if the
intergovernmental transfer is excluded from the total).
Although long-term residential and community-based care
services aren’t covered in this audit, they will be the focus of
another audit approved by the Legislative Post Audit
Committee.  Cost containment efforts related to prescription
drugs aren’t included because we audited those efforts in
March 2000.  However, updated information about cost
controls in the prescription drug category is provided in the box
on page 7.)





PERFORMANCE AUDIT REPORT
Legislative Division of Post Audit
March 2002

7

Policy Changes in the Pharmacy Program in Fiscal Year 2000
Were Projected To Save About $4 Million Annually

Three changes account for most of the calculated savings:

• instituting a uniform dispensing fee for pharmacists (savings estimated at $1.8 million)
• making it easier for long-term-care pharmacy providers to return medications that aren’t used ($1.4 million)
• not allowing prescriptions to be refilled until 80% of the medication should have been used ($0.5 million)

Policies also  were changed in 2000 in a number of areas to encourage services that are expected to prevent or
postpone additional medical costs.  For example, coverage was added for certain drugs to treat obesity after an
in-house study showed that costs for obese Medicaid recipients were twice those of non-obese recipients.

Similarly, coverage was added for injections to relieve osteoarthritis in knees, which is expected to delay or
prevent costly knee replacement surgery.  Finally, reimbursement rates for flu and pneumonia vaccine were
raised from $2.30 to $10 to encourage providers to promote these cost-effective services.

Lastly,  drug rebate activities and collections continue to be enhanced.  Medicaid laws require pharmaceutical
manufacturers to offer rebates to states based on the volume of drugs purchased. States are responsible for
billing the manufacturers and collecting the amounts due.  Rebates have risen from $16.5 million in fiscal year
1997 (16.5 % of pharmacy expenditures) to $36 million in fiscal year 2001 (19.1% of expenditures).

SRS officials attribute this increase to automation of rebate information and more assertive efforts to collect
moneys due from manufacturers.  Drug rebates effectively reduce the cost of the pharmacy program, but
because these moneys are deposited into the Medicaid  Fee Fund, the Department doesn’t report their
offsetting influence when it reports pharmacy expenditures.
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In Conducting Our Review,
We Focused on Claims
Paid Through November
2001 for Medical Services
Provided in Fiscal Years
1998 and 2000

Question 1: Why Has the Cost of Medical Services in the
State’s Medicaid Program Increased?

Three factors–the number of people getting services, the frequency
with which they use services, and the amount paid per service—
determine how much the State spends on its medical assistance
program.  We saw increases in all three factors when we looked at
changes in spending between fiscal years 1998 and 2000.  First,
enrollment in Medicaid increased by about 3.4 % over the 2 years,
and the percent of enrolled clients who actually used services
increased as well.  Most of the growth was for poverty-level children
who were identified during outreach efforts for HealthWave, but
there also was growth in the number of disabled people and children
in State custody or receiving adoption support.  Having more people
enrolled resulted in more visits to physicians offices and emergency
rooms, which in turn may have caused an increase in use of
diagnostic procedures.  Second, we saw increases in the amount of
services used per person.  This was most striking in the area of home
health services, and SRS has already proposed a number of changes
to better control use of these services.  There were also large per-
person increases for many alcohol and drugs treatment programs and
behavior management programs, particularly by juvenile offenders.
Third, legislatively approved increases in reimbursement rates for
physician and outpatient services, as well as for managed care, have
cost far more than projected, primarily because more people than
anticipated are using those services.  In addition, we found providers
billing closer to the maximum amount allowed for services, as well
as the use of more expensive services than before.

Our detailed findings begin on page 13, following a discussion of
our general methodology, including information about the people
and services we reviewed

Most discussions of Medicaid expenditures focus on the amounts
paid in a given year, regardless of when the services being paid for
actually were provided.  (Medical providers have 12 months from
the date of service to submit bills for payment, and another 12
months to make corrections or adjustments to those bills.)

In our analyses, however, we focused on claims paid through
November 2001 for services provided in 1998 and in 2000.   The
reason: we wanted to address the impact that rate increases may
have had on Program costs, and rate increases generally affect only
those services provided after a certain date, not all payments made
for such services after that date.
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Relatively Few
Services and Groups of
Clients Accounted for
Almost All the Increase in
Regular Medical Costs
Between 1998 and 2000

We chose fiscal year 1998 because it was the last year before SRS’
outreach campaign for HealthWave, which resulted in the
identification and enrollment of a large number of new Medicaid-
eligible recipients.  We chose fiscal year 2000 because it was the
last year for which complete billing data were available at the time
our audit was being conducted.

We analyzed 7.9 million individual claims paid for services
provided in fiscal years 1998 and 2000.  Each claim had
information about the specific medical procedure performed, its
cost, and the type of person receiving the service.

In all, 9 types of medical services provided in 1998 and 2000
accounted for much of the increase in non-pharmacy, regular
medical costs.  Our analysis showed that the increase in cost for
these 9 services accounted for 90% of the total increase in costs for
non-pharmacy regular medical services in the 2 years (some of the
other services decreased in cost).  That information is shown in the
following table.

As the table shows, expenditures for these 9 types of services rose
more than 20% in just 2 years.  That increase ranged from 3.2% to
more than 80%.  Because these 9 services accounted for essentially
all the increase in costs between 1998 and 2000, we focused our
review of claims on these services.

Change in Costs for Regular Medical Services (Excluding Pharmacy)
For Services Provided in Fiscal Years 1998 and 2000

(in millions)

Type of Service FY 98 Costs FY 00 Costs Change from FY 98

Managed Care $    18.2 $    33.5 $   15.4 84.6%
Rehabilitation 19.1 34.0 14.9 77.6
Physician Services 55.1 67.3 12.2 22.1
Home Health (medical only) 23.4 32.4 9.0 38.4
Early Intervention (mostly special ed.) 26.7 34.3 7.6 28.4
Outpatient Hospital 14.1 20.6 6.6 46.8
Inpatient Hospital 173.0 178.5 5.4 3.2
Transportation 4.4 7.0 2.5 57.4
Mental Health 38.0 39.6 1.6 4.2

SUBTOTAL $ 372.0 $ 447.2  $ 75.2 20.2%

All Other Services $ 51.4 $  59.2  $ 7.8 15.2%

TOTAL $ 423.4 $ 506.4  $ 83.0 19.6%

Source: LPA analysis of claims paid through November 2001 for services provided in fiscal years 1998 and 2000; Kansas
Medicaid Management Information System (MMIS) claims data.
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Definitions for Types of Clients Enrolled in Medicaid

� Poverty-Level Children:  Children under 19 who aren’t financially eligible for Supplemental Security
Insurance (SSI) or the Family Medical Program (formerly Temporary Aid to Families or TAF). and whose
income doesn’t exceed 150% (infants) 133% (for ages 1 to 5) and 100% (for ages 6 to 18) of federal
poverty level.

� Poverty-Level Pregnant Women:  Pregnant women who aren’t financially eligible for Supplemental
Security Insurance (SSI) or the Family Medical Program (formerly Temporary Aid to Families or TAF) and
whose income doesn’t exceed 150% of federal poverty level.

� Family Medical (formerly TAF):  Coverage for low-income families with dependent children.
� Disabled < 65:  Adult or child recipients of SSI whose countable income doesn’t exceed allowable limits.

Adults must have a disability that prevents them from working.  Children must have a disability that
results in severe functional limitations.

� Aged > 65:  Recipients of federal SSI payments who are 65 or older and whose countable income
doesn’t exceed allowable limits.  Some of these individuals are covered by Medicaid waivers, which are
designed to save money by keeping them out of more expensive institutional care.

� Children in State Custody:  All foster care children who are in the custody of SRS, recipients of
adoption subsidy,  and juvenile offenders in the custody of the Juvenile Justice Authority.

� Medicare Cost Sharing: Low-income Medicare beneficiaries are eligible to have Medicaid pay all or
some portion of their Medicare premiums, deductibles, and co-payments.

� General Assistance:  Low-income disabled adults who are unable to work for at least 12 months, have
limited resources, and are waiting a decision on SSI eligibility.

� Medically Needy:  Children and people who are aged, disabled, or pregnant who have very high medical
expenses but whose income is otherwise above allowable limits.

� Other:  Includes data for people without a population code assigned, and refugees, people with
tuberculosis, the working disabled, and people with breast/cervical cancer.

In all, 4 types of Medicaid clients accounted for an amount
exceeding the increase in the regular medical services we
reviewed.  In analyzing the claims data to see which types of
Medicaid clients received regular medical services, we grouped
SRS’ 40 eligibility categories into broader categories.  Definitions
for these groups of clients are shown in the box below.

The table on the next page shows the cost increases for each type
of service included in our sample, and each client group that got
those services.

As the table shows, 4 groups of clients accounted for an amount
exceeding the increase in costs for these services between 1998 and
2000:

� disabled people under age 65
� aged people 65 or older
� poverty-level children
� children in State custody

For disabled people, the table shows there were significant
increases (noted with shading) in nearly every service area.  For the
3 other groups, significant cost increases tended to be limited to 1
or 2 types of services.
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Between fiscal years 1998 and 2000, SRS took a number of
actions that increased the number of people enrolled in
Medicaid.   Some of these actions were taken at the Legislature’s
specific direction, others were initiated by agency officials, and one
was in response to federal mandates.  As the following table shows,
these changes significantly affected the 4 client groups primarily
responsible for the large increases in costs:

In addition, at least 2 changes in State and federal law increased the
number of children in State custody who received Medicaid
services.  Our analyses of Medicaid clients showed that children
receiving adoption support increased by 33% and the number of
children in custody of the Juvenile Justice Authority (JJA)
increased by 42%.  On page 17, we’ve summarized the changes
that most likely contributed to these increases:

Changes that Increased Enrollments from FY 1998 to 2000 Population Affected and
Estimated Cost Impact

SRS’s Outreach Efforts :

! SRS’ Healthwave recruitment efforts helped identify many
more poverty-level children who were eligible for Medicaid. 
In trying to identify children eligible for Healthwave, SRS found
more than 20,000 additional children that were eligible for
Medicaid.

! More people coming off the waiting list for Home and
Community Based Services (HCBS). Once a person is covered
by the HCBS waiver, it’s easier for them to qualify for Medicaid.

! A new HCBS waiver for children and adolescents with severe
emotional disturbances (SED) was created in 1997, but
services weren’t provided until early in calendar year 1998.  The
1997 legislature appropriated $1 million  for this children's mental
health initiative.

Poverty-level children/pregnant
women

Estimated cost impact = 
$15.4 million

Disabled and Frail Elderly Clients
Estimated cost impact = 

$900,000

Disabled Children 
Estimated cost impact = 

$1.5 million

Changes that Loosened Eligibility Requirements:  

! Counting less of the applicant’s income.  SRS made several
changes in eligibility requirements that caused less income to be
counted when determining eligibility.

! Cash assistance eligibility was no longer tied to Medicaid
eligibility. By federal requirement, even if a person isn’t eligible
for cash assistance he or she may still be eligible for Medicaid.

Poverty-level children/pregnant
women

Aged over 65
Disabled children and adults

Poverty-level children/pregnant
women

Can’t quantify estimated impacts

Changes that May Have Made Access Easier:

! In-person interviews are no longer required and applications
are centrally processed.  People can now mail-in their
applications.

! Verification of eligibility simplified.  Only 2 months, instead of
3 months, of pay stubs are required to verify income.

Poverty-level children/pregnant
women

All applicants

Poverty-level children
Estimated cost impact =

$15.4 million
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of health and medicine, would reasonably expect the absence of
immediate medical attention to result in serious harm.  Before this
ruling, many Medicaid claims had been denied as being not serious
enough to require emergency room care.  However, hospitals still
would have been required to provide emergency care services.

Our analyses showed that the number of Medicaid clients using
emergency room services went up 24% between 1998 and 2000.
For the 4 client groups we focused on, that number went up 48%,
and when combined with the rate increases for these services,
caused a cost increase of $2.4 million.  For these same client
groups,12% more people got office visits in 2000, and again, when
that increase is combined with the rate increases for these services,
it caused costs to increase nearly $4.0 million.

A combination of factors apparently brought more clients in
through the “front door” of the medical system.  For our 4
population groups we noted large increases in the number and
percent of clients who had office visits, emergency room visits,
intensive neonatal care, and the like between 1998 and 2000.  At
least 2 factors appeared to contribute to these increases:

! the change in the prudent layperson standard mentioned above.

! significant increases in rates for these types of services
(described in more detail later), which had been reimbursed at
historically low levels.  These rate increases might have
encouraged more doctors to provide services to Medicaid
clients, and may have resulted in more doctors and emergency
rooms submitting bills that they otherwise would have written
off.

Although these factors impacted all clients regardless of their
eligibility status, most of the increases caused by these factors
involved disabled people under 65 and poverty-level children.

Increases in the number of clients seeing the doctor or going to
the emergency room also appeared to have a ripple effect,
resulting in more diagnostic services being performed.    The
table on page 19 shows large increases in certain diagnostic
procedures for disabled clients.  The number of clients receiving
such services increased most for services that also had large rate
hikes, but they also increased for diagnostic services where the
reimbursement rates were unchanged.
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We saw an overall increase in the percent of disabled and aged
clients being hospitalized.  For disabled clients, those increases
generally were for many different types of diagnoses, although the
largest increases were for mental health treatments (psychoses),
digestive disorders, and respiratory disorders (including pneumonia
and chronic pulmonary obstructive disease).  For aged clients, the
largest increases in hospital admissions were for respiratory
disorders such as pneumonia and other diseases, including heart
failure.

We weren’t able to tell why more disabled and aged clients were
hospitalized.  Oftentimes, changes in the numbers of clients
hospitalized for any particular reason were very small.  But
depending on how serious or complex the client’s problem was,
small differences could have a large impact on the costs.  For
example, for the time period we reviewed, only 9 more disabled
clients received a cardiac valve, which accounted for increased
costs of $472,432.  In addition, 5 more aged clients received a
tracheostomy in 1998 compared to 2000, causing a cost increase of
$371,193.

Factors Relating to Increases in the Number of Services
Each Client Receives

The “units” of service a client receives can range from a 15-minute
meeting with a case manager, to one hour of group psychotherapy
treatment, to one day of residential therapy in a group home, to an
entire stay in the hospital, to one month of medical-related special
education services.  Because of this variety, it’s difficult to make
overall statements about changes in the average number of services
Medicaid clients receive.

Nonetheless, our review of the claims paid data for the population
groups and services we focused on revealed a number of important
patterns or trends in the average number of services provided per
client, as described below:

The number of “units” of home health services grew by almost 90
per disabled client between 1998 and 2000 (a 44% increase), and
by almost 22 units of service (40%) for aged clients.  The table on
the following page shows some of those increases for individual
types of procedures:

Medicaid spends a considerable amount of money for such home
health services.  For example, in fiscal year 2000 it spent more than
$16 million on skilled nursing services for the disabled and aged.

We Saw a Large Increase
in the Number of
Home Health Services
Each
Disabled and Elderly
Client Received
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We’ve outlined the client groups impacted and the specific
procedures below:

For disabled clients under age 65:
! alcohol and drug group outpatient therapy,15 more units per

person in 2000 than in 1998.
! alcohol and drug adult intermediate treatment, 8 more units per

person in 2000.
! Paclitaxel, 19 more units per person in 2000 than in 1998

(Paclitaxel is a cancer fighting drug and is often used to fight
ovarian cancer)

! Carboplatin,16 more units per person in 2000. (Carboplatin is
chemotherapy used to fight ovarian cancer.)

! adult pyschosocial group treatment, 40 more units per person in
2000 than in 1998.

For children in State custody:
! alcohol and drug group outpatient therapy, 13 more units per

person in 2000 than in 1998.
! behavior management community-based residential treatment

for dually diagnosed youth, increased 227 units per person.

Some children are receiving more services because they’re
eligible for Medicaid for longer periods of time.  A change in
SRS policy effective January 1999 provided 12 months of
continuous eligibility for children enrolled in Medicaid, regardless
of changes to family income. This change was designed to prevent
“churning,” where clients would drop in and out of eligibility.  Our
analysis showed that poverty-level children receiving managed care
services were covered on an average, of one month longer in fiscal
year 2000 compared to 1998.  This lengthened period of eligibility
also gives children more time in which to receive other medical
services funded by Medicaid.

Increases in the average amount paid for services covered under
Medicaid could be caused by a variety of factors, including rate
hikes, the use of more expensive services, and the amount
providers bill.  Together, such changes impact the average cost per
client who uses such services.

Factors Relating to Increases in the Amount Paid Per Service
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Given the unexpected increase in the number of Medicaid-eligible
children who were identified during the State’s outreach efforts for
HealthWave, however, actual spending per year for capitated
managed care actually increased by about $25 million.

Reimbursement rates for inpatient hospital charges also
increased fairly consistently across the board.  Each year SRS
reviews cost reports filed by hospitals, and prices out an average rate
for each diagnostic-related group (DRG).  It then adjusts the rates to
reimburse hospitals for 100% of the average cost of each DRG.
Individual hospitals may not receive an overall increase in payments;
however, because of changes in weights assigned to each DRG.

We noted numerous instances where providers had billed less than
the maximum allowed in 1998, but were billing closer to the
maximum allowed rates by 2000.  The most striking example
occurred in the area of rehabilitation services for mentally retarded or
developmentally disabled people—primarily for targeted case
management services.

SRS raised the rate for that service from $30 to $40 per hour during
fiscal year 1997.  In fiscal year 1998, even though the rate was $40
per hour, the average amount providers billed was slightly less than
$30 per hour.  By fiscal year 2000, the average amount billed had
climbed to nearly $37.  The overall increase in the average billed
amount was responsible for approximately $3 million in increased
costs for this service alone.

In several cases, providers also appeared to have made major errors
in billing.  In 1998, one provider appeared to have under-billed one
procedure by about $4.3 million.  SRS pays the amount providers
bill, up to the maximum allowed for each procedure.

Medicaid is increasingly being billed for more complex or expensive
services when a range of services is available.  Although some
clients will have more complex needs than others, we wouldn’t
expect to see patterns of overall shifts in the services provided.  We
saw this with several different types of services, as described below:

a. Visits to physician’ offices and emergency rooms.  As the
table on the next page shows, more of the growth in clients
between 1998 and 2000 was for services that were more
complex or costly.  We saw the same pattern with poverty-
level children’s use of these services.

Some Providers Started
Billing Medicaid
For Much Closer to the
Maximum Amount Allowed

We Saw a Number of Shifts
To More Expensive
Providers and Services
Being Billed Under
Medicaid
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rates declined (a total of -1,055 clients).  In all, we
identified 470 disabled children whose services had been
billed in a lower-paying category in fiscal year 1998, who
were billed in the higher-paying Special Education category
in 2000.

While this type of reclassification increases Medicaid
expenditures, it doesn’t cost the State any more money, and
helps school districts draw down more federal match.
That’s because school districts “pay” the State share as a
certified match.  That is, they use the money they were
already spending on services for these children as the
required match.  When the monthly rates for children are
higher, the draw-down of federal funds is greater.

Costs have increased for regular medical services in the Medicaid
Program because of a complex, interrelated web of factors
involving the number of people enrolled in the Program, the
amount of services they use, and the amount paid for those
services.  More clients who are disabled, aged, or children are
enrolled in Medicaid now than in the past, and more of the clients
enrolled are receiving services, including some costly inpatient
services for disabled or aged clients.  On average, each disabled or
aged client uses more services now than before—primarily in the
areas of home health services, certain alcohol and drug therapies or
treatments, and special education services.  Also, children in State
custody (particularly juvenile offenders) now receive many more
Medicaid-covered residential and treatment services on average for
behavioral, mental health, or alcohol and drug problems.  Rates for
many services have increased, but the decision to raise rates for
physician and outpatient services has cost far more than originally
anticipated, largely because of increases in the number of people
using those services and increases in the number of services used
per person.  In some cases, we also saw a number of shifts to using
more expensive services once rates were increased or new higher-
cost services were offered.

Many of these increases have been the byproduct of legislative or
agency decisions to broaden the safety net for low-income adults
and children, but some decisions clearly appear to have had
unexpected consequences.  The next question presents options for
controlling increases in Medicaid costs, which include identifying
and monitoring expected outcomes of decisions relating to
eligibility, coverage, and rates under the Medicaid Program.

CONCLUSION



30 PERFORMANCE AUDIT REPORT
Legislative Division of Post Audit

March 2002

The options we identified fell into 3 major categories:

� Limiting enrollment by eliminating “optional” populations, and
reducing the length of time specific populations can keep their
benefits

� Reduce or limit coverage of non-mandatory services
� Ensuring the State pays less for services

Some of the options available to reduce Medicaid costs would
represent a significant departure from the State’s current approach
to providing medical services to low-income individuals, and they
may not represent the most desirable health-care policy over the
long term.  However, in light of continually escalating medical
costs and the State’s fiscal constraints, we thought it was important
to identify them.

We Identified a Number of
Options for Controlling
Costs For Medical Services
Paid for by Medicaid

Question 2:  What Steps Can Be Taken to Control Increasing
Medicaid Costs?

OPTION: REDUCE ENROLLMENT IN THE MEDICIAID PROGRAM

Reduce the Number of Optional Recipients Covered

Federal rules require Medicaid coverage for poor people who are
disabled, 65 or older, children, pregnant women, and family
medical recipients.  However, they give states flexibility in
deciding which other populations may become eligible for
Medicaid.

Kansas covers some “optional” populations, including:

� certain people who are “medically needy” but who don’t
qualify for Medicaid coverage because they exceed the set
income guidelines

� all children receiving adoption subsidy payments who aren’t
eligible for mandatory coverage under Title IV-E (basically,
they don’t qualify for family medical)

� institutionalized children
� disabled adults who are unable to work and are receiving

general assistance of cash payments and some medical
coverage while they’re awaiting an eligibility determination for
federal SSI payments
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Make It Tougher for “Mandatory” Populations To Qualify for
Services

Medicaid Program guidelines specify certain minimal eligibility
requirements states must follow.  Kansas eligibility guidelines in most
areas are about as restrictive as they can be, but it could take steps to
reduce eligibility in 2 ways:

� imposing limits on the amount of resources certain groups may
have before they are eligible for Medicaid coverage.  States can
set limits on the value of a person’s assets (home, car, personal
belongings, etc.) that isn’t counted when considering whether that
person meets income limits for Medicaid eligibility.  For example,
single individuals applying for Medicaid coverage for long-term
care expenses can have only $2,000 in “countable” assets.
Implementing a resource test could have an effect on people in the
Family Medical Program (formerly TAF), poverty level pregnant
women and children up to 18, and on certain newborns.

� reducing the levels of income “disregarded” or “protected”
when considering a person’s income level for Medicaid
eligibility purposes.  SRS recently increased these amounts by
$110 for poverty-level eligible children (estimated impact of
$700,000) and by a total of about $60 since 1998 for disabled
people (no estimate available).   In its Briefing on the SRS 2003
Budget Proposal, SRS proposed to reduce the protected income
level for people who became eligible for Medicaid under the HCBS
waiver from $716 to $475 per month.

Reduce the Length of Time People Are Eligible for Services

Federal Medicaid rules require eligibility to last for a certain period of
time after SRS determines a person is qualified to receive Medicaid
benefits.  In certain areas, Kansas exceeds that minimum.  For example,

� In 1999, SRS changed its policy to grant Medicaid children 12
months of continuous eligibility, rather than the 6 months federal
rules require.  They did this to make Medicaid parallel to
HealthWave.  This additional eligibility cost the State an estimated
$1.7 million.

� Kansas provides 12 months of medical coverage for people no
longer eligible for Family Medical coverage because their earnings
were too high.  Medicaid guidelines require only 6 months.
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SRS recently decided to limit the length of time people can receive
benefits under the General Assistance Program to 24 months,
effective July 2002.

The State must provide certain services for all people enrolled in
Medicaid.  These include inpatient and outpatient hospital,
physician services, lab, home health,  and Medicare buy-in.  Many
other services Kansas provides aren’t mandatory, however, unless
the recipients are children.  SRS estimates the State’s cost for
providing these optional services to optional recipients is $93.1
million.  This information is shown in the following table:

Regular Medical Expenditures for Mandatory and Optional Services

OPTION: Reduce or Eliminate Coverage for Non-Mandatory Services

Fiscal Year 2001  (in millions)

Expenditures Expenditures for State’s Cost for
For Required Services Not Services

Services Required Not Required

Mandatory services (a) $ 304.8    $ 0.0 $  0.0

Optional services
Pharmacy 26.0 179.0 71.6
Mental Health Centers 9.2 18.7 7.5
Early Intervention (spec. ed.) 18.7 2.1 .8
Supplies 4.2 9.0 3.6
Dental 9.0 .8 .3
Behavior Management 0.0 9.5 3.8
FE Targeted Case Management 0.0 6.4 2.6
Hospice .9 2.7 1.1
Alcohol & Drug Abuse 0.0 3.2 .9
Vision 1.4 .9 .4
Local Health 0.8 .3 .1
Psychologist .4 .5 .2
Ambulatory Surgery .2 .3 .1
Hearing .1 .3 .1
Chiropractor 0.0 <.001            <.001

Subtotal, optional services $  70.9 $ 233.7 $ 93.1

Total (b) $ 375.7 $ 233.7 $ 93.1

(a) primarily inpatient and outpatient hospital, physician services, lab, home health, and Medicare buy-in.
(b) This table excludes $29.2 million in expenditures because SRS wasn’t able to link those expenditures to

specific population groups.  As a result, we couldn’t accurately divide the expenditures between
mandatory and optional recipients.

Source: SRS Fiscal Section
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OPTION: Pay Less for Services

Expand the Use of Co-Payments

The Department currently requires a co-payment of $2 for most
prescription drugs dispensed.  Although co-payments can’t be
required for certain services, such as prenatal care, requiring Medicaid
recipients to make small co-payments for other services would reduce
expenditures and could discourage unnecessary services.

For the medical services in our sample, if a $2 co-payment for each
physician “visit” had been in effect and paid in fiscal year 2000, the
State would have spent about $1.7 million less.  It should be noted,
however, that services can’t be denied if a person fails to meet the co-
payment requirement.

Reduce Errors in Amounts Paid to Providers

In April 2000, SRS reported the results of its first payment accuracy
review of the Medical Assistance Program.  That review involved
looking at 600 claims paid totaling about $538,000 from March 1999,
and determining whether the service billed had actually been
provided, whether medical records supported what the provider billed
for, and whether the Medicaid Management Information System paid
the claim correctly.  SRS summarized the number and dollar amount
of the errors identified as follows:

# of $ Paid
Description of Error Occurrences Inaccurately

Incomplete documentation 67 $13,274
Absent documentation 15 5,210
Lack of medical necessity 18 7,940
Incorrect units billed 10 $2,524
Payment calculated incorrectly by system 8 73
DRG incorrectly reported 4 3,648
Noncovered services 3 145
Other insurance not billed first 3 9,363
Keying error 3 1,448
PRO’s submitted adjustment not provided 2 72
Duplicate billing by same provider 1 65
Edit problem 1 7,300
Lack of referral from primary care physician 1 7
Incorrect procedure coding 1 75

Service provided beyond program limits 1 403
Provider blames software for keying prob. 1 750
Date discrepancy 1 3,187
Outpatient or observation billed as inpatient 1 1,427
TOTAL 142 $66,374
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In all, 99% of the amount paid in error involved claims that had
been overpaid.

Based on these results, SRS calculated an overall payment accuracy
rate of 76% with a margin of error of 9%. Projecting the sample
results to the whole, SRS indicated the number of claims paid
inaccurately could be as high as $185 million.  Many of the
problems identified related to documentation, which SRS didn’t
pursue further in this review.  Thus, it’s not possible to know
whether documentation existed to justify the service provided and
simply wasn’t sent in, or whether documentation didn’t exist,
didn’t support the services provided, etc.

Excluding the documentation problems, SRS determined that 77%
of the remaining errors were associated with inadvertent billing
errors made by providers, 18% were associated with errors made
by the fiscal agent in adjudicating claims, and 5% were
“questionable” errors (questions were raised about the intentions of
the provider to bill accurately, but no intent was proven).

SRS officials indicated they have increased efforts to get providers
to submit documentation since that first study, and they were in the
process of completing a second review at the time this audit was
written.  Because of the large dollars involved when claims are
paid incorrectly or inappropriately, these results suggest there are
still many things SRS could do to strengthen pre- and post-payment
reviews processing of Medicaid claims, and investigation of
questionable claims to ensure the State doesn’t pay more than it
should.

Reduce Unnecessary Services

As described earlier, we saw increases in the percentage of enrolled
beneficiaries who used services between 1998 and 2000, and
increases in the use of more expensive services.  The following
options are designed to help identify and control such increases.

� Monitor trends in usage.  As one of the largest providers of
health care services in Kansas, SRS also should systematically
review, analyze, and act on Medicaid claims paid data for both
consumers and providers (including diagnoses, types of
services provided, where and by whom services were provided,
and the dates and amounts paid).  That includes monitoring and
comparing expenditure and usage information against expected
outcomes to identify costs or utilization rates that are rising
higher than expected or that are different from what was
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expected.  Monitoring could identify, for example, repeated
visits to the emergency room by individuals and alert physicians
to better manage health care for the emergency room users.

� Coordinate care for beneficiaries not currently under managed
care.  Very few elderly and only about half  of disabled people—
the most expensive beneficiaries—are in managed care.
Capitated managed care programs may not work because of the
difficulty in establishing appropriate rates for people with widely
varying medical needs, and because of the need to ensure that
their access to services isn’t limited inappropriately.

However, developing an aggressive “utilization management”
program for people with extensive medical needs, many of them
elderly or disabled, would help ensure that the services being
delivered are appropriate and necessary, that duplicate services
are eliminated, and that costs are being controlled.  SRS could
do this with policies specifying preferred medical utilization, or
it could use a medical services coordinator for each beneficiary
with extensive medical needs.  This coordinator’s duties could
include ensuring the person received routine and preventative
medical care, that medical care follows current “best practices”
for treating that person’s conditions or illnesses, and that each
beneficiary received sufficient (not necessarily all possible)
medical services.  SRS would need to investigate these
alternatives and determine the most cost-effective management
technique.

Ensure Services Are Being Provided by the Most Cost-Effective
Providers

Also, as noted earlier SRS’ recent review of home health services
found that 83% of skilled nursing visits—a service for which
Kansas Medicaid paid $16 million in fiscal year 2000—could have
been provided by a person with less formal training.  That study
estimated Medicaid could have saved 25%-33% of its costs in this
area ($4-5 million) by having the service performed by the lowest-
level qualified provider.  SRS officials told us they are taking steps
to change policies and provide additional training to home health
providers.  This is an area that needs to be monitored closely.

According to SRS officials, if “treatable” diseases like asthma,
diabetes, congestive heart disease, and the like are appropriately
managed, clients should almost never have to be treated for them in
the hospital.  For the services we reviewed during this audit,
however, disabled adults had increases in hospitalizations for
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pneumonia, as did aged individuals.  SRS recently raised
reimbursement rates for flu and pneumonia vaccines from $2.30 to
$10, but there may be other opportunities to encourage preventive
care and more cost-effective treatments for such conditions.

Ensure the State Isn’t Double Paying for Services

SRS officials found that the State may be paying the cost of
medication management services to providers of the services both
under the waiver programs and under regular Medicaid. SRS
officials told us they expect to determine whether other types of
services, such as hospice services, also are being paid “twice.”  Other
problems could exist.  For example, a recent audit of Idaho’s
Medicaid program noted that a recipient could receive psychosocial
treatments as part of an approved service plan, while getting
potentially duplicative services by visiting a private mental health
clinic or receiving targeted case management from a private provider.

Ensure That State and Local Agencies Are Claiming All the
Federal Matching Moneys They Can

Increases in Medicaid spending can mean the State is doing a better
job of maximizing federal funding for services the State must
provide.  For example, beginning in 1995 SRS policies made it easier
for schools to bill Medicaid for medical-related special education
services by providing a single code for all the services provided to a
child during a month.  Many districts had been paying for those
services anyway, but not submitting them to Medicaid and receiving
the federal match.  Those districts are paying the “local” share of
funding for these services, so the State’s costs don’t increase.

There may be other opportunities.  We couldn’t look at this issue in-
depth during this audit, but SRS should ensure that State agencies
and contractors use all possible current spending to match federal
dollars.  The Department also could work with the Department of
Education and the Department of Health and Environment to ensure
local school districts, health departments, and others are doing the
same.
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As noted earlier, medical service costs under Medicaid have
increased because of a combination of factors related to the
number of people enrolled, the number of services they receive,
and the amount paid per service.  Adjusting any one of these
factors can have a significant impact on the Program’s costs.
Given the State’s budget woes and its finite resources, difficult
policy decisions may have to be made in the short-term about who
can receive Medicaid services, and which services are covered.
However, SRS officials also can and should take a number of
administrative actions to ensure that the Program doesn’t pay more
than it should—or than the Legislature or SRS intended—for
medical assistance services.  Given the huge dollars involved and
the complexity of the Program, it’s incumbent on both the
Legislature and SRS to provide sufficient resources to ensure that
trends in costs and usage are systematically and aggressively
monitored, analyzed, reported on, and acted on.

1. If the Medicaid Program must be cut significantly because of
shortfalls in the State’s budget, the appropriate legislative
committees should consider the options presented on pages 30,
31, and 33 of this report for reducing enrollment in the
Program.  These options include reducing the number of
optional recipients covered, and reducing or eliminating
coverage for non-mandatory services.

2. To reduce the number of people eligible for Medicaid, the
Department of Social and Rehabilitation Services should
consider the options presented on page 32 of this report.  These
options include imposing limits on the amount of resources
certain groups may have before they are eligible for Medicaid
coverage, and reducing the levels of income “disregarded” or
“protected” when considering a person’s income level for
Medicaid eligibility purposes.  Also, to reduce the length of
time people are eligible for services, SRS should consider
dropping its eligibility requirements to the minimums required
under federal guidelines.  In considering these options, SRS
should document the anticipated cost savings from making
such changes, and any other anticipated impacts those changes
would have, and should report that information to the
appropriate legislative committees.

3. To ensure that the State doesn’t pay more than it should or
needs to for medical services under the Medicaid Program,
SRS should consider the options presented on pages 34-37 of
this report.  Those options call for SRS to do the following:

CONCLUSION

RECOMMENDATIONS
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a. consider expanding the co-payments Medicaid clients must
pay for medical services under Medicaid.  As part of this
effort, SRS should document the anticipated cost savings from
requiring small co-payments for these services, and any other
anticipated impacts those co-payments would have, and should
report that information to the appropriate legislative
committees.

b. reduce the number of errors in the amounts paid to providers.
In this area, SRS should continue to conduct systematic
payment accuracy reviews for the program, follow-up with
providers who don’t submit documentation to support the
claims they submit, and take prompt action to address the
types of problems identified in those studies.  By August 1,
SRS should report the findings of its most recent payment
accuracy study—as well as its plan for addressing payment
errors—to the Legislative Post Audit Committee and other
appropriate legislative committees.

c. assign or obtain the resources necessary to systematically
analyze Medicaid claims data, including, at minimum,
analyzing data based on diagnoses, types of services provided,
where and by whom services were provided, and the dates and
amounts paid.  SRS should also monitor and compare actual
expenditure and usage information against expected outcomes
to identify costs or utilization rates that are rising higher than
expected or that are different from what was expected.  SRS
should report to the Legislative Post Audit Committee within
6 months from the date of this report on it’s progress in
implementing the above recommendation.

d. develop an aggressive “utilization management” program for
people with extensive medical needs, many of them elderly or
disabled, to ensure the services they receive are appropriate
and necessary, that those services are being provided by the
most cost-effective providers, and that costs are being
controlled.

e. identify the extent to which other services besides home health
medication management services are being paid “twice” under
the Medicaid Program and the Home and Community Based
Services waiver programs, and take immediate steps to change
policies and stop such payments if they are occurring.

f. ensure that State agencies and contractors use all possible
current spending to match federal dollars.
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APPENDIX A

Scope Statement

This appendix contains the scope statement approved by the Legislative Post
Audit Committee for this audit on August 29, 2001.  The audit was requested by the
Interim Committee on Ways and Means/Appropriations.
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SCOPE STATEMENT

Medicaid Cost Containment: Controlling Costs of Medical Services

Medicaid is a federal/State matching-funds program for preventive, primary, and
acute health services for low-income individuals, children, and families.  The Medical Policy/
Medicaid Program is the third largest purchaser of health care services in Kansas, after
Medicare and Blue Cross/Blue Shield, and the single largest purchaser of children’s health
care services.  For Fiscal Year 2001, the total Medicaid budget was $1.3 billion.

In addition to funding health care services, Medicaid is the major source of financing
for other programs in Kansas.  For example, more than $583 million was spent on long term
care programs for the elderly and disabled in Fiscal Year 2000.  All services provided by
the Medical Policy/Medicaid Program are financed through a combination of State and
federal dollars under Title XIX (Medicaid) or Title XXI (State’s Children’s Insurance
Program, or HealthWave).

Medicaid costs have risen sharply in recent years.  For example, medical assistance
costs rose from $544 million in Fiscal Year 1999 to an expected $730 million for Fiscal Year
2002, a 34% increase in 4 years.  These increases have prompted legislative concern that
Kansas isn’t doing all it could to contain Medicaid expenditures.  Audits examining cost
containment in the Program would focus on 5 key areas:

� Controlling growth in caseloads
� Controlling the types and cost of covered medical services (including mental health

and substance abuse treatment)
� Controlling the provision of residential services (including nursing homes, hospitals,

and group homes)
� Controlling fraud and abuse
� Controlling the cost of prescription drugs

The prescription drug issue was audited in detail in our March 2000 performance
audit, Reviewing the Medicaid Program’s Use of Generic Drugs.  A performance audit
dealing with controlling the cost of medical services would address the following question:

1. What measures does the Department of SRS take to control medical
services and costs in the State’s Medicaid program, and do those measures
seem reasonable?  We would focus our efforts on the programs that receive the
greatest amounts of Medicaid moneys–nursing homes, HCBS waivers for the
developmentally disabled and the physically disabled, and Temporary Assistance
for Families.  In the area of medical services,  we would look at policies limiting the
number and type of services people can receive, and whether preventive and lower
cost services are being adequately emphasized.  In the area of costs, we would look
at co-pay levels, whether 3rd party reimbursements are being received,  whether
people receive the lowest cost service that meets their needs, and whether Kansas
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is receiving all the federal reimbursement for which it is eligible. We would compare
Kansas’ practices to innovative practices identified in other states, and, where
applicable, would review utilization data from the Medicaid Management
Information System, and do other testwork as necessary.

Estimated completion time: 12-16 weeks
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APPENDIX B

Changes in Enrollment, Consumers, and Average Cost Per Consumer

This appendix contains a summary of our analyses of paid claims data for fiscal
years 1998 and 2000 from the Medicaid Management Information System, showing the
changes in enrollment, consumers, and the average cost per consumer by eligibility
group.
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Appendix B

Changes in Enrollment, Clients, and Average Cost Per Client

Consumer Group (a) # # Enrolled
1998

# Enrolled
2000

% Clients
1998 %

Consumers

% Clients
2000

Avg. Cost Per
Client
1998

Avg. Cost Per
Client
2000

$ Change,
Cost Per
Client

Poverty-Level Eligible Children (PLE) 74,292 99,244 89.4% 92.7% $801 $769 ($32)

Family Medical (formerly TAF) (b) 76,914 56,829 88.2% 89.6% $885 $1,099 $214

Aged > 65 29,323 29,376 57.8% 55.9% $2,030 $2,843 $813

Disabled <65 43,563 45,815 88.5% 89.3% $4,408 $5,038 $630

Medicare Cost Share 5,564 6,531 45.9% 42.0% $1,519 $1,577 $58

Children in State Custody 10,263 11,843 79.0% 79.8% $2,211 $3,043 $832

General Assistance 2,733 2,535 89.1% 91.5% $1,253 $1,478 $224

Medically Needy 2,433 1,133 38.7% 38.7% $1,502 $1,572 $70

Poverty-level Pregnant Women 12,293 12,911 87.9% 89.7% $2,228 $2,250 $22

Other 938 1,503 81.0% 86.8% $2,921 $2,874 ($47)

Total 258,946 267,720 83.5% 85.3% $1,722 $1,959 $237

Source: LPA analysis of FY 1998 and 2000 Medicaid Management Information System (MMIS) claim data.
(a) There are 40 different eligibility groups or populations eligible for Medicaid medical services.  For the purposes of this audit, we’ve combined those populations into 10
groups.
(b) Temporary Assistance to Families is now called Family Medical. 
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APPENDIX C

Agency Response

On March 14, 2002, we provided copies of the draft audit report to the Department
of Social and Rehabilitation Services.  Its response is included as this Appendix.
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