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EXECUTIVE SU.MMARY 


I 
To compare Medicare allowances for prescription drugs with drug acqUisition prices 
curren~ available to the physician and supplier cOmmunities. 

I , . ; 

i ' 
I ' 

BACKGROUND {
I' ! t: ",:' 
f '., I. .' , • 

Medicare aiIowances for prescription drugs increased 2S percent £tom $1.8 billion in ' 
1995 tp, $2.3 billion in i996. However, the number <;>f services alloWed Increased only 
9 percent between the ':two years. ' , " 
,I ..,'


I , ., 


I ' I: 

Medi~e does not pay for aver-the--counter or many presCription drugs that are self
adJj]itillstered~ However" the program does pay for ct?rtain categories of drugs used by 
Medicare beneficiaries. ' :, " 

On JapllaIy 1, 1998, Medicare ,Part B will begin tQ reimburse covered drugS at 95 
,percent of th~ average wholesale price. Currently, Medicare ca.n:iers may detertnine 
the ~ounts that Medicare will pay for these drugs based on either the lower of the 
Estirilated AcquisitionK:ost (EAC) or the national Average Wholesale Price (AWP). 
The ~C is determined based on surveys of the aci:uaI invoice prices paid for the 
drug. !The AWP is reported in The Red Book 'and other pricing publicatiOllS and 
datab~es used by the'pharmaceutical industty. HiStorically, it has been the AWP that 
.carri~n have used ,to ~evelop Medicare reimbursement for prescription drugs.. 

i ' 

; ~:.' . i _" , 

To determine if average wholeSale prices paid by Medicare truly represent wholesale 
! \ :'

prices available to physicians and prescription drug: suppliers, We focused on 22 drug 

cod~ representing the largest,dollar outlays to the :program in 1995. We then . . 


.compared the Medicate allowances for these drug codes With prices available to the 
physiCian and supplier communities. ,. 

I 
·FJNt)INGS 

I· ... ::.. ,...' 
Mediciue allOwances jor 22 dnigs ezceeded actual wl;llile.rale prias by $447 miDion in . 
1996.- ' .;: I 

~'I " 1 
Medicare and its ben~ficiarieS payments for the 2i drugs WOuld have been reduced by 
an ~tpnated 29 percrnt (~447 milli~n of $1:5 billion) jf actJ~al .~ prices ra~er 

, .,than A WP's were the baSIS for Medicare rellDburs~m,ent. Similar S2Vmgs of"$445 
million were also ideptified for 1995. rribe savings percentage for just the 22 drugs 
was ~pplied to Medi~e's alloYiartces for all drugs, the program and its beneficiaries 
wo~d haVe saved an estimated $667 million in 1996. 

I ' 

i 
I ' 
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I ' 

,I ' 
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, 	 , 

For 11WTe thon one.fhird of the 22 drugs reviewet4 MeiJico.re tzllowed. aihoUiU:f were ftujre 

than ~Ie the actua1who1esale prices available to pltySidtzns muI. supp1iets. 


Mediilre allowedhetween 2 arid 10 times:the actual average wholesale prices offered 

by drug wholesalers and group purchasing organizations for 8 of the 2Z drugs .. 

revie~. Medicare a.iIowed at least 20 percent more than the actual avernge 

wholcishle price for ov:~r 80 percent of the 22 drugs.; For every one of the 22 drugs 

revie+bcl, Medicare Jillowed amounts were more ~ the actual average wholesale 


. price lirt both 1995 and 1996. Not only did Medicare pay more than the actual average 
wholeshle pnce;the proO"mm allowed more than the highest average wholesale .price . , I. ., c:r-	 . 
for every diug. '; . 


. I.. I ' 

. ( 

~~ no consistencj among carrien in estlZQlishing and updating Medic4:re drug

reimbUrsement amoUlits. ',. : . . . . 


.	AlthJJgh Medicare's reimbursement methodology for prescription dIugs'does not 
providb for different paymentmtes based oil geographical factors, the allowed 
amourlts for indMdual drug codes Ytlried among th~ camers. Medicare guidelines 
alloVl, barriers to upchite prescription drug reimburs~ment on a quarterly ·b~is. 
How~~er, not only dig some c:a.rriers update yearly:rather than quarterly but cartier
all0'iit1 amounts for Fe same drug code differed rthin a single quarter. 

RECOMldENDATIONS' 	 ,: 

The ~dings of this )eport provide evidence ,that Medicare and its beneficiaries are 
:,makin'g excessive paYments for prescription drugs.: The published AVIPs that are 

,: curre~tly being used by Medicare--contracted carriers to dete~e reimbUrse:rnent 
bear, little or no resemblance to actual wholesale prices that ate available to the 
physician and supplier commUnities that bill. for these drugs.

! I ". . 
I 	 i { • • ';, 

We believe the information in this report provides! further support for a: previous 

recoD:/mendation n:tade by the Office of Inspector General. We. recommended that . 

HCF':'- reexam.ine i~ Medicare drug reimbursemeilt·metbodologics," With the goal of 

redUcing payments as appIopIiate. Beginiling in iJanuary 1998, Medicare 

re~~ursement for prescription drugs will be9S percent of average'wholesale price. 

We ~elieve that the IS percent reduction is Dot a large enough decrease and that 

furthJr options to reduce reimbursement should be considered.
" I .' 	 . 
We ;also believe that the variance of Medicare reiplbursement for individual drug 

cod~ among carriers is inappropriate. The rate at which physicians and suppliers are 

pai~ for drugs should not depend on which carrier the providers bill. We, therefore, 

recommend that HCFA require all c:atrierSto reimburse a uniform allowed amoUiIt 

for ~ch HCFA Common Procdlural Qx1ing ~em (HCPCS) drug COde. The HCFA 

could choose to supply all carriers with a list of average wholesale prices that it has 

det~f;mined represejlt. each drug code. The carriers could then uSe the uniform prices 

to c:atculate paymeqt. The HCFA could also designate one single entity to perform all
" I . " 

(. 

ii 
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necess~ calculations th deteniline reimbursement f~r e3ch drug code Oil a quarterly 
basis. :All carriers would then use this standard reimbursement amount.. . 

, 
I 

AG~cY coMMENTS 
, , 

The ~CFA concurred With our recoOlIIlenciations. The HCFA's proposal in the 
President'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 dtug payments where . 
appropriate. We do not belieVe that the reimbursement methodology for prescription 
drugs feceIitly adoptedf by Congress will curtail the excessive drug payments we've 
identif!ied in the MediC:are program. In this report ..ye\re identified Medi~e . 
allowances that were 11 to 900 percent. greater than\ drug prices available to the 
physic,ian and supplier 'communities. 

Tp address the issue of uniformity among carriers, HCFA has cOnvened a workgroup 
to develop aD elect:ron'ic file consisting of the average wholesale prices for drugs 
covered by,Medicare. iThe agency reports it will distribute this file to Medicare 
coiItr~ctors for their uSe in· paying drug claims. 
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PRESIDENT CLINTON ADDS THREE NEW WEAPONS TO BUILD ON STRONG RECORD 
,: , OF FIGHTING FRAUD AND ABUSE (12.J2I1~d ~ 
,: ' S~/U ~t"eJ...) 
Today Pr~sident Clinton added thre,e new weapons to the anti-fraud arsenal to combat fraud and abt.se in 
the home healtb industry. The President announced: (1) anj,mmediate moratorium on all new home 
health pro~iders 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 fo! 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 f~aud and abuse in Medicare and Medicaid. . 

I 
Took Str~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 ofhealth 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 FightFraud 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, 
OperatioIl; Restore Trust has identified $23 for everyone dollar invested; identified more than $187.5 
million in fines, recoveries, settlements, audit disallowances, and civil monetary penalties owed to the 
Federal Gpvernment. 	 ' 

! 

Obtained Additional Resources to Fight Fraud and Abuse When the President Signed Into Law 
Kasseba~m-Kennedy Legislation. In 1996, the President signed th<.: 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 New Initiatives to Combat Fraud and Waste Proposed by the President in the Balanced 
I 

Budget Act of 1997. The Balanced Budget Act the President signed into law in August also included 
importantlnew protections to fight fraud and abuse in Medicare and Medicaid. These new initiatives 
included, :' 
• 	 requiring providers to giv~ proper identification before enrolling in Medicare; 
• 	 implementing new penalties for services offered by providers who have been excluded by 


Medicare or Medicaid; 

• 	 establishing guidelines for the frequency and duration of home health services; , 
• 	 clt;rrifying the definition of part-time or intermittent nursing ca;re which will clarify the scope of the 


Medicare benefit and will make it easier to identify inappropriate services; . 

I 

• 	 eSFablishing a prospective payment system (PPS) for home health services to be implemented in 

FY 1999, enabling HCF A to stem the excessive flow ofhome health care dollars; 


• 	 cl~arly defining skilled services so that home health agencies can no longer pad their bills with 

uIfIlecessary 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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I INTRODUC~IO.N
" .• __ f 

P~OSE 

To cofupare Medicare'allowances for prescription drugs with drug aci:l1.Jisition prices 

'currerttlyavailable to the'physician and supplier communities. . 

. :\.! . .' ~ . -~ 


'BACKGROUND ' i 
I . ' ,~ 

Medicltre allowances for prescription drugS increased 2S. percent frOm $1.8 billion in' 
1995 to $2.3 billion inl~6. However, the nUIIlberofservices allowed increaSed only 

. 9,'pereent between ~e:two years. ,; , 
i 

M~ Covenzp and PttyinDIJ for Presaipiion Dnll;'
I ' 

I 


,,',.. ,J ., . . , ' 

While Medicare does 'not pay for over·the·eounter ot many prescription drugs ,that are 
self-a~mjnjstered; it does pay for certain categories of drUgs used by Medicare 
beneficiaries. Under certain circwnstances, Medicare Part B covers drugs that are' 
used With durable me~ca1 equipment or infusion equipment. Medicare will cover 
cel'U$drugs used iIi association with dialysis or organ transplantation. brugs 'USed for 
che~otherapy and pain management in cancer treatmentS ~e also covered. The. ' 
progC;am also covers ~rtain types of vaccines such as those for flu and hepatitis B. . 

I 
Dep~nding on the type of drug, bothloca1 camersand four DUrable Medical" 

. Equipment Regional Carriers (DMERCs) are responsible for processing claimS for 
dtu~ 'covered under fart B of the MediCare pro~ , The'caniers are responsible 
ford~termining the allowance that Medicare will pay for these drugs. . 

I . 
i. " ' 

Carriers base their current alloWance rates on the ~egu1ations established in 42 Cbde 
of Ftde:ral Regulation 405.517. AcCorditlg to the reguIations, Medicare computes an 
al1&Jed amount for drugs based .on either the lower of the· Estimated Acq~itiOD CoSt 
(EAt) or the nation& Average Wholesale Price (AWF); The allOwed amount is.tbe . 
price that Medicare a:nd its beneficiaries pay a drUg supplier. The EAe is determiiled . 
based on sui:veys of the actUal. invoice prices paiq for the dnlg.· The AWP is .. ." . 
detehnined through the Red Book or similar pricing publications and databases used 
by the pb.a.tm.aceuticaJ. industry. The AWPs are rnainly ptOVided to these sources by 
pbafmaceutica1 manUfacturerS.· Iia drug has multiple sources (more than· one brand 
or g¢neric version), the price is based on the low~r of the EAC or the median of the 
national A WP for all generic sourCes. Historica1ly~ camet's have utilized A WP and not 
estiIhated acquisition Cost to develop Medicare te¢lbursement for prescription drugs. 

I ' 

btu~;.~e billed to'the'Medicareptograuf b~ed on codes developed by. the Health 
Car~ Financing Administration (HCFA). Th~e codes are developed as part of the 
HCfA Common.Procedure Coding System (HCP~). The Codes define the type of 
drug and, in most ca;ses. a dosage amount. The codes do not indicate whether a brand 

1 
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or generic version of .tbe drug was administered; nor' do the codes provide iriformation 
on th~ manufacturer o~ distnbutor of the drug provided. . 

, 
< 

CJuznge in Medictue Ri:i:mbunement for Prescription J.Jru&s 
I . . , , 

In I:*nt legislation, Congress established reimbursement for prescription drugs at 95 
percent of a drugts average wholesale price. This change will be implemented on 
Ja.riu~ 1, 1998. 

A different proposal to change the Medicare reimbiuserrient methodology for 
prescnption drugs waS included in the President's FY 1998 budget. The propOs~ 
prOVided for the amendment of 42 U.S.C. 1395u( a};to set payment for drugs not 
otherivise paid on a cost or prospective payment basis. The revision set payment at 
the l~west of: actual acquisition cost tCo? the provider, AWP, median actual acquisition 
cost, :or an amount otl.lerwi.se determined under the; Code. The actual ac:quisitioncost 
was defined to include all di.scOunts, rebates, or any other benefit. in cash or iri kind. 
This proposal was supported by HCFA 'but waS noi the 'Version eventually adopted by 

. Con~ess. . :. 

! 
Re1tJ~ Wolk by the Office Of11ispec:tQr (Jerwrd 

I 

This ,teport is one of ;Several Office of Inspector General r~ports concerning Medicare 
pa.yments for prescription drUgS. In 1996, we releaSed a report. entitlea 
Appfopriat€1lI!SS ofM~icare Pr:escription Drug Allowances (OEI-03-96-00420) which 
compared Medicare drug reimbursement mechaniSms with Medicaid payment 

Imecha.nisIt1S for 17 diugsand found that Medicare;'could achieve significant savings by 
,.. adopting reimbursement strategies similar to those>used by Medicaid. The OIG bas 

also, produced several reports focusing on in:J.lalation drugs paid for by Medicare. In 
Medicare Payments for Nebulizer Dru~ (OEI·03-94:00390), we found that Medicaid 
remlbursed albutereli sulf't!teand other nebulizer diugs at significantly lower prices. 
ttwi Medicare. In a companion report called A Comparison ofAlbuterol Sulfate Prices 
(OEI..o3.94..00392), we found that many retail and mail-order pharmacies charge 
customers less for generic albuterol sulfate than Medicare's allowed price. Suppliers'

I l _.. , 

Acq¢.silion Ccists for Albuterol Sulfate (OEI-03.94-00393) found that Medicare's . 

all~ces for albuterol sulfate substantially excee<Jed suppliers' acquisition edsts. 


I .. ' 

Th¢ Office of Inspector General also recently issued a report on acquisition costs of , 
brand name drugs by Medicaid pharmacies. In Medicaid Pluzrmacy - Actual 
AcquisiJion Costs of Prescription prug Produ.cts for Brand Name Dru~ (A·()6..96-00030), 
the; Office of Audit Services estimated that the actual acquisition cost for brand name 
drugs was 18 percent beloW A WP. 

; . 

:METHODOLOGY! 

To; determine if average wholesale prices, paid by Medicare truly represent wholesale 

pri,ces available to physi~ and prescription drug suppliers, We focUsed on drug
, .. 

I 


I 

I 
j , 2 
I 

I 

http:OEI..o3.94
http:otl.lerwi.se
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COdes fepresenting the largest doUar outlays to the p~ogram in 1995. We then 
cOmpared the Medicare allowances for these drug cOdes With prices aVailable to· the 
physician and suppliereominunities . 

.).,, 

We co'llected from th:r~'e sources the data needed to'compare Medicare allowed 
amo~ts to actUal who!esale prices. For information on Medicare allowances for 
prescr;iption 4rugs, we~mpi1ed statistics from HCFA's National Oairns History 
(NCR) File. We then ;collected. Medicare reiinburs~ment ·rates for specific drugs frolll 
contracted carriers. Lastly, we analyzed wholesale paces from drug wholesalers and 
groupl purchas~orgailizations.· , 

MediCare Allowance Dpla for Prescription Drugs 
I 

I '. . 

We d~ded to review:the 30·drug codes with the highest Medicare allowances for 
1995.: We chose 19951since the Medicare cla,ims da~ was 98 percent complete at the 
con::u:nencement of the; inspection.. To qetermine the Medicare allowances for 
presdiption dtugs in 1995, we compiled a list of HGPCS codes that represent all of 

. the dtugs which MediCUU'e reimburses. The drug code list primarily contaiiled HCPCS 
,codeS beginning with ~ J (known as J codes) which iepr~nt mainly injectable drugs 
or drugs used in conjqnction with durable medical equipment. Also included in our 
list of drugs were K cOdes which usually represent i;mmunosuppressive drugs, Q codes 
wmch represent ma.inly drugs used for End Stage. Renal Disease, several A codes that 
represent drugs used for diagnostic imaging, and immunization or vaccine codes that 
are ~epresented by a five digit numeric code.· .. 

. We then retrieved NCH allowance and utilii.ation data using HCFA's Part B Extract 
and ~\lmtriary SYStem (BESS). We aggregated the iallowallCCS for each code to 
cal~te Medicare's total prescription drug allowa.t,\cefor 1995. We then deten:D.iried 
the 30 drug codes with the highest individual allowances for that year. 

I , . . . 

. Usutg NCH data, we:cal~ted the Medicare allO~ces for all drugs in 1996. We 
alsoidetetn:Wiedthe i996 allowances for the 30 dru,g codes with the highest allowances 
in 1995. At th.e time~of our inspection, the NCH data fat 1996 was 95 percent· 
complete. . ~ )1 

~ i 

earlierAiIowances fot PiescriptiJin Drugs 

We'sent requests for! cartier drug reimbursement rates to Medicare's 26 fraud 
i.Df~rmation specialiS~. The fraud information specla1iSts coordinate work among all 
HqFA cOntractors in the regions they represent. (fhere are a total of 61 geographical 
regions that local ctU;riers cover. We received drUg allowances frOI1l 50 of the 61 
areas. We also received responses from two of the four DMERCS. . 

I 

i· \ 


W¢ requested allow~ am6unts for prescription drug codes with the' highest total 
allQwsnccs in 1995. tThe allowed amount refleCts ;the dollar reilIlbursement that 
M~care will allow for the specific dosage defineP by the HCPCS dlUg code. We 

. 3 . 
I 
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! 

aske~ the carriers to provide allowed amoUnts by q1l8rter for calendar years 1995, 

1996,~and 1997. How~er, some ~ers provided us With data on a yeatly basis and 

other$ only for ce~, quarters. . 
 j' 

(, 	 ~,; . 
'i., 

Some carriers also furlrlshed allowed amounts for bbth participating and non
participating physiciari,s. 'Physicians participating in ~the Medicare program agree to 

. accept Medicare allowed amounts as total reimburs~ment for their services. 

Particlpati.ilg physida4s receive 5 percent more in t;!edicare reimb'ursement for 

services. In the instances where both participating and non-participating allowed 

8.Dlo\mts were provid~d, we used the participating physician allowed amounts. More 

than jthree-quarters of physicians across the nation how' participate in the Medicare 


.' , 	 ~ . \ program. 	 . 
I 

U~g ~e data prqvided by, carriers,.we calculated an average Medicare .allowed 

amo}lIlt for each drug code by year. These allowec:I mnounts were used to compare 

¥edicare reimburseDtent with drug acquisition costs for physicians and suppliers. 

,.~: 	 . I 
) 	 , 

PtesCtiptibn Drug eos!s for Physi.citms tmd Supplien" 
, 	 .' 

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

": 	 pricbs offered by wh¢lesale drug companies and gr;oup purchasing organi7.a.tions . 
(GPbs). We obtain~d pricing lists/catalogs for sev;cn 'wholesale drug companies and 
seven group purchasing organizations. Grc;>up purchasing organizations provide' 
merp.bers With lower{cost products by negotiating prices for specific drugs from 
manufacturers. The~;member can $en purchase drugs at the negotiated price either 

,;,direct1y from the manufacturer or a drug wholesaler that agrees to aCcept the . 
" negptiated price. ,FQf the GP?s we reviewed, most of the majpr drug wholesalers 

accept the GPO con~acted pore. .. 
I 	 : . i ' 

Tb~ 14 priciilg sour~ we used provided phaima~utical products mainly to phYSician 

praCtices and specialized or closed pharmacies. Depending on individual State 

li~nsiDg practices, specialized or closed pharmaci~ normally do. not provide retail 

prescription drUg diSpensing to walk-in customers:, Instead, they often provide 

prescription drugs fil! home infusion or inhalatio~ therapy. 


, 
I 	 ' 

~er begin.nitJ.g ouri,review of wholesale drug costs, we determined that 2 of the' top 

30 ;drugS codes we identified for 1995 could not b,e used for the inSpection. Code 

17699 represents not-otherWise-classmed inhalation drugs and Code 17190 for Factor 

VI~I (human anti·hemophilic factor) has a dosage requirement that is difficult to 

determine. TherefQre, obtaining wholesale prices for these two codes would not be 


I 	 ' ,
possible. 	 . 

I 	 . . 

I 	 . . 

F~r' the remaining ?a'drug Codes identified for 0?ranalysis, 17 were Used for the 

tt~tment of eance~/Ieukeli1ia, 5 were iD.ha1a.tiOD drugs, Z were vaccines, and 2 were 

used for organ transplantation or valve replacem~nt complications. There was also a 

drug used fOr imm,vnodeticiencies and another for severe infections. The majority of 


i l.' 	 ., 
, 	 , 

4 
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I , 	 'i . i 

these prugs would mos~ likely be purchased and ad~tered by physicians or other 
health; care practitioners. The inhalation drugs or dt,Ugs used for home infusion would 
most ~ely be provide~ by a speci~d pharmacy OF supplier. 

: $. 	 ' ~."I. 	 1 

For the 28 drug codes,('we collected 1995 and ~996 prices from the 14 drug pricing 
lists/catalogs. We deciqed not to present prices for ~gs where fewer than two 
different pricing sources could be identified per year. There were 6 codes that did not 
meet the two source l11inimUDl. These codes were: vaccine codes 90724 and 9073~ 
inhalation codes 37645, and J7660, and codes KOlZl and 11245 used for 
transplants/valve replaCements. A list of the HCPGS codes' desCriptions and dosages 
for th,e firial 22 drugs Used for our evaluation is proVided in Appendix A. 

I 	 ~ ~ 
~., . J 	 :; , 

The 22 drug codes represented 10 single-source, 9 rpultiple-source, and 3 muJtiple~ 
branq drugs. A single~source drug has only one br*d of drug available. A multiple

. soUrce drug has both qrand and generic forms, of ~e drug available. There were no 
. drug products manufaetu.red in the dosage defined 9Y the HCPCS code for five drugs 
(J762,O, Q0136, J2405,;J9181, J9293). We selected ~ the drugs with higher dosages 
that t;netthe drug des¢rlption and applied a conve~ioi1 factor to achieVe prices for the 
HCPCS-specified 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 
teqw.tement. Since the higher dosage products seemed to be the mote prevalent Ytay 
of pQ.rchasing this diug, we included them in our analysis. . . 
. : ~ . s 

We ~earched the 14 ppce lists for both brand and generic prices during 1995 and 
1996~ For nine drug '?Odes, we obtained between 5i and 8 separate prices~ Eight of 

. the Dine, were single-spurce drugs. For another eight codes, we found between 12 and 
29 s~parate prices. We found betv.reen 30 and 70 s.eparate prices for the .remallring 
five drug codes. f' 

! 
" 

I ~ 	 f:i . 

Caldtlarion. Of Poti:htial Medicdre sCrvings for Prescription Dtugs 
, I. • 	 <' 

,	To detertnine the poJential saVings to Medicare if lcquisition costs rather than 
published A~s:were used for reimbursement, we'compared Medicare's allowed 
atnoimts to the wholeSale prices we collected. To do thiS, we compiled alI the pricing 
infol'Dlation from the sources reviewed and calculated an average price by year for all 
Z2 cpdes. We believ~ that the pricing informatiomsupplied by the drug wholesalers 
and group purchasinS, organizations provides factwil evidence of acquisition costs 
available to physic~ and suppliers. ., 

I 	 :1' 

r: 	 .. J 

Ther average price orfaverage acquisition cdst for e,ach dtugcode was then compared 
to the average Medicare allowed amount that we calculated from the camer data. 

.ForIeach drug code, the difference between the ayerage price and the Medicare 
allowed amount was:bomputed. We then applied:this amount to the number of 
services paid by Med,ica.re for each drug in 1995a,pd 1996. The resulting dollar 
am,!nmts were aggregated to determ.ine the total ~tima.ted savings to Medicare if 
aeq'!.rlsition costs rather than A WP had been used :to deten±li1'1e reiIilbursement. 

I 
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Appendix B provides the average Medicare allowedjamountS and actual average 
wholesale prices eomp,uted for the 22 drug codes reViewed. Although we utilized the 
actuil average whole:s~e price to report savings in the findings seCtion of this report, 
the ~ppeIldi~ also cOntains the potential savings to Medicare if the lowest and 
highest wholesale prices found were compared ~o the Medicare allowed amount. 

: i. . 

~ 

. I 

I 
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FINDINGS 

I. " 

MEDiCARE AlLOWANcEs FOR 22 DRUGS EXCERDED ActuAL 
WHOLESALE PRIces .BY $441 M1LUON IN 1996• 


., 

~ I " 1, 

, Medicare carriers now~base prescription drug reimb~tsement on published average 
, I , '" ", ' ' 

wholesales price of drogs. However. physicians and :suppUers are often able to . 
purch~e drogs for pri~s 'that are much lower than the official AVIPs provided by 
manufacturers. ,: 

After;reviewing whol~ale drug catalogs and group purchasing organizations' prices for 
the 22 drugs, we estim~ted that $447 million would have been saved by Medicare and 
its beneficiaries if Medicare had based reimbursemept on actual wholesale prices 
rather than published ':AWPs in 1996. These wholesale prices ate available to ' 
physicians, specialized :pharmacies, and other suppliers. These wholesale prices 
repreSent the actual aCquisition costs to physicians .a:nd suppliers that bill Medicare for 
these'drugs. ;!' " 

, 

'" I j ,;' ' 

Total! alloweq charges;for the 22 drugs would have 'geen reduced by 29 percent 
($447, million of $1.5 t?illion) if actual wholesale prices rather than AWP were ,the 
basis ifor 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 Z2 drugs was applied to Medicare's reimbursement for all drogs, the program and 
its beneficia.ries would have saved an estimated 5667 million in 1996. 

I 
I " 

The ~arings for indM4ual drugs ranged from 13 percent of allowances for three 'drugs 
(J92Q2,'Q0136, J9185) to a ltigh of 92 percent for leucovorin calcium (J0640). Ab::ilost 
half pf the drugs (10 of 22) had estimated savings greater than 40 percent of 
alloWances. A table prOVided in Appendix C lists the 1996 allowances and estimated 
sa~gs for the 22 drugs. The table also lists the percentage of allowance saved for 
each: individuaJ drug if reimbursement had been based o:p the actual average Wholesale 
prices available for the drug. 

1 ,) ; 

Similar s~# of$445 mDlion were identified for ~99S. 
, ! 

I 
. 

' 

If Medicare had based reimbursement on actual wholesale costs in 1995, the program 
and lits beneficiarieS would have saved an estimated 35 percent in payments fOr the 22 
drugs. TItis would h~ve amounted to savings of $445 million on 51.3 billion in total 
199~ progr3m ~nditures for these drugs. The $~.3 billion in expenditures for the 
22 ~rugs represented; 70 percent of the $1.8 billiondn Medicare total drug allowances 
for 1995.-' ; 

I ' • 
r . . I~ 

The, percentage of allowance saved for individual cJrugs ranged from 15 percent for ' 
carooplatin (19405) apq fludarabine phosphate (J9;185) to 95 percent for leucovorin 
cal9um (J0640). Half of the drugs (11 of 22) had ~estimated savings greater than 40 

,7I 
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. ! "! 
, percent of their 1995 a.Jlowances.' Individual drug aIiowances and saVings for 1995 are 

presented in Appen~ C. 

FOR:MORB 1HAN ONE-THIRD OF THE 22 DRUGS RBVIBWED, MEDICARE 
ALLOWED AMOuNTs WERE MORB 'l1iAN DOUBLE TIm AcrtJAL 
AVERAGB WHOLESALE PRiCE AVAnABLE TO PHYSICIANS AND 
SUPPLIImS.· 	 . 

MediFare allowed be~een 2 and 10 times the ac~ aVerage wholesale prices offered 
by c:trpg wholesalers ~d group purchasing organizations for 8 of the 22 drugs 
reViewed. For one drUg,' Medicare allowed 900 perCent more than the average price 
available for the drug;in 1995 and 673 percent mor~ in 1996. The chart,below 
provides the percentage of the Medicare allowed' amount that is greater thaI1 the 
acttW average wholes~e price for each of the eighi drUgs. 

, i 

! 


MBDICARB A.tLowm:> MORB ~DOtJBI.E
I . 

"!'BEWIIoU!'sALB PlUCB roR mc:a:rr DR.UGS 
10:10 -,-------~---------------"-----'------. 

,'SIOO .• , •. "., •....... ,., .....•..•..• ,,. •.•••.• 


·7 800 ............................... ;: ...... . 

l 

.................... ~ •••••••••••••••••••• I
,; 100 
)'

B 
:;, 

............ I • ' ..... ~.' « •••••••••••• :~ ..... " ..... 
'~ 	600 
. , B ~---'-----. 

N
TSOO 
it. 
G 

, 8400 
S 

100 

o 	 , 
13'3'10 19O1O TIm 19000 17670 11561 .J:D64OT7QlJ 

I 

M~care allowance~ were also sigIiificantly bighel than acquisition costs for the 
remaining 14 drugs ,eviewecL Medicate allowed 60 to 95 percent more than the . 
actual average wholesale price for 3 drugs in 1995 and 2 drugs in 1996. Medicare 

. \ 	 1 

allowed amounts were higher by 20 to 50 percen~ for 9 drugs in 1995 and 8 drugs in 
1996. ReiJ:ilbunement was between ll.and 18 percent more for the remaining 2 drugs 
in f99S and 4 drugs in 1996. 

! 

8. 
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") 

Medicare and its beneijciaries paid at least 20 perceht more than the actual average 
wholesale price for OVf{r 80 percent of the 22 drugs. .:: For every one of the 22 drugs 
reviewed, Medicare all9wed more than the average a~al price in both 1995 and 
1996. :Not only did Medicare pay more than the average price, the program allowed 
I, _, 

< more ~an even the highest wholesale price obtaineq for every drug. Appendix B 
provides information 0,1:1 the highest and lowest wholesale price available for each drug 
in 1995 and 1996. :< < <i 

Based: on the differen~s found betWeen Medicare allowed amounts and actual 
whol~ale 

< 

prices, it is a,ppareJit that the current Medicare reimbursement methodology < < 

is based on an significantly inflated AWP statistic w~ch bears little resemblance to 
aCtual wholesale priceS available in the marketpl~c:e: 

> ' 

t".HBRB IS NO CON$JSIBNCY AMONG CARlUBRS IN ESTABLISHING AND 
UPDATING MEDIcARE DRUG REIMBURSEMENT AMOUNTs. 

Altho~gh Medicare·s ~eimbursement methodology f6r' prescription 4rugs does not 
provide for different Rayment rates based on geographical factors, the allowed 
amou;nts for individual drug codes varied among the carriers. Medicare guidelines 
allow;carriers to update prescription drug reimbursement on a quarterly basis. 

< However, not only did some c.aniers update yearly rather than quarterly but carrier 
al1ow~d amounts for the same drug code differed within a single quarter. . 

i .• 

Fot sbme drug codes,~ the differences in all6wed ~ourttS were significant. Carriers' . . < 

allowed amountsvariCd even for single-source drugs where the reimbursement rate·is . 
;based on only one AWP. A carrier reimbursed code J9217 (leuprolide aeetate, a 
. singI~source drug) a!{ S496.25 for all of 1995. Another canier allOWed $412.29 for the 
first quarter of 1995, ~439.30 for the second and thlrd quarterS, and $477.50 for the < 

fourth. For the first quarter of 1995, providers in one State were receiving 20 percent 
more in reimbursemeht than providers billing the same drug code in another State. 
The second carrier eventually paid $496.26 for thiSi code in the first quarter of 1996. 
How,ever, the first carner increased reimbursement to 5515.63 in the same quarter.

I . .. 

Litt1~ uniforroity was· found among carriers when comparing changes in reimbursement· 
frO~ the first quarter of 1995 to the second quarter of 1997. One carrier's 
reim,bursement for ~de 19000 (doxorubicin hel, 1Q mg.) increased 128 percent from 
$20 ~o 545.50. Another carriers rate for the same code decreased 19.percent from 
$48.20 to S39.10. ., . 

i 
I. < 

Sine:e Medicare does) not allow geographical diffeipnceS to effect drug reimbursement, 
'Vari~tions would seep:t to be caused by carriers' decisions regarding when to update 
reimbursement, what sources to use for docUmenu.ng AWPs, and in the case of 
multipJ.e-source drugS which generic drug~ to inclqdein calculating the median statistic. 

i 
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1997.07.16: Medicare Fraud Hotline Improved and Expanded http://www.hhs.gov/news/press/1997pres/970716.html 

,"'. I 

Date: WednesdaYI July 
FOR IMMEDIATE RELEASE 

16 /. 1997 

Contact: Judy Holtz (202) 619-0893 1 Ben St. John (202) 619-1343 

.Medicare Fraud Hotline.lmproved 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 campaign against health'care fraud~ waste and abuse . 

. "For the past four years, one of our key goals has. been to run Medicare andother HHS programs in a 
more business-like and consumer-oriented way," Secretary Shalala said. "This is an important new step 
toward better service and better management." 

With today's action, each caller to the toll-free Hotline during operating 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 Medicare, 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':'800-2i3-8164. The Hotline is located and staffed 
within the OffIce ofInspector General (OIG) and will operate from 8 a.m. to 5:30 p.m., eastern time, 

. Monday through Friday, with both English- and Spanish-speaking representatives available to provide 

.' assistance. . 


"Medicare beneficiaries are the first line of defense in combating fraud and abuse in the health care 
programs," Inspector General June Gibbs' Brown said. "The redesigned Hotline will make it easier arid 
quicker for them to report suspected wrongdoing. II 

While HHS has had a Hotline sinc~ 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 
Hotline was modified so call~rs in those states could directly reach a Hotline representative .. 

'. 
During the two-year project, the Hotline received more than 40,000 calls, of which 14,000 were 
complaints that warranted follow-up action. So far, about 3,200 have 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 Botline 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 country. 

" 

"As we learned from Operation Restore Trust, our beneficiaries and honest health care providers can be 
some of ourmost important allies in fightingJraud,"said Bruce Vladeck, administrator of the Health 
Care Financing Admini&tration, which inCludes the Medicare and Medicaid program. "In addition, we 
are taking many other steps to combat fraud and abuse in Medicare ~d Medicaid, including the 
Medicare Integrity Program, a system of payment safeguards which identifies and investigates suspicious 
claims." ' 

During its two-year demonstration phase, Operation Restore Trust identified almost $188 million owed 
I" ',' 
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to the federal government;' a return of more than $23 for every $1 spent,on the project. As ajointpioject 
of the Inspector General, HCFA andHHS' Administration on Aging, Operation Restore Trust used new, 
techniques to target areas Medicare and Medicaid where higher levels of fraud an4 abuse exist. 

Secretary Shalala announced earlier this year that Operation Restore Trust techniques are now being 
adopted throughout the Medicare system as part ofthe administration's broadening attack on.fraud and ' 

,abuse in health care. President Clinton announced'a ntllIiber of other new hi.itiatives March 25. Total 
HHS spending for an,ti~fr~ud, waste and abuse efforts in Medicare and Medi~aid is$599 ~illiori in FY , 
1997; up from $452 million five years earlier. " 

"The Hotline is a vital part of our efforts to fight waste, fraud and abuse, butmote comprehensive efforts. :
are also needed," Inspector General Brown said. "Last March, for exatnple, 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 ability to combat fraud." . ' , 

, , , 

Callers to the Hotline are,not required to identify themselves,and if they do not want to'spe!lkto a . 
Hotline representative, they can mail or fax their complaint to the Hotline. The mailing addre'ss is: Office 
of Inspector General, Department of Health and Human Services, HHS-TIPS Hot Line, P.O:.Box. 23489, . 
Washington, D.C. 20026. The E-mail address is htips@os.dhhs.gov. ' 

Note: HHSpress releases are available on the World Wide Web at: http://www.dhhs.gov. 

,.7a , • 
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INTRODUCTION ' L-., ~ + d),VfSF~..n, ~~ fctA~ '--a- eft) a...v&.i ~, 

, the Subcommittee, I am very pleased to have this opportunity to Mr. Cba.irman and Member 
Jljl<lWlg,S of. the recently completed Fiscal,Yoar 1996 ClUef Financial Officers 

(CPO) audit by the artmentofHealth and Human Services Office of the Inspector General (OIG), . 
and our plan to Improve our perfonnance. HCFA efforts to strengthen program integrity and 
contractor activities have had successe For the past wyears,' the orG has performed audits of 
se1cctcd ICtOunts at the Health Care Finane' AdminiSl! 'on (HCFA). The 1996 audit was the first 
comprehensive audit of HCFA's financi statements and related systems alerts us to additional 
improvements that are needed. We are alr ady war . g to address the concerns noted in the audit. 
We view this as an ~cly valuable opp rtunity to take a fresh look at, our financial management 
and payment safeguard strategies. 

What is the CFO Audit? . , ~s ~' (0 vtQ r~ (b~ a...f " 
, , ,(lIs.+ u'-tec.0 &Vl(CE'S~ ~ /em'ejG-"'-. 

In order to understand the CFO audit findings it is necessary to desc,ribe briefly what t'.fie CFO audita ) 
is, why it was conducted; the separatecornponents ofthe audit. and the B.udit findings. 

The CFO Act of1990 (Public Law 101 ..576) requires HCFA to prepare financial statements that fully 
disclose it's financial position and the results of operation in a manner consistent 'With financial 
reporting standards that havelong been employed in the private sector. but which differ signiflcandy 
from prior Government practice. The objective Ofthe Act was to improve systems of accounting, 
Snancial ~ent, and internal controls throughout the Federal Government to help reduce waste 

, and incf5dericy. and to provide to Congress compl~e, reliable. timely. and consistent infonnation on 
the financiil status of the Federal Government. The Act required ,financial reporting to be on the 

, ' 

accrual basis ofaceounting (expenses are recognized when incurred. revenues are recog;nlzed when 

earned) rather than on the cash basis ofaCicounting (expenses are recognized when cash is paid and 

rcvenues when cash is received). ' Like other Government programs, Medicare and Medicaid have 

historicaJly used a, cash accoWlting buis for all budget and reporting purposes. We arc currently in, 

the process ofmaking a ·transition to the accrual basis 'of accounting. 


In 1994. the CFO Act was enhaneed by the Qovc:mment Man.agement and Ref'onn Aet requili1l8 

Government-wide and Department~wide financial statements. Thls legisla.tion required the 

Government Accounting Office (GAO) to audit and render an opinion on the financial statements. 

The 01G j5 required to conduct a full-scale audit of HCFA"s fina.nciaJ statements, to detcnnine 

whether the da:ta are fairly represented; whether HCFA hll.S III appropriate int~a1 oontrol structw'e 

to assure accurate record-keeping; and whether HCFA has complied v.ith finanCially pertinent laws 

and regulations. Including both the Medicare and Meilicaid programs., HCFA is mnong the four 


, la.rp:st federaJ asencies in terms of outlays, thus highly influencing the opinion on the Government· 
wide financiallt8te:ments. This ye~'s audit focuses only on Medicare. 

Since this process is nt\V to alJ ofus. it may also be useful to spend'! moment on the termiriology , 

auditors employ. In public accounting tc:.rms. the purpose ofan audit is to permit the ilU<utOrs to issue 
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determinations were only made through the ~loo){A')ehind" review of medical documentation. 
Generally. the improper payments reponed by the OIG wete not obvious ori the face ofthc claim, and 
required a thorough "look-bohiDd" review to ascertain accuracy. For example, an incomplete 
medical history and/or diasnosis may cause the treatment prescribed to be viewed as unnecessary or 
improper, thus giving the appearance ormor or&lud. Because oithe significant expense involved 
in this type ot'raview. thc total amount ofoverpayments might not necessarily be recouped. after the 
cost ofthe review is considered. . 

The Substantive Claims Testing audit findings are extremely disturbing and require HCFA's 
immediate attention. We haY\; carefWly reviewed these deficiencics, and a corrective action plan has 

, been initiated to imProve our financial controls. We believe that these corrective actions will provide 
HCFA with an improved record ill the FY 1999 CFO audit. 

, CURRENT PROGRAM INTEGRITY INITIATIVES 
--r~s ~4i~i~ ha.o ~ Wle.L..A. o...~{) l\A.A~ 0- vtA.J"l.V.1ee-v 
Our current payment safeguards arc alrcady paying dividends in cost savings. These safeguardst:'r-.lt'Y4au+ 
comprise a oomprehensive system which attempts to identift improper claims before they are paid, I~~+:;;~ 
to prevent the need to "pay and chase." HCFA'scurrent strategy for program integrity focu&eson~'./ /I'-Cd 
prevention BDd early detection. ~ome of our payment safeguard activities include: Medicare-ftu...../II..-((f'"H

r 
e. 

Secondary Payer. medi,c.aJ review (MR.), cost report audits, and anti-fraud activities. ' ~ 

The results ofour current strategy have been substantial. In FY 1996, total administrative costs for ~~ 
all payment safeguard activities were $441.1 million. with an associated savings ofS6.2 billion equally"1:i~ 
distnbuted between pre-'plyrrient and post.paymcnt safeguard activities. This resulted in a cumulativ~~ 
ROlofS14 dollars SS.ved for every.dollar 'pent on payment safeguard activities (ROI = 14:1). ~ .. 

-For Medi~ Secondary Payer, our contractors spent an estimated S109.3 million. producing~ 
associated savings of approximately 53,308.6 million. resulting in an ROI of 530 dolJars saved for ~ 
every dollar spent (ROI::z 30:1). ~ Ol!:r

h:w {....eEJ.I
-For MediCal Review activities, our contractors spent an estimated $128.3 million, producing~~ 
associated. savings of approximately Sl.864.1 million, resultiog in an ROI ofS14 dollars saved for~ ~ 
every doUar spent (ROY =14:1). . ?~ 

. ~~., 

-For A.udit~ our contraCtors spent an estimated S}52.3 million. producing associated savings of<;e~ 
!"p~oximaleJy $1,017,6 million. resulting in &nROl 0[S7 dollars saved fOT every do)]ar spent (Ro!J,..IJSi.' rJ 

7.1), '.' ,. J I_·~--It .. , I'?1fc£~ 

-For Anti-Fraud. our contractors spent an estimated 551.2 million on payment safeguard 8ctivities~~<> 
The· ROI is not applicable to this area of the program because cases are turned oV,er to law 1hA:::h 
enforcement. and recoveries often require several y~ while there is no quantitative estimate of un u.... 
deterrence effects. . \ '..~. 

, 
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that We contract only with the existing intermediaries and carriers to perform MIP functions, the 

Government can seek to obtain the best value for its contracted services. Third, MIP permits HCFA 

to address potential conflict ofinten::st situations. We will require our contractors to report situations 

which may constitute conflicts of interest, thus minimizing the number of instances where there is 

either an actual, or an apparent, conflict ofiirterest. 


We are currently developing regulations to implement MIP, and We are also working on a scope of 

work for competitive contracts. As we transition work from one of our contTactors, Aetna (which 


· is tenninatiriS its Medicare work), we are testing 8 new contracting relationship in several Western 

StatC$ that 'Will separate out and consolidate payment integrity activities from claims processing. This 

will give us valuable experience as we prepare to implement MIP. 


, 	 ~" n._ -L. , 	 . . i i~oc..-<c:::....-

OUB CORRECTIVE ACTION PLAN ~ ~~~ <t&-\. ~ U ~ . ' 
~A-iO/\.. -(-z, ~-fu'~ (,o-nG2A"YlS rD...j~~ ~ -tu...e Cfb au&+. 

Our preliminary corrective action plan outlines changes and improvements to HCFA's payment \ 
safeguard program. We recognize that a level often.sion will be created by a program that 50rutinizes /' 
provider billins and requires the medical community to substantiate billinB with medical ~.~ 
doeumcntadon. At the same time, .the National Performance Review is promoting government ~ '?r::: ~ 

efficiency. less reO tap~. and.less regul8.tiO~; . 'These ~Jo opposing ~onstra.ints will be difficult to ~~I(. 


· Tcsolve.Manyofthe actlons hsted below WIU t.n faet be mcorporated mto the scope ofwork of OUT ....t:? _~ 

. . MIP contraCtors. 	 ... 1J '? {.~ 

• lNCREASJ: THE AMOUNT OF PAYMENTS RECOUPE!> • Our contractors have denied and .....~{~
seeking overpaymc:nts for the improper claims identified in the audit. We will also instruct·· ~~~ ~ 
contractors to evaluate the providers idenri£ed in the report for more extensive review. For example, ~~~ 
we will look more closely at the skilled nursing facility that was paid $15,000 for respiratory and ~.~~,. 
other scrvices that could not be substantiated by medical documentation. 	 . 'S. .... . 

. . 	 . r .~~ 

In Fiscal Year (fY) 1997, HCFA will continue working with the contractors to ensurc compliance '?>e~'" 
with accounting conventio~s for p:oper reconciliati~n ?freceivable ~nd. payablcs. T~ese cff~rts will, "" :\ 
be supplemented by a rev1ew ofmternal controls In SIX contracto~ usmg the Amencan Institute of ~~ 
Certified Public Accountants' SUltemc:nt on Auditing Standard Number 70 (SAS-70), Reports on the . 
Prcic;essing ofTrt:J:f1.SQCtions by Service Organizations. Other coll%mCtOrs wilJ be asked to review and l:, 
certify tho existence and operation of their iatemal controls,. particularly in the area of financial ~ 
·	reponing. Also, HCFA will hold a trBining session in 1997 to ensure thai contractors understand the \ 
rcconcilialion process. We have begun an aMlysis ofth~ Intermediary. Carrier, and DMERC shared 
systems as well as the Common Working File to determine how accounting and reponing processes 
CIUl 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 the broader process of developing the Medicare Transaction 
System (MTS). 

8 
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• CO~lNUECOLLABORATIONWITBPARTNERS ~~~~ ~ J1, . 
. ' ·Operation R.estortTrust: HCFA wiD continue working with the DIG, Department, ofJustice. .~ . 

. . &Dd 'State Survey agencies. Past collaborative projects have J'CvCa1ed problems in home.health, ~ 
,skilled nursing. ,and hospice seMets, These collaborative projects stress review of medical ~ 
records and have led to heightened provider awareness ofthc importance ofdocwncntation. 'In ',. i . 
1997, home health agencies and skilled nursing facilities, remain 8 focus ofongoing reviews done ltS'\ . 

. in collaboration 'with HCFA·spartners. Currently, we are developing projeets for Flsau Year L\U' 
1998 that. will focus on the areas identified in this audit. ,." " '.", ~at.LQ~ 

The Operation Restore Trust (ORT) proj~ was !he first comprehensive. effort ~t roilab.oratio~ () 1\ \ 

between HCFA and law enforcemenr 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 pa.nnerships an~ new approaches in finding and rni.nirriizing fraud in rvtedicare .."""
and Medicai~. Asa demonstration project_ORTtar,,geted four areas ofhigh spending growth:, ~" 
home h~ agencies. ~ur~ing hom~s. ~ME suppliers! an? hospices. Si~ce mO!,8 ~han a ~hird of ~~'S;:
aU Medicare and MedlcBJd beneficlanes are located In New Yor~'Flonda, nhnols; Texas. and ""~ 
California, ORT effons were targeted at these five. states. . ' ,", 0..> " " 

" "vrxf'~ 7 

Using monies ma.de available through th~d A,bu~e Control'Account, 'est~blished i~r, 
HIPAA, we eq>andc:d our successful ORT rm,;;~~ the State survey agencies to be our "eyes ~ 
and ears" in the field and to report back to the contractors whether providerS are meeting (~ ~" "
:Medicare billing as well as quality requirernents. Eighteen States will participatc'in a total of26 c,.
HIPAA...fi.utded projeas. allowing us to survey approximately 300 providers for both certificatio~/~r. 
and reimbursement: issues. This coDabofation, which,is bemg institutionalized through the, Fraud" 0 
and Abuse ControlProgramestabllshed in HlPAA. establishes a funding. stream for health care ~. 
fraud an,d abuse activities. and requires Dol mid HHS to establish priorities jointly. . ' ~~,," ' 

• DEVELOP AND ~LE!'fEN:': ~.SUBS~ANnvE TE~TJNG PROGRAM~ The orG win ~C;( , 
conduct the Nbstantlve testJng actlvttJes and Issue a report an FY 97 and FY, 98. Pursuant to an l!, 
agreement with the 010, HCFA will have a substantive testing program fuUy operational by October r;:p 
It 1998.. The program will establish pcrfonnance measures, employ some level ofrandom review. ~ 
and include metric, to monitor outcomes. HePA Will replicate the 010 methodology used in the ~ 
previous audits.for the FY -99 audit . This will allow for consistency,and comparison with previous 
~~ , 

This corrective action plan 'Will re-engineer our medical, review workload and strategy. We B.TB in the , 
process otunderataneling the r~uired resources to implement this plan, As we ~ork 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 provided seM~$. We will closely evaluate the 
successes pined through a reduced national error rate and thecorr~ payment ofcJaims. versus any 
short term impacts on our ROI., MoSt importantly. we will make every effort possible to ensure that 
paid ~1ain15 are appropriately documented. ' '. 
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If your rasponaGto thli request for views Is short (e.g., concur/no comment).. we· prefer that you respond by 
o-m811 or by faxing us this response sheet. If the response Is short and you prefer to call, please call the 
branch·wlde iine shown below (NOT the &nelyst's line) to leave a message with a loglslatlve assistent.. 

You may elsorespond by: 
(1) caUlng the Bnalyst/attorney's direct line (you will be connected to voice mall If the anolyst does not 

answer); or 
.(2) sending us is memo or lettor 

Plopso Include the LRM number shown above, end the subject shown below. 

TO: 	 Collin 8rown III Phone: 395-7562 Fal<: 395·6148 
Office of Management and Budgel 
Brooch·Wlde LIne Ito reach legislative 865ls1ant): 395·7362 

FROM: __________........__ {Date' 

___ IName) . 

___ (Agency) 

_--,______-,.._______ ITelephone) 

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

Concur 

__ No Objection 

No Comment 

••____ See proposed edits on pages ____ 


Other: _____ 


. . FAX RETURN of pagos, etteched to this reponse sheet . 	 . 



l'l\Vl'l.lIl'U,/l.J, V. I ••1 J. I 

STATE:MENT OF 

BRUCE C. VLADECK. PH.D. 

ADMINISTRATOR 


HEALTH CARE FINANCING ADMINISTRATION 


ON 


CHIEF FINANCIAL OFFICERS AUDIT, FY 1996 


BEFORE 

HOUSE COMMITTEE ON WAYS & MEANS 

SUBCO:M:M:ITTEE ON HEALTH 


JULY 17, 1997 

, 7/J1/97 -J:\r.,llm"y.9ilc/OQIldt.1J'1 . 



- -'"''wi",", • ."""",..,1 ._1.1 ....... _........ ... 


an "opinion" on whether thc amounts presented on the financial statements are reaSonable. Four 
types of opiniona are possible: 1) a "clean" opinion, which means without any deficiencies; . 
2) a "qualiAcd" opinion. which indicates that there were comments or questions about some areas· 
3) a "disclaimer," which gives reasons why an opinion cannot be gjven; and 4) an "adverse'~ opinio~ 
which identifies an unacceptable number of deficiencies. In 1996. the 010 offered a eliselsimer on 
HCFA's financial statements. . . 

FINDINGS OF THE CEQ AUDIT 

In the CFO audit, the OJG raised concer,lS and issued disclaimers but did not issue an opinion on 

HCFA's financial statements and systems, which i.s not an un~mmon occurrence for first-year audits. 

Briefly, the CPO audit findings identified five areaS of concern: the actuarial, methodology for 

estimating Medicare accounts payable; the lack of a review of the Supplemental Medical Insurance 

(SMI) premiums; the substantive testing mOT rate reflecting improper payments; thcrccords for 

Medicare accOunts reccivable~ and the retroactive settlement process was riOt reviewed by the OIG, 

which caused them to issue a disclaimer. I will discun each area in the order ofthe OIG report and 

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


For MEDICARE PAYABLES, $36 billion was disclaimed. In other words, the 010 has expressed. 
concern with the methodology used by HCFA's actuaries to estimate payables as well as the lack of 
8 validation process, In FY 1997, OIG contracted with Ernst and Young (E&Y) who provided 
actuarial auditors to review the Office of the Actuary (OAct) methodology for estimating accounts 
payBblc. The FAY a.uclito~ identified several areas where improvements could be made. The current 
HCFA estimating process is 8 byproduct of the ,overall process u$ed by our actuariesto inake Trust· 
Fund projections. One ofthe chiefconcems is that it is diffiCult for the auclitors to validate, since the 
pa),ables 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 ~ort tenn. However, it 
shouid be noted that the pa)1!ble estimate is used anI;; for financial' statement purposes rather than for 
determining actual payments; our actuaries have tTllditionally made estimates for other purposes such 
as the Trustees" Report. HCFA will be working with Ernst & Young to develop a revised process 
that can be validated. ,. 

For SUPPLEMENTAL MEDICAL INSURANCE or MEDICARE PART B PREr.UUMS, 
$80.6 billion was disclaimed.. The Social Security Administration (SSA) is respon~ble for 
withholdins- premiwns from Social Security checks of Supplemental MecUcal Insurance (SMI) 
beneficiaries and transferring thc&e fun~s to the Part B Trust Fund each month. Since the number is 
material to HCFA·s financial statement, specific auditing ofSSA must be done. Be<:ause the OIG 
was not able to audit the SSA process this yew,' the OJO disclaimed the 518.9 billion in Part B 
premiums, as well a~ the $61.7 billion Federal matchlng funds (representing about 75% ofPart B 
costs). The OIG has assured us that the issue is resolved and that trus Social Security function will 
be audited for Fisw Year 1997. 

For SUBSTANTIVE CLAIMS ~STING, the qIG found that the majorify of our systems and 
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controls are effective. However, the Substantive Claim Testing audit demonstrated that contractor 
controls were Dot adequate to detecting ttie types oferrors identified in the audit, especially in cases 
where medical necessity existed but the provider had not submitted the· required documentation. 
These findings are not a criticism ofHCFA's processes bUt an indication ofthe fact that providers 
are not fWfiIIins their responsibilities to provide adequate documentation. 1 \1Iill discuss this area in 
detailim.mediattly following this section. .. . 

For MEDICARE RECEIVABLES, 52.7 billion (net) was disclaimed. Much of Medicue's 
financial record-keeping i$ done by our conf.ractoTS, Wlder reporting and accounting ruJes that did not . 
fully meet requiremerns of the CFO Act.· Without an integrated general ledger and accounts 
reoeivabJesystem maintained by the Medicare contr8ctors.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 010 has found that. contrary to HeFA instructions. many 
contractors do not reooncile the financial repolU with their accounts r.eceivable data reflected on the 
Provider Overpayment Report (POR). whichreflocts overpayments resulting from the cost settlement 
process, and the Physician Supplier Overpayment Repon (PSOR), wruch.is used to record most 
overpayments found by canier$ except benc.1iciary debts and Medicare Secondary Payer debts. 
Difficulty following the "audit trail" is' partly due to some contractors falling to save the 
documentation required to support the reports. 

For the COST REPORT SEtTLEMENT PROCESSa $3 billion was disclaimed. The 010 was 

unable to determine an appropriate methodology to audit the ,ost settlement proctS$, since this 

activity involves a fiscal intermediary (FI) audit of cost repons submitted by providers. The FTs 

conduct desk reviews ofall cost repolts, end also audit some providers' cost reports, using either IS 


full or limited scope approach, HCFA's position has been to focus the limited scope audits on those 

providers that have a greaterpoteatiaJ (or overpayment in order to recover misspent Medicare funds 

and to provide a sentinel effect oD: alJ providers. The OIG has not challenged the quality of the 

current process and, in fact,.has recognized its high cost-savings ratio, . . 


Government audit standards would allow the 010 to rely on HCFA's provider audit process if it were 

based upon a methodology that would 6clect a representative sample of cost reports to be audited. 

Presently. it is not possible for the 010 to review a 5u'b--sample ofthe HCFA audits and develop a 

statiltic:aDy valid national CIll.)r rate, or to ensure that the number reported on the financial statement 

Is "fairly represented" Blan accurate reflection ofHCFA's liability. HCFA plans to work with the 

oro to determine how to ~ake the process auditable, and to implement that process. 


FINDINGS OF THE SUBSTANTIVE CUIMS TESTING AUDrr . 

Appropri.!1elyenough, most of the attention surrounding the CFO audit has focused on Substantive 
Claims Testing. First of all, the Substantive Cl~ Testing audit demonstrated that contractor 

.controls were adequate to: 1) ensure beneficiary and provider Medicare eligibility, through actions 
such as confinnation of the Provider ldentification Number; 2) enSure that payment for chums was 
appropriate based on infurmation subniitted; and 3) ensure that services billed were allowable: under 
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Medicare rules a.iui resuIations. However, these controls were not effective in detecting the types 
oferrors idemified in the audit which originateclat the provider level. Medicare, like other insurers, 
.makes payment basOO on standard claim forms and validates the information submitted onJy in limited 
circumstances. .. 	 . 

Nwnerous allegations ofhigh rates offraud aodabuse in health care programs prompted the OIG to 
r~ew in daaiJ the supporting medical documentation accompanying a sample ofclaims, We want 
to note that this is the first time that this. type ofaudit has been done. To the best ofour knowledge, 
no other audit either in the priV'aleor public sector has included such a comprehensive review as was 
done by theOIG in this audit. Since thc:se reviews must be perfonned by medical personnel from the 
.contractor'or PRO, it is costly and time.consuming. 	 . 

The OIG report on the CFO audit also included an assessment ofHCF A's complianu with laws and 
regulations. The good news is that the eFO 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 correa. However, in a number of cases sufficient medical documentation did notcxiSt 
to support payment of the service. In fact, 99% of improper payments were detected. as a result of 
the look-behind review and were not thefailure of our system or controls. 

Of the S.314 claims audited, roughly 30 percent WCT'C found to be incorrect. From this Umited 
sample, the actual dollars in error wert approximately $440 thousand .. When these audit findings 
were extrapolated to the Set ofall existing claims. the total dollars paid in error were projected to be 
S23.2 billion, which is approximately 14 percent of the $168.6 billion in adjudicated fee..for..seTVice 
payments reported by HCFA. Eighty-eight percent of incorrect payments, or.approxim.ately 520 • 
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 Agency, Outpa.tient,. Skilled Nursing Facility, and Laboratory. 

. 	 ., 

Almost haJfthe errors identified resulted. from insufficient or lack ofdocumentation from providers, 
and one thlrd ofthe documentation errors were associated with providers who failed to respond to 
repeated requests from the OIG to submit documentation. This lack of response trom the medical . 
community raises &omeimportant questions, for which we must find the answers: 

• 	 'Why dontt providers document the reasons for health care services? And why did one third 
ofthem ignore repeated requests for medical documentation? 

• 	 Was the care in faa reasonable, but poorly documented. in which case it would still not be 
.r:~imbursable by -Medicare? 9r. did we pay when we should not have? .The results of this ..
audit should also be a wake-up call to t}te meclical community, tc) document a, they were 
trained or be prepared to face the consequences ofdolayed or denied claims, or others.ctions. 

This is new information for HCFA, a.od will be key to our future program integrity strategy. It is 
important-to note that the errors were not evident on the face ofthe claim. meaning that the error 
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Given these high rates ofreturn. and the fact that we have known for m~y years that our payment 
integrity activities Were under-funded. we began four years ago to seek additional resources. Thanlcs 
to the leadership ofthis Committee and others iIi Congress,1ast year's Health Insurance Portability 
and Accountability Act contained provisions .establishing a stabJe funding base for ~e ·Medicare . 
IntesritY Program (MlP). This legislation will help provide us the tools to address the concerns raised 
in the CFO audit. This audit. 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 (MJP)funding under 

HlPAA. the total allocations for program safeguard activities are 5440 million. with projected savings 

ofSS.3 billion. The 1997 funding amount is not an increase from Fiscal Year 1996 allocations. 


,. . 
HCFA'S CURRENT MEDICAL REVIEW STRATEGY· 

Because ofhistorlca1Jy 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 10 increase our ROI. The specific components of HCFAts current MedicaLRcvicw 

stratcIY are: 


• Medical Review of Claims: Since 1989, ad~strative funding for medical review and the 

percentage ofclaims reviewed has ~ecreased. In 1990, 16% of olaims were reviewed with an ROI 

of 7 to tin 1996, the percentage of claims reviewed decreased to 9%. yet the ROJ inCreased to 14 

to 1. This perfonna.c~ stems from increased efficiency in the use of fCSOurces that we have availabJe • 

to ~get and correct outstanding .problems. . . 


., 	 CunemJy, about gglc ofall 800 million claims. representing about $70 million. .are reviewed each 

year on either a pre-payment or post·payment basis. 'Ninety.$C\'en. percent of current MR savings. 

come from pro--payment reviews. Whenever possible. review is automated to avoid the costs· 

associated with manuBl documentation review. Many errors; however. e&nnot be discovered 

without documentation or some other Conn of manual review external to the olaims. 

D~cumentation is not·routinely received with the Medicare ciajrns, but instead is submitted on 

rcquest. 


• Educatioa! HCFA~s contl1lCtors "educate" the provider billing community, including hospitals, 
. physicians, home hea.lth agencies, aDd laboratories. This education covers current payment policy. 

documentation requirements and coding changes through quarterly bulletms, fraud alerts, seminars. 
and, more importantly, via local medical review policy. These efforts offer providers information and 
~id.ance that enable them to bill correctly. . . 

• U,e ofData aDd wovative Techaology ~ Analysis that leads to the efficient use ofresources is' 
critical to our strategy. HefA and its coDtractors continue to pursue ways to make available data 

. usable by involc:iag innovative technology in 8 Dumber of ways: 
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.. 	 HeFA's willingness to fund new technology bas driven private industry to develop and market . 
software that our contractors use to profile providers, compare utilization trends and pa,ttems 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 onhancing 
SUlVeillance ofthtudulent and abusive practices. HCFAhas chosen not to endorse any specific 
software. b,ut has funded c:ontnictors to purchase software so that cornpetitioncontinues and the 
best 8tate·of·th~an software is produced. . 

.. 	 We IU"e also utilizing a dedicated statistical analysis contractor to support DME Regional Carriers, 

who are fC$ponsible for 'payment saf'eguards in the aru of DME, prosthetics, onhotics and 

supplies. The statistical analysis contractor works closely with the four DME Regional Carrier& 

and produces ongoing analysis of utilization trends, impact of carrier policy a.o.d pre-payment 

rcviC'lN' strategy, and unusual payment patterns at the national and regional levels. As a result of 

this comprehensive examination ofutilization. duplic.ue billing and other aberrant billing practices 

have beeD quickly identified and addressed. The continued SUCcess of this Concept Will shape 

fi.tture contracting strategy. . 


.. 	 At the National level, HCFA is developing and continuing to support the HCF A Customer 

Information System (HCIS), which provides·rapid access to national, provider and beneficiary 

level· da.ta. . . 


.. 	 To prepare for the future» HCFA is also pursuing research and development of long range 
strategics for 'data analysis ·\\Iith the Los Alamos National Laboratories that wUl employ 
mathematical, computer..based methods to efficiently identity potentially fraudulent or abusive 
provider, and claims ona pre-.payment basis. . 

.. 	 HeFA has been working with the Lewin J\ssociates to develop a methodology for determining 
a provider compliance rate that will camplement the CFO Audit. This rate will indicate the 
percentage ofproviders that comply with Medicare rules and regulations and will include review 
ofthe doeumcntation supporting the claim. For Fiscal Year 1998, we w;U continue to develop 
this methodology and pilot thls prepayment initiative. 

• Cun"Pt Eft'orte for .Collaboratlon aDd CooperatioD with PartDet'! - The Operation R.estore 
Trust (ORT) initiatives required HCFA and its contractors to work close1y with the Office of the 
Inspector Gencnll, the Federal Bureau ofInvesrigation, 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 Ute CFO auwt, for example skilled nursing tBcili.ties and home health agencies. The ORT 
initiative continues and is being ex:pandcd to 12 additioDBl States. . 

• Medicare Int~rity Program (.MIP) .... The Medicare Integrity Program was enacted to. 
strengthen the SC<iretary's ability to deter fraud arid abuse in the Medicare program in a number of 
ways. First, it created 8 separate and stable Jong..tenn funding mechanism for program integrity 
activities. SecoD~ by permitting the Secretary to usc full and open competition rather than requiring 
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• JNCREME THl: LEvEL OF CLA:ws REVIEW .. lfwc could look at every claim and the associated 
documentation, we could achieve. the ideal error rate of zero. However, the reality is that the 
processing of 800 million claims.a year makes an 100010 review unf~ble, and~1rObibitiYE' . 
Howc,ver. we will work' to establish a cootrol system that provides re~861"'l:pe&gpl het4... 
absoltrte-assur8l1ce that payments arc made properly. At a minimum, the costof.nMewing 100% of . 
claims would be a tenfold· increase in medica1·review cost. Increasing the level of review and 
requiring d~cwnentation with initial claim submissions may have a negative impact on o~ ability to 
process claims in a timely manner. While.the audit finding~ clearly argue for increased and intensified 
review 'cvc1s. determining how to attack this problem is an issue which HeFA must, and wiU. resolve. 
Some level ofreview - between the current 9% and the unattainable 100% :"•• will most effectively 
rcsolve this problem. Finding the right number is our challenge. 

. .'. 
The most commonly billed physiCian services are the evaluation and ~8gemeJlt codes, In 1992• 


. in corVunction with physician payment reform. the AMA issued new CPT codes for e\'aluation and' . 

management services. The interpretation and usC ofthese new codes were question~ by the medicaJ 

community and tile 9&1iers, resulting in HerA instructing the c8JTiers to cease review until 


. documentation could be developed. In 1994, the AMA and HeFA jointly relel5ed documentation 
guidelines and embarked on an educational program, With the completion of the first round of 
provider education sem.i,n.ars, carriers were glven discretion to .conduct medical review of evaluation 
and management codes beginning in September 1995. . . 

In Fiscal Year 1998. our Medicare contractors will be instructed to conduct a random prepayment· 

review ofevaluation and management claims. A det8.i1ed implementation plan.· including instructions 

to our contractors, will be developed in the fourth quarter ofFiscaJ Year 1997. for implementation 

in October of 1998. Our plan will'include monitoring the effectiveness ofthe review process and, 

fi.utber action will depend ali the findings ofthis random re'w'iew. We will instruct the contractors to ' 

make changes accordingly.. Based on analysis oftheCFO audit report and analysis aftne data.. HCFA 

will expand the scope of services' subject to prepayment review ofmedical documentation:, 


• CONTINuE INlTlA TIVE REQUIRING D~"TATI~N - Despito &eRtfo.wersy aDd PFElt.6t,\.k . 

will mainwn and continue to reinforce the position that those providers who bill the Medicare 
program are account.able for the documentation to support the payment of a cl~m. Our position has 
been, and will continue to be, that the documentation ofscrvices is IlQ1.B burden imposed by the 
govenunent. We are rcquiring that providers fonow sti!!.ndard med.ic:al prActice, which requires careful 
documcntation of hc:a1th services. This requirement includes entities that bill for services that are 
ordered, referred or otherwise certified by physicians (e.g., clinical labs. Skilled nursing facilities). 
Critical to tbi$ initiative is our ability to require diagnostic information on the claim. 

• INCREAsl;.1"IIE NUMBER OFCOSTRACTOR MEDICAL DIRECTORS - ContraCtor Medical 
Directors (eM])) are a critical eompo~t ofall medical review andeducalionaJ activities. To expand 
payment safeguard activities in Fiscal Year 1997, we required CMDs at all eaniersand regional home 
health intermediaries. 0M:n the budget for Fiscal Year 1998, we will increase the number ofMe<liea.l 
Director Full Time Equivalents (FTE5) by 15 percent for the Fiscal Intel1T!cdia.ries~ 
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detenninations were only made through the "look~behind" review of medical documentation. 
Generally, the improper payments reponed by the OIG were not Ob'viol1S on the face ofthe claim, and 
required a thorough "Jook-behind" rCvicw to ascertain accuracy. For example. an incomplete 
medical history andIor diasnosis may cause the treatment prescribed to be viewed u unnecessary or 
improper, thus giving the appearance oferror or fraud. Because ofthe significant expense involved 
in this t)'pe ofreview. 111e total amount ofoverpayments might not necessarily be recouped. after the 
cost ofthe· review is considered. . . 

The Substantive Claims Testing audit findings are extremely di'sturbing and require HCFA's 
immediate attention.' We have cardWly reviewed these deficiencies, and a corrective action plan has 
been initiated to imProve our finanaalcontrols. We believe that these corrective actions will provide 
HCFA .with 8ll improved record in the FY 1999 CFO audit. 

CURRENT PROGRAM INTEGRITY INITIATIVES 
-rIMs ~V\i~i~~ .. ~~o...~~ \\A.A~ 0- \'U)"W\.A/et::. 
'Our current payment safeguards are already paying divideflds in cost savings. These eafeguard5~~~!I1 
compri&e a comprehensive system which attempts to identify improper claims before they are paid,I:VVJ.+.;;;~ 
to prevem the'need to "pay and chase." HCFA's CWTelll strategy for program integrity focu&csonJ;'.~ I!-i 

prevcmtion and early detection. Some of our payment safeguard activities include: Medicare~v...-(rVDl 
Secondary Payer. medical review (MR.), cost report audits, and anti-fraud activities., ~ 

The results ofour current strategy have been substantial.. In FY 1996, total administrative 'costs for ~ 
aU payment Safeguard activities were $441.1 tllIllion, with an associated savings of$6.2 billion equallyM~ 
distributed between pte->payme:nt and post-payment safeguard activities. This resulted in 8eumulativcM.l2di~ 
R.OJ. of$14 dollars saved forev~ .dollar spent on payment safeguard aotiYitic, (ROll: 14:1). ~ 

-For Medi~ Secondary Payer, our contraciors spent an estimated S109.3 million, producing~ . 
associated savings of approximately $3.308.6 million. resulting in an ROI of 530 dollars saved for ~ 
every dollar spent (R01::z 30:1). . /h...R ollr 

. f.r.w ke 
-For MediCal Review activities, our contractors spent aD estimated $128.3 milliol\ producing~~ 
associated savings ofapproximately 51.864.1 million. resulting in an ROI ofS14 dollars saved fo~-fV.-e-
every doUar spent (ROI =14:1). r~ 

ff~· 
-For Audits.. our contri.ctors spent an cstimated.S152.3 million.. producing associated savings of<;e~ 
!l'p:oximately SI,017.6 million. resulting in enROl ofS7 dollars saved for eVery dollar spent (RO~.£l9r . 

7.1). ..' . J""'r&~ 

-For Anti-Fraud, our contractors spent an estimated $51.2 million on payment safeguard 8ctivities~~<;; 
The ROI is not applicabJe to dlii area ofthe program because cases are turned over to law l'hA:::IJ 
enforcement, and recoveries often require several YearS, while there is no quantitative estimate of r.<J-1lL
deterrence effects. .... hver 

I 
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Given these high rAtes ofreturn. and the fact that we have known for ma.ny years that out paYment . 
integrity activities were under-funded. we began four years ago to seek additional resources. Thanks 

, to the leadership ofthis Committee and others in Congress. last year' $ Health Insurance Portability 
and Accountability Act contained provisions cstablishing a stablc funding base for the Medicare 
Integrity Program (MlP). This legislationwill help provide us the tools to address the concerns raised 
in the CFO audit. This audit, however. covers a period prior to the implementation ofthose new 
provisions. ' ' 

In Fiscal Year 1997, which is 'the first year ofMedicare Integrity Program (MJP) funding under ' 
HIPAA. the total alJocarions fur program safeguard activities are 5440 million, with projected savings 
of$5.3 billion. The 1997 funding amount is not an increase from Fisoal Year 1996 allocations. 

HCFA'S CURRENT l(EDlCA.L REVIEWSTRATEGY 

Becauseofbistorlca11y limited resources, our payment safeguard strategy has focusSed-OD areas whcre 

we receive the biggest return on investment (ROI). We have SlJeamlined our medical review 

strategies io increase our ROI. The specific components of HCPA's current Medical Review 

strate!), are: " ' 


• Medical Review of Claims:' Since 198~, ad~suative funding for medica! review and the 
percentase ofclaims reviewed has decreased. In 1990: 16% ofclaims were reviewed with an ROI 
of 7 to 1. In 1996, the percentage ofclaims reviewed decreased to 9%, yet the ROI increased to 14 
to 1. This perfonnance stems from increased efficiency in the usc ofrcsour~s that we have avaiiabJe • 
to ~et and correct outstanding problems. 

.. 	 Currently, abOIJt 9"1a ofall800 million cla.ims. representing about 570 million., are reviewed each 
year on either apre--payment or po,st~payment basis. Nincty·5e\'eJl, percent ofcurrent MR. savings 
come from pre--payment reviews. Whenever possible, review is automated to avoid the costs . 
associated with m.ail11al documentation review. Many errors; however, cannot be discovered 
without documentation or some other Conn of manual review external to' the Qlaims. 
Documentation is not routinely received With the Medicare clajrns. but instead is submitted on 
request. 

• Education! HCFA • s contractors HeducateUthe provider billing community, includias hospitals. 
physicians, home health agencies, aDd laboratories. This education covers current payment policy, 
documentation requirements and cQdin.g changes through quarterly bulletins, fra1.1d alerts. seminars. 
and, more importantly. via local medical review policY. Theseeffons offer providers information and 
SUidance that enable them to bill correCtly.' . 

• U,e ofData ud l.a..novative Technology ',:, Analysis that leads to the efficieni use ofresourccs is 
critical to our strategy. HCFA and its contractors continue to pursue ways to make available data 
usabfe by iDvokiDg innovative tcc;Mology in 8 number of w .. ys: 

: . 

. ' 
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"HCFA', willingness to fund DeW technology has driven private industry to develop 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 
neural netware or fUzzy logic to mine the data for what may not be obvious. thereby enhancing 
surveillance offraudulent and abusive practices. HCFA has chosen notto endorse any specific 
software, b,ut has funded contractors to purchase software so that competition continues and the 
best statc.af-the-art software is produced. 

.. 	 We arc also utilizlng a dedicated statistical analysis contractor to suppon DME Regional Carriers, 
who are re$ponsible 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 orcarrier policy and pre-payment 
revieW strategy, and WlUsual p.ayment patterns at the national and regional levels. As a result of 
this comprehensive.examinatioJl,ofutilizatio~ .dupUc;:.ate billing and other aberrant billing practices 
have been quicJ<1yidentified and addressed. The continued SUCcess of this concept will shape 
future contra~ng 5trategy~. 

.. 	 At the Nationa11eveJ.. HCFA is developing andcontinWng to support the HCFA Customer 
Infomadon System (HCIS), which provides rapid &ceess to national, provider and 'beneficiary
level data. . . 

.. 	 To prepare for the future. HCPA 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 
providers and claims ona pre--payment basis. 

.. 	 HCFA has bccn working with the Lewin Associates to develop a methodology for determining 
• provider compliance rate that will complement the CFO Alldit. This ratc will indicate the 
percentage ofprovide.rs that comply with Medicare rules and regulations and will include review 
ofthe documentation supporting the claim. For Fiscal Year 1998, we w;U continue to deVelop 
this methodOlogy and pilot this prepayment initiative. 

• Cu~t Effort8 for ColJaboratloD aDd CooperatioD with Partners - The Operation Restore 
Trust (ORT) initiatives required RCF A and its contractors to work closely v.ith the Office of the 
Inspector General. the Federal Bureau ofInvestigation. State Medicaid and State SUM:)' Agencies 
to seek out and stop fraud, waste and abuse. ORT focused on many provider types which were also 
identified in the CFO a.udit, for example skilled nursing fil.cllities and home health agencies. The OR.T 
initiative continues and is beinS ~p~dcd, to 12 additioruil States .• 

• MedJcare Integrity Program (MTP),. The Medicare Int~wity Program was enacted to 
strengthen the Secretary" s ability to deter fhwd and abuse in the MOdieare program in a number of 
ways. Firlt, it created a separate and $table Jong·term tbnding mechanism for program integrity 
8Clivities. SecOnd, by permltting theSecreuuy to ,use iUU and open competition rather than requiring 

7 	 7/12197 Drojt -J:1TeJiim1t},.971cjoowd/.7}7 

http:ofprovide.rs


that we contract only with·th~axisting intermediaries .and c8rriers to perform MIP functions, the 

Govemmentcan seck to obtain the best value for hs COt1tr~cted services. Third, MIP permits HCFA 

to a4dress potential conflict ofintmst situations. We will require our contractors to report situations 

which may cODstitute conflicts of interest, t~us minimizing the nUmber of instances where there is 

either an actual, or an apparent, conflict oC interest. . 


.. 
We are currently developing regulations to implement MIP,and weare also working on a scope of 

work for competitive contracts; As we transition work from one of our contractors. Aetna (which 

is tenninatinS its Medicare work), we are testing a new contracting relationship in several Western 

StatC$ that will separate out and consolidate payment integrity activities from claims processing. This 

win give us valuable experience as we prepare to implement MIP, 


OUB CORRECTIVE ACTION PLAN ~ ~'~vcJ}~ ~jU ~ i~~ 
.• .L, L- ...L:.. . . 0 ,~. ~ cc-. Quc9...d-.~1'CV\."'\c) ~ -to .\~ (c:n-1~'S r~'s:-eO\ '0,,\ T'-' 

. Our proliminary corrective action plan outlines chanSes.and improvements to HCFA's payment \ 
safeguard program. We recognize that a level oft,ension wiD be created by a program that SCNtinizes /' 
provider biIlins and. requiresthc medical community to substantiate billins with medical· ~.~ 
documenlalion, At the &ame time, the National Performance Review is promoting government ~ -?r.:: ~ 
efficiency, less red tap~t and,less reguIatio~;, These ~'o opposing ~onstraints will be difficu1t to ~«. 

. resolve. Many ofthe aetlons bsted below WIll U1 fact be mcorporated Into the scope ofwork of oW' t 
. . MIP contractors.. .. . . . . ~ ~ ~1 

. . .....~,~ . 
. • INCREASE THE AMOUNt' OF PAVMENTS·RECOuPED .. Our contractors have denied and a,re."3."7{~V\"" 

seeking overpayments 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 exampl~ ~~~ 
we will look more closely at the akiIJcd nursing facility that was paid S15;000 for respiratory and ~~.....~; 
other &ervi~ that could not be substantiated by medical documentation. S. ,; 

. . . .. ;-' ~ \j\ 

In Fiscal Year(fV) 1997, MCFA will continue working with the contra6torsto ensure compliance '?\~. \. 
with accoW1tit18 conventio~s for p~oper reconciliati~n ~freceivable and, payables.. T~ese df~rts will ~ 
be supplemented by a fe'V1CW oftnternal controls 10 SIX contractors \lsmg the Amencan Institute of ~5: 
Certified Public A£:countants' Statement on Auditing Standard Number 70 (SAS·70), RepoT/~' on the . ~ 
Prcitzssing oj'Trt:lflSi1ctions by Service Organizations. Other co~ro will be asked to review and '\ 
certify· tho existence and operationo! their internal controls,. patticularly .in the area of financial oS 
reponing. Also, HCFA will hold a trBinjng session in·1997 to ensure that COntractors understand the ~ 
rcconciliation process. We have begun an analysis ofthe Intermediary •. Carrier. and DMERC shared 
systems as we1I as the Common Working File to determine bow accounting and reponing processes 
can.be incorporated into .thesc ~ems. 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 
reportins of receivables as pan of the broader process of developing the Medicare Transaction 
SYllern (MTS). . 

8 



• INCREASE THE LEvtL OF CLA.IMsREvti:W '. Ifwc coUld Jook at every cJaim and the assoCiated' , 
documentation, we could achieVe the,ideal error raie ot %ero. However, thercality is that the 
processing or 800 ~Uon claims a year makes an 100010 review unf~ble, and cost~ro 'biuVE", 
Howc.vcr. we will work to, establish a control system that provides ~,~ , ,ass I k-' 
'absoltrtc-assurance that payments ate made properly: ,At a minimum; the cost ofrcviewin8 100% of 
claims would be a tenfold increase in inedicalreview cost. Increasing the Jevel of review and 
requiring documentation with ~tia1 claim submissions may have a negative impact on our 'ability to' 
proC-e$$ claims in a ~eIy inanner. While theBudit findings clearly argue for increased and intensified· 
review levcl~ detern:rlning'how to attack this problem is an issue'which HeFA must. and will. resolve. 
Some level ofrevie\V ~ between the current 9% and the 'unattainable 1 00% ..~. will most e~tively 
resolve dus problem. Finding the right number is our challenge. . ' 

The most cOmmonly billed physician servires are the evaluatie;nand management codes. I~1992.· 
in coqiunctionWith physician paymentrcform. theAMA, issued 'new CPT codes fOT evalUation and ' . 
management services: The interpretation arid usc ofth.esenew codes were questioned by the medical 
community and th,e ,carriers, resUlting in HCFA instructing the carriers to cease reView until 

" documentation could, be dev~lopcd: ,In 1994,' the A¥A and HCFA jointly released documentation 
suidelines and embarked ()n an educational' program. With the completion of the' first found of 
provider education seminars, camers were given discretion to conduct medica1rcview of evaluation 
and management codes beginnin$in September 1995. . '.. 

, In Fiscal Year 1998, ou;Medicare contractors will be instructed to conduct 8. f8Ildom prepayment· ' 
review ofevaluationand managemeirtciairns,A detailed implemen~ation pJ~includin8 instructions 


,to our contractors. will be developed in the fourth quaner ofFisea1 Year 1997. for implementation 

in October of 1998., Our pliri will include monitoring the "effectiveness ofthe review process and 

furtherldion Will depend on the:fiJl(iings ofthis random review. We will instruct the contractors to 

make changes a.ccordingly. BaSed 011 analysis oCthe CFO audit report and analysis oft...c data, H;CFA 

will expand the scope of services ,subject to prepayment review ofmedical documentation . 


• CON11NUE lNlTIAT~REQ~G,D~'TATION .. Oe$pito~"tfoversyMd PFetest,\l ' 
will m8intain and continue to ~iniorce the position that those providers who bill .the Medicare 
program are aCcotmt.able for the documentatlon to support the paymemof Ii claim. Our position has 
been.. and will continue to be~ that the documentation ofscrvices is run a, bUrden imposed by the 
government. We are requiring that providers follow standard medical practice; which requires careful 

. documentation of health services. This requirement includes entities that b~ for services that are 
ordered. referred orotherwise certified by physicians (e.g;.. c:lini~ labs, !ldlled nursing facilities). 

." Critical to this initiative is our abilitY to ,require diagnogtic information on the claim. ' ' . 
'.. 

• 1NcR.r.ASE THE NtJMBER OF CO!O"RACfORM.r.DICAL DIRECTORS • Contractor Medical. 

I>ircctOI"5 (eMD) are a critical component ofall medioal review and educ.ational activities., To expan~ 

payment safeguan;l activities in Fiscal Year 1997, we requited CMDs at all carriers 8ll~ regional home 

health intenne:diarics. Given the budget for Fiscal Year1998, we wj]J increase the number ofMedical 

Director FUn Time Equivalentl (FTEs) by.1 S percent for the J:iscal Intermcdiaries~ 
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• USE SAMPLINC TO PROJECT AND COLLEct OVERPAYMENT - We are working on detailed 
methodology to develop and enhance cost.etfective. yet felr, ways totstimate and colleCt 
overpayments to providers. This method involves post·payment review of a statistically valid sample 
of a provider's claims where results ate c>o.1rapolatcd to the entire spectrum of claims. 'While our 

,carriers have been active in Using this approach, the fiscal intennedia.ries will begin this process when 
instructions uereJeased later this summer. This methodology is a new tool Cor fisc&! intermCdia.ries 
that creates stronger deterrents to reduce improper payments. 

• REVIEW INPATIENT BOSPJTAL Cl..AlMS.. Although peer review organizations (pR.Os) are Dot 
conducting random review of individual cases, PROs continue to perfonn mandatory review ofa 
limited number ofcases which include: assistants used in cataract surgery, beneficiary complaints, 
hisher~weightcd ORO adjustments. beneficiary requests for immediate review of continued stay 
notices ofnoncoverage. concerns identified dwing project data collection. at.imping vioJations. and 
referrals from HCFA. 010, and intermediaries. Work has begun on a system to scan Medicare 
billings.for evidence ofuMecessary admissions, which wiJl be supplemented by a narrowly targeted 
review process to follow up' on anyleads generated: PROs VliU use these and other appropriate data 
to perform surveillance analyses to monitor patterns, trends. end variations in hea1th status and care 
among Medicare' beneficiaries. to idcntii)i sentinel events or clusters of-events that may indicate 
Jess-than--opdmal care and to identify, prioritize. and act upon opportunities {or improvement.. The 
implementation of the Health Cue Quality Improvement Program in 1993 shifted the focus of the 
PRO program from its emphasis on identifying individual (and often isolate-;:!) clinical errors to helping 
providers and practitioners improve the mainstream of medical care. However~ PROs continue to 
perform mandatory review ora limited number. ofcases. ' 

• ENGAGE THE PROVIDER COMMUNITY - ReFA cannot do this alone; We ,Mil continue to seek 
the help of national orga.ni%ations and the provider community to take more responsibility for, 
identitying . and eliminating widespread fraud and abuse. Although· providers have been 
understandably rcJuctant to welcome the additional work &.Ssoeietcd Viith maintaining and submitting 
docimientation, HCFA is working to facilitate provider' documentation. via increased education 
programs that promote correct coding and documentatjon. In addition,'we have scheduled meetings 
with piofes.s.ional provider oraaniz.ations who will be invited to participate in an educational briefing 
to explain the audit findings and en1isi their assistance in addressing the audit's identified problems. 

• CORUCT CODING INlTlA TIVE • In 1994, HeFA began the Correct Coding Initiative. by 
.warding II. ooDtnlct to AdminaStar Federil for the development of correct coding poliCY for ell 
physician CPT'codes. This contract resulted in tnore than ~ighty thousand automated·mandated 
camer claims processing edits that bundle services prior tQ payment. Implemented in 1996, this 
enhanced pre--payment control and associated software update resulted in savings of about $217 
million in, its first year. 

In IT 199B. HCFA will continue to develop cOding pollcy and edits with a focus on new CPT codes, . 
, with the potemial for hish utilization. This project mcl\ldes ongoing cvalU;8tion ofthe utilization and , 
associated pai,ripg orCPI' codes to ensurethat.811.significant CPT codes ere included in this initiative. 
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• S1'RENGilIEN,PROVIDERENROLLMENTSA.F£GUARDS - Due to the often covert nature ofillcgat 
acts, a review ofdocumentation provides no assuran~ that illegality will be detceted. RCFAwilf 
impose Stricter stand.!rd5, requirements and post application investigation to prevent those illegitimate 
providers, bent" on fraud and abusct from admission into the Medicare program in the first place. In 
Fiscal Year 1998. proposed legislation "Win &Uppon ~s ong()Jng activity by req~ng providers to 
disclose Employer Identification Numbers (EINs),· their Social Security Number (SSN) and 
prohibiting ~ntry into the Medicare or Medicaid Program to iru:Hvidu81s or entities convicted of 
feionics. We are developing a Notice ofPropoSed Rule'Making (NPRM) that would establish much " 
stricter standards Cor suppliers of durable medical equipment. prosthetics. orthotics, m.d supplies 
(DMEPOS). Among other things. this NPRM will establish a requirement that each DMEPOS 
·suppticr obtain a surety bond as a prerequisite for panicipation in the Medicare program. 

Implementation of the Nationlil Provider Identifier (NPn is also weU underway. This initiative win 

prevent providers ftomobtaininS nrultiple billing numbers and ctistributingbilling across contractors. 

One provider identifier will allow HCFA to track and monitor the complete picture ofa provider's 

biDing practice. As these NPlnumbers gain universal use and acceptance, we will be better able to 

identify and, more imponantly, track abusive providers who have had numerous billing numbers in 

the put .. A Notice ofProposed Rulemaking (NPRM:') wiU be issued shortly on the NPl . 


• IMPROVE USE OF TECHNOLOGY AND DATA. ... In FY 1~98, HCFAwill continue developing and 
refining the HeF'A CustOmer Information System. which provides rapid access to national provider· 

. and beneficiary Jevel data. Proposed,addition.9'for IT 1998 designed to enhance identification of 
abuse include expanded cost ~ beneficilU)' profiles, and detailed HCPCS (HCFA ,~ommon 
Procedure Coding System) and Revenue Center code levelanalysis.'· . 

·In FiscalYear 1998. HCF~ is planning a contract for a National Statistic.al AnaJysis 
Contractor. This initiative is modeled after the success ofa similar contractor for the Durable 
Medical Equipment Regional Carriers, whi,h improved contraCtor identification of abusive and 
fraudulent pro..nders.ihe propOsed statistical analysis contlllctor will also have a new capability 
to combine Part A and Part 13 claims data to develop comprehensive beneficiaryproftles . 

•Los Alamos National Labo~atorie5 (LANL) -AI,: mentioned earlier, LANL iscUrrerttJy 
investigating new sophi$ticated statistical methods for HCFA that combine both provider and 
beneficiary profiles for deve1op~t ofalgorithms based on p~tterns ,oC care that could potentially 
·identify providers at risk {or submitting fraudulent and abusive c1ain1s. ·LANL has developed 
sophisticated computer panern-recognition programs that quic~y&pot new types offtaud ~d 
abuse. before the claims are paid. LANL methodology will "look at unuswU clata.clusters" 8:f1d 

. rder suspect claims for our analysis. We expect thls research to translate into methods that Can 
be incorporated into our claims processing systems to enhance the efficiency ofclaims review and 
proactively identify providers for reView. ' 

.• ' 
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• 	 CONTINUE COLLABORATION WITH PARTNERS .;~~~ ~ J).". 
·Operation Restore Trust: HCFA wiD continue working with the OIG. Department ofJustice. ~ 

, and State Survey agencies. Past collaborative projects have revealed problems in home health. ~~ 
skilled nursing•.and hospice services. These collaborative projects stress review of medical ~ 
records and have led to heightened provider awareness ofthe importance ofdoewnentation.[n/. / 
1991. home health agencies and skilled nur6ingfacilities remain a focus ofongoing reviews done US'\. 
in r;olJaboration with HCFA's partners. Currently, we are developing projects for Fiscal Year L\U' 
J998 that will focus on the areas identified in this audit.· . . stAau....Qd 

The Operation Restore Trust (ORT) project was the first comprehensi:ve effort at coilaboratio'n;-~ 
between HCFAand law enforcemenr agencies. This two-year demonstration project, which was 
launched. by the President in May 1995 an'd concluded on March 3I, 1997, WI$ designed to '\,. 
demonstrate new plU'tl1.erships and new approaches in finding and minimizing fraud in Medicare / 
and Medicaid,. Ass. demonstration project,ORT .t81seted four areas Ofhi8.h spending growth: ~_ 
home health agencies. nursing homes. DME suppliers, and hospices. Since more than a thifd.Of ~~ s;: 
all Medicare and Medicaid beneficillries are located in New York, Florida. Dlinois: Texa$, and r-.~ 
California,ORT effons were targeted at these five states, . . . 0/ 

... ~'~ 7 

Using monies made available through th~d Abu~e Control Account. established i~f 
HIPAA, we ~andcd our successfuJ ORr rtr~;;~~ the State survey asencics to be our "eyes ~ 
and ears" in the field and· to report. back to the contractors whether providers 8!6 meeting ~ __ " \.. 
Medicare billing as wclJ as quality requirements. Eighteen States wilJ participate in a tOtal of26 Y 
HlPAA-fUnded projects. allowing us to survey. approximately 300 providers for both r;erti.fication~/~r. 
and reimbursement issues. This coDaboration, which is being institutionalized through the Fraud' '& 
and Abuse Control Program established in HIPAA. establishes a funding stream for health care ~' 
fraud ~d abuse activities. and requires Dol and HHS to establish priorities jointly. r ~ 

• DEVELOP AND IMPLEMENT A SUBSTANTIVE TESTING PROGRAM: 'l11e DIG will ~C/, 
conduct the WDstantive testing activities en.dissue a report in FY 97 and FY 98. Pursuant to an L! 
agreement with the OIG, HCFA will have a substantive testing program fully operational by October c;:p' 
1. 1998. The program will establiSh perfonnance measures, employ some level ofrendom review. . \' 
and include metric! to monitor outcomes. HCrA will replicate the 010 methodology used in the .. ~ 
previoU$ audits for the FY. '99 audi~, This will ~ow for consistency and comparison with previous
audits; .. 	 . 

ThIs catTeCt.ive action plan wm ~ our modical review workload and strategy. We are in the 

process orunderstandlng the required resources to implement this plan. As we work through this 


. r;orrective action plan and implements its components. we will focus our efforts on the random 

prepayment M/ie'i.v ofcWrils and adherence to medical standards for documentation, which validate . 

the medic:a1 necessity and reasonableness oltha provided servicei. We will closely evaluate the 

sucees.se:s gained through a rePuced national tITor rate and the correct paym~ ofclaims. versus any 


. short tenn impacts on our ROI. Most importantly. we will make every effort possible to ensure that 
paid cla.ini5 are appropriately documented. . 
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CONCLUSION 

The initiatives and corrective actions described in this testimony are designed to improve HCFA's . 
recant in the future CFO audits. and. in accordance with GPRA. strengthen our ability to monitor and 
tlICk Program Integrity efforts. However. the degree to which these efforts will influence the elTor . 
rate is unclear at this time. As we gain experience. these actions will be monitored, cvaluatedand 
adjusted in future years to ensure effectiveness. . , ' 

. . . 

The work oftbis Committee and other Members of Congress has bee~ VitaJ to increasing our ability 
to protect the integrity ofthe Medicare program, and to safeguard the interests of oW' beneficiaries. 
Most iritportantly,the lessons and experience guned from our e.flbns in the past few years will guide 
,us 8S we put our new legislative and adminjstrative tools to use. By effectively utilizjng the' solid 
partnerships bctwem State and Federal agencies, the public, and private health care organizations, 
we will preserve Medicare and Medicaid for future generations. 
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ClliatoD.1IaiIs Florida craekdG~'seacIs Medicare 

fraud biD t8 CODgrCu By CareI'Roseaberg 

Knight-Ridder Newspapers (KRT) . 

.WASHINGTON Hailing South Fk!rida's aackdown OIl fi:aud as a 

~ Presideot Clinton seat Coogress a bill Tuesday that makes it 

tougher fOr bealtJt care providers to phmdec DOm Medicare and 

Medicaid. . 

Gov. Lawtoo ChileS appean:d With ClintOn .m'Heal1b aad Human 
Sc:n>ices Secn::tary Doona SIWaIa.fir a briefing OIl1bebiJ1 and touted 

·the SUusbiDC State's success stmy in pimishing doctors and other . 
· providers who 1ry to bilk the federal reimbursement system. 
"~ fi:aud costS billions ofdollars .' " Clinton said.. . . . . CM:IY year. . , . 

"It amouots to a fi:aud tax that faDs OIl aD ofour taJcpayers. but most . 
· heavily upoo our seoiof citizens." . 

. In apoipaat ~Clinton bobbled into the White House's . 
· Roosevelt Room with the help oretbow-bigb metal cr:utcbes as 
·support while be ~ from knee surgery. . . . 

"Good mcming. everybody." he said as some in the audience lOoked 
stuDDed. but leaped to tbe:irfeet , 
. Chiles was there to puSh the jointFlOrida-federal effort ca11ed 

· "Operation Restore Trust" which the governor said will save ~ . 
S200 millioa this year aod next throusJi a systematic effort "to weed '. 
outftauduleotproviders and pn:ventfuture abuses." . . 

ODe .......;.;..1 F10rlda anti-ftaud for Ie. studied .~ ~ ~ ,< 

, suspicious billing pr&ctices and t.rigga'ed inspectioos ofsome 19, . 
Iabomtories. Chi1essaid. ItUDCOVeI'eCl $4 mi1Iioi:t in ovapayments to 
f8cilities that dil.i'Jiot even haw theequipmcnt to c8nyout the 
pn)cedun:slOrWhich tbC ~Rpaid tIMm.· ',. .,' 

"Florida's success in fighting health care1i:aud can and should be ' ~' 
· copied by other states.It said CbiIes, ~ longtime Clinton ally. "Mr. 
PJ:eSideat. thaok you focyour leadersbip in this war OIl fraud and 
abuse.'" . . . ' 

Clintoo Said the legisIatioo scot to CoogresS OIl TuesdaY should ScUd 



. a special signal to America's elderly about the nation's commitment to 
senior citizens . . . 

"Medicare and.~ are Dl(X'C than just programs. They are the 
way we dOhonar to our parents, the way we strengtb.ea ourfamilies, 
the way we care for our pocll'eSt imdmost vuJiierable children." he 
said. "We cannottoJ.erate ftaudthat robs taxpayers even as it harms 
those ofus to whom ww: ~ agie8t duty." . 

He also refeued to his ieceotbee iDjwy wbidl.ocCumd while 
. staying at the SouthFlorida home ofgoJfcr Greg Nannan as proofof 

his infim8teknOwledge ofAmerica's health care ~ '.' . . 
"AS all ofyou know. Bad as I have siveo further cMdeDce ofhere 

today. I was recerdly remjndcod the bard way that our doct«s aad . 
'medical care are the best in the wuId... ClintOn said. '~I can vouch b· 
all ofthe doctors aod nurses in the hospital in. Floiida that cared f« me . 
wben Iwas recerdly iDjufed.It . 

· Medicare provides health care coverage to '38 million senior citiza!.s 
and people living with disabilities, Medicaid is the state-administered 
program for the poor.' . 

Sha1a1a said bee administrauoo!s'two-year focus CD a8cking down 
CD Medicare fi'aud had resulted so far in 69 'convictioos ofPeoPle who 
oollected n:payme.o.ts that they were not eatitIed to and the 

. disquaIificatio of 177 health care providers :from. Medicare and 
Medicaid reUnbursemeot "because oftheir ftaudu1ent actions... 
· ~by aspect ofthe legisJatioa. sbC added. would n=quire health 

. care providers to register their Social SecurityDUIl1ben with the . 
federal government. to II1IIke itharder for scam artists to go :from. state 
to state seding up bogus facilities and collecting govemment funds. 
Itwould also: " 

, Punish doctors. eitbec crimirJaJly or through administrative peoalties. 
who accept kickbacks when they J'l'!OOIIlI11eI a Medicare and 
Medicaid patieat to a specialist. . 

Make itDl(X'C difficult for providerswbo are rejected from 
participating in. Medicare or Medicaid to reapply fOr p8rticipatiCD later 
on. 

create new ciVil mOnetaty peoalties for physiciaos. hospitals and 
other providers who falsely cei1ii¥ somebody for Medicaid or 
Medicare whO is not eligible. . '. . . . 
· Close a loophoIC that has allowed providers to file for bankruptcy as 
a~anismforavoidingftaud..relatedpeoalties.: '<_i .. 
•Broaden the HHS secretaly's portfolio to deuyparticipation in. 
Medicare aod Medicaid for any pmIOl1 )Vho has been convicted ofa 

felony. ...... 


In ODe instance cited by Clinton. federal investigatocs in. Florida 

found a medical equipment supplier previously cOnvicted ofsecurities 


.fraud who was "bilking the Medicare program... He waS c:irdered to 
pay $32 million in restitution and is llC1'N injail serVing a niIM>year 
sentence. .' 

••People like this should not be alloWed to join Medicare·in the :first 

place." be said "Wtth this legisJatioa. it's less likely that they'll be 

able to do that.. 


http:n:payme.o.ts
http:strengtb.ea


A Plan to Fight· Health Care Fraud 
President Clinton yesterday sent Congress a bill with stricter punish
ment for Medicare and Medicaid fraud. In announcing the plan, Mr. 
Clinton, recovering froIl1 a knee injury, used metal crutches. 

IDI}c ~C\tt !1Iork<?titncs 

WEDNESDA Y,MARCH 26, 1997 , 
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F~ to Widea PreanDI to Ferret Out MediCare , 

Fraud (Nashville).BYRobert A. Roseublati 

(e) 1997, Los Augeles Times ' 
,NA.SHVILI.B. Temi.' The federal ~plans to DlOR: than 
double the IlUIl1bet ofstates where it is aggressively combatiDg fraud 
in:M'edicaP: .-d l.Wicaid.: officials said. waming that some c:riminals , " 
active in the drug trade are targeting the he8lth Care system. 

Opefatioo Restore Trust. which bas been nmniug ami..fraud ' 
. campaigns in five states. will be expandedthis year to Ohio. 

Cooneclticut. Iowa, OkJaInua. Tennessee aod South~ health 
careofficia1s armouaced at the amma1 convention ofthe Ainaican 
Society oIi Aain8 hae ldooday.. 
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WASHINGTON 
Clinton takes 'oIl' 

health-Otre 'fraud 


, , 

President Clinton unveiled leglslatlon Tuesday 
alme(l atpreventing unscrupulous doctors, labs and oth· 
er Ilealth-care providers from bUIdng government pro- ' 
grams tIlat aid t1;te elderly and the poor. ' 

Olnton tills week Is fOCusing on Ilealthlnltlatlves. To
day be Is to name some of the 32 members ofan adviso
ry commission to study the quality of care provided In 

,	managed-<:are organlzatlons. Thursday. be Is expected 
to endorse recommendations on when women In their 
-t0s !?boul4 seek mammograms. , , 

The legislative proposals Tuesday Include stiffer pen· 
altles for Medicare and Medicaid fraud by l1ea1t1l-care 
providers, a requirement that providers n!gister their 
socJaI security numbers with regulators to track: offend
ers' and a provlslon to allowomcials to bar convicted 

;., .: felons from participating In Medicare or MedicaId." 

Health and HumanServ1ces Secretary Donna Sba· 
Iala estIqlated the new provisions would save taxpayers 
$1 bHUon over five years: , , ; , ' 

ClInton, on Cl'Qtcbes, said his knee Surgery to repair a , 
tom tendon reminded bJm "the bard way that our doc
tors arid medicalcare' are the best In the world." 
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) , To Curb Medicare Fraud 
By a WALL. STREET J OI.lRNAL Staff Repor!er 

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 legislative 
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 hi 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 inihe program.· In 
addition, itwould require providers to 
furnish Medicare officials with their So
cial Security numbers in an effort, .said' 
the president. to make it easier ~~tD .' 

. track and stop fraudsters whO try'-t6" 
repeat their crimes by setting up shop 
under phony names with dummy corpo
rations or in new states." 

The legislation also· would toughen 
penalties against those who violate the 
law and close loopholes that let Medicare 
and Medicaid providers pocket overpay- I 
ments frQm the government by declaring I 
bankruptcy, Mr_ Clinton said. . 
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July 24. 1996 

The President of the'United States 

The While House 

Washington, DC 205QO 


Dear Mr. President: 

As health insurance refonn legislation moves toward rmalpassage in Congress, the 
A.merican Medical Association (AMA) and the American Hospital Associati()n (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 AHAsuppon efforts to rid otlrhealth 
care system of these abhorrent practices ,that drain limited health care resources and 
threaten quality health car,e for ,a1J' Americans ~ , ' 

We fIirhly belieVe. 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 provisidns such as intent standards and advisory opinions are essential 
to protect honeSt phYSicians and hospitals from what has become an exceedingly 

, complex and vast web of fraud and abuse laws and regulations .. 

The 'antikickbacklaws. for ex~ple. are full of overly broad and in~xact 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 nUmber of physicians arid hospitals avoid activities that in many cases would 
benefit patients, precisely because they fear these activities might be in violation of the 
antikickback statute. 

The variety and complexity of financial relationships in coday's health care market 
make it impossible for physicians and hospitals to depend solely ~pon statutes. and 
regulations of general applicability. In addition, the regulatory process simply cannot· 
keep pace with developing new and innovative, integrated delivery sys[etns. Without 
advisory opinions to guide physicians and hospitals. many beneficial arrangements that 
would provide high quality health care morc efficiently will never see the liglit of day. 

Contrary to what tn:a~y ha.ve argued, the advisory opiiiion process contemplated in the 
House version of the health insurance refotin bill, would not require'the Office of the 

. Inspector General (OIG) to make a finding of aprovidet's intent. Rather. the opinion 
would be ba~ed solely on the facrual circumstances presented. Aphysicianorhospitaf 
would be required to .make an accurate presentation to the OrG of all relevant facts. 
the opinion would not be valid if significant facts Were omitted or changed. 
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Moreover. an advisory opinion would riot shield a physician or provider acting' 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 fraudulent acts., " 

Providing physicians and hospitals with guidanCe on what factual arrangements violate 
the fraud and abusel~ws would not overwhelm the DIG with frivolous requests. More 
'than 11 federal agencies successfully provide similar guidance. 

We hope that we have alleviated so~of the COncerns surrou~ingtheissue of, . 
advisory opihlons.and we thank you for your consideration' ofour' arguments. 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 assisted, ratberthan hampered, in 
their ~ber one goal of treating patients. . 

Sincerely~ 

fpL~II(./): · ~J.Ibwt~ 
P. JOM Seward, MD Richard J. David:ln . 
Executive Vice President President 
American Medical Association American Hospital AsSOCiation 

cc: 	 Leon E. Panetta, Chief of Staff to the President 
Donna E. Shalala, Secretary Of Health and Human Services 
] anet Reno, Attorney General 
June Gibbs Brown, HHS InspectorGeneral. 


