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Executive Summary
Purpose
To determine if the Department paid health care providers the correct rate for only appropriate 
and authorized medical services that were actually provided to inmates for the two years ended 
March 31, 2010. 

Background
The Department is responsible for providing inmates with health care that is consistent with a 
level of care that would be received in the community. The Department contracts with outside 
health care providers for certain emergency, inpatient, and outpatient services.  Such services are 
initiated by a referral from facility medical staff. The Department paid approximately $230 million 
to outside medical providers for the two years ended March 31, 2010. 

Key Findings
•	Medical services to inmates were authorized and, with few exceptions, were provided to 

inmates.
•	Medical care providers were not always paid correctly and overpayments resulted. For example, 

five providers were overpaid $84,053 in connection with 141 sampled claims where hours billed 
exceeded hours worked. 

•	The State could save an estimated $20 million annually if the Department billed Medicaid for 
eligible inmates inpatient care.

Key Recommendations
•	Review the providers identified by this audit as overcharging the Department for hourly clinical 

services, medical procedures, and mileage. Collect overpayments made to those providers. 
•	Seek reimbursement from Medicaid or other third party insurance for medical services from 

outside providers when appropriate.

Other Related Audits/Reports of Interest
Department of Health: Medicaid Claims Processing Activity April 1, 2010 through September 30, 
2010 (2010-S-15) 

http://osc.state.ny.us/audits/allaudits/093011/10s15.htm
http://osc.state.ny.us/audits/allaudits/093011/10s15.htm
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State of New York 
Office of the State Comptroller

Division of State Government Accountability

December 5, 2012

Mr. Brian Fischer
Commissioner
Department of Corrections and Community Supervision
State Campus Building 2 
1220 Washington Avenue 
Albany, New York 12226-2050 

Dear Mr. Fischer:

The Office of the State Comptroller is committed to helping State agencies, public authorities 
and local government agencies manage government resources efficiently and effectively and, by 
so doing, providing accountability for tax dollars spent to support government operations. The 
Comptroller oversees the fiscal affairs of State agencies, public authorities and local government 
agencies, as well as their compliance with relevant statutes and their observance of good 
business practices. This fiscal oversight is accomplished, in part, through our audits, which identify 
opportunities for improving operations. Audits can also identify strategies for reducing costs and 
strengthening controls that are intended to safeguard assets. 

Following is a report of our audit of Payments for Inmate Health Care Services. This audit was 
performed pursuant to the State Comptroller’s authority as set forth in Article V, Section 1 of the 
State Constitution and Article II, Section 8 of the State Finance Law.

This audit’s results and recommendations are resources for you to use in effectively managing 
your operations and in meeting the expectations of taxpayers. If you have any questions about 
this report, please feel free to contact us.

Respectfully submitted,

Office of the State Comptroller
Division of State Government Accountability 
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State Government Accountability Contact Information:
Audit Director:  Carmen Maldonado
Phone: (212) 417-5200 
Email: StateGovernmentAccountability@osc.state.ny.us
Address:

Office of the State Comptroller 
Division of State Government Accountability 
110 State Street, 11th Floor 
Albany, NY 12236

This report is also available on our website at: www.osc.state.ny.us 
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Background
The Department of Corrections and Community Supervision (Department) is responsible for 
providing inmates with health care that is consistent with a level of care that would be received 
in the community. The Department’s Health Services Program (Health Services) oversees the 
delivery of health services. Department officials indicated that inmates often have significant 
health care needs when they enter Department facilities. Medical staff at each facility is the 
primary service providers. The Department also contracts with outside health care providers for 
specialist services and certain testing and treatments such as remote electrocardiogram readings 
and clinical laboratory services. The Department has agreements with over 1,300 providers. The 
providers treat inmates in correctional facilities or at external locations such as hospitals or other 
medical facilities.

The payments that the Department makes to providers are based on negotiated rates which 
are typically based on an agreed upon percentage above the Medicaid or Medicare rates.  Most 
providers have a written agreement with the department to stipulate payment rates. When there 
is no provider agreement, the Department pays based on the Medicaid rate. 

Facility medical staff initiates all medical services with outside providers with a referral.  The 
Department uses an automated information system (FHS-1) to track inmate healthcare services. 
FHS-1 allows Department workers to track inmate medical referrals, treatment scheduling, 
treatment disposition, and the payment of providers’ medical bills.  

The Department contracts with a vendor, APS Healthcare Bethesda, Inc. (APS), to review referrals 
for appropriateness, conformance with Department Practice Guidelines, the community standard 
of care, and medical necessity. APS does not review certain routine services, such as for work 
release inmates and children of inmates born during the mothers’ incarceration. Referrals for 
these services are submitted to Health Services for review and approval. 

Since peaking at nearly 71,600 in 1999, the State’s inmate population has declined by 20 percent 
to about 57,000 inmates as of March 2011. Despite this decrease in population total medical costs 
for inmates have nearly doubled from $185 million in fiscal 1999-00 to a projected $360 million 
in 2010-11.  Contractual payments for health services have increased from about $67 million 
to about $134 million during the same period. According to the State Accounting System, the 
Department paid a total of approximately $230 million to outside medical vendors from April 1, 
2008 to March 31, 2010.  Department officials replied to our draft report that the increased costs 
from 1999-2000 to 2010-2011 are significant changes in union negotiated salaries; consumer 
price index for medical services and the Department opened two new Regional Medical Units.
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Audit Findings and Recommendations 
Accuracy of Inmate Health Care Service Payments

Health care service providers should only be paid for authorized services provided to inmates.  
We found that the Department generally ensures that inmates are seen by the medical provider, 
that the visit was authorized, and that the appropriate rate is paid.  The Department’s Medical 
Bill Payment Unit receives and reviews the claim forms to determine if they are complete and 
mathematically accurate, if the patient is a Department inmate at the time of service, and if 
the correct rate is charged. Despite these controls we found that certain providers overcharged 
the Department $88,187 for hourly clinics and medical procedures.  Subsequent to our review, 
the Department and APS reviewed additional claims and identified about $173,300 more in 
overcharges. We also found weaknesses in the FHS-1 system that limits its usefulness to monitor 
payments for potential inappropriate billings.
 

Hourly Clinics

Hourly clinic service providers should be paid for the number of hours worked, unless the contract 
specifies a minimum charge. The Medical Bill Payment Unit (Unit) authorizes payment for clinic 
claims when the number of hours claimed by the provider agrees with the scheduled hours in the 
FHS-1 system. However, the Unit does not verify if the hours billed by the providers are accurate. 

We sampled 430 clinical claims and compared the hours the providers were at the facilities to 
the hours billed. We found that five providers were overpaid $84,053 because they billed for 
more hours than they were actually present at 141 of the 430 clinics. The resulting overpayments 
to the five providers ranged from $624 to $73,347. Subsequent to our review, the Department 
reviewed additional provider claims and identified more overcharges. The Department reports 
that it has recovered $78,966 and is in the process of recovering $46,133 over the next year.  
Also, Department officials told us they have taken steps to determine if all new claims reflect the 
appropriate hours. We believe that the Department ought to further sample and review paid 
provider claims to determine if additional overpayments should be recovered.

Double Billing

We reviewed a sample of 45 claims totaling $711,829 for nine of the highest paid health care 
service providers. We found that the Department paid two claims from two providers totaling 
$4,134 for procedures billed for twice.  We referred these cases to the Department for review 
and recoupment.

In addition, our analysis of FHS-1 data identified procedure codes that were incorrectly billed 
twice. In some cases, it is appropriate for two claims to be submitted for a procedure: one claim for 
the technical component of the procedure, and a second claim for the professional component. In 
such cases, a special billing code called a “modifier” is used for the professional component of the 
procedure. However, in other instances, the technical and professional components are both paid 
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in one fee, so the components should not be billed separately. For example, we identified 424 
instances where the Department overpaid $32,708 in separate fees that were already included in 
the payments for the primary procedures. The Department needs to further examine the FHS-1 
data to determine whether there are other similar situations where overpayments could occur.  

One reason why such double payments are not detected is that the Department does not have a 
system to compare services claimed on Health Insurance Claim Forms (HICF) with Uniform Billing 
(UB).  UBs are claim forms used for inpatient or outpatient services provided in a hospital. HICFs 
are claim forms used by physicians for outpatient services generally done at the provider’s office. 
When services are billed on a UB and a HICF for the same date for the same inmate, there is a risk 
of double billing.  The Medical Bill Payment Unit assumes that all such cases are correct and does 
not check the appropriateness based on the procedure codes. 

We also found all potential cases of double billing cannot be identified using the FHS-1 data. One 
reason is that the FHS-1 does not contain all procedure codes that the Department pays for.  The 
UB form holds up to 22 procedure codes, but FHS-1 only has space to enter four procedure codes 
per claim form.  Another reason is there are no guidelines on which procedure codes to enter 
in FHS-1 and the Medical Bill Payment Unit staff are not trained in which codes are the most 
important to enter when there are more than four. For example, one UB claim reviewed had 22 
procedure codes for $19,591.  FHS-1 contained only three lab service procedure codes for about 
$63 and omitted 19 procedure codes including a heart catheterization procedure for $17,613.

Another limitation of FHS-1 is that modifiers designating second claims for the same service 
cannot be entered. When FHS-1 shows a HICF and a UB claim for the same procedure code, on 
the same date for the same inmate, it is not clear if a second claim was appropriate. Therefore, 
the actual claims must be obtained to see if a modifier was on the claim form for a procedure 
code for which billing two separate claims is appropriate. 

In addition, APS uses the data within FHS-1 to determine which codes they are going to audit. 
Because FHS-1 does not contain all procedures, APS may not be selecting some procedures and 
claims for audit that it would have selected with complete information. 

The limitations of FHS-1 severely reduce its usefulness as a tool to analyze medical claim payments, 
to identify double billing, and other inappropriate billing practices such as double billing, upcoding, 
and unbundling. Upcoding is a practice of billing for a service that pays more than the service that 
was necessary or actually provided.  Unbundling is a practice of billing parts of a procedure under 
multiple codes that should be billed under one all-inclusive procedure code. 

Recommendations

1.	 Collect overpayments made to providers cited in this audit. 

2.	 Test samples of future payments to service providers to determine if recovery for overcharges 
is necessary.
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3.	 Review claims to determine if procedure codes are being inappropriately separated resulting 
in overcharges. 

4.	 Verify that the actual hours worked in connection with clinic services agree with the hours 
billed and paid for. 

5.	 Research alternatives to electronically capture all procedure codes and modifiers on paid 
claims for analysis of billing accuracy and appropriateness. 

Health Service Payment Standards

Healthcare payers generally set up billing standards for various procedures.  For example, Medicaid 
and Medicare each have group rates for multiple procedures that are typically performed at the 
same time. The group rates are lower than paying for each test separately.  Medicaid, Medicare, 
and other insurers also have thresholds to ensure paid services are appropriate and do not exceed 
a reasonable standard of care. For example, arthroscopic knee surgery is normally limited to four 
procedures in a lifetime by Medicaid. 

We found that the Department has not established such a system of standards to monitor 
the services billed for each inmate over time by outside service providers. This reduces the 
Department’s ability to identify inaccurate bills, incompatible services, or unnecessary services. 

The Department stresses that the medical necessity of all referrals is verified when the referral is 
approved which negates the need for a system of standards. We agree that the approval process 
for each referral is a good control. However, applying a system of standards would better permit 
the department to detect patterns of improper billing that result in overpayments.

Incompatible Codes and Services  

Our analysis of the highest paid health care providers identified potential overpayments of $16,078 
on combinations of procedures that typically would not be paid for together. For example, on 
six occasions the Department paid for multiple balloon angioplasties or stenting procedures on 
the same patient in the same vein on the same day. Also, the Department paid for both basic 
and comprehensive blood tests for the same inmate on the same day on 30 occasions. In these 
instances, Medicaid standards dictate that one procedure be charged. 
 
Subsequent to our test results, APS performed a limited review of procedure codes billed for the 
period April 1, 2010 to October 31, 2010. APS found 109 inappropriate claims for combinations 
of procedures that should not be billed together. APS had not previously conducted such reviews. 
The Department overpaid approximately $107,000 for the 109 claims even though they were 
approved by the Department and APS. 
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High Frequency Services

We analyzed the FHS-1 data for a sample of 23 procedures for which Medicaid has set frequency 
standards (we used Medicaid in the absence of Department standards), to determine if providers 
billed for the same service for an inmate a high number of times during a given period of time. The 
services may have been provided by one or more providers. Our analysis identified 64 inmates 
that received at least one service in excess of the thresholds set by Medicaid. Some examples 
include:

•	Blood tests for 23 different inmates between nine and 40 times over a two year period 
compared to the Medicaid standard of four times per year. 

•	Six knee surgeries for one inmate over a two year period; Medicaid allows up to four such 
surgeries in a lifetime. 

•	An eye procedure nine times for one inmate over a two year period; the Medicaid standard 
is up to four times in a lifetime. 

•	Multiple follow-up exams for inmates receiving inpatient care when these exams are 
limited to one per day by Medicaid. We were unable to quantify the full extent this billing 
occurred because the Department staff did not record the specific date of service for each 
procedure during an inpatient stay at the hospital. Instead, they recorded the first or last 
date of the hospital stay as the date of service for each procedure performed. 

The cases we identified could represent potential problems such as billing errors, duplication of 
services, or lack of coordination of services by different providers that should be reviewed by the 
Department or APS for accuracy and reasonableness. Therefore, the use of standards for services 
billed for an inmate during a period of time could enable the Department to identify outlier cases 
for further review to assess whether the claims are accurate and services were appropriate.

Unsuccessful Procedures

We reviewed the provider billing for two procedure codes for stenting and two procedure codes 
for angioplasty. Our analysis showed the Department paid at least $32,312 for those procedures. 
Department officials stated they must pay for unsuccessful procedures because the provider 
agreements require the Department to pay for all procedures performed. However, other 
major healthcare payers do not pay for unsuccessful procedures. We believe the Department 
should amend its agreements to require payment only for successful procedures, and not pay 
for unsuccessful procedures from providers without agreements. Further, not all providers have 
agreements with the Department so it should not have to pay for unsuccessful procedures by 
these providers.

Recommendations

6.	 Establish and use billing standards for periodic analysis of historical paid claims data to identify 
indications of inaccurate bills, incompatible services and unusually high levels of a service for 
an inmate.  Follow-up on such instances to assess their appropriateness.
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7.	 Amend the current provider agreements to require the Department to pay only for successful 
procedures.

Potential Third Party Insurance Coverage

The Department does not have a system to identify and track whether inmates have other 
potential sources of health insurance coverage for services received from outside providers. We 
reviewed the medical billing process at five work release facilities. Four of the facilities told us 
inmate healthcare costs may be paid by insurance through a spouse, a work release employer, 
or by workers compensation for injuries on the job. However, the facilities vary in whether 
they attempt to identify other health insurance sources. Two facilities actively sought out, and 
identified, alternative sources of inmate healthcare coverage.  The remaining three facilities did 
not track opportunities for third party coverage. Consequently, the Department is not always 
checking for additional healthcare coverage unless an inmate volunteers such information. 

Department officials told us there is no statute specifically allowing them to seek payments from 
outside insurances. They also indicate that the number of inmates with other insurance is unlikely 
to be significant because 75 percent of inmates are not married, and only one percent of inmates 
are in work release and are employed. They also raised other concerns including the potential cost 
to identify and track other insurance, and the additional security and transportation expense that 
may arise if inmates with insurance opt to see their own doctors covered under their insurance 
policies. Therefore, the Department’s policy is to pay for the health care for all inmates. 

Department officials also told us that they are in the midst of seeking Medicaid coverage for 
inpatient care. Federal Medicaid rules allow states to bill Medicaid for inpatient services received 
by Medicaid eligible inmates. Five states including Louisiana, Mississippi, Nebraska, Oklahoma, 
and Washington charge eligible inmate inpatient health care to Medicaid according to a report 
by North Carolina’s State Auditor. During our audit period over $89 million paid to outside health 
care providers was for inpatient services.  Billing Medicaid for eligible inmate health care costs 
could potentially reduce the Department’s costs for such care.  We estimate the State could save 
about $20 million annually if the Department billed Medicaid for eligible inmate inpatient care.  
Therefore, we encourage the Department to continue to explore obtaining Medicaid coverage.  
In response, the Department indicates that in cooperation with the Division of the Budget and 
Department of Health reimbursement of over $4.5 million has already been received from the 
federal government.

Recommendation

8.	 Seek reimbursement from Medicaid or other third party insurance for medical services from 
outside providers when appropriate. 
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Audit Scope and Methodology 
The objective of our audit was to determine if the Department pays health care providers the 
correct rate for only appropriate and authorized medical services that were actually provided to 
inmates. Our audit scope period was from April 1, 2008 through March 31, 2010.

To achieve our objective we interviewed Department staff, reviewed Department policies and 
procedures related to inmate healthcare, examined Department provider agreements, and 
reviewed selected provider claims for payment. We obtained a download of FHS-1 system data 
for all services provided by outside vendors from April 1, 2008 through March 31, 2010. We 
used computerized audit tools and specialized queries to analyze the data for indications of 
inaccurate bills, incompatible services, or unnecessary services. We also obtained information on 
Medicaid and Medicare guidelines and standards related to allowable service billings and service 
frequencies. 

We judgmentally selected nine outside providers and reviewed five claims for each provider 
to determine if paid claims were appropriate and accurately calculated. Our selection included 
providers that received high total payments and a mix of different types of medical service 
providers. Our review identified billings for certain procedure codes that are generally considered 
incompatible in the medical insurance industry. We subsequently expanded our analysis of the 
FHS-1 data to identify whether providers billed for these incompatible codes. We also analyzed 
FHS-1 data to determine the quantity and types of services received by individual inmates and 
whether the services exceeded the quantity and types of services that would be covered by 
Medicaid. 

We judgmentally selected nine of 39 providers paid a set fee per hour to perform clinics. (A clinic 
is a block of consecutively scheduled appointments with a provider specializing in a particular 
field. A clinic can be held in a correctional facility or outside medical facility.)  We selected the 
nine providers based on geographic location, type of service, and the cost of service provided. 
We reviewed five claims for each provider and based on the test results we reviewed additional 
claims for two providers. In total, we tested 430 hourly clinic claims totaling approximately 
$361,868 at eight correctional facilities. We also tested a sample of 25 claims totaling $16,065 
from five ambulance providers out of a population of 6,347 claims totaling about $3.6 million. We 
judgmentally selected the five providers based on the amount of total payments during our audit 
period. We also reviewed the credentials for all 436 individual providers and 25 of the 874 group 
providers to determine if they were licensed and registered, and found they were all licensed 
health care providers.  

We conducted our performance audit in accordance with generally accepted government auditing 
standards. Those standards require that we plan and perform the audit to obtain sufficient, 
appropriate evidence to provide a reasonable basis for our findings and conclusions based on 
our audit objectives. We believe that the evidence obtained provides a reasonable basis for our 
findings and conclusions based on our audit objectives.
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In addition to being the State Auditor, the Comptroller performs certain other constitutionally and 
statutorily mandated duties as the chief fiscal officer of New York State. These include operating 
the State’s accounting system; preparing the State’s financial statements; and approving State 
contracts, refunds, and other payments. In addition, the Comptroller appoints members to 
certain boards, commissions and public authorities, some of whom have minority voting rights. 
These duties may be considered management functions for purposes of evaluating organizational 
independence under generally accepted government auditing standards. In our opinion, these 
functions do not affect our ability to conduct independent audits of program performance.

Authority  
The audit was performed pursuant to the State Comptroller’s authority as set forth in Article V, 
Section 1 of the State Constitution and Article II, Section 8 of the State Finance Law.

Reporting Requirements
A draft copy of this report was provided to Department officials for their review and comment. 
Their comments were considered in preparing this final report and are attached in their entirety 
to the end of this report.  State Comptroller’s comments to their response, are also attached at 
the end of this report. 

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

Andrew A. SanFilippo, Executive Deputy Comptroller
518-474-4593, asanfilippo@osc.state.ny.us

Elliot Pagliaccio, Deputy Comptroller
518-473-3596, epagliaccio@osc.state.ny.us

Jerry Barber, Assistant Comptroller
518-473-0334, jbarber@osc.state.ny.us

Vision

A team of accountability experts respected for providing information that decision makers value.

Mission

To improve government operations by conducting independent audits, reviews and evaluations 
of New York State and New York City taxpayer financed programs.

Contributors to This Report 
Carmen Maldonado, Audit Director

Steve Goss, Audit Manager 
Mark Ren, Audit Supervisor

Brandon Ogden, Examiner-in-Charge 
Gayle Clas, Staff Examiner 

Stanley Goodman, Staff Examiner 
Robert Horn, Staff Examiner
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Agency Comments
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* See State Comptroller’s Comments,  on page  19.
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* See State Comptroller’s Comments,  on page  19.
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* See State Comptroller’s Comments, on page 19.
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State Comptroller’s Comments
1.	 We amended the report based on the information in the report.
2.	 Information requested in the Department’s response was provided.
3.	 We did not receive any documents from the Department regarding the cases where we 

determined that the incorrect use of modifiers for professional and technical components 
did not result in overpayments.  According, to industry billing practices, the 424 cases 
were billings for procedure codes that cannot be billed with the two modifier codes we 
tested.    These 424 cases were provided to the Department on November 2, 2012.

4.	 The process to verify clinic claims prior to payment was not in place at the time of our 
audit. We believe this process is a good control.  However, we also believe some periodic 
testing of payments besides clinic claims should also be done.

5.	 We do not propose that the Department model its health care program after Medicaid 
as the Department states.  Although Department medical staff makes referrals to outside 
providers and APS approves the referrals, these steps do not mean that the subsequent 
billing will be accurate.  This is shown by the recoveries that the Department has made 
even though all of the treatments were based on Department referrals and APS approvals.  
Therefore, we believe it is reasonable to establish standards for the maximum number of 
procedures on a patient in a given period of time and periodically analyze actual claims 
against the standards.  If the standards are exceeded, the claims should be reviewed 
to determine if there are errors.  Such standards should be based on the Department’s 
patient population.  We advocate that the Department create its own standards for 
certain medical services and we used Medicaid standards as examples due to the lack of 
Department standards. 

6.	 We are pleased that the Department has collected over $4 million in federal funds for 
inpatient services to inmates and that the Department of Health will also benefit from 
the Department’s efforts. Thus, it is reasonable for the Department to make some effort 
to seek payments from third party insurance carriers. If legislation is required then the 
Department should take appropriate action. 


	Background
	Audit Findings and Recommendations 
	Accuracy of Inmate Health Care Service Payments
	Recommendations
	Health Service Payment Standards
	Recommendations
	Potential Third Party Insurance Coverage
	Recommendation

	Audit Scope and Methodology 
	Authority  
	Reporting Requirements
	Contributors to This Report 
	Agency Comments
	State Comptroller’s Comments

