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.EXECUTIVE SUMMARY

. In 1993, the Attomey.General made health care fraud one of her top priorities. This is the
Department of Justice's second report 6n health care fraud. Covering the Department's activities in fiscal -
years 1995 and 1996, the report provides an overview of the Department's health care fraud enforcement
program, hlghllghnng the Departmcnt‘s nNUMErous and significant successes.

Health care fraud is the crime of the nineties: ﬁaudulcnt schemes are ever changing and growing
more sophisticated; unscrupulous persons and companies'can be found in every health care profession
and industry; fraudulent schemes targeting health care panents providers and plans have occurred in
every part of this country.

Through increased resources, focussed investigative strategies and better coordination among
law enforcement, the Department continues to upgrade its-efforts.in combating the full array of fraud
perpetrated by health care providers Health care fraud mvestxgauons by the Federal Bureau of
Investigations increased from 657 in Fiscal Year 1992 to 2,200 in Fiscal Year 1996. Criminal
prosecutions increased from 83 cases and 116 defendants in Fiscal Year 1992 to 246 cases and 450
defendants in Fiscal Year 1996. Convictions — guilty pleas and guilty verdicts -- rose from 90-
defendants in Fiscal Year 1992 to 307 in Fiscal Year 1996. Civil health care fraud efforts similarly
increased. The number of civil health care fraud investigations handled by the Department increased
from 270 in Fiscal Year 1992 to 2,488 in Fiscal Year 1996.

These numbers reflect significant enforcemnent accomplishments, set forth in this report. Notable
cases BCrOSS the country included the Boston conviction of a Fortune 500 company and several
cxecuttves for defrauding the Food Drug Administration in connectlon with the sale and distribution of
heart catheters unapproved for human use; the Minneapolis conviction of a nationwide provider of health .
care services for making improper payments to induce doctors to refer patients; and the San Diego
conviction of a physician for performing unnecessary cataract surgery. The Department. targeted
fraudulent practices in specific health care industries such as fraudulent billing and unbundling by
independent clinical laboratories; fraudulent misrepresentations in connection with the Health Care
Financing Administration’s (HCFA) Medicare contractor’s Contractor Performance Evaluanon Program;
-and fraudulent billing by hospltals : 4

Eﬁ'ecuve health care fraud enforcement depends on innovative, aggressive and responsible action
by law enforcement. The Department has launched several pilot health care fraud projects including.
efforts to explore electronic fraud detection, support state and local law enforcement and build alliances - - -
with public and. pnvate heaith insurance plans. : :

The Department's aggressive health care fraud enforcement record provides an effective
foundation for the future. In 1996, the President signed the Health Insurance Poﬂabxhty and
Accountability Act. This Act provides a framework, new tools and resources for the fight against health

 care fraud.  The Department is working closely with the Department of Health and Human Servicesand =
the other federal, state and local law enforcement to combat this scourge agamst the mtegnty of our
nation's hcalth care system. , v
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: EXECUTIVE SUMMARY

1

“ In 1993 the Attormey. Gencral made health care fraud one of her’ top pnormes This is the
Department of Justice’s second report on health care fraud. Covering the Department's activities in fiscal
years 1995 and 1996, the report provides an overview of the Department's health care fraud enforcement
program, I‘ughhghtmg the Departmcnt‘s numerous and significant successes. A

Health care fraud is the crime of the nineties: ﬁ'audulcnt schemes are ever changmg and growing
more sophisticated; unscrupulous persons and companies can be found in every health care profession
and industry; fraudulent schemcs targeting health care patients, providers and plans have occurred in

© every part of this country. « .

Through increased resources, focussed investigative strategies and better coordination among
law enforcement, the Department continues to upgrade its efforts in combating the full array of fraud
perpetrated by health care providers. Health care fraud investigations by the Federal Bureau of
Investigations increased from 657 in Fiscal Year 1992 to 2,200 in Fiscal Year 1996. Criminal
prosecutions increased from 83 cases and 116 defendants in Fiscal Year 1992 to 246 cases and 450
defendants in Fiscal Year 1996. Convictions ~ guilty pleas and guilty verdicts -- rose from 90
defendants in Fiscal Year 1992 to 307 in Fiscal Year 1996. Civil health care fraud efforts similarly
increased. The number of civil health care fraud investigations handled. by the Depanment increased
from 2701in Fxscal Year 1992 to 2,488 in Fiscal Year 1996

These numbers réflect sngmﬁcant enforcement accomphshmcnts set forth in this report. Notable
cases across the country included the Boston conviction of a Fortune 500 company and several
executives for defrauding the Food Drug Administration in connection with the sale and distribution of
heart catheters unapproved for human use; the Minneapolis conviction of 2 nationwide provider of health .
care services for making improper payments to induce doctors to refer patients; and the San Diego
conviction of a physician for performing unnecessary cataract surgery. The Department targeted
fraudulent practices in specific health care industries such as fraudulent billing and unbundling by
independent clinical laboratories; fraudulent misrepresentations in connection with the Health Care
Financing Administration's (HCFA) Medicare contractar's Contractor Performance Evaluatlon Program,
and fraudulent billing by hospitals.

Effective health care fraud enforcement depends on innovative, aggressive and responsible action
by law enforcement. The Department has launched several pilot health care fraud projects including.
efforts to explore electronic fraud detection, support state and local law enforcement and build alliances ~~ -
with public and private health insurance plans. :

- The Department s aggressive health care fraud enforcement record pravides an effective
foundation for the future. In 1996, the President signed the Health Insurance Pox‘cablhty and
Accountability Act. This Act provides a framework, new tools and resources for the fight against health
cére fraud.  The Depaxtment is working closely with the Department of Health and Human Services and_

the other federal, state and lo;:ai law cnforccment to combat thls scourge against the mtegnty of our .o

' natxon s health care system
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- HEALTH CARE FRAUD: CRISIS OF THE NINETIES

Health Care Fréud Is Committed by Evcx‘y Type of Health Care Provider

While most health care providers are honest and concerned first and foremost about their
patients’ welfare, unscrupulous persons and companies of every stripe willingly defraud our nation's
health care programs. Health care fraud has been petpctrated by individual physxcxans as well as
multi-state publicly traded companies, medical equipment dealers, ambulance companies, and
laboratories as well as the hospitals, nursing homes, and home health care agencies they service. In
addition, too many persons -- who provide no health care at all - nevenhcless prey upon the nation's
health care programs with fraudulent scams. - - - \

Health Care Fraud Schemes Are Dlverse

Health care ﬁ'aud schemes can be simple or complex. Unscmpulous health care providers
target public as well private health i insurence plans.

Billing Frauds

The Department continues to bring cnmmal and civil charges agamst those providers who
knowmgly submit false bxlls to health care payors: ‘

> billing for services or equipment not rendered»
> billing for services or equipment not medically necessary;
v double billing far the saﬁxe service or equipment;
) > :upcodmg (eg., bsllmg for a service or equipment reimbursed at a hxgher rate than was
; prov:dcd), - :
. ‘unbundfi ling (e.g., b:llmg separately for services or equxpment included in a global
rate). -
- bdhng frauds in cost feports from hospitals or nursing homes, to obtain )
' reimbursement when not permmed orata ]-ugher rate of rexmbursement than
permitted. : . ;
‘ Kiclibacks

‘ Another too common t‘raudulent scheme is the payment and recelpt of kzckbacks in retum for -
-~ influencing the provision of health care. Kickbacks are pernicious. because they corrupt 3 iy
medical providers' decision making, often replacing profit for panent welfare,” K.lckbacks can -
lead to grossiy inappropriate medical care, including unnecessary hospztahzatxon, surgery, e
tests, and equipment. ,
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Other Schemes

Other schemes include prowdmg services by untrained personnel, failing to. supemse
unlicensed personne! distributing unapproved devices or drugs, and creating phony health
insurance companies or employee benefit plans such as fraudulent Mulnple Employer

v Welfarc Arrangements

¥ : ‘ . .

Health Care Fraud Schemes Have Been Perpetrated Across the Country

We have investigated health.care ﬁnud schemes in every part of the country from Maine to
California, from Hawaii to Puerto Rico, from Wastungton State to Florida. Health care fraud is
perpetrated in urban areas and rural regions.

The Consequences of Health Care Fraud Are Severe |

While no one has an exact figure, the General Accounting Office estimates that health care
fraud, waste and abuse may account for as much as 10 per cent of all health care expenditures. As
health care expenditures now exceed one trillion dollars each year, more than $100 billion may be
lost in fraud, waste and abuse annually, :

Everyone pays the price for health care fraud: beneficiaries who pay more in premiums for
medical services and - equipment and in their copayments or contributions; businesses who are -
compelled to pay increasing amounts to provide health care to their employees; and taxpayers who
pay more to cover health care expenditures in public heaith plans. .

3 Health care fraud not only costs money,. it also can place patients-at risk of serious physlcal,
harm. The Departmeht has prosecuted cases in which tecna.gers were unnecessarily hospitalized

- because of kickbacks paid to physicians and hospitals; senior citizens across the Midwest had

_ medically unnecessary, poorly fitting knee, leg and back braces foisted upon them due to
unscrupulous telemarketers; and other senior citizens underwent unnecessary cataract surgery
because of an opthamolog:st s greed. In some instances, health care fraud can cause unnecessary
deaths. In one case, patients died when a Fortune 500 company sold unapproved heart catheters to
haspitals because it preferred immediate profits to waiting for Food and Drug Administration =
clearance.

The scope and vanety of health care fraud and the senousness of'its consequences sxmpl S
cannot be overestunated : '
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durable medical equipment, home health care and vascular tests totalling in excess of $1.5-million.
He admitted his involvemnent in a conspiracy invelving the submission of approximately 416
fraudulent Medicare claims seeking a total of approximately $255,000. On April 27, 1995, he
was sentenced to 26 months in prison and ordered to pay restitution in the amount of 5441,262.

¢ A former vice premdent ofa Medlq, Inc. subsidiary filed a qui tam action in the Middle District

of Pennsylvania agamst Mediq, alleging ill egal cross-billing of portable EKGs and portable

X-rays. The subsidiaryy ATS, Inc., billed services performed in one carrier’s jurisdiction to the -

carrier in another Junsd:ctlon where the reimbursement rate was higher. Ultimately, Mediq and

ATS entered into 2 global settlement with the United States in which ATS and its presxdent
leaded guilty to misprision of felony, and ATS agreed to pay a total of $2.1 million.

Group Homes

< Two corporate officials pleaded guilty in the Northern District of Ohio to embezzling
approximately $90,000 from the Ashtabula County Residential Services Corporation (ACRSC).
The executive director and the executive assistant of ACRSC, a Medicaid-funded agency,

, operates three group homes for people with mental disabilities were ordered to pay ﬁﬂl restitution
‘and were sentenced to periods of home confinement. =~ - -

Home Health Sennccs -

< ’l‘he Central Districtof California successfully prosccuted an administrator of a home health
agency and his assistant on charges of mail fraud and conspiracy in 1995. The defendants
submitted $2.5 million in fraudulent billings to Medicare for services not rendered to patlents
The case is scheduled for sentencing on February 24, 1997.

% In the first kncwn prosecution of a major home health care provider in the history of the state
‘of Georgia, in 1995, the US Attomeys Office Southern District of Georgia successfully
prosecuted the owner and two other chief executives of Healthmaster, Inc., the largest home
health care agency in Georgia, for defrauding the Medicare Program of mﬂhons of dollars. The
defendants fraudulently billed Medicare for political contributions, “ghost employees'™ salaries,
and lavish pleasure trips. The Healthmaster owner pleaded guilty to ten felony counts, .cha‘rging
conspiracy to defraud the United States and false statements, and was sentenced to serve 33
months in prison and fined $2.5 million.- She also was required to repay $15 million to Medicare
and $1.5 million to Medicaid. - Two other Healthmaster executives went to trial and were
convicted on 114 counts and 72 counts reSpecnvely One was sentenced to serve 151 months in
pnson, the other reccwed a 97 month sentence

<+ On February 4, 1996 8 Jury in Savannah, Georgia, conwcted ABC Home Health Semoes, Inc.
(ABC), the nation's largest privately-owned home health care provider, and its owners/operators =

of defrauding Medicare..:From' approxxmately 1990 until 1994, the defendants defrauded. more-
' -than $1 million by makmg false statements‘and claxms for. re:mbursement from the Medlcare“
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program. The case was prosecuted by the U.S, Attorney's ofﬁce in Savannah (§.D. GA) and the
Fraud Section, Criminal Division; the case was investigated by HHS 0IG and the IRS, Criminal

Investigation Division,

& Vlrtually every member of a company known as "Home Health of Louisiana" (HHL) was
convicted in the Western District of Louisiana of a variety of fraudulent acts in connection with
Medicare payments for home bound patients. The fraudulent acts mc]uded forged physicians'
signatures authorizing home health services, claims for home health services that were never
rendered, claims for services rendered to unquahﬁed patients and the concealment of financial
transactions between HHL and other companies created and owned by the primary defendant.
The i mvesttgatlon and prosecution resulted in the seizure of equipment used by HFL, the .

+ conviction of six persons, and the end of HHL as an ongoing operation. The pnmary defendant

was sentenced to 37 months incarceration and ordered to pay $221,221.70 in restitution. The

"+ remaining five defendants were sentenced to between 3 and 18 months mcarcerat:on, supervised
release and restitution ranging between $62,272.53 and $2,481.07.

-

-

Home Infusion Therapy

- € Throughout 1995, the United States Attorney's Office for the District of Connecticut accepted
referrals from the Diversion Investigative Unit of the Drug Enforcement Administration (DEA) to
bring civil penalty actions under the record keeping provisions of the Controlled Substances Act.
These referrals resulted in the recovery of more than $2.1 million in 1995. One of the largest of
these recoveries was in United States v. Chartwell-Southemn New England, a joint DEA and State
of Connecticut, Department of Consumer Protection-Drug Control Division, investigation which -
revealed significant record keepmg irregularities by Chartwell relating to its home infusion
business. Chartwell, owned in part by Yale-New Haven Hospital, Stamford Hospital, Bridgeport
Hospital, Charlotte-Hungerford Hospital, and Veterans Memorial Medical Center, agreed to pay
the United States $600,000. In addition, Chartwell agreed to furnish $300,000 worth of medical
supplies to Connecticut Hospice, Inc., in Branford; Bread and Roses Hospice in Georgetown;
Hospice Care, Inc., in Stamford; and Samt Francis Hospital and Medlca Center Home Health
Agency in Hartford A

* ¢ Twelve individuals were convicted on a 35—count mdlctmént chargmg conspiracy, mail fraud,

. false statements, money laundering, and structuring in connection with a nearly $13 million
Medicare fraud prosecuted by the Southemn District of Florida. From April 1992 to October
1994, the defendants created 18 different companies for purposes of billing Medicare for
Parenteral Nutritional therapy -~ a milk supplement provided to people unable to digest most
foods. Each company had a bank account and private mail-box, but none of the companies

~ existed anywhere except on paper. The defendants qualified to participate in the Medicare PEN
therapy program by submitting fraudulent applicationsto Me‘dica_re, listing the private mail-boxes
as their "office locations”. The defendants then billed Medicare using unlawfully-obrained

- Medicare patient numbers and physician identification numbers. On March 27, 1996, the court .
sentenced one defendant to 25 months imprisonment, and ordered him to pay restitution of
$392,954. Other defendants were placed on probation and ordered to pay restitution.

26
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" EXECUTIVE SUMMARY B : ~ _
"In 1993, the 'Attomey.v General made health care fraud one of her top priorities. This is the
Department of Justice's second report on health care fraud. Covering the Department's activities in fiscal
years 1995 and 1996, the report provides an overview of the Department's health care fraud enforcement
program, highlighting the Depaﬂ:ment‘s numerous and significant successes.

Health care fraud is the crime of the nineties: fraudulent 'schemes are ever changing and growing

- more sophisticated; unscrupulous persons and companies can be found in every health care profession

* and industry; fraudulent schemes ta,rgetmg health care patlents providers and plans have occurred in
every part of this country :

Through increased resources, focussed investigative strategies and better coordination among -
~ law enforcement, the Department continues to upgrade its efforts in combating the full array of fraud
perpetrated by health care providers. Health care fraud investigations by the Federal Bureau of
Investigations increased from 657 in Fiscal Year 1992 to 2,200 in Fiscal Year 1996. Criminal
prosecutions increased from 83 cases and 116 defendants in Fiscal Year 1992 to 246 cases and 450
defendants in Fiscal Year 1996. Convictions - guilty pleas and guilty verdicts - rose from 90
'defendants in Fiscal Year 1992 to 307 in Fiscal Year 1996. Civil health care fraud efforts similarly
increased. The number of civil health care fraud investigations handled by the Department increased
from 270 in Fiscal Year 1992 to 2,488 in Fiscal Year 1996 -

These numbers reflect mgmﬁcant enforcement accomphshments set forth in this report. Notable
cases across the country included the Boston conviction of a Fortune 500 company and several
executives for defrauding the Food Drug Administration in connection with the sale and distribution of
heart catheters unapproved for human use; the Minneapolis conviction of a nationwide provider of health
care services for making improper payments to induce doctors to refer patients; and the San Diego
conviction of a physician for performing unnecessary cataract surgery. The Department targeted
fraudulent practices in specific health care industries such as fraudulent billing and unbundling by
independent clinical laboratories; fraudulent misrepresentations in connection with the Health Care
Financing Administration's (HCFA) Medicare oontractox‘s Contractor Performance Evaluatxon Pro gram

and fraudulent blllmg by hospxtals

Effective health care fraud enforcement depends on innovative, aggressive and responsible action
by law enforcement. The Department has launched several pilot health care fraud projects including.
efforts to explore electronic fraud detection, support state and local law enforcement and buxld alliances
with public and private health insurance plans.

- The Dcpartment’s aggressive health care fraud enforcement record provxdes an effective
foundation for the future. -In 1996, the President. signed the Health Insurance Portability and
Accountabxhty Act. This Act provides a framework; new tools and resources for the fight against health

. care fraud: :The Department is working closely with the Department of Health and Human Services and . - 2

‘the other federal state and local law enforcement to combat thlS scourge agamst the mtegnty of our.

nat:on s health care system



HEALTH CARE FRAUD: CRISIS OF THE NINETIES

Health Care .Fraud Is Committed by Every Type of Health Care Provider

While most health care providers are honest and concerned first and foremost about their
patients' welfare, unscrupulous persons and companies of every stripe willingly defraud our nation's
health care programs. Health care fraud has been perpetrated by individual physrmans as well as
multi-state publicly traded companies, medical equipment dealers, ambulance companies, and
laboratories as well as the hospitals, nursing homes, and home health care agencies they service. In
addition, too many persons -- who provide no health care at all -- nevertheless prey upon the nation's
" health care programs with fraudulent scams.

Health Care Fraud Schemes Are Diverse:

Health care fraud schemes can be sunple or complex Unscrupulous health care providers
target public as well private health i insurance plans

Billing Frauds

The Department continues to bring cnmmal and civil charges agamst those prowders ‘who
knowingly submit false bllls to health care payors: '

> billing for services or equlpment not rendered |

> billing for sérvices or equipment not medically necessary;

»  double billing for the same service or equipment;

- upcodmg (e. g bxllmg for a service or equlpment rermbursed ata higher rate than was
provided); :

> unbund ling (e.g., br lmg separately for services or equtpment mcluded in a global
rate). :

> | billing frauds in cost reports from hospitals or nursing homes, to oblain

. reimbursement when not permitted or at‘a lugher rate of reimbursement than

pemutted 4

: . chkbacks

o Another too common fraudulent scheme 1s ‘the | ayment K
influencing the provision of health care. Kickbacks are pernicious because they oorrupt s
- medical providers' decision making, often replacing proﬁt for patient welfare. Kickbacks can . -
lead to grossly inappropriate medical care, mcludmg unnecessary hospltallzatlon, surgery,
: 'tests and equipment. : :
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Other Schemes

Other schemes include providing services by untrained personnel, failing to 'supérvise
unlicensed personnel distributing unapproved devices or drugs, and creating phony health
insurance companies or employee beneﬁt plans, such as fraudulent Multlple Employer
Welfare Arrangements.

Health Care Fraud Schemés Have Been Perpetrated Across the Country

We have invéstigated health care fraud schemes in every part of the country from Maine to
Callfomxa, from Hawaii to Puerto Rico, from Washington State to Florida. Health care fraud is
perpetrated in urban areas and rural regions. ,

The Consequences of Health Care Fraud Are Severe

While no one has an‘exact figure, the General Accounting Office estimates that health care
fraud, waste and abuse may account for as much as 10 per cent of all health care expenditures. As
health care expenditures now exceed one trillion dollars each year, more than $100 b1lhon may be
lost in fraud, waste and abuse annually. ~

e -
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Everyone pays the price for health care fraud: beneficiaries who pay more in premiums for
medical services and equipment and in their copayments or contributions; businesses who are
compelled to pay increasing amounts to provide health care to their employees; and taxpayers who
pay more to cover health care expenditures in public health plans.

Health care fraud not only costs money, it also can place patients at risk of serious physical
harm. The Department has prosecuted cases in which teenagers were unnecessarily hospitalized
because of kickbacks paid to physicians and hospitals; senior citizens across the Midwest had
medically unnecessary, poorly fitting knee, leg and back braces foisted upon them due to .
unscrupulous telemarketers; and other senior citizens underwent unnecessary cataract surgery
because of an opthamologist's greed. In some instances, health care fraud can cause unnecessary
deaths. In one case, patients-died when a Fortune 500 company sold unapproved heart catheters to
hospitals because it preferred mnnedlate proﬁts to waiting for Food and Drug Admxmstratlon
clearance. <

The scope and vanety of health care fraud and the seriousness of its consequences simply
cannot be overestimated. S




~ . being filed by citizens. allegmg ﬁ‘aud in vanous ‘health care programs, These complamts are’ rc\new

‘ 'NATIONAL HEALTH CARE FRAUD PROGRAM

COORDINATION WITHIN THE DEPARTMENT OF JUSTICE

The Department's health care fraud efforts are centered in the U.S. Attorneys' Offices, the
Criminal Division and the Civil Division. Several persons provided invaluable leadership in health
care fraud enforcement: Karen Morrissette, Deputy Chief, Fraud Section, Criminal Division; Joyce
Branda, Deputy Director, Commercial Litigation, Civil Division; and Iden. Martyn, Deputy Director,
‘Executive Office for United States Attorneys (EOUSA).! These efforts are coordinated by Debra
Cohn, Special Counsel to the Deputy Attorney General. Since 1994, the Attorney General’s
Advisory Council, comprised of U.S. Attorneys from across the country, has had a health care fraud
subcommittee, presently chaired by Lynne Battaglia, U.S. Attorney for the District of Maryland.
This subcommittee is responsible for supporting the health care fraud enforcement work of all 94
U.S. Attorneys, in every district in the nation.

U.S. Attorney's'Ofﬁces

Each U.S. Attorney has appointed a health care fraud coordinator. These prosecutors have
some experience and/or interest in health care fraud enforcement. Many U.S. Attorneys named civil
as well as criminal Assistant U.S. Attorneys as health care fraud coordinators. Each U.S. Attorney
or FBI SAC also sponsors a local health care fraud working group to bring together federal and state
law enforcement working in health care fraud enforcement. ‘

Federal Bureau of Investigation

Federal Bureau of Investlgatxon (FBI) ﬁeld offices contmue to report dramatic increases in
health care fraud as evidenced by the fact that the FBI’s health care. fraud caseload now exceeds
2000 active mvestxganons :

The FBI actively supported the overall Department of Justice legislative initiative to obtain
additional substantive, procedural and monetary tools and resources to combat health care fraud.
Most of the FBI field offices were actively involved in task forces and working groups composed of
representatives from several federal, state and local investigative and prosecutive agencies having
joint or complementary jurisdiction in health care fraud matters. FBI Headquarters stressed the
importance of joint investigations with the Department of Health and Human Services Office of
Inspector General (HHS OIG). With recent U.S. Supreme Court decisions resolving several legal
issues surrounding the use of civil and criminal forfeiture statutes and with new federal legislation
authorizing forfeiture and use of the money laundering statute specifically in health care fraud cases,
‘ the FBI expects a sngmﬁcant increase in the utilization of this enforcement tool. '

. ' The FBI is commltted to pursmg an eﬁ‘ectwe blend of criminal, cml and admnmstratlve
enforcement. FBI Headquarters is momtonng the growing number of qui tam civil fraud act:ons

for mdlcatxons of natlonal trends and geographxcally broad fraud schemes The FBI has recently f SR

1 In addition to these components, the Antitrust Division and Tax Division have been active on health care fraud or related matters .



! %+ invaluable: forum for- exchange of mformatlon on health care fraud schemes and 1nv”" tlg‘

. altered its internal statistical accomplishment measurement process to include civil enforcement in
health care fraud. To educate special agents about the complex Medicare program, which includes
much of the civil and program exclusion remedies, HCFA and the FBI are Jomtly sponsoring regional
conferences to train approxxmately 200 FBI and HHS OIG agents. :

COORDINATION BETWEEN JUSTICE DEPARTMENT AND OTHER LAW
ENFORCEMENT AGENCIES

Successful health-care fraud enforcement cannot be achleved by-the Department of Justice
~acting alone. We have relied heavily on the investigative and audit work of numerous federal and
state law enforcement agencies committed to addressing health care fraud, each with different
experience, expertise and program knowledge. This includes agencies which are dedicated to
prevention, evaluation and.investigation of fraud and abuse in particular health care plans: the
Department of Health and Human Services Office of Inspector General (HHS OIG)
(Medicare/Medicaid); the Medicaid Fraud Control Units (MFCUs) (Medicaid/patient abuse);
Defense Criminal Investigative Service (DCIS) (Civilian Health and Medical Program of the .
Uniformed Services - CHAMPUS); the Office of Personnel Management.Office of Inspector
General (Federal Employees Health Benefits Plan (FEHBP)), the Railroad Retirement Board
Office of Inspector General (Railroad Retirement), Veterans Administration OIG, and the
Department of Labor, Office of Inspector General, Office of Labor Racketeering, Pension &
Welfare Benefits Administration. Critical support also is provided by agencies with more general
law enforcement mandates such as the U.S. Postal Service Inspection Service, the Drug ~
Enforcement Agency, the Internal Revenue Service (IRS), the-'FDA, and the cheral Tradc
Commission (FTC). : .

All these entities share a common com_mitment to ending ﬁagmented' health care fraud

- enforcement, eliminating duplication and jointly targeting the most egregious providers. To that

_end, the Department has initiated several forums to facilitate coordination of our health care fraud
en forcement efforts. ' '

Executlve Level Health Care Fraud Pohcy Group

Since 1993, the Executive Level Health Care Fraud Policy Group has met monthly to
coordinate issues relevant to health care fraud prevention, control, investigation and prosecution.
 The group's membershlp includes the HHS Inspector General, representatives from the Criminal’
Division, the Civil Division, the Attorney General’s Advisory Committee (AGAC) Health Care
Fraud Subcommittee, the FBI and the HCFA Semor Advisor on Program Inbegrxty

National Health Care Fraud Working Group

The National Health Care Fraud Working Group, chaired by Karen Morrissette, Deputy
.Chief, Fraud Section, Criminal Division, meets quarterly. ‘Nearly 100 prosecutors, investigator
‘and representatives of federal - and now state -- agenc1es attend.. This group prowdos an

f"prosecutonal techmques problems and mnovatwe solutxons



ENFORCEMENT A'CCOMPLISHMENTS »

The Department of Justice -- United States Attorneys Offices and the litigating components -
of the Civil Division and the Criminal Division -- have aggressively confronted health care fraud. We
have brought numerous criminal and civil charges resulting in criminal punishment, the recovery of
millions of dollars, and the imposition of corporate integrity agreements to reduce future fraud. A -
samplmg of the Department's enforcement accomplishments appears at the end of this report. Here
we highlight a few notable cases and 1nten51ﬁed enforcement initiatives.

SIGNIFICANT CASES
: Fortune 500 Company Commits Fraud Agamst FDA

&In August 1995 three former senior executives of C. R Bard, Inc. were conwcted in
Boston of conspiring to defraud the Food-Drug Administration (FDA) in connection with the sale
and distribution of heart catheters unapproved for human use.” The corporatlon earlier had pleaded
guilty to a 391 count criminal mformatron charging numerous federal crimes and paid $61 million in
criminal fines and a civil settlement. From 1987 through early 1990, Bard unlawﬁJlly sold and
distributed heart catheters which FDA had not approved for human use. Much experimental testing
in humans was -- without either patients’ or doctors' knewledge -- for the purpose of "disaster
checking" -- trying out as-yet unapproved catheters in humans to see if they would experience any -

- unforeseen complications. The case was investigated by the FDA and prosecuted by the U.S. ‘
o Attomey for the DlStl‘lCt of Massachusetts and FDA's Associate Chref Counsel for Medlcal Dewces

Corporate Convnctton for Paymg chkbacks To Induce Patlent Referrals

“Caremark Inc., a natxonwxde provider of health care services, entered into a global cnmmal
civil and administrative settlement with the Department of Justice, the Department of Health and
Human Services (HHS) and the states. Caremark pleaded guilty to charges that it defrauded federal
health care programs by making i 1mproper payments to induce doctors to refer patients to Caremark.
Caremark agreed to pay a total of $161 million in fines, restitution and damages and to implement a

"corporate integrity plan" to ensure future compliance with health care laws and regulations. The
Department also has brought criminal charges agamst employees and other mdmdual '

PhySIClan Found Gmlty For Performmg Unnecessary Cataract Surgery

In June 1995, a Lanlla, Callforma ophthalmologlst was sentenced to 11 years three “
months imprisonment and fined $150,000 for fraud againist government and private insurance plans,

He also was ordered to make $15.9 million in restrtutlon ‘He had been.convicted.-on 132 counts of ».

. fraud and money latindering after a five-month trial by the U.S. Attorney for the Southern District of .-
- California; Between 1988-and May‘:;1992,> this: opthalmologtst received $15.5 million from Medleare,‘f.; o
- primarily for cataract’ and eyehd'sur “enes that were ‘not ‘medlca,lly necessary or for whlch false f

- bllhngs were subrmtted H
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" TARGETING PRACTICES BY INDUSTRY:CLINICAL LABORATORIES,
INSURANCE COMPANIES AND HOSPITALS

Clinical Laboratories: Concentrated Focus Yields Results

In 1993, the Department determined that many members of the independent clinical
laboratory industry were billing Medicare for millions of unnecessary individual tests that were -
performed routinely and automatically together with an automated series of tests. The labs had
misled physicians who purportedly "ordered" the tests to think that the tests would be performed for
free. The prior year, National Health Laboratories, Inc. had reached a global resolution of criminal
and civil charges paying over $110 million.? The government launched a national project involving
the Criminal Division, U.S. Attorneys, Civil Division attorneys, HHS OIG, HHS auditors and HCFA
staff to examine many of the independent clinical laboratories. This effort was committed to (1) full
criminal and civil investigations of the targeted laboratories; (2) centralized, focussed audit work
with HCFA's cooperation; (3) coordination among Department of Justice, U.S. Attorneys"Offices,
state Medicaid Fraud Control Units, i‘nvestigative agencies, and federal benefits programs; and (4) -
flexibility in investigative approaches and venue issues. Law enforccment agencies such as FBI and
DCIS joined the effort. -

Highligh'm of Independent Laboratéry Fraud matters resoived in FY 1995 and FY 1996 |
follow: o .

<Bioran Laboratories of Cambridge, Massachusetts (now owned by Corning Inc.), paid the
~United States $6,675,000 to settle allegations that it routinely and automatically performed
‘both an automated series of tests using a discrete analyzer machine, commonly known as a
SMAC machine, as well as iron tests whenever a chemistry profile was ordered. Bioran was
billing Medicare approximately $27 cvery time an automated series was ordered, instead of
the appropriate $17.

&Corning Clinical Laboratories Inc., formerly known as MetPath Inc., paid the'Govemment
$11 million to settle allegations that it charged various Government programs for both a
Complete Blood Count ordered by the doctor, as well as additional indices not ordered by the
doctors and not medically necessary. The affected agencies included Medicare, the Railroad

- Retirement Medicare program, CHAMPUS, FEHBP, and the Cahforma and Georgia -
Medicaid programs. The settlement resolves a qui tam suit.

" ¢Allied Clinical Laboratories pald a $4.9 million civil settlement to resolve allegations that it
inserted false diagnosis codes into the Medicare billings for certain laboratory tests submitted
by certain Allied billing offices,. enabling it to bill for "limited coverage" blood tests even_

~ when the physician had not provided the requisite diagnosis indicating that the test was
medically. necessary and therefore reunbursable by Medlcare HHS OIG secured a corporate -

' mtegrlty agreement : R A Hi

" In December 1992, National Health Laboratories, Inc. (NHL) pled guilty in federal court in San Diego to submitting false claims to the

" government and paid a $1 million fine. The President of NHL also pled guilty to two felony counts, served a prison sentence and paid a
$500,000 fine. NHL also agreed to pay $100 million ina federal cml settlemcnt NHL also mchcd agrccmcnls with 33 state Medicaid
Fraud Control Units and paid $10. 4 million to those states. ) . )



" Medicare Contractor Cases: Fraud By Insurance Compames

“The Civil Division and the U. S. Attomeys are handlmg a group of cases mvolvmg the
Medicare carriers and fiscal intermediaries, i.e., the contractors which HCFA pays to-reviewand -
process the claims for relmbursement subnutted by physicians, hospitals and other health care -

-providers. Generally, these cases concern misrepresentations in the context of HCFA's Contractor. .
- .Performance Evaluatlon Program (CPEP) Several of these. cases have been settled in the past three
' years, mcludmg : ‘ c { S A '

< Blue Cross Blue Shreld of M‘rchrgan agreed to pay $27 rmlhon to settle allegations that it
- backdated and altered audit reports submitted to HCFA to obtain favorable CPEP ratmgs
"HCFA terrmnated its contractual relatlonshrp w1th the company -

4* Blue Cross and Blue Shleld of Flonda agreed to pay $10 rmlhon to settle allegatrons that it
pard claims without performing required audxts and edits in order to report to HCFA
o reductrons in the contractor's clalms backlog : :

‘*t* Blue Cross and Blue Shield of Massachusetts agreed to pay $2 75 nullron, to settle
 allegations that it destroyed claims and manipulated samples.of claims submitted for audit by
HCFA to obtain favorable CPEP ratings. It also entered into a program oomphanee ‘
' agreement with HHS OIG. ~ r

% OnMay 1, 1996 Blue Shleld of Cahforma, the Medlcare Part B carrier for Northem
" California, was convicted of three felonies on guilty pleas to two counts under 18 U.S.C. §

- 1516 (obstruction of a government audrt) and one count under 18 U.S.C. § 371 (conspiracy)
arising out of allegations that the carriér falsified Medicare records, submitted rigged samples
of Medicare claims to. HCFA for audrtmg, and uusrepresented performancc under the carner‘s

~ contract wrth HCFA. S

Teachmg Hospltals

On December 12 1995 the Umted States Attorney for the Eastem Drstrrct of Pennsylvarua
signed an agreement with University of Pennsylvania Health System (UPHS) to settle-civil claims
 alleging fraudulent brl]mg of the Medicare- program. UPHS paid the government $30 million and
implemented a compliance program which requrres a corporate reorganization, five ‘years of outside
audits, and mandatory education programs. The Government alleged that “attending physicians* )
billed Medicare Part B for sérvices in fact rendered by Graduate Medical Education residents (whose -
salaries are already reimbursed through Medrcare Part A) and also upcoded services to obtam hrgher
levels of rermbursement : :

The HHS OIG has mstrtuted a nattonwrde audit program called PATH to address similar past

; \v.mlschargmg by. attendmg physrctans and physician practice groups at other institutions. As a result .

secured a$12 ‘million settlement with the Thomas J'eﬁ‘erson Umversrty in Phxladelphxa 'I‘homas }j{;
;Jeﬁ‘erson Umversxty also’ entered mto a comphance agreement w1th HHS OIG PN

of the first PATH audit, the Unitéd States Attorney's Office for the Eastem District of Pennsylvama s -




Inpatient-Outpatient Hospital Fraud

HHS OIG worked with the Department to combat a widespread practice by many hospitals
of double billing Medicare for outpatient services in connection with mpatlent admissions. Many
hospitals were billing Medicare separately for non-physician outpatient services required in
connection with inpatient admissions although Medicare was already paying for those services under
the Diagnosis Related Group for inpatient services. Between 1987 and 1992, HHS OIG Office of
Audit, Region III, conducted an audit and brought the data to the attention of the United States
Attorney for the Middle District of Pennsylvania. This launched a project by HHS ‘OIG and'U.S.

- Attorneys, led by the Middle District of Pennsylvania, to target hospitals nationwide which
committed this fraudulent billing practices. Each hospital action results in collection of fraudulent
payments, interest and damages and (2) a compliance agreement and training requirements for
hospital billing personnel. . As of December 1996, approximately $33 million has been recovered.




STATISTICAL ENFORCEMENT ACCOMPLISHMENTS -

TIncreased FBI Health Care Fraud Investigations

Year Numbgr of Cases :
FY 96 2200
FY 95 | 1,878

. FY 94 1,500
FY 93 1,051

FY 92 657
FY 91 365

Increased Criminal Health Care Fraud Prosecutions®

Criminal Matters

Year # of Mat(ers # o‘f. Defendants

FY 96 1,346 2,151

FY 95 . 1247 2,047
_FY 94 711 1,150

FY 93 621 1,031
 FY 92 343 578

3 Excluding cases involving Multiple Employér Welfare Arrangements.
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Criminal Prosecutions Filed*

Year . #of Casés' # of Defendants
CFY9% | 246 450 |
FY 95 29 381
FY 94 46 | 241
FY®3 | 105 187
FY 92 8 - 116
Convictions®.
Year # of cases B # of defendants
FY 96 177 307
_FY 95 158 | 255
FY 94 102 140
” _ FY 93 7’ 96
" __FY92 _ 59 90

- Increased Civil Prosecutions ¢

The False Claims Act (FCA or Act) 31 U.S.C. 3729 et seq., establishes éivil penalties for a
variety of forms of fraud against the United States and authorizes the Attorney General to file civil
actions to enforce the Act. Many health care fraud cases are brought under this Act.

‘The FCA prqublts any person from "knqwmgly" presenting "a false or fraudulent claim or
payment or approval" to the_z‘federal government. 31 U.SC. 3729(a)(1).” The Act also prohibits a

4 FBI also has uacked crimi l pmsecu ions but due to dsffercnt deﬁmuons and pmcuccs in t:ackmg health care fmud ca“ Sy
i dtﬁ'emm L s o :

-5 Includes gmlty pleas and guslty verdtcts

6  Handled and pmsccutcd inU S Auomeya Oﬁ'iccs and in lhe Civil Division. Thcsc numbcrs are esunmtcs, vnmuonn may be due to
statistical countmg of cases handled Jomuy by the Civil Division and a U.S. Attorney’s Oﬁice
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’ vanety of related deceptive practices involving government funds and property. Any person who
violates the FCA "is liable to the United States government for a civil penalty of not less than $5, 000
and not more than $10,000, plus 3 times the amount of damages which the Government sustains,"
for each violation of the Act. 31 U.S.C. 3729(a). :

Civil Health Care Fraud Matters Pending

Year # qf Matters
FY9% 2,488
© FY 95 1,406
FY 94 819 4
| Py 500 |
FYo2 | 270 _J :

Civil Health Care Fraud Cases Filed

Year # of Cases I
FY 96 90
FY9o5s | 60 . '
FYo4 | 75
FY 93 29
FY 92 o8 ]

In fiscal year 1996 the Civil Division received more than three times as many health care
fraud cases as in fiscal year 1993.

Judgments/Settlemenﬁ

# of
Civil Judgments

Year

_FY 9%
- FY95 -
Eyes |
UFY 93
CFY o
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Monetary Recoveries’

The Civil Division has documented mgmﬁcant ﬁnancxal recoveries in health care fraud cases
in FY 1995 and FY 1996:

Health Care Non-Qui Tam = '$138,553,002
Health Care Qui Tam = = $135,516,897
Total Health Care Fraud = = $274,069,899

: In fiscal years 1995 and 1996, health care fraud recoveries constituted approximately 33

percent of the $831,860,818 in total fraud recoveries secured by the Civil Division, working in
conjunction with the United States Attorneys Offices across the country. - This number does not
include recoveries in cases handled exclusxvely by U.S. Attomeys or monetaty recoveries in- cnmmal
cases.

According to the FBI, monetary recoveries, including restitution, fines and civil settlements in
FBI cases totaled $139.5 million in FY 1993, 767.7 million in FY 1994, $177.3 million in FY 1995,
and $223.5 million in FY 1996. This is 6nly part of the monetary recoveries; it does not include
-forfeitures or monetary recoveries in cnmmal or civil cases mvestxgated by agencies other than FBL

Dramatnc Increase in Health Care Fraud Qui Tam Suits

Under Certain circumstances, the False Claims Act authorizes private parties (known as
relators) to file civil actions to enforce the Act. These suits are known as qui tam actions, 31 U.S.C.
3730(b)(1), while some informally refer to them as whistleblower cases.

Increasingly, qui tam cases are a méjor factor in health care fraud enforcement work. Indeed, .
the number of qui tam suits filed involving allegations of health care fraud increased dramatically so
that in fiscal year 1996 they constitute over one half of the total qui tam caseload:

FISCAL YEAR 1992
Total cases filed ' 119
Cases filed involving 14 L
- health care fraud allegations
-~ FISCAL YEAR 1996
" Total Cases Filed . . 361
-Cases filedinvolving ~ = - 200

.+ health care fraud allegations

7  Health care fraud recoverics are down from FY 1994 because the majority of tecovcncs that year resulted fmm one case, Natxonal
Medical Enterprises. .
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" Since the 1986 amendments, the United States has recovered about $1.3 billion in qui tam
cases. Approx:mately one-quarter of this was recovered in health care fraud qui tam cases.

The influence of qui tam cases in health care area cannot be overstated QUI tam cases are
filed against every type of health care fraud provider: hospitals, physicians, durable medical
equipment suppliers, clinics, ambulance companies, clinical laboratories, universities, billing services,
therapists, home health care providers, nursing homes, fiscal intermediaries. Qui tam cases are filed
by every actor in health care industry: employees, doctors, nurses, competitors, researchers, and
subcontractors. Qui tam relators can bring meritorious as well as fiivolous cases. The government -
may decline to intervene or may intervene and also develop significant criminal charges.

Recent health care fraud qul tam cases have included wnde—rangmg allegatlons

< VA Drug Procurement Fraud. The Chicago U.S. Attorney‘s Office and the le Division
secured a $7.5 million settlement with Modern Wholesale Drug Midwest, Inc. (Rugby), a

- generic drug distribution company, to settle allegations that Rugby overcharged the VA for -
generic drugs by fail ing to inform the Government about discounts given to other customers.

& PPO Fraud. A oorporate official was convicted and sentenced to 24 years 1mpnsonment
and he and his corporation, Integrated Network Systems, Inc., Washington state's largest
preferred provider organization (PPO), agreed to pay approxxmately $2.5 million to settle a
qui tam action. after admitting to skimming $1.4 million from health insurance companies.

- They negotiated discounts with medical center hospitals and agreed to pass on the discounted

. prices to various rural medical service bureaus which agreed to pay the discounted prices to

“defendants, who, in turn, were to pay those sums to the hospitals. Defendants cheated by
quoting and collecting boosted: prices from medical service bureaus and paying the lesser
discounted sums to the hospitals. One of the victim medical service bureaus admlmstered
FEHBP claims under contract with the U.S. Office of Personnel Management. -

% Medical Equmment Fraud The U.S. Attorney's Office in the Western District of
Wisconsin, and the Civil Division obtained a $2.1 million settlement against Curative
Technologies, d/b/a Ultramed to settle allegations that it billed Medicare for expensive -
lymphedema pumps that it had not provided. :

% A former vice presxdent of ATS, a Medig, Inc. subsidiary, ﬁled a qui tam action in the
Middle District of Pennsylvania against Mediq, alleging that the subsxdtary billed for portable
EKGs and X-rays performed in one carrier's jurisdiction to the carrier in another jurisdiction
‘where the reimbursement rate was higher.- Ultimately, Mediq and ATS entered into a global
settlement in. which ATS and its president pleaded gunlty to mlspnsxon of felony, and ATS

~ agreed to pay a total of $2 1 million. - - »

< Fraud by Physnclang The U.S. Attomey for the Eastern Dtstnct of New York settled a qui

tam against a Brooklyn doctor, alleging that she collected $550,000 from the Social Security .

) ~ Administration for performing complete physical examinations on 10,000 people seeking i

" Social Secunty dtsabdlty benefits from1990-94, when only cursory reviews had been’

- performed, if at all. She then submitted false medical reports to make it appear as though anjige

examination had taken place. The qui tam action was filed by five persons who were denied o

benefits based on the doctor's reports. Since filing the action, the relators have obtained
‘benefits and, in addition, have received $113,700 as their share in the proceeds of the action.
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‘ INVESTIGATIVE AND PROSECUTORIAL RESOURCES

EXISTING RESOURCES'ALLOCATED TO HEALTH CARE FRAUD

The number of Department of Justice prosecutors working criminal and civil health care
fraud matters continues to grow, although few prosecutors are dedicated exclusively to health care -
fraud cases. In U.S. Attorneys' Offices, in Fiscal Year 1996, the equivalent of 81 prosecutorial work
years were devoted to health care fraud, up from 35 in Fiscal Year 1993, and 54 in Fiscal Year 1994,
Civil resources similarly increased to 39 work years up from 22 work years in Fiscal Year 1993 and
27 in Fiscal Year 1994. These resources are supported by personnel in the Department's litigating

" components, the Criminal and Civil Divisions.. Indeed, in Fiscal Year 1996, more than sixty percent
of the Civil Division's Commercial Litigation Branch, the attorneys who do civil fraud cases, worked
on health care fraud cases.

The FBI has allocated significantly more _resources to health care fraud since Fiscal Year
1992. < | S B

Federal Bureau of Investigations | :
Resources Devoted to Investigating Health Care Fraud |

. Year ‘Agent Work Years
1996 ~256.0
1995 - 260.5
1994 ' 2250 -
1993 © 146.9
1992 1118
1991 -~ | 625

PILOT HEALTH CARE FRAUD PROJECTS = = . - - -

* . No matter how many investigatory and prosecutorial resources the Department targets to
“health care fraud, the complexity and number of health care fraud schemes demand that we use our -
resources efﬁcnently and innovatively. To that end, the Department has explored various ptlot health
care fraud pro;ects to enhanoe the eﬁ“ecuve use of its resources ‘ 4 g

: The Department allocated an addtt:onal $1.6 nulhon from 1ts Assets Forfetture Fund for p110
programs in U.S. Attorneys’ offices to sustain the Department‘s efforts agamst health care fraud
. Approximately 25 pilot projects were funded in'districts‘across the country: from ‘San Dlego to B R
Boston; from Washington State to Washington D.C.; from Colorado to Tennessee. Each was "~~~ *.7 . i
designed by the United States Attorney's Office to foster creative approaches to health care fraud. -
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Priorities were given to fraud in projects which focussed on government health care programs, fraud
affecting patient harm and/or fraud involving nursing homes or home health care. In addition, pilot
projects were sought which provided outreach to the public and which explored novel uses and
approaches to electronic fraud detection. Some examples of pilot health care fraud prOJCCtS follow:

> Health Care Fraud Task Forces. PrOJects have facilitated brmgmg together federal and
state investigators and prosecutors to focus on health care fraud.

> Electronic Code Fraud Project. Project brings together experienced health care fraud
- prosecutors and computer crime and other technology experts to develop resources to assist
in electronic health care fraud investigation, detection and civil or criminal prosecution using
adapted medical utilization screening software: Development of guidance on identifying
suitable cases and fraudulent schemes for electronic fraud assistance, available so&ware and

applicable procedures.

> Public Education and Outreach. Numerous U.S. Attorneys have sponsored conferences
and educational seminars on health care fraud in numerous locations including Maryland,
Tennessee, and state of Washington. These conferences have brought together federal, state
and local law enforcement, health plan administrators, health care providers and consumers to
discuss emerging health care fraud schemes as well as health care ﬁ'a.ud prevention, detectlon,
“investigation and prosecutxon : :

BUREAU OF JUSTICE ASSISTANCE E

The Department also launched a health care fraud pilot project for state Attorneys General.
In Fiscal Year 1995, the Office of Justice Program's Bureau of Justice Assistance (BJA) initiated a -
project to reinforce the capability of State Attorneys General and local proseCutors to investigate and
- prosecute health care fraud, mcludmg consumer fraud and fraud against insurance companies and
health maintenance organizations. The project was designed to foster health care fraud work other
than that already performed by state Medicaid Fraud Control Units. BJA provided the National
Association of Attorneys General Offices with $250,000 to provide technical assistance to health .
care fraud units in state Attorneys General. In addition, three Attorneys General - Maryland,
Wisconsin and Minnesota -- received demonstration funding of $200,000 each in Fiscal Year 1995
for eighteen months :

INNOVATIONS TO IMPROVE USE OF AVAEABLE RESOURCES

We have been engaged in various efforts to coordmate our c1v1 and criminal enforcement with the
various administrative remedies available to the Department of Health and Human Services. For
example, in late 1994, the Department approved a Memorandum of Understanding (MOU) to permit’
HCFA to initiate civil monetary penalty administrative proceedings against nursing homes for ‘
violations of health and safety regulatrons The MOU, negot:ated with the Civil and Criminal -

- Divisions and approved by AGAC, permits the’ agency to initiate adnnmstratwe proceedmgs agaihsty h

nursing homes found in violation of the regulatlons after consultation and coordmatlon with the
appropriate U.S. Attorney. The MOU accommodates HCFA's interest in obtaining speedy

compliance and the interest of law enforcement in ensuring that a case that may be appropriate for =~
criminal or civil prosecution is not compromised by precipitous administrative action.
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" COLLABORATION WITH PUBLIC & PRIVATE
HEALTH INSURANCE PLANS

Recognizing that law enforcement alone cannot eliminate the health care fraud problem, the
Department of Justice (both federal prosecutors and investigators) works closely with public and
-private health insurance plans to enhance fraud prevention, detection, and control.

At the national level, the FBI maintains liaison with various private insurance companies and
organizations who have committed resources to fight health care fraud. Specifically, the FBI has
worked with the National Health Care Anti Fraud Association (NHCAA) and the National Insurance
Crime Bureau (NICB). Each field office develops and maintains contacts in the private insurance
industry in that particular region. Furthermore, the FBI sponsors an annual conference for various -
insurance executlves together with FBI management to discuss health care fraud issues. -

- Numerous U.S. Attorneys’ offices, mcludmg Connecticut, Los Angeles Atlanta and
Milwaukee have sponsored regional meetings or conferences aimed at encouraging more referrals
from private insurers.

kWe also worked w1th insurers to improve electronic fraud data analysxs

> ‘HCFA's Bureau of Data Management and Strategy has designed a relational database
(TORTIS) that identifies fraud indicators in claims of two industries: 1) home health care;
and 2) skilled nursing facilities. This database will be an invaluable tool for targeting future
investigative activity, and for evidentiary purposes in ongomg health care fraud
mvestlgatlons :

- The Department has supported the development of several private and public databases of
' fraud allegations, including HCFA's Fraud Investigation Database (FID); a comprehensive
nationwide system devoted to Medicare fraud and abuse data accumulation, NHCAA's
Provider Indexing Network System (PINS), and NICB's on-line database.
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FUTURE OF HEALTH CARE FRAUD ENFORCEMENT

Health Care Fraud Leglslatlon

_ In August of 1996, the Presndent sngned the “Health Insurance Portablhty and Accountablhty
Act of 1996" (HIPAA) which contains many provisions to strengthen health care fraud and abuse
control. Building on the existing enforcement efforts of the Department of Justice and the
Department of Health and Human Services (HHS), HIPAA requires the Attorney General and the
HHS Secretary to establish a "Fraud and Abuse Control Program" to promote the coordination of
federal, state and local law enforcement; investigations, evaluations, mspecttons and audits; specific
guidance to providers; and data sharing. HIPAA's provisions recognizes the leadership in health care
fraud enforcement already forged through the relationship between the Department of Justice -- its
criminal and civil prosecutors and the FBI - and, the HHS OIG auditors, evaluators, and

mvestlgators

HIPAA provides additional cnmmal civil and admmxstratlve tools to combat health care
fraud. New or revised provisions mclude ' ,

> Creates new criminal offense for health care fraud, theft or embezzlement in
'~ connection with health care offense, false statements relating to health care offense,
and obstruction of criminal investigations of health care offenses;

> ‘Adds a Federal health care offense to the money laundering statute;
> Extends injuncti_ve relief relating to health care offenses (includes freezing, of assets);
. Authorizes investigative demand procedures; |

> Establishes forfeitures for Federal health"care offenses;

» . " Expands anti-kickback statute to cover all Federal health care programs, not just
Medicare and State health care programs; and

> Strengthens exclusions for health care convictions.

- HIPAA secures resources to investigate and prosecute health care fraud matters. In
particular, HIPAA provides up to $104 million in fiscal year 1997 for health care enforcement
activities as-determined-by the Departments of Justice and Health and Human Services. This amount
~ increases by fifteen percent each year through 2003 and would be capped at the amount for 2003 '
~ thereafter. In addition, $47 million is appropnated in fiscal year 1997 for enforcement activities of
.. the Federal Bureau of Investlgatxon, mcreasmg gradually to $1 14 million in 2003 and each ﬁscal year . -
. thereafter , B NI T

Other prowsxons requxre the Department of Health and Human Servxces to issue wntten -
‘advlsory opinions with respect to whether certain arrangements violate the criminal anti-kickback -
statute and to establish a health care fraud and abuse data collection program.
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Managed Care And Fraud Working Group

To further ensure that the government's health care fraud enforcement program is prepared to
address health care fraud in the future, the Department of Justice is confronting the growth of
managed care and the attendant fraud and abuse. The number of Americans who receive their health -
care through various forms of managed care increases daily. We recognize that perpetrators often
will reshape their schemes to fit any form of reimbursement -- fee-for-service, managed care, or
managed competition. The Department of Justice established a Managed Care and Fraud Working
Group. This Group has examined the operation of managed care plans (public and private), program
vulnerabilities, fraudulent schemes unique to managed care, and issues of prevention and

prosecutlon

The Working Group's members represent a cross-section of the Department of Justice
community -- criminal, civil, tax and antitrust lawyers, and the FBI -- and federal investigative
agencies (such as HHS OIG, DCIS, and IRS), and administrators from federal agencies overseeing
public health plans such as HCFA's Office of Managed Care, CHAMPUS, and FEHBP- and Labor
Department. Representatives of state Medicaid Fraud Control Units (MFCUS) have been active
participants from the inception. The Working Group has met with representatives of managed care
plans, regulators, providers, and consumers.

In May of 1995, the Criminal Division and the Managed Care and Fraud Worlqng Group co-
sponsored a one-day managed care and fraud conference for federal health care administrators,

investigators and prosecutors.

19



SELECTED CASES

Ambulance Services

< The Southern District of Alabama successfully prosecuted the principals of a Mobile, Alabama,
ambulance company for defrauding Medicare out of approximately $650,000 over a three year
period beginning in 1992. The CEO of Southwest Alabama Ambulance Company and a
bookkeeper were convicted in September 1995 of filing false claims and mail fraud following a
two-week trial. Although many of the beneficiaries transported by Southwest Alabama
Ambulance walked to an ambulance and rode in the front seat, the defendants filed claims falsely
stating that the beneficiaries were bedridden or could only be transported by stretcher. The
defendants also submitted claims for ambulance transportation when beneficiaries were _
transported by private vehicles. On February 15, 1996, the court sentenced the CEO to 30 months
imprisonment and the bookkeeper was sentenced to 12 months imprisonment. :

< The United States Attorney's Office for the Western District of Virginia brought cnmmal and
civil charges against a family-owned ambulance service and the individual owners which submitted
fraudulent claims to Medicare and Medicaid. The defendants transported patients from nursing

~ homes to doctors' offices or dentists' offices, but would bill as if the patients were transported to
the hospital. The defendants also inflated the mileage for the trips. The court sentenced two
owners to 12 months imprisonment each, imposed fines exceeding $20,000, imposed civil
penalties of $100 000 and fcrfexted ambulances valued at $106 000.

Billing Fu'ms

< On December 21, 1995, in the Eastern District of Virginia, two individuals were convicted of

. conspiring to commit wire fraud and money laundering, one of which was convicted of bank fraud
and perjury. The defendants operated Medical Payment Services, Inc. of Virginia (Medpay), a
Richmond company which financed the accounts receivable of doctors and health care providers -
in Virginia and North Carolina. During the operation of Medpay, defendants defrauded
Healthline, an affiliate of Blue Cross/Blue Shield (BCBS) of Maryland, of approximately $3.2
million by secretly diverting the loans from Healthline to themselves and their private businesses.
On July 3, 1996, both defendants were sentenced to more than seven years' imprisonment and
ordered to pay fines and restitution totalling more than $3 million.

Clinics .
< A psychiatrist and his brother-in-law, an optometrist, were both convicted in the Central

- District-of California of billing fraid relating to the operation of a clinic that provided basic .
- medical testing. The optometnst referred his patients to the medical clinic. for testing,’ which, .

- included routine blood tests, tympanogramis, allergy tests, electrocardiograms and carotid artexy ‘Z?:'-;{:"': I
: ultrasound studies. . These referrals ‘were made without regard to whether the patient had his or

her own pnmary care doctor or- had any medlca! complaints at all. An employee of elther the . .-
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S e dulent billing of Medicare totalmg ‘over.$1.8 million from December 1989 ‘through October:

optometry practice or the clinic would draw blood from the patients and also perform a variety of
medical tests as instructed by the optometrist. In many cases, the employees were not trained to
- administer these tests, nor were they trained to interpret the results of such tests. Moreover, in
most instances, the patients were never informed of the results of the tests performed at the clinic.
The psychxatnst allowed the optometrist to use his Medicare provider number to bill Medicare
and private insurers. The claim forms falsely certified that medical examinations and tests were
actually performed and were medically necessary, even though no medical examinations were ever
performed and no medical doctor ever determined that any of the tests were necessary, A total of
approximately $1 million was fraudulently billed to Medicare alone. The optometrist was
senteniced on July 15, 1996 to 5 months imprisonment followed by 5 months probation and
$150,000 in restitution. The psychiatrist received a sentence of 15 months imprisonment and was
'.ordered to’ pay $86,000 in restitution.

<+ On January 6 1995, twelve defendants mcludmg the owner and operator of Florida Medical
and Diagnostic Center, Inc. and related companies were convicted in the Southern District of
Florida in a wide-ranging scheme to defraud the Medicare and Medicaid programs of over $3
million. Florida Medical paid kickbacks to numerous persons who recruited elderly and poor
persons to come to the clinic. The recruiters were paid between $30 and $150 for each patient -
they brought to the clinic who agreed to take a battery of diagnostic tests and whose tests could
‘e billed to Medicare and Medicaid. The recruiters received an additional sum of up to $150 if
- they could convince the patient to accept a piece of durable medical equipment, such as nebulizers
-and oxygen concentrators, for which the clinic could obtain reimbursement. On March 24, 1995,
- the clinic's owner and operator was sentenced to 41 months mcarceratton and ordered to pay
$1,038,617 restitution. -
¢ On October 12, 1995, a businessman pleaded guilty in the Southern District of Florida to
engineering a fraud on Medicare in excess of $120 million. From June, 1992, through July, 1995,
“he orchestrated a scheme that consisted of creatmg forty-four companies, which operated as
medical clinics, billing and transportation companies, and billing Medicare for medical services
and testmg that never occurred or were not medically necessary. He obtained Medicare patients
by paying recruiters to bring.them to his clinics and by purchasing’Medicare patient numbers from
an individual who worked for a legitimate healthcare provider. The defendant recruited doctors
to approve his fraudulent claims by paying them kickbacks and also used doctors' identification '
numbers without their authority. The defendant doctors to approve his fraudulent claims by .
‘paying them kickbacks and also used doctors' identification numbers without their authority. He
received a sentence of 108 months imprisonment followed by 3 years of supervised release and
was also ordered to pay $32 million in restttutton S

< The Umted States Attomey's Ofﬁce for the Middle Drstnct of Flonda brought charges agams
- the owners and operators and physrcran employees of six acupuncture clinics relating t

- 1993. The acupuncture clinics were located in central Florida and hired physicians to 1llegally
crrcumvent the Medrcare rules prolubrtmg reimbursement for acupuncture and acupuncture .
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e resulting from a scheme to defraud Medicare through durable medlcal equrpment sales. Agent

‘related medical services. The defendants fraudulently back-dated medical and billing records to- -
conceal that they were operating acupuncture clinics and that the medical services rendered were
all in conjunction with acupuncture treatments. One owner/operator was convicted after trial and
sentenced to 31 months imprisonment and ordered to pay close to $1 million in restitution. One
of the physrcran employees defendants plead guilty and was sentenced to probanon and pay more
than $100,000 in restltutlon Another defendant-owner i isa fugitive.

& After aﬁve and one-half month tnal, a physrcran was convicted in the Southern District of
Illinois of mail fraud stemming from a scheme to defraud insurance companies and patients. He
built a ten-million dollar medical diagnostic clinic in Alton, Illinois, by providing medical testing to
residents of cities in the surrounding areas. Unable to recruit physicians and sufficient physician
referrals, the defendant resorted to extensive unnecessary medical testing, entermg false symptoms
in the patients' records and billing Medicare and/or private insurance companies falsely oemfymg
~ that all billings were reasonable and necessary. Dr. He was sentenced to two years in pnson as

well as fines and restitution. : :

Defective Pricing and Buy America Act Violations: Drugs and Supplies

< Working with the Office of the Inspector General of the VA, the Department has recovered
millions of dollars in connection with defective pricing and Buy America Act violations by
companies supplymg drug and medical supplies to the Government. : :

¢ The Civil Division recovered $10 million from United States Surgical Corporation'(US
Surgical) to settle allegations that US Surgical failed to disclose required pncmg data in
negotiations for a VA contract for surgical mstruments and supphes '

< The U.S. Attorney s Office in Chrcago and the Civil Division secured a$75 mﬂhon settlement .
with Modern Wholesale Drug Midwest, Inc. (Rugby), a generic drug distribution company, to
settle allegations in a qui tam case that Rugby overcharged the VA for generic drugs The
Government alleged that Rugby failed to inform the Government about discounts given to other '
customers. o .

<The Government recovered $5 million from Medline Industries, Inc. to settle allegations that the
- company wrongly certified that foreign sourced items were, in fact, manufactured i in eompllance
with the Buy America Act. :

‘Durable Medlcal Equrpment Suppllers

<On February 2, 1995, a thtle Rock busmessman entered aRule 20 gmlty plea in the Westem
District of Pennsylvama to charges of mail fraud filed in the Eastern District.of Arkansas and - .

. from the FBI and the HHS OIG determined that his cpmpames ‘Staco Marketmg, Inc., Staco
' Marketmg and Supply, Inc and Southwest Medxcal, Inc systematrcally bxlled Medrcare for
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useless and medically unnecessary items sold to nursing home residents in Arkansas and Michigan

as oral hygiene "kits". These noncompensable "kits" were billed to Medicare through the

inclusion in the kits of saline solution and lubricating jelly, both of which are compensable, but not

necessary for oral care. This matter was consolidated with similar charges in the Western District

of Pennsylvania where the defendant made restitution of $1.9 million on charges filed in that

District. The Pennsylvania court sentenced him to home detention, five years probation and fined
him $5,000. He and his partner agreed to pay $656,000 in settlement of civil charges.

< Three defendants pleaded guilty in the Southern sttnct of Flonda to fraudulent billings
submitted to Medicare through a company called “Get Well Medical Care." Get Well submitted”
false claims for the rental of oxygen concentrators and medication, which allegedly had been
prescribed for Medicare patients by a physician. Two of the defendants also purchased copies of
Medicare cards from a confidential informant who was acting as a Medicare patient recruiter.
The Medicare cards were actually bogus cards for non-existent patients. C.F. Medical continued
billing on the bogus Medicare cards originally obtained by Get Well and on Medicare patient lists
obtained from Elso and other recruiters. None of the patients for whom equipment rental and
medications were billed were ever examined by a licensed physician. One defendant, was
sentenced to three months imprisonment and was ordered to pay $98,747.40 in restitution. The
second defendant was sentenced to probation for a term of four years and was ordered to pay
$39,999.99 in restitution. The third defendant also received a sentence of three months
imprisonment and was ordered to pay $42,327.60 in restitution.

< In United States v. Express Medical DME, Inc., litigated in the Southern District of Flonda, a
twenty-one year old individual received over $2 million in Medicare and Medicaid payments over
several months for either medically unnecessary or non-provided medical equipment, pnmanly
oxygen and nebulizers, for Adult Congregate Living Facility (ACLF) residents.. The owners of
ACLF received kickbacks for providing the beneficiaries' names and HIC numbers, and physicians

' received kickbacks for signing the certificates of medical necessity without examining the

“beneficiaries. Nearly all of the ﬁmds have been recovered by restramt/consent judgment and
consent asset forfeiture. - o

< On May 3, 1995, an individual pleaded guilty in the District of Massachusetts to conspiring to
defraud the United States through the submission of as much as $20 million in false Medicare T
claims. The defendant, an employee at a Knoxville, Tennessee durable medical equipment
supplier, Providers, Inc., engaged in numerous fraudulent practices. The most notable of the
practices was a point-of-sale scheme that involved setting up dummy offices in several states,
including Massachusetts, for the purpose of billing Medicare at higher rates for durable medical
- equipment than those apphcable in Tennessee where the company had, in fact sold or provxded o

: the equlpment S ; : ‘

T On February 14 1995 the District Court.in the Eastern District of Michigan entered a default
judgment against Life Line Home Health Care Co. (Life Lme) and its four principal owners in the -
amount of $714,978. 86, plus mterest The default Judgment stemmed from the defendants faﬂure
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to pay the government according to the terms of a global settlement reached by the U.S.

" Attorney's Office for the Eastern District of Michigan, the Departmient of Justice, and Life Line.
The settlement resolved both civil and criminal liability for Life Line's submission of false
Medicare claims. The corporation sold durable medical equipment to Medicare beneficiaries who
were solicited by telephone, but the corporation did not collect the 20-percent co-pay from the
beneficiaries. The corporation agreed to plead to two counts of mail fraud and the corporation:
and individual defendants had agreed to pay the United States $626, OOO over a two year and three
month period in full satisfaction of their liability to the program.

< In August 1995, principals of a durable medical equipment company pleaded guxlty in the
Eastern District of Oklahoma to multiple counts of conspiracy and submitting false claims to
Medicaid. The defendants billed Medicaid for oxygen equipment not provided, or in some
instances double and triple billed for the equipment that was provided. One cooperating defendant
received probation and the other was sentenced to five months' imprisonment. Additionally, one
defendant entered into a civil settlement in which he agreed to- pay $40,000 to the United States
over and above any restitution, and to sell the company. The company agreed to pay a $10,000
civil penalty. As a result of this prosecution, the Qklahoma Medicaid Program has revised its

" billing procedures to eliminate the payment of multlple billings.

< In May 1995, a one-week trial in the Eastern Distn'ct of Pennsylvania culminated in the
conviction of the CEO of'a durable medical equipment telemarketing company responsible for
$2.3 million in fraudulent Medicare over-billings. The Chief Executive Officer of United States
Health Products and its five subsidiary companies was convicted, of mail fraud, false claims,
money laundering and structuring charges. His office manager pleaded guilty to six counts of mail
fraud and false claims in April 1995. Cocivera was sentenced to 78 months imprisonment. She
was placed on ﬁve years probatlon, with the first elght months to be served in home detention.

<On September 8, 1995, Support Products, Inc., a Houston company, was ordered to pay
restitution of $450 ,000 upon its plea of guilty in the Southern District of Texas to one count of
defrauding Medicare. The corporation falsely sought reimbursement from Medicare for a
“custom fitted orthotic" (commonly known as a body jacket), when in fact the product sold was
notlung more than a wheelchair pad.

< Defendant Joerns Healthcare, Inc. agreed to pay $350,000 to settle civil fraud claims that it
defrauded the General Services Administration (GSA) in the sale of miscellaneous homecare and
hospital patient room furniture. In the course of responding to the solicitation of the contract,
Joems failed to provide current, accurate and complete discount and pricing information to GSA
contract negotiators.. The investigation also revealed that Joerns had sold non-contract items as- .
".* GSA contract items to other govemment;agenaes and that Joerns overbilled the govemment L
edsi init. or 'volime dlscounts for contract 1tems

(* A former medxcaf doctor was conwcted in the Southem D1stnct of Flonda for ﬁlmg clmms
against Medicare falsely claiming to have examined patients and for signing false prescriptions for
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: . (ABC), the natxons largest pnvately-owned home: health care, provxder andi its owners/Operators i
" of defrauding Medrcare ‘From ‘approximately 1990 until. 1994 t eldefendants ‘defrauded more "=/

durable medical equipment, home health care and vascular tests totalling in excess of $1.5-million.
He admitted his involvement in a conspiracy involving the submission of approximately 416

© fraudulent Medicare claims seeking a total of approximately $255,000. On April 27, 1995, he
was sentenced to 26 months in prison and ordered to pay restitution in the amount of $441,262.

< A former vice president of a Mediq, Inc. subsidiary filed a qui tam action in the Middle District
of Pennsylvania against Mediq, alleging illegal cross-billing of portable EKGs and portable
X-rays. The subsidiary, ATS, Inc., billed services performed in one carrier's jurisdiction to the
carrier in another jurisdiction where the reimbursement rate was higher. Ultimately, Mediq and
ATS entered into a global settlement with the United States in which ATS and its presrdent
pleaded guilty to misprision of felony, and ATS agreed to pay a total of $2.1 million.

| Group Homes.

¢ Two corporate officials pleaded guilty in the Northern District of Ohio to embezzling
approximately $90,000 from the Ashtabula County Residential Services Corporation (ACRSC).
The executive director and the executive assistant of ACRSC, a Medicaid-funded agency,
operates three group homes for people with mental disabilities were ordered to pay full restitution
and were sentenced to periods of home confinement.

Home Health Servrces -

- ¢ The Central District of California successfully prosecuted an administrator of a home health

agency and his assistant on charges of mail fraud and conspiracy in 1995. The defendants
submitted $2.5 million in fraudulent billings to Medicare for services not rendered to patrents
The case is scheduled for sentencing on February 24, 1997

% In the first known prosecution of a major home health care provrder in the history of the state
of Georgia, in 1995, the US. Attorneys Office Southern District of Georgia successfully
‘prosecuted the owner and two other chief executives of Healthmaster, Inc., the largest home
health care agency in Georgia, for defrauding the Medicare Program of millions of dollars. The
defendants fraudulently billed Medicare for political contributions, "ghost. employees™ salaries,
and lavish pleasure trips. The Healthmaster owner pleaded guilty to ten felony counts, charging
conspiracy to defraud the United States and false statements, and was sentenced to serve 33
months in prison and fined $2.5 million. She also was required to repay $15 million to Medicare
and $1.5 million to Medicaid. Two other Healthmaster executives went to trial and were
convicted on 114 counts and 72 counts respectively. One was sentenced to serve 151 months in
pnson, the other recelved a97 month sentence. S » e

‘4:. On February 4 1996 a Jury in Savannah, Georg1a, conwct /C:Home Health Serwces Inc. ": 'A

than $1 mxlhon by makmg false statements and clalms l‘or rermbursement from the Medrcare :
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program. The case was prosecuted by the U.S. Attorney's oﬁice in Savannah (S D. GA) and the
Fraud Section, Criminal D1v1s1on, the case was mvest1gated by BHS OIG and the IRS, Cnmmal

Investigation Dmsxon

¢ Virtually every member of a company known as "Home Health of Louisiana" (HHL) was
convicted in the Western District of Louisiana of a variety of fraudulent acts in connection wrth
- Medicare payments for home bound patrents The fraudulent acts included forged physicians'
signatures authorizing home health services, claims for home health services that were never
- rendered, claims for services rendered to unquahﬁed patients and the concealment of ﬁnancral
 transactions between HHL and other companies created and owned by the primary defendant.
The mvestlgatlon ‘and prosecution resulted in the seizure of equrpment used by HHL, the
* conviction of six persons, and the end of HHL as an ongoing operation. The primary defendant
was sentenced to 37 monthsincarceration and ordered to pay $221,221.70 in restitution. The
remaining five defendants were sentenced to between 3 and 18 months incarceration, supervnsed
- release and restltutlon rangmg between $62 272.53 and $2,481.07. :

Home Infusion Therapy

R 'I‘hronghout 1995, the Umted States Attomey s Oﬁice for the Dlstrrct of Connectrcut accepted
referrals from the Diversion Investigative Unit of the Drug Enforcement Administration (DEA) to
_bring civil penalty actions under the record keeping provisions of the Controlled Substances Act.
" These referrals resulted in the recovery of more than $2.1 million in 1995. One of the largest of
these recoveries was in United States v. Chartwéll-Southern New England, a joint DEA and State . .
. of Connecticut, Department of Consumer Protection-Drug Control Division, investigation which -
revealed significant record keeping irregularities by Chartwell relating to its home infusion ~ .
business. Chartwell, owned in part by Yale-New Haven Hospital, Stamford Hospital, Bridgeport -
Hospital, Charlotte-Hungerford Hospital, and Veterans Memorial Medical Center, agreed to pay
- the United States $600,000. In addition, Chartwell agreed to furnish $300,000 worth of medical
“supplies to Connecticut Hespxce Inc., in Branford; Bread and Roses Hospice in Georgetown _
Hospice Care, Inc., in Stamford, and Samt Francls Hospltal and Medtcal Center Home Health A

Agency in Hartford

@ Twelve individuals were con\ncted ona 35-count 1nd1ctment chargmg conspiracy, mail fraud,
false statements, money laundermg, and structuring in connection with a nearly $13 million,
Medicare fraud prosecuted by the Southern District of Flonda From April 1992 to October
© 1994, the defendants created 18 different companies for purposes of bxllmg Medicare for
Parenteral Nutritional therapy -- a milk supplement prowded to people unable to dlgest most
o foods. Each company had a bank account and privaté mail-box, but none of the companies -
- .exrsted anywhere except on paper "The defendantsuquahﬁed to partrcxpate in the Medicare PEN
L therapy program by subrmttmg ﬁaudulent applrcat' : : ;llstmg the private. maxl-boxe
~* Las their "office locations": The defendants then billed. Medlca sin“g"umawﬁmy-ﬁastainea: N 5
" Medicare patient' numbers and physzcran ldenttﬁcat nbers:"On March 27, 1996, the court i
‘sentenced one’ defendant to 25 months mtpnsonment ‘and’ordered':hxm to pay restitution: of
- $392, 954 Other. defendants were placed on probatron and ordered to pay- restttutlon
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Hospitals

< The Brooklyn Hospital Center and one of its physicians agreed to pay the United States
$875,000 to settle allegations that they had received federal funds in connection with consultative
medical examinations of applicants for Social Security disability benefits, which were never
performed or performed in part. Since 1989, defendants were paid for approximately 10,000
examinations purportedly conducted by the physician. The settlement also provides that she will
be barred from the Social Security Administration's medical consultant program for a period of

_ five years.

«» The Umted States Attorneys' Oﬂ'lces for the Southern and Northern Districts of Ohio and HHS
OIG launched an initiative targeting hospitals-in Ohio that fraudulently bill Medicare for blood
chemistry tests run on automated equipment as a series of tests rather than using the appropriate
automated test codes. As part of the initiative, hospitals disclose outpatient laboratory unbundling
practices, make monetary settlements and agree to corporate integrity agreements. For example,
Timken Mercy Medical Center paid $1,170,000 to settle claims of improper billings and agreed to
hire an independent auditor to review its outpatlent bllllng practices for any other billing
1mpropr1et1es

Insurance Companies

< Two San Francisco Bay Area businessmen were charged with thirty-one counts of mail fraud in
~ connection with their failed insurance business, called Stoddard Insurance Administration. As -
alleged in the indictment, the defendants marketed health insurance plans to people who had “pre-
existing" conditions and were unable to get insurance from other companies. Only later, after
paying premiums for years in some cases, did the victims discover that in fact no insurance
company was backing the policies -- they-had no coverage. The al]eged losses exceed $1.5
million. In a similar case, an individual was charged with making various false claims in order to
induce consumers to purchase his health plan, including claims that it was fully insured by Lloyd's

- of London and other insurance companies when there was no such insurance available. He also
claimed that his plan met the requirements of ERISA and was therefore exempt from State
insurance regulation and oversight. Consumers were left with over $3.7 million in unpaid medrcal
claims when the health plan went out of busmess

% An individual was convicted and sentenced to 24 years lmprlsonment and he and his
corporation, Integrated Network-Systems, Inc., Washington state's largest preferred provider
" organization (PPO), agreed to pay approxrmately $2.5 million to settle a qui tam action. He and
INS admitted to skimming $1.4 million from health insurance companies. They negotiated
discounts with medical center hospitals and agreed to pass on the discounted prices to various
rural medical service bureaus which agreed to pay the discounted prices to defendants, who, in
‘turn, ‘were to pay those sums.to the hospitals. Defendants cheated by quoting and collectmg :
. .boosted: prlces from medrca] service bureaus and paying the lesser discounted sums to the : -
L hospltals One of the thlm medlcal service bureaus adrmmstered FEHBP claims under contract
* with the U.S. Office of Personnel Management. This case was obtamed by the Westem DlStl‘lCt
of Washlngton s MEDFRAUD task force.
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el “California carrier nusrepresentmg the’ pumps as Talley pumps. The defendant pald $300, 000 in

Laboratory Services

< In United States v, Prime Laboratory, Inc., U.S. Attorney for the Southern District of Florida
secured a temporary restraining order and preliminary injunction against one of the largest clinical
reference laboratories in Florida which was billing for nonreimbursable services. One beneficiary
had a full blood analysis and urinalysis ordered by 18 different doctors from 18 different clinics in
a 21-month period. Approximately $2 mllhon was frozen by the injunctive relief and the chmc is

now out of busmess

< The U.S. Attomey-for the districts of New Jersey and Maryland, in conjunction with the Civil
Division, recovered almost $9 million from MetPath Inc., a major national blood-testing '
laboratory, for billing Medicare and other third-party payers for tests that were not performed due
to inadequate or tainted specimen. The government alleged that MetPath was billing for
thousands of tests that could not be performed because the specimen had been damaged or
because there was not enough of a particular specnmen to: un certain tests.

& The owner of Nova Medical Laboratories, Inc. of Cleveland pleaded guilty in the Northern
District of Qhio to making false Medicare claims by falsely representing that Nova had performed

“certain blood tests. In a separate case, an Indianapolis physician pleaded guilty to taking
kickbacks from Nova to conduct unnecessary blood tests on his patients. These tests purported
to determine whether a patient was likely to contract any one of 50 different dlseases and are
widely touted in the altematwe medlcme commumty ‘

Lymphedema Pumps ' ' ’

During 1995 and 1996, the Civil Division and U S. Attorneys' oﬁices in New Jersey,
Maryland and the Eastern District of Pennsylvania resolved a number of cases involving the
upcoding of Medicare claims for lymphedema pumps.- Lymphedema pumps are used to treat.a
rare condition where lymph fluid buildup causes swelling in the extremities. Medicare requires
that these pumps meet certain engineering requirements to qualify for a $5,000 reimbursement
rate under Code E0652. ~

< In 1995, Huntleigh Technology, a lymphedema pump manufacturer, agreed to pay $4.9 million .
to settle allegations that it misrepresented toits customers that its Flowplus pump qualified for
Medicare reimbursement under Code E0652, when the pump qualified for much smaller
reimbursement, a dlﬁ'erenee in renmbursement of about $4,000 per pump

. 4 In July 1995, the owner and president of Global Medical Systems Inc. pleaded guilty to mail .
. fraud in connection with claims for Huntleigh pumps. He first submitted upeoded claims for the =~
- pumps to the Maryland carrier. When these claims were denied, he resubmitted the claims'to the .

restitution and is awaltmg sentencmg He has pald an addmonal $300 000 in a cml settlement S
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& In September 1995, a jury convicted the owner of Medfast, Inc., after a two and half week
trial. Medfast submitted nearly 60 claims to two Medicare carriers and one private insurer,

- misrepresenting that a doctor had prescribed a lymphedema pump. Several doctors testified that
their signatures on the certificates of medical necessity, submitted to Medicare by Medfast, had
been forged. The owner was sentenced to 35 months a fine of $7,500 and restitution of
$220,000. Co %

‘& The U.S. Attorney’s Office for the Eastern District of Pennsylvania, working with the Civil
‘Division, secured $4 million from Advanced Care Associates, Inc. and several individuals, to -
settle allegations that the defendants had submitted false documentation to obtain Medicare
reimbursement for hundreds of lymphedema pumps and sleeves pumps. The government alleged
that the defendants falsified information and forged certificates of medical necessity, failed to
collect copayments, misrepresented used equipment as new equipment, and destroyed documents
to avoid detection of the scheme. The individuals are permanently barred from participating in
Medicare and certain state health care programs, and the defendant corporatxon and its parent
company have agreed to a three year compliance program. - :

< The District of New Jersey, working with the Civil Dmsnon, recovered nearly $1 million from-
two other pump suppliers for upcoding. Body Recall, Inc. paid the United States $875,000, and
Cornell Healthcare Corp. paid $100,000 to settle the Government's claims. Medicare compliance
programs were established in both cases. The investigation was conducted by the HHS IG and the

FBI

< Lymphedema pump supplier National Medical Systems agreed to pay $1.5 million to resolve
claims of upcoding Huntleigh and Jobst pumps and systematic waiver of the copayment and co-
_insurance deductible, in a case brought by the U.S. Attorney's Of:ﬁce for the District of Maxyland
and the Civil Division. .

< Intervening in a qui tam action, the U.S. Attorney's Office in the Western District of Wisconsin,
with substantial assistance from the Civil Division's Commercial Litigation Branch, obtained a
'$2.1 million settlement against Curative Technolog:es d/b/a Ultramed to settle allegations that
Ultramed submitted claims regarding lymphedema pumps that did not meet the specifications of
Medicare code provision E0652.

Nui‘sing Homes

< In one of the nation's largest nursing home fraud cases, the U.S. Attorney's office for the
Eastern District of California obtained a conviction of the owner of a nursmg home who. = . :
fraudulently billed Medicare. The defendant controlled a 99-bed nursing home through 1 Wthh he L
submitted false claims for medical supplles resulting in payments of $3.9 million over a four-ye
'penod “When auditors requested documentatlon for the ‘medical- supphes -he created fals
invoices and false medical and ﬁnanc:lal records ‘As part of the scheme, the owner- also made
payoffs to employees of the msurance company whaeh processed the Medlcare clalms He was
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+~and Dunnington's Rx Services; who yaid '$750,000 and’ $700 000 ‘respectively, to settle claims

convicted of 28 felony counts, including eonspiracy to defraud the United States, and money
laundering. He was sentenced to 11 years and 3 months imprisonment, a $300,000 ﬁne and

ordered to pay $3 million restitution.

< The Southern District of Indiana charged Meridian Dental Group with defrauding the Medicaid
program by making false statements to the program. The corporation has agreed to waive
indictment, pay investigative costs of $12,000 and pay the United States $150,000. Meridian
entered into contracts with over 50 nursmg homes in the State of Indiana to provide the residents
of the homes with full service dental services. Meridian devised a scheme to defraud Medicaid by
submitting claims for the repair of each tooth contained in the denture as opposed for blllmg for
the replacement of the denture. ' :

- < Manor Care, Inc., the owner and operator of several nursing homes, agreed to settle a civil
false claims case for $150,000 in the District of Kansas. The false claims arose from two Cost

~ Reports submitted to the Part A Medicare Carrier, Mutual of Omaha. The Cost Reports
overstated the number of nursing hours spent caring for Medicare patients. Because an employee
detected early the false Cost Reports and law enforcement promptly intervened, the corporation
quickly changed its procedures for recordmg nursing hours, thus preventing large losses to the
Medicare program. »

Pharmaceuticals and Pharmaceutical Services

< After a six-day jury trial in the Western District of Arkansas in May 1995, a pharmacist was
convicted of dispensing Schedule II and Schedule IV controlled substances outside the scope of
‘his profession, and of making false statements in applications for payment of Medicaid funds for
. prescription drugs. He was sentenced to 78 months imprisonment and ordered to pay restitution
in the amount of $129,216.56. The Medicaid fraud consisted of three separate schemes, including
billing Medicaid for bogus prescriptions for nursing home patients and other institutionalized
Medicaid recipients, for drugs never dlspensed and for over-billing the quantlty of a particular
drug prescribed.

- < A pharmacist and his business were convicted of mail fraud and money laundering in the .

Northern District of Florida. He fraudulently billed programs for bogus prescriptions and greatly
inflated prescription amounts over a 10 month period of time. The defendant was sentenced to 87
months imprisonment and ordered to pay $1,029,834 in restitution.

< In 1995, the U.S. Attorney's Office for the District of Massachusetts recovered $1.745 million
in civil penaltles under the Comprehenswe Drug Abuse Prevention and Control Act. Among . -
- parties paying the. penaltles were: ge T etaxl phatmames Instacare Pharmacy Services Corp

that they violated the secunty and record-keepmg requxrements “of the Act. These two pen_altr s
were ‘the largest ever in New England and among the la.rgest nationwide under the Act. - °
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< On December 13, 1995, the owner and operator of two pharmacies, was sentenced in the
Eastern District of Michigan to 10 months incarceration and ordered to pay $411,135 in
restitution in connection with his conviction on various charges relating to operation of his
business. The pharmacist, received prescription requests from individuals insured by Blue
Cross/Blue Shield of Michigan (BCBSM). Defendant obtained BCBSM subscriber identification
cards in names other than his own, obtained hospital prescription forms and caused unauthorized
- prescriptions to be written for expensive drugs for which there was no generic equivalent in the
“names provided on the BCBSM subscriber cards he had obtained through his pharmacies.
-Subsequently, he then used the prescriptions and the subscriber cards to obtain the drugs from
various pharmacy outlets in the Detroit area. He then resold the drugs through his pharmacies
and billed BCBSM a second time for the sale of the same drugs. He caused over $410,000 worth
of fraudulently obtained prescription drugs to be paid for by BCBSM.

< A nine-year joint investigation by the FBL, DEA, state and local police, narcotics officers,

- - Medicaid investigators, and Blué Cross of criminal drug diversions resulted in convictions of an ‘
osteopathic physician and others. The investigation included a sting operation--a phony drug
house run by undercover agents where people could sell prescription drugs. The osteopathic

‘physician's “patients" would get their prescriptions from the defendant physician, fill them at
another defendant's pharmacy, and then sell them at the drug house. Anundercover agent
wearing a wire recorded visits to physician's office and to the pharmacy. At the store, employees

“asked which prescriptions should be filled (for sale on the street). The pharmacy billed the
unfilled prescriptions to Medicaid and BCBS. The osteopathic physician pleaded guilty on

" October 4, 1995. On December 21, 1995, a jury in. the Eastern District of Miclugan convicted the

‘ pharmacy s owner.

& On December 21, 1995, a jury in the Eastern District of Michigan convicted a pharmacist of
conspiracy to distribute controlled prescription drugs (Valium, Tylenol 3 and 4, Vicodin,
‘Percocet, and others containing codeine) and mail fraud. The U.S. Attorney's Office for the
Eastern District of Michigan won a jury verdict with less than one hour of deliberation after a

. three-week trial.

< On December 13, 1995 also in eastern Drstnct of Michlgan, a pharmacy owner pleaded guilty
to obtaining BCBS relmbursement for $7.6 million in false prescription claims. Authorities
learned of the scam following a customer call to BCBS's anti-fraud hotline.. Insurance company
investigators and the FBI launched a two-year investigation which uncovered a prescription
business that outstripped its competitors five-fold. The owner pleaded guilty and agreed to-
reimburse BCBS $8.6 million--the amount of the fraud plus $1 million in interest--almost
lmmedlately after agents searched hxs store and home and selzed papers records and computers.

& The U. S Attorney's Office for the Southem Dlstnct of Misswsrppl obtamed a $25, 000 .

- settlement against Poly Pharmaceuticals for-violation of the Comprehensive Drug Abuse . . 5 :
Prevention and Control Act-of 1970.- Poly Phannaceutrcals violations included failure to make o

\ keep, or ﬁxrmsh proper records; reports orders or order forms statements invoices, and other,

]
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information it was required to keep for the controlled substances it distributed. In addition to
paying the $25,000 settlement, Poly Pharmaceuticals agreed to surrender its DEA registration to
handle controlled substances on or before September 21, 1996, agreed to dispose of all its present
inventory of controlled substances, agreed not to permit its sales personnel to handle delivery of |
controlled substances and agreed to mamtam complete and accurate records

% In 1995, the U.S. Attomey for the District of Oregon obtained two sxgmﬁcant

- Medicare/Medicaid civil fraud recoveries for overpayments made to pharmacies which had bllled
the government for generic drugs at higher non-generic rates. The government recovered
$687,000 from Clinical Health Systems.and $225,000 from Hi-School Pharmacy..

< In March 1995, a pharmacy owner and operator, was sentenced in the Eastern District of
Tennessee to three years probation, six months in a half-way house, fined $10,000 after he -
pleaded guilty to a one-count information charging him with falsely billing Medicaid. He had been
charged with submitting false claims for reimbursement for prescription medications in which he
falsely represented that a Medlcald recrptent had been prescrlbed and furnished certam
medications. :

< Circa Pharmaceutxcals Inc, formerly Bolar Pharmaceuticals, Inc., agreed to pay the
Government $2.7 million in settlement of civil claims relatmg to its sale of generic drugs to the
Government. In tests designed to compare how the genenc version compared with the brand
name, Bolar substituted the brand-name drug for the generic version, thus testing the brand-name
drug against itself. Bolar then submitted those test results to the FDA as part of the generic drug
approval process. ‘ Bolar also deviated from the FDA-approved formula, but kept a second set of

- records designed to establish that it had used the approved formula. In 1991, Bolar plead guilty
to a 20-count information relating to the generic drug scheme, agreed to pay $10 million in fines,
and withdrew virtually all of the generic drugs for which it had received FDA approval.

+ In a case investigated by the FBI, the FDA, the State of Idaho Attorney General's Office, the
Idaho Bureau of Narcotics and the U.S. Attorney's Office for the District of Idaho, an indictment
was returned in'October, 1995 which resulted in the successful prosecution of a naturopath for
mail fraud and mislabeling a controlled substance. The mail fraud charges relate to the o
naturopath's practice of billing insurance companies through a licensed chiropractor, who was
employed at the naturopath's clinic, for an unapproved and experimental blood test performed
entirely by the naturopath. The naturopath obtained over $50,000 in one year billing patients and -
insurance companies for the experimental test. The mislabeling charges related to "black pearls"
sold to patients which contained Valium. As a part of the plea agreement the defendant has .

.agreed to stop practicing as a naturopath. On March 19, 1996, the defendant was plaoed on four

years probation, ordered to pay $1,186 restitution a ﬁned $_10,QQO.; P :
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Physicians and Other Practitioners

< The U.S. Attorney's Office for the District of Arizona has collected over $100,000 in civil.
settlements from physicians who had written prescriptions for controlled substances for persons
who were not their patients, but who were connected with a non-profit medical relief
organization. The purpose of the prescriptions was to allow the relief organization to obtain a
_supply of drugs without following DEA procedural requirements. Some of the controlled
substances were diverted by a member of the relief organization to her own personal use (without
the knowledge of the physicians). : :

- & On December 5, 1995, a dentist was convicted by a federal jury in the Middle District of
Florida on charges of mail fraud, health care program fraud and failure to file income and

~ employer tax returns. While operating his dental practice under the name Affordable Dental Care,

the defendant submitted fraudulent claims to Medicaid for services that had not been provided to

patrents or which were performed by unllcensed and unqualified individuals. .

< A'temporary restraining order was issued in the Southem sttrlct of Flonda on November 29,
1995, against a physician freezing approximately $1.3 million and stopping another $500,000.00
from being paid to him by Medicare. Investigation had revealed that the amount paid by

Medicare to the physician jumped from approximately. $110,000 in 1994 to approximately ‘
$3,000,000 in 1995 (most of which was from June through November.) The primary allegations
of fraud involve payment of kickbacks and performing unnecessary tests. He saw 13 patients one
day and billed Medicare $172 000.00, part ofan eight-day stretch where billing exceeded $1
million. A

< The District of Hawaii prosecuted an lnterrust who was the deputy director of the State of

. Hawaii Department of Health, who engaged in a broad-based fraud whereby she billed nearly $1

~million to private insurers and government programs for services which were not rendered. She
also falsified medical records to support her fraud, and thereby deprived patients of meaningful
medical histories for insurance and diagnostic purposes. She pleaded guilty to three counts of
miail fraud and settled a parallel false claims act suit for $150,000. She also pard $450 000 in
restitution to BCBS of Hawaii. , : ,

¢A physrclan is currently serving a 36-month prison sentence following his conviction in the
Southern District of Indiana on Medicaid fraud. The prosecution was the first health care fraud
case to be tried in the district in more than 10 years and was the result of the joint investigation of

~ the state and federal health care ﬁ'aud task force

< The Westem Drstnct of Louas:ana obtamed a $2.1 million judgment against a Shreveport
chiropractor.” The Louisiana Department of Health and Hospitals performed an audit of Medicald
.. reimbursements.which revealed 86%.of his patlents were minors, and often members of the same -

famlly The audit also revealed that bllled serwces were not actually provxded or were upcoded
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< A dermatologist and weight loss specialist was convicted in December 1995 in the District of
Massachusetts on 50 counts of mail fraud relating to a false billing scheme that defrauded the
Medicare Program as well as a number of private insurance companies. The doctor would see a
patient and provide weight loss advice, a service not covered by the Medicare program, or -
provide some other minor dermatological care to a patient, but then bill Medicare and private
insurers.for expensive dermatological procedures, primarily the destruction or removal of skin
lesions. The false bills for what were typically 5 or 10 minute appointments often ran as high as
$1,400. During the investigation of the case, a number of retired FBI agents, acting as patients,
were used as undercover operatives and made: appomtments with the doctor to seek adwce on

matters concerning weight loss..

¢ A podtatnst practicing in the Southern District of Mismssmpl agreed to pay the United States

- $30,000 for filing false claims for Medicare payments and reimbursements. submitted claims for
Medicare payments and reimbursements for deceased patients and for living patients who had not
actually received any services from her. The United States was able to. prevent payment on
almost all of these false claims as a result of an internal investigation by the HHS OIG.  In
addition to the $30,000 sum paid by Dr. Jointer, she was also placed on a restrictive educatlon

and prepayment review regimen by the Medxcare carrier and HHS OIG.

< The U.S. Attomey for the Eastern District of New York settled a qui tam against Brooklyn.
doctor. The suit alleged that the doctor collected $550,000 from the Social Security
Administration for performing complete physicals on 10,000 people seeking Social Security
disability benefits from-1990-94, when only cursory reviews had been performed, if at all. The
doctor then submitted false medical reports to make it appear as though an examination had taken
place. In one case, she reported that a man with an amputated leg and a permanently frozen
shoulder joint had a normal gait and could bend over and touch his toes without pain. The man

" was denied disability benefits based on her medical report. The qui tam action was filed by five
persons who similarly were denied benefits based on her reports. Since filing the action, the
relators have obtained benefits and, in addmon, have recelved $113,700 as their share in the

proceeds cf the action.

¢In July, 1995, in the Northem District of New York, a general practitioner with a smable
Medicaid clientele agreed to pay $40,000 to settle allegations that he submitted false claims for
EKGs that were not actually provided in wolatxon of the False Clalms Act, common law fraud
breach of contract, and unjust ennchment

< In 1995, a federal grand jury in the District of Oregon retumed as l-count indictment agamst
an ophthalmologist for charges of false claims against the United States and mail fraud. The
indictment alleges that he performed unnecessary cataract surgery on Medicare patients. In -
- Oregon, professnonal guidelines provide that cataract surgery is not medically necessary unless the
- cataract causes a person's best corrected vision to be 20/50 or below. The indictment charges that
the defendant falsified the results of visual acuity tests of his patients in written reports submitted.
to the hospitals where the surgery was performed in order tojustify the surgeries. He plead gullty
to the charges in May 1996 and was sentenced to two years probatlon and $10, 371 S52in"
restitution. :
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< A four-week trial culminated in the conviction in June 1995 in the Eastern District of
Pennsylvania of the two principals of a speech therapy company responsible for $250,000 in
fraudulent Medicare over-billings. Universal Rehabilitation Service, Inc. was a rehabilitation
therapy company that provided speech therapy to Medicare Part B patients in nursing homes.
Because the nursing homes were not rehabilitative, there were not enough Medicare-appropriate
patients. The defendants directed that the documentation be falsified to insure that Medicare
would reimburse for the therapy already given. The defendants have not yet been sentenced, due
to pending post trial motions. A parallel civil False Claims Aet action also is pending. '

& Two doctors were convicted in the Middie District of Pennsylvama of submitting false
Medicare claims. ‘They performed acupuncture on patients, then billed for different procedures to
obtain Medicare reimbursement. They both were convicted of conspiracy to present false
statements to Pennsylvania Blue Shield. They were sentenced to 30 months and 27 months
respectwely, and ordered to pay restitution of $300,000.

< The,Un_lted States Attomey's Office for the Southern District of Texas brought criminal and
civil charges against a physician and his wife and the Northshore Eye Clinic for fraudulently billing
Medicare, Medicaid and private insurance plans. Northshore used the mail to submit false claims
- for various covered procedures when the procedure actually performed was a radial keratotomy --
a procedure not covered under most insurance policies. In addition, the criminal information
- alleged that Northshore and the physician paid kickbacks for the referral of patients. He was
sentenced to 18 months in prison and his wife was sentenced to 4 months home detention and 8
months probation. They also were ordered to pay $271,761 in restitution. In a separate civil
settlement, they jointly agreed to pay $800,000. The investigation was commenced after a
referral was received by the Houston area health care fraud hotline (800-535-9541). The hotlme
is staffed 24 hours a day by representatives of the U.S. Postal Inspectlon Serwce

Psychlatrlsts, Psychlatrlc Hospltals and Mental Health Services

< On August 23, 1996 the former Administrator and Controller of the Sprmgwood Psychlatnc
Institution, pleaded guilty in the Eastern District of Virginia to conspiring to:''I) defraud the

Office of Personnel Management and the U.S. Postal Service; 2) mail false billing claims to federal
and private health insurance plans; and 3) pay gratuities to a U.S. Postal Service employee. - As
part of the plea agreement, he stipulated to losses in the amount of $325,000. [The guilty plea .
and indictment are part of an ongoing investigation into fraudulent billing practices by
Springwood, and its former corporate parent, National Medical Enterprises (NME) Inc.] On
September 26, 1996 in a related development, Gregory Z. Cantrell, a former Vice President of
NME and an administrator of Springwood, was indicted in the Eastern District of Virginia on one
count of consplracy to defraud the United States, and two counts of bnbery and 175 mail ﬁaud
counts ansmg from the same scheme to which Klutz pleaded guilty. . . » o

" @& On January 16 1996 a federal grand Jury in the Middle District of Florida returned a twenty- ok 4 B -

eight count indictment chargmg a chmcal psychologlst w1th felony offenses relatmg to health care

-
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i .attempted to-obstruct it by asking patlents to lie: about his treatment of the n;

fraud. Heis charged with havmg conspxred to deﬁaud the United States and to commit mail

fraud and false claims offenses, by causing claims for psychological services to be submitted to the
Medicare Part B and Railroad Retirement Trust Fund programs in violation of Medicare payment
rules. The indictment also charges that He back-dated entries in progress notes falsely stating that
patients had been contacted about their co-payment obligations. Additionally, he is alleged to

have forged patient signatures on psychological treatment consent forms, in files submitted to
Medicare Part B. He plead gullty to the charges and was sentenoed to 33 months 1mpnsonment
and ordered to pay $81, 893 in restitution. : : : o

% On December 2, 1994 the former Mcdlcal Director of Harbor Oaks Hospital in Fort Walton
Beach pleaded guilty in the Northern District of Florida to a one-count information charging him
with engaging in a scheme of mail fraud which, during the years of 1987-1991, resulted in the
defendant receiving approxlmately $365,711.14 in overpayments for up-coded and other false
billings for psychiatric medical services rendered to drug and alcohol dependant adolescents, many
of whom were military dependents, and submitted to CHAMPUS and to 42 private msurance
companies. He was sentenced to 15 months imprisonment, 7 % months to be served in prison and
7 ¥ months to be served in electronically monitored home detention, three years supervised '
release, fined $25,000 and ordered to pay restitution to CHAMPUS of $202,035.58, restitution to
the 42 pnvate insurance companies of $163,675.56, and to pay the United States an additional

© $202,035.58 in-settlement of its civil fraud claims. The doctor's professional association was
sentenced to three years probation, to be jointly and severally liable for the restitution and for the
civil settlement, and ordered to pay the government investigative costs of $40, 146 10.

"% In 1995, a hcensed psychologrst pleaded guilty in the Middle Drstnct of Georgra and was
sentenced to five years probation, a $1,000.00 fine, and restitution totaling $6,789.16 for billing
for services alleged rendered by himself, when in fact, an assistant had performed unrelated -
activities, and the psycholog;st was not present at the time.

% The U S. Attorney's Ofﬁce for the Central District of Illinois brought a series of sucoessﬁll civil
 false claims actions against psychiatrists, psychotherapists and others. In one case, a $4.17 million
judgment was obtained against a psychiatrist who had filed more than 800 false claims for
psychotherapy. In another case, the Office recovered $200,000 from another psychiatrist for 400
false claims, In both cases the psychlatnsts brlled for psychotherapy sessions which had not been :
performed. : : : -

< On August 2 1995, a psychxatnst was convrcted in the District of Massachusetts on 136 counts
* of mail fraud, Medicare fraud and obstruction of justice. During his three-week trial, the
government proved that he brlled the Medicare Program and other insurers for-the treatment of
patients on days when he was out of the country on vacation in Mexico or the Canbbean or.on hrs
honeymoon in Portugal. “In addition, once He became aware of the federal mvestrgatxon, he o

psychiatrist threatened a patlent's farmly member with' dlsclosure of conﬁdentrai ch D
records. He defended the case, m part, by clarmmg that he was msane and that hrs msamty had wEr
caused h1m to overbill.. - : ‘ s = RV

36


http:6,789.16
http:1,000.00
http:40,146.10
http:202,035.58
http:of$163;675.56
http:of$202,035.58

: '3‘ The U.S. Attorney s Office for the Southern Dlstnct of N[lSSlSSlppl successfully prosecuted a
psychiatrist and his partner, an unlicensed social worker, for submission of false claims to

. CHAMPUS. After thé social worker pleaded guilty to an information and agreed to testify
" against the psychiatrist, ultimately also entered a guilty plea. Both defendants received probation

- (with a portion to be served on home confinement) and both were ordered to pay approxrmately
$11,200 in restltutlon, for a total of apprommately $22 500.

< The U S. Attorney's Office for the District of Nebraska together with the Department of Justice
pursued a Medicaid fraud case against Rivendell Psychiatric Hospital ("Rivendell"), a 60-bed -
facility in Seward, Nebraska. Rivendell cared for severely emotionally troubled children and
adolescents. Rivendell billed psychiatrists' minimal patient visits at maximum time increments
duririg the late 1980s and early 1990s.- On September 29, 1995, Rivendell's parent company,

- Vendell Healthcare, Inc., tendered a check for payment in full of $554 694 .

& In January 1995, a former hospltal adrmmstrator of Psychxatnc Institute of Fort Worth and a ,
Regional Vice President of Psychiatric Institute of America was sentenced to 5 years probation on .-
‘his plea to conspiracy to pay kickbacks. He also agreed to pay a civil settlement of $221, 000 in

the Northern District of Texas, and agreed to cooperate and assist in all other cases.

& In Apnl 1995 a former psychratnc counselor wrth the Psychlatnc Institute of F ort Worth

(PIFW) was sentenced to 97 months i in prison, a criminal fine of 375,000 and was assessed a cml
habrhty in the amount of $1.5 million in the Northern District of Texas C

< A medical doctor specializing in psychlatnc care for approxm)ately 20 years in the Greater

' Milwaukee Area agreed to the entry of a $35,000 monetary judgment in the.Eastern District of
Wisconsin against him individually and against his corporation for fraudulent bdlmg practices over

a several-year period in the late 1980s and early 1990s. He routinely billed Medicaid for

in-person, hands-on psychiatric care for the residents of two major local nursing homes when, in

fact, he visited patlents only mfrequently and merely rewewed records of their status on a monthly

basis.

% On March 6, 1996, a licensed chmcal psychologlst with a private practtce in Covma, Cahforma,

pleaded guilty in the Central District of California to conspiracy and receiving 111egal kickbacks for = - .
referring patients to a psychiatric hospital.” In exchange for $150,000 in payments over a 2 year. = °
period and other financial benefits including office furniture and marketing personnel, He referred
~ approximately 143 patients to Glenbrook Hospital and to another NME hospital, Yorba Hills

Hospital and Mental Health Center in Yorba Linda, California. He admitted that he did not .
~perform any consulting services for Glenbrook Hospital and his only obligation for his monthly .
"stlpend" pald by Glenbrook was to refer patlents Sentencmg is scheduled for August 4, 199’7

. & The former Chlef Exeoutw Oﬁ od'Psychxatnc Center ,In hu
"Vsta, Cahforma was indicted i in ‘the tSouthem Dtstrlct Q {"allforma for obstructmg a feder ;
mvestlgatlon and mallmg threatemng letters The charges stemmed ﬁ'om a broadcast of a
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television news magazine program, Front Page, which described a nationwide criminal
- investigation of practices at psychiatric hospitals, (including Southwood) owned and 'operated by
National Medical Enterprises, Inc. (NME). After the broadcast, the former CEO sent a.
threatening letter to the parents of thirteen year old who committed suicide in 1992 while she was.
" a patient at Southwood. He was also charged with sending a threatening letter to a former
employee of Southwood who was interviewed by Front Page. He was convicted and sentenced to .
6 months in a half-way- house and a fine of $10 000 on August 7, 1996. ‘

LA pSycholo’gxst who provided outpatient therapy to patlents .through the Center for Mental
Health Services, In¢. in Leavenworth, Kansas, was convicted in the Western District of Missouri
of all charges in a 19-count indictment, including 1-count of conspiracy to receive kickbacks from
‘North Hills Hospital in the Medicare and CHAMPUS programs, mail fraud counts and § 666

counts. On July 6, 1995, he was sentenced to 5 years probation with s1x months home detention,

and a fine of $10,000. The Center for Mental Health Services received a special assessment of
$3,400. In April 1996 the appeal was argued before the Erghth Cu‘cult Court of Appeals

& On December 1, 1994 in the Northern District of Texas a llcensed professtonal counselor who |
‘operated a counselmg clinic, the Center for Human Growth, in Burleson, Texas, was charged thh
- two counts of conspiring to commit mail fraud and conspiring to receive payments from
- Psychiatric Institute of Fort Worth (PIFW) for patient referrals. He entered into agreements with

representatives of PIFW to bill it for services rendered to patients that were never performed. In

April 1995 he was sentenced to ninety-seven months imprisonment, a criminal fine of $375,000 .

(in addition to hls $l 5 million cml settlement thh the govemment) and 3 years supemsed

release

4 On September 17, 1996, a grand jury in the Northern District of Texas indicted a Dr.-Robert
Gross, for mail fraud involving a number of matters. Gross, who worked at both PIA Forth
* Worth and Bedford Meadows Hospital as a Unit Director, and Medical Coordmator is charged
with accepting approx1mate y $800,000 as a reward for his agreement to maximize the number of
_ patients and keeping census high; and submitting false claims for treatment which he did not
‘provide, including claims for services when he was out of town and/or for services that were
- provided by a person who was not a medlcal doctor. Dr. Gross is a fugitive and also charged
with making a false statement to obtain a passport and criminal contempt both for leaving Texas
in violation of a court order and for failure to appear at the grand Jury as requtred by a court
~ order. Dr Gross is stlll a fugmve o

¢ On May 15, 1996, a grand jury in’ the Northern District of Texas returned an mdlotment agamst ‘

the former Medical Director of the Psychiatric Institute of Fort Worth (PIFW), charging ‘him with L

“ " for sefvices that were not. rendered.v

. 8 counts of mail fraud, in violation of 18 U.S.C. Sectlons 1341 & 2. The- indictment charged that o
: Burgos between December 1985 through 1993. admitted patients to PIFW in order’ to receive .
. more than $1 mlllnon false bxllmgs from PIFW and to 'submit false claims to insurance compame
‘”On.November A 1996 ajury: convicted Hernan’ Bur
blllmg for semces not rendered Sentencmg is

- A‘,14 counts of mail fraud lnvolw
. for February 7, 1997 :
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Staged Automobile A‘ccidents/Workers CompensationFraud'.

< As a part of the national FBI initiative targeting "accident scams" (Sudden Impact), two

doctors and their wives were successfully prosecuted in the District of Kansas for fraudulent

billing of numerous insurance companies. The doctors and their wives, along with other-co-

" conspirators, created false medical bills and patient-charts for patients who had been in minor or

 staged auto accidents and who had not been injured. The purpose of creating the false bills was
to meet the state tort threshold of $2,000 in medical expenses, a threshold requxred before
damages for pain and suﬁ‘enng can be sought. These false bills were submitted to insurance
companies to encourage the companies to pay the accident * 'victims" large settlements Both .
doctors received jail time. : : : ‘

%.0n November 30, 1995, a family practltloner from Momstovm, New J ersey, pleaded guilty in
the District of New Jersey to charges that he defrauded i insurance companies and took affirmative
steps to conceal those frauds. His prosecution grew out of an undercover i mvestlgatlon in which
federal and state law enforcement authorities staged a bus crash in 'downtown Newark. Slx
undercover law enforcement agents who were aboard the undercover bus posed as "injur,
- patients in seeking treatment from the doctor who then submitted false bills to insurance
- companies for his purported treatment of the patients. He falsely billed the insurance companies
for examinations, physmtherapy sessions and medical equipment that he never provided to the .
- patients and certified to insurance companies that he personally administered all physiotherapy to -
patients, when in fact the therapy was either unsupervised or was provided by untrained clerical
personnel. the defendant tried to conceal his fraud in a number of ways including creating false
physician's progress notes and by requiring patients to sign affidavits, before treatment, which
falsely stated that his bill was accurate. After he learned that he was the target of an investigation -
he attempted to obstruct the probe by attemptmg to persuade wﬁnesses to lie before the federal
grand jury that was mvestlgatmg lnm ‘ : :

SA psychlatnst who operated a pain chmc pleaded guxlty to a two-count 1nfonnat10n in the
Western District of Texas charging him with filing a false claim with the Depattment of Labor in’
violation of 18 U.S.C. § 287 and one count of making a false income tax return in violation of 26
USC. § 7206(1). The defendant submitted false payments to the Department of Labor's .
workers' compensation program in connection with "biofeedback" treatment and failed to disclose
certain payments received from insurance companies and personal injury 'lawyers on his 1989,

1990, and 1991 federal income tax returns. On July 19, 1995, he was ordered to serve 21 montlis .

“imprisonment, to pay a $50,000 fine, $200,000 in restitution and all back taxes, penalties and
~ interest; and to serve three years supervised release '

& On July 12 1995 the ¢ owner and operator and the clnef ﬁnanc1al officer ofa temporary
‘employment company and an employee leasing firm which provided leased employees to

‘businesses in approximately 38 states, were charged.i in the District of Connecticut with consplracy‘ o

. and multiple counts of mail and wire fraud in executing a multi-million dollar fraud scheme. The ",

" defendants defrauded insurance companies and regulatory agencnes by obtaining workers'

. ' _"‘compensatlon benefits for its employees at artlﬁcxally low ‘premiums by submitting false
mformatlon mcludmg understatmg the numbers and types of employees to be covered under the
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pOllCleS Once a policy was obtained, one of the defendants would submit claims for benefits for

injured workers who had never been disclosed to the insurer. The various insurers affected by the

" scheme have paid an estimated $10 million in fraudulent claims. The defendants also were
charged with conspiracy to defraud the IRS and the Social Security Administration by failing to
report employees' earnings and wages, and failing to pay and report withholding taxes and social

-security taxes that were taken out of hundreds of their employees' paychecks from 1990 to 1992.

. The defendant was convicted following a trial in November 1996, and is currently scheduled for

sentencing in March 1997,

- < In February 1995, a.Tennessee man was convicted and sentenced to five years probation and
12 months home detention and to pay restitution for submitting false claims for reimbursement for
medical services and pres'criptioh drugs to the Office of Workers' Compensation Programs, U.S.
Department of Labor, and using the mails to further his scheme to submit false claims. He
submitted false claims seeking reimbursement for physical therapy and prescription drugs, creating
fictitious billing statements and other documents to promote the scheme.

4 A chiropractor, with high billing rates, and his wife were convicted of numerous counts of mail
fraud involving the padding of bills in the treatment of victims of automobile accidents. Their

- scheme had two principal components: the making of fraudulent disability findings for potential
plamtlffs in auto accidents and in workers' compensation claims, and performmg fraudulently
excessive testing and treatment of such individuals, often in order to raise the cost of the medical
care provided to an accident victim above the dollar threshold set forth in Massachusetts' no-fault
statute. The chiropractor was sentenced to a fifteen-month prison term, fined more than ,
$300,000 and ordered to. pay more than $136,000 in restitution. The Court sentenced his wife to
three years of probation.

Miscellaneous

4 On December 13, 1995, after a two-week trial, ajliry in the District of Massachusetts

convicted an operator of health care facilities in four states of structuring and tax charges. He
stnpped $5.6 million in cash from his companies through structured transactions, all the while not
paying his employees' thhholdmg taxes-and not paying thousands of dollars of his employees"
health care claims. Testimony revealed a pattern of disrupted patient care, including the eviction
of one head injured patient because he had not paid the rent on his supported living apartment and *

the refusal to pay the cost of chemotherapy treatment for one employee. Ultimately, he declared - - .

bankruptcy, defrauding creditors of more than $10 million. He was sentenced to 13 months
imprisonment.
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July 25, 1997

Chris Jennings

Assistant to the President

for Domestic Policy and Planning
216 Old Executive Office Building
1700 Pennsylvania Avenue "
Washington, DC 20502

Dear Conferee:

1 am writing to you as a member of the Conference Committee on the Balanced Budget Act of 1997 regarding
the MedicareDisproportionate Share Hospltal (DSH) payments and the Directed/IndirectedMedical Education
payments.

I strongly support the position of carving out all of these dollars from the payments made to Managed Care
plans. )

As you know, the Senate and House versions of the bills pertaining to these issues gradually reduce Medicare
Managed Care payments; i.e., the Adjusted Average Per Capita Cost (AAPCC) by the amount attributable
to the Direct Graduate Medical Education, Indirect Medical Education, and DSH payments to hospitals.
Appropriately, payments would be made directly to the organizations incurring the costs for these programs.
It is noteworthy that the House Ways and Means Bill does not include a similar provision. '

My reasoning for my stance on this issue is-as follows: These payments are geared toward offsetting additional
costs health care organizations incur in Medical Education and in making services available to medically
indigent patients. Presently, these payments are included into. payments to managed care plans and these plans
have no legal responsibility to pass-these dollars along to the teaching and DSH hospitals or other.organizations
who are actually incurring the costs to provide the services as described. The-purpose of the carve-out therefore
is intended to assure that Medicare support of these vital social objectives are reaching the organizations that
actually-incur-the costs. In conclusicn, therefore, I urge you to include the DME, IME, and DSH payments
in the carve-outs. Both the Senate and the House Commerce Committee Bills phase in-the carve-out over a
four-year period providing an-appropriate amount of time for managed care organizations to adjust. I urge
you_ to adopt. the Senate and. Commerce carve-out provnsnons lntact which lnclude the .three. components
described above. : S ' o oo L

I appreciate your responsiveness__and 'ottention,to_: this‘_\most im‘por'tant.matter.v- e

Sincerely yours; ;. -« zocooren oo ey cani

Jertbeylsl Woeppe SINEFRERY
Vlce President, Hospltal Serv1ces

JJW/tsn One Atwell Roaa . Cooperstown, Né\;v. York 13326- 1394

The Mary Imogene Bassett Hospital * Bassett Clinic ¢ Louis Busch Hager Cancer Center * O'Connor Division * Community Health Plan of Bassett
New York Center for Agncultural Medlcme and Health Reglonal Health Center Network ® Research lnsntute . Medlcal Educauon Bassett Physncran Group

1Lr0032:950 ' Tt T e e AfﬁhatedwtthColumblaUnlverSlt’y
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July 30, 1997

Chris Jennings

Special Assistant for Health Pohcy
The White House

Washington, D.C. 20009

Dear Mr. Jénnings:

| learned today from the Arkansas Hospital Association that Congressional Republicans are
willing to drop the attempt to expand the definition of hospital transfers. This has been a
critically important issue for hospitals due to the potential financial impact and Medicare
revenues that would be lost if hospital discharges to post-acute services are deemed to be
transfers-rather than true discharges. - Expanding the definition could be devastatmg to
hospitals, perhaps more so than the proposed PPS freeze.

I would like to go-on record stating my opposition to the expansion of the definition of
transfers. Your close review of the true impact of this issue is greatly appreciated.

Sincerely,

(B il

Pam Fulks, R.N., M.S.N.
Vice President, Patient Care

PF:rip

C: Arkansas Hospital Association




