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DAT;\. TO SUPPORT INfATIENT HOSPITAL REDUCTIONS 

. This document provides data and evidence to support the inpatient hospital reductions proposed' in th.e FY 
2001 President's Budget. Over FYs 2003-2005, the Budget proposes to reduce the inpatient update by 
0.& percent for urban hospitals (i.e., market basket minus 0.8 percentage points) and 0.4 percent for rural 
hospitals (i.e., market basket minus 0.4 percentage points). This proposal is smaller-both in terms of 
scope and duration-than was proposed last year in the context of the FY 2000 Budget and the President's 
Medicare Reform Plan. Unlike last year, the FY 2001 Budget does not propose reducing the hospital 
update before 2003; the FY 2000 Budget proposed an "update" freeze for FY 2000, saving $9.1 billion 
over 10 years. 1 

Data and Evidence: 

MedPAC Reports High Hospital Margins. In December 1998, MedPAC reported that hospitals' 
Medicare inpatient margins were 16 percent in FY 1997 and would remain at these levels for the 
next several years, even taking into account the BBA's payment reductions. MedPAC also 
reported that hospitals' total margins were at record high levels (Le., 6 percent). Further, 
MedPAC projected hospitals' inpatient margins for FY 2002 to be 15 percent, assuming all of the 
BBA payment reductions and higher:-than-actual cost growth. These figures are higher than 
hospitals' margins before 1997 when the BBA was enacted. 

JiCFA Actuaries Believe MedPAC Understates Hospitals' Total Margins. Following release of 
severaf high-profile industry-sponsored studies, HCF A's Office of the Actuary (OACT) 
undertook a review of MedPAC's margin calculations in the Summer 1999. OACT determined 
that MedPAC had understated hospitals' total margins by about 4 percentage points because it 
had included non-allowable costs in its margin calculations. MedPAC staff acknowledged 
OACT's review at its December 1999 meeting and is working with OACT to refine its 
methodology. ' 

Hospitals 'Margins Will Improve Under the BBRA. The Balanced Budget Refinement Act of 
1999 (BBRA) included many provisions that will increase hospitals' margins. While inpatient 
rates were not significantly affected, the BBRA included a provision to increase outpatient 
payments by $16.2 billion over 10 years (both legislative and administrative changes). The 
BBRA also included payment increases for skilled nursing and home health providers. To the 
extent that hospitals are involved with these lines of businesses, their total margins will be higher 
due to these payment increases. . 

Summary of Inpatient Hospital Update Proposed in the FY 2001 Budget: 
, 

FY 2001: Current law (i.e., MB - 1.1) 

FY 2002: Current law (i.e., MB - 1.1) 

FYs 2003-2005: MB .: 0.8 for urbans; MB - 0.4 for rurals (Current law full market basket) 

lNote: both the FY 2000 and FY 2001 Budgets include a proposal to reduce Medicare Bad Debt payments. 
Approximately 40 percent of the $5.6 billion in IO-year savings would come from hospitals. 



DISTRIBUTION OF MEDICARE PAYMENT REDUCTIONS 

This document provides the distribution according to health care provider type of the FY 200 I 
President's Budget Medicare savings proposals. 

Traditional Provider Payment Reductions; Waste, Fraud, and Overpayment Proposals. The Budget 
proposes to reduce the payment updates to inpatient hospitals and certain anciIlary providers during FY s 
2003-2005 which will save $24.9 billion over. 1 0 years. The Budget also includes several proposals to 
reduce Medicare fraud, waste, and overpayment, saving an additional $18.7 billion over 10 years. The 
distribution of these payment reductions according to provider types is as follows. 

Provider Type Percent of Total Reductions 

Hospitals 57% 

Skilled Nursing Facilities 
~ 

4% 

Physicians 
I. 

1% 

Traditional Program Integrity 
(e.g,. MSP, EPa) 

15% 

Other Part B Program 
Integrity (e.g., labs, DME) 

21% 

Managed Care 
, 
I 

2% 

Total : 100% 

Note, these calculations do not include interactions and premium offsets. The managed care line does not 
include the indirect effects of lower fee-for-service spending on managed care payment rates. 

In addition, the FY 2001 Budget proposes other Medicare savings, including: 
. I , 

Fee-for-Service Modernization. The FY 2001 Budget proposes to modernize the traditional fee':.. 
for-service Medicare program to improve health care quality and provide incentives for providers 
to become more efficient. The Modernization proposals are estimated to save $15.4 billion over 
10 years-68 percent of the savings would derive from hospitals and other Part A providers; and 
32 percent of the savings would derive from physicians and other Part B providers. 

Competitive Defined Benefit. The FY 2001 Budget proposes to reform Medicare's payment 
methodology for managed care plans. The proposal would save $11.9 billion over 10 years-all 
Of the savings would derive from managed care plans. 

Cost-Sharing. The Budget proposes to. reinstate the Part B deductible and coinsurance for 
laboratory services and index the Part B deductible to CPL .The proposals would save $10.0 
billion over 10 years, with the savings derived from increased beneficiary out-of-pocket 
contributions. Note, that the FY 2001 Budget proposed to waive beneficiary ~ost-sharing for 
preventive benefits. 



PRESIDENT CLINTON UNVEILS LEGISLATIVE AND ADMINISTRATIVE PROPOSALS 

TO FIGHT MEDICARE FRAUD, WASTE, AND ABUSE 


December 7,1998 


Today, President Clinton announced additional steps to fight fraud, waste, and abuse in the Medicare program, 
building on the Administration's longstanding efforts in this area. The President unveiled a legislative package 
that will save Medicare over $2 billion. He also announced new administrative measures to crack down on 
fraud, including efforts to make Medicare contractQrs more effective and accountable. Today in an event with 
the Administrator of the Health Care Financing Administration (HCFA), the HHS Inspector General, Senator 
Tom Harkin, and the Older Women's League, the President: 

ANNOUNCED NEW LEGISLATIVE PACKAGE THAT WILL ,SAVE MEDICARE OVER $2 
BILLION BY COMBATING FRAUD, WASTE, AND ABUSE. President Clinton will send Congress a 
comprehensive legislative package to fight fraud, waste, and abuse in the Medicare program as part of his 
FY2000 budget proposal. These proposals, which are consistent with recommendations made by the HHS 

. Office of the Inspector General (OIG) in recent reports and some of which have been recommended to Congress 
before, will give HCF A more tools to root out fraud, abuse, and waste in Medicare. The proposals include: 

• 	 Eliminating Excessive Medicare Reimbursement for Drugs. A recent report by the OIG confirmed 
that Medicare currently pays hundreds of millions of dollars more for 22 of the most common and 
costly drugs than it would if it used market prices. For more than one-:third of these drugs, Medicare 
paid more than double the average wholesale price, and in one case paid ten times the amount. This 
proposal would base Medicare payments on the actual acquisition cost of these drugs to the provider, 
eliminating current mark-ups and thereby substantially reducing Medicare costs. 

• 	 Ending Overpayments for Epogen, a drug used to treat anemia related to chronic renal failure. An 
OIG report found that the current reimbursement rate of$10 per 1,000 units of Epogen exceeds the 
current cost of the drug by approximately 10 percent. The Administration's proposal reduces Medicare 
reimbursement to reflect current market prices. 

• 	 Preventing Abuse of Medicare's Partial Hospitalization Benefit. A recent OIG report found that 
providers are abusing Medicare by billing for partial hospitalization services that were never given or 
provided to many fewer patients than were billed for. This proposal would ensure that Medicare 
reimburses only for services actually given by placing stricter controls on the provision of these services. 

• 	 Ensuring Medicare Does Not Pay for Claims Owed by Private Insurers. Private insurers of working 
Medicare beneficiaries are required under law to be the primary payor of health claims. These insurers, 
however, do not always pay the claims for which they are responsible. This proposal prevents this abuse 
by requiring private insurers to report all Medicare beneficiaries they insure to HCF A. This proposal 
also would give HCF A greater authority to fine private insurers, including the authority to recoup twice 
the amount owed if insurers intentionally allow Medicare to pay claims for which they are responsible .. 

• 	 Empowering Medicare to Purchase Cost-Effective High-Quality Health Care. Medicare now has 
limited demonstration authority to contract out with institutions that have a track record of providing 
exceptionally high-quality care at a reasonable price, called centers of excellence. This proposal would 
expand this authority to urban areas that have multiple providers, thereby enabling the Medicare 
program to provide higher quality health care at less cost. 



• 	 Requesting New Authority to Enhance Contractor Performance. HCFA still does not have the 
authority it needs to terminate more expeditiously contractors who do not effectively perform their 
duties. This proposal would give HCF A ahthority to contract with a wider range of carriers to 
administer the program, and then to termin~te them if they fail to perform effectively. The proposal 
would give HCF A greater authority to ove~see contractor performance of such functions as enrolling 
providers, investigating fraud, and collectiqg overpayments. 

1, 
I 

TOOK NEW ACTIONS TO HELP ENSURE MEDICARE CONTRACTORS FIGHT FRAUD, WASTE, 
AND ABUSE. Today, the President is also unveil:ing ~ew administrative efforts to ensure contractors are 
cracking down on fraud and abuse. These include; 

• 	 Contracting with Special Fraud Surveill!lDCe Units to Ensure Detection of Fraudulent Activities. 
010 reports have shown that many Medicate contractors do a poor job of investigating fraud, in part 
because they have a wide variety of other functions, and in part because they have multi-faceted 
relationships with providers that may creat~ conflicts of interest. The Administration fought to include 
in the Health Insurance Portability and Accountability Act of 1996 (HIP AA) new authority to contract 
with specialized fraud, waste, and abuse surveillance units or "fraud fighters," which are better equipped 
to audit cost reports and conduct activities that are vital to the detection of fraud, waste, and abuse. The 
first fraud surveillance units will begin thei'r efforts this spring. 

, . 

• 	 Implementing the Competitive Bidding Demonstration for Durable Medical Equipment. The 010 
recently found that Medicare rates for hospital beds ar~ substantially higher than rates paid by other 
payers. HCF A will begin a demonstration this spring that will use competitive bidding to decrease 
Medicare payment for hospital beds and other durable medical equipment, thereby lowering program 

I 

costs. 	 :' 
I., 

• 	 Requiring Contractors to Report Fraud ,Complaints to the Inspector General Right Away. Many 
contractors now defer reporting cases of suSpected fraud to the 010 when the dollar amounts are low, 
even though these reports could show significant patterns of fraud. This month, HCF A will send 
program memorandums to all contractors r~quiring them to refer suspected fraud to 010 immediately, 
regardless of the amounts involved. 1 

• 	 Announcing That A New Comprehensive Plan to Fight FnlUd and Abuse Will Be Completed By 
Early Next Year. To improve efforts to c~t down on fraud and abuse, HCFA will release a new 
Comprehensive Plan for Program Integrityiearly next year. This plan will outline new strategies to fight 
fraud, including enhanced use of audits anq improved management tools. 

I 
I 

BUILDING ON LONGSTANDING COMMITMENT TO FIGHTING FRAUD, WASTE, AND ABUSE. 
The new steps the President took today build on tne Administration's longstanding commitment t6 crack down 
on fraud, waste, and abuse. Since 1993, the Administration's efforts have saved taxpayers more than $20 
billion, with health care fraud convictions increasing by more than 240 percent. The Administration has 
assigned more federal prosecutors and FBI agent~: to fight health care fraud than ever before. HIPAA created, 
for the first time ever, a stable funding source to ffight fraud :l11d abuse, and in FYl997 alone -- the first full 
year of funding under HIPAA -- nearly $1 billion ih fraud at'ld ~d)LlSe savings was returned to the Medicare Trust 

dFun. 	 I'I 
/; 



Department of He~th and Human Services 

I 


OFFICE OF 

INSPECTOR GENERAL 


I: 

'. ~. ", ,. . 

::::;~:~.;~;~~<~. .'"", 

" ~'.,.(; 

, ...: ....." '- .. 
, ".,.','. '. .. " : , '~ : ;.:; ...... 

• ".t.·,·., '!!';' •• I'.... '. .:. ,:' 
.. :"'<' .-:., ~". ~ . '1 . :.f . 

. ·Ii~· .:,:. , '. 11-
,'/", '. . ...'. 

-~:::.-:.;.:; '. .r·· '. 
;, .~ " '. :" . ... . -.. -;:,,:.,. - I 

' ",J:'

': <.~.:: .. I' 
'; ..... :;':" 

FISCAL;INTERMEDIARY FRAUD UNITS 


I 

Ii , 
JUNE GmBS BROWN· INSPECTOR GENERAL 

I 
NOTICE - THIS DRAFTiRESTRICTED TO OFFICIAL USE 

. I . 
This document is a draft report of the Office 0/Inspector General and is subject to revisioll: therefore, 
recipients ofthis draft should not disclose i~: contents for purposes other than for Official review and 

comment U1td~r any drcumstances. This draft and all copies thereof remain the property of. and must . I 
be returned on demand~o. the Office Of Inspector General. 



EXECUTIVE SUMMARY 


PURPOSE 


The purpose of this report is to provide ~onal information on fiscal intermediary fraud units. 

BACKGROUND 

Fiscal intermediaries are companies under contract with the Health Care Financing 
Administration (HCF A) to administer a major part ofthe Medicare program. Individual fiscal 
intermediaries vary in many ways including the amount ofclaims and payments they process. 
Likewise, their fraud units differ from one ~other. But, all must meet requirements outlined in 
the Medicare IntennediaIy Manual. Fiscal:intennediaries were responsible for $130 billion., or 
7S percent, oftota! Medicare payments in ~996. The other 2S percent was handled by companies 
called camers. . 

I . 
The HCFA requires that fiscal intennemartes and caniers have distinct units to detect and deter 
fraud and . abuse. These units are part ofHPFA's overall Medicare integrity program and are 
monitored by HCFA regional offices. The HCFA is currently planning to separate future anti
fraud functions from other intermediary ~ carrier operations. These activities will become the 
purview ofa few contractors to be known ~ program safeguard contractors. . 

For this report, we surveyed all 41 fiscal Jtermediary fraud units that were under contract with 
HCFA in 1996 and still under contract in 1998. We conected fraud unit data for fiscal year 1996. 

FINDINGS 

Fraud units differed substantitdly in the number 0/complaints and CIISe& hllndJed. Some 
units protiiu:ed/ew, ifany, signiflcant ~uJts. .. . 

1 
I 

While one would expect units ofdifferent ~ and resources to handle different size workloads, 
we found units ofsimilar size and reso~ handling substantially different workloads. 

i 

I 
~ Fraud units handled between 3 and, 1,892 complaints per unit. 

~ The number ofcases handled by eJchfraud unit rangedfrom 0 to 625. 
I, 

~ Fraud units referred between 0 and 102 cases to the Office ofInspector General. 

DesplteHCFA " expet:tIItiDn tIult/ltJuil ulitsproacti1le/y UlmtifY fltJud, half0/the fraud units 
did not open any cases proactively~ I: 

More than one-third o/fraud units did not identify program vulnerabiliths. 

I, . 



! 

Key words and terms related to fraud unit ~ork vary in meaning. This hinders HCFA's ability 
to interpret fraud unit dIlIll and llU!asurefrllud unit performance. 

RECOMMENDATIONS 

The HCFA and fiscal intermediary fraud units have significant responsibilities in identifying and 
deterring fraud in a part of the Medicare pr4gram where $130 billion is at risk. The variation in 
fraud detection, especially among units with similar resources, raises concern about possible poor 
perfonnance by some fraud units. I 

Although HCFA currently conducts perforrilance evaluations of fraud units, we believe there is a 
need to strengthen the monitormg and ove~ight ofcontractors' efforts to identify fraud and 
abuse. In recent years, HCFA has focused ~n continuous improvement as a method of evaluating 
contractor performance. In light of the disparity in fraud detection among contractors, the agency 
may need to refocus its evaluation efforts t~ include some type ofreturn on investment analysis. 

I . 

In order that HCFA may have a better und~ding of fraud unit performance, which in tum 
will lead to making better decisions about fraud unit funding. selecting future contractors. and 
working collaboratively with other anti-traM entiti~ we recommend that HCFA: 

• 	 Improve the contractor perfurman~ evaluation system so that itnot only encourages 
continuous improvement. but also holds contractors accountable for meeting specific 
objectives.' I 

~ 	 Require that all contractor performance evaluations list HeFA's national and regional 
objectives and address whether or riot the fraud unit is meeting those objectives. 

I 
~ 	 Establish a standard set ofdata thatlcan be used to measure fraud units' performance in 

meeting established objectives. Require that aU contractor performance evaluation 
reports contain this data. I' . 

~ 	 Establish clear definitions oftey w~rds and terms (e.g., complaint, case, program 
vulnerability, and overpayment). Disseminate definitions and require that HCFA 
program integrity staff and fraud writ staffuse the same definitions. In a future update of 
the Medicare Intermediary ManualJ revise sections so that these words are consistently 
used to mean the same thing. I . 

.. 	 Provide opportunities for fraud uni~ to exchange ideas, compare methods, and highlight 
best practices relating to fraud and kbuse detection. 

I 

ii 
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Health Care financing AdministratIon 

The Mministrator 
Washington, D.C. 20201 

DATE: OCT 27 1998 

TO: 	 June Gibbs Brown 
Inspector General 

FROM: 	 Nancy~Ann Min DeParle ~~-4- flP~ 

Admirustrator I: . , 
 I 

SUBJECT: 	 Office of Inspector Generiu (OIG) Draft Report: "Fiscal Intermediary FraUd 
Units," (OEI-03-97-00350)' . 

We welcome the suggestions in the abo~e-referenced report that provides national 
information on the perfonnance of fiscal intermediary fraud units. We appreciate OIG's 
efforts to help us strengthen the monitotmg and oversight offraud lUlit efforts. 

I.
,I 

The data collected for the report cover~ fiscal year (FY) 1996. Beginn.ing; in 1997, the 
Health Care Financing Administration (HCFA) mandated that fiscal intermediaries (FIs) 
use the HCF-A Customer Infonnation System as a fraud detection tooL The tool will 
enable the FIs to proactively identify frtmd. In addition, during FY 1999, HCFA 

, contractors will attend OIG regional ~g sessions that will fUrther educate them about 
the proper development ofcases to be referred to law enforcement agencies. 

We concur with the report's recotnm~dations. Our specific comments follow: 

OIG Recommendation #1 I' . . 

HCFA should improve the contractor Performance evaluation system so that it not only 

encourages continuous improvement.6ut also holds contractors accoWltable for meeting 

specific objectives. I. . 


HCFA Response /: 

We concur and plan to develop speciijc national objectives to be evaluated during FY 

1999. In September 1998~ we visited i13 contractor fraud units to gather information that 

wi11 help us develop ambitious, but practical. objectives. In addition, HCF A through its 

contractor has just completed gathe~ the requiremen!,S to be used in the design of a 

ne~rogram integrity management ufformation system.> The process required that the 

data Metrics needed to evaluate Medihare contractor medical review and benefit integrity 


. 	 I 

effectiveness be identified before building the new system. A contract has been let to 
build the new system. . 
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DIG Recommendation #2 . I: . 
HCF A should require that all contractor perfonnance evaluations list HCFA's national 
and regional objectives and address wheilier or not the fraud unit is meeting those 
objectives. r I 

I' 
HCFAResponse . I: 
We concur with the intent The fraud unit contractor performance evaluation standards 

. are being re-examined and will reference hational objectives .. Our regional offices have 
the authority to negotiate individual perfobance objectives with each contractor, so the 
creatiol,l of regional standards may not bei;n.ecessary. 

OIG RecoromendatiOl1 #3 /' . 

HCFA should establish a standard set of data that can be used to measure fraud units' 

performance in meeting established obj~ves. Require that all contractor perfonnance 

eval:uation reports contain this data. " 


HCFA Response ,i 

We concur. In March 1999. HCFA identified and distributed a list of the most significant 
data metrics for regional office use in the 

, 

FY 1998 contractor evaluation process. The 
development ofnational objectives will ihclude the data Metrics to be used in determining 
ifobjectives have been met. I; 

I: 
"OIG Recommendation #4 r . 


HCFA should establish clear definitioDSiofkey words and teml$ (e.g., complaint, case.· 

program vulnerability, and overpayment). Disseminate definitions and require that 

HCFA program integrity staff and fraud IUnit staff use the same definitions. In a future 

update of the Medicare Intermediary Manual. revise sections so that these words are 

consistently used to mean the same ~. 


1 
I 

HCFA Response !: . 

We concur. We will review the definitibns ofkey words in our current Medicare 
IntennediBIy Manual. To the extent ~ we find inconsistencies, we will make 
appropriate revisions. 

OIG Recommendation #5 /, 

HCFA should provide opportunities fo~ :fraud units to exchange ideas, compare methods, 

and highlight best practices relating to fraud and abuse,detection. 


1 
II 

• 
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HCFA Remonse 
We concur. In March 1998, HCFA conv~ned a national conference to identify best 
practices in fighting waste, fraud, and abJse. The conference brought together 
representatives from Medicare contractoq. private industry. law enforcement, health care 
providers, and beneficiaries. in order to <ij.scuss ways to combat fraud. ReFA listened to 

" these experts, and we·are working to incolporate their effective methods into our own' 
program integrity strategy. 

II 
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EXECUTIVi,E SUMMARY 

PURPOSE 

To compare Medicare allowances for prescription drugs with drug acquisition priCes currently 
available to the Department of Veterans Aff~. ' , 

BACKGROUND 

Medicare allowances for prescription drugs to~ed almost $2.3 billion in 1996. In 1997, 
allowances rose to approximately $2.75 bOOod:. . 

I ' 
l 

Medicare does not pay for over-the-counter or ~most outpatient prescription drugs. However, 
under specific circumstances. Medicare Part B ieovers drugs uSed with durable medical. 
equipment or infusion devices. Medicare also <:Overs certain drugs used in association with 

I. 

organ transplantation, dialysis, chemotherapy. and pain management for cancer treatment. 
Additionally, the program. covers certain vacc~est such as those for influenza and hepatitis B. 

PhYsiC~~ and suppUers ~ually bill Medicare ~tly for the prescription drugs they provide to 
beneficiaries. Medicare Part B reimburses cov~ drugs at 95 percent of the drugs' average 
wholesale prices (A WPs). The beneficiary is rbsponsible fora 20 percent coinsurance payment. 

I: '. 
Unlike Medicare, the Department of Veterans ¥lairs (VA) purchases drugs for its healthcare 
sys~directly from manufacturers or wholes~~IS. There are several purchase options available 
to the:VA, including the Federal Supply SCbedqIe. Blanket Purchase A&reements. and VA 
national contracts. : 

i 
,We focused our inspection on 34 drug codes, eBfh with over $10 million in Medicare allowed 
charges for 1996. We then compared the amount Medicare reimbursed for these drugs to the 
VA's Federal Supply Schedule acquisition cos~ during the first quarter of 1998. . 

FINDINGS 

Medicare turd its bene.fido.t*s could save $1 billion in 1998 ifthe allowed amounts/or 34 
drugs were equal to prices obtained by the VA_I: ' , 

After comparing the median Medicare allowan~ with the cOITeSponding median VA acquisition 
cost for 34 drugs, we estimated that Medicare arid its beneficiaries could save $1.03 billion in 
1998 if the Medicare allowed amounts for 34 drligs were equal to prices obtained by the VA 
under the Federal Supply Schedule. ! 

i 

This savings represents almost halfof the $2.07Ibillion in reimbursement that Medicare and its , ) 

beneficiaries paid for these 34 drugs in 1991. llle estimated savings for individual drugs ranged 
from a high of $276 million for J9217 (1euproli~e acetate) to a low of $16,460 for KOS23 
(concentrated metaproteranol sulfate). Ii 

i 



'&l UU4 

i 
I 

Medicare allowed between IS and 1600p~'rcent more than the Department ofVeterans Affairs 
paid/or the 34 drugs reviewed. I:· 

The Medicare allowance was greater than tqe VA acquisition cost for every drug reviewed. For 3 
of the 34 drugs. Medicare allowed more tha;Il16 times the VA acquisition cost. Eleven drugs had 
Medicare allowances that ~ between two and six times bigher than the VA cost For only two 
drugs was the difference between Medicareireimbursement and VA cost less than 2S percent. 

RECO~ATIONS 
, . 

The Department of Veterans Affairs purch~es drugs for its healthcare system directly from 
manufacturers Or wholesalers. Conversely. Medicare reimburses doctors and suppliers for drugs 
which they administer or supp~y to beneficiapes. We recognize that the Health Care Financing 
Administration (HCFA) and the VA operate run.der different statutory constraints. Nevertheless, 
the fact remains that another Federal agency pm get prescription dmgs for·a drastically lower 
price than Medicare. \1 

Previous reports of the Office of Inspector O~neral found that actual wholesale prices available to 
physicians and suppliers are often significimtly lower than the Medicare allowed amounts. This 
report provides additional evidence ~at the p~blished A WPs used in determining the Medicare 
allowed amounts for certain prescription drugs can be many times greater than the actual 
acquisition costs available iil the marketplace~" . 

I, 
We believe our current findings provide furthbr support for recommendations made in earlier 
reports. We previously recommended that H<!FA reexamine its Medicare drug reimbursement 
methodologies with the goal of reducing paY1#ents as appropriate. The HCFA concurred with 
this recommendation. We outUned a number ~f'options for in1plementing this recommendation, 
including: (1) greater discounting of pu~lish~ average wholesale prices. (2) basing payment on 
acquisition costs, (3) establishing manufactur~rs' rebates similar to those used in the Medicaid 
program, and (4) using competitive bidding. Ii 

jl 

. We continue to support the need for a compreljensive statutory reform of Medicare's prescription 
drug reimbursement methodology. A numb,er ofproposaIB addressing reform have been offered 
by both the Administration and members ofclngress. However, until legislation can be enacted 
providing for such refol1I1. we recommend tha~HCFA utilize the new inherent, reasonableness or 
competitive i:Jidding authorities provided in the:Balanced Budget Act of 1997 to reduce 
Medicare's unreasonably high payments for cehain dmgs. . 

AG~CY COM.MENTS 

The HCFA concuned with our recomm.endatioIis, stating that it appreciates the 010·s continuous 
efforts to assist it in obtaining the lowest pricesl:for covered drugs. The HCFA noted that it has 
made several efforts to reduce excessive reimJnh.sement rales, including using an inherent 
reasonableness adjustment for albuterol sulfateY The OIG supports these efforts and we believe 
HCFA should continue to use its inherent reasohableness authority to lower inappropriate 
payments for other drugs with excessive.reimbrment tates. 

ii 
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EXECUTI:VE SUMMARY 
I 
II 

. PURPOSE I: . 

To determine the reasonableness ofMedicare's reimbursement for rental ofhospital beds in the 
home when compared to other Federal, S~~te, private insurance companies, and managed care 

• • I,
orgaruzabons. 'I 

BACKGROUND I 
Medicare authorizes beneficiaries to obtain hospital beds for use in their home. This is done on 
the basis of a rental schedule with an optipn to purchase the bed. Suppliers receive monthly 
reimbursement from the Medicare Durabl~ Medical Equipment Regional earners based upon a 
fee schedule. This schedule is limited byl;the Health Care Financing Administration's (HCFA) 
established.national payment ceilings. an# is adjusted annually for inflation based upon the 
Consumer Price Index. The rental fee scnedule caps the rental payments at 120 percent of the 

Iallowable charge for purchase. In calenclitr year (C¥), 1996, Medicare allowed charges ofover 
$272 million for the four categories ofh~spital,beds inc,ludcd in this study. Semi-electric beds 
(code E02(0) comprised 86 percent ofthl's total while total electric beds accounted for less than 

I'one-halfofone percent ,I. . . 
Ii . 

We surveyed sampled entities from Medtbare risk managed care organizations, Medicaid State 
Agencies, the top 50 health insurance cozhpanies as ranked by policies in force, and a listing of 
companies providing national and local c'overage in the Federal Employees Health Benefits 

jI . 
program. Overall, we achieved an 82 percent response rate . 

. II 
This is one of two reports examining Me1icare's policies and reimbursement for hospital bed 
equipment. A companion report "Medic~re Reimbursementfor Hospital Beds in the Home: 
Payment Methodology" OEI.07-96~OOl~2 compares Medicare's rental reimbursement payment 
methodologies to those ofother medical insurance payers. 

FINDING 

, 

Medicare Rates for Rental 
.. 

ofHospital'Bedsfor Home Use Ar-e Substantially Higher than 
Rates Paid by Most Other Payers J 

! 

Comparison ofAverage Monthly Rental Payments for Semi-Elect,.;c Beds 

Ninety-seven percent ofour respondents !pay for rental ofbospital beds (72 of74 respondents). 
We analyzed the rates for each hospital ~ed to 'identify the entities that paid uniform rates for 
rental and those that paid variable rates 'Yhich depend on locale and market competition. 

Of the 51 entities furnishing infonnatioJon both the rental rates and the frequency of these 
payments for the four categoriesofhosp;hal beds included in this inspection, 37 (72.6 percent) 
usc a uniform monthly rate schedule, and 14 (27.4 percent) pay variable rates. 

. Ii
11-----
I; 
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We found that on average~ other payers' unifonn monthly rental rates were more than 14 percent 
lower than the corresponding Medicare m6nthlY rate for semi~electric hospital beds. For entities 
using a variable rate schedule, their highe~t rate ranged from 22 percent above to almost 
23 percent below the corresponding Medi¢are average rate for this bed. We found similar rcsulLs 
for manual, manual-adjustable, and total-dlectric hospital beds. 

Comparison ofActual MontMy Rental RLes for Semi-Electric Beds 

Since Medicare, unlike o,ther entities, payj: an enhanced rate for the first 3 months of rental, we 
also compared their actual rate for monthsi,l - 3 and months 4 - 1S to the rates ofother entities. 
We found Medicare's rates for months 1 -1:3 were from 18 percent to 38 percent higher, and for 
months 4·15 were from 9 percent lower,! 18 percent higher. 

Maximum Potential Rental Payments 	 II 
" I'
II ' 

We compared Medicare's rental paymentsifor a semi-electric hospital bed during the maximum 
potential rental period of 15 months to oth~r payers' maximum rental payments. We found 
entities paying a uniform rate were on aVcl-age over 30 percent lower than Medicare's maximum 
payments. Also, entities who prcdominattly reimburse .from their highest variable rate schedule 
were on average 30 percent lower. Thoselpayers primarily paying from their lowest rate 
schedule were on average 43 percent lower. Similar results were obtained for manual, manual· 
adjustable and total-electric hospital beds.!: 	 . . 

1 

RECOMMENDATION 
I 

HCFA Sbould Take Im~ediate Steps to Reduce Medicare Payments for In-Home Hospital 
Beds . Ii 

'I 

I; .. 

Medicare's monthly rates for the four typ~s ofhospital beds studied, when considered with total 
rental payments during the 15 month extehded rental period, exceed the rates ofother payers by 
more than 14 percent. The BalancedBudget Act of 1997 provides HCFA with the necessary 
tools to immediately reduce rates ifthere ~s compelling evidence that their rates exceed those 
generally being paid in the marketplace. "ric believe that this is the case here. lfthis authority is 
exercised for the four types ofhospital beels surveyed, wc estimate that annual savings at a 
12· 15 percent reduction would be appro*imately $32.7 to $40.9 million. Projected over 
5 years, Medicare would save over $163 to $204 million. 

We also believe that the payment methodl~ed by Medicare inappropriately overcompensates for 
rental use during the first 3 months ofeach rental period. We discuss this more thoroughly in our 
companion report, "Medica'l'e ReimbursJ'mentfor Hospital Beds in the Home: Payment 
Methodology" OEI·07-96-00222;; In that' report we include a recommendation that ReFA seek 
legislation to correct that aspect ofth:e pr6blem. Overall, we believe that a combination of both 
approaches would be best. However, the ~avings would not be additive. 

ii 
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AGENcY COMMENTS 

The HCF A concurs with the intent of our;'reconunendation and is undertaking a comparison of 
hospital bed rates and a competitive bidding demonstration project as a prelude to making 
hospital bed rate changes. Appendix F c?ntains the complete text of these comments. We 
remain available to provide technical assi~tance to ReFA on this matter. 

II ' 
i ~ 
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. 	 I 
I 

! 

Attached is a copy ofour final rep~tt entitled "Reviews ofPartial Hospitalization Services 
Provided Through Con:u:nunity Me~ta1 H~lth Centers," This report provides you with a 
swnmary ofaudit activity on the d~livery ofmental health services through partial 
hospitaliz;ation programs (PHP) foi:Medicare beneficiaries at commWlity mental health 
centers (CMHC) in Florida and Pertnsylvania, The Office of Inspcctor GeneraPs (OIG) and 
the Health Care Financing Adminis,tration's (HCFA) work indicated widespread problems in 
this program, 	As you know, our o$ces have worked closely in reviewing this fast £,rrowing 
benefit area. We want to share witlt you our thoughts on possible actions that can be taken 
to address this problem issue ofpat,tial hospitalization sClVices. 	 . 

Ii,I 	 . . 

The Omnibus Budget Reconciliatiqn Act of 1990 (OBRA 90) authorized Medicare coverage 
and payment ofpartial hospitalizatlpn services provided by CMHCs that arc reasonable and 
necessary for the diagnosis and acti:ve treatment oian individual's mental condition in order 
to prevent a relapse or hospitalization. Joint reviews between RCF A staff and OIG offices 
in Florida and PellDSylvania showea thatin 141 CMHCs: 

. 'fi ti' , I: 1'41., CMHC l'... cert. lca on requtrcxpents to qua 14,7 as a were not a ways met; 

,. most ofthe benefiJ~es were found to be ineligible for PEP seivices; 
. 	 I! 


I 

"" 	 many ofthe seIVice~ 

,I 
provided to beneficiaries were not reasonable and 

necessary...nor we~ they eligible PlIP selVices; and . 
I',I 

... provider cost repoI"tll contained costs that were not always allowable, 
II . 

reasonable, and nec~sary. , 

Ii 

I: 
lSubsequent to the issuance of our dtaft report. 6 additional HCFA reviews in Florida disclosed problems 

similar to those found in tho 14 reviews ofCMHCs (12 in Flori~ 2 in Pennsylvania) reported herein. Five of the six 
facilities reviewed by HCFA are no longer in ~biness. 

. i 
I, 
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I 

Because localized approaohes wer~ used between our staffs in reviewing these 14 CMHCs1 

we are not able to provide an over~ll average error rate for these above noted error types. 
However, improper payments on b:ehalfof ineligible beneficiaries or facilities that did not 
qualify as a CMHC totaled over $* million for these 14 providers. 'The HCFA suspended 
Medicare payments to all 14 provi~ers and terminated the provider numbers for 10 ofthe 
12 facilities in Florida, Eleven oflthe 14 providers were referred to the OIG Office of 
Investigations for further analysis oftheir activities. 

. II 	 , 
The DIG recently completed a revibw ofPHP services in 5 States, representing about 
77 percent ofCMHC PHP paymeJ~s nationaUy. This review was designed to determine the 
extent of ineligible beneficiaries e%Ued in the program and provide input to HCFA on the 
reasonableness and necessity ofth~ services provided by the CMHCs. The S-Slate review 
disclosed that a substantial percentage ofboth claims and services were unallowable or 

; 	 I .. 

highly questionable. The HCFA ~so recently completed a provider enrollment initiative in 
which on-site reviews were conducted at 700 CMHCs in 9 States. With the assistance of 

,\ ' 

your office, we will also continue ~o target CMHCs around the countryfor individual 
reviews for eligibility and the alloWability. reasonableness, and necessity of the costs 
reported on the cost reports. ' . 

This report presents our thoughts o'n ehariges that could be considered in an effort to 
eliminate the abusive practices beihg found in this program. We support: HeFA's efforts 
to develop a prospective payment ~ystem (PPS) for PHP ~erviees at CMHCs; the 
development ofproposed rules thaf address surety bonds for CMHCs and the enrolhnentlrc
enrolhnent process for CMHCs to :participate in the Medicare PHP program; and HCFA's' 
current 9~State enrollment initiati~e. As a PPS system is developed, we recommend that 
HCFA detemIine the costs ofunneeessary care and other excessive costs (as shown in 

II . 

reviews completed thus far), and eliminate them from the cost data used to establish the 
PPS. We also offer the following tecommendations for your consideration: 

• 	 Concerning the enJllmenl ofineligible providers, we suggest that HCFA 
cither develop Co~tions ofParticipation or conduct onsite surveys during 
the enrollment pro~ss to address qualifications issues. This would include 
compliance with la*,s and regulations including State licensure laws, 
furnishing approprlate selvlces, and other patient health and safety issues. 

• 	 In regard to ineligi~ie b~eficiaries and services, we suggest that the fiscal 
intermediary (FI) pbrrorm a detailed review of the first claim for each new 
beneficiary receivJig PliP services, including a review ofmedical records, 
and that ReFA, as part ofits oversight activities, perfonn medical reviews of . 
selected FHP clai.nls. . 

I 
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Attached isa copy ofour final report entitled "Reviews ofPartial Hospitalization Services 
Provided Through Conununity Mental Health Centers," This report provides you with a 
summary ofaudit activity on the delivety o.fmental health services through partial 
hospitalization programs(pHP) for Medicare beneficiaries at community mental health 
centers (CMHC) in Florida and Pennsylvania. The Office ofInspector General's (OIG) and 
the Health Care Financing Administration's (HCF A) work indicated widespread problems in 
thisprogram. As you know, our offices have worked closely in reviewing this fast growing 
benefit area. We want to share with you our thoughts on possible actions that can be taken 
to address this problem issue ofpartial hosPitalization services. 

The Omnibus Budget Reconciliation Act of 1990 (OBRA 90) authorized Medicare coverage 
and payment ofpartial hospitalization services provided by CMHCs that are reasonable and 
necessary for the diagnosis and active treatment ofan individual's mental condition in order 
to prevent a relapse or .hospitalization. Jomt reviews between HCFA staff and OIG offices 
in Florida and Pennsylvania showed that ilf 141 CMHCs: . 

~ certification requirements to ,qualify as a CMRC were not always met; 

~ most of the beneficiaries were foun~ to be ;ineligt'ble for PHP services; 

many ofthe services provided to beneficiaries were.notreasonable and 
necessary ... nor were they eJ!,gible PHP services; and 

~ 	 provider cost reportS contaiped costs that were not always allowable, 
reasonable,and necessary. : 

, 
lSubsequent to the issuance of our draft report. 6 additional HCFA reviews in Florida disclosed problems 

similar to those found in the 14 reviewsofCMHCs (12iJ,lFlorida. 2 in Pennsylvania) report~ herein. Five ofthe six . 
facilities reviewed by HCFA are ,no longer in business .. ' . 
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Because localized approaches were used be~een our staffs in reviewing these 14 CMHCs, 
we are not able to provide an overall average error rate for these above noted error types. 
However, improper payments on behalfof ineligible beneficiaries or facilities that did not 
qualify as a CMHC totaled over $31 million for these 14 providers. The HCFA suspended 
Medicare payments to all 14 providers and terminated the provider numbers for 10 of the 
12 facilities in Florida. Eleven ofthe 14 providers were referred to the OIG Office of 
Investigations for further analysis of their activities. 

The OIGrecently completed a review ofPHP servi,ces in 5 States, representing about 
77 percent ofCMHC PHP payments natiortally. This review was designed to determine the 
extent ofineligible beneficiaries enrolled in the program and provide input to HCFA on the 
reasonableness and necessity of the serviceS provided by the CMHCs. The 5-State review 
disclosed that a substantial percentage ofboth claims and services were unallowable or 
highly questionable. The HCF A also rece~tly completed a provider enrollment initiative in 
which on-site reviews were conducted at 700 CMHCs in 9 States. With the assistance of 
your office, we will also continue to targetCMHCs around the country for individual 
reviews for eligibility and the a1lowability, reasonableness, and necessity of the costs 
reported on the cost reports. 

This report presents our thoughts on chan~es that. could be considered in an effort to 
eliIIiinate the abusive practices being foun~.in this program. We support: HCFA's efforts 
to develop a prospective payment system (PPS) for PHP ~ervices at CMHCs; the 
development of proposed rules that address surety bonds for CMHCs and the enrollmentlre
enrollment process for CMHCs to participate in the Medicare PHPprogram; and HCFA's . 
current 9 ..State enrollment initiative. As aPPS system is developed, we recommend that 
HCFA determine the costs ofunnecessary, care and other excessive costs (as shown in 
reviews completed thus far), and eliminate them from the cost data used to establish the 
PPS. We also offer the following recoIIUIlendations for your consideration: 

I 

• Concerning the enrollment 'of ineligible providers, we suggest that HCFA 
either develop Conditions ofParticipation or conduct onsite surveys during 
the enrollment process to address qualifications issues. This would include 
compliance with laws and regulations including State licensure laws, 
furnishing appropriate senjces, and other patient health and safety issues. 

• In regard to ineligible beneficiaries and services, we suggest that the fiscal 
intermediary (FI) perfonn adetailed review of the first claim for each new 
beneficiary receiving PHPservices, including a review ofmedical recordS, 
and that HCFA, as part of~ts oversight activities, perfonn medical reviews of 
selected PHP claims. 

http:foun~.in
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• 	 Regarding unallowable and ~nreasonable cost:s claimed on cost reports, we 
encourage HCF A to develop ways to improve the cost rep~rting process. For 
example, require FIs to perf9nn some in-depth cost report audits of CMHCs. 
This would require allotting several weeks for perfonning on~site audits of 
several cost categories wher~ abuses have' been found and documented in this 
report. I 	 ' 

In its written response to our draft report, H;CFA concurred with three of the, four 
recommendations and planned corrective action. With regard to our recommendation 
regarding the development ofConditions ofParticipation, HCFA concurred with the intent 
ofthe'recommendatiOIi but be~eved it did qot have the statutory authority to set additional 
criteria for CMHC enrollment or participation in Medicare. However, HCFA will continue 
to pursue a legislative proposal which would grant the Secretary the authority to set 
additional requirements for C~Cs. The Complete text ofHCFA's response is presented as 
Attachment B to this report. 'I 

Please advise us within 60 days on actions taken or planned on our recommendations. If you 
have any questions or need cl¢fication on the report, p~ease call me or have your staff 
contact George M. Reeb, Assistant Inspector General for Health Care Financing Audits, at 
(410) 786-7104. 	 :( 

! 
I 
I 

To facilitate identification, please refer to Gommon Identification Number A-04-98-02146 in 
all correspondence relating to this report. : 

I 
I' 

Attachment 	 ! 
I 

'I, 
I 

I 

I 
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I 
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This final report provides you with a summary ofaudit activity on the delivery ofmental 
health services through partial hospitalization programs (PHP) fOT Medicare beneficiaries .in 
community mental health centers (C:MHC) in Florida and Pennsylvania. Our and the Health 
Care Financing Administration's (HCF A) work, indicat~ widespread problems in this 
program. As you know, our offices have worked closely in reviewing this fast growing 
benefit area. We,want to share with you our thoughts on possible actions that can be taken 
to address this problem issue ofpartial hospitalization services. ' 

The Omnibus Budget Reconciliation Act of 1990 (OBRA90), authorized Medicare coverage 
and payment ofpartial hospitalization services provided by CMHCs that are reasonable and 
necessary for the diagnosis and active treatment ofan individual's mental condition in order 
to prevent a relapse or hospitalization. Since the enactment ofOBRA 90, the program has 
grown from $60 million in 1993 to $349 million in 1997...fat exceedingHCPA's estimates 
of$15 million a year. Joint reviews between HCFA staff and OIG offices in Florida and 
Pennsylvania showed that in 141 CMHCs: 

..certification requirements to qualify as a CMHC were not always met; 

most ofthe beneficiaries were found to ~e ineligible for PHP services; 

many ofthe services provided to beneficiaries were not reasonable and 
necessary...nor were they eligible PHP services; and 

provider cost reporU contained coSts that were notalwaysaUowable, 
reasonable, and necessary. 

lSubsCquent to the issuance ofo~ draft report, 6 additional HCFA reviews in Florida disclosed problems 

similar to those found in the 14 reviews ofCMHCs (12 in Florida, 2 in Pennsylvania} reporte4b.erein. Five of the 

six reviewed by HCFA are no longer in business. . 
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Because localized· approaches were used between our staffs in reviewing these 14 CMHCs, 
we are notable to provide an overall average error rate for these above noted error types. 
However, improper payments on behalfof ineligible beneficiaries 'or facilities that did not 
qualify as a CMIlC totaled over $31 million for these 14 providers. The HCFAsuspended 
.Medicarepayments to all 14 providers and terminated tbe provider numbers for 10 of the 
12 facilities in Florida; Eleven ofthe 14 providers were referred to the Office ofInspector 
General (OIG) Office of Investigations for:further analysis of their activities. 

The OIG, with the assistance ofHCF A, ,recently completed a review ofCMIlC claims in . 
5 States, representing about 77 percent ofCMIlC PHP paYments nationally. This review 
was designed to determine the extent of ineligible beneficiaries enrolled in the program and 
provide input to HCFA on the reasonableness and necessity ·of the services provided by the 
CMHCs. The 5-State review disclosed that a substantial percentage ofboth claims and 
services were unallowable or highly questionable. The HCF A also recently completed a 
provider enrollment initiative that reSulted in on·site reviews being conducted at 700 
CMHCs in 9 States. With the assistance ofyour office, we will also continue to target 
CMHCs around the country for individual reviews for eligtoility and the allowability, 
reasonableness, and necessity of the costs reported on the cost reports. 

This report presents our thoughts oncbanges that could be considered in an effort to . 
eliminate the abusive practices being found in this program. Wesupport: HCFA',s efforts 
to develop a prospective payment system (PPS) for PHP services at CMHCs; the 
development ofproposed Jules that address surety bonds for CMIlCs and the enrollmentlre
enrollment process for CMHCs to participate in the Medicare PHP program; and HCF A's 
current 9 ..Stateenrollment .ini~ative. As a PPS system is developed, we recommend that 
HCFA determine the costs ofunnecessary care.and other excessive costs (as shoWn in . 
reviews completed thus far), and eliminate them from the cost data used to establish the 
PPS. We also offer the following recommendations for your consideration: 

Concerning the enrolImentof ineligible ,providers, we suggest that HCF A either 
develop Conditions ofParticipation or conduct on-site surveys during the enrollment 
process to address qualifications issues. This would include compliance with laws 
and regulations including State licensure laws, furnishing appropriate services, and 
. other patient health and safety issues. 

In regard to ineligible beneficiaries and services, we suggest that the fiscal 
intermediary (EI) perform a detailed review ofthe first claim for each new 
beneficiary receiving PHP services, including a review ofmedical records, and that 
. HCFA, as part of its oversight activities, perform medical reviews ofselectedPHP 
claims. 

Regarding unallowable and unreasonable costs claimed on cost reports, we 
encourage HCF A to develop ways to improve the cost reporting ,pro~s. For 

. example, require FIs to perform some in-depth cost report auditsofCMHCs. This 
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would require allotting several weeks for perfonning on-sIte audits ofseveral cost 
categories where abuses .have been found and documented in this report. 

In its written response to our draft report, RCF A concurred with three ofthe four 
recommendations and planned corrective action. With regard to our recommendation 
regarding the development ofConditions ofParticipation, HCF A concurred with the intent 
of the recommendation but .believed it did not have the statutory authority to set additional 
criteria for CMHt enrollment or participation in Medicare. However, HCF A will continue 
to pursue a legislative proposal which would grant the Secretary the authority to set 
additional requirements for CMHCs. The complete text ofHCFA's response is presented as 
Attachment B to this report. 

Background 

TheCMHCs provide treatment and services to mentally ill individuals residing in the 
community. In 1963, the Community Mental Health Centers Act establishedCMHCs, and 
the Public Health Service (PHS) was deSignated as the regulatory agency to oversee their 
operations. 

, The OBRA 90 authorized Medicare coverage and payment ofpartial hospitalizatiori seIvices 
provided by CMHCs. Prior to that time, the Medicare program did not provide coverage for 
PHP services at CMHCs. The OBRA90 defined a CMHC as an entity that provides the 

, ,services described in the PHSAct and also meets applicable State licensing or certification 
requirements. However, a.bout 60 percent ofStates do not have licensing requirements for 
CMHCs.' 

The HCF A required that all newCMHCs ,entering tbeprogram attest to the fact that they 
provide the five2 core services ofa CMHC. The five core services are: specialized 
outpatient services; 24-hour a day emergency care services; day ~tment, other partial 
hospitalization services, or psychosocial reha.bilitation services; screenings to determine 
appropriateness ofadmission to State mental health facilities; and consultation and 
education services. 

Growth ofPHP ServicesatCMHCs 

Since the passage ofOBRA 90, average annual per patient payments are growing at an 
alarming rate, as shown in the following table. Rapidgrowth occurred from 1993 to 1997 
with total program payments going from $60 million to $349 million, a.bout a 482 percent 
increase; and the average payment per patient increased 530 percent, from $1.642 to 
$10,352. 

::lIn 1992. the PHS Act was amended sotbat only four core services are required. The amendment eliminated 
the requirement to provide consultation and education services. 
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National Medicare Payments for CMHC Services 

Calendar Number of Average 
Year CMHCs Total Payments Per Patient 

1993 296 $ 60,000,000 $ 1,642 

1994 475 108,000,000 2,190 

1995 581 142,000,000 3,524 

1996 646 265,000,000 6,874 

1997 769 349,000,000 10,352 

METHODOLOGY 

Our work to date has primarily focused on whether: the proVider met the certification 
requirements for CMHCs; beneficiaries were eligible to receive PHP services; the PHP 
services provided were reasonable and necessary; and whether selected costs claimed on the 
cost report were allowable, reasonable, and necessary. The CMHCs were selected for 
review based on an analysis ofthe HCFA Customer Information System (HCIS) billing data, 
and other selected parameters. We judgmentally selected Medicare beneficiaries for review 
based on the total payments made on their behalf. For each beneficiary, the services in each 
claim were examined for the entire time period ofthe reviews. GeneraI1y, for each 
beneficiary, we interviewed the beneficiary or a close relative, the physician who signed the 
plan ofcare, and the beneficiary' spersonaJ physician, if identified. 

The HCFA and the OIG conducted joint reviews ofselected CMHCs in the States ofFlorida 
and Pennsylvania. The OIG also completed a revi~w ofPHP services in 5 States that 
represent about 77 percent ofthe total Medicare PHP outlays. The HCFA aJso performed 
reviews of selected CMHCs in the States ofTexas and Dlinois. The reviews utilized HCFA 
and intermediary medical review personnel to review the beneficiaries' medical records to 

.. determine whether the claimed services met Medicare eligibility and reimbursement 
requirements. 
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The limited scope audit work perfonned to date has been completed in accordance with 
generally accepted government auditing standards. 

RESULTS OF REVIEW· 

Since the enactment of OBRA 90, the CMHC PlIP program has grown substantially. Total 
program costs increased about 482 percent between 1993 and 1997 to a total of 
$349 million ... far exceeding HCFA's estimated costs of$15 million per year for PHP , 
services. More troubling is the fact that 14 reviews completed in concert with HCFA and 
the OIG in Florida and Pennsylvania found that a large number ofpayments were made on 
behalfofineligible beneficiaries or to facilities that did not qualify as C:MHCs. These 
reviews identified about $31 million in improper payments to these 14 CMHCs (see 
Attachment A). As a result ofour joint efforts, HCFA suspended payments to all 14 
providers and terminated 10 ofthese 14 providers from the Medicare program. Eleven of 
the 14 providers were referred to the DIG's Office ofInvestigations. 

The HCFA also perfonned independent reviews (not involving the OIG) of10 CMHCs in 
Illinois and Texas. Ofthe 5 reviews conducted in Illinois, between 20 percent and 80 
percent of the judgmentally selected beneficiaries were found ineligible to receive PHP 
benefits. The beneficiaries did not require the intensive services ofthe PlIP. Two of the 
providers reviewed were part of a chain, and voluntarily withdrew from the program. The 
results ofHCFA's Illinois reviews were provided to the contractor for their evaluation. In 
Texas, HCFA selected a random sample ofclaims from each of five CMHCs. The HCFA 
found that between 90 percent and 100 percent of the beneficiaries were not eligible for PlIP 
services. All five oftheseCMHCs were referred to the DIG's Office ofInvestigatioris. 

The following results are provided on the CMHC's administration ofthe PHP benefit, as 
well as on CMHC's reporting of costs on their Medicare cost reports. 

Certification ofCMHCs 

Site visits at CMHCs showed that 5 of the 14 providers, jointly reviewed bY,OIGIHCFA 
staff in Florida and Pennsylvailia, and 2 of5 providers independently reviewed by HCFA 
staff in Illinois, did not meet the requirements to qualify as a C:MHC. Some of the providers 
were unable to produce any docum~ntation or evidence that the facility was ever in 
compliance with the PHS Act and its five core requirements ofservices to be provided. For 
example, although a CMHC signed a statement attesting that it provided the required core 
serVices of the PHS Act, the CMHC was unable to provide satisfactory records or 
documentation to substantiate this assertion. 

In addition to not meeting the requirements of the PHS Act, a site visit.at one CMHC 
disc10sedhealth and safety conditions that greatly concerned us. We found that the physical 

http:visit.at
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structure of the facility was in extreme disrepair, and the interior of the building was filthy 
and uninhabitable. Local health and safety officials were notified ofthe unsafe and unhealthy 
conditions, and the facility was condemned. . 

Ineligible Beneficiaries 

Significant error rates were found where beneficiaries were not eligible to receive PHP 
services. In order for a Medicare patient to be eligible for partial hospitalization services, a 
physician must (1) certify that the individual would require inpatient psychiatric care in the 
absence ofPHP services and (2) establish (and periodically review) an individualized plan for 
furnishing the services. In addition, the PHP treatment is for patients who: are likely to 
benefit from a coordinated program ofservices; do not require 24-hour care and have an 
adequate support system outside the hospital; have a diagnosis ofmental illness; and are not 
judged to be dangerous. 

The PHP services are to provide acutely ill individuals with intensive psychiatric services to 
prevent a period ofhospitalization. However, reviews ofmedical records by PI medical 
review stafffound that a high percentage ofpatients were not eligible for those services. The 
patients sampled at these CMHCs did not have a history ofmental illness diagnoses nor 
would they have required hospitalization ifPHP services had not been provided. These 
CMHCs enrolled patients who were not in need ofthe intensive services covered under PHP. 

In some cases, the patients were unable to participate in or benefit from the services 
provided. For example, one patient had a diagnosis ofsenite dementia. There was no 
evidence that the treatment plan would alter or modifY the patient's clinical course. This is an 
organic cOndition (disease ofthe brain) and cannot be imprOVed through the use of 
psychiatric services. Therefore, psychiatric services provided as a treatment for this patient's 
dementia were not covered by Medicare because the services did not improve the patient's 
condition or prevent relapse or hospitalization. 

In other cases, beneficiaries'did not have diagnosed mental conditions.. At one CMHC, none 
ofthe 20 beneficiaries in the sample appeared to require the intensive services of a PHP 
because they did not show symptoms ofsevere psychiatric disorders. Our interviews of 
six beneficiaries corroborated these findings and, in fact, beneficiaries were surprised to hear 
that the PHP services were for patients with mental illnesses. All denied ever having 
psychiatric problems. ' 

Unreasonable, Unnecessary. and Ineligible Services 

The review of medical records by the FI medical review stafffound that for many CMHCs, 
none ofthe services provided to beneficiaries in our sample were reasonable and necessary. 
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At one CMHC, the same group sessions were recommended for all patients. The reviews 
determined that the content of the group sessions was social, recreational. and diversionary • 
. rather than pSycho-therapeutic in nature. The services were detennined not medicaUy 
necessary because they did not improve or maintain the individual's condition and functional 
level to prevent relapse or hospitalization. At one provider, beneficiaries spent time attending 
classes in arts and crafts, music~ and story telling. Beneficiaries also pJayed dominoes and . 
bingo, listened to music, and socialized with other senior adults. 

Cost Re.port Reviews 

During the year, a CMHC receives interim payments based on a percentage ofits billed 
charges. These payments are intended to approximate the CMHC's reasonable cost. Upon 
receipt ofthe Medicare cost report for the year. the intermediary makes a settlement payment 
based on the reasonable costs incurred. The OIG has performed cost report reviews at seven 
CMHCs, and an additional two cost report reviews are in process. We found that cost 
reports submitted by CMHCs contained costs that were .not allowable and allocable under 
Medicare cost reporting principles. The CMHCs are paid for PlIP services on the basis of 
reasonable costs. which must be related to the care ofMedicare beneficiaries. Medicare cost 
principles limit reimbursement to costs that would be incurred by a reasonable, prudent, and 
cost-conscious management. 

As part ofour review, we traced judgmentally selected costs on the cost report to the 
CMHC's accounting records. These reviews showed that the CMHCs included unallowable 
and non-reimbursable items in their cost reports. The current cost report process involving 
CMHCs cannot be used as a valid basis for settling year-end payments because we found they 
do not contain correct cost information. The types ofproblems found included: 

- undisclosed related party transactions involving leasing, consulting, computer 
services, billing services, management services, and accounting services. 

-- excess utilization ofservices provided under arrangement. 

- excessive compensation to owners and key personnel. 

supplies and other costs not related to patient care. such as recreational ~pplies, 
party favors, Christmas.cards and presents, holiday decorations, flowers, and 
bowling. . 

-- lack ofdocumentation to support the costs claimed in the cost reports. 
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Other Reviews . 

The OIG is working with RCFA and the intermediaries on the following reviews: 

We completed a 5-State review ofPlIP CMHC claims to determine if the claimed 
services met Medicare's reimbursement requirements. The five States are Florida, 
Texas, Pennsylvania, AJabama, and Colorado. These States represent about 
77 percent ofCMHC PlIP payments. We selected a statistical sample of250 claims 
(each claim has multiple services) for the period October 1, 1996 through 
September 30, 1997 for review. The 5-State review disclosed that a substantial 
percentage ofboth claims and services were unallowable or highly questionable. 

In addition to the 5-State review ofclaims, we will continue to select additional 
individual CMHCs for review. These CMHCs win be selected based on RCIS'billing 
infonnation and other criteria,' and will include reviews of services, as well as reviews 
ofcost report infonnation. 

The RCF A is working on the following initiative involving CMHCs: 

The RCF A's central office arid its Southern Consortium (Regions 4 and 6) have 
completed a project to verify initial enrollment infonnation provided by CMHCs. 
Each CMHC signed an attestation statement that it provided the five core services 
required to become a CMHC. The project involves nine States (Texas, Florida, . 
Alabama, Louisiana, Arkansas, Georgia, South Carolina, Tennessee, and Mississippi). 

• 	 Each CMHC in these States was visited and asked to provide medical documentation 
showing that it provided the five core services. 

Conclusions and Recommendations 

The partial hospitalization problems noted in our work to date mirror the conditions we 
found in reviewing home health agency claims. The problems involve provider certification 
issues, ineligible beneficiaries, claims for services that are not supported by a medical need, 
and submission ofcost reports that contain unallowable or improper cost items. We applaud 
your early suspended payment and provider tennination actions to address growing problems 
with PHPs. Particularly, the work ~ong our two offices has been highly productive to ferret 
out the bad providers in this newly expanded Medicare benefit area. And, that work is 
continuing. 

In 1998, the Secretary submitted a draft bill to the Congress entitled "Medicare and 
Medicaid Fraud, Abuse, and Waste Prevention Amendments of 1998," that included payment 
refonns to help limit ovenitilization and bring some control to the CMHC PHP benefit. 
Specifically, the Secretary proposed language to eliminate payments for partial hospitalization 
services in an individual's home, including an institutional setting .. The bill would also impose 
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civil monetary penalties for false certification ofneed for partial hospitalization services and 
require CMHCs, as a condition ofreceiving payments for partial hospitalization services, to 
meet additional conditions designed to improve the health and safety ofpatients. The HCFA 
officials also informed us that they are developing a PPS for partial hospitalization services 
pr~vided at a CMHC facility. We understand that HCFA is also developing proposed rules 
for surety bond and enrollment and re-enrollment requirements for CMHCs to participate in 
the Medicare program. . 

We support the Department's and HCFA's proposed changes to the C:MHC PlIP program. 

However, we are also recommending that HCFA consider additional actions that would 

address unscrupulous providers, the medical necessity ofservices, and inappropriate cost 

reporting on Medicare cost reports until a PPS system.is put in place. 


First, concerning the establi~ent ofa PPS rate, our'ooncemis how adjustments to PPS 
rates will be made for medically unnecessary care and/or other improper payments. These 
improper payments should be eliminated from the PPS rate to prevent an unwarranted 
financial windfall to CMHC providers~ The kinds ofimproper payments as disclosed in our 
current eligibility work in our 5-State sample should be eliriUnated from the cost data used to 
establish the PPS'rate. 

Second, concerning the enrollment of providers, we would suggest that HCFA develop 
Conditions ofParticipation to include health and safety requirements and qualifications of 
staff. 

Third, in regard to the probleI1l of ineligib~e beneficiaries and services, we suggest that the FI 
conduct a detailed ~eview ofthe first claim for each new beneficiaiy receiving services, 
including a review ofmedical records, to be sure the beneficiary is eligible for ~HP services 
and that the services provided are appropriate for the medical condition. We also suggest 
that HCFA, as part ofits oversight activities, routinely perform medical reviews ofselected 
PlIP claims (e.g., perform the same type ofreviews ofPHP services that we have been jointly 
performing). Claims could be selected based on high cost CMHCs, high costs claimed per 
beneficiary"randomIy, or other criteria. ' 

Fourth, regarding the unallowable and unreasonable costs claimed on the cost reports, we 
encourage HCFA to develop ways to improve the cost reporting process. For example, as 
part ofthe FI' scost report review process, HCFA should require FIs to perform some in
depth cost report audits ofCMHCs. This would require allotting several weeks for 
performing on-site audits ofcertain cost categories where abuses are likely, such as 
undisclosed related party transactions, cost ofservices not related to patient care, and 
excessive compensation to owners and key pers~nnel. 

In its written response to our draft report, HCFA concurred with'three ofthe four 

recommendations and planned corrective action. With regard to our recommendation' 
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regarding the development ofConditions ofParticipation, HCFA concurred with the intent of 
the recommendation but believed it did not have the statutory authority to set additional 
criteria for CMHC enrollment or participation in Medicare. However, HCF A will continue to 
pursue a legislative proposal which would grant :the Secretary the authority to set additional 
requirements for CMHCs. The complete text ofHCFA'sresponse is presented as 
Attachment B to this report. 

( 
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Administrator ~c.a-/)r 1lP~ 
SUBJECT: Office ofthe Inspector General nraft Reports: 


. (1) U AReview ofPartial Hospitalization Services Provided Through . 

Community Mental Health Centers," (A-04-98-02146); and 


(2) 	 '."Five-State Review ofPartial Hospitalization Programs at Community 
. Mental Health Centers," (A-04-98-02145). 

Summary 

The Health Care Financing Administration (HCFA) and the HHS Office ofInspector General . 

(OIG) have been working together for more than a year to identify problems ofmisuse of '. 

Medicare's Partial Hospitalization benefit by a .significant number ofCommunity Mental Health 

Centers (CMHCs). This benefit was created to provide outpatient services for beneficiaries with 

mental' illness who would otherwise need to be treated, at higher cost and less appropriately. on 

an inpatient basis. 


Beginning in 1996, site visits performed by HCFA as part of the Operation Restore TJ1.lst 

Initiative identified significant problems pointing to abuse of the programby some.CMHCs. 

Further work undertaken by HCFA last year indicates that many CMHCs are not providing, and 

are unable to provid~ the core services that are .required by statute and necessmy for proper care 

ofthese patients. The reports by the Inspector General further corroborate the problems in this 

program. 


The Conclusions in the OIG reportS are consistent with HCFA's findings. The Partial 

Hospita1intion (PH) benefit is being significantly misused by some CMHCs, and the program is in 

need offundamental repair. HCFA is taking imrilediate steps to ensure that providers are properly 

qualified to deliver the mental health services which the program covers; that beneficiaries 

receiving the services are indeed those who need them; that Medicare is paying only for 

appropnate services that are covered under the law, CMHCswhich are clearly unqualified to 

provide these services should be termmated from Medicare and steps should be.taken to ensure 

that all remaining CMHCs are qualified. In addition, CMHCs believed to have defrauded· . 

Medicare should be referred for further investigation and potential prosecution. HCFA is already 

in the process ofimplementing a plan which includes these and other steps. 




Attachment A 

PARTIAL HOSPITALIZATION REVIEWS 


CMHC 

Florida - Al 
Florida - Bl 

C3Florida ~ 
Florida - D3 
Florida - E3 
Florida- F3 
Florida- G' 
Florida - H4 
Florida - 14 
Florida- J3 
Florida-K3 

Florida _VI 
Pennsylvania - M4 
Pennsylvania - N4 

TOTAL 

IFinaI OIG reports 

2Draft OIG reports 

3. . ,
Joint reports 

AMOUNT 
QUESTIONED 

$ 2,311,945 
1,709,245 
1,826,243 
2,554,314 
4,510,161 
3,216,575 
2,281,730 

. 1,945,820 
1,868,940 
2,899,083 

645,627 
3,760,000 

880,949 
877,919 

$31,288,551 

4Preliminary calculations - no reports issued to date 
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At the same time. as we repair our program, we mllst be careful to protect Medicare beneficiaries. 
In particular. we must ensure that those with mental illness are under proper care. Even as we 
phase in telfiUnations ofunqualified providers, we will work with communities to ensure that 
beneficiaries receive proper care. 

As an area initially investigated under Operation Restore Trust(ORT), these problems among' 
CMHCs have been uncovered relatively early and our corrective actions can be taken before the 
problem grows worse. The OIG has played .a significant cooperative role in identifying these 
problems and developing solutions. 

CMHC Requirements 

To be covered by.Medicare, PH services must be reasonably expected to improve or maintain the 
individual's ·condition and functional level and prevent relapse or hospitalization. The statute 
recognizes two types ofproviders ,of PH services: services provided by hospitals to its 
outpatients, or :services provided by CMHCs. 

. . 
In order to participate in Medicare as a CMHC, an entity must meet the statutory requirements at 
section 1861(ft)(3)(B) which defines a CMHC as an entity that provides the services listed in 
section 1916(c)(4) of the PHS Act (now section 1913(c)(l)). CMHCs enroll in the Medicare 
program by signing an attestation statement that they comply with the PHS and Social Security 
Acts and State licensing laws. By statute, a CMHC must provide four services to meinbers ofthe 
community and the services are: . 

(1) outpatient services to children, and the elderly, and. individuals who are Severely mentally 
il~ outpatient services for residents ofits mental health service area who have been 
discharged from inpatient treatment at a mental health facility; 

(2) 24.;hour a day emergency care services; . . 
(3) day treatment or other PH services or other psychosocial rehabilitation services; and, 
(4) ~reening for clients being considered for admission to state mental health facilities to 

deteimine the appropriateness ofsuch admission. 

Evidence ofFraud and Abuse 

There has been growing evidence that the PH benefit is being abused. The strongest evidence of 
fraud and abuse in this benefit has been associated with the CMHC setting. As part ·of our regular 
monitoring and analysis ofexpenditures by benefit and provider type, HCFA detected a significant 
and unanticipated growth in expenditures for this benefit. Particularly aberrant was the growth in 
expenditures to CMHCs for partial hospitalization services. 

In the CMHC setting, between 1993 and 1996. total payments for PH rose from $60 million to 
$265 million (a 342 percent increase). The average payment per patient during this same time 
period rose from $1,642 to $6~874 in 1996 (a 319 percent increase). Preliminary figures show 
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that Calendar Year (CY) 1997 payments have risen to $349 million, and the average payment per 
patient has risen to $10,352. The growth in CMHC expenditures is focused in certain Southern 
States which account· for approximately 25 percent ofthe nation's beneficiaries, but 85 percent of 
all Medicare payments to CMHCs inCY 1996. 

HCFA Activities 

In response to this rapid growth in expenditures, HCFA has taken several actions. Beginning in 
1996, under the auspices ofORT, approximately twenty CMHCs were selected for site reviews in 
several states based upon their aberrant billing patterns. 'llhese reviews found a significant 
percentage ofbeneficiaries to be ineligible for PH services. 

Reviews conducted by Florida's Miami ORT Satellite Office, in conjunction with the OIG, found 
that 17 of 18 CMHCs reviewed did not provide the required core services and thus did not meet 
the statutory requirement to be aCMHC; 89 percent ·of sample beneficiaries were ineligible, and 
1 00 percent ofthe services were not Medicare covered services. Related overpayment reviews 
identified significant ·fraudulent costs. Payments were suspended to all l8 providers and .referrals 
werema~e. to law enforcement agencies forfurth~ investigation and/or prosecution. . 

The second major action undertaken by HCFAbegan in July· 1997. Based upon findings from 
OR'll reviews, HCF A conducted an enrollment initiative to determine the veracity ofthe CMHC 
owner's initial attestation that they were in compliance with applicable State licensing laws and 
provided the core .services required under the statute. Site visits were conducted at all ,current 
Medicare CMHCs and selected applicants within the states ofFlorida, Texas, Georgia, 
Mississipp~ Arkansas, Alabama, South Carolina, Tennessee, and Louisiana. The site visits began 
in late January 1998 and were completed by August 30. . 

Preliminary infonnation suggests that some CMHCs are not providing the required core services 
and are, therefore, subject to termination because they do not meet the statutory definition ofa 
CMHC. HCFA has instituted processes to ensure that any noncompliant CMHCs are afforded 
due process and an opportunity to rebut our determination ofnoncompliance. 

Overall, we have a 10-point initiative to tackle problems that we and the Inspector General have 
identified with the PH benefits. Those action points are: 

Immediate Actions 

1. 	 Terminating the worst offenders. Medicare will end its relationship with those CMHCs 
thai faii to meet all four ofthe program';s core requirements. Other CMHCs that are not 
as far out ofcompliance will be given an opportunity to correct identified problems. 
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2. 	 Reinforcing Medicare's CMHC standards. HCFA, through its regional offices and 
state survey agencies, will more strongly enforce the application process and reinforce the 
need for lprospective CMHCs to meet all existing statutory and regulatory requirements 
for participation in the program. 

3. 	 Increasing scrutiny of new applicants. HCFA will require site visits nationwide to 
. ensure new applicants meet all ofMedicare's core requirements. Already. the agency 
denied more than 100 applicants because they failed to provide all the required services. 

4. 	 . Protecting beneficiary access to covered services. HCFA will consider the loCal needs 
ofbeneficiaries b.efore it terminates any centers: The agency wiU work with mental-health 
advocates,state officials,and others to ensure beneficiaries receive appropriate services 
from Medicare. and when appropriate,other social-service agencies. 

Longer-Term Actions 

5. 	 Implementing a prospective payment system. HCFA is working to develop a new 
payment system for hospital outpatient services, as required by the Balanced Budget Act 
of1997. The new system wiUapply to partial hospitalization benefits in CMHCs and will 
eliminate the financial incentives to provide inappropriate, unnecessary, or inefficient care. 

6. 	 Conducting abroad evaluation of the benefit. With the !(nspector 'General, HCFAwill 
conduct an overall review ofthe PH benefits in both community mental health centers and 
hospital outpatient departments. We will take appropriate steps to address problem areas 
identified during that review. 

7. 	 Intensifying medical review ofdainis. HCFAand its contractors will review more 
partial hospitalization claims to ensure Medicare pays only for appropriate services to 
qualified beneficiaries. This will involve claims from CMHCs and hospital outpatient 
departments. '. 

8. 	 Minimizing losses to the Medicare Trust Fund. HCFA will suspend payments to 
prQviders when services are not billed properly. Medicare will also demand that centers 
repay improper claims and will refer suspected fraud to the Inspector General. 

9. 	 Punning tbePresident's proposed legislative reforms. In January. President Clinton 
asked Congress to act on proposals to strengthen CMHC enforcement activities by 1) 
authorizing fines for falsely certifYing a beneficiaries' eligibility for PH services; 2) 
prohibiting PH services from being provided ina beneficiaries' home or other residential 
setting; and 3) authorizing the Secretary to set additional requirements for CMHCs to 
participate in the Medicare program. In addition, HCF A will consult with other groups to 
consider appropriate, additional changes. 
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10. 	 Evaluating the need for re-enrollment.requirements. HCFA will consider new 
regulations that would'require CMHCs to re-enroll periodica11yin the Medicare program 
and to .serve a minimum number ofnon-Medicare patients. 

Together. these initiatives address each of the Inspector Genera1·srecommendations. Our specific 
responses to the recommendations outlined in each report are attached. 
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Attachment 1 

"A Review of Partial Hospitalization Services Provided Tbrough 
Community Mental Health Centers," (A-04-98-02146) 

OIGRecommendation 1 
As HCFA develops a prospective payment system (PPS), we recommend that HCFA detennine 
the costs ofunnecessary care and other excessive costs and eliminate them from the cost data 
used to establish the PPS. 

HCFA Response 
We concur. Under the Balanced Budget Act of1997, HCFA will establish aPPS for hospital 
outpatient department services. HCFA's new payment system will include PH services rendered 
bybothCMHCs and hospital outpatient departments. We will consider the costs ofunnecessary 
care and other excessive costs when developing the PPS. 

OIG Recommendation 2 
HCFA should develop conditions ofparticipation or conduct onsite surveys during the enrollment 
process in order to address health and safety requirements and qualifications ofstaff. 

HCFA Response . 
Although w~ concur with the intent ofthe recommendation, section 1861(ft) ofthe Social 
Security Act (governing Medicare coverage ofpartial 'hospitali7.ation serviCes provided·by 
CJ\.1HCs) only requires CJ\.1HCs to provide the range ofservices specified in the PHS Act, and to 
meet applicable state licensing or certification requirements. Thus, we do not Currently have 
statutory authority to set additional criteria for 'CMHC enrollment or participation in Medicare. 
However, we will continUe to pursue a legislative proposal that was included in the President's 
FY 99 budget, which would grant the Secretary the authority to set additional requirements for 
CMHCs. 

Meanwhile, we are planning to conduct site visits to CMHCs nationwide in order to validate 
information stibpiitted by the CMHCsat the time oftheir enrollment in Medicare. Weare ,also 
conducting site visits to new CMHC applicants to ensure that only those .programs that meet all 
statutory core requirements are granted a new Medicare billing number. Recently, HCFA issued 
instructions to the Regional Offices and provided model 1 etters for the denial ofappllcants based 
on failure to meet the core requirements. 



President's Medicare Fraud, Waste and Abuse 

Legislative Proposals 


Eliminating Wasteful Excessive Medicare Reimbursement,for Drugs 

Proposal. Base Medicare's payment for drugs on the provider's actual acquisition cost of the 
drug instead of charges. 

5-Year Savings: $690 million 

Background. While Medicare does not have an expansive outpatient drug benefit, it does cover 
certain kinds of outpatient drugs, e.g., specific drugs that are used with home infusion or inhalant 
equipment, and drugs that are prescribed for dialysis and organ transplant patients. Medicare 
typically pays for these drugs based on the charge submitted by providers, usually physicians or 
pharmacies. information from the HHS/OIG suggests that Medicare currently pays 15 to 30 
percent more than what the provider paid for the drug. I The OIG has also reported that Medicare 
payments for drugs significantly exceed the Department ofVeterans Affairs acquisition costS.2 

Discussion. By basing Medicare's payment on the provider's acquisition cost of the drug, you 
eliminate payment for the mark-up which providers place on drugs. 

Under the BBA, the Medicare payment limit for drugs is now 95 percent of the average 
wholesale price. Physician and pharmaceutical groups will be against this proposal because 

Medicare will be reimbursing them at a lower rate than it has in the past. 

This proposal was included in the Presioent's FY 1999 Budget. 

Eliminating Overpayments for EPOGEN 

Proposal. Reduce Medicare's reimbursement for EPO by $1.00 per dose. 

5-Year Savings: $320 million 

Background. EPO is a drug used to treat anemia related to chronic renal failure. It is a sole 
source drug, meaning that its manufacturer (Amgen) is competitively protected under the Orphan 
Drug Act. Medicare reimbursement for EPO totals nearly $1 billion per year. The HHS IG 
concluded in a 1997 that Medicare reimbursement for EPO should be reduced to reflect current 

I ';Appropriateness of Medicare Prescription Drug Allowances" HHS/OIG, May 1996. 

2"Comparing Drug Reimbursement: Medicare and Department of Veterans Affairs" HHS/OIG, November 
1998 



market prices3
. The HHS IG report recommended that Medicare reduce payments to $9 per 

'1,000 units administered. This is a $1.00 reduction over Medicare's current payment rate of 
$10.00. . 

Discussion. This policy would reduce Medicare's reimbursement for EPO by $1.00 percent per 
dose and would capture the savings from the manufacturers rebate. Dialysis facilities, ESRD
related beneficiary groups and the manufacturer ofEPO are likely to object to this change. This 
proposal was not included in the proposal to pay the acquisition cost for drugs because, unlike 
other drugs, we know exactly how much Medicare overpays for EPO. Therefore, rather than 
reducing payment to actual acquisition costs, this proposal cuts the payment by the amount 
Medicare is overpaying. 

This proposal was included in the FY 1999 Budget. 

Eliminating Abuse of Medicare's Partial Hospitalization Benefit 

Proposal. Preclude providers from furnishing partial hospitalization services in a beneficiary's 
home or in clinically inappropriate settings such as an inpatient or nursing home. Provides the 
Secretary with broad authority to establish through regulation a prospective payment system for 
partial hospitalization services that reflects appropriate payment levels for efficient providers of 
service and payment levels for similar services in other delivery systems. 

5-Year Savings: $120 million 

Background. Currently, Medicare covers partial hospitalization services connected with the 
treatment of mental illness. Partial hospitalization services are covered only if the individual 
otherwise would require inpatient psychiatric. The course of treatment must be prescribed, 
supervised, and reviewed by a physician. The program must be hospital-based or hospital
affiliated and must be a distinct and organized intensive ambulatory treatment service offering 
less than 24-hour-daily care. 

Partial hospitalization services include individual and group therapy sessions, occupational 
therapy, services of social workers, drugs and biologicals, family counseling and diagnostic 
services. 

Discussion. This proposal woul~ discourage partial hospitalization programs targeted to patients 
in their homes or in settings where there is a residential population, such as nursing facilities and 
assisted living facilities. The HHS/OIG has found large abuses in Medicare's outpatient mental 
health benefits including billing for services provided in group settings that are unnecessary or 

3 "Review of EPOGEN Reimbursement" HHS/OIG, November 1997. 



inappropriate4
• 

The partial hospitalization benefit was intended to be a less~costly alternative to inpatient 
. psychiatric care. The current reasonable cost reimbursement methodology has resulted in 
exces~ive payment and inappropriate payment for items and services that are excluded from the 
definition of partial hospitalization services. 

This proposal was in the FY 1999 Budget 

Ensure Medicare does not Pay for Claims Owed by Private Insurers 

Proposal. Require Medicare's contractors to match their enrollment records with Medicare's on 
a real-time basis to ensure (before a claim is paid) that Medicare is not paying when private 
payers are liable. 

5-Year Savings: $690 million 

Background. Currently, Medicare is prohibited from requiring its contractors -- most of whom 
are commercial insurance companies or Blue CrosslBlue Shield plans -- to share data on their 
commercial enrollee populations to identify situations in which Medicare is the secondary, rather 
than primary payer. In other words, Medicare's contractors, in some situations, are paying 
claims on behalf of Medicare that the contractor knows it is responsible for paying as a private 
company. The contractor then waits to be "caught" by the normal matching process (which may 
take up to five years) before it re-pays Medicare. 

Discussion. In the fight against fraud and abuse, Medicare secondary payer checks are 
important. HCF A estimates that the return on investment for this activity is 26: 1. This proposal 
would increase this return on investment by decreasing the cost to Medicare of undertaking this 
activity. Currently, there is no incentive for contractors to identify situations in which Medicare 
might be secondary payer because the contractor may actually be the primary payer. This 
proposal would eliminate the need for an incentive. Insurance companies that currently contract 
with Medicare will be opposed this proposaL 

This proposal was included in the FY 1999 Budget. 

Enable Medicare to Capitate Payments for Certain Routine Surgical Procedures Through 
a Competitive Pricing Process with Providers 

Proposal. Expand the current HCFA Centers of Excellence demonstration which enables 

4 "Review of Partial Hospitalization Services Provided Through Community Mental Health Centers" 

HHS/OIG, October 1998 · 




Medicare to negotiate payment rates for certain routine surgical procedures t~ough a 
competitive bidding process with providers in exchange for assured market share. The 
demonstration would be expanded from 10 states to include all urban areas. 

5-year savings: $560 million 

Background. Currently, HCF A is conducting a demonstration that will pay facilities in 10 states, 
considered to be "centers of excellence" a flat fee for coronary artery bypass graft (CAB G) 
surgery or other heart procedures, knee surgery, hip replacement surgery, and other procedures 
that the HHS Secretary determines to be appropriate. 

Providers will negotiate with HCF A a flat payment to cover all of the costs (hospitals and 
physicians) associated with the procedure. HCF A expects up to 100 total facilities to participate 
in the current demonstration. This demonstration developed from a smaller HCF A 
demonstration during the early 1990s of seven sites that performed CABG and cataract surgery. 
An independent evaluation determined that, on average, the flat payment mechanism resulted in 
reduced costs to the Medicare program without any change in the health status of patients who 
receives care from these centers. The Administration supported expanding the demonstration in 
the Balanced Budget Act; however, the provision was dropped from the conference agreement. 

Discussion. Even though the Medicare program is the largest purchaser of medical care in the 
US, it does not receive volume discounts like other large purchasers. At the same time, hospitals 
may not have enough patients to become more proficient providers of care and thus be able to 
offer the highest quality of care to beneficiaries. The Centers of Excellence demonstration is 
intended to enable the Medicare program to receive volume discounts on routine surgical 
procedures and, in return, enable hospitals to increase their market share and gain clinical 
expertise. 

Expanding the demonstration may incur resistance from some providers. Even though the 
demonstration does not require patients to receive care at participating facilities, expanding it 
further may split the market for these procedures. Providers who are not likely to be selected to 
participate would argue that they would lose market share of the demonstration were expanded. 

This proposal was included in the FY 1999 Budget. 
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(Shanghai, People's Republic of China) 

For Immediate Release July 1, 1998 

STATEMENT BY THE PRESIDENT 

ON NEW MEDICARE BENEFITS 


I am pleased to announce that starting today Medicare will cover two new 
preventive benefits to help detect. osteoporosis and manage diabetes. These 
important benefits were part of the Balanced Budget Act I signed into law last year, 
which con~ained the most significant reforms in Medicare since the program's 
enactment in 1965.. 

Medicare's new prevention benefits will provide older American the tools 
they need to fight some of our most devastating chronic diseases. While one out 
of two women over the age of 50 will have an osteoporosis-related fracture during 
her lifetime, many women are' not aware that they have this disease until they have 
a broken bone or fracture. I am extremely pleased that the First Lady, Mrs. Gore. 
and Secretary Shalala will be helping to publicize this new bene'fit to help women 
detect this disease early. Also, the new diabetes benefit is critical to the over 7 
million Medicare beneficiaries who suffer from this disease. This benefit is part of 
our diabetes initiative that the American Diabetes Association believes is "as 
important to people with diabetes as the discovery of insulin in 1921." 

This month marks the 33rd anniversary of the Medicare program --one of our 
nation's most important commitments to older Americans and people with 
disabilities. I am extremely pleased that we can strengthen this Important program 
and help some of our most vulnerable Americans stay healthier and stronger. 
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New Medicare Benefits 
July 1, 1998 

New Benefit To Help Women Detect Osteoporosis. Twenty-five million Americans 
suffer from osteoporosis, and one out of two women over the age of 50 will have 
an osteoporosis-related fracture. during her lifetime. . Unfortunately, many women 
are not aware that they have this disease until they have a broken bone or fracture. 
Medicare will now cover bone mass measurement tests to ensure that women are 
aware if they are at risk and can take the steps they need to prevent it. 

New Diabetes Management Benefit. Medicare will also now cover blood glucose 
monitors and testing strips, as well as a wide range of education programs to help 
people with diabetes manage this disease. Sixteen million Americans and nearly 20 
percent of Americans over the age of 65 suffer from this devastating disease. Too 
often, these Americans do not have the information or tools to manage diabetes 
and prevent costly side effects, such as blindness or amputations. This new 
benefit is critically important to the over 7 million Medicare beneficiaries with 
diabetes and it is part of the diabetes initiative the President signed into law that 
the American Diabetes Association praised as being "as important to people with 
diabetes as the discovery of insulin in 1921." 

Builds on Other Important Prevention Benefits the Administration Implemented last 
January. Today's announcement builds on the other Medicare screening benefits 
for breast cancer, colorectal cancer, and cervical cancer implemented last January. 
Medicare now guarantees annual mammograms for every Medicare beneficiary over 
40, and waives the deductible, making annual breast cancer screenings more 
affordable. Coverage was also expanded for the early detection of cervical cancer 
and for regular examinations for colorectal cancer. 



PRESIDENT CLINTON ANNOUNCES RECORD PROGRESS IN FIGHTING· 

HEALTH CARE FRAUD AND ABUSE 


January 24, 1998 


Today, President Clinton released a new report by the Departments of Justice and Health and Human Services 
documenting the Clinton Administration's unprecedented success in fighting health care fraud and abuse. Collections 
and court awards from fraud and abuse cases reached an all-time high, more cases were.opened, more convictions 
were obtained, and $988 million [check]was returned to the Medicare Trust Fund -- much more than ever before. The 
report is the first annual evaluation of the Health Care Fraud and Abuse Control Program created under the landmark 
Health Insurance Portability and Accountability Act of 1996, signed into law by President Clinton. 

• • '•. !S' 

TH;E HEALTH CARE FRAUD AND ABUSE PROGRAM. The Clinton Administration consolidated and 
strengthened its on-going efforts to attack fraud and abuse in federal health programs under the Health Insurance 
Portability and Accountability Act of 1996 (HIP AA). HIP AA provided powerful new criminal and civil enforcement 
tools, expanded resources for the fight against health care fraud, and established a national framework for 
coordinating the fraud fighting efforts of law enforcement agenCies, the private sector, and the public. HIP AA also 
provided that fines and penalties from health care fraud convictions would be dedicated to the Medicare Trust Fund, 
instead ofbeing deposited in general revenues as they had been previously. 

UNPRECEDENTED SUCCESS. The first annual report of the Health Care Fraud and.Abuse Control Program 
shows that we are making dramatic ne~ headway in rooting out health care fraud and abuse: During FY 1997,. the 
first full year ofanti-fraud and abuse funding under HIP AA, the federal government recorded the most successful year 
ever in the nation's efforts to detect and punish fraud and abuse'against federal ,health programs, in partiCular the 
Medicare and Medicaid programs. In FY 1997, the federal government: 
• 	 Collected $1.087 billion in criminal fines, civil judgements ap,d settlements, and administrative actions -- the 

largest arriount ever collected in one year. . 
• 	 Returned $988 million [check] to the Medicare TrustFund-- up _ percent from 1996 and by far the highest 

amount ever for a single year. 
• 	 Excluded more than 2,700 individuals and entities from doing business with Medicare, Medicaid, and other 

federal and state health care programs for engaging in fraud or abuse of the programs -- a 93 percent'increase 
over 1996. 

• 	 Increased convictions for· health care fraud-related crimes to 36~. in' 1997, up from 307 in 1996 -- an 18 percent 
, 	 , 

mcrease. 	 , 
• 	 Opened 4,010 civil health care matters -- an increase of61 percent over' 1996. 
.• 	 Identified approximately $1.2 billion for collection in total fines, restitutions, penalties, settlements, and . 

recoveries -- nearly three times more than in the previous bestyear. 

NEW MEASURES TO FIGHT FRAUD. To build on this success, the President called on Congress to pass 
legislation to enact additional anti-fraud measures that would save an additional $2 billion over 5 years. These 
include proposals to require an application fee for prospective Durable Medical Equipment providers, and to close a 
loophole that allows Medicare and Medicaid providers and suppliers found to be engaging in fraudulent activity to 
escape penalty by declaring bankruptcy. 

BUILDING ON A STRONG RECORD. The Clinton Administration has focused unprecedented attention on the 
fight against fraud, abuse and waste in the Medicare and Medicaid programs. Since taking office, the Administration 
has significantly increased investigations to root out unscrupulous providers, created newmanagement tools'to better : 
identify wasteful mispayments to health care providers, and strengthened standards for home health and Durable 
Medical Equipment providers to prevent fly-by-night providers from ever entering federal health care programs. 
President Clinton also launched Operation Restore Trust, a comprehensive health care anti-fraud program which has 
identified $23 in overpayments for every $1 invested. Since 1993, actions affecting HHS programs alone have saved 
taxpayers more than $20 billion [check] and increased health care fraud convictions by 240 percent [check]. 
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January 22, 19S5 

To: Chris "Jennings 

From: John BentiVOgli0 

Subj: Examples of health care fraud recoveries. 

Att.ached examples in FY 1997 [where we have recovered 
large amounts oe money in civil health care fraud cases. The 
best examples of: large dollar recoyeries are in civil cases 
because the settlements require upfrortt payment of the settleme'rit 
amQunts. In criminal cases we f rE';quently $leek 1:0 recover lostI 

funds through for itur~, restitution, and the like, but this can 
and we frequently don't recover our losses dol fort t 

lim s~ill looking for one or two 'good criminal cases in the 
relevant time period (FY 1997, since that/s the period of the 
report} . If you don't need criminal examples, please let me 
know. 
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FY 1997: Significant Civil Health Ca're Fraud. R'ecoveries 

Independent Clinical Labs 

In one of the two largest· False ..Claims Act settlements ever 
reached, SmithKline Eeecham Clinical Laboratories, headquartered 
in Philadelphia, paid $325 million t'o resolve federal and state 
fraud claims alleging overcharges to 'the Medicare, Medicaid, 
Federal Employees Health Benefits, Railroad Retirement, and the 
Department of Defense Tricare (formerly known as CHAMPUS) health 
care programs. A wide range of different types of fraud schemes 
were alleged in the seitlement arising out of S~ithKlin~ts 
performance of lab~ratory tests,· including billing for 
lahoratory tests not p'rovided, not requested by the referring 
physician, or not medically necessary:; and paying various forms 
of kickback.s to:' referring physicians;' SmithKline was also , 
alleged to have, obtained payment from Medicare by insert.lhg faIse 
"dia:gnosis ll codes on claims, arid to have double billed for tests 
for kidney dialysis patients. The settlement resolved three qui 
tam actions filed against SmithKlinewhile Ofieration LA..:bSCAM was 
under way. 

Also arising out of the De.partment ',S LABSCAM :i:nvestigation 
was an $83.7 million civil settlement with Damon Clinical 
Laboratories, Inc., formerly hc::adquartered in Needham, 
Massachllsetts I p:or fraud on the same !federaJ nnd sta,te- funded 
heal th care programs. In response ~o Medicare fee reductions,. 
Damon bundl together certain groups of tests which it marketed 
as a package to physicians. The laboratory made it difficult 
for physic ians :to order the tests separately f and did not :i.ilfortn 
physicians that if they ordered the package Damon. would bill 
Medicare and oiher fed~ral health caie progia~s separately for 
each test. !>.sa. result, phys~.cians ordered, and government 
programs paid for, millions of medically unnecessaIY tests. Two 
qui tam plaintiffs who filed lawsuits againsL: Damon during the 
government IS invesr.igation rf::ceiV'ed ~ total of approJeimately 
$10.5 million of the settle~ent amount. 

In a third major l,ABSCAM settlement reached this year, 
Laboratory Corpoiation of America (L~bCorp) agreed to pay $182 
million to res~lve allego.tions of fr~udulent billings to federal 
and state· heal~h insurance programs ~y Allied Clinical 
Laboratories, +nc.~ Roche Biomedical: Laboratories, Inc., and 
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NationaL Health Laboratories, Inc: (NHL).. These three entities 
merged to form LabCorp i~ 1995. Allied; Roche and NHL also 
marketed tests to physicians ina bundled fashion -- making it 
difficult for physicians to order ~eparate tests -- without 
disclosiri~ tllat when a physician ordered"bundled"ieats the 
la.boratories would bill government programs a separate charge for 
each test. In 1992. NHL had en~e~ed a criminal guilty plea and 
paid a. $100 mill·ion civil settlement sing out of .thiscohduct, 
'~Nhich nbnethless' cont inLJed afte'r the settlement date. The 
Labcorp 8ettlem(~nt also 'resolved all tions that NHL overbilled 
the government mileage charges. fo~ phlebotomists who drew 
hlood from nur5i,ng home ;patients. :;;'ive qui tarn laWS1.1its· filed 
during the gover.nment 1 s investigat oresul ted in total payments 
to the qui tam plaintiffs of appr-oximat.ely $12 m:l.llion. . . . 
Home ]{(-:"al til 

In the home. heal tharea" the. nation I s largest homei1ealth 
provider, First Amsrican Health.Car(i;·of Georgia, Inc., and its 
purchaser, Integrated Heal th Services, Inc. ( agreed to r'eimburse 
the. feder,ai government about $252 rnil~:i.on fo:r.: overbilled and/or 
fraudulent Me'dicare claims submitted by the company. First 

" .
Amer:Lcan, which r,:Elted 425 faci ties in more than 30 st:;ates t 

lIed !1edicarefor personal expene.es 'of First American I S senior 
. managemerit, and' ma:d:et.:.ing and. lobbying expenses. First 

Americ2.n fil bank:r;u.ptcy protecti:on last y~ar j.n Georgia and 
its purchaser in bankruptcy agr~ed to'pay the government on First 
Americanls behaLf. 

Carrier Praud 

Blue Shield of California, .one 'of the government I s Medicare 
barriers, paid $i2 million to resol~e~allegations that it h~d 
obstructed ef s by the Health Care'Financing Administration 
to review Blue Shieldls performance u~derits Medicare contract 
by altering or destroying documents tl)at.showed claims processing 
errors. Blue Sh.ield substituted ba.ckdated and a1 . documents 
for those containing errors, and manipulated random samples of 
files pulled by 'HCF'A to create the impression that the company's 
performance ~~s~better than it was. A qui t~m plaintiff rec~ived 
$2.1 million in iconnection with s i3ettlement. 

http:expene.es
http:rnil~:i.on
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Violations of A'1ti-kickback Statute 

Other siqnificant reco~eries in ~iscal Year 1997 were the 
Department I s ~ettl.;m.;nts with Baptist rvledical C.enter ($17 
milliOn) i Apria: Heal Group, Inc,. ($1.65 million) I and OrNda 
Heal thcorp ($12,6 milU,()r.l) forS(Jbmit;t ing claims 1:0 Medicare for 
goods and servipe~ pr6vided pursuant to prohibited kickback 
an::aogernents _ 

~aptist Medical Cent~r, a hospital located in Kansas City, 
Missouri I agreed in Septe.mber 1997 to' pay t.he United States $17.:5 
mil"iion to settle allegations that it paid more than Sl million 
in kickbacks to a loC~l medic~l g~oup in retuin for the group's 

·referrai of Medicare eligible patients_ Th~ agreement reDolves 
claims th?t B?pt i.5t submitted false cost reports and fraudulent 
Medicare claims t'ien·ts ~",hose referrals it received through 

kickback s The United States claimed that Baptist 
entered into sham consu~ting contrac with Robert C. LaHue, 
1).0.; Ronald H _: L:1HU,:: I D.O.; and RoJ:.~.rt C. LaHue / D.O. I Chart.ered 
d/b/a the Blue Vall ~1edical G!"oup (-collectively referred to as 
"Blue V,::ll ley" 11 ) '. The agreement also settles claims that ist 
violated the ~tark I statute, by sUbmitti.ng clinical laboratory 
claims' for r~1edi~are patients referred by Blue Valley, with which 

hospital had a financial relationship. 

Apria Healthcare Group Inc.} one the nation)s'largest 
supp+iers of durable mediCs.l equipment, agreed to pay the United 
States $1.65 million to settle 811 'ions it submitted false 

me for oxyg~n supplied to pati referred pursuant to 
kickback. arrang~ments bei~veel1 Apria and providers in· Georgia and 

orida. Ge6rgia Lung Associates, a :group of four physicians 
practicing in A~st I,' Georgia, is paying the United States 
almost $350,000 to settle allegations that patient referrals for 
oxygerl supplies: were p!:"ovicied to Apria in return for kickbacks I 
;:md two· other provide~s are paying aciaitional sums to settle 

. similar allegat·ions. l,>Je alleged thai Apria ent.ered into sham 
consul t ing ccntr2',cts with GI,A and other physicians in Florida in 

r to indute ~eferrals. 

OrNda Healthcor~, recehtly ac~uired by Tenet Healthcare 
Cor~oration, will pay. the United States $12.6 million to ~esolve 
·claims that OrNda hospitals paid physicians for referrals of 
Medicare pati~nts arid that the hospi ls re~eived referrals f~om 

http:sUbmitti.ng
http:RoJ:.~.rt
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physicians ~ith whom they had prohibited financial relationship~ 
~mder applicable low. the United States claimed that the' 
hospitals, which OrNda acquired as a result of a merger with 
Surnrni t Heal thearre Ltd.' in 1994 I entered into sham directorship 
contracts wi th numerous physi cj,ans and provided other 
inducements, such as reduced lease payments and loans which were' 
later forgiven, so the doctors would refer Medicare patients to 
the hospitals. The agreement settles 'u dispute originally 
brought as a qui tam case, Uni ted Stal'!(">~ ~x n~l. M("mt.1?ganQ v. 
MiciwctY-, HQ§.pital~1€:.c:l ir.aL Center Inc I 'QrNda Heal thcorp and Sumnii t.I ! 

Health.Ltd. (c.D. CA). As part of the settlement, relator James 
Montagano, ·M.Q. will r~ceive $2,339,814 of the recovery. 

Quality of Care 

The Depar-tment aehj.even a signif~cant legal victory. as, well 
as a noteworthy civil settlement, in u.s. ex reI. Atnnda v. 
communi ty P~ychiat tic Centers of OklanRITlfL:.. Inc., civ- 94 - 608-A 
(H. D. Okla.), a :C,;lse irivolving allegat ions of patient abuse' and 
seriously inadequ;;lte ca:ce at pyschiatric centers for youth that 
w~re financed b~ the Medicaid Program, In response to a motion 
to dismiss filed by the Defendant, the court rejectedc.he 
Defendant f s arguments that a False Claims Act 'act ton can not be 
based on allegations of 'inadequate carel and ruled that nothing 
bars the Government from basing s, False Claims Act case on such a 
theory. 9t±5 P. Supp. 1485 {w.n. Okla. October 1, 199G.} The 
United States then reached a $750 1000 settleme'nt with the 
Defendant in February 1997. 

,', 
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