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EXECUTIVE SUMMARY__

PURPOSE

To compare Medlcare allowanccs for prescnpﬁon drugs with d.rug acqmsmon pnces
currently available to the physu:xan and suppher communities.

BACKGROUND

Medxcare allowanccs for prescnpnon drugs mcreased 25 percent from $1.8 billion in -
1995 to .$2.3 billion in 1996. However, the number of scmces allowcd increased only

9 percent between the two years.

l

" Medlcarc does not pay for over-the-counter or many prescription drugs that are self-
admm:stered However, the program does pay for certam catcgones of drugs used by
Medmarc beneficiaries. - ‘

On January 1, 1998, Medlcare Part B will begin to rclmbnrse covered drugs at 95
_percent of the average wholesalc price. Currently, Medicare carriers may determine

the athounts that Medicare will pay for these drugs based on either the lower of the
Esnmated Acquisition Cost (EAC) or the national Average Wholesale Price (AWP).
The EAC is determined based on surveys of the actual invoice prices paid for the
drug.! The AWP is reported in The Red Book and other pricing publications and
databases used by the’ pharmaceutical industry. Historically, it has been the AWP that
carriets have used .to dcchop Medicare rcimbursement for prescription drugs.

To determme if avcrage wholesale prices paid by Medlcarc truly represent wholesale

‘ pnces available to physicians and prescription drug: suppliers, we focused on 22 drug

codes rcprcscnnng the largest dollar outlays to the program in 1995. We then =
'compa.rcd the Medicare allowances for these drug codes with prices available to the

physician and suppher communities.

i

' FINDINGS

j . .
Medzcare ammvm for 22 dmgs exceeded actual wkalsale przces by 8447 mz&an in
1996.- .

an estxmated 29 percent ($447 million of $1.5 billion) olesale prices rather
| han' AWP’s were the basis for Medicare reimbursement. Similar savings ©
| million were also identified for 1995, If the savings percentage for just the 22 drugs
was apphed to Medmare s allowances for all drugs, the program and its beneficiaries
would have saved an estxmated $667 million in 1996 . .

Medicare and its beneﬁcmnes payments for the 22 drugs would have been reduced by
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For mom than orw-zhud af the 22 d:ugs reviewed, Maiwam allowed arounts were more
than double the actual wholesale prices avazlable to physicians and suppliers.
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Medscare allowed bctween 2 and 10 times the actual average wholesa]e prices offered
by dmg wholesalers and group purchasing orgamzanons for 8 of the 22 drugs

rewewed Medicare allowed at least 20 percent more than the actual average
wholesa.!c price for over 80 percent of the 22 drugs.. For every one of the 22 drugs
rcwewcd, Medicare allowed amounts were more than the actual average wholesale

{ price/ m both 1995 and 1996. Not only did Medicare pay more than the actual average
wholesale price; the program allowed more than the hxg,hcst average wholesale price -
for every drug

Thare Is no comxstenq among carriers in a:mbhshmg and updang Medicare drug
rambwsanazt mnom:s. . V

‘ Althoqgh Medicare’s rexmbu:scment methodology for prescnpnon drugs does not
provide for different payment rates based on geog-aphxcal factors, the allowed
arnounts for individual drug codes varied among the carriers. Medicare guidelines
allow :I:amers to update prcscnptxon drug reimbursement on a quarterly basis.
However, not only did some carriers update yearly rather than quarterly but carrier
a]lowcd amounts for thc same drug code d1£fered thhm a smglc quarter.

RECOMMENDA’I’IONS

The ﬁ)ndmgs of this report prcmde evidence that MedJcare and its beneficiaries are
;makmg excessive payments for prescription drugs "The published AWPs that are

{ currently being used by Medicare-contracted carriers to determine reimbursement
bear, httje or no resemblance to actual wholesale prices that are available to the
physxci:an and suppher communities that bill for these drugs.

We behcve the mformatxon in this report prmudes further support for a previous
recommendauon made by the Office of Inspector General. We recommended that -
I-ICFA reczamine its Medicare drug reimbursement methodalogies, with the goal of
redncmg payments &s appmpnat& Beginning in January 1998, Medijcare
rezmblursement for prescription drugs will be 95 percent of average wholesale price.
We believe that the 5 percent reduction is not a large enough decrease and that
furthcr options to rcducc relmburscment should bc consxdcred

We also believe that the variance of Medicare rezmbuxsemcnt for individual dmg
codes among carriers is inappropriate. The rate at which physicians and suppliers are
paid for drugs should not depcnd on which carrier the providers bill. We, therefore,
recommend that HCFA require all carriers to reimburse a uniform allowed amount
for each HCFA Common Procedural Coding System (HCPCS) drug code. The HCFA
could choose to supply all carriers with a list of average wholesale prices that it has
detérmined represent. each drug code. The carriers could then use the uniform prices
to ﬁal;ulate payment. The HCFA could also designate one single entity to perform all
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necessa:y calculations to determine reimbursement for each drug code on a quarterly
basis. Aﬂ carriers would then use this standard reimbursement amount.

%

AGENCY COMMENTS

The HCFA concurrcd wnh our rccommendahons The HCFA’s proposal in the
Presidént’s 1998 budget that would have required physicians to bill Medicare the

actual acquisition cost for drugs was not adopted by Congress. However, the agency

states that it will continue to pursue this policy in other appropriate ways.

We support HCFA’s continued pursuance of reducing drug payments where
appropriate. We do not believe that the reimbursement methodology for prescnpuon
drugs :ecently adopted: by Congress will curtail the excessive drug payments we've
identified in the Medicare program. In this report we've identified Medicare
allowances that were 11 to 900 percent greater than drug prices available to the

physxcmn and suppher oommumtles

To add:css the issue of umformny among carriers, HCFA has conveped a workgroup
to develop an electronic file consisting of the average wholesale prices for drugs
covered by Medicare. i The agency reports it will distribute tius file to Medicare

contractom for their use in: paying drug claims.

. P.gvsiE
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PRESIDENT CLINTON ADDS THREE NEW WEAPONS TO BUILD ON STRONG RECORD
OF FIGHTING FRAUD AND ABUSE ( Po leased

’ S€
Today President Clinton added three new weapons to the anti-fraud arsenal to combat fraud‘;rl;cll aﬁ in
the home health industry. The President announced: (1) an'immediate moratorium on all new home
health pr0|v1ders coming into the Medicare program to allow the Health Care Financing Administration to
implement new regulations to prevent fly-by-night providers from entering Medicare; (2) a new renewal
process for home health agencies currently in the program to ensure that all Medicare providers have to
abide by these tough new regulations; and (3) a doubling of audits that will help weed out bad apple
providers. These actions are consistent with recommendations to reduce fraud in home health by the
Inspector General at the Department of Heath and Human Services following a recent report on fraud in
the home heath care industry. These new initiatives build on the President’s unprecendented record of
fighting fraud and abuse in Medicare and Medicaid. ‘

1 .
Took Str(f)ng Action to Fight Fraud and Abuse Right When He Took Office. The President’s first
budget closed loopholes in Medicare and Medicaid to crack down on fraud and abuse. In 1993, the
Attorney General put fighting fraud and abuse at the top of the Justice Department’s agenda. Through
increased resources, focused investigative strategies and better coordination among law enforcement, the
Justice Department increased the number of health care fraud convictions by 240 percent between
FY1993 and FY1996 and we have saved taxpayers more than $20 billion.
Launched Operation Restore Trust -- a Comprehensive Initiative to Fight Fraud and Abuse in "
Medicare and Medicaid. Two years ago the Department of Health and Human Services launched
Operation Restore Trust, a comprehensive anti-fraud initiative in five key states. Since its inception,
Operation Restore Trust has identified $23 for every one dollar invested; identified more than $187.5
million in fines, recoveries, settlements, audit disallowances, and civil monetary penalties owed to the
Federal Government. )

|
‘ Obtamed Additional Resources to Fight Fraud and Abuse When the President Signed Into Law
Kassebaum-Kennedy Legislation. In 1996, the President signed the Health Insurance Portability and
Protection Act (Kassebaum-Kennedy) into law which, for the first time, created a stable source of funding
for fraud control. This legislation is enabling HHS to expand Operation Restore Trust to twelve states.

Passed N;ew Initiatives to Combat Fraud and Waste Proposed by the President in the Balanced
Budget Act of 1997. The Balanced Budget Act the President signed into law in August also included
1mp0rtant 'new protections to ﬁght fraud and abuse in Medicare and Medicaid. These new initiatives
included:,

. reqmnng providers to glve proper identification before enrolling in Medicare;

. implementing new penalties for services offered by providers who have been excluded by
Medicare or Medicaid;

. estabhshmg guidelines for the frequency and duration of home health services;

. clarlfymg the definition of part-time or intermittent nursing care which will clarify the scope of the
Mledlcare benefit and will make it easier to identify inappropriate services;

. establishing a prospective payment system (PPS) for home health services to be implemented in
FY 1999, enabling HCFA to stem the excessive flow of home health care dollars;

. clearly defining skilled services so that home health agencies can no longer pad their bills with
uQnecessary services when a patient simply needs a simple service such as their blood drawn;

. and eliminating periodic interim payments that were made in advance to agencies and not justified

until the end of the year.
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| INTRODUCTION
| L N ‘

To compare Medxcare al.lowanccs for prescription drugs with drug acqmsmon pnces
currently avaﬂable to t_hc physician and supplier commumues '

3 BACKGROUND

Medxcare allowances for pre.scnpnon drugs mc:eased 25 peroant imm $1.8 bﬂhon in
1995 to $2.3 billion in 1996. However, the numbe: of services allowed mcreased only

-9 percent between the two years.

” Med:care Covmge and Payrnent far Prescrqmon Dmg.s

.Whﬂe Medicare does not pay for ovcr-thc-counter of many prescnpnon drugs that are
‘ self-admm:stered, it does pay for certain categories of drugs used by Medijcare
beneﬁcxancs Under certain circumstances, Medicare Part B covers drugs that are -
- used with durable medical equipment or infusion eqmpment Medicare will cover
certain drugs used in association with dxalysm or organ transplantation. Drugs used for
chcmotherapy and pain management in cancer treatments are also covered. The
program also covers certam types of vaccmes such as those for flu and hepatitis B.
|
: Dcpendmg on the type of drug, both local carriers and four Durable Med:ca.l
:Equipment Regjonal Carriers (DMERC:) are responsible for processing claims for
drugs covered under Part B of the Medicare program. - The carriers are responsible
for dctermmmg the a!lowancc that Mcdxca:e will pay for these drugs. -

Carners base their current aﬂowancc rates on the regulauons estabhshcd in 42 Oodc
of Fedcral Regulation 405.517. According to the regulations, Medicare computes an
a]lowed amount for drugs based on either the lower of the Estimated Acqu:smon Cost
(EAC) or the national Average Wholesale Price (AWP). The allowed amount is the
- price that Medicare and its benicficiaries paya drug supplier. Thc BAC is determmed
~ based on surveys of the actual invoice prices pazd for the drug. The AWP is o
- deétermined through The Red Book or similar pricing publications and databases used
by the pharmaceutlcal industry. The AWPs are mainly provided to these sources by
‘ phax;maceutxcal manufacturers.  If a drug has multiple sources (more than one brand |
or generic version), the price is based on the lower of the EAC or the median -of the
national AWP for all generic sources. Historically, catriers have utilized AWP and not
estulnated acqmmt)on cost to develop Medjcare relmbu:rsement for prescription dmgs

Drugs.are billed to the Mcmcare program based on codes developed by the Health
~ Care Financing Administration (HCFA). These codes are developed as part of the .-
 HCFA Common Procedure Coding System (HCPCS). The codes défine the type of
~ drug and, in most cases, a dosagc amount. The eodcs do not mdxcatc whether a brand
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- or genenc version of thc drug was admmxstcred nor do the codes provide information
on the manufacturer or distributor of the drug provrded :

i

Ckange in Medicare Rezmbwsemazt for h'e:mp:wn Dn@s

In recent legislation, Congxess established reimbursement for prescription drugs at 95
percerit of a drug’s average wholesale price. This change will be mpiemented on

J anuazy 1, 1998. ? ‘

A dxfferent proposal to change the Medicare rembmsement methodology for
prescription drugs was included in the President’s FY 1998 budget. The proposal
provxded for the amendment of 42 U.S.C. 1395u(0):to set payment for drugs not
otherw;se paid on a cost or prospective payment basis. The revision set payment at
the lowcst of: actual acqmsmon cost to the prowder, AWP, median actual acqmsmon
was deﬁncd to include all d:scounts, rcbates, or any other benefit.in cash or in kind.
This proposal was supported by HCFA but was not the version evenmally adopted by
A Congxcss

ReIatai Woﬂcby the Qﬁceaflumr(}'awal

This, rcport is one of several Office of Inspector General reports concerning Medicare
payments for prescription drugs. In 1996, we released a report entited
Appropriateness of Medicare Prescription Drug Allowances (OEI-03-96-00420) which
compared Medicare drug reimbursement mechanisms with Medicaid payment
mechanisths for 17 drugs and found that Medicare: could achieve significant savings by
; adopting reimbursement strategies similar to those:used by Medicaid. The OIG has
also produced several reports focusing on inhalation drugs paid for by Medicare. In
Medzcare Payments for Nebulizer Drugs (OEIL-03-94:00390), we found that Medicaid
relm‘bursed albuterol sulfgte and other nebulizer drugs at significantly lower prices.
than Medicare. In a companion report called 4 Comparison of Albuterol Sulfate Prices
(OEI«03-94-00392), we found that many retail and mail-order pharmacies charge
customers less for generic albuterol sulfate than Medicare’s allowed price. Supplzers
Acqumtzoa Costs for Albuterol Sulfate (OEI-03-94-00393) found that Medicare’s
anowances for albuterol sulfate substantially exceeded suppliers’ acquisition costs.

The Ofﬁcc of Inspector Gerneral also recenﬂy wsued a& report on acquisition costs of
brand name drugs by Medicaid pharmacies. In Medicaid Pharmacy - Actual
Acquisition Costs of Prescription Drug Products for Brand Name Drugs (A-06-96-00030),
the. Office of Audit Services estimated that the actual acquisition cost for brand name
drugs was 18 percent below AWP. C _

MEI‘HODOLOGY

K

To determine if average wholesale prices. paid by Medicare truly represent wholesale
prices available to physxcxans and prescnpuon dmg suppliers, we focused on drug

t

J
4
i
|

H
!
i

i

F.@3-16


http:OEI..o3.94
http:otl.lerwi.se

PERTHITIST 1B:34 {  ADMINISTRATOR'S OFFICE | 202 639 6352

i
codes representing the largest dollar outlays to the program in 1995. We then
compared the Medicare allowances for these drug codes with prices available to the
phys:man and supplier communities. ;

?

We collected from three sources the data needed to compare Medicare aliowed
amounts to actual wholesale prices. For information on Medicare allowances for.
prescnpuon drugs, we compiled statistics from HCFA'’s National Claims History

. (NCH) File. We thencollected Medicare reimbursemenpt rates for specific drugs from
contracted carriers. Lastly, we analyzed wholesale pnces from drug wholesalers and
group purchasing organizations.

Medicare Allowance Data for Prescription Drugs |
. We decided to review the 30 drug codes with the highest Medicare allowances for

P.18/16

1995.; We chose 1995:since the Medicare claims data was 98 percent compleéte at the

commencement of the, inspection. To determine the Medicare allowances for
prescription drugs in 1995, we compiled a list of HGPCS codes that represent all of
‘the drugs which Medicare reimburses. The drug code list primarily contained HCPCS
_codes begmnmg with a J (known as J codes) which represent mainly injectable drugs
or drugs used in conjunction with durable medical equipment. Also included in our
list of drugs were K codes which usually represent immunosuppressive drugs, Q codes
which represent mainly drugs used for End Stage Renal Disease, several A codes that
rcprcsent drugs used for diagnostic imaging, and immunization or vaccine codes that
are represented by a ﬁve digit numeric code.

‘We then retrieved NCH allowance and utilization data using HCFA’s Part B Extract

“and Sumsnary Systern (BESS). We aggregated the allowances for each code to
calculate Medicare’s total prescription drug allowance for 1995. We then determined
the 30 drug codes vnth the highest mdmdual allowances for that year.

: Usmg NCH data, we: calcuiatcd the Medicare a]lowances for all drugs in 1996. We
also/determined the 1996 allowances for the 30 drug codes with the highest allowances
in 1995. At the time{of our mspecuon, the NCH data for 1996 was 95 percent
oomplctc : g ; .

CamerAEowmwes far Prescription Drugs : o

We sent requests for. carrier drug reimbursement rates to Med.tcare s 26 fraud
mformatmn specxahsts The fraud information specialists coordinate work among all
HCFA contractors in the regions they represent. There are a total of 61 geographical
regions that local carriers cover. We received drug allowances from 50 of the 61
arcas We also recerved responses from two of the four DMERCS.

We requested a&lowed amounts for prescription drug codes with the highest total
aliowances in 1995. ;The allowed amount reflects the dollar reimbursement that
Medicare will allow for the specific dosage defined by the HCPCS drug code. We

v
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asked the carriers to provzde allowed amounts by quarter for calendar years 1995,
1996, 'and 1997. However, some carriers provided us with data on a yeatly basis and
others only for certam quarters A g

Some carriers also furmshed allowed amonnts for both participating and non-
part:c;patmg physzcxans ‘Physicians participating in the Medicare program agree to

' acccpt Medicare anowed amounts as total reimbursement for their services.
Partxctpatmg physzmans receive 5 percent more in Medicare reimbursement for
services. In the mstances where both parncxpatmg and non-participating allowed
amounts were provxded, we used the participating physxcxan allowed amounts. More
than, three-quaners of physicians across the nation now partlclpate in the Medicare
prog,ram ,

Uuhzmg the data provided by carriers, we calculated an average Medicare . allowed
amount for each drug code by year. These allowed amounts were used to compare
‘ Mcdlcarc rexmbmscment with drug acqmsmon costs for physicians and supphcrs

Presmpaon Drag Casts for Physicians and &lpplza's

In order to detcrmme acquisition costs for the top: drugs, we reviewed 1995 and 1996

- pnces offered by wholcsale drug companies and g;roup purchasing orgamzauons
(GPOs). We obtained pncmg lists/catalogs for seven wholesale drug companies and
seven group purchasmg organizations. Group purchasmg organizations provide
members with lower jcost products by negotiating prices for specific drugs from
manufacturers. The 'member can then purchase drugs at the negotiated price either

’.',-fd1rectly from the manufacturer or a drug wholesaler that agrees to accept the. ,

negouated price. For the GPOs we reviewed, most of the major drug wholesalcrs
accept the GPO contracted price.

The 14 pricing sources we used provided phannaceuucal products mainly to physician
practices and spec:ahzed or closed pharmacies. Depending on individual State
,hcznsmg Ppractices, specialized or closed pharmacies normally do not provide retail
prcscnptxon drug dispensing to walk-in customers. Instead, they often provide
prescription drugs for home infusion or mhalauon therapy

Aftcr beginning our review of wholesale drug costs we determined that 2 of the top
30 drugs codes we 1denuﬁed for 1995 could not be used for the inspection. Code

J 7699 represents not-otherwise-classified inhalation drugs and Code J7190 for Factor
VIII (human anti-hemophilic factor) has a dosage requirement that is difficult to
determme Therefore, obtaining wholesale pnoes for thesc two codes would not be
possfble ‘

Fcr the remaining 28 drug codes identified for our analysxs, 17 were used for the
treatment of cancer/leukcmxa, 5 were inhalation drugs, 2 were vaccines, and 2 were
used for organ transplantation or valve replacement complications. There was also a
drug used for mmmodeﬁmencxes and another far scverc infections. The majority of
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these drugs would most likely be purchased and admmxstercd by physicians or other
health care practitioners. The inhalation drugs or drugs used for home infusion would
most hkely be provxded by a specxahzed phannacy or supplier.

For the 28 drug codes, we collected 1995 and 1996 pnces from the 14 drug pncmg
lists/catalogs. We decided not to present prices for drugs where fewer than two
different pricing sources could be identified per year. There were 6 codes that did not
meet the two source minimum. These codes were: vaccine codes 90724 and 90732,
inhalation codes J7645 and J7660, and codes K0121 and J1245 used for
transplantsfvalve replacements. A list of the HCPCS codes’ descriptions and dosages
for the final 22 drugs used for our evaluation is provzded in Appendix A.

The 22 drug codes represented 10 single-source, 9 muluple-source, and 3 multiple-

brand drugs. A singleisource drug has only one brand of drug available. A multiple-

* source drug has both brand and generic forms of the drug available. There were no

~drug products manufactured in the dosage defined by the HCPCS code for five drugs
d 7620 Q0136, J2405,.79181, J9293). We selected all the drugs with higher dosages
that met the drug description and applied 2 conversion factor to achieve prices for the

' HCPCS«specnﬁed dosage For an additional code (J1561), we found that out of the

- multitude of prices we could find for the drug only three met the exact dosage

, reqmrement Since the higher dosage products seemed to be the more prevalent way

of purchasmg this drug, we mcluded them in our a.nalysxs

We sea:ehed the 14 pnce lists for both brand and genenc prices during 1995 and
1996 For nine drug codes, we obtained between § and 8 separate prices. Eight of
the nme were smgle~source drugs. For another exght codes, we found between 12 and
29 sepaxate prices. We found between 30 and 70 separate prices for the Temaining

five drug codes.

b
(

Caladarwn of Pormzzal Medzcare Savmgs for Prascrqmon Drugs

‘To determine the potennal savings to Medicare if acqmsmon costs rather than
published AWPs were used for reimbursement, we: compared Medicare’s allowed
amotunts to the wholesale prices we collected. To do this, we compiled all the pricing
information from the sources reviewed and calculated an average price by year for all
22 codes. We believe that the pricing information supplied by the drug wholesalers
and group purchasmg organizations provides factual evidence of acquisition costs
avmlable to physmxans and suppliers. :

The iaverage price or; average acquisition cost for eaeh drug code was then compared
to the average Medicare allowed amount that we éaleulated from the carrier data.

" For|each drug code, the difference between the average price and the Medicare
allowed amount was computed. We then applied this amount to the number of

. semces paid by Medicare for each drug in 1995 and 1996. The resulting dollar
amounts were aggregated to determine the total estimated savings to Medicare if
acqmsmon costs rather than AWP had been used to determine rexmbmsement

)
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Appendlx B provides the average Medicare allowed; amounts and actual average
wholesale prices computed for the 22 drug codes reviewed. Although we utilized the
actual average wholesale price to report samngs in the findings section of this report,
the appendices also contains the potential savings to Medicare if the lowest and

highest wholesale prices found were compared to the Medicare allowed amount.
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| :
MEDICARE ALLOWANCBS FOR 22 DRUGS EXCEEDED ACTUAL
WHOIESALE PRICES BY $447 MILLION IN 1996

N Memcare carriers now. base prescription drug rczmbursement on pubhshed avcrage
“wholesales price of drugs Howeyer, physicians and suppliers are often able to
purchase drugs for pnces that are much lower than ihe official AWPs provided by

m;anui acturers.

Aftcr [reviewing wholesale drug catalogs and group purchasing organizations’ prices for
the 22 drugs, we estimated that $447 million would have been saved by Medicare and
its beneficiaries if Medicare had based reimbursement on actual wholesale prices
rather than published AWPs in 1996. These wholesale prices are available to
physicians, specialized. pharmaaes, and other suppliers. These wholesale prices
represent the actual acquxsmon costs to physicians and supphcrs that bill Medicare for

thcse drugs

Total allowed charges for the 22 drugs would have been reduced by 29 percent

($447 million of $1.5 billion) if actual wholesale prices rather than AWP were the
basis for Medicare reimbursement. The 22 drugs represented 67 percent of the $2.3
billion in total Medicare drug allowances for 1996, If the savings percentage for just
the 22 drugs was applied to Medicare’s reimbursement for all drugs, the program and
its beneficiaries would have saved an estihated $667 million in 1996.

; i ; '

The savmgs for individual drugs ranged from 13 percent of allowances for three drugs
(39202, Q0136, J9185) to a high of 92 percent for leucovorin calcium (J0640). Almost
half of the drugs (10 of 22) had estimated savings greater than 40 percent of
allomccs A table provided in Appendix C lists the 1996 allowances and estimated
savings for the 22 drugs. The table also lists the percentage of allowance saved for
each individual drug if reimbursement had been based on the actual average wholesale

pnces available for the drug.
Szmilar savings of$445 million were identified for 1995

If Mcd:can: ‘had based reimbursement on actual wholesale costs in 1995, the program
and 'its beneficiaries would have saved an estimated 35 percent in payments for the 22
drugs. This would have amounted to savings of $445 million on $1.3 billion in total
1995 program expendmzres for these drugs. The $1 3 billion in expenditures for the
22 drugs rcpresentcd 70 percent of the $1.8 bllhon in Medicare total drug allowances

for 1995

The perccntagc of allowance saved for individual drugs ranged from 15 percent for
carboplatin (J9405) and fludarabine phosphate (J9185) to 95 percent for leucovorin
calcium (J0640). Half of the drugs (11 of 22) had esumated savings greater than 40

|
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‘ perccnt of their 1995 allowances. Individual drug. aﬂowances and savmgs for 1995 are

* presented in Appendix C. {;

FOR 'MORE THAN ONB-THIRD OF THE 22 DRUGS REVIEWED, MEDICARE
ALLOWED AMOUNTS WERE MORE THAN DOUBLE THE ACI'UAL
AVERAGE WHOLESALE PRICE AVAILABLE TO PHYSICIANS AND .

SUPPLIERS

Medicare allowed betwecn 2 and 10 times the actual average wholesale prices offered

by drug wholesalers and group purchasing organizations for 8 of the 22 drugs
reviéwed. For one drug, Medicare allowed 900 percent more than the average price

available for the drug;in 1995 and 673 percent more in 1996. The chart below
provides the percentage of the Medicare allowed amount that is greater than the

actual average wholesale price for each of the eight drugs.

j
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Med1care allawances were also 51gn1ﬁcantly hxgher than acqmsition costs for the
remaining 14 drugs reviewed. Medicare allowed 60 to 95 percent more than the
actual average wholcsale price for 3 drugs in 1995 and 2 drugs in 1996. Medicare
allswed amounts were higher by 20 to 50 percent for 9 drugs in 1995 and 8 drugs in
1996. Reimbursement was between 11 and 18 percent more for the remaining 2 drugs
in 1995 and 4 drugs in 1996.

| .
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Medxcare and its beneﬁcianes paid at least 20 perccnt more than the actual average
wholesale price for over 80 percent of the 22 drugs. . For every one of the 22 drugs
reviewed, Medicare allowed more than the average actual price in both 1995 and
1996. 'Not only did Medicare pay more than the average price, the program allowed

- more than even the Iughest wholesale price obtained for every drug. Appendix B

prov:dcs information on the highest and lowest wholesale price available for each drug
in 1995 and 1996. b :

I

Based on. the differences found between Medicare allowed amounts and actual

: 'wholesalc prices, it is apparent that the current Medzcare reimbursement methodology "

is based on an szgmﬁcantly inflated AWP statistic which bears little resemblance to
actual wholesalc prices available in the markctplace » g

’ THEREISNOCONSISTENCYAMONGCARRJERSENESTABLISHINGAND |

UPDATING MEDICARE DRUG RBMURSEMENT AMOUNTS,

Although Med:care S relmbuxsemcnt methodology for prcscnpnon drugs does not
provxde for different payment rates based on geographxcal factors, the allowed
amounts for individual diug codes varied among the carriers. Medicare guidelines
allow,carriers to update prescription drug reimbursement on a quarterly basis.

' However, not only did some carriers update yearly rather than quarterly but carrier
| allowed amounts for the same drug code differed thhm a smglc quarter.

i
For somc drug codes the differences in aliowed amounts were significant. Ca:ners

. allowed amounts varied even for smg]e-somce drugs where the reimburseément rate is -

/based on only one AWP. A carrier reimbursed code 79217 (leuprohde acetate, a :
’smgle-source drug) at; $496.25 for all of 1995. Another carrier allowed $412.29 for the
first quarter of 1995, 3439 30 for the second and third quarters, and $477.50 for the
fourth.. For the first quarter of 1995, providers in one State were receiving 20 percent
more in reimbursement than providers billing the same drug code in another State.
The second carrier eventually paid $496.26 for this' code in the first quarter of 1996.
However, the ﬁrst cartier increased rczmburscmcnt to 3515 63 in the same quarter.

httlc umformxty was found among carriers when companng changes in reimbursement
from the first quarter of 1995 to the second quarter of 1997. One carrier’s
rcnnbursement for code J9000 (doxorubicin hel, 10 mg.) increased 128 percent from

- $20 to $45.50. Another cartier’s rate for the same code decreased 19 percent ffom

$48. 20 to $39. 10 1 : o
} ‘ .
Since Medicare does not aﬂow geograplucal diﬁ"erences to effect drug rexmbu:scmem,

~ variations would seem.to be caused by carriers’ decisions regardmg when to update

rclmbumcment, what sources to use for documenting AWPs, and in the case of
mulnple-sourcc drugs which genenc drugs to 1nclude in calculating the medzan statistic.

}
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1997.07.16: Medicare Fraud Hotline Improveci and Expanded . http://www.hhs.govinews/press/1997pres/970716.htm]
-~ - ) f * . ) " ' * ' .
)"' ) . .
Date: Wednesday, July 16, 1997 -

FOR IMMEDIATE RELEASE ) ’
Contact: Judy Holtz {202) 619-0893," Ben St. John (202) 619-1343

‘Medicare Fraud Hotlm‘elmproved and Expanded

- HHS Secretary Donna E. Shalala today announced that an expanded and improved Hotline for the public-
to report fraud and abuse in the Medicare and Medicaid programs will go into service nationwide
tomorrow as part of a stepped up oampalgn against health-care fraud, waste and abuse. '

"For the past four years, one of our key goals has been to run Medlcare and other HHS programs in a
more business-like and consumer-oriented way,' ' Secretary Shalala said. "Thls is an 1mportant new step
toward better service and better management " : L

: Wrth today's action, each caller to the toll- free Hotlme during operatmg hours will be speaking directly
with a Hotline representative, instead of relying on taped messages. "This will boost the potency of the
Hotline as an effective weapon in our arsenal to combat fraud and abuse in Medlcare Medicaid, and
other department programs," Shalala said. :

The toll-free Hotline number is 1 -800- -HHS- TIPS (1 -800-447- 8477) The TTY number for the hearing
impaired is 1-800-377-4950 and the fax number is 1-800-223-8164. The Hotline is located and staffed
~ within the Office of Inspector General (OIG) and will operate from 8 a.m. to 5:30 p.m., eastern time,
Monday through Frlday, with both English- and Spamsh speakmg representatwes avaﬂable to provide
‘ assrstance : :

A ."Medicare beneficiaries are the first line of defense in combating fraut:i and abuse in the health care
programs,” Inspector General June Gibbs Brown said. "The redesrgned Hotline will make it eas1er and
s qurcker for them to report suspected wrongdomg

Whrle HHS has had a Hotline since 1979, calls were processed electronically and callers were asked to
leave a recorded message until two years ago. In 1995, as part of Operation Restore Trust, a two-year
‘anti-fraud demonstration project undertaken in Florida, Texas, New York, California and Illinois, the -
Hothne was modrﬁed so callers in those states could drrectly reach a Hotline representatrve R

Durmg the two-year project, the Hotlme received more than 40 ,000 calls, of Wthh 14,000 were
complaints that warranted follow-up action. So far, about 3,200 Thave resulted in identifying more than
$6.2 million owed the Medicare Trust Fund, according to Inspector General Brown. More than $4.2
million of that amount was a direct result of complaints from beneficiaries or their relatives. The success
of the Hotline during Operation Restore Trust as an entry point for the public to report suspected fraud
and abuse provided the basis for the decision by HHS to reformat the Hotline to make it more user
friendly and accessible throughout the countxy :

" "As we learned from Operation Restore Trust, our beneficiaries and honest health care providers can be
~ some of our most important allies in fighting fraud," said Bruce Vladeck, administrator of the Health
Care Financing' Administration, which includes the Medicare and Medicaid program. "In addition, we
are taking many other steps to combat fraud and abuse in Medicare and Medicaid, including the
Medicare Integrity Program, a system of payment safeguards Wthh 1dent1ﬁes and investigates suspicious
‘clarms ‘

~ During its two-year demonstration phase, Operation Restore Trust identified almost $188 million owed
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. to the federal government; a return of more than $23 for every $1 spent on the project. As a joint project. . -
of the Inspector General, HCFA and HHS' Administration on Aging, Operation Restore Trust used new:
techniques to target areas Medicate and Medicaid where higher levels of fraud and abu'se ekist. o

Secretary Shalala announced edrlier this year that Operat1on Restore Trust teehmques are now bemg '
adopted throughout the Medicare system as part of the administration's broadening attack on fraud and
-abuse in health care. President Clinton announced a number of other new initiatives March 25. Total
HHS spending for anti-fraud, waste and abuse éfforts in Medlcare and Medwald is’ $5 99 mllhon inF Y
1997, up from $452 mllhon ﬁve years earlier. : t
"The Hotline is a v1tal part of our efforts to fight waste fraud and abuse, but more comprehenswe efforts
are also needed," Inspector General Brown said. "Last March, for example, President Clinton proposed
- legislation to strengthen the provider-enrollment process, bar felons from the Medicare and Medicaid '
programs, add new sanctions for fraudulent activities, and close loopholes that can allow fraud and abuse, -
- to occur. If passed by Congress these measures would greatly strengthen our abthty to combat fraud." -~ ;

Callers to the Hotlme are not required to 1dent1fy themseives and if they do not want to’ speak toa.
Hotline representative, they can mail or fax their complaint to the Hotline. The mailing address is: Office
of Inspector General, Department of Health and Human Services, HHS-TIPS Hot Line, P.O. Box 23489
Washlngton D.C. 20026. The E-mail address is https@os dhhs.gov. . .-

Note: HHS press releases are available on the World Wide Web at: http;//www.dhns'. gov:
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Mr. Chairman and Members-of the Subcommittee, I am very pleascd to have this opportunity to
discuss with you the s of the recently completed Fiscal Year 1996 Chief Financial Officers
(CFO) audit by the Départment of Health and Human Services Office of the Inspector General (0IG),
and our plan to improve our performance. HCFA\efforts 10 strengthen program integrity and
contractor activities have had successes. For the past few years, the OIG has performed audits of
selected accounts at the Health Care Financihg Administration (HCFA). The 1996 audit was the first
comprehenswe audit of HCFA’s financiaj statements/and related systerns alerts us 1o additional
unprovements that are needed. We are alrgady workisfg to address the concerns noted in the eudit.
We view this as an ¢xtremely valuable oppprtunity toftake a fresh look et our financial management

- and payment safeguard strategies. , :

' What is the CFO Audit? hes a ‘W@* re cored aﬁw

| ( list a o su ccesse_y
In order to understand the CFO audxt findings it is necessary to describe bneﬁy what CF O
is, why it was conducted, the separate components of the sudit, and the sudit ﬁndmgs

The CFO Act of 1990 (Public Law 101 —576) requires HCFA 10 prepare ﬁnancaal statements that fully
disclose its financial position and the results of operation in a manner consistent with financial
rcportmg standards that have long been employed in the private sector, but which differ significantly
from prior Government practice. The objective of the Act was to improve systems of accounting,
financial management, and internal controls throughout the Federal Government to help reduce waste

i)

" and m&cxcmy and to provide to Congress complete, reliable, timely, and consistent information on i

the financial status of the Federal Government. The Act required financial reporting to be on the
acerual basis of accounting (expenses are recognized when incurred, revenues are recognized when
camed) rather than on the cash basis of accounting (expenses arc recognized when cash is paid and
revenues when cash is received). - Like other Government programs, Medicare and Medicaid have

historically used a cash accounting basis for all budget and rcpomng purposes. We are c:urrcntly in.

the process of making a transition to the accrual basis of awountmg,

In 1994, the CFO Act was enhanced by the Govmunent Management and Reform Act requiring
Government-wide and Department-wide financial statememts.  This legislation required the
Government Accounting Office (GAQ) to audit and render an opinion on the financial statements.
The OIG is required to conduct a full-scale endit of HCFA's financial statements, to determine
whether the data are fairly representéd; whether HCFA has an appropriate internal control structure
10 assure accurate record-keeping; and whether HCFA has complied with financially pertinent laws
_ and regulations. Including both the Medicare and Medicaid programs, HCFA is among the four

" largest Federal agencics in terms of outlays, thus highly influencing the opinion on the Government-
- wide financial statements. This year’s eudit focuses only on Medicare. :

Since this process is new to all of us, it may also be useful to spend a moment on the terminology
guditors employ. In public accounting terms, the purpose of an audit is to permit the auditors to issuc

1 21287 e J\Testimmy. 97 cfoauds. 717
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- determinations were only made through the “look-behind” review of medical documentation,
Generally, the improper payments reported by the OIG were not obvious on the face of the claim, and
required a thorough “look-behind” review to ascertain accuracy. For example, an incomplete
medical history and/or diagnosis may cause the treatment prescribed to be viewed as unnecessary or
unpmpc-r, thus gvmg the appearance of error or fraud. Because of the significant expense involved

. in this type of remew. the total amount of ovcrpaymems might not necessarily be recouped after the
cost of the review is considered.

The Substarmve Claims Testing audit fmdmgs are extremely dxsturbmg and nequlre HCI-‘A’
immediate artention. We have carefully reviewed these deficiencies, and & corrective action plan has -

 been injtiated to improve our financial controls. We belicve that thess corrective actions will provide
HCFA with an improved rccord in the FY 1999 CFO audit.

Ths ACQQAMM!M:M \'\QA q,Qﬁe‘?inav ‘f‘a}é&/& &cﬁi‘n\‘B ‘MW P Wl@@/
Qur current payment safeguards are already paying dividends in cost savings. These safeguards ,"’4
comprise a comprehensive system which attempts to identify improper claims before they are paid,; ! Liah

to prevent the need 1o “pay and chase.” HCFA’s current strategy for program integrity focuses °“4’:' " :fd
prevention and eerly detection. Some of our payment safeguard activities include: Medicare € p, Ve
Secondary Payer, medical review (MR), cost report audits, and anti-fraud activities. ; [

The results of our current strategy have been substantial. In FY 1996, total administrative costs for%::ﬁd
all payment safeguard activities were $441.1 million, with an associated savings of $6.2 billion equally & -flee—
distributed between pre-payment and post-psyment safeguard activities. This resulted in a cumulativeMeclicare
ROI of $14 dollars saved for every dollar spent on payment safeguard activities (ROI = 14:1). W ~

eFor Medxcare Secondary Payer, our contractors spent an estimated $109.3 million, producmgm’
associated savings of spproximately $3,308. 6 million, resulting in an ROT of $30 dollars saved for J@W
every dollar spent (ROI = 30:1). A “The 016~
*For Medxcal Review activities, our comractors spcnt an estimated $128.3 nulhon, producmgengozi&%
associated savings of approximately $1,864.1 million, resulting in an ROI of $14 dollars saved forév)

every dollar spent ®ROI=14:1). ) } - FResiet

& e
For Audits, our contractors spent an estimated $152.3 million. producing associsted savings of <g
appronmately $1,017.6 million, r:sulnng in an RO! of S? dollars saved for every dollar spent (ROI
=70 ' ey it

: | SR o - Imiple

+For Anti-Fraud, our contractors spent an estimated $51.2 million on payment safeguard acnvxﬂeswﬂwg
The ROI is not apphcable to this area of the program because cases are turned over 10 law hats
enforcement, and recoveries eﬁen require several years, while there is no quantitative estimate of W7

deterrence effects.

A

S 7120907 Drept —J: afc:tfmn;. 97\;;;“oaudr 717

f)%.«: P@W


http:medi,c.aJ

Vil 4V AVV i dee bl AWM WL VLS * A vVl Y A My v

Dl A

that we contract only with the existing intermediarics and carriers to perform MIP furictions, the
Govemnment can seek to obtain the best value for its contracted services. Third, MIP permits HCFA
to address potential conflict of interest situations. We will require our contragtors to-report situations
which may constitute conflicts of interest, thus minimizing the number of instances where there is
cither an actual, or an apparent, conflict of i interest.

We are currently dcvelopmg regulations to unplcmmt MIP, and we ere also working on a scope of

work for compeutwe contracts. As we transition work from one of our contractors, Aetna (which

. is terminating its Medicare work), we are testing & new contrecting relationship in severa] Western

States that will scparste out and consolidate payment mteguy activities from claims processmg This
will give us valuable experience as we prepare to :.mp ement MIP.

v

e Adinich a;Qrm Wil ke inmneSioe
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Our preliminary corrective action plan outlines changes and improvements to HCFA's payment \
safeguard program. We reoogmze that a level of tension will be created by a program that s¢rutinizes
provider billing and requires the medical community to substantiste bllhng with medical ? ¥
documentation. A1 the same time, the National Performance Review is promoting government 3% %
cfficiency, less red tape, and less regulation. ' These two opposing constraints will be difficult to %}{}é
resolve. ‘Mary of the actions listed below will in fact be incorporated into the scope of work of our '2% 2,

- MIP contractors. ‘?
| i
@ INCREASE THE AMOUNT OF PAYMENTS RECOUPED - Our contractors have denied and are: % 2

secking overpayments for the improper claims identified in the audit. We will also instruct - Z, 5
contractors to evaluate the providers identified in the report for more extensive review. For example, \A
we will Jook more closely at the skilled nursing facility that was paid 315,000 for respuatory and %\’i&y

Q

other services that could not be substannated by medical documentation. .

In Fiscal Year (FY) 1997, HCFA will continu¢ working with the contractors to ensure compliance § o{
with accounting convertions for proper reconciliation of receivable and payables. These cfforts will

be supplemented by a review of internal controls in six contractors using the American Institute of %;»

Certified Public Accountants' Statement on Auditing Standard Number 70 (SAS-70), Reports on the
Processing of Transactions by Service Organizations. Other contractors will be asked to review and
certify the existence and operstion of their internal controls, particularly in the area of financial
reporting  Also, HCFA will hold e training session in 1997 to ensure that contractors understand the
reconciliation procass. We have begun an analysis of the Intermediary, Carrier, and DMERC shared
systems as well as the Common Working File to determine how accounting and reporting processes
cen be incorporated into these systems. A longer-term corrective action planned for FY 1998 and
FY 1999 will be to further implement a single integrated accounting system for the tracking and
reporting of receivables as part of thc broader process of developing the Medicare Transaction

System ('MTS)
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A . CON‘I‘IN UE COLLA.BORATION WITH PARTNERS s Hre PreonRorcts s er
' *Opemtton Restore Trust: HCFA will continue working with the OIG, Department of Justice, e
- and State Survey agencies. Past collaborative projects have revealed problems in home: health, e o
-skilled nursing, and hospice services. These collaborative projects stress review of medical |
. records and have led to hexghtened provider awareness of the importance of docurnentation. In
1997, home health agendies and skilled nursing facilities remain 2 focus of ongon ng reviews done (’-"{'
" in collaboration with HCFA's partners. Currently, we are dewlopmg prOJects for Fiscal Year &
1998 that will focus on the areas ldenuﬁed inthis audit. -~ - re L"Q‘Q :

The Operation Restore Trust (ORT) project was the ﬁrst comprehcnswe effort at collaborano%eT, 0 Q\
between HCFA and law enforcement agencies. This two-year demonstration project, which was
launched by the President in May 1995 and concluded on March 31,1997, was designed to " Xr
demonstrate new partnerships and new approaches in finding and minimizing fraud in Medicare .
and Medicaid. Asa demonstration project, ORT targeted four areas of high spending growth: &, -
home health agencies, nursing homes, DME suppliers, and hospices. Since more than a third of G -
all Medicare and Medicaid beneficiaries are located in New York, Floride, Minos; Texa.s and C%\ |
Cahfomxa, ORT eﬁ‘ons were targeted at these five. states. , . O

_— vocti W . %\o
Using monies made avallablc through thémd Abuse Control Account, established in@
HIPAA, we expanded our successful ORT efforts using the State survey agencies to be our “eycs
end eers” in the field and to report back to the contractors whether provxdcrs gre meeting
Medicare billing as well as quality requirements. Eighteen States will participate in & total of 26 N
HIPAA-funded projects, allowing us to survey approximately 300 providers for both certificatio
and reimbursement issues. This collaboration, which is being institutionalized through the Fraud: 7,
and Abuse Control Program established in HIPAA, establishes & funding stream for health care
fraud and abuse activities, and requircs Do) end HHS 10 establish ‘priorities jdintly’ : /%

-~ o DEVELOP AND IMPLEMEVT A SUBSTANTIVE TEST[N G PROGRAM The OIG will
conduct the substantive testing activities and issue a report in FY 97 and FY 98. Pursuant to an
agreement with the OIG, HCFA will have g substantive testing program fully operational by October
1, 1998. The program will establish performance measures, employ some level of random review,
and include metrics to monitor outcomes. HCFA will replicste the OIG mcthodology used in the
previous audits for the FY '99 audit. This will anow for consxstcncy gnd comparison wn;h previous

audxts

This corrective action plan will re-engineer our medical review workload and strategy. We arein the
process of understanding the required resources to implement this plan. As we work through this
corrective action plan and implements its components, we will focus our efforts on the random
prepayment review of claims and adherence to medical standards for documentation, which validate
the medical necessity and reasonableness of the prowded services. We will closely evaluate the
successes gained through a reduced national error rate and the correct payment of claims, versus any
short term impacts on our ROIL. Most importantly, we wal make every effort poss;blc to ensure that -

paid clmma are appropnately documcntcd
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LRM ID: CBI31 | | ,
EXECUTIVE OFFICE OF THE PRESIDENT

OFFICE OF MANAGEMENY AND BUDGET
Washington, D.C. 20503-0001

Tuesdoy, July 15, 1997

U R G E N T LEGISLATIVE REFERRAL ,MEMORANDUMA ‘

TO: Legislativg Liajson Offlcer - See Distribution below - L

FROM: %éors T ssmant Director for Legtslatwe Reference

OMB CONTACT: Coliin Brown lll : , .
PHONE: (202}395‘75’82 FAX: (202)395-6148

'SUBJECT: : xS Testimony on Chief Financial Officers Audit of Medicare |

DEADLINE: 10am Wednesday, July 16, 1997

In accordance with OMB Circular A-19, OMB requests the views of your agency on the above
subject before advising on its relationship 1o the program of the President. Please advise us if this
item will affect direct spending or receipts for purposes of the "Pay-As-You-Go" provisions of Title
XUl of the Omnibus Budget Reconciliation Act of 1990.

COMMENTS: If you have any comments on the auached HHS testimony on the FY 86 audit of
Medicare, please let me know by the deadlme above, .

DISTRIBUTION LIST

AGENCIES:

110-Social Security Administration - Judy Chesser - (202) 358-6030
61-JUSTICE - Andrew Fois - 1202) 514-2141

118-TREASURY - Richard 8. Carro - {202} 622-0650

- EOP:
Joshua Gotbaum
Barry T. Clendenin
Mark E. Millar
Andrew J. Scott
Barbara E. Washington
Timothy B. Hill

Jeanne Lambrew [/LU\ He/&-e owa

G. E. DeSeve ) B
Norwood J. Jackson Jr U‘m
John S. Radzikowski
Wendy B. Zenker , ‘ COW

Bruce W. McConnell :
Suzanne M. Murrin ' “ é&/\%
Katherine Wallman ‘
Allison H. Eydt ﬁ
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LRM 1D: CBI31 SUBJECT: HHS 'Testirnony on Chief Financial Officers Audit of Medicare

woTm— vrm— m— s e
RESPONSE TO ‘
LEGISLATIVE REFERRAL
MEMORANDUM

It you} rasponse 1o this request for views is short {e.g., concur/no comment}, we prefer that you respond by
e-mail or by faxing us this response sheet. If the response is short and you prefer to call, please call the
branch-wlide line shown below (NOT the analyst’s line] to leave 8 message with a leglslative assistent. "

You meay slso respond by: . ‘
’ {1} calling the analyst/attorney’s direct lina (you will be connected to voice mall If the analyst does not
answer); or .
{2} sending us B memo or lsttor
Plosse include the LRM numbar shown sbove, and the subject shown below,

T0: Coliin Brown lll Phone: 395-7562 Fax: 395-6148
Office of Management and Budget
Branch-Wlde Line {10 reach legisiative assistant): 395-7362

FROM:

Saman

{Dats)

{Name} |

&Agency)t

{Telephono}

The following Is the reponse of our agency to your request for views on the sbove-captioned subject:
e Concur

No Objection

.. No Comment

—

_.See proposed edits on pages

Other:

_ FAX RETURN of pagos, etteched to this’rsponsve sheet
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an “opinion” on whether the amounts presented on the financial statements are reéasonable. Four
types of opinions are possible: 1) a“clean” opinion, which means without any deficiencies;
2) a “qualified"” opu'uon, which indicates that there were comments or questions about some areas;
3) a “disclaimer,” which gives reasons why an opinion cannot be given; and 4) an “adverse” opinion,
which identifies an unacceptable number of dcﬁcnenaes In 1996 the OIG offered a disclaimer on
HCFA’s ﬁnancxal statements. :

FINDINGS OF THE CFO AUDIT

In the CFO aud.\t, the OIG raised concerns and issued disclaimers but did not issue an opinion on
HCFA's financial statements and systems, which is not an uncommon occurrence for first-year audits.
Briefly, the CFO sudit findings identified five areas of concemn: the actuarial . methodology for
estimating Medicare accounts payable; the lack of a review of the Supplemental Medical Insurance
(SMI) premiums; the substantive testing arror rate reflecting improper payments; the records for
Medicare accounts reccivable; and the retroactive settlement process was not reviewed by the OIG,
which caused them to issue a disclaimer. I will discuss cach area in the order of the OIG report and

later I will outline our corrective action for each area. ‘

For MEDICARE PAYABLES, $36 billion was disclaimed. In other words, the OIG has expressed
concern with the methodology used by HCFA's actuaries to estimate payables as well gs the lack of
a validation process. In FY 1997, OIG contracted with Emst end Young (E&Y) who provided
actuarial auditors to review the Office of the Actuary (OAct) methodology for estimating accounts
payeble. The E&Y auditors identified several areas where improvements could be made. ‘The current
HCFA estimating process is 8 byproduct of the overall process used by our actuaries to make Trust ’
Fund projections. One of the chief concerns is that it is difficult for the auditors to validate, since the
payables represent benefits incurred but not yet paid and some of these payments will be made as
much as 2 years later. This creates a data set that is very volatile in the short term.  However, it
should be noted that the payable estimate is used only for financial statement purposes rather than for
determining actual payments; our actuaries have traditionally made estimates for other purposes such
es the Trustees’ Report. HCFA wﬂl be workmg w1th Emst & Young to dcvclop 8 revised process

* . that can be validated.

For SUPPLEMENTAL MEDICAL INSURANCE or MEDICARE PART B PREMIUMS,
$80.6 billion was disclaimed. The Social Security Administration (SSA) is responsible for
withholding premiums from Social Security checks of Supplemental Medical Insurance (SMI)
beneficiaries and transferring these funds to the Part B Trust Fund each month. Since the number is
materiel to HCFA's financial statement, specific auditing of SSA must be done. Because the OIG
was not able to audit the SSA process this year, the OIG disclaimed the $18.9 billion in Part B
premiums, as well as the $61.7 billion Federal matching funds (representing about 75% of Part B
costs). The OIG has assured us that the issue is resolved and that this Social Secumy function will

be audited for Fiscal Year 1997. —

For SUBST ANT!VF CLATMS TESTING, the OIG fOund that the majority of our systems and
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controls are effective. However, thc Substanuve Clalm Testxng audit demonstrated that contractor
controls were not adequate to detecting the types of errors identified in the audit, cspecially in cases
where medical necessity existed but the provider had not submitted the required documentation.

These findings are not a criticism of HCFA’s processes but an indication of the fact that providers
are not fulfilling their responsibilities to provide adequate documentanon 1 wﬂl discuss this area in
detail immediately following this secuon «

For MEDICARE RECEIVABLES, $2.7 billion (nct) was disclaimed. Much Of Medicare's
financial record-kesping is done by our contrectors, under reporting and accounting rules that did rot
fully meet requirements of the CFO Act. Without an integrated general ledger and accounts
receivable system maintained by the Medicare contractors, the OIG and their contract auditors had -
difficulty reconciling receivable data, as the contractors use many different systems for the tracking
and reporting of receivables. The OIG has found that, contrary to HCFA instructions, many
contractors do not reconcile the financial reports with their accounts receivable data reflected on the
Provider Overpsyment Report (POR), which reflects overpayments resulting from the cost settlement
process, and the Physician Supplier Overpayment Report (PSOR), which is used to record most
overpayments found by carriers except bencficiary debts and Medicare Secondery Payer debts,
Difficulty following the “audit trail” is. partly due to some contractors failing to save the
documcmanon required to support the reports.

For the COST REP’ORT SETTLEMENT PROCESS $3 billion was disclaimed. The QOIG was
unsble to determine an appropriate methodology to audit the cost settlement process, since this
activity involves a fiscal intermediary (FI) audit of cost reports submitted by providers. The Fls
conduct desk reviews of all cost reports, end also audit some providers' cost reports, using either a
full or limited scope approach. HCFA's position hes been to focus the limited scope audits on those
providers that have a greater potential for overpayment in order to recover misspent Medicare funds
and to provide & sentinel effect on !l providers. The OIG has not challengcd the qua.h'ty of the
current process and, in fact, . has recogmzed its high cost-savings ratxo , ,

Government audit standards would allow the OIG to rely on HCFA's provider audit process if it were

* based upon a methodology that would select & representative sample of cost reports 10 be sudited.
Prescntly, it is not possible for the OIG to review & sub-sample of the HCFA audits and develop 2
mstmlly valid nationa) ervor rate, or to cnsure that the number reported on the financial statement
is “fairly represented” 25-an accurate reflection of HCFA's liability. HCFA plans to work with the
OIG to determine how to make the process auditable, and to implement that process.

FINDINGS OF THE SUBSTAmVE CLAIMS nsmrc: AUDIT

Appropriately enough, most of the attention surrounding the CFO audit has focused on Substantive
Claims Testing. First of all, the Substantive Claims Testing audit demonstrated that contractor -
controls were adequate to: 1) ensure beneficiary and provider Medicare eligibility, through actions
such as confirmation of the Provider Identification Number; 2) ensure that payment for claims was
appropriate based on information submitted; and 3) ensure that services billed were allowable under
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Medicare rules and regulations. However these controls were not effective in detecting the types
of errors identified in the audit which originated at the provider level. Medicare, like other insurers,
, vmakes payment based on standard claim forms and validates the zm’ormanon submitted only in hrmtcd

circumstances. -

Numerous allegations of high rates of fraud and abuse in health care programs prompted the OIG to
- review in detail the supporting medical documentstion accompanying a sample of claims. We want
- tonote that this is the first time tha this type of audit has been done. To the best of our knowledge,
no other audit either in the private or public sector has included such a comprehensive review as was
done by the OIG in this audit. Since these reviews must be perf‘onncd by medical personnel from the
‘contractor or PRO, it is costly and ume-censunung

The OIG report on thc.CFO audit also included an assessment of HCFA's compliance with lews and
regulations. The good news is that the CFO audit findings tell us that most of our systems and
controls are working. The audit demonstrated that based on the information provided on the claim,
payment was correct. However, in a number of cases sufficient medical documentation did not exist
to support payment of the service. In fact, 99% of improper payments were detected as a result of
the Jook-behind review and were not the failure of our system or controls. 2

Of the 5,314 claims audited, roughly 30 percent were found to be incorrect. From this limited
sample, the actual dollars in error were approximately $440 thousand. . When these audit findings
- were extrapolated to the get of all existing claims, the total dollars paid in error were projected to be
§23.2 billion, which is approximately 14 percent of the $168.6 billion in adjudicated fee-for-service
payments reported by HCFA. Eighty-eight percent of incorrect payments, or approximately $20 «
billion of the projected dollars in error, occurred in six provider types of services roughly in
proportion to total Medicare payments by provider type. The six types of service are: Inpatient
Hospital, Physician, Home Health Ageacy, Outpatient, Skilled Nursing Facility, and Laboratory.

Almost half the errors identified resulted from insufficient or lack of documentation from providers,
and one third of the documentation errors were associated with providers who failed to respond to
repeated requests from the OIG to submit documentaiion. This lack of response from the medical .
commnmty raises some important questions, for which we must find the answers:

» Why don’t providers document the reasons for health care services? And why did one thlrd
of them ignore repeated requests for medacal documentation? :

"+ Was the care in fact rcasonablc but poorly documented, in which case it would still not be
_reimbursable by Medicare? Or, did we pay when we should not have? The results of this

* audit should also be a wake-up call to the medical community, to document as they were
trained or be prepa.red to face the consequences of delayed or denied clmms or other actions.

T}us is new information for HCFA, and will be key to our future progrem mzegmy strategy. Itis
important to note that the errors were not gvident on the face of the claim, meaning that the error
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Gwen these high rates of return, and the fact that we !mve known for many years that our payment
integrity activities were under-finded, we began four years ago 1o seek additional resources. Thanks
10 the leadership of this Committee and others in Congress, last year's Health Insurance Portability
and Accountability Act contained provisions esteblishing a stable funding base for the Medicare
Mtegnty Program (MIP). This legislation will help provide us the tools to address the concerns raised
in the CFO audit. This aud1t however, covers a period prior to the implementation of those new

provisions.

In Fiscal Year 1997, which is the first year of Medicare Integrity Program (MIP) funding under
- HIPAA, the total allocations for program safeguard activities are $440 million, with projected savings
of $5.3 billion. The 1997 funding amount is not an increase from Fiscal Year 1996 allocations.

HCFA'S C URRENT MEDICAL REVIE W STRATEG Y

Because of historicelly limited resources, our payment safeguard strategy has focussed on areas where
we receive the biggest return on investment (ROI). We have streamlined our medical review
strategies to increase our ROL.  The specific components of HCFA's curreat Medical Review

strategy are:

® Medical Review of Claims: Since 1989, administrative funding for medical review and the
percentage of claims reviewed has decreased. In 1990, 16% of claims were reviewed with an ROI
of 710 1. In 1996, the percentage of claims reviewed decreased to 9%, yet the ROI increased to 14
to 1. This performance stems from increased efficiency in the usc of resources thm we have available

to target and correct outstandmg problems. _

. (hnremly about 9% ofa]l 800 million claims, reprcsermng about $70 mﬂhon, are rcwcwed each
year on either 8 pre-pgyment or post-payment basis. Nincty—se\'cn percent of current MR savings.
come from pre-payment reviews. Whenever possible, review is automated to avoid the costs
associated with manue! documentation review. Many errors, however, cannot be discovered

~ without documentation or some other form of manual review external to the claims.
Documentation is not routinely received with the Medicare cla:ms but instead is submitted on

Tequest.

e Education: HCFA's contractors “educate“ the provider billing community, including hospxtals,
~ physicians, home hezlth agencies, and laboratories. This education covers current payment policy,
documentation requuemcms and coding changes through quarterly bulletins, fraud alerts, seminars,
and, more importantly, via local medical review pohcy These efforts offer prowders information and
guidance that enable them to bill correctly. ,

® Use of Data and In.novatn'e Technology - Anslysis that leads to the efficient use of resources is-
critical to our strategy. HCFA and its contractors continue to pursue ways to make available data

| usablc by mvokmg innovative technology in a number of ways:
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> HCFA’s willingness to fund new technology has drrven private industry to develop and markct N
software that our contructors use to profile providers, compare utilization trends and patterns and
identify claims review priorities. Some of this software utilizes sophisticated methods such as
neural netware or fuzzy logic to mine the data for what may not be obvious, thereby enhancing
surveillance of fraudulent and abusive practices. HCFA has chosen not to endorse any specific
software, but has funded contractors to purchase software so that competition continues and the
best statcoof-the-art software is produccd '

» Wearealso unhnng & dedicated statistical am}yss coatractor to support DME Regional Camers
who are responsible for payment safeguards in the arca of DME, prosthcucs orthotics and
supplies. The statistical analysis contractor works closely with the four DME Regional Carriers
and produces ongoing analysis of utilization trends, impact of carrier policy and pre-payment
review strategy, and unusual payment patierns at the national and regional levels. As a result of
this comprehensive examination of utilization, duplicate billing and other aberrant billing practices
have been quickly identified and addressed. The contmued success of this concept will shape
future contracting strategy.

> At the National level, HCFA is developing and continuing to sup;ion the HCFA Customer
- Information System (HCIS), which provides rapid access 1o national, provider and beneficiary
level data, : ‘

> To prepare for the future, HCFA is also pursuing research and development of long range

' strategies for data analysis with the Los Alamos National Laboratories that will employ
mathematical, computer-based methods to efficiently identify potentially fraudulent or abusive
pro\'xdas and claims on g pre-payment basis.

+ HCFA has been worhng with the Lewin Associates to develop 2 methodology for determining

& provider compliance rate that will complement the CFO Audit. This rate will indicate the

percantage of providers that comp]y with Medicare rules and regulations and will include review

of the documentation supporting the claim. For Fiscal Year 1998, we will continue to develop
this methodology and pilot this prepayment initiative.

e Current Efforts for Collaboration and prersﬁon with Partoers - The Opcratxon Restore
Trust (ORT) initiatives required HCFA and its contractors 1o work closely with the Office of the
Inspector Generzl, the Federal Bureau of Investigation, State Medicaid and State Survey Agencies
to seek out and stop fraud, waste and abuse. ORT focused on many provider types which were also
identified in the CFO audit, for example skilled nursing facilities and home health agenclcs The ORT
initiative continues and is being expanded to 12 additional States. . o

. Mcdiure Integrity Program (MYP) - - The Medicare Intcgnty Program was mcted to
strengthen the Sccretary’s ability to deter fraud and abuse in the Medicare program in a number of
ways. First, it created g separate and stable long-term funding mechanism for program integrity
activities. Second, by permitting the Secretary to use full and open competition rather than requiring
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[ Incxxm THE LEVEL OF CLAJMS REVIEW - Ifwe could look at every claim and the assocmtad
documentatwn, we could achieve the idexl error rate of zero. However, the reality is that the
processing. of 800 million claims a ycar makes an 100% review unfeasible, and cost-prohibitiv
However, we will work 10 establish a control system that provides %Mm
absohate-assurance that payments are made properly. At a minimum, the cost of reviewing 100% of -
claims would be a tenfold increase in medical review cost. Increasing the level of review and
requiring documentation with initial claim submissions may have a negative impact on our ability to
process claims in e timely manner. While the audit findings clearly argue for increased and intensified
review levels, determining how to attack this problem is an issue which HCFA must, and will, resolve,

- Some leve! of review — between the current 9% and the unattainable 100% ~-- wzll most effectively
resoive ths problem. Fmdmg the nght number is our challenge

The most commonly billed physician services are the evaluanon and management codes, Tn 1992,

- in conjunction with physician payment reform, thc AMA issued new CPT codes for evaluation and
management services. The interpretation and usc of these new codes were questioned by the medical
community and the carriers, resulting in HCFA instructing the carriers to cease review until
- documentation could be developed. In 1994, the AMA and HCFA jointly released documentation

guidelines and embarked on an educational program. With the completion of the first round of
provider education scrninars, carriers were given discretion to conduct mcd:ca! rmew of evaluation
" and managcment codes bcgmmng in Septembar 1995, - ,

In Fiscal Year 1998 our Medicare contractors’ mll be instructed to conduct & random prapaymem -
review of evaluation and management claims. A detailed implementation plan, including instructions -

to our contractors, will be developed in the fourth quarter of Fiscal Year 1997, for implementation

~ in October of 1998. Qur plan will-include monitoring the effectiveness of the review process and. .

- further action will depend on the findings of this random review. We will instruct the contractors to
make changes accordingly. Based on analysis of the CFO audit report and analysis of the date, HCFA
will ex.pand the scope of services sub;ect to prepaymcnt review of medical documentation. -

e CON'miU! INITIATIVE Rxovmmc Docmm\*unon I;espue-eemfaversy-and-pfe%egt\\}e |

will maintain and continue to reinforce the position that those providers who bill the Medicare

program are accountable for the documentation to support the payment of & claim, Qur position has
been, and will continue to be, that the documentation of services is not a burden 1mposcd by the

government. We are requiring that providers follow standard medical practice, which reqmres careful

documentation of health services. This requirement includes entities that bill for services that are
ordered, referred or otherwise certified by physicianis (e.g., clinical labs, skilled nursing fhcilities).
Critical to this initiative is our ability to require diagnostic information on the claim.

® INCREASE THE NUMBER OF CONTRACTOR MEDICAL DIRECTORS - Contractor Medical
Directors (CMD) are a critical component of all medical review and educationa) activities. To expand
payment safeguard activities in Fiscal Year 1997, we required CMDs at all carriers and regional home
* health intermediaries, Given the budget for Fiscal Year 1998, we will ingrease the number of Medical
Director Full Time Equivalents (FTEs) by 15 percent for the Fiscal Intermediaries. :
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: datemnnatuons were only made through the “look-behind"” revxew :% medical documentation,
Generally, the improper payments reponed by the OIG were not obvious on the face of the claim, and

requircd a thorough “look-behind” review to ascertain accuracy. For example, an incomplete
medical history and/or diagnosis may cause the treatment prescribed to be viewed s unnecessary or
improper, thus giving the appearance of error or fraud. Because of the significant expense involved

- in this type of rmew, the total amount of overpayments might not necessarily be recouped, after the

cost of the review is consxdered

‘l‘he Substanuve Claims Testing audat findings are extremely dzsturbmg and require HCFA’
~ immediate attention. We have carcfully reviewed these deficiencies, and @ corrective action plan has
" been initiated to improve our financial controls. We belicve that these corrective actions will provide
HCFA with an improved record in the FY 1999 CFO audit. '

"rlmSAcQ;wwwA- haas - ” lMW o p;%wlao

'Qur current payment safeguards are alrcady paying dividends in cost savings. These safeguardm

comprise a comprehensive system which attempts to identify improper claims before they are paid,”; RIS
to prevent the need 10 “pay and chase,” HCFA’s current strategy for program integrity focuses on 49‘ et
prevention end early detection. Some of our payment safeguard activities include: Medicare Sy, g
Secondary Payer, medical review (MR), cost report audits, and anti-fraud activities. e

The results of our current strategy have been substantial. In FY 1996, total administrative costs for%xf;
- all payment safeguard activities were $441.1 million, with an essociated savings of $6.2 billion equally &€ -fice

distributed between pre-payment and post-payment safeguard activitics. This resulted in & cumulative/ackioat
ROI of $14 dollars saved for every dollar spent on paymient safeguard activities (ROI = 14:1). W

«For Medxcam Secondary Payer, our contractors spent an estimated $109.3 million, produc:ngm" :
associated savings of approximately $3,308.6 rmlhon. resulting in an RO of $30 dollars saved for Sexaia
every dollar spent (ROI = 30:1). 4 | The 016~
' ‘ ' oo Lee
+For Medical Review acuvmcs, our contractors spcm an esummed $128.3 mxlhon, producmgm
associated savmgs of approximately $1,864.1 million, resulting in an ROI of $14 dollars saved forlzq
every dollar spcnt (ROI = 14:1). FRegitt
@“H‘e/
*For Audits, our contractors spcnt an estumatcd $152.3 rmlhon, producmg associated savings of geare&z
approximately Sl 017.6 million, resulnng in an ROI of $7 dollers saved for every dollar spent (ROIﬂé .

Imple mi

«For Anti-Fraud, our cortractors spent an estimated $51.2 million on payment safeguard activities’/f2 "<

The ROI is not apphcable to thig area of the program because cases are turned over to lsw fhat
enforcement, and recoveries oﬁen require several years, while there is no quantxtanvc estimate of
deterrence effects. ,
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Given these high rates of return, and the facx that we have known for many ycars that our paymem '
integrity activities were under-funded, we began four years ago 1o seek sdditional resources. Thanks
 to the leadership of this Committee and others in Congress, last year’s Health Insurance Portability

- and Accountebility Act contained provisions esteblishing a stablc funding base for the Medicare
Integmy Program (MIP). This legislation will help provide us the tools 1o address the concemns raised
in the CFO audit. ‘This audu however, covers & period pnor to the mplementanon of those new

~ provisions.

In Fiscal Year 1997, which is 'the ﬁrst_ year of Medicare Integn'ty Program (MIP) ﬁmdmg under
HIPAA, the total allocations for program safeguard activities are $440 million, with projected savings
of $5.3 binion. The 1997 ﬁmding amount is not an increase from Fiscal Year 1996 allocations.

HCFA'S CURRENT MEDICAL REVIEW STRATEG Y

. Because of tus:oncally hmned resources, our payment safeguard strategy has focussed on areas whcrc
we receive the biggest return on investment (ROI). We have streamlined our medical review
strategies to increase our ROl The specific components of HCFA's current Medical Review

strategy are: -

® Medical Review of Claims: Sincc 1989, administrative funding for medical review and the
percentage of claims reviewed has decreased. In 1990, 16% of claims were reviewed with an ROI
of 710 1. In 1996, the percentage of claims reviewed decreased to 9%, yet the ROI increased to 14
to 1. This performance stems from increased efficiency in the usc of resources that we have avaﬂab}c ‘
to target and correct outstanding problems.

. C\nmnly, about 9% of-all 800 mmion claims, representing about $70 million, are reviewed each
year on either & pre-psyment or post-payment basis. Ninety-seven percent of current MR savings
come from pre-payment reviews. Whenever possible, review is automated to avoid the costs
associated with manual documentation review. -Many erors, however, cannot be discovered
without documentation or some other form of manual Teview external to the claims.
Documentation is not routinely recclvcd with the Medicare c!a:ms but instead is submitted on

Tequest.

@ Education: HCFA's contractors “educat ‘ the provider bxllmg community, mcludmg hospxtals
physicians, home health agencies, and lsboratories. This education covers current payment pohcy,
documentation requirements and coding changes through quarterly bulletins, fraud alerts, seminars,
and, more importantly, via local medical review pohcy These efforts offer providers information and
guidance that enable thcm to bill correctly.

@ Use of Data and Innovative Techno!ogy Analyms that ieads to the eﬂiczcnt use of resources is
critical to our strategy. HCFA and its contractors continue to pursue ways to make available data
usable by invoking innovative technology in 8 number of ways:
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’ ‘HCFA's mlhngncss to fund new technology bas dnven private industry to devalop and market
software that our contractors use to profile providers, compare utilization trends and patterns and
identify claims review priorities. Some of this software utilizes sophisticated methods such as
neurel netware or fuzzy logic to mine the data for what may not be obvious, thereby enhancing
surveillance of fraudulent and abusive practices. HCFA has chosen not to endorse any specific
software, but has funded contractors to purchase software so that competition continues and the
best state-of-the-art soﬁware is produced

» Weare also utilizing a dedxcated statistical ana}ys:s contractor to support DME Regxonnl Carriers,
who are responsible for payment safeguards in the area of DME, prosthetics, orthotics and
supplies. The statistical analysis contractor works closely with the four DME Regional Carriers
and produces ongoing analysis of utilization trends, impact of carrier policy and pre-payment
review strategy, and unusual payment patterns st the nationel and regional levels. As a result of
this comprehensive examination of utilization, duplicate billing and other aberrant billing practices
have been qmckly identified and addressed. The continued success of this concept will shape
future contracting strategy.

*» At the National level, HCFA is developing and cominniﬁg to support the HCFA Customer
Information System (HCIS) whxch provides rapid access to national, provxder and beneficiary
level data. .

» To prepare for the future, HCFA is also pursuing research and development of long range

- strategies for data analysis with the Los Alamos National Laboratories that will employ
mathematical, computer-based methods to efficiently identify potentially fraudulent or abuswe
prowdcrs and claims on & pre-payment basis.

» HCFA has been workmg with the Lewin Associates to develop & methodology for determining
a provider compliance rate that will complement the CFO Andit. This rate will indicate the
percentage of providers that oomply with Medicare rules and regulations and will include review
of the documentation supporting the claim. For Fiscal Year 1998, we will contmue to dcvclop
this methodology and pilot this prepayment initiative.

e Current Efforts for Couaboration and Coopernﬁon with Partners - The Opcratzon Restore ,
Trust (ORT) initiatives required HCFA and its contractors 1o work closely with the Office of the
Inspector General, the Federal Bureau of Investigation, State Medicaid and State Survey Agencies
to seek out and stop fraud, waste and sbuse. ORT focused on many provider types which were also
identified in the CFO audit, for example skilled nursing facilities and home health agcncxcs The ORT
initiative continues and is bcxng cxpandod 012 addmenal States. - :

e Medicare Integrity Program (MIP) - The Medicare Intcg;nty Program was mcted to
strengthen the Secretary’s ability to deter fraud and sbuse in the Medicare program in & number of
ways. First, it created @ separate and stable long-tenm funding mechanism for program integrity

activities. Second, by permitting the Secretary to use full and open competition rather than requiring
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that we contract only with the axxstmg intermediaries and camers to perform MIP ﬁ.mcnons the
Govemment can seck to obtain the best vatue for its contracted services. Third, MIP permits HCFA
~ to address potential conflict of interest situations. We will requxre our contractors to report situations
which may constitute conflicts of interest, thus minimizing the number of instences whers there is
clthcr an actual, or an apparent, conflict of interest. '

We are currently dcvelopmg regulations to unplemmt MIP and we gre also working on & scope of
work for compeuttve contracts. As we transition work from one of our contractors, Aetna (which
is terminating its Medicare work), we are testing & new contracting relationship in several Western
States that will scpargte out and consolidate payment integrity activities from claims processmg This
will give us va.luable expenence 25 we prepare to lmplemmt MIP

e Adiinichs i il e WL@"*
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_ Our preliminary corrective action plan outlines changes and improvements to HCFA's payment\{ \"
safeguard program  We reoogmzc that & level of tension will be created by a program that scrutinizes
provider billing and requires -the medical community to substantiate billing with medical A
documentation. At the same time, the National Performance Review is promoting government %% -
efficiency, fess red tape, and less regulation. These two opposing constraints will be difficult to é{i}#
resolve. Many of the actions listed below will in fact be moorporatcd into the scope of work of our

-fMIPcomactors . V » S %%?z

”’X\-

m’"

" @ INCREASE THE AMOUNT OF PAYMENTS RECOUPED - Our contractors have denied and are- %
- seeking overpaymeuts for the improper claims identified in the audit. We will also instruct ?,(
contractors to evaluate the providers identified in the report for more extensive review. For example, @)\
we will Jook more closely at the skilled nursing facility that was paid $15,000 for respiratory and

other services that could not be substannatcd by medical documcntauon %{&

In Fiscal Year (FY) 1997, HCFA will continue working with the contractors to ensure compliance ><§ Oi
~ with accounting conventions for proper reconciliation of receivable and payables. These efforts will ’@6
be supplemented by a review of internal controls in six contractors using the American Institute of e%:;
Certified Public Accountants' Statement on Auditing Standard Number 70 (SAS-70), Reports on the g
Processing of Transactions by Service Organizations, Other contractors will be asked to review and "ﬁg
cemfy the existence and operetion of their internal controls, particularly in the area of financial R
reporting. Also, HCFA will hold e training session in-1997 to ensure that contractors understand the
reconciliation procass. We have begun an analysis of the Intermediary, Carrier, and DMERC shared
~ systems as well as the Common Working File 10 determine how accounting and reporting processes
“can be incorporated.into these systems. A longer-term comrective action planned for FY 1998 and
 FY 1999 will be to further implement a single mtegrated accounting system for the tracking and /- -
reporting of receivables as part of the broader process of dcvclopmg the Medicare Transaction

System (MTS).
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° INCR}:ASE THE LEVEL OF CLAIMS RE\’I.EW - Ifwe could look at every chum and the assacmted
documentabon, we could achieve the ideal error rate of zero, However, the reality is that the
processing of 800 million cleims a year makes an 100% review u eﬁgble and cost- pro meE
However, we will work to establish a control system that provides M%ﬁ?w%
-absotute-assurance that payments are made properly. At a minimum, the cost of reviewing 100% of
~claims would be & tenfold increase in medical review cost. Increasing the level of review and
- requiring dosumentation with initial claim submissions may have a negative impact on our ability to
- process claims in e timely manner. While the audit ﬁndmgs dearly argue for increased and intensified -
‘review lovels, dctmmmng how to attack this problem is an issue which HCFA must; and wil], resolve,
- Somo level of review — between the current 9% and the unattainable 100% -»- will most eﬁectwcly _
rcsolve zlus problem Fmdmg the nght number is our challen,ge o

The most cornmonly bxllcd physxcmn services are the evaluzmon and rnanagement codes, Tn 1992 :
in conjunction with physxcxan payment reform, the AMA issued new CPT codes for evaluation and B
management services: The mterprct&b@n and usc of these new codes were questioned by the medical
community and the carriers, resulting in HCFA instructing the carriers to cease review until

- documentation could be developed. ‘In 1994, the AMA and HCFA jointly released documentation
guidelines and embarked on an educational program. With the completion of the first round of
provider education scrninars, carriers were given discretion to conduct medical rmew of evaluation
and managcmcnt codcs bcgmnmg in September 1995 ‘ o ,

" In Fiscel Year 1998, our Medacare contractors will bc mstmctcd to conduct  random prepaymcm e c

~ review of evaluation and management claims. ‘A detailed implementation plan, including instructions
‘toour contractors, will be developed in the fourth quarter of Fiscal Year 1997, for implementsation.
in October of 1998. Qur plan will include monitoring the effectiveness of the review process and
further action will depend ot the findings of this random review. We will instruct the contractors to
. make changes accordingly. Based on, analysis of the CFO audit report and analysis of the dat, HCFA
: wﬂl expand the scope of services. sub;ect to prepayment review of medical documentation. ’

o CONTINUE tmm'rrvz Rmumms DOCUMENTATION - Qespuwewovcrs;mnd-premt\«i:
will maintain and continue to reinforce the position that thos¢ providers who bill the Medicare

program are accountable for the documentation to support the paymeit of a claim, Our positionhas . =

been, and will continue to be, that the documentation of services is not & burden xrnposcd by the
government, We &re requiring that providers follow standard medical practice; which reqmrea careful
" documentation of health services. ‘This requirement includes entities that bill for services that ere
ordered, referred or otherwise certified by physicians (e.g:, clinical labs, skilled nursmg fkcmues)

| :Cntnca] to this initiative is our abxhty to require dmgnostxc mfoxmatson on the claun

o INCREASE THE NUMBER OF Co\mucroa MED!CAL I)nu:crons - Contraczor Mechcal.
Directors (CMD) are & critical component of all madical review and educational activities. To expand
payment safeguard activities in Fiscal Year 1997, we required CMDs at all carriers and regional home

health intermediarics. Given the budget for Fiscal Year 1998, we will increase the number of Mcchcal

Dtrcctor Full 'I'xmc Equalmts ® TEs) by 15 perccnt for the F:scal Intermediaries.

9 mmwmﬁ -.‘.);m;‘amy.pm,foéudg. 77



@ USE SAMPLING TO PROJECT AND COLLECT OVERPAYMENT - We are working on detailed
methodology to develop and enhance cost-effective, yet fair, ways to estimate and collect
overpayments to providers. This method involves post-payment review of a statistically valid sample
of & provider's claims where results are extrapolated to the entire spectrum of claims. While our

- carriers have been active in using this approsch, the fiscal intermediaries will begin this process when
instructions are released later this summer. This methodology is & new tool for fiscal mtcnncdzanes
that creates stronger deterrents to reduce improper paymcnts .

o REVIEW INPATIENT HOSPITAL CIATMS» - Although peer review organizations ('PR.Os’) are not
conducting random review of individual cases, PROs continue to perform mandatory review of a
limited number of cases which include: assistants used in cataract surgery, bcneﬁciaxy complaints,
- higher-weighted DRG adjustments, beneficiary requests for immediate review of continued stay
notices of noncoverage, concems identified during project data collection, dumping violations, and
referrals from HCFA. OIG, and intermediaries. Work has begun on & system to scan Medicare
- bxlhngs for evidence of unnecessary admissions, which will be supplemented by & narrowly targeted

. review process to follow up on any leads generared. PROs will use these and other appropriate data

10 perform surveillance analyses to monitor patterns, trends, and varistions in health status and care
among Medicare beneficiaries, to identify sentinel events or clusters of events that may indicate
less-than-optimal care and 1o identify, prioritize, and sct upon opportunities for improvement.  The
implementation of the Health Care Quality Improvement Program in 1993 shifted the focus of the
PRO program from its emphasis on identifying individual (and often isolated) clinical errors to helpmg .
- providers end practxtxoners improve the mainstream of medical care. However, PROs contmue to

perform mandatory review of & limited number of cases. ‘ '

] ENGAGE’I‘!{EPRGVIDER Comﬂmm - HCFA cannot do this alone. We will continue to scek
the help of national organizations and the provider community to take more responsibility for: .
identifying -and eliminating widespread fraud and abuse. Although providers have been
understandably reluctant 10 welcome the additional work associated with mamtaumng and submitting
docnmentanon, HCFA is working to facilitate provider documentation, via increased education
programs that promote correct coding and documentation. In eddition, we have scheduled meetings
with professional provider organizations who will be invited to participate in an educational briefing
to explain the audit findings and enlist their assistance in addressing the audit's identified problems.

o CORRECT CODING INTTIATIVE - In 1994, HCFA began the Correct Coding Initistive by
swarding 2 contract to AdminaStar Federal for the development of correct coding policy for all
physxcmn CPT codes. This contract resulted in more then eighty thousand autometed mendated
carrier claims processing edits that bundle services prior to payment. Implunmtod in 1996, this
enhanced pre-payment contro! and associated soﬂware update resulted in sevings of about $217

million in its first year.

In FY 1998, HCFA will continue 10 develop codmg policy and edits mth ] focus on new CPT codes -
- with the potamal for high utilization. This project includes ongoing evaluation of the utilization and .
assoaaxed pamng of CPT codes to ensure that all. s:gmﬁcant CPT codes ere included in this initiative.

10 mzfé? Drofi = J\Testimmy.7\cfoouds 717



° Smmmmn Pnovmm ENROLLMENT Smcvmns Due 1o the often covert nature of iliegal -
acts, 8 review of documentation provides no assurance that illegality will be dctcctcd HCFA will
impose stricter standards, requirements and post apphca.ﬂon investigation to prevent those illegitimate
providers, bent on fraud and abuse, from admission into the Medicare program in the first place. In
Fiscal Year 1998, proposed legislation will support tlus ongoing activity by requiring providers to
disclose Employer Identification Numbers (EINs), their Social Security Number (SSN) and
prohibiting entry into the Medicare or Medicaid Program to individusls or entities convicted of
felonies. We are developing & Notice of Proposed Rule Making (NPRM) that would establish much

stricter standards for suppliers of durable medical equipment, prosthetics, orthotics, and supplies
(DMEPOS). Among other things, this NPRM will establish a requirement that each DMEPOS
supplier obtain & surety bond asa prcrcquxsxtc for pamclpauon in the Medicare program

,Implementauon of the Natwnal Provider Idenuﬁar (NPI) is also well underway Thxs initiative will
prevent providers from obtaining multiple billing numbers and distributing billing across contractors.
One provider identifier will allow HCFA to track and monitor the complete picture of a provider’s
~ billing practice. As these NPI numbers gain universal use and acceptance, we will be better able to
identify and, more importantly, track gbusive providers who have had numerous billing numbersin
the past. A Notice of Pmposed Rnlemaiang (NPRM) will be issued shortly on the NP1

¢ IMPROVE USE OF TECHNOLOGY AND Ds\‘m InFY 1998 HCFA will continue developing end -
refining the HCFA Customer Information System, which provides rapid access to national provider’
- and beneficiary level data. Proposed additions for FY 1998 designed to enhance identification of
abuse include expanded cost data, bencficiary profiles, and detailed HCPCS (HCFA Common, _
Procedure Codmg Systcm) and Revenue Center codc level. analys;s

»In Fiscal Year 1998 HCFA is planning a contract for & National Statistical Ana]ysis

Contractor. This xmttauve is modeled afier the success of a similar contractor for the Durable '

Medical Equipment Regiona! Carriers, which improved contractor identification of abusive and
fraudulent providers. The proposed statistical enalysis contractor will also have a new capability
to combme Part Aand PartB claxms data to dcvclop compmhensxve beneficiary proﬁles

»Los Alamos National Laboratories (LANL) - As mentioned earher LANL is currently A
investigating new sophisticated statistical methods for HCFA that combine both provider and
beneficiary profilés for developmant of elgorithms based on patterns of cere that could potentially
identify providers at risk for submitting fraudulent and abusive claims. 'LANL has developed
sophisticated computer pattern-recognition programs that quickly spot new types of ffeud and
abuse, before the claims are paid. LANL methodology will “look at unvsual data.clusters™ and
~refer suspect claims for our analysis. We expect this research to translate into methods that can
be incorporated into our clannsprocmsang syst-ms 10 enthance thc efﬁc:cncy of clmms review. and .
) proacuvely xdcrmfy provxders for review. . L . '
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'@ CONTINUE COLLABORATION WITH PARTNERS - |, . A—ea'orcts [rad

*Operation Restore Trust: HCFA will continue working with the OIG, Department of Justice,

and State Survey agencies. Past collaborative projects have revealed problems in home health, <o o

 skilled nursing, and hospice services. These collaborative projects stress review of medical
records and have led to hexghtened provider awareness of the importance of documentation. In
1997, home health agencies and skilled nursing facilities remain & focus of ongomg reviews done

ok

in collaboration with HCFA's partners. Currently, we are developing prOJccts for Fiscal Year all’

1998 that will focus on the areas identified in this sudit,

The Opemnon Restore Trust (ORT) pro;cct was the first comprehensxve effort at co!laboranon
between HCFA end law enforcement agencies. This two-year demonstration project, which was
launched by the President in May 1995 and concluded on March 31, 1997, was designed to
demonstrate new parterships and new approaches in finding and minimizing fraud in Medicare
and Medicaid. As a demonstration project, ORT targeted four areas of high spending growth:

~ home health sgencics, nursing homes, DME suppliers, and hospices. Since more than a third of

8!l Medicare and Medicaid beneficiaries are located in New York, Florida, mmoxs Texas, and
Caleowua, ORT efforts were targeted at these five states,

vocti o oo

Using monies madc ava:labla through thﬁa‘nd Abuse Control Account, established m@

HIPAA, we expanded out successfil ORT efforts using the State survey agencies to be our “eyes

and ears” in the field and to report back to the contractors whether providers are meeting

Medjcare billing as well as quality requirements. Eighteen States will participate in 8 toral of 26

‘HIPAA-funded projects, allowing us 10 survey epproximately 300 providers for both ccrtiﬁcathn&

%

fraud and ebuse activities, and requires DoJ and HHS 10 establish priorities Jomtly P

~ and reimbursement issues. This collaboration, which js being institutionalized through the Fraud-
and Abuse Control Program established in HIPAA, establishes a funding stream for health care

- @ DEVELOP AND IMPLEME\IT A SUBSTANTIVE TESTIN G PROGRAM: The OIG will
conduct the substantive testing activities and issue a report in FY 97 and FY 98. Pursuant to an
agreement with the OIG, HCFA will have g substantive testing program fully operational by October

1, 1998. The program will establish performance messures, employ some level of random review, -
and include metrics to monitor outcomes. HCFA will replicste the OIG methodology used in the

previous audits for the FY 99 audxt Thts will allow for consxstency and companson wnh prevxc«us
audits. ‘ ‘ o é

This corrective action plan will re-engineer our medical review workload and strategy We are in the
process of understanding the required resources 1o implement this plan. As we work through this

_corrective action plan and implements its components, we will focus our cfforts on the random

ﬁAo o
el

'

i

(“’

o

/

%

prepayment review of claims and adherence to medical standards for documentation, which validate . .~

the medical necessity and reasonableness of the provided services. We will closely evaluate the
successes gained through a reduced national error rate and the correct payment of cleims, versus any

. short term impacts on our ROL. Most importantly, we will make every effort possible 1o ensure that

pud ¢laims are appropnaleiy documcntod
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The mit:atxvcs and corrective actions descnbed in th15 testimony are designed to improve HCFA's .
record in the fisture CFO audits, and, in accordance with GPRA, strengthen our ability to monitor and
track Progxam Integrity efforts. However, the degree to which these efforts will influence the error

rate is unclear at this time. As we gain experience, these actions will be monitored, cvaluated and
adjusted in future years to ensure eﬁ'ecnvencss ’ : :

The work of this Commmee and other Members of Congress has been vital 1o increasing our a.bﬂny
to protect the integrity of the Medicare program, and to safeguard the interests of our beneficiaries.
Most importantly, the lessons and experience gained from our efforts in the past few years will guide
‘us as we put our new lcgislative and administrative tools to use. By effectively utilizing the solid
partnerships between State and Federal agencies, the public, and private health care organizations,
we will preserve Medicare and Medicaid for future generations. A o .
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ed March 26,577

Clinton bails Florida crackdewn; sends Medicare -
fraud bill te Congress By Carel Rosenberg
Knight-Ridder Newspapers (KRT) .
WASHINGTON Ih;hngmwasawkdownonﬁwdasa
model, President Clinton sent Congress a bill Tuesday that makes it
bugbahhealﬂxmpmvndastophmdetﬁun}&edxcaremd
- Medicaid.
Gov. mwcmlwappeeedmﬂlc}mmd}hdﬂ:md}hmm
Seérvices Secretary Donna Shalala for a briefing on the bill and touted

" the Sunshine State's success story in punishing doctors and other

~;xw1dctswhouy&obmcﬂ1cfederalrezmbm'samtsystan.
**Medicare fraud costs billions of dollars every year," Clinton said.
’Itawmtstoaﬁ'audmthatfallsmaﬂofmn'wqmyem,bmmst
' heavﬂynponwmams.
' Inapoxgnantoomterpomt,ChntmhobbledmoﬂmthteHouses
.Rmdtkmmmﬂwhdpddbowmwamas V
'amatwhﬂehemomﬁmknecsnguy . ‘
. “'Good morning, everybody,” hesudasmmﬂieaudxemelooked
' stnmed,butleapedtotlmrfeet.
o Clﬁlawasthaetopush&w;othbnda—fedaalﬁmtcaﬂed L
" “*Operation Restore Trust," which the governor said will save nearly -
SZMmﬂhmﬂnsywmdwdﬂnw@asymmceﬂ'm“mwwd
out frsudulent providers and prevent future abuses.” -
Omspemll-'londamh-ﬁmxdpmgmm.forexample,smdwd
.mmxsbiﬂmgprmesandmmedmspecumsofmw
laboratories, Chiles said. It uncovered $4 million in overpaymentsto
fam‘lmﬂmtdndnotevenhaveﬂ:eeqmpnnltmcmymtﬁm o
Mmﬁarwhwhthegovumaﬁrqmdtbm .
, Masmmﬁgﬁmgheakbmﬁ’mdmmdﬁmldbc -
. copied by other states,” said Chiles, a longtime Clinton ally. “"Mr. . -
_ indentﬂ:mkwaorywleaderﬂnpmtﬁ:swonﬁmﬂmd

: Chntensauid)clegxslauwsmttoCongmsmTuesdadesend .



‘ aspecnalsagnaltoAmamsekiedynbomﬂmnatwnseonmnmmw '
vsmnorcmzens. «
' MedncmandMedwmdammethanMpmgmms.Mmthc

way we do honor to our parents, the way we strengthen our families,
the way we care for our poorest and most vulnerable children,” he
said. Wecmuﬂmﬁuﬂﬁlambsw:payasmmxtham
those of us to-whom we owe a gieat duty.”

He also referred to his recent knee injury which occurred while

. staying at the South Florida home of golfer Greg Norman aspmofof

hmmnmstcknowledgcofAmamshealthmsym
**As all of you know, and as I have given further evidence of here
today, I was recently reminded the hard way that our doctors and

‘medical care are the best in the world,” Clinton said. *'1 can vouch for-
aﬂofﬁ:edoetmsmdmmmehospﬂalmﬂmdathatcmedfmm '

when I was recently injured."

Mmmnvx!whealﬂamc&vaageto%mﬂ:mmm‘

andpeoplehvmgmthdtsabﬂmmdxcaxdxsﬁnstate-a&nmxswed

program for the poor.
Shalala said her administration's two-year focus on cracking down

on Medicare fraud had resulted so far in 69 convictioas of people who

‘collected repayments that they were not entitled to and the

 disqualification of 177 health care providers from Medicare and
: Medncmdrmmbmm ‘because of their fraudulent actions.”

Onekcyaspeetdﬂwlegslaﬁcn,shesdded,wouldreqmehealth '

: caxepmwderstoreglsteriharSocul Security numbers with the

federal government, to make it harder for scam artists to go from state

tostatcwﬁmg@bognsfaahhamdoollee&nggovanmmtﬁmd&
Itwould also: -

: Pmnshdoetms,exﬁ:uamaﬂyorﬂ:rwghadmmxstmuvepeaﬂm

whoaooeptlnckbackswhcnthcyreccmmdaMedxcammd ,

Medicaid patient to a specialist. .
Make:tmotedlmcultforpmvﬁaswlwmrqeaedﬁm

parhcxpahngmh&edxmorh&dxcmdtoreepplypr@qpaﬁmlﬁa
' Creaﬁencwavﬁnxmetaxypemlmforphymens.hospzmlsmd

otherpmwdetswhofalselycahfysanebodyfm'héed:caxdor

Medicare who is not eligible. : ’
' Closealoopholethath&sallowedpmwdastoﬁleforbmhup&cyas »

amed:msnforavo:dmgfraad-mlatedpmalm
Bmadaxthem{Sseuetaq’spmﬂbhotoda:ypammpauonm
Mmmﬂh(edncmdfamypmwhohasbemoonwcwdda

- felony.

InmwnmtamccxtedbyChnton,feda‘almv&txgstorsmMa

, ffamdamed:caleqmpmztmppherpmwouslymctedofmmﬁesa
"fraud who was *'bilking the Medicare program.” He was ordered to

pay$32mﬂhonmmnmonandxsnowmjaﬂservmgamm-year

sentence.
Peoplclikcthxsshonldnotbeaﬂcwedto;omluﬂedxcmmtheﬁm

place,” he said. * Withth:sleglslanm,lt‘slwslikelythatthey'ﬂbe

vabletodothat."
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: Feds to Widen Program to Ferret Out Medncare

Fraud (Nashville) By RobertA.Rosenblatt
(c) 1997, Los Angeles Times

" NASHVILLE, Tean.: Thcfedaalgovunnnnphnxwmcﬁmn
double the number of states where it is aggressively combating fraud

in Medicare and Medicaid, officials said, waming that some criminals

active in the drug trade are targeting the health care system.
Operation Restore Trust, which has been running enti-fraud -

. campaigns in five states, will be expanded this year to Ohio,

Connecticut, lowa, Oklahoma, Tennessee and South Caroling, health
mcﬁmﬂsmmﬁﬂﬁemﬂmmdmm
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| Clinton takes on

health—care fraud

Presldent Clinton unveiled legislation Tuesday -
aimed at preventing unscrupulous doctors, labs and oth-
er health-care providers from bilking government pro--
grams that aid the elderiy and the poor.

Clinton this week is focusing on health initiatives, To-
day he Is to name some of the 32 members of an adviso-
1y commission to study the quallty of care provided in

-managed-care organizations, Thursday, he is expected

to endorse recommendations on when women in their
40s should seek mammograms.

The legislative proposals Tuesday include stiffer pen-
alties for Medicare and Medicaid fraud by health-care
providers, a requirement that providers register their

. soclal security numbers with regulators to track offend-

ers and a provision to allow officials to bar convicted
felons from participating in Medicare or Medicaid.

Health and Human Services Secrefary Donna Sha-
lala estimated the new provisions would save taxpayers
$1 biilion over five years.

Clinton, on crutches, said bis knee surgeryto repaira
torn tendon reminded him “the hard way that our doc- -
tors and medical care are the best in the world” -
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J . To Curb Medicare Fraud

By & WALL STREET JOURNAL Staff Reporter
WASHINGTON ~— President Clinton
proposed cracking ‘down on dishonest
health-care providers as part of an initia-
tive to reduce fraud and abuse in the
Medicare and Medicaid programs.

Announcing a package of iegislative
proposals he plans to send Congress next
month, the president said, ‘‘The best way
to prevent fraud is to keep dishonest
doctors and other scam artists out of the
Medicare system in the first place.”

. To that end, the bill would allow the
program s administrators to bar health-
care providers convicted of a felony .
from participating in the program.-In

- addition, it would require providers to
furnish Medicare officials with their So-
cial Security numbers in an effort, said
the president, to make it easier 'to .

- track and stop fraudsters who try- 46~
repeat their crimes by setting up shop
under phony names with dummy corpc
rations or in new states.”

The legislation also would toughen
penalties against those who violate the
law and close loopholes that let Medxcare
and Medicaid providers pocket overpay-
ments from the government by declanng
bankruptcy. Mr. Chnton Sﬂld
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'artxstsomdﬁ)eMedmres;mm '
‘theﬁtstplaoe. Clmtonwdat‘anute

i DA l
patmgmtheMedmreandMedmxd
pmgrams.’l‘hebﬁlwouldmkah&}ﬁr :

. vented from'j mmpmg “fromii; state to  that. orovi

~ state. Providers :lso would:
. vented from. pocketing. ovérpayments
: sxmp}ybydedaxmgbanhuptcy o
“*These steps,” Clinton said,: Sill

be. pre-

save the American pedplea gieat deal oo ""ux';"".f‘*' “enda

. of 'money.. They: will. also: buy some- o

thmgﬁvatmmeymnnotalouebuy—-—a
greater ‘'sense of security'and}peace of
mmdforourparents,ommoavum

“able families; and children:™

“Republicans’ applauded,t.he presx ealth ¢

" law passed by Congress:last year.

'I‘hengg&stedtheeﬁortmslargeiy
apubhcrelahonstacnc. R
“There is a significant’ amountof

dent’s - efforts, but “said “the “changes. .~ girye
" amount.to only.small adustments:in‘a <

-abusenntheprogmmandl‘mplmed~

 that the adminiistration is responding : %y
" tolast year’s congressional mittative to
find it, fight it-and fix‘it,” said:Rep. Bll -
V"Thomas (R-Cahf),dmnnanouhe' oS tie.

- onhealth. . o

Sen, Chad&s E. Grasiey (R‘Iowa)kj.‘.»« P
" said that “while every step in the fight - 121

" against fraud and waste'is important, ,:( :

‘ﬁrstmnsywmmakmgaproposalto»

. this proposal will have a-minimal im- Q'

pact on maintaining the financial secu-
rity of Medicare and Medicaid.” -

Repubhmns,whom(?hnwnauadaed
ma]&esly in-the last election ‘cam-
paign overthurplanstores:tnmxre
Medicare, are daring Clinton™ to'.go

assurethe!ong-temso}mcyofthe

: m‘f?mtsm:csaud}fﬁeﬁﬂ

text of Medicare and Medicaid -+ !

. l@zdatwﬁ.dt&mt&abdve

Yesterday's announcem’cx;t; vthey
said, was far from sufficient to deal

- ont the front

symbol.
iaalgeomeost’ Wéb
site at weowi washingtonpast.com’ -




e JWL-24-796 wéu 16:39 ID:QMQ—FEDEF?QL AFFRIRS TEL NO:202-789-4581 H177 PRL/ES com ermem
Amerlcan Medical Assoc1at10n . S iy
Phy<icians. dedicated (o the health of America - : . - 1= A
: ’ +

FAX TRANSMISSION $ IEET

1101 Vermont Avenue, NW ' S (/-"f"( A
Washmgtcn DC 20005 i ﬂ" Y Xad |

| 'D.a'te.:’ ~ "1, “14(‘4(3 o From: Qjmm ,,

Nakcu b‘«‘-'m.‘ Min | ~ Division of Federal Affairs

M.Ax lbm \'fM'e,(
C/[o\ns ﬁﬂmngs

Phone number: _

Message 5 ms

W, tut o day

- Total Pages in;luding cover sheet:

Reply Fax Number: 202-789-4581



.. JUL-24-"96 WED 16:48 ID:AMA-FEDERAL AFFAIRS TEL NO:2082-783-4561 H177 PE2/B3 ...

~ July 24, 1996

The Presxdent of the- ‘United States o
The White House -
Washington, DC 20500

Dear Mr. President:

As health insurance reform legislation moves toward final passage in Congress, the
American Medical Association (AMA) and the American Hospital Association (AHA)
are writing to alert you to an issue of great importance to physicians and hospitals.

The pending legislation devotes an entire title to eliminating fraud and abuse in our
health care marketplace. Both the AMA and the AHA support efforts to rid our health
care system of these abhorrent practices that drain Iumted health care resources and
threaten quahty health care for all Amencans

We firmly belneve however, that physicians and hospitals deserve to be governed by
fraud and abuse laws that are clear and provide useful guidance as to what conduct is
-prohibited. Key provisions such as intent standards and advisory opinions are essential
to protect honest physicians and hospitals from what has become an exccedmgly :

. complex and vast web of fraud and abuse laws and regulanons '

The annkxckback laws, for exainple, are full of overly broad and inexact language As
- HHS Inspector General, June Gibbs Brown, recognized in a March 22, 1994 letter to
- Representative Pete Stark, “the [antikickback] statute is broad and encompasses many
- arrangements between health care providers, many of which may not be abusive.” As
a result, a iumber of physicians and hospitals avoid activities that in ‘many cases would
benefit patients, precisely because they fear these activities might be in vxolatxon of the
" antikickback statute.

The variety and complexity of financial relationships in today’s health care market
make it impossible for physicians and hospitals to depend solely upon statutes. and
regulations of general applicability. In addition, the regulatory process simply cannot
keep pace with developing new and innovative, integrated delivery systems. Without
advisory opinions to guide physicians and hospitals, many beneficial arrangements that
would provide high quality health care more efficiently will never see the light of day.

Contrary to what many have argued, the advisory opinion process contemplated in the
House version of the health inisurance refofi bill, would not require the Office of fhe

" Inspector General (OIG) to make a ﬁndmg of a provnder s intent. Rathcr, the opinion
would be based solely on the factual circumstances presented. A physician or hospital
would be required to make an accurate presentation to the OIG of all relevant facts.
The opinion would not be valid if significant facts were omitted or changed.
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, Morcovcr an advisory opmxon would not shield a physmlan or prowder actmg in bad
faith. Thus, despite the issuance of an advisory opinion, the OIG would be free to
prosecute physicians or hospitals that exhibited an intent to commit f;audulent acts.

Providing physicians and hospitals with guidance on What factual arrangements violate
the fraud and abuse laws would not overwhelm the OIG with frivolous requests. More
‘than 11 federal agencies’ successfully provide sumlar gmdance

We hope that we have alleviated some. of the concerns surrounding the issue of |
advisory opuuons and we thank you for your consideration of our argurnents. If the
health care field is to be subjected to new federal criminal and civil penalties,

physicians and hospitals must be assured they will be assxsted rather than hampeted in
their number one goal of treanng patients. .

Sincerely, - - P ' - |
P. John Seward, MD V Richard J Davxdz ’
Executive Vice President - .. President

- American Medical Association ~ American Hospn:al Assoc1at10n .

ce:  Leon E. Panetta, Chief of Staff to the President
Donna E. Shalala, Secretary of Health and Human Services
Janet Reno, Attorney General =
June Gibbs Brown, HHS Inspector General .



