


children. California chose to expand certain programs under MChip and also to create SChip, the
Healthy Families program.

Short-Dovie/Medi-Cal Claims Processing Sysiem

The SD/MC System was developed in the 1880s to mest federal Medicaid claims processing
requirements. As the single state agency authorized 1o process transactions with the federal
government, DHCS has been responsible for building and maintaining the system since its
inception. The system was designed to verify service provider authorization and recipient
eligibility for all Medi-Cal claims. This mainframe COBOL application is comprised of dozens of
batch programs and reports. In June 2004, DHCS began Phase il of the Health insurance
Portability and Accountability Act (HIPAA} remediation preject which will create a new SD/MC
System that is fully compliant with HIPAA standards. |In addition to the current SD/MC System,
other major subsystems provide a vital support role in data conversion, FFP invoicing, MHP
payments, and the posting of transactions to DMH’s accounting records. The SD/MC System
processes 15 million claims representing §3 billion in claimed expendituras per year.

Information Tachnology Web Services (ITWS)

TS is & website that serves as 3 central storage for all MHP claims files and dliend data to he
transmitted to the SD/MC System. DMH receives claims from each MHP via the ITWS website.
[TWS generates a MHP claim file and transfers the file to the SD/MC System for adjudication.
ITWS reporis the processing status of the claims submitted on the Explanation of Balances filg,
the Error Correction Report, and the Duplicate Error Correction Report. Users of ITWS are MHP
staff, MMP vendors, DMK staff, and other siate depariments.

!

HIPAA Transiator

In 2003, DMH began using SeeBeyond integration server software (the HIPAA Transiator) to
translate HIPAA compliant data into the proprietary format used by the SB/MC System. The
HIPAA Translator was instalied as a short-term soiution to aliow the existing system to process
ciaims until a new HiFAA compliant version of the SD/MC System could be developed. Additional
functions have been added to the HIPAA Translator to meset new requirements that could nct be
met by the SD/MC System. The following risks were ideniified during our review of the HIPAA

Translator

=« Modifications to the HIPAA Transiator have made the system unstable and at risk of
imminent failure,

e The growth in the number and size of claim files submitted to DMH are adding an
additional sirain to an already overburdened system.

e The HIPAA Translator's limited memory results in processing failures, delays, and the
inahility to process whole files from the largest MHPs.

s Many MHPs submit their claims just prior to the submission deadline, creating a flood of
claims to be processed. This results in delaysd processing and the risk that the system
may reject claims because they were not processed within the required six month filing
period.

« The HIPAA Translator’s version of SeeBeyond is no lenger supported by the
manufacturer, and DMH has had difficuity finding and retaining information technology
professionals knowledgeable in this older version.

= |y addition to these risks, a significant amount of staff and consuliant resources must be
dedicated to operating, maintaining, and repairing the HIPAA Translator each month.
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Access 97 Database

To process MHP claims, DMH's Accounting Office uses a system of manual and automated
processes based on an Access 97 Database (collectively known as Eric’s Database, named for
the staff person that developed the system in 2003). At the heart of this system is a series of
programs, databases, and macro commands. This database is used o process 15 million claims
annually and thousands of disallowed claims and audit offsets each month. The following issues
underscore the substantial weaknesses in the database:

s« The database was not designed to process the current volume of claims and can
accommodate only a few of the nearly 20 system users at a time.

« The database is no longer a cost effective means of processing claims. Over the past
seven months it has cost DMH in excess of $60,000 per month on average to operate,
maintain, and repair the sysiem.

» The database relies on muitiple, iabor intensive manual processes that introduce a
significant risk of human error.

¢ The database does not facilitate reconciliations or track the status of individual claims or

offsets.

s The interface with CALSTARS runs through a series of macro commands that have been
corrupted in the past. A lack of sysiom documentation makes it difficult to rebuild thesa
commands.

¢ The database does not provide sufficient levels of security, access control, and audit trails,
or safeguards to ensure full recovery in the event of failure.

e In January 2004, Microsoft withdrew support of Access 97, lsaving the system vulnerabie
{0 securily risks and software incompatibilities.

invoice Processing System (IFS)

IFPS is a collection of subsystems that automates the manual process (o generate FFP invoices o
DHCS. IPS was implemented June 1, 2007, and has reduced time to prepare an invoice from
seven days to one day. The sysiem relies on data contained in the Access 97 Database.

Cost Beports

Cost reports are an imporiant part of the funding process because they capture data, such as
MHP administrative cests, that may not be completely reported in individuat claims, but which are
still appropriate and subiect to reimbursement. State law' requires that MHPs submit a cost
report by Decamber 31 foliowing the end of the fiscal year, and that these reports identify actual
costs and revenues for all required programs. Each MHP electronically submits its final reporis to
DiH through ITWS. DMH then reviews and compares the reported expenditures with the paid
SD/MC ciaims. The difference between the two amounts is the initial cost setilement for the FFIP

portion of SD/MC claims.

Chart Reviews/Audits

DMH's Audit Unit conducts fiscal audits of MHPs' SD/MC cost setilement reporis. These audits
piay an important role in ensuring the fiscal integrity of the claims process. The Audit Unit may
conduct a field audit, a desk review, or may accept the MHP’s cost report as submitted. MHP
cost reports, exciuding contracted provider data, are subject to audit annually. lf resources are
available, contracted provider cost reports are audiied every three years. The cost report audits

Y Welfare and Institutions Code, Section 5718.
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provide some assurance that reported amounts for items such as overhead and administrative
costs are properly charged on Medi-Cal claims.

Chart reviews comprise medical reviews of EPSDT clients’ charis and are conducted by licensed
clinicians under contract to DMH. These reviewers are not part of CMH's Audit Unit. Specific
claims are compared to medical charts to determine if the claim included adeguate supporting
documentation, was for gligible services, and whether the treatment was medically necessary.
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Giossary of Acronyms and Terms

Access 97
Database

See Exhibit 1 for detailed description.

ADP

Department of Alcohol and Drug Programs: ADP was established in 1978 and leads
the state’s drug prevention, treatment and recovery efforis. ADP usas the SDIMC
System to process its Madi-Cal related claims and would be significantly impacted by
any failure of the system.

ASR

"CALSTARS

Approved Services Report is generatad by the SD/MC System and lists the total
amount approved for each claim.

| Caiifornia State Accounting and Reporting System: CALSTARS provides the DVH

with an automated organization and program cost accounting system to accurately and
systematicaily account for DMH's revenue, expendifures, receipts, disbursements, and
properly. DMH uploads claim batches into CALSTARS fo generate a ¢laim schedule for
the issuance of paymenis {o ihe MHPs,

CHHSA

California Health and Human Services Agency: CHHSA oversaes state and federal
orograms for health care, social services, public assistance, and rehabilitation.
Rasponsibility for administering major pregrams, which provide direct services to millions
of Californians, is divided among CHHSA's 12 departments and one board. The
Depariments of Mentai Health, Health Care Servicas, and Alcohol and Drug Programs
are among ihe depariments for which CHHSA provides oversight,

Claim

A claim is a request for the reimbursement of costs for services provided to Medi-Cal
eligible clients. MHMP mentai health staff collect client service and cest data reguired for
reimbursement to create 2 claim. MHPs submit the claims to DMH for payment through
the ITWS website. The SD/MC System edits and processes sach claim to determine the
appropriate claim reimbursement amount.

The state uses a varisty of vendor payment methods. One method is to submit claim
schedules ic the SCG for payment. Claim schadule batches are posted to CALSTARS
and then the Claim Schedule Subsystem processes the baiches and generates a claim
schedule face sheet and remifiance advice. To issug SD/MC payments to the MHPs,
DMH prepares a claim schedule packet consisting of the claim scheduie face sheet,
MHP batch listings (a list of approved claims per MHP) and remittance advice. The claim
schedule packet is sent tc SCO to process and issue warrants o the MHPs.

CMs

Centers for Medicare and Medicaid Services: CMS is an agency within the federal
Department of Health and Human Services and plays a key role in the overall direction of
the healih care system, CMS's mission is 10 ensure effective, up-to-daie health care
coverage and o promote quality care fo beneficiaries.

COTS

GCommercial Off The Shelf: A term for sofiware that is ready-made and available for
sale, lease, or license to the general public. 1 is often used as a cost-effective
alternative o in-house develepead applications. DMH plans to replace iis Access 97
Database and IPS system with a new COTS accounting system.
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DCS

Disallowed Claims System: The DCS gives MHPs the ability to mark claims as
disallowead, eliminating those claims from audif samples. The DCS will calculate the
appropriate amount for the disallowed claim and generate an invoice to return payment
to DMH for the amount owed. MHPs have two repayment opticns: 1) send a check fo
DMH, or 2} request that DMH offset the amount against future claims.

DHCS

Department of Health Care Services: DHCS is the single state agency for the Medi-
Cal system. DHCS is responsible for monitering and oversight of the Specialty Mental
Health Consolidation Waiver, administered by DMH through an interagency agresment
with DHCS, DHCS is the liaison between CMS and DMH, facilitates technical assistance
to DMH, and maintains the SD/MC System. DHCS provides DMH the federal funds
egual to the federal share of cost for services provided to SD/MMC beneficiaries. DMH
submits invoices to DHCS for review, processing, and approval for FFP reimbursement.

DMH

Depariment of Mental Health: DMH leads the state’s mental health system, ensuring
the availability and accessibility of effective, efficient, and culturally competent services.
To administer fis programs DMH has oversight of a public mental health budget of mors
than $4 billion, including local assistance funding. DMH is responsible for a number of
focal assistance programs, including the Shaort-Doyie/Medi-Cal Program. DMH owns and
cperates the ITWS and is responsible for the operation and maintenance of the HIPAA
Translator, In addition, DMH administers the SGF portion of the reimbursement claim.

ECB

The Explanation of Balances file reports the processing status of claims submitted.

EPSDT

Early and Periodic Screening, Diagnosis and Treatment: Mental health related
diagnostic services and treatment, other than physical heaith care, available under the
Medi-Cal program only fo persons under 21 years of age pursuant to Title 42, Section
1385d(r), United States Code, that have been determined by DHCS 1o meet the criteria of
Title 22, Section 51340(e)(3) or {f); and that are not otherwise covered by Title 8,

Chapter 11 as specialty mental health services. See Exhibit 1 for additicnal detail,

FFP

Federal Financial Participation: FFP is the federal matching funds available under the
respective SD/MC Programs. DMB invoices DHOS for FFP funds and then issuss FFP
payment to the MHPs.

Good Cause
Waiver

A good cause waitver occurs under specified circumsiances when DMH may receive
and authorize the payment of claims submitied up to 12-14 months after the date of
service, depending on the cause of the late submittal. These circumstances, iypicaily
beyond the conirol of the provider, include failure of the patient o present identification
as a Medi-Cal beneficiary, billings invoiving other coverage, and initiation of iegal
proceedings to obtain payment of a liable third party.

Health Insurance Portability and Accountability Act: HIPAA includes a section called
Administrative Simpiification which is specifically designed i reduce the administrative
burden associaied with the transfer of healih information between organizations, and to
increase the efficiency and cost effectiveness of the health care system. The approach
is to perform electronic fransactions through the estabiishment of nationwide standards
and move from paper based administrative and financial transactions. The DMH, Office
of HIPAA Compliance, is responsible for the successful implementation by DMH of all the
standards under HIPAA.

HIPAA
Transiator

See Exhibit 1 for detailed description.

invoice

To receive federal reimbursement for SD/MC services, DMH prepares an invoice for the
FFP amount. DVIH submits the invoices fo DHCS for review, approvat, and transfer of
federai funds to DMH. Once the federal funds are received by DMH, MHPs will be
issued the FFP payment,

RS

invoice Processing System: See Exhibit 1 for detailed description,

ITWS

Information Technology Web Services: See Exhibit 1 for detailed description.
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Medicaid/
Medi-Cal

Medicaid is a heaith insurance program for low-income individuals established and funded
through a state and federal partnership. Siates design their program within federal
reguirements through state plans or walver requests, The federal CMS approves and
manitors compliance with the state plans and, if applicable, walvers. Federal law describes
the services that may be considerad "medical assistance” and included in a state plan.
Medical assistance includes inpatient hospiiaf services and physician services, but also
provides options for services such as targeted case management and rehabilitative
services. California’s Medicald program is calied Medi-Cal. DHCS is the single state
agency responsible for the Medi-Cal program and the Medi-Cal state plan, which inciudes
rehabilitative mental health services and targeted case management services for
beneficiaries who have mental disorcers. DHCS delegates responsibiliy for the
administration of most Medi-Cal specialty mental health services, including rehabilitative
menial health services (called the Rehab Oplion) and fargeled case management, fo DMH.

MEFS

The Medi-Cal, Epidemiology, Forecasting, and Support Unit within the Department of
Mental Health.

MHP

Mental Health Plans are the various entities which enier info an agreement with DMH to
coniract, arrange, and/or provide psychialric inpatient hospital services for beneficiaries.
A MHP may be a county, counties acting jointly, or ancther governmental or
nongovernmental entity.

PCA

Program Cost Account: State agencies are required {o use a program cost accounting
methodology to assist in financial aooount ing for their programs. Program cost

nnnnnnnnnnn i o nr ~emiral F
accounting enables agencies o plan and cenirel finances for current cperations and

develop program budgets for future years. A PCA provides DMH with a unique code
used to identify a single program hierarchy in CALSTARS, identify fund source splits for
encumbrances and program costs, and distinguish programs by type.

Providers

Group Provider: An organization that provides specialty mental health services through
two or more individuat providers. Group providers inciude entities such as independent
practice associations, hospital ouipatient departments, health care plans, and clinics.

Individual Provider: licensed mental heaith professionals whose scope of practice
permits the practice of psychotherapy without supervision who provide specialty mental
heatth services directly to beneficiaries. Individual provider incilides licensed physicians,
ficensed paychologists, licensed clinical social workers, licensed marriage and family
therapists, and regisiered nurses with a master’s degree within their scope of practice.
Individual provider does not include ficensed mental health professionals when they are
acting as employees of any organizational provider or coniractors of organizational
providers other than the MHP.

Orgenizational Provider. A provider of specialty mental health services other than
psychiatric inpatient hospital services or psychiatric nursing faciiity services that provides the
services fo beneficiaries through employed or contracting licensed mental health or
walvered/registered professionals and other staff. The MHP is an organizational provider
when specialty menial health services are provided to beneficiaries by employees of the
MHP.

SCO

State Controller's Office: The SCO maintains uniform and systemaiic control accounts
of all receipts, disbursements, and balances in DMH's funds. The SCO issues paymenis
to the MHPs on behalf of DMH.

SHBIMC
System

Short-Doyle/Medi-Cat Claims Processing System: See Exhibit 1 for detailed
descriplion.

SGF

State General Fund: DMH receives an annual appropriation of state general funds fo
ba distributed toc MHFs based on varicus cost sharing formulas and baseline adjustments
for their respective SD/IMC Programs. DMH also uses SGF o fund its administrative
support expenditures,

Stakehoiders

Stakeholders include beneficiaries, family members of beneficiaries, advocates, local
mental health directors, community agencies, and mental health professionals, as well as
county MHPs, stale agencies, state legislators, and federal agencies.
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Process Flow Diagram

Thea following Shori-Doyle/Medi-Cal claims processing diagram illustrates the interfaces hetween
the County Mental Health Plans, Depariment of Mental Health, Department of Heaith Care
Services, and the State Controller’s Office. This diagram inciudes only the major processing
steps and is intended to be a high level representation of the claims flow process.
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ASR — Approved Services Report

DHCS -~ Department of Health Care Services

DiH — Department of Mental Health

ECE - Explanation of Balances File

FFP - Federal Financial Participation Funas

HIPAA — Health Insurance Portability and Accountability Act
ITWS — Information Technology Web Services

MEFS — Medi-Cal, Epidemiology, Forecasting, and Support Linit
MHP - Mental Health Plan

SCO - State Controller's Office

SDIMC - Short-Doyis/Medi-Cal Program

SGF — State General Funds
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C B LEIFORHIA B EPAET®WENT GF

1604 9th Street, Sacramento, CA 95814
(916) 654-2309

December 31, 2007

Ms. Janet | Rosman, CPA, CGFM

Acting Chief, Office of State Audits and Evaluations
California Department of Finance

300 Capitol Mall Suite, 801

Sacramento, CA 85814

Dear Ms Rosman:

We are in receipt of your December 2007 repori, “Review of Claims Processes for the
Short-Doyle/Medi-Cal Programs.” As the Depariment of Mental Health (DMH)
requested and invested in this review, we have agreed to coordinate responses on
behalf of the Department of Health Care Services (DHCS), and California Health and
Human Services Agency (CHHS).

We recognize that this review of the California mental health Medi-Cal claims
processing system was a large and complex project. The decision o invest an exira few
months to evaluate the entire Short-Doyie claims processing sysiem that spans across
the DMH, the Department of Alcohol and Drug Programs {(ADP}, and the DHCS
produced valuable and useful results. We would like to compliment your team fora
professional approach to this project, and their effective communication and
collaboration with our management teams throughout your review,

The purpose of this review is to make observations and recommendations that will
assist the DMH and DHCS with implementation of fiscal management and other reforms
to improve our Shori-Doyle/Medi-Cal claims payment services to Jocal Mental Health
Plans (MHPs) and other service partners. Using your nine observations and 28 specific
recommendations, we now have a guiding document that will support our collective
management efforts to:

B Focus DMH management on fiscal accountability and dedicate additional
management and staff resources to our Administration Services and Fiscal
Administration Division, specifically in our Accounting, Budget and Fiscal
Policy Offices; '
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December 31, 2007

% Evaluate the centralization of the Short-Doyle/Medi-Cal program functions

within DMHM that will be responsible for governance, strategic direction, |7
business management, and fiscal operations;

Continue our business process reciganizing, cost/benefit, and technology
analysis for the deveiopment of a Commercial Off-The-Shelf (COTS)
accounting software package that would provide us with reliable
traceability for Medi-Cal claims, accounis receivable, accounts payable,
encumbrancas and other standard accounting management tools;

Continue to document our Accounting Office claims processes, desk
procedures, supervision practices, claims payment schedules, Faderal
Financial Participation (FFP) requirements, and development of formal
procedures between DMH and DHCS {o create a future picture of our
accounting and claims payment administration;

Continue management and implementation of our DMH 2007 Medi-Cal
Fiscal Services Workpian and stakeholder outreach/participation
initiatives, including a new County-State Claims Processing Improvements
Task Foree;

l[dentify appropriate levels of DMH program and IT management who will
be responsible for effective coordination with DHCS o implement the new
Short-Doyle H information technology profect. Short-Dovyle I will help
reduce risks identified with the HIPAA translator, and streamline our inter-
departmental iransmission of claims files and invoices 1o meet siale and
federal standards for privacy and health data fransactions;

Utilize the technical and training assistance of OSAE fo begin a new
DMH/DHCS Control Self Assessment initiative designed to review key
business objectives, risks involved o achieve these objectives, and
internal controls designed 1o manage the risks;

B part of the new 2008-2013 DMH Sirategic Plan, Division level busines.s

plans, and IT Governance Council efforts, DMH will further emphasize
financial accountabllity as a core business value and management
expectation througheout the organization;

Development and implementation of a Corrective Action Plan in
collaboration with DHCS, MHPs and the Centers for Medicare and
Medicaid Services (CMS) due to OSAE by January 31, 2008.
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We are pleased that your review identified that DMH and DHCS have taken, "positive
steps by conducting internal studies and convening special workgroups and committees
to define problems and identify solutions.” We will continue these efforts and leverage
the commitment demonstrated by the pariners and stakehoiders to develop a better
Shert-Dovie/Medi-Cal claims processing system to support Caiifornians in need of

mental health services,

Again, on behalf of the California Health and Human Services Agency, California
Department of Health Care Services, and California Depariment of Mental Health, thank
you for this imporiant review of the California Short-Doyle/Medi-Cal claims payment
processing sysfem, and the professionalism, dedication and expertise provided by your

staff.

qurmrmi\f n

e Yy

Director

STEPHEN W. AYBERG\PhD m

32



