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HHS INSPECTOR GENERAL’S AUDIT OF THE
HCFA’s FY 1997 FINANCIAL STATEMENTS

FRIDAY, APRIL 24, 1998

HOUSE OF REPRESENTATIVES, COMMITTEE ON COMMERCE,
SUBCOMMITTEE ON HEALTH AND ENVIRONMENT AND
THE SUBCOMMITTEE ON OVERSIGHT AND INVESTIGA-
TIONS, AND THE COMMITTEE ON GOVERNMENT REFORM
AND OVERSIGHT, SUBCOMMITTEE ON GOVERNMENT
MANAGEMENT, INFORMATION, AND TECHNOLOGY,

Washington, DC.

The subcommittees met, pursuant to notice, at 10 a.m., in room
2123, Rayburn House Office Building, Hon. Joe Barton (chairman,
Subcommittee on Oversight and Investigations) presiding.

Members present: Representatives Bilirakis, Barton, Horn,
Kucinich, Norwood, Greenwood, and Green.

Staff present: Matthew Saylor, majority counsel; Marc Wheat,
majority counsel; Chris Knauer, minority counsel; J. Russell
George, staff director and chief counsel; Dianne Guensberg, GAO
detailee; John Hynes, professional staff member; Matthew Ebert,
clerk; Mason Alinger, staff assistant; Kami White, intern; Faith
Weiss, minority counsel; Mark Stephenson, minority professional
staff member, and Earley Green, minority staff assistant.

Mr. BARTON. The hearing will come to order.

Today we are holding a joint hearing on the Department of
Health and Human Service’s Office of the Inspector General audit
of the Health Care Financing Administration’s fiscal year 1997 fi-
nancial statements. I am pleased to say that this joint hearing is
with the Subcommittee on Oversight and Investigations, the Sub-
committee on Health and Environment of the House Commerce
Committee, as well as, the Subcommittee on Government Manage-
ment, Information, and Technology of the Committee on Govern-
ment Reform and Oversight that is so ably chaired by Congress-
man Horn of California. I want to welcome Congressman Horn and
other members of his subcommittee to this important hearing.

I understand that having an audit is not always a pleasant expe-
rience, but it is sometimes a necessary evil in disclosing the finan-
cial position of an agency and keeping track of where its money is
going in hopes of reducini waste and inefficiency. I and many of
the members here today know from firsthand experience. As you
will recall a few years ago, we had the first ever audit of the House
of Representatives. The findings of that audit were a wake-up call
that the House needed to improve its efficiency and keep a better
watch over our dollars.
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When looking at HCFA, the largest component of the Depart-
ment of Health and Human Services and the agency that is respon-
sible for administering Medicare, a program that accounts for 13
percent of all Federal spending, we are talking about an agency
that truly needs to know where its dollars are going and where
there may be weaknesses in how those dollars are being spent.
With more than 38 million beneficiaries and more than 800 million
claims being processed and paid annually, along with volumes and
volumes of very complex and confusing reimbursement regulations,
the Medicare program is inherently vulnerable to making improper
payments. Last year, we found out just how vulnerable the pro-
gram really was when the HHS Inspector General undertook its
first comprehensive financial statement audit of HCFA. The In-
spector General’s audit, which was released in July 1997, reported
a 14 percent error rate in paying fee-for-service claims that
amounted to approximately $23 billion. That is the number that
made the headlines and has been used ever since when we talk
about waste, fraud and abuse in Medicare.

Today we are going to hear from the Inspector General, who has
now completed their second audit of HCFA. This is for the fiscal
year 1997. We have a new number, and 1 am sure that this new
number is going to be referred to and quoted throughout the year.
This year the Inspector General estimates that improper payments
for fiscal year 1997 were $20.3 billion, or about 11 percent of the
total Medicare fee-for-service benefit payments. As the Inspector
General will say, though, when she testifies, this is a number that
has to be used with caution because it is not attributable solely to
waste, fraud and abuse. In fact, the Inspector General has never
attempted to quantify what portion of these improper payments are
attributable to fraud. Instead, the Inspector General has stated
that improper payments could range from inadvertent mistakes to
outright fraud and abuse.

I understand that the Inspector General does not know whether
we are dealing with outright fraud or mere mistakes. What we do
know, however, is that these are taxpayer dollars, and we do know
that if the audit is correct, those are dollars that should not have
been spent at all whether it was by mistake or because of inten-
tional fraud. We want our health care dollars in Medicare to go to
legitimate health care payments for senior citizens.

In addition, while it may sound somewhat encouraging that the
Inspector General’s point estimate is $3 billion less than last year’s
estimate, we cannot conclude, and the Inspector General does not
conclude, that the current error rate is statistically different. So we
all agree that we still have a long way to go when we are talking
about trying to find ways to prevent waste, fraud and abuse.

Also of great concern from last year's audit findings was the fact
that due to HCFA’s poor accounting system, the Office of Inspector
General could not render an opinion on HCFA’s financial state-
ments because the documentation was not adequate or available to
support the amounts reported in the financial statements. This
year, HCFA has improved its accounting system so that the Inspec-
tor General can issue a qualified opinion. What this means is that
the fiscal year 1997 financial statements were fairly presented, ex-
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cept that some problems, which the Inspector General will be de-
scribing in the testimony, do still exist.

Again, I would like to say that I believe this audit of HCFA’s fi-
nancial statements provides a valuable tool for the Congress in re-
viewing the financial status of HCFA and how it spends taxpayers
dollars. This subcommittee has, and will continue to work closely
with HCFA and the Office of Inspector General in protecting Medi-
care dollars from being improperly paid out, while trying to pre-
serve the solvency of the Medicare program.

That said, I am pleased that we are going to have the Inspector
General with us today, Ms. June Gibbs Brown. I am also pleased
that we will hear from the new Administrator of HCFA, Ms.
Nancy-Ann Min DeParle. We will be very interested to hear these
two people’s testimony and their response to this year’s findings.

With that, I am going to recognize Mr. Green for an opening
statement. He says he is representing three entire subcommittees
of the Democratic side of the aisle, and I notice he has now been
joined by another member of the Democratic Party, so he is rep-
resenting half of the three subcommittees. Mr. Green.

Mr. GREEN. Thank you, Mr. Chairman. I am glad my colleague
from Ohio joined us today. I have a dozen opening statements that
my colleagues have asked me to provide this morning, but I won’t
read them all, we will just submit them for the record. I thank the
chairman for scheduling this hearing today, and since votes were
canceled today, I am disappointed that so many members from
both sides of the aisle could not participate.

For the second year, the Inspector General’s audit of HCFA prac-
tices have come up with very disturbing news highlighting that
HCFA'’s controls over the Medicare program need improvement. Ac-
cording to an IG report, HCFA processed and paid $477.4 billion
in processed claims in fiscal year 1997. Approximately 90 percent
of those claims, or $20.3 billion, were spent on questionable or in-
appropriate claims that should not have been paid.

It is very troubling that in the same year that Congress had to
vote to cut billions of dollars in Medicare spending, such a large
amount of money was not appropriately accounted for by HCFA. It
seems like every time Congress passes health care legislation, we
include new and improved provisions to reduce the fraud, waste
and abuse; in fact, some of us could say that in our sleep, because
of the concern over the last few years. Unfortunately, this latest re-
port indicates that our efforts may not be as much as we had hoped
for, although it is a step in the right direction, and hopefully, we
can look at the legislation.

Mr. Chairman, I am a new member of the Commerce Committee,
but I served before that on Government Reform and Oversight and
on the Oversight and Investigations Subcommittee that Congress-
man Shays was the ranking member of—or the chairman of it, and
so I know the frustration of a number of committees in Congress
who continue to work on this problem. I am looking forward to the
distinguished witnesses to identify the causes of the overpayments
and what exactly they represent, and how we can reduce this in
the future, and particularly address the percentage, that 11 per-
cent, and how that compares to the private sector of, “waste, fraud
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a}rlld abuse,” or documentation questions and how that relates to
that.

So Mr. Chairman, again, thank you. I am glad we are having the
hearing, and hopefully we will be able to follow up on this in all
of our subcommittees.

Mr. BARTON. I want to thank you, Congressman Green.

I would now recognize the distinguished subcommittee chairman,
Mr. Horn from California, for an opening statement.

Mr. HORN. Thank you very much, Chairman Barton and Chair-
man Bilirakis. I appreciate the opportunity to join you.

We are here today to discuss the status of the financial manage-
ment practices and information at the Health Care Financing Ad-
ministration. This is the fifth in a series of hearings that the Gov-
ernment Reform and Oversight Subcommittee on Government
Management, Information, and Technology have been involved
with, and we are pleased to join in this effort.

Three weeks ago we held a hearing on the first ever government-
wide audit on financial statements and financial status. Not since
1789, they had one then, have we had such an audit, and we
learned a lot from it. On the 15th, we hit with our first agency,
that is the Internal Revenue Service; on the 16th, the Department
of Defense where they have had long standing problems in terms
of accounting for money in relation to purchase orders. On April 17,
we looked at the lessons learned at the Social Security Administra-
tion, where they have fairly good practices and management sys-
tems. Social Security was the first agency to complete this year’s
audit. It received a clean opinion on its financial statements for the
fourth year in a row. It has an effective system of internal controls
and these are commendable achievements.

I am pleased we are having this joint hearing, because the
Health Care Financing Administration is tremendously important
to at least 50 million Americans and 100 million of their relatives
in terms of Medicare and Medicaid. These hearings have raised se-
rious issues affecting the soundness of fundamental management
information used by decisionmakers. In the balance are the quality
of our governmental services and the fiscal health of the Nation.
Q(;rfgressional attention to financial management, therefore, is cru-
cial.

The amount of money that flows through the Health Care Fi-
nancinf Administration is very large. It is third only to the Bureau
of Public Debt and the Social Security Administration in outlays,
accounting for 18 percent of the Federal budget, or about $300 bil-
lion. A third of all dollars spent on health care in the United States
is paid through the Health Care Financing Administration.

More disturbing, however, is the explosive growth in Medicaid
and Medicare. The growth in these programs has far outpaced the
growth in the Consumer Price Index, almost 4 times faster than
the general Consumer Price Index and more than twice as fast as
the Consumer Price Index for medical goods and services. The Con-
gressional Budget Office’s projections of the cost of these entitle-
ment programs is very sobering. CBO projects that by the year
2008, the cost of Medicare and Medicaid will grow to $658.3 billion.
In other words, the cost of these programs will more than double
over the next decade.



5

The Inspector General of the Department of Health and Human
Services has done much to expose the waste that has been allowed
to flourish in the Medicare program and is working, I understand,
with more than half the States to expose similar problems in the
Medicaid program. It is disturbing to note that the Inspector Gen-
eral’s estimate of $20.3 billion in Medicare waste does not even in-
clude fraudulent and abusive schemes that have been perpetrated
by unscrupulous individuals in order to exploit the program.

Medicare, and I happened to serve on the drafting committee
when it came to the Senate in 1965, is critical to the security of
millions of elderly Americans. We cannot afford to continue to
waste nearly $1 out of every $10 that goes to the program. We need
dramatic improvements in the management of the Health Care Fi-
nancing Administration’s programs, and I hope the two key wit-
nesses today can describe how that will be accomplished.

Mr. BARTON. We thank you, Congressman Horn.

We would now like to welcome the ranking member of the Sub-
committee on Government Management, Information, and Tech-
nology, the former Mayor of Cleveland, Congressman Kucinich.

Mr. KucINICH. Thank you, Mr. Chairman, members of the com-
mittee. It is a pleasure to be here with my colleagues and with the
chairman of our committee, Mr. Horn. I would like to welcome the
Administrator of HCFA and the Inspector General of HHS, who are
here to discuss the results of the 1997 HCFA audit.

In the 1996 audit of HHS, the Inspector General found that the
agency’s financial information was not reliable, and this year the
HCFA audit received a qualified opinion, which means that the In-
spector General could 3etermine where the financial accounting
vulnerabilities exist. So obviously, this is a step in the right direc-
tion. The auditors did raise several concerns which I think the com-
mittee is foing to be interested in getting into.

I would like to talk for a minute about the Medicare program
and what it means to so many Americans. The Medicare program
provides health insurance for 38 million elderly and disabled citi-
zens. Without it, many of these Americans would be deprived of
adequate health care. That is unacceptable in a wealthy, civilized
society. Medicare grovides Americans with the security that, as
they get older and increasingly more vulnerable to serious and
even debilitating medical problems, it assures them they will have
access to the best medicaF care in the world and that medical ill-
ness will not bankrupt their families. Receiving a Medicare card is
a rite of passage in this country. The card is an affirmation of our
concern as a society for the well-being of our citizens. In essence,
it reflects that social compact which we have in America that we
recognize the responsibility for each other.

We can see Medicare’s importance. That is why we need to as-
sure that it runs well. Last year, the Medicare program processed
over 800 billion Medicare claims and—is that billion or million—
800 billion Medicare claims and paid more than $200 billion. HCFA
is effectively stemming the rise in Medicare spending. Health care
spending as a share of the gross domestic product, which has re-
mained constant since 1993.

Now, HCFA’s efforts to combat fraud and abuse are impressive.
Through Operation Restore Trust, HCFA recouped nearly $1 billion
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in 1997 and cracked down on documented fraud and abuse by home
health care, skilled nursing facilities, and durable medical equip-
ment providers nationwide. In 1997, HCFA saved an estimated
$7.5 billion by identifying inappropriate payments through in-
creased medical reviews, audits, and antifraud efforts.

I want to stress that one of the areas that I am concerned about
is the decreasing number of medical record reviews that Medicare’s
private contractors conduct. These contractors should be reviewing
medical records regularly. Currently they review only 2 percent of
the Medicare claims they receive. These private companies have no
economic incentive to conduct more frequent or intensive record re-
views unless they get paid per review. This is troubling. And HCFA
is searching for alternative mechanisms to fund further medical re-
views.

I want to say to the Administrators here today, I look forward
to your presentation, and I know that some of the serious problems
that have already been identified you are trying to work to resolve,
so let’s get on with the show. Thanks.

[The prepared statement of Hon. Dennis J. Kucinich follows:]

PREPARED STATEMENT OF HON. DENNIS J. KUCINICH, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF OHIO

The Subcommittee on Government Management, Information, and Technology has
been holding an important series of hearings on Federal financial management. Last
week, we reviewed the financial management of the Internal Revenue Service, De-
partment of Defense, and the Social Security Administration. Now we will turn our
attention to the Health Care Financing Administration in this joint hearing with
two Commerce subcommittees. I would %ike to thank Chairman Horn for his leader-
ship on these issues and for the statesmanlike manner in which he consistently con-
ducts his hearings. I enjoy the opportunity to work with him.

Congress recognized as early as 1990 with the passage of the Chief Financial Offi-
cers Act that the federal government should produce reliable financial information
that can be audited. The CFO Act directed 10 Federal agencies to conduct independ-
ent financial audits. In 1994, Congress expanded the requirement of an audited fi-
nancial statements to all 24 major agencies. Today, we have the opportunity to dis-
cus&al some of the tangible results of this process with the HCFA 1997 financial

audit.

I would like to welcome the Administrator of HCFA and the Inspector General
of HHS who are here to discuss the results of the 1997 HCFA audit. In the 1996
audit of HHS, the IG found that the agency’s financial information was so unreliable
that the IG could not draw any conclusions about the agency’s financial statements.
This year the HCFA audit received a qualified opinion, which means that the IG
could determine where HCFA's financial and accounting vulnerabilities exist. This
is a step in the right direction. However, the auditors raise several serious concerns,
and I look forward to learning how HCFA is addressing them.

I'd like to talk for just a minute about the Medicare program, and what it means
to so many Americans. The Medicare program provides health insurance for 38 mil-
lion elderly or disabled citizens. Without it, many of these Americans would be de-
prived of adequate medical care—an unacce tabf; gituation for a wealthy civilized
society. Medicare provides Americans with the security that, as they get older and
increasingly more vulnerable to serious—even dehabilitating—medical problems,
they will have access to the best medical care in the world, and it will not bankrupt
them or their families. Receiving your Medicare card is a rite of passage in this
country. It's an affirmation of our concern as a society for the wellbeing of our elder-
ly citizens. It is, in essence, part of our compact with each other in our American
community.

We can see Medicare’s importance. That’s why we must also assure that it runs
well. Last year, the Medicare program processed over 800 billion Medicare claims
and paid more than $200 billion. HCFA is effectively stemming the rise in Medicare
spending. Health care spending as a share of the gross domestic product has re-
mained constant since 1993.
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The IG audit estimates the size of Medicare payments that lack adequate support-
ing documentation or that otherwise fail to meet HCFA’s requirements. HCFA has
been actively g;ying to reduce the amount of improper or inappropriate payments
made by the Medicare program. This has two aspects: On one hand, l-lr(,?,!"YKl and
Medicare providers must work together to decrease sloppy record-keeping and inad-
vertent noncompliance with documentation requirements. On the other hand, the
Medicare program must combat fraud and abuse aggressively. The agency realizes
that it must reduce the size of improper or inappropriate Metfi’care payments, which
currently ap(gear to range from 11-14% of all Medicare payments.

HCFA’s efforts to combat fraud and abuse are impressive. Through Operation Re-
store Trust, HCFA recouped nearly $1 billion in 1997 and cracked down on docu-
mented fraud and abuse by home health care, skilled nursing facilities, and durable
medical equipment providers nationwide. Also in 1997, HCFA saved an estimated
$7.5 billion by identifying inappropriate payments through increased medical re-
views, audits, and anti-fraud efforts.

HCFA opened anti-fraud field offices in Florida and Louisiana. It implemented
new regulations to prevent fraud by home health care providers, including requiring
large bonds and increased accountability. HCFA doubled its audits of home health
care companies and increased claim reviews. The agency also issued new regulations
to decrease fraud and abuse by durable medical equipment suppliers.

In 1997, HCFA barred over 2,700 individuals and entities from doing business
with Medicare, Medicaid, and other state and federal programs because they en-
gaged in fraud and misconduct (that is a 93% increase from 1996); HHS increased
convictions for health care fraud by 20% and pursued over 4,000 civil health care
fraud cases, an increase of 61% from 1996. S actively sought, and obtained, sig-
nificant funding for fraud and abuse control activities—$107 million for 1997 and
$120 million for 1998. Recently, HHS awarded $3 million in grants to fight Medi-
care fraud and abuse.

It is clear that HCFA is actively pursuing both enforcement and regulatory op-
tions, and I would commend Administrator Min DeParle for HCFA’s aggressive ef-
forts to tackle fraud and abuse in the Medicare program and in particular her lead-
ership in this regard.

However, I am concerned with the decreasing number of medical record reviews
that Medicare’s private contractors conduct. These contractors should be reviewing
medical records regularly. Currently, they only review about 2% of the Medicare
claims they receive. These private companies have no economic incentives to conduct
more frequent or intensive record reviews unless they get paid per review. This is
troubling, and HCFA is searching for alternative mechanisms to fund medical
record reviews.

The IG audit also indicates that the ﬁrocedures and practices of HCFA contractors
who process Medicare claims prevent HCFA from producing reliable financial infor-
mation. HCFA cannot fine these contractors or use mechanisms available to other
federal agencies to ensure contractor compliance. Many of the most serious problems
identified in the financial audit are attributed to Medicare contractors—and HCFA
can do little about it short of terminating them.

HCFA also faces obstacles aggressively pursuing its Year 2000 conversion, be-
cause it lacks the authority over Medicare contractors to ensure their compliance
with Y2K conversion. Medicare contractors can walk away from their Y2K respon-
gibilities by canceling their contracts at the last minute, jeodpardizing Medicare pay-
ments for services provided to millions of elderly or disabled individuals—and suffer
no consequences.

HCFA cannot conduct competitive bidding for medical ec11uipment and non-physi-
cian services nationally to control costs, because it lacks legislative authorization.
The agency cannot contract with entities other than insurance companies to process
Medicare claims, also because of outdated statutory limitations. HCFA should have
the ability to hire its own contractors and to fire them without the severe financial,
logistical, and operational repercussions that flow from current law.

Mr. BARTON. Thank you, Congressman.

We would now like to hear from the distinguished chairman of
the Subcommittee on Health and Environment, one of my mentors
on the Commerce Committee, Congressman Bilirakis.

Mr. BILIRAKIS. Thank you, Mr. Chairman. As is true with all of
us, even though it is a day when it turns out we don’t have any
votes, and I know many would like to be on their way home, or be
home——
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Mr. BARTON. May I be excused, Mr. Chairman?

Mr. BILIRAKIS. We are also pleased that we do have these three
subcommittees meeting to hear this testimony. It is certainly very
significant. Those of you who have testified before a committee or
committees previously know that we quite often don’t get too many
more Members at any one time. But the lack of Members here
today is not an indication of lack of interest, I assure you.

I am sorry to learn from today’s written testimony that the very
agency charged with financing the health care of millions of Ameri-
cans did not receive a clean bill of health on its own financial
records. This is no surprise inspection. Eight years ago Congress
passed, as you know, the Chief Financial Officers Act of 1990 to re-
quire of government agencies what publicly traded corporations
long have done, and that is prepare financial statements that fully
disclose their financial positions and the soundness of their inter-
nal financial controls. After nearly 8 years of advance notice and
over $100 billion of claims going out the door, this is what the In-
spector General found, and I paraphrase:

The Inspector General is still unable to give HCFA an unquali-
fied opinion, a stamp of quality that every investor in the private
enterprise would expect. The Inspector General found that $1 out
of every $10 is improperly spent by HCFA. Of the $20.3 billion of
improper payments, fully $9 gillion is spent paying alleged costs for
which no documentation or insufficient documentation exists. The
Inspector General found that HCFA may not be collecting millions
of dollars in overpayments for providers. A statistical selection of
beneficiaries performed by the Inspector General found that of the
8,048 fee-for-service claims processed for payment 1,907 claims did
not comply with Medicare laws and regulations, a failure rate of
23.7 percent.

The amount of money that HCFA spends improperly, $20.3 bil-
lion is certainly staggering. Recently the Subcommittee on Health
and Environment held a hearing on the National Institutes of
Health and all the important work that it is doing, from the human
genome project to cancer research, to make us healthier and to in-
crease our longevity. The NIH has an annual budget of $13 billion
to study all of the ailments afflicting mankind. Today we learn that
HCFA improperly spends that amount of money, and more, much
more, every year. The entire NIH budget would only last through
August with HCFA’s spend-out rate and improper payments.

You should have witnessed some of the testimony from the af-
flicted persons and from their parents. I can assure you there were
tears in the eyes of many Members of Congress and in the audi-
ence hearing some of those stories, when just a little more money
would really expedite and accelerate that research. And then we
find this misuse and waste of funds.

I have introduced legislation, H.R. 3563, which we are calling the
Biomedical Research Assistance Voluntary Option Act, or the
BRAVO Act. This legislation will encourage private contributions
for NIH research. We cannot afford to waste valuable taxpayers’
dollars at a time when increasing medical research at NIH has be-
come one of Congress’ top priorities.

I do want to commend Administrator Min DeParle for her work
over the past few months. You don’t have an easy job and I know
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you are working hard to try to correct these problems. Her commit-
ment has resulted in a solid beginning toward reducing fraud in
Medicare and other Federal health programs, but we must all ac-
knowledge that we have a long way to go before we can give HCFA
a clean bill of health.

Indeed, this matter is being taken very seriously, as I have al-
ready said, by the Congress. Today we have an unprecedented
hearing of the Commerce Committee Subcommittee on Health and
Environment and the Subcommittee on Oversight and Investiga-
tions, as well as our colleagues from the Government Reform and
Oversight Committee’s Government Management, Information, and
Technology Subcommittee. I can assure the Inspector General and
the HCFA Administrator and the American taxpayers that we will
get some straight answers from HCFA and we will get them on the
road to recovery as soon as possible. Again I would particularly like
to thank the Inspector General and her staff for bringing this infor-
mation to light.

Thank you, Mr. Chairman.

Mr. BARTON. Thank you, Chairman Bilirakis.

The gentleman from Ohio wants to correct his opening state-
ment.

Mr. KUCINICH. Yes. I just wanted to correct the record when I
said that the Medicare program process, a certain number of claims
as 800 million. It won’t be processing 800 billion until my genera-
tion is on Medicare, so.

Mr. BARTON. It is only three zeros.

Mr. Norwood from Georgia.

Mr. NorwooD. Thank you, Mr. Chairman. I have been trained
very thoroughly by my chairman, Mr. Bilirakis, and so my very
lengthy statement will be submitted for the record.

[The prepared statement of Hon. Charlie Norwood follows:]

PREPARED STATEMENT OF HON. CHARLIE NORWOOD, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF GEORGIA

1 would like to begin by saying how much I appreciate the hard work of the Office
of the Inspector General in conducting the audit of the HCFA’s financial statements.
It is always reassuring to see that we are making an effort to eliminate government
waste in any sector. I hope that this audit and the Insfpecbor General's findings help
to encourage more fiscal responsibility on the part of the HCFA and foster an in-
creased awareness of improper Medicare payments.

As the largest division of the Department of Health and Human Services, HCFA
oversees a tremendous budget, thus running the risk of making many improper fi-
nancial transactions. Like any agency of this size, it necessitates a great diﬁree of
scrutiny to prevent waste and encourage sound practices. I trust that the audit con-
ducted by the Inspector General did an excellent job of identifying these improper
paymdents, and helped bring to light other flaws within HCFA that need to be cor-
rected.

According to the audit, the dollar amount of improper payments dropped by about
$3 billion between FY 1996 and FY 1997. I understand that it is too early to draw
definite conclusions on the issue. However, the lack of oversight by HCFA, the wide
variety of regional carrier interpretation of rule and reg'ufations, and failure of
HCFA to ensure consistency results in the implementation of its policies is directly
responsible for a great deal of the so called fraud waste and abuse. Congress should
support programs to make government more efficient and less wasteful. But in
doing so we need to assure that we are equitable in our pursuits. If doctors and
other health care providers are to be held to high standards of accountability and
documentation without just compensation, so too should HCFA and the regional
contractors that implement policy.
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What I find most disheartening about this whole process is that so many portions
of the report could not be determined with any degree of certainty. The fair presen-
tation of Medicare accounts receivable, the accuracy of Medicaid accounts receivable,
and the need for an adjustment to_the FY 1997 cost report settlement payments
were all in question. In the future I would like to see a plan that helps eliminate
these uncertainties and that provides more concrete information. I understand that
documentation continues to be a problem, and thus qrevents anyone from bein
completely certain about the findings. This reflects problems within HCFA. We nee
uniformity and clarity, then maybe this dog can hunt.

I am a.f;o very concerned that there are so many potential problems with data
security in the HCFA central office. The thought that someone could break into the
computeé' system and alter files is extremely unsettling, and definitely needs to be
corrected.

Similarly, HCFA definitely needs to take action to correct the year 2000 problem
as that year rapidly apé)roaches. If HCFA does not become compliant our current
problems will be dwarfed by the payment errors created with that situation.

Though some of the findings may be troubling, the methods HCFA is using to re-
duce costs are more troubling. We have to first correct them. This report signifies
a step in the right direction in eliminating incorrect Medicare pz:.lyments, but does
so the wrong way. We must continue to improve the accurac}y and dependability of
health care claims without punishing doctors as scapegoats for problems at HCFA
and within the regional carrers.

Mr. BARTON. Thank you. Mr. Greenwood?

Mr. GREENWOOD. I will submit it for the record.

Mr. BARTON. Mr. Greenwood apparently has been trained by his
chairman. I didn’t realize that, but I appreciate that.

[Additional statement submitted for the record follows:]

PREPARED STATEMENT OF HON. ELIZABETH FURSE, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF OREGON

I want to thank all my colleagues and our witnesses for taking the time to appear
today regarding the HCYFA financial audit. In particular, I want to thank Nancy-
Ann Min DeParle, HCFA Administrator, for her hard work at that agency. She has
been responsive to my inquiries about HCFA’s current work on diabetes. We are
also lucky to have June Gibbs Brown as Inspector General at HHS. Both women
are makin% extraordinary contributions to our society and I want to publicly recog-
nize them for their efforts.

Like most of my colleagues, it is my sincere hope that the results of today’s hear-
ing do not get mischaracterized by our colleagues or members of the media. The
work that has been done by the office of Inspector General identifies improper pay-
ments. Something that is “improper” is not necessarily waste, fraud, or abuse. In
many situations, 1 am certain the Medicare system worked as it should: a senior
who needed health care obtained the necessary covered service. While the provider
may have neglected to fill out the proper paperwork—and this should not be con-
t(‘ion(tlad—-it does not automatically mean that the taxpayers were bilked out of any
unds.

The work done at HCFA affects the health-care of millions of Americans. We must
use caution when examining the testimony today and using it in our future delibera-
tions. With that in mind, I look forward to hearing the testimony of our witnesses.

Mr. BARTON. We would now like to hear from our witnesses. We
have the Honorable June Gibbs Brown, who is the Inspector Gen-
eral for the Department of Health and Human Services, if she
would come forward; and we have the Honorable Nancy-Ann Min
DeParle, Administrator of the Health Care Financing Administra-
tion. Would she please come forward.

If the Honorable Ms. Gibbs Brown would introduce the gen-
tleman who is going to assist her.

Ms. BROWN. With me is Joe Vengrin, who is the person who has
the quervisory responsibility over all of the preparation of the fi-
nancial statement audit.

Mr. BARTON. And what is his official title in the Department.

Mr. VENGRIN. Assistant Inspector General.
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Mr. BARTON. Each of you understands that it is the tradition of
the Oversight Subcommittee to take all testimony under oath. Are
any of you opposed to testifying under oath? You also have the
right to be advised by counsel under the rules of the subcommittee
and the Constitution of the United States. Do any of you wish to
use counsel during your testimony?

[Negative responses.]

Mr. BARTON. Would you please stand and raise your right hand.

[Witnesses sworn.]

Mr. BARTON. We are going to start with you, Ms. Brown, and we
ask you to turn the microphone on. There is a little switch there.
That was Congressman Green’s suggestion, and it is an excellent
suggestion, so that we can hear you. We are going to recognize you
for such time as you may consume. Mr. Vengrin, are you going to

ive an opening statement or just answer questions? So we will go
rom Ms. Brown to Ms. DeParle. So you are recognized for such
time as you may consume.

TESTIMONY OF HON. JUNE GIBBS BROWN, INSPECTOR GEN-
ERAL, DEPARTMENT OF HEALTH AND HUMAN SERVICES, AC-
COMPANIED BY JOSEPH E. VENGRIN, ASSISTANT INSPEC-
TOR GENERAL FOR AUDIT OPERATIONS AND FINANCIAL
STATEMENT ACTIVITIES; AND HON. NANCY-ANN MIN
DePARLE, ADMINISTRATOR, HEALTH CARE FINANCING AD-
MINISTRATION

Ms. BROWN. Thank you, Mr. Chairman. I am pleased to report
to you on the audit of the Health Care Financing Administration’s
fiscal year 1997 financial statements. I would like to begin by ac-
knowledging the cooperation and support we received from the De-
partment, from HCFA and from the General Accounting Office. A
review of this magnitude and complexity would not have been pos-
sible without HCFA’s assistance in making available medical re-
view staff of the Medicare contractors and the peer review organi-
zations. We also worked closely with GAO, which is responsible for
auditing the consolidated financial statements of the Federal Gov-
ernment.

Let me also add that the financial statement audit process, in
and of itself, has been extremely valuable in identifying control
weaknesses that directly affect the government’s ability to protect
our tax dollars. I intend to continue our collaboration with GAO
and the department to ensure that identified weaknesses are cor-
rected. My statement today will focus first on our Medicare claim
testing, and then on HCFA’s financial reporting.

Our review included a statistical selection of 8,048 medical
claims from a population of $177.4 billion in fiscal year 1997 fee-
for-service claim expenditures. Payments to providers for 1,907 of
these claims did not comply with the Medicare laws and regulation.
By projecting these sample results, we estimated that fiscal year
1997 net improper payments totaled about $20.3 billion nation-
wide, or about 11 percent of the total Medicare fee-for-service bene-
fit payments. This is the midpoint of the estimated range, at the
95 percent confidence level, of the $12.1 billion to $28.4 billion, or
about 7 to 16 percent.
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While this year’s point estimate is $3 billion less than last year’s
point estimate of $23.2 billion, we cannot conclude that the current
error rate is statistically different. However, there is persuasive
evidence that more medical documentation was obtained this year,
which had a substantial effect on reducing the midpoint estimate.
There is also evidence that some of the drop is due to the sampling
variability. As was the case last year, the improper payments could
range from inadvertent mistakes to outright fraud and abuse.

It should be noted that medical personnel examination of patient
records detected almost all of the improper payments in our sam-
ple. When these claims were submitted for payment to Medicare
contractors, they contained no visible errors.

This year’s sample results confirm last year’s. As noted in my
first chart, which is also contained in my written testimony, sub-
stantial Medicare improper payments continue to be prevalent in
four types of health care providers: physicians, inpatient prospec-
tive payment system hospitals, home health agencies, and out-
patient hospitals. Specifically, these providers first did not ade-
quately document the bases for their claims; second, billed for serv-
ices that were not medically necessary; third, billed for higher
priced procedure codes than were supported by the beneficiary’s
medical records; and fourth, billed for services that were not al-
lowed by Medicare.

My second chart shows the types of errors found as a percentage
of the total improper payments: First, documentation problems.
This was the most pervasive error category, even though Medicare
regulations specifically require providers to maintain sufficient doc-
umentation to justify diagnosis, admissions and other services.
Physician and outpatient services accounted for 52 percent of the
documentation discrepancies in 1997 and 47 percent in 1996. A
lack of medical necessity was the second highest error category for
both years. Inpatient prospective payment system hospitals and
home health agency claims accounted for over 60 percent of these
errors. In our examination, decisions on medical necessity were
made by medical staff who followed their normal claim review pro-
ciedures to determine whether the medical records supported the
claims.

Incorrect coding is the third highest error category. Physician
and inpatient PPS hospital claims accounted for over 90 percent of
both year’s coding errors. For most of the coding errors, medical re-
viewers determined that the documentation submitted by providers
supported a lower reimbursement code.

The final error category is unallowable services. This year, about
73 percent of these errors were attributed to physician claims. Un-
allowable services are those that Medicare will not reimburse be-
cause they do not meet Medicare reimbursement rules and regula-
tions.

In view of the current estimate of $20.3 billion in improper pay-
ment, the Medicare program remains at high risk for payment er-
rors. We want to point out, however, that in response to our prior
year’s recommendations, HCFA has developed and is aggressively
pursuing a corrective action plan to reduce the medical payment
error rate. Because too little time has elapsed for HCFA to fully
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implement these recommendations and to significantly reduce the
error rate, we offer no additional recommendations.

Before discussing HCFA’s fiscal year 1997 financial statements,
I would like to touch on two pivotal issues which resulted in our
disclaimer of opinion last year on the fiscal year 1996 statements.
Specifically, we were not able to gather sufficient evidence on the
validity and reasonableness of Medicare accounts payable; that is,
the amounts HCFA owes to Medicare providers, or of supple-
mentary medical insurance revenue, which represents Part B Medi-
care premiums.

This year, Mr. Chairman, we are pleased to report that HCFA
has revised its methodology for estimating Medicare accounts pay-
able, and our auditors were satisfied with the resulting estimate.
Also, we were able to audit the supplementary medical insurance
revenue this year by working with GAO and the Social Securit;
Administration Office of Inspector General. As a result, our overall
opinion on HCFA’s financial statements has advanced from a dis-
claimer for fiscal year 1996 to a qualification for 1997, a significant
improvement in accounting terms.

However, we noted continuing documentation problems. First, we
could not determine if the reported $2.5 billion in Medicare ac-
counts receivable balance; that is, what Medicare providers owe to
HCFA, was fairly presented, because contractors did not maintain
sufficient documentation to support reported activity and to provide
adequate audit trails. Our report also discusses our concern that
contractors do not have uniform accounting systems to record, clas-
sify, and summarize financial information.

f,n addition, our qualified opinion relates to cost report settle-
ments, the Medicare process for determining final payments to
about 45,000 institutional providers, such as hospitals. While
HCFA audited about 5,000 providers, the limited scope of these au-
dits provided little assurance that amounts eventually paid to pro-
viders meet Medicare guidelines for reasonableness and appro-
priateness. Therefore, we were unable to determine what adjust-
ments, if any, were necessary to the $2.4 billion in cost settlement
payments or the impact of such adjustments on the $5 billion year-
end cost settlement estimate.

To briefly summarize, Mr. Chairman, unnecessary or improper
benefit payments continue to plague the Medicare program. I am
pleased that HCFA and the Department’s Chief Financial Officer
are aggressively pursuing a corrective action plan to address our
concerns.

I would also like to note that we have already begun our audit
of HCFA’s fiscal year 1998 financial statements. Determining
whether HCFA has established an adequate internal control struc-
ture for Medicare accounts receivable will receive a very high prior-
ity. I appreciate the opportunity to appear before you today, and
I welcome your questions.

[The prepared statement of Hon. June Gibbs Brown follows:]

PREPARED STATEMENT OF HON. JUNE GIBBS BROWN, INSPECTOR GENERAL,
DEPARTMENT OF HEALTH AND HUMAN SERVICES

Good morning, Mr. Chairman. I am June Gibbs Brown, Inspector General of the
Department of Health and Human Services (HHS), and I am pleased to report to
you on our audit of the Health Care Financing Administration’s (HCFA) Fiscal Year
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(FY) 1997 financial statements. With me today is Joseph E. Vengrin, Assistant In-
spector General for Audit Operations and Financial Statement Activities.

This year marks our second comprehensive financial statement audit of HCFA.
We undertook this audit as part of our implementation of the Government Manage-
ment Reform Act of 1994 which requires audited financial statements. The purpose
of financial statements is to provide a complete picture of aiencies’ financial oper-
ations, including what they own (assets), what they owe (liabilities), and how they
spend taxpayer dollars. The purpose of our audit was to independently evaluate
HCFA'’s statements. The full results of this year’s audit are provided in our report
which is being released at this hearing. My testimony today will highlight the sig-
nificant findings.

I would like to begin by acknowledging the cooperation and support we received
from the Department, HCFA, and the General Accounting Office (GAO). A review
of this magnitude and complexity would not have been possible without HCFA’s as-
sistance in making available medical review staff at the Medicare contractors and
the peer review organizations. Also, I want to point out that we worked closely with
GAO, which is responsible for auditing the consolidated financial statements of the
Federal Government. The HCFA is one of the most significant agencies included in
these Governmentwide statements.

Let me also add that the financial statement audit process, in and of itself, has
been extremely valuable in identifying control weaknesses that directly affect the
Government’s ability to protect our tax dollars. I intend to continue our collabora-
tion :ivith GAO and the Department to ensure that identified weaknesses are cor-
rected.

My testimony today will focus first on our Medicare claim testing and then on
HCFA'’s financial reporting.

Medicare Claim Testing Overview

The HCFA is the largest single payer of charges for health care goods and services
in the world. Like other insurers, Medicare makes payments based on a standard
claim form. Providers typically bill Medicare using standard procedure codes with-
out submitting detailed supporting medical records. However, Medicare regulations
specifically require providers to retain supporting documentation and to make it
available upon request. Because of the high risk in Medicare payments and the dol-
lar impact on the financial statements (i.e., $177.4 billion in fee-for-service claims
in FY 1997), we made a comprehensive review of claim expenditures and supporting
medical records.

Our primary objective was to determine whether Medicare benefit payments were
made in accordance with Title XVIII of the Social Security Act (Medicare) and im-
plementing regulations. Specifically, we examined whether services were (1) fur-
nished by certified Medicare providers to eligible beneficiaries; (2) reimbursed by
Medicare contractors in accordance with Medicare laws and regulations; and (3)
medically necessary, accurately coded, and sufficiently documented in the bene-
ficiaries’ medical records.

Sample Results

Through detailed medical and audit review of a statistical selection of 600 bene-
ficiaries nationwide with 8,048 fee-for-service claims processed for payment during
FY 1997, we found that 1,907 claims did not comply with Medicare laws and regula-
tions. By projecting these sample results, we estimated that FY 1997 net improper
payments totaled about $20.3 billion nationwide, or about 11 percent of total Medi-
care fee-for-service benefit payments. This is the mid-point of tg estimated range, at
the 95 percent confidence level, of $12.1 billion to $28.4 billion, or about 7 percent
to 16 percent.

While this year’s point estimate is $3 billion less than last year’s point estimate
of $23.2 billion, we cannot conclude that the current error rate is statistically dif-
ferent. However, there is persuasive evidence that more medical documentation was
obtained this year, which had a substantial effect on reducing the mid-point esti-
mate. There is also evidence that some of the drop is due to sampling variability.
Sampling variability means that this year’s results could differ from last year’s sim-
ply because selecting different claims with different dollar values and errors will in-
evitably produce a different estimate of improper payments.

Payment errors primarily resulted from provider billings for services that were in-
sufficiently documented, medically unnecessary, incorrectly coded, or noncovered. As
was the case last year, the impm%sr payments could range from inadvertent mis-
takes to outright fraud and abuse. We cannot quantify what portion of the error rate
is attributable to fraud.
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Through medical record reviews which we coordinated, medical personnel detected
almost all of the improper payments in our sample. When these claims were submit-
ted for payment to Medicare contractors, they contained no visible errors. It should
be noted that the HCFA contractors’ claim processing controls were generally ade-
quate for (1) ensuring beneficiary and provider Medicare eligibility, (2) pricing
claims based on information submitted, and (3) ensuring the services as billed were
allowable under Medicare rules and regulations. However, these controls were not
effective in detecting the types of errors we found.

In view of Medicare’s 38 million beneficiaries, 853 million claims processed and
paid annually, decentralized operations, and the current estimate of $20.3 billion in
improper payments, we have concluded that the Medicare program remains inher-
ently at high risk for payment errors.

Sampling Methodology

To accomplish our objective, we used a stratified, multistage sample design. The
first stage consisted of a selection of 12 contractor quarters during FY 1997 (10 from
the first, second, and third quarters and 2 from the fourth quarter). The selection
of the contractor quarters was based on probabilities proportional to the FY 1996
Medicare fee-for-service benefit payments. The second stage consisted of a stratified
random sample of 60 beneficiaries from each contractor quarter. The resulting sam-
ple of 600 beneficiaries produced 8,048 claims valued at $5.4 million for review. The
population from which the sample was drawn represented $177.4 billion in fee-for-
service payments.

We reviewed all claims processed for payment for each selected beneficiary during
the 3-month period. Specifically, we used medical review personnel from HCFA’s
Medicare contractors (fiscal intermediaries and carriers) and peer review organiza-
tions (PRO) to assess the medical records and to determine whether the services
billed were reasonable, medically necessary, adequately documented, and coded in
accordance with Medicare reimbursement rules and regulations.

We contacted each provider in our sample by letter requesting copies of all medi-
cal records su%porting services billed. In the event that we did not receive a re-
sponse, we made numerous follow-\:.ﬁ contacts by letter, telephone calls, and/or on-
site visits. Concurrent with the medical review, we made additional detailed claim
reviews, focusing on previously identified improper billing practices, to determine
whether (1) the contractor paid, recorded, and reported the claim correctly; (2) the
beneficiary and the provider met all Medicare eligibility requirements; (3) the con-
tractor did not make duplicate payments or payments for which another primary
insurer should have been responsible (Medicare secondary payer); and (4) all serv-
ices were subjected to applicable deductible and co-insurance amounts and were
priced in accordance with Medicare payment regulations.

Problem Areas

This year’s sample results confirm our FY 1996 results. As noted in the chart on
the next page, substantial Medicare improper payments continue to be prevalent in
four types o% health care froviders: physician, inpatient prospective p:{ment system
(I_’gS) ospital, home health agency, and outpatient hospital. Specifically, these pro-
viders:
¢ Did not adequately document the basis for their claims or, in some cases, provided

no documentation;

Billed for services that were not medically necessary;

Billed for higher (friced procedure codes than supported by the beneficiaries’ medi-
cal records; an

Billed for services that were not allowable by Medicare.

Estimated Improper Payments by Type of Provider in FY 1997

Type of Provider inugilllai?ns
Physician 59
Inpatient PPS Hospital 41
Home Health Agency 26
Qutpatient Hospital 19
Subtotal 145
Other Types of Providers 5.8

Total 203
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The next chart shows the types of errors found as a percentage of the total im-
proper payments.

Estimated Improper Payments by Type of Error in FY 1997

Percent of

Type of Error $20.3 Bil-

lion Total
Ne Documentation 4
No Documentation Due to Investigations 14
Insufficient Documentation 2
Subtotal: Documentation Errors 44
Lack of Medical Necessity 37
Incorrect Coding 15
Noncovered or Unallowable Services 3
Other 1
Total 100

Further details on these error categories follow.

Documentation Problems. Two types of providers, physicians and outpatient serv-
ices, consistently had the most documentation problems; they accounted for 52 per-
cent of this error category in FY 1997 and 47 percent in FY 1996. Medicare regula-
tion, 42 CFR 482.24(5, specifically requires providers to maintain medical records
that contain sufficient documentation to justify diagnoses, admissions, treatments,
and continued care. However, documentation problems represented the most perva-
sive error category in both years’ samples.

The overall error category of documentation includes three components: (1) no doc-
umentation provided after repeated attempts, (2) no documentation due to extenuat-
ing circumstances (under investigation), and (3) insufficient documentation. These
three components accounted for about $9 billion, or 44 percent of the $20.3 billion
in improper payments.

The “no documentation” category dropped from $3.25 billion for FY 1996 to $850
million for FY 1997. This reduction, we believe, was attributable to the OIG and
HCFA outreach efforts to inform providers of our FY 1996 audit results and aggres-
sive action to obtain requested medical records. In fact, we obtained almost 98 per-
cent of the medical records requested for sample claims for providers that were not
under investigation.

With respect to the providers that were under investigation, we were prohibited
from requesting medical records. Our sample included 151 claims being investigated
by the OIG ce of Investigations and 16 claims being investigated by the Medi-
care contractors’ fraud and abuse units. Because we could not test the validity of
these claims, we considered them invalid for determining whether total fee-for-serv-
ice expenditures were fairly presented. It should be noted that these claims could
be valid or erroneous (including fraudulent).

Some examples of documentation problems follow:

o A hospital outpatient department was paid $785 for eight outpatient physical ther-
apy services. Because the hospital’'s medical records supported only three of the
eight visits, the medical reviewers concluded that Medicare had overpaid $491.

o A durable medical equipment supplier received almost $3,000 for renting an elec-
tric hospital bed with pressure pad, as well as wound care supplies. The sup-
plier did not respond to our requests for medical records, and we found that its
office, which hazf a current lease, had been vacated. As a result, we referred the
supplier to our Office of Investigations and notified the contractor of our ac-
tions.

* A skilled nursing facility received $1,967 for a beneficiary’s 19-day stay, but the
medical records contained no indication that skilled nursing care had been pro-
vided. As a result, the entire payment was denied.

Lack of Medical Necessity. In both years, errors in inpatient hospital and home
health agency claims accounted for over 60 percent of tglis error category. A lack
({g 51'17edica.l necessity was the second highest error category for both FYs 1996 and

Decisions on medical necessity were made by the contractor or PRO medical staff
using Medicare reimbursement rules and regulations. They followed their normal
claim review procedures to determine whether the medical records supported the
claims, as illustrated in the examples below:

¢ A beneficiary who had been hospitalized 5 years earlier was admitted to a hos-
pital to increase her strength. Rehabilitation therapies included occupational,
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ghysical, and speech therapies, as well as continuation of routine medications.

ased on a review of the medical records, the PRO concluded that the docu-
mentation did not support the medical necessity for 37 days ($38,672) of inpa-
tient hospital care.

o A $2,915 home health aﬁency claim for home care visits, including skilled nursing
services, was denied because the skilled services were medically unnecessary.
Our interview with the beneficiary determined that he left home daily and
therefore did not meet the definition of “homebound” necessary for Medicare
coverage of home health services.

e Although an ambulance service billed $7,844 for transporting a beneficiary from
a nursing home to a dialysis center, the medical reviewer determined that the
beneficiary could have traveled safely by far less expensive means.

Incorrect Coding. Incorrect coding is the third highest error category this year,
representing 15 percent of the total improper payments. Over 90 percent of these

(igr;)';s pertained to inpatient hospital and physician claims for both FYs 1996 and

The medical industry uses a standard coding system to bill Medicare for services
provided. For most of the coding errors, the medical review staff determined that
the documentation submitted by the providers supported a lower reimbursement
code. However, we did find a few instances of downcoding which were offset against
identified upcoding situations.

Some examples of incorrect coding follow:

o A physician was paid $162 for providing critical care of an unstable, critically ill
patient requiring the constant attendance of the physician in a hospital inpa-
tient setting. According to the medical reviewer, the records submitted by the
provider did not support this level of care but rather a noncritical, high-com-
plexity hospital visit valued at $60. This resulted in a $102 overpayment.

e A hospital was paid $22,229 for an in(fatient’s surgical 'IProcedure based on the
principal and secondary diagnosis codes on the claim. The PRO found that the
secondary diagnosis code, which indicated complications, was not supported.
The PRO’s deletion of this code produced a lesser valued diagnosis related group
of $10,151, resulting in a $12,078 ovex})ayment.

o An equipmeni supplier was paid $535 for a gel pressure pad for a beneficiary’s
mattress. Based on the medical records, the medical reviewer concluded that
the supplier had actually provided a pressure pad for a wheelchair, which is re-
imbursed at $123. This error resulted in an overpayment of $412.

Noncovered/ Unallowable Services. “Medicare unallowable services” are defined as
those that Medicare will not reimburse because the services do not meet Medicare
reimbursement rules and regulations. About 73 percent of the errors in this category
were attributable to physician claims in FY 1997.

Following are some examples of noncovered or unallowable services:

o A physician was paid $114 for a beneficiary’s office visit, electrocardiogram, and
various other laboratory tests. Based on the medical records, the reviewer deter-
mined that payment should be denied because the services were performed as
part of a routine physical examination, which is not covered by Medicare.

o A podiatrist was paid a total of $57 for two claims for providing routine foot care

clipping of toenails). Medicare pays for routine foot care only under limited cir-

cumstances, such as for the treatment of infected nails. The medical reviewer
concluded that the care provided was routine preventive care, which is not cov-
ered, and the claim was denied.

Conclusions and Recommendations: Claim Testing

To obtain Medicare reimbursement, providers are required to retain supporting
documentation and make it available upon request. As with last year’s resuits, the
majority of the improper claims in our sample did not contain any visible errors.
However, a significant portion of the errors we found were attributable to insuffi-
cient documentation on the part of providers that claimed payments. We also identi-
fied numerous errors for services that were not medically necessary, upcoded to ob-
tain higher Medicare payment than the appropriate code would permit, or non-
covered or unallowable.

We acknowledge that too little time has elapsed for HCFA to fully implement our
prior year’s recommendations and to significantly reduce the error rate. Specifically,
we recommended last year that HCFA:

1. Develop a system that objectively and periodically estimates impmﬁer payments
and Xisclose the range of such improper payments in its financial statements.

2. Develop a national error rate to focus corrective actions and measure performance
in reducing improper payments.
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3. Enhance prepayment and postpayment controls by updating computer systems to
better detect improper Medicare claims.

4. Direct contractors to expand provider training to further emphasize the need to
maintain medical records that contain sufficient documentation and the pen-
alties for not doing so.

5. Direct contractors to make follow-up evaluations of specific procedure codes we
identified with high error rates and consider whether identified providers
should be placed on prepayment medical review.

6. Ensure that contractors adjust their Medicare accounts for improper payments we
identified, initiate recovery from the identified providers, and follow up with the

roviders to correct deficiencies and to determine whether other systemic prob-
ems need to be corrected.

The HCFA generally concurred with these recommendations and has developed a
corrective action plan to reduce the Medicare payment error rate to 10 percent by
the year 2002, Accordingly, we offer no additional recommendations. We expect that
HCFA'’s testimony today will address the specific corrective actions being taken.

Fiscal Year 1996 Disclaimer Issues

Before discussing HCFA’s FY 1997 financial statements, I would like to touch on
two pivotal issues resulting in our disclaimer of opinion on the FY 1996 financial
statements. Sgeciﬁcally, we were not able to gather sufficient evidence on the valid-
ity or reasonableness of:

e Medicare Accounts Payable. As of September 30, 1996, reported Medicare accounts
payable totaled $36.1 billion and comprised 71 percent of total liabilities. These
payables represented HCFA'’s estimate of actual or potential claims for services
provided to beneficiaries but not paid at the end of the FY. The HCFA did not
provide adequate support for this estimate. Additionally, we were unable to de-
termine, through alternative audit procedures, if the September 30, 1996, Medi-
care accounts Xlayable balance was fairly presented.

o Supplementa edical Insurance (SMI) Revenue (Part B Medicare). The Social

ecurity Administration (SSA) is responsible for withholding premiums from
SMI beneficiaries’ Social Security checks and for transferring these funds to the
SMI trust fund each month. Because the SMI revenue was not audited by SSA
and because we lack statutory authority to do this work, we were unable to de-
termine the validity and completeness of the SMI revenue account of $18.9 bil-
lion. Therefore, we could not determine whether the corresponding Federal
match of $61.7 billion was appropriate.

Fiscal Year 1997 Qualification Issues

This year, we are pleased to report that HCFA has revised its methodology for
estimating Medicare accounts payable, and our auditors were satisfied as to the rea-
sonableness of the resulting estimate. With respect to the SMI issue, we were able
to audit this revenue for ng 1997 by working in coordination with GAO and the
SSA’s OIG. As a result, our overall opinion on HCFA’s financial statements has ad-
vanced from a disclaimer for FY 1996 to a qualification for FY 1997. In accounting
terms, a disclaimer of opinion means that we were not able to determine whether
the financial statements were fairly presented because the documentation was not
adequate or available to support the reported amounts. A qualification indicates
that we still found documentation problems, as discussed below, but not to the ex-
tent that would necessitate a disclaimer:

Medicare /Medicaid Accounts Receivable. Medicare contractors did not maintain
adequate documentation to support reported accounts receivable activity and to pro-
vide adequate audit trails. As a result, we could not determine if the reported $2.5
billion Medicare accounts receivable balance was fairly presented. For instance:

e We could not obtain reasonable assurance of the completeness and support for
$266 million in accounts receivable that a contractor reported as transferred to
other Medicare contractors during its transition from the Medicare program. In
addition, HCFA has been unable to reconcile, through its quarterly contractor
financial reports, the $266 million to the acquiring contractors. Based on our
review, procedures were either not established or not followed among HCFA
and the contractors to confirm and reconcile the transferred accounts receivable.

e At 9 of the 11 contractors reviewed, we were unable to obtain assurance of the
completeness of accounts receivable balances because detailed subsidiary ledg-
ers could not support the balances reported to HCFA. For example, one contrac-
tor could not provide subsidiary ledgers for $21 million of the $86 million bal-
ance reported to HCFA. Another contractor “plugged” the “reclassified/adjusted”
amount by almost $758,000 to reconcile the ending subsidiary balance to the
balances reported to HCFA but was unable to explain the variance.
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In addition, we were unable to perform sufficient procedures to satisfy ourselves
as to the reasonableness of the $450 million Medicaid accounts receivable balance.

Cost Report Settlements. In FY 1997, of 35,079 provider cost reports received,
33,000 were subjected to desk review. Of that total, just over 5,000 providers were
selected for audit. Although HCFA has a cost report audit Frocess, the provider
audit function is limited to specific issue areas or cost report line items and covers
only a limited number of providers. Due to the limited scope of the contractors’ pro-
vider audit function, there is little assurance that amounts eventually paid to pro-
viders through the final cost report settlement process meet Medicare guidelines for
reasonableness and appropriateness. We were unable to extend our procedures to
determine what adjustments, if any, were necessary to the FY 1997 cost settlement
payments of $2.4 billion recorded by HCFA or to determine the potential impact of
such adjustments on the approximately $5 billion yearend cost settlement estimate
included in Medicare other governmental liabilities.

Conclusion

I appreciate the opportunity to appear before you today and to share our report
with you. As demonstrated in our review, unnecessary or improper benefit payments
continue to plague the Medicare program. Existing risks are sharply increased by
the significant growth in Medicare claims and expenditures. Our review has also
demonstrated the need for stronger oversight by HCFA to ensure provider compli-
ance with Medicare reimbursement rules and regulations and the necessity of sub-
jecting additional claims to prepayment and postpayment medical review. I am
pleased that HCFA and the Department’s Chief Financial Officer are aggressively
pursuing a corrective action plan addressing our concerns.

Finally, I would like to note that we have already started our audit work on
HCFA’s FY 1998 financial statements. As we did in the last 2 years, we will conduct
comprehensive fee-for-service claim testing. In addition, we will place a high priority
on ensuring that HCFA has established an adequate internal control structure for
Medicare accounts receivable activity.

I welcome your questions.
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INDEPENDENT AUDITOR’S REPORT
INSPECTOR GENERAL’S REPORT ON THE
HEALTH CARE FINANCING ADMINISTRATION’S
FINANCIAL STATEMENTS FOR FISCAL YEAR 1997

To:  Nancy-Ann Min DeParle
Administrator
Health Care Financing Administration

We have audited the accompanying statement of financial position of the Health Care Financing
Administration (HCFA) as of September 30, 1997, and statement of operations and changes in
net position for the year then ended. These financial statements are the responsibility of HCFA's
management and include the accounts of all funds it administers, including the Medicare hospital
insurance trust fund, the Medicare supplementary medical insurance trust fund, and Medicaid
grants. Our responsibility is to express an opinion on these financial statements based on our
audit.

Except as discussed in the following paragraphs, we conducted our audit in accordance with
generally accepted auditing standards; Government Auditing Standards issued by the
Comptroiler General of the United States; and Office of Management and Budget (OMB)
Bulletin 93-06, Audit Requirements for Federal Financial Statements. These standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that
our audit provides a reasonable basis for our opinion.

Medicare/Medicaid A R, P

Medicare accounts receivable are stated at

$2.5 billion, net of the allowance for uncollectible accounts, at September 30, 1997. Such
accounts receivable represent amounts providers owe to HCFA due to overpayments reported by
Medicare contractors. Some of the contractors visited were unable to provide subsidiary ledgers
and other documentation to support reported accounts receivable activity or to reconcile
subsidiary records to amounts reported to HCFA. It was not practical to extend our procedures
to enable us to conclude on the Medicare accounts receivable balance or related activity. In
addition, estimates of Medicaid accounts receivable, stated at approximately $450 million and
netted against the Federal share of Medicaid accounts payable, were developed through a survey
process using unaudited information provided by States to HCFA. Such estimates varied
significantly by State and by month and were generally not provided at September 30, 1997, but
rather were based on earlier reporting dates. Without consistently prepared survey responses and
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trend data to analyze the reasonableness of such estimates, it was not practical to extend our
auditing procedures to enable us to conclude on the adequacy of Medicaid estimates.

Cost Report Settlements. Medicare Part A providers are paid interim amounts throughout the
year and then file a cost report to reconcile actual costs to the interim payments received. In
addition to processing and reporting cost settlements made during the fiscal year (FY), HCFA
must develop an estimate for cost reports that have not yet been settled at yearend. Typically
these payments will not be settled for up to 2 years. Although HCFA has a cost report process,
because of limited resources, the provider andit activity is limited to specific issue areas or cost
report line items and covers only 2 limited number of providers. Due to the limited scope of the
contractors’ provider audit function, there is little assurance that amounts eventually paid to
providers through the final cost report settlement process meet Medicare guidelines for
reasonableness and appropriateness. We were unable to extend our procedures to determine what
adjustments, if any, were necessary to the FY 1997 cost settlement payments of $2.4 billion
recorded by HCFA or to determine the potential impact of such adjustments on the
approximately $5 billion yearend cost settlement estimate included as a component of the
Medicare other governmental liabilities.

As discussed in note 13, HCFA has devised a methodology that subjects all cost reports to an
automated uniform desk review process. Based on certain criteria, some providers and/or issues
are selected for focused, field, or onsite audits. Due to budget constraints, a limited number of
cost reports are audited in any given year. About one-third of these are onsite audits of a sample
number of providers that would not ordinarily be subject to audit. These onsite, “cyclical” audits
are used to ensure that cost and statistical records support the data shown on the cost report and
use a customized audit program. The remaining audits are selected 1o concentrate audit dollars in
areas of risk to the Medicare program and to provide sufficient return for the dollars spent.

In 1997, of 35,079 provider cost reports received, 33,000 were subject to desk review. Of that
total, just over 5,000 providers were selected for audit. Dollars disallowed averaged 1.5 percent.
This workload consisted of two primary groups: (1) hospitals paid based on prospective
payment system (PPS) rates and their provider-based facilities and (2) other facilities paid based
on costs incurred. The PPS facilities must submit cost reports if they have provider-based home
health agencies, outpatient clinics, or other provider-based facilities paid on a cost basis. These
cost reports are used both to validate the PPS rates and to ensure that services paid on a cost basis
are properly reimbursed. The disallowance rate on these audits was low--less than 1 percent.

The balance of the audits have a higher disallowance rate because they can be targeted toward
provider cost reports that have the highest risk to the Medicare program. Dollars disallowed for
all non-PPS facilities averaged 4 percent in FY 1997. However, since the uniform desk review
does not currently select those cost reports for audit that do not appear to have a significant
potential for disallowance, anditing all cost reports does not appear to be cost beneficial.
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As described in note 1, HCFA prepared its financial statements in conformity with the hierarchy
of accounting principles and standards approved by the Federal Accounting Standards Advisory
Board. The hierarchy is a comprehensive basis of accounting other than generally accepted
accounting principles.

In our opinion, except for the effects on the financial statements of adjustments, if any, related to
the amounts recorded for Medicare/Medicaid accounts receivable and cost report settiements as a
result of the matters noted above, the accompanying financial statements present fairly, in all
material respects, HCFA's financial position at September 30, 1997, and the resuits of operations
and changes to net position for the year then ended in accordance with the accounting principles
described in note 1 to those financial statements.

Our audit was conducted for the purpose of forming an opinion on the statement of financial
position as of September 30, 1997, and related statement of operations and changes in net
position for the year then ended. The financial information presented in HCFA's FY 1997
Financial Report, including the management overview, is supplemental information required by
OMB Bulletin 94-01 and is not a required part of the principal financial statements. We assessed
whether this information, and the manner of its presentation, is materially inconsistent with the
information, and the manner of its presentation, in HCFA’s financial statements. This
information, which includes trust fund projections, has not been subjected to audit procedures.
Accordingly, we express no opinion on it.

REPORT ON INTERNAL CONTROLS

Except for the matters discussed on pages 1 and 2 of our report on the financial statements, we
conducted our audit in accordance with generally accepted auditing standards; Government
Auditing Standards, issued by the Comptroller General of the United States; and OMB Bulletin
93-06, Audit Requirements for Federal Financial Statements. These standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements
referred to above are free of material misstatement.

In planming and performing our audit of HCFA’s financial statements as of and for the year
ended September 30, 1997, we obtained an understanding of internal controls, except controls
relating to performance measurement data, to determine our auditing procedures for the purpose
of expressing our opinion on the financial statements and to determine whether the internal
controls meet the objectives identified below. Our consideration included obtaining an
understanding of the significant internal control policies and procedures; assessing the level of
control risk relevant to all significant cycles, classes of transactions, or account balances; and, for
those significant control policies and procedures that have been properly designed and placed in
operation, performing sufficient tests to assess more fully whether the controls are effective and
working as designed to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide an opinion on internal control.
Accordingly, we do not express such an opinion.
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Because of inherent limitations in any internal control structure, errors or irregularities may occur
without detection. Also, projecting any evaluation of the internal control structure to future
periods is subject to the risk that procedures may become inadequate if conditions change or if
the effectiveness of the design and operation of policies and procedures deteriorates.

The HCFA management is responsible for establishing and maintaining an internal control
structure. In fulfilling this responsibility, management makes estimates and judgments of the
expected benefits and costs of internal control structure policies and procedures. The objectives
of an internal control structure are to provide management with reasonable, but not absolute,
assurance that:

« Transactions are properly recorded and accounted for to permit the preparation of
reliable financial statements and to maintain accountability over assets;

« Funds, property, and other assets are safeguarded against loss from unauthorized use or
disposition; and

« Transactions, including those related to obligations and costs, are executed in
compliance with laws and regulations that could have a direct and material effect on the
principal financial statements and that OMB, HCFA, or we have identified as being
significant for which compliance can be objectively measured and evaluated.

Reportable conditions involve matters coming to our attention relating to significant deficiencies
in the design or operation of the internat control structure, that, in our judgment, could adversely
affect the entity’s ability to record, process, summarize, and report financial data consistent with
management's assertions in the financial statements.

Material weaknesses are reportable conditions in which the design or operation of one or more
internal control structure elements does not reduce to a relatively low level the risk that errors or
irregularities in amounts that would be material in the financial statements may occur and not be
detected within a timely period by employees in the normal course of performing their assigned
functions.

We noted four internal control weaknesses that we consider to be material weaknesses under
standards established by the American Institute of Certified Public Accountants and OMB
Bulletin 93-06, as well as three reportable conditions:
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INTERNAL CONTROL WEAKNESSES

Material Weaknesses
Page
o) Mouitoring National Compli 5-18
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@ Financial Management Controls 20-24
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(General and Application Control Weak ) 24-30
Reportable Conditions
@ HCFA Regional Office Oversight of Medicare 30-32
- Federal Share of Medicaid Accounts Payable and Accounts Receivable 32-33
-] HCFA Regional Office Oversight of Medicaid 33

Material weaknesses 2 and 4 were not identified as such by HCFA in the Department of Health
and Human Services (HHS) FY 1997 Federal Managers Financial Integrity Act (FMFIA) report.
Significant components of each of these material weaknesses were reported in previous Chief
Financial Officers (CFO) audit reports and remain uncorrected.

MATERIAL WEAKNESSES
1. Monitoring National Compliance - Medicare Fee-for-Service Error Rate

Our FY 1996 audit of HCFA's financial statements, dated July 17, 1997, disclosed an estimated
$23.2 billion in improper payments, or about 14 percent of the total Medicare fee-for-service
payments. Considering the significance of the error rate, we concluded that HCFA’s oversight of
the Medicare program did not provide reasonable assurance of detecting and preventing improper
Medicare payments. This constituted a material weakness which required prompt action by
HCFA, including the development of a national error rate and increasing its oversight of
Medicare expenditures. While HCFA has begun to implement a corrective action plan, it has not
had sufficient time to develop its own process for establishing a national error rate or to
significantly reduce the amount of improper payments. It was therefore necessary for the Office
of Inspector General (OIG) to perform similar sampling of fee-for-service claims in FY 1997.

FY 1997 Medicare Claim Testing Overview

Through detailed medical and audit review of a statistical selection of 600 beneficiaries
nationwide with 8,048 fee-for-service claims processed for payment during FY 1997, we found
that 1,907 claims did not comply with Medicare laws and regulations. By projecting these
sample resuits, we estimated that FY 1997 net overpayments totaled about $20.3 billion
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nationwide, or about 11 percent of total Medicare fee-for-service benefit payments. The
estimated range of the improper payments at the 95 percent confidence level is $12.1 billion to
$28.4 billion, or about 7 percent to 16 percent. These improper payments primarily resulted from
provider billings for services that were medically unnecessary, insufficiently documented,
noncovered, or incorrectly coded. As was the case last year, these improper payments could
range from inadvertent mistakes to outright fraud and abuse. We cannot quantify what portion of
the error rate is attributable to fraud. Specifically, 98 percent of the improper payments in our
sample were detected through medical record reviews coordinated by the OIG in conjunction
with medical personnel. When these claims were submitted for payment to Medicare
contractors, they contained no visible errors. It should be noted that the HCFA contractors’
claims processing controls were generally adequate for (1) ensuring beneficiary and provider
Medicare eligibility, (2) pricing claims based on information submitted, and (3) ensuring the
services as billed were allowable under Medicare rules and regulations. However, these controls
were not effective in detecting the types of errors discussed on page 9.

While this year’s point estimate is $3 billion less than last year’s point estimate $23.2 billion, we
cannot conclude that the current error rate is statistically different. The difference may be due to
sampling variability or HCFA’s and the OIG’s efforts toward obtaining better documentation.
The year’s results could differ from last year’s because selecting different claims with different
dollar values and errors will inevitably produce a different estimate of improper payments.

In view of Medicare’s 38 million beneficiaries, 853 million claims processed and paid annually,
complex reimbursement rules, decentralized operations, and the current estimate of $20.3 billion
in improper payments, the Medicare program remains inherently at high risk for payment errors.
Therefore, HCFA needs to continue its efforts to reduce improper payments.

Audit Objective
Our primary objective was to determine whether Medicare benefit payments were made in
accordance with the provisions of Title XVII and implementing regulations in 42 Code of
Federal Regulations (CFR) for services that were:

+ Fumished by certified Medicare providers to eligible beneficiaries;

+ Reimbursed by Medicare contractors in accordance with Medicare laws and
regulations; and

« Medically necessary, accurately coded, and sufficiently documented in the
beneficiaries' medical records.
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Audit Methodology

Statistical Selection Method. To accomplish our objective, we used a stratified, multistage
sample design. Our sample frame consisted of 220 quarters (55 contractors x 4 quarters). We
stratified the contractors into two strata: stratum 1 included the first, second, and third quarters,
and stratum 2 included the fourth quarter. Selecting two contractors from the fourth quarter
controlled the amount of audit work required to review fourth quarter claims. We did not stratify
the contractor quarters for FY 1996. The selection within each stratum was based on probability-
proportional-to-size using Rao, Hartley, Cochran methodology. We used FY 1996 Medicare fee-
for-service benefit payments as the selection weighting factors. Ten contractor quarters were
selected from stratum 1, and two contractor quarters from stratum 2. The 12 contractor quarters
included 11 contractors (1 contractor was included twice). Of the 11 contractors, 5 are both
fiscal intermediaries (FI) and carriers; 2 are Fls, carriers, and durable medical equipment regional
carriers (DMERC); 2 are Fls; and 2 are carriers. The FIs process payments for hospitals, skilled
nursing facilities (SNF), home health agencies (HHA), rural health clinics, hospices, end stage
renal disease facilities, and other institutional providers. Carriers process payments for
physicians, clinical laboratories, free-standing ambulatory surgical centers, and other
noninstitutional providers. The DMERC:s process all claims from suppliers of durable medical
equipment (DME), prosthetics, orthotics, and supplies under the Medicare Part B program except
those for items incident to physician services in rural health clinics or included in payments to
such providers as hospitals, SNFs, and HHAs. A DMERC’s claims processing jurisdiction is
based on the beneficiary’s State of permanent residence.

The second stage consisted of a random sample of 50 beneficiaries from each contractor quarter
stratified into 4 strata by total amount of payments for services. The random sample of 600
beneficiaries produced 8,048 claims valued at $5.4 million for review. To ensure the
completeness of the claims data, we reconciled Medicare contractor claims data to the HCFA
1522 Monthly Financial Report for the 12 contractor quarters selected. The HCFA used this
report in its preparation of the FY 1997 financial statements.

We used a variable appraisal program to estimate the dollar impact of improper payments in the
total population. The population represented $177.4 billion in fee-for-service payments.

Audit Procedures. We reviewed all claims processed for payment for each selected beneficiary
during the 3-month period. Specifically, we used medical review personnel from HCFA's
Medicare contractors and peer review organizations (PRO) to assess the medical records and to
determine whether the services billed were reasonable, medically necessary, adequately
documented, and coded correctly in accordance with Medicare reimbursement rules and
regulations.

We contacted each provider in our sample by letter requesting copies of all medical records
supporting services billed. In the event that we did not receive a response from our initial letter,
we made numerous follow-up contacts by letter and, in most instances, by telephone calls. At
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selected providers, we made onsite visits to collect requested documentation. Throughout the
medical review, we coordinated OIG and medical review efforts to ensure consistency and
accuracy. Concurrent with the medical review, we made additional detailed claims reviews,
focusing on past improper billing practices, to determine whether:

« the contractor paid, recorded, and reported the claim correctly;
« the beneficiary and the provider met all Medicare eligibility requirements;

« the contractor did not make duplicate payments or payments for which another primary
insurer should have been responsible (Medicare secondary payer (MSP}); and

» all services were subjected to applicable deductible and co-insurance amounts and were
priced in accordance with Medicare payment regulations.

Results of Review

Our review confirmed prior findings that the Medicare program is inherently vulnerable to
incorrect provider billing practices. Through detailed medical and audit reviews of a statistical
selection of 600 beneficiaries nationwide with 8,048 fee-for-service claims processed for
payment during FY 1997, we found 1,907 claims that did not comply with Medicare laws and
regulations. The contractors have disallowed and already recovered many of the overpayments
identified in our sample, consistent with their normal claims adjudication process.

‘We estimate that the point estimate dollar value of improper Medi benefit payments made
during FY 1997 was $20.3 billion, or about 11 percent of the $177.4 billion in processed fee-for-
service payments reported by HCFA. The estimated range of the improper payments at the 95
percent confidence level is $12.1 billion to $28.4 billion, or about 7 percent to 16 percent. While
this year’s point estimate is $3 billion less than last year’s point estimate $23.2 billion, we cannot
conclude that the current error rate is statistically different. The difference may be due to
sampling variability or HCFA’s and the OIG’s efforts toward obtaining better documentation.
The year’s results could differ from last year’s because selecting different claims with different
dollar values and errors will inevitably produce a different estimate of improper payments.

The following table shows the types of errors and provider claims included in our $20.3 billion
improper payment estimate for FY 1997. About 87 percent of these improper payments occurred
within the first six provider types highlighted on the following page:

Independent Auditor's Report Inspector General's Report on the HCFA Financial Statements for FY 1997 Page 8 of 36




29

Types of Errors (doliary in millious)

were fairly p

$20.282 bllllon.

?  Percentage of the ovenall estimate of $20.282 billion by the type of claim.

[ Documents not Non-
Lack of rovided due to| covered Al Percentage]
Type of medical fi [ncorrect ing No or not other lof improper
Provider ] coding s llowabdi errors| Total | payments
Physiciaz - $376 $2,415| $1,698 560 $178 $387 $291] $5,905| 29.11%l
|Inpatieat PPS 2,319 460! 1,001 264 17 4,061 20.02%
HHA 2,484 68 1 2,583 12.59
Outpatient 435 1,478 8 2 329 2| 1,957 9.65%
DME 100 80 218 1,009 498 33/ 17 1,939 9.56'
‘Transpartation 397 3 8 714 18 2 Qay 1,141 5.63%
1 $6,111 $4,504 | 52,933 $2,547 $696} $472| $293( $17,55¢  86.56%
SNF 471 145 13 629 3.10%]
Hospice 329 154 138 621 3.06%
End Stage
Renal Disease 81 4 375 460 2.27%
ippatient
Non-PP$ 448 448 LZI'A
Laboratory 76 230} 23 19 16/ 45 10 419 2.07%
Ambaulstory
Surgery 45 89 15 149 .73%
Total $7,480 $5,203 | 52,975 $1,941 $850) $530 $303{$20,2821 100.00%
Percentage of
Improper
Payments 36.88%| 28.65%| 14.67%) 14.50%! 4.20%| 2.61% | 1.49%
' Cases in which the p were under i and we were prohibited from medical records. Because we

could not test the validity of these claims, we considered them mvnhd for determining whcthzr lohl fee-fm-serwce
d. It should be noted these claims could be valid or

*  Negative dollars represent claims for which the number of services billed was less than the number of services provided.

¢ nenngeofmmmpupnynmtsnme%petemtwnﬁdmeelzvelutlll”bﬂhmtoszsulhlhm Each dollar
th the logy. The sum of all dollars equals the overall estimate of
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Each dollar estimate in the previous chart was computed using a method similar to that used in
projecting the overall dollar error rate. However, the precision of the dollar estimate by specific
type of claim and type of error is not sufficient to use for benchmarking purposes. This would
have required an expenditure of audit resources outside the scope of a financial statement audit.

As noted in the chart on the following page, 2 comparison of the FYs 1996 and 1997 sample
results demonstrated that over 70 percent of our point estimate of improper payments in both
years occurred in four provider types: physician, inpatient prospective payment system, home
heaith agency, and outpatient services. The chart also shows that most of the errors in both
years’ samples fell into four general categories:

@ documentation errors, including insufficient documentation, documents not provided
due to extenuating circumstances, and no documentation;

w  Jack of medical necessity;
@ incorrect coding; and

=  poncovered/unajlowable services.
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Comparison of FYs 1996 and 1997 Types of Provider Categories
Highest Estimated Dollars.in Improper Payments

- o 1 b 2
1 | Ph 29.11% $5,027 67%
Dy 15.55% 2,756 11.88%
Medically unnecessary/ 3.76% 943 4.07%
noncovered
Incorrectly coded 1,698 8.37% 1,070 4.61%
Remaining errors 291 1.43% 258 1.11%
2 |Inpatient PPS 4,061 20.02% 5,239 22.59%
De i 724 3.57% 1,040 4.49%
Medically unnecessary/ 2,336 11.52% 3,301 14.23%
noncovered
Incorrectly coded 1,001 4.93% 900 3.88%
Remaining errors (2) -0.01%
3 |Home Health Agency 2,553 12.59% 3,650 15.74%
D i 68 0.34% 1,684 7.26%
Medically unnecessary/ 2,485 12.25% 1,935 8.34%
noncovered
Remaining errors 31 0.14%
4 | Outpatient 1,957 9.65% 2,810 12.12%
Dy i 1,480 7.30% 2,286 9.86%
Medically unnecessary/ 467 2.30% 441 1.90%
noncovered
Incorrectly coded 8 0.04% 1 0.01%
Remaining errors 2 0.01% 32 0.35%
| Subtotal | 14476 T31%] 16,726 |  72.12%
5 | Other Types of Providers 5,806 28.63% 6,466 27.88%
Dy 3,569 17.60% 3,080 13.28%
Medically unnecessary/ 1,959 9.66% 3,128 13.49%
noncovered
Incorrectly coded 268 132% 7 0.03%
Remaining ervors 10 0.05% 251 1.08%
[ Total i $20282 | 100.00% [ $23,192 [ 100.00%
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Problems with documentation, medical necessity, and coding errors are consistently systemic
problems noted in both fiscal years. Details on these matters follow:

- Documentation

Medicare regulation, 42 CFR 482.24(c), specifically requires providers to maintain medical
records that contain sufficient documentation to justify diagnoses, admissions, treatments
performed, and continued care: However, documentation problems represented the most
pervasive error category in our sample. This was the largest problem noted in our FY 1996 audit
as well. Physician and outpatient services accounted for 52 percent of this error category in

FY 1997 and 47 percent in FY 1996.

The overall error category of documentation includes three components: (1) insufficient
documentation, (2) no documentation due to extenuating circumstances (under investigation),
and (3) no documentation provided after repeated attempts. These three components accounted
for about $9 billion ($5.203 billion for insufficient documentation, $2.941 billion for documents
not provided due to extenuating circumstances, and $850 million for no documentation), or about
44 percent of the $20.3 billion in improper payments,

The no documentation category was $3.250 billion for FY 1996 and $850 million for FY 1997.
There was clearly a reduction in this error category due to the OIG and HCFA outreach efforts to
inform providers of our FY 1996 audit results and aggressive action to obtain requested medical
records. We obtained almost 98 percent of the medical records requested for sample claims for
providers that were not under investigation. As a result of last year’s audit, HCFA hosted
informational meetings with major provider professional organizations representing various
physician specialties, the home health care industry, the DME industry, skilled nursing facilities,
chiropractors, hospitals, and other providers. The purpose of these meetings was to familiarize
the organizations with our findings and to explore opportunities for collaborating on educational
efforts. As a result, various organizations agreed to publicize our audit findings and
documentation guidelines in newsletters and other materials issued to their members.

As previously indicated, if providers failed to furnish supporting medical records or submitted
insufficient records after the initial request, the reviewers generally requested such
documentation numerous times before determining the payment to be improper. In addition, we
made repeated contacts with certain providers and even visited some to collect the requested
documentation.

With respect to the extenuating circumstances component, these are cases in which the providers
were under investigation, and we were prohibited from requesting medical records. Specificaily,
our sample included 151 claims being investigated by the OIG Office of Investigations and 16
claims being investigated by the Medicare contractors’ fraud and abuse units. Because we could
not test the validity of these claims, we considered them invalid for determining whether total
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fee-for-service expenditures were fairly presented. It should be noted that these claims could be
valid or erroneous (including fraudulent).

Some examples of documentation problems follow:

Q Physician. Medicare paid a physician $42 for an office visit made by a beneficiary with
back problems. The physician’s office submitted a copy of the claim and a copy of the
financial ledger but, even after numerous written and telephone requests, did not submit
any medical records.

Q Outpatient. A hospital outpatient department was paid $785 for eight outpatient
physical therapy services provided during a 24-day period. The medical records supplied
by the hospital contained support for three of the eight visits. The medical reviewers
concluded that the payments for the other five physical therapy services were not
supported, resulting in a $491 overpayment.

w] DME. A Medicare contractor paid almost $3,000 to a DME supplier for 4 months’ rental
of an electric hospital bed with pressure pad, as well as wound care supplies. The DME
supplier did not respond to our requests for medical records. We subsequently went to
the supplier’s address and found that the office had been vacated. Although the building
owner stated that the DME supplier had a 3-month lease which was still current, we were
not able to contact the lessors. As a result, we referred the supplier to our Office of
Investigations and notified the contractor of our actions.

Q SNF. A SNF received $1,967 for a beneficiary’s 19-day stay for skilled nursing care.
However, there was no indication in the nurse’s notes or elsewhere in the records that
skilled nursing care was provided during the period. Because providers may receive
reimbursement for SNF services only if skilled care is provided on a daily basis, the
$1,967 payment was denied.

- Lack of Medical Necessity

A lack of medical necessity was the second highest error category for both FYs 1996 and 1997.
In both years, such errors in inpatient hospital and HHA claims accounted for over 60 percent of
this error category (FY 1996 - $5.236 billion of the total $8.529 billion; FY 1997 - $4.803 billion
of the total $7.480 billion).

Decisions on medical necessity were made by the contractor or PRO medical staff using
Medicare reimbursement rules and regulations. They followed their normai claims review
procedures to determine whether the medical records supported the Medicare claims. As
illustrated below, the services as billed were often found not medically necessary.
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a Hospital inpatient. A beneficiary who had suffered a stroke S years earlier was admitted
to a hospital to increase her strength. Rehabilitation therapies included occupational,
physical, and speech therapies, as well as continuation of routine medications. Based on
a review of the medical records, the PRO concluded that the documentation did not
support the medical necessity for 37 days ($38,672) of inpatient hospital care.

Q HHA. A $2,915 HHA claim for home care visits, including skilled nursing services, was
denied because the skilled services were medically unnecessary. Our interview with the
beneficiary determined that he left home daily and therefore did not meet the definition of
“homebound” and was not entitled to Medicare coverage of home health services. Also,
we did not find a plan of care signed by the physician in the medical documentation for
this care.

=] Another HHA received payment of $1,484 for home health and skilled services. The
medical files did not contain any information supporting that the beneficiary was unable
to leave th