
Reproduced with permission of the copyright owner.  Further reproduction prohibited without permission.

Medicaid and Third-Party Liability: Using Information to Achieve Program Goals
Buzzard, Kenneth

Medicaid and third-party 
liability: Using information to 
achieve program goals by Kenneth Buzzard 

With Medicaid programs in most States coming under ranked to give a view of how well they are succeeding in 
ever-increasing fiscal pressures, the issue of third-party identifying eligibles with third-party coverage. In 
liability is receiving more attention and scrutiny. A addition, health insurance premiums are analyzed to 
relatively small investment in determining health determine if policies are cost effective. Other jurisdictions 
insurance coverage can yield significant savings. In may benefit from this approach to program evaluation 
New York State's program, counties are compared and and enhancement. 

Introduction encouraged to set up a third-party specialist unit, with the 
State providing training and other support services. There 

The decade of the eighties produced a number of are now approximately 200 full-time equivalent staff 
significant changes in the Medicaid program. Increased assigned to this function at the local level throughout the 

State. numbers of recipients, rising costs, and many other health 
care issues have had a major impact on the program. As 
a result, an awareness has grown that increased control Use of information 
over the direction of the program is necessary. A key 
element of management control is the availability of One of the key problems affecting program managers is 
information that allows the analysis of options for how to meet new demands using the resources at hand. 
informed decisionmaking. Thus, it is no coincidence that Not many States have the luxury of sufficient staff and 
establishment or enhancement of Medicaid Management other resources to respond to the growth and complexity 
Information Systems (MMISs) continues to be encouraged of public programs. Even when resources are available, 
by the Health Care Financing Administration (HCFA). there is always the challenge of using them effectively by 
Many States have also established eligibility information selecting the most viable options for resource investment. 
management systems for more effective administration of Clearly, the power of information can guide productive 
the various public assistance programs. As a result, a decisionmaking, if existing information is used in new 
great deal of information has become available to and innovative ways. Two good illustrations of this type 
managers that can be used to shape program goals and to of opportunity in New York are: first, the use of 
assess trends and progress. information to sensitize local social services officials to 

the importance and impact of third-party resources and, 
Background second, the innovative use of expenditure data to 

facilitate decisions as to whether it is cost effective for 
Medicaid to pay for an applicant's health insurance policy Third-party liability (TPL) has come to play a more 
or allow it to lapse. prominent role in the drive to better control medical 

assistance costs. Historically, utilization of third-party 
payment sources has been shown to be a very cost­ Third-party liability management 
effective method of reducing Medicaid costs. The system 
relatively small administrative cost investment in the 
eligibility determination process and in efficient Because the New York Medicaid program is locally 
management of benefit recovery can help control program administered, there is a significant problem in attempting 
cost outlays and/or provide revenues to help fund to channel county priorities and resources to achieve 
program eligibility and/or benefit expansions. statewide goals. In this case, the goal was to maximize 

In New York, the emphasis on TPL began in the early Medicaid program savings through the detection and use 
eighties just as statewide implementation of MMIS was of other health insurance available to Medicaid clients. 
being completed. The New York Medicaid program is The exchange of information between local districts and 
locally administered, with the State Department of Social the establishment of specific performance goals was 
Services (DSS) serving as the central administrative vitally important to this effort. A natural byproduct of 
agency. Prior to MMIS, Medicaid claims payment was this approach was the introduction of a sense of 
performed by each local district in New York (there are competition among local districts that served as an 
58, including New York City). The transition to a indirect incentive to increase the detection and use of 
centralized payment system allowed counties to reassign health insurance. A recurring management report that 
staff to other areas; one of the priorities recommended utilizes key program information and ranks counties by 
strongly by the State was the establishment or their performance was established: the Statistical Tracking 
enhancement of the TPL function. Each county was and Reporting System (STARS). An example of a recent 

report for a county in upstate New York can be seen in 
Reprint requests: Kenneth Buzzard, New York State Department of Figure 1. 
Social Services, Third-Party Resources, P.O.Box 1935, Albany, 
New York 12201. 
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Figure 1 

Report Month: 12/89 """""~ NEW YORK STATE DEPARTMENT OF SOCIAL SERVICES 
DIVISION OF OPERATIONS 

THIRD PARTY RESOURCE UNIT 

S T A T I S T I C A L T R A C K I N G A N D R E P 0 R T I N G S Y S T E M 

ELIGIBILITY AND THIRD PARTY DATA 

TOTAL # RECIPIENT WITH TPR OCCURRENCES 
MA, PA, & ...... .. .... - .. - - - .. .. - .... - - - ............ - ..... .. - - - - - ........ - .... 

SSI TOTAL PA MA SSI TOTAL #I MEDICARE BC/BS ct»M. CARR. 
RECIPIENTS %AND # %AND # % AND #I %AND # X AND# X AND# X AND# 

1693 41.88% 15.2% 55.8% 62.6% 1066 18.4X 14.8X 8.7% 
709 98 370 241 468 376 222 

COV. INDEX PROOUCTION COST AVOIDANCE 
....... - ........... - - ...... .. .. - ...... - - .. - ........... - .. - - .. - ............ 

3.82 # # TPR INPUT TRANSACTION PER GROSS MEDICARE INSURANCE INDIV. CONTRIB. 
loORKERS TRANSACTIONS I loORKERS X AND S X AND S X AND S X AND S 

91 91.0 14.37% 4.12X 1.29% 8.96X 

RANKING 
. . . . . . . ., . . . . . . . . . . . . . . . . 1 . . . • . . . . . • I - - .. .. .. .. .. .. .. .. .. . - ... .. .. - - - . - .. - .. - - .. - .. - .. .. .. - .. - .. - .. -

RECIPIENTS WITH TPR I OCCURRENCES I I I PERCENT OF COST AVOIDANCE I COVERAGE 
.. . - ......... . . . .. .. ...... •• - - •• - L •• - ... - - .... - .. - .. - .................. - .I INDEX I I I I I I TOTAL IMA I I I I PA SSI MED BC/BS COPt! CARR I GROSS MEDICARE INSURANCE IND. CONTRIB. I ....... ... . . - I. . . .I - . J .· .. -' •.. I .. I . . I I ·'- . . . - ... - - r - . .. - - .. - - ............ - ., - - - . - ., 
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Table 1 
Percents of selected counties detecting health insurance coverage for Medicaid eligibles, by type of 

assistance received: New York, 1984 and 1989 
Supplemental Combined 

County Public Medical Security Income percentage 
designation Date assistance assistance assistance detected 

Percent 

A January 1984 7.9 42.7 59.4 28.0 
December 1989 13.7 50.7 63.1 40.7 

B January 1984 3.2 33.4 51.1 17.7 
December 1989 8.6 43.0 54.2 27.5 

c January 1984 10.2 45.2 58.0 31.6 
December 1989 12.1 53.4 64.3 41.3 

SOURCE: New York State Department of Social Services, Third-Party Resources, 1984 and 1989. 

From the large amount of information available 
centrally, two indexes were chosen that could be 
calculated from existing data sources within the 
New York MMIS. The first, "insurance detection," 
presents the extent to which local eligibility workers 
identify other health insurance resources. The index 

, chosen (the detection percentage) is the number of 
individuals with health insurance divided by all people on 
assistance. That is, the number of recipients with health 
insurance divided by caseload equals the detection 
percentage. Subsets of detection percentages that measure 
performance by the categorical eligibility status of a client 
in the cash assistance, medical assistance only, and 
Supplemental Security Income (SSI) areas were also 
derived. This was done because the various assistance 
programs upon which Medicaid eligibility is based 
usually fall under different managerial authorities (e.g., 
there are usually separate cash assistance and medical 
assistance directors) and thus may perform quite 
differently even within a common or shared 
administrative structure. 

Two other indexes were added to help evaluate local 
district operations. The first is a production statistic that 
counts the number of third-party transactions generated by 
a county and then divides that by the number of workers. 
This allows the State to measure productivity per worker 
to determine the proper staffing level for that county's 
program. 

The other performance indicator used is termed the 
"coverage index." This is a measure of how well a local 
district is entering third-party information into the 
eligibility management information system. In New York, 
insurance coverage is indicated by the entry of a series of 
codes that define the scope of the policy. For example, 
the codes cover inpatient hospital, physician, emergency 
room, clinic, drugs, dental, major medical, etc., for a 
total of 14 possibilities. Although it is difficult to 
generalize about insurance policies, most people with 
health insurance would be expected to have coverage for 
at least three or four service types, even on a basic 
policy. As a result, the State would expect an average 
coverage index per entry of at least three or four. One 
interesting example of the use of this index occurred 
when one of the counties being monitored had a coverage 
index of exactly 1.0. Investigation revealed that the 
county was entering inpatient hospital coverage only, in 
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order to process the information in as little time as 
possible. The State was able to intervene and correct the 
situation, with the result that the county now has a 
coverage index of 3.2, allowing a much wider variety of 
Medicaid claims to be edited for cost-avoidance purposes. 
In Figure 1, one can see examples of a recent report for a 
county in upstate New York. 

The use of this performance-oriented management 
strategy produced some dramatic results. Using Table l, 
one can compare the detection percentage information for 
three counties from January 1984, when we initiated 
STARS, to December 1989. As can be seen, the use of 
local feedback provided a strong incentive to improve. 

Health insurance premium purchase 

New York has been in the forefront of paying health 
insurance premiums for Medicaid recipients. The State 
has implemented a computer software program that is 
used by the local districts to assist them in arriving at the 
decision to buy health insurance coverage under certain 
circumstances. This program takes advantage of the fact 
that applicants for Medicaid often have health insurance 
available through a current or former employer. In the 
latter case, there may be conversion rights available to 
provide coverage on an individual rather than group 
basis. Given the opportunity to continue the health 
insurance policy, it then becomes incumbent on the 
Medicaid program to determine when it is cost beneficial 
to do so. 

Through the early years of developing this program, a 
consistent problem was that it was often difficult to 
determine the benefit side of the cost-benefit ratio. The 
cost side is quite easy, of course, because this can be 
determined by calculating the premium amount to be 
paid. Expected benefits have often been subjectively 
based on qualitative judgments concerning past and future 
utilization of medical services. Because New York's 
program is locally administered, these decisions are made 
on a case-by-case basis by eligibility workers or third­
party specialists in the field, in conjunction with their 
normal job activities. As a result, there often is not time 
to thoroughly research each case. In these situations, 
there may be a tendency not to continue the policy 
because this represents the path of least resistance. 
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In 1987, a project was initiated within the New York 
State DSS to try to bring new technology to this 
troublesome problem by developing a computer program 
that would accept a number of variables and produce a 
decision automatically. To make this available to the 
greatest number of people, a personal-computer-based 
concept was developed, although the ultimate application 
would make this capability available through use of the 
existing network of terminals in local districts that are 
connected to the central mainframe. It was determined 
that the key information necessary to make these 
decisions was: 
• Aid category (Aid to Families with Dependent 

Children, Supplemental Security Income, or medical 
assistance only). 

• Geographic area (upstate, New York City). 
• Premium amount. 
• Insurance coverage (inpatient, drugs, durable medical 

expenditures, major medical, etc.). 
• Case size. 
• Age. 
• Gender. 

To calculate the cost-benefit ratio, the cost side of the 
equation is simply the net amount of the premium that 

would potentially be paid by the State. The benefit side is 
much more difficult, because with a new Medicaid 
applicant, specific expenditure history is lacking. It was 
determined that the best substitute would be Medicaid 
expenditure averages for individuals or cases with similar 
characteristics. Using data available from MMIS, 
expenditure averages were calculated based on aid 
category, geographic area, age, and gender. Some of the 
results of this analysis are shown in Table 2. 

When data are entered into the program, the total 
Medicaid expenditure expectation for each individual in 
the case is calculated. By comparing the amount of 
expected average expenditures and which of these 
services are covered by the insurance policy, the value of 
the policy can be estimated. By comparing this amount 
with premium cost, a cost-benefit decision can be made. 

The result of this process provides a highly automated 
way to evaluate some of the most routine aspects of 
premium purchases. However, it is not infallible. If the 
future utilization pattern is less than average, then a 
decision to buy can be wrong. If high-cost medical 
utilization appears to be imminent, or it can be 
determined that there is a pre-Medicaid history of high 
medical costs, then a decision not to buy may be wrong. 
In any case, the computer software has to be used in 

Table 2 
Examples of Medicaid expenditure averages used in health insurance premium purchase decisions, by 

age, gender, aid category, and location: New York, 1988 
Aid category and location Age Gender Average expenditure 

Cash assistance 
Upstate Newborn Male $2,026 
Upstate 1-14 Male 526 
Upstate 15-20 Male 591 
Upstate 21-40 Male 839 
Upstate 41 or over Male 1,310 

New York City Newborn Male 2,396 
New York City 1-14 Male 765 
New York City 15-20 Male 809 
New York City 21-40 Male 2,451 
New York City 41 or over Male 2,447 

Supplemental Security Income assistance 
Upstate Newborn Female 7,883 
Upstate 1-14 Female 5,150 
Upstate 15-20 Female 4,953 
Upstate 21-40 Female 4,829 
Upstate 41 or over Female 4,740 

New York City Newborn Female 4,753 
New York City 1-14 Female 6,646 
New York City 15-20 Female 5,904 
New York City 21-40 Female 7,386 
New York City 41 or over Female 6,069 

Medical assistance 
Upstate Newborn Male 1,792 
Upstate Newborn Female 1,559 
Upstate 1-14 Male 464 
Upstate 1-14 Female 374 
Upstate 15-20 Male 1,059 
Upstate 15-20 Female 1,166 
Upstate 21-40 Male 1,721 
Upstate 21-40 Female 1,052 
Upstate 41 or over Male 2,128 
Upstate 41 or over Female 1,446 

SOURCE: New York State Department of Social Services, Division of Medical Assistance, Bureau of Program Analysis and Utilization Review: Data from the 
on-line SURS Information Retrieval System, 1989. 
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conjunction with human judgment to optimize the 
decision to purchase coverage. 

Recently, statewide data on the amount, type, and cost 
of health insurance purchases were made available. This 
information will be evaluated to determine how cost 
effective the program has been and where enhancements 
might be made. Hopefully, this will allow us to fine tune 
the computer software and further increase the efficiency 
of the process. 

Further third-party liability savings 

Modem Medicaid management information systems 
provide a wealth of information to program managers. 
Information about other health insurance resources 
obtained by caseworkers during the client eligibility 
intake process, if effectively collected and creatively 
used, can be a major source of TPL savings. 

Evaluation of TPL data collection performance can 
motivate local offices to maintain high quality and 
productivity in eliciting and reporting relevant, accurate 
TPL data. New York uses a results-oriented method of 
measuring the number of known third-party resources and 
the amount of savings that are attributable to the 
information received from each county. Because 
eligibility intake activities and TPL data collection 
universally rely on geographically dispersed local contacts 
with clients, the approach used by New York is 
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potentially applicable in other States, whether local 
offices are under State or, like New York, county 
jurisdiction. 

More and more States are adopting the practice of 
paying health insurance premiums when it is cost 
effective to do so. The automated cost-benefit analysis 
approach used by New York to determine whether to pay 
health insurance premiums on behalf of Medicaid clients 
is a particularly interesting application of data available in 
the State's information systems. 

Although this article focuses on two techniques used by 
New York for enhancing its TPL program through use of 
information, there are many other innovative practices 
utilized by other States. The Health Care Financing 
Administration has issued a publication entitled Third 
Party Liability in the Medicaid Program, A Guide to 
Successful State Agency Practices. This Guide provides 
information on the two New York practices as well as 
other exemplary practices that could assist States in 
improving their TPL efforts. The Guide enables State 
agencies to identify and assess those practices that have 
proven to be successful and are transferable to their own 
State operations. Copies may be obtained by writing to: 

Health Care Financing Administration 
Medicaid Bureau 
Attention: Alfred Czerski, Central Office Coordinator 
Room 273 East High Rise Building 
6325 Security Boulevard 
Baltimore, Maryland 21207 
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