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Mr. REHBERG. Good morning. I apologize for the timing. As I
think you have been informed, we anticipate a vote at 10:15 a.m.
And so, what we will do is we will stay here until about 5 minutes
left on the vote, so 10 minutes into the vote. Hopefully, that will
take us to about—if it is at 10:15 a.m.—take us to about 10:25 a.m.

We will go over and vote. We have two. I anticipate a 15 and a
5, which never works out that way, and we will get back. And we
will just suspend the hearing, and then we will get back as quickly
as we can so we can have as much time with you.

I will end the meeting at noon, at 12:00 p.m. And so, if I could
ask you to if at all possible to summarize your opening statement,
just as, one, a courtesy to the rest of you and, two, so that we will
have more time for questioning, that would be very helpful.

So we normally go in order of the titles of the bill. I think you
have been informed of that as well. So, Mr. Lewis, we will start
with you.

Oh, I am sorry. Ms. DeLauro.

Ms. DELAURO. Thank you. That is fine. Thank you, Mr. Chair-
man, again.

And happy St. Patrick’s Day to all.

I want to thank today’s panelists for coming to testify before us
this morning. I think everyone in this room agrees that our Gov-
ernment should be as efficient as possible, and I know that the Ad-
ministration has made improving program integrity and reducing
improper payments a very high priority.

And to that end, the administration has moved aggressively with
a vigorous effort to ferret out waste, fraud, and abuse. The Presi-
dent has signed an Executive Order 13520 to this effect. It requires
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that improper payments be reduced by intensifying efforts to elimi-
nate payment errors, waste, fraud, and abuse in the major pro-
grams that are administered by the Federal Government, while
continuing to ensure that the Federal programs serve and provide
access to their intended beneficiaries.

And to help implement it, this Congress included $37,500,000 in
the 2010 Consolidated Appropriations Act. The funds also establish
a Partnership Fund for Program Integrity Innovation, helping
States to create pilot projects to reduce improper payments without
reducing participation among eligible populations. And every
project must save at least as much as it costs.

And I see for the first time, we have tried to dedicate discre-
tionary funds to fight waste, fraud, and abuse. The subcommittee
has focused on these issues. The bill that reported out by the
Labor-HHS, this subcommittee, last year included three major pro-
gram integrity initiatives totaling $1,400,000,000—an 89 percent
increase above the level 2 years earlier—in the areas of healthcare,
Social Security, and Unemployment Insurance.

The bill also took specific steps to respond to reports by the GAO
concerning possible fraud in some of the discretionary programs at
the Department of Health and Human Services’ Administration on
Children and Families. The bill responded with $7,500,000 for the
Inspector General to conduct comprehensive audits in those areas,
funds to the program offices for better monitoring of grantees, a re-
quirement that the Secretary report quickly concerning the steps
that she was taking to address the GAO’s concerns.

My hope is that our subcommittee will continue this commitment
to taking concrete steps that will actually improve program integ-
rity.

Unfortunately, right now, this Congress seems to be going in a
different direction. We are going to hear today about problems of
improper payments at Medicare. Yet even as the number of Medi-
care beneficiaries is rising, H.R. 1, the majority’s appropriations
bill that passed the House last month, cuts appropriations for
Medicare and Medicaid operations by $458,000,000, or 13 percent
below last year.

This is a reckless cut, in my view, that will stop any progress on
reducing fraud and improving payment accuracy dead in its tracks.
The Center for Medicare Services will have a hard enough time
just paying bills on time for services to Medicare patients by doc-
tors and hospitals. Under the majority’s budget, they will have very
little chance to actually pay attention to and review what it is they
are paying.

Similarly, as a result of increased need during the recession, So-
cial Security has a large backlog of claims for disability benefits.
Families are waiting for resources they both need and deserve.

But the resolution cuts funding for the Social Security Adminis-
tration by over $1,000,000,000 below the President’s request. That
means less staff, probably furloughs, even bigger backlogs, less
chance to detect fraud and improve accuracy.

In the end, denunciations of waste and fraud are not enough.
Adding more rules is not enough. Addressing problems of improper
payments requires careful attention from skilled people who can
scrutinize claims to look for troubling patterns and to make sure
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systems are working correctly. You cannot furlough workers and
reduce the size of the workforce and expect to get better results in
program integrity.

We should also be focused not just on social insurance programs.
There may be a tendency to concentrate on Social Security, Medi-
care, and Ul because they are large and, therefore, produce dra-
matic numbers and because techniques are available for measuring
payment accuracy rates. But we also need to be looking at other
places where waste and inefficiency abounds, like Federal con-
traﬁting. We ought to try to take a look at defense contracts as
well.

Spending on contractors increased at an average rate of 12 per-
cent per year between 2000 and 2008. Yet many agencies seemed
to have little idea how many contract personnel were actually
working for them or what they were all doing. The administration
and the last Congress had been working to get a handle on those
expenses and bring some rationality to the process. I hope those ef-
forts will continue.

We also need to look at our tax system, the billions of dollars in
tax revenues that are being lost through tax avoidance schemes,
poor enforcement, companies that set up tax accounts overseas
with the opportunity to limit their financial tax obligations to the
United States.

In everything we should do, we should not just be looking at the
little guy, but let’s look at the large corporations, wealthy individ-
uals who are gaming the system. No one should be allowed to com-
mit fraud. No one should be getting more than they are supposed
to. But in a time of limited resources, good business sense argues
for concentrating our efforts where the biggest possible savings
might be achieved.

I thank you again, and thank you, Mr. Chairman, as well. I look
forward to your testimony.

Mr. REHBERG. Thank you.

Mr. Lewis.

Mr. LEwiS. Good morning, Mr. Chairman and Members of the
subcommittee. Thank you for inviting:

Is it on now? Okay.

Good morning, and thank you for inviting me to testify today in
my capacity as the Assistant Inspector General for Audit at the De-
partment of Labor. I am pleased to discuss improper payments in
the Unemployment Insurance program.

Recently, both the Administration and Congress have placed re-
newed focus on eliminating improper payments in benefit pro-
grams, such as Ul Pursuant to Executive Order 13520, OMB has
designated Ul as one of 14 high-error programs in the Federal Gov-
ernment.

For 2010, DOL reported an 11.2 percent improper payment rate,
which represents $16,500,000,000 in overpayments and
$936,000,000 in underpayments. Consistent with the committee’s
request, I will discuss OIG’s audit oversight work in the UI pro-
gram.

In 2003, OIG first audited the Benefit Accuracy Measurement
program, or BAM, which is the Department’s means of monitoring
the accuracy of unemployment benefits. At that time, we found
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that the BAM generally identified and projected improper pay-
ments accurately. However, we identified the need for improved de-
tection of benefit payments to workers who had returned to work,
which is still the primary cause of Ul overpayments.

The OIG recommended ETA expand the use of the National Di-
rectory of New Hires to all States as a tool to identify overpay-
ments early in the process, thus potentially preventing losses of un-
employment funds. The National Directory is a consolidated data-
base maintained by the Department of Health and Human Services
that contains information on persons who have returned to work.

Our audit recommended that ETA revise its performance meas-
urement system to give priority to measures aimed at preventing
overpayments, use the BAM to identify trends, and work with
States on initiatives to prevent overpayments. We are pleased to
note that the Department is now planning to mandate that all
States use the National Directory of New Hires.

ETA has also made changes in its performance measures and
now includes overpayment detection as a core measure for States,
consistent with our earlier recommendation. We also note that re-
cently passed legislation requires employers to report the first day
of earnings for new hires.

The OIG reviewed the Department’s May 2010 report on im-
proper payments, as required by the executive order. We found the
Department’s reduction plan did not include specific targets for
preventing improper payments, sufficient details regarding meeting
targets, or supporting analysis related to its integrity initiatives
and their expected impacts. For example, five of seven initiatives
focused primarily on detection rather than prevention.

Mr. Chairman, our audit work in the Ul program is continuing,
given the overall increase in unemployment benefits over the past
few years, the rising improper payment rate, and new statutory
mandates in this area. One of the areas we are currently focusing
on is the quality of data that States are reporting to the Depart-
ment and its usefulness in preventing improper payments.

In the year ahead, we have plans to conduct audits to evaluate
the technique States are using to detect and prevent improper pay-
ments, how States assess the effectiveness of those techniques, and
whether any States have best practices that other States should
consider implementing. Additionally, we plan to look at the ade-
quacy of systems operated by States to recover overpayments.

In conclusion, Mr. Chairman, with 60 percent of States currently
borrowing Federal unemployment funds to pay unemployment
claims, the expenditure of more than $124,000,000,000 over the
past three years for extended and emergency unemployment com-
pensation, an increasing overpayment rate, and the current eco-
nomic conditions, identification of overpayments is simply not
enough. As we have previously recommended, the Department and
the States must identify strategies not only to detect improper pay-
ments, but which successfully prevent them in the first place.

I thank you, Mr. Chairman, for the opportunity to testify at to-
day’s hearing. I would be pleased to answer any questions you or
other Members of the subcommittee may have.

[The information follows:]
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Before the House Committee on Appropriations
Subcommittee for Labor, Health and Human Services,
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March 17, 2011

Good morning, Mr. Chairman and Members of the Subcommittee, thank you for
inviting me to testify today in my capacity as the Assistant Inspector General for
Audit at the U.S. Department of Labor (DOL). | am pleased to discuss improper
payments in the Unemployment Insurance (Ul) program. As you know, the Office of
Inspector General (OIG) is an independent agency within the Department of Labor.
The views expressed in my testimony are therefore based on the independent
findings and recommendations of the OIG’s audit work, and are not intended to
reflect the Department’s positions.

The Federal-state unemployment insurance program offers the first economic line of
defense against the collective impact of unemployment. The Employment and
Training Administration (ETA) within DOL oversees this nationwide system, which is
administered by the states. The Ul program is a social insurance program that
generally provides benefits to those who have lost their jobs through no fault of their
own. As a temporary, partial wage replacement to the unemployed, the Ul program
is important: in helping eligible, unemployed workers to obtain basic life necessities
such as food, shelter and clothing; in maintaining purchasing power; and in
stabilizing the economy. Given the nature of this program, states are challenged in
paying claims as quickly as administratively possible while ensuring that benefits are
paid properly.

While funding for the Ul program comes primarily from state employer taxes, in
recent years, more and more funding has come from Federal appropriations as
extensions to emergency unemployment benefits have been enacted. in Fiscal Year
2010, $156 billion in total Ul benefits were paid, of which $72 billion were for
emergency unemployment benefits. in fact, more than $124 billion in Federal funds
for emergency unemployment benefits have been paid out since 2008. Moreover, it
is important to note that 32 of 53 state Ul jurisdictions currently owe the Treasury in
excess of $44 billion in loans needed to fulfill their Ul claims, because their Ul trust
funds were insolvent.

Recently, both the Administration, through Executive Order 13520, and Congress,
through the passage of the Improper Payments Elimination and Recovery Act of
2010 (IPERA), have placed a renewed focus on eliminating improper payments in
benefit programs such as in the Ul program. Pursuant to the Executive Order, OMB
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has designated Ul as 1 of the 14 “high error programs” in the Federal Government.
This designation requires DOL to take certain actions to measure and reduce
improper payments. For 2010, DOL reported an 11.2 percent improper payment rate
for Ul benefits, which represents $16.5 billion in overpayments and $936 million in
underpayments.

OIG Oversight

The OIG has certain oversight responsibilities regarding the Ul program. We carry
out this oversight through a program of audits and investigations to identify program
weaknesses and vulnerabilities, and to detect and prevent fraud within the program.
For more than a decade, we have highlighted Ul program integrity as one of the top
management challenges facing the Department. We have also recommended
legislative action to grant the Department access to state Ul wage records, Social
Security wage records, and employment information from the National Directory of
New Hires for program evaluation and fraud detection purposes.

Consistent with the Committee's request, | will discuss the OIG's audit oversight of
the Ul program.

In 1987, the Department implemented the Benefit Accuracy Measurement (BAM)
program to monitor the accuracy of Ul benefit payments. BAM has been used to
statistically project the amount of overpayments and underpayments in the program,
which entails an extensive review of more than 20,000 Ui claims each year.

In 2003, the OIG audited the BAM program.” At that time, we found that the BAM
program generally identified and projected overpayments and underpayments
accurately. However, we identified the need for improved detection of benefit
payments to workers who had returned to work. To that end, the OIG recommended
that ETA expand the use of the National Directory of New Hires database to all
states as a tool to identify overpayments early in the process, thus potentially
preventing future losses of Ul funds.? The National Directory of New Hires is a
nationally consolidated database maintained by the U.S. Department of Health and
Human Services that contains information on persons who have returned to work.
We also recommended that ETA revise its performance measurement system to
give priority to measures aimed at preventing Ul overpayments, use the BAM data to
identify trends of overpayments, and work with State Workforce Agencies on
initiatives to prevent overpayments.

Since 2003, our audit work has continued to demonstrate the importance of using
the National Directory as an effective tool in the early detection of overpayments. For
instance, in a 2004 audit of benefit payment controls, we found that compared to

' OIG Report No. 22-03-009-03-315, “Improved Quality Control Practices Within the Benefit Accuracy
Measurement System Could Save the Unemployment Insurance Trust Fund Approximately $400 Million
Annually,” issued September 30, 2003

2 At the time of our audit, 10 states were not using the National Directory of New Hires to detect overpayments
and 8 states were using it on a limited basis.
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cross matches involving state wage records, the new hire detection method
identified overpayments earlier, allowing states to more promptly stop such
payments and initiate recovery efforts.® As a result of this audit, we made several
recommendations to ETA, including seeking legislation to require employers to
report a new hire’s first day of earnings, and to increase the states’ use of the new
hire detection method.

Additional audit work done in the aftermath of Hurricane Katrina in 2006 provided
further evidence of the scope of the return to work issue, and the potential
usefulness of the National Directory, but also its challenges.” In order to assess the
amount of improper payments from the numerous Ul claims filed after the
hurricanes, the OIG worked with the State of Louisiana o perform a match between
Ul claimants in Louisiana and the National Directory. The match identified more
than $51 million in Ul benefits that had been paid to more than 30,000 claimants
after they had been reported as returning to work, which we reported to ETA.
However, the National Directory did not require reporting of the specific date on
which a claimant began paid services. This required Louisiana to begin follow up on
more than 30,000 claimants before any action on their benefits could be taken.

In March of 2009, we reported to ETA that 49 of the 53 State Workforce Agencies
were using the National Directory for benefit payment control.’ However, at that
time, ETA indicated that it did not see the need to mandate that all states use the
National Directory, as we had recommended 6 years earlier, because it expected
that all states would soon be doing so voluntarily. We also noted that ETA could do
more to ensure State Workforce Agencies were effectively using data from the
National Directory to prevent overpayments, and recommended that ETA continue to
pursue legislation to define the “Date of Hire” and mandate its reporting by
employers.

We are pleased to note that the Department is now planning to mandate that all
states use the National Directory of New Hires. ETA has also made changes to its
performance measures, and now includes overpayment detection as a core
performance measure for States consistent with our earlier audit recommendation.
We also note that two Ul provisions were contained in the recently passed Claims
Resettlement Act of 2010, including the requirement for employers to report the first
day of earnings for new hires to the National Directory of New Hires, as we
previously recommended.

3 OIG Report No. 05-04-002-03-315, “Unemployment Insurance Benefit Payment Control,” issued

September 30, 2004.

pellc} Report No. 06-07-003-03-315, “The Louisiana Department of Labor Paid $51 Million in Hurricane-related
Unemployment Benefits on Questionable Claims Management Letter," issued September 28, 2007.

® OIG Report No. 06-09-002-03-315, "Enhanced Oversight Will Improve State Workforce Agencies’ Use of the
National Directory of New Hires to Prevent and Detect Unemployment Compensation Overpayments,” issued
March 31, 2009.
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Improper Payment Reduction Mandates

Under Executive Order 13520, the Department was required to establish a maximum
target rate for Ul improper payments. The target rate for 2011 is 9.8 percent.
However, the estimated improper payment rate has actually risen over the past

3 years from 10 percent to 11.2 percent. According to the Department, the primary
causes of the high improper payment rate were increases in overpayments to
claimants who continued to claim benefits after they returned to work, claimants
ineligible for benefits because they voluntarily quit their jobs or were discharged for
cause, and claimants who failed to meet active work search requirements.

Under the Executive Order, the Department was also required to provide the OIG
with a report containing its methodology for identifying and measuring improper
payments, and a description of its efforts to meet reduction targets. We reviewed the
Department’'s May 2010 report and found that the Ul improper payment reduction
plan did not include specific targets for preventing improper payments, sufficient
details regarding meeting the targets, or supporting analysis related to the
implementation initiatives and their expected impact. For example, in the Ul
improper payment report, seven “integrity” initiatives were mentioned to detect,
recover, and prevent improper Ul payments, which should reduce improper
payments. However, 5 of the 7 initiatives focused the majority of their efforts on
detection rather than prevention of overpayments. Also, the Departiment’s
methodology for identification and measurement of improper payments in the BAM
did not evaluate temporary programs such as the Emergency Unemployment
Compensation and the Extended Benefits programs, which are currently all federally
funded.

Current OIG Audit Work

Mr. Chairman, last fall we identified the need to conduct additional audit work on Ul
improper payments in light of the overall increase in Ul benefits over the past few
years, and the fact that the improper payment rate has increased in recent years.

One of the areas we are currently focusing on is the quality of the data that states
are reporting to the Department and its usefulness in preventing overpayments. In
the year ahead, we have plans to conduct audits at the state-level to evaluate the
techniques states are using to detect and prevent improper payments, how states
assess the effectiveness of those techniques, and whether any states have best
practices that other states should consider implementing. Additionally, we plan to
lock at the adequacy of systems operated by the State Workforce Agencies to
recover identified overpayments in a timely manner.

Lastly, under IPERA, the Department is required to file an annual compliance report
with OMB. We will be conducting audits each fiscal year to determine whether the
Department is in compliance with the requirements of IPERA.
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Conclusion

In conclusion Mr. Chairman, 60 percent of the states are currently borrowing Federal
funds to pay their Ul claims and owe the Treasury $44 billion. This is over and above
the expenditure of more than $124 billion in Federal funds paid out over the past 3
years for extended and emergency unemployment compensation. Given these facts,
an increasing overpayment rate, and the current economic condition, identification of
overpayments is simply not enough. As we have previously recommended, the
Department and the states must identify strategies, such as maximizing the use of
the National Directory, that not only detect overpayments, but which successfully
prevent them in the first place.

Thank you, Mr. Chairman, for the opportunity to testify at today's hearing. 1 would be
pleased to answer any questions you or the other members of the Subcommittee
may have.
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Mr. REHBERG. Thank you.

Mr. Levinson.

Mr. LEVINSON. Thank you.

And good morning, Chairman Rehberg, Ranking Member
DeLauro, and Members of the subcommittee. My testimony this
morning summarizes our recommendations to prevent improper
payments in HHS’s two largest programs—Medicare and Medicaid.

Although our recommendations are tailored to specific
vulnerabilities, the actions we recommend to CMS fall into the fol-
lowing four categories: increase prepayment and post payment re-
view of claims, increase oversight and validation of supporting doc-
umentation, strengthen program requirements to address
vulnerabilities, and provide education and guidance to providers.

OIG has consistently recommended that CMS enhance both pre-
payment and post payment review of claims. For example, OIG’s
analysis of claims for diabetes testing supplies identified
$270,000,000 in improper payments. Prepayment edits could have
helped prevent improper claims for these testing supplies.

We also have recommended increased oversight and validation of
supporting documentation. We found that for 18 percent of Med-
icaid claims for personal care services, the provider’s qualifications
were not properly documented. This resulted in $724,000,000 in
improper payments.

In certain areas, CMS should strengthen program requirements
to address program integrity vulnerabilities. For example, we have
recommended that CMS establish a payment cap on chiropractic
claims to prevent improper payments for maintenance therapy.

Provider education is also critical to ensuring compliance and
protecting beneficiaries. We found that 82 percent of hospice claims
for beneficiaries in nursing facilities did not meet at least one
Medicare coverage requirement, requirements that are in place to
protect beneficiaries’ health and well-being.

Medicare paid about $1,800,000,000 for these claims. We rec-
ommended that CMS provide hospices with guidance on the rules
for certifying terminal illness and a checklist of items that must be
included in the plans of care.

For our part in provider education, OIG is conducting free train-
ing seminars in six cities to educate providers on fraud risks and
share compliance best practices. We also recently published “A
Roadmap for New Physicians,” which provides guidance on com-
plying with fraud and abuse laws.

Furthermore, we believe that error rates could be reduced by di-
recting efforts to areas of recurring vulnerability, such as docu-
mentation deficiencies and providers with a history of claims er-
rors. For fiscal year 2009, inpatient hospitals, durable medical
equipment suppliers, hospital outpatient departments, physicians,
skilled nursing facilities, and home health agencies accounted for
94 percent of Medicare improper payments. OIG plans to conduct
additional analysis of the claims of individual providers with a his-
tory of claims errors.

Although not all improper payments are fraudulent, all pay-
ments resulting from fraud are improper. And our efforts to combat
fraud are achieving historic results.
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Just last month, OIG and DOJ strike forces engaged in the larg-
est Federal healthcare fraud takedown in history. Teams across the
country arrested more than 100 defendants in 9 cities, including
doctors, nurses, healthcare company owners, and executives. Their
alleged fraud schemes involved more than $225,000,000 in Medi-
care billing.

To prevent improper payments from depleting the Medicare
Trust Fund, OIG refers credible evidence of fraud to CMS to imple-
ment payment suspensions, helping to turn off the spigot to pre-
vent payment for fraudulent claims.

Improper payments cost taxpayers billions of dollars each year.
Executive Order 13520 states that the Federal Government must
make every effort to confirm that the right recipient receives the
right payment for the right reason at the right time. OIG is com-
mitted to this goal.

Thank you for your support of our mission, and I look forward
to answering your questions.

[The information follows:]
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Testimony of:

Daniel R. Levinson

Inspector General

U.S. Department of Health & Human Services

Good morning, Chairman Rehberg, Ranking Member DeLauro, and other distinguished
Members of the Subcommittee. I am Daniel Levinson, Inspector General of the U.S. Department
of Health & Human Services (HHS or the Department), Thank you for the opportunity to testify
about the HHS Office of Inspector General’s (OIG) efforts to monitor and make
recommendations to reduce improper payments. My testimony will describe the scope of the
problem and our recommendations to prevent improper payments, with a focus on improper
payments that exist in the Department’s two largest programs — Medicare and Medicaid. I will
also discuss OIG’s efforts to oversee the Department’s measurement of improper payments and
to prevent, detect, and recoup wasteful payments.

Improper Payments Cost Taxpayers Billions of Dollars Each Year

In 2010, the Office of Management and Budget (OMB) designated 14 programs as “high-
error” based on improper payment information included in agencies’ annual performance and
financial reports. HHS administers five of these high-error programs — Medicare Fee-for-
Service, Medicaid, Medicare Advantage, Children’s Health Insurance Program, and Medicare
Prescription Drug Benefit. For fiscal year 2010, HHS reported improper payments totaling $56.8
billion in Medicare Fee-for-Service and Medicaid alone.

OIG has long been at the forefront of measuring, monitoring, and recommending

actions to prevent improper payments, including developing the first Medicare payment error
rate in 1996, a time when there were few existing error rate models in Government. OIG
identifies improper payments for specific products and services, assesses internal control and

payment vulnerabilities, and makes recommendations to prevent future improper payments. To

U.S. House of Representatives, Committee on Appropriations, Subcommittee on Labor, Health and Human Services, Education,
and Related Agencies, March 17, 2011
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maximize the impact of these reviews, we assess program risks and employ data analysis to

target our audits, evaluations, and investigations.

OIG Reviews the Measurement of Medicare and Medicaid Improper Payment Rates
Measuring error rates is key to monitoring program integrity and the scope of

inappropriate payments. [n 2003, CMS assumed responsibility for, and O1G began providing

oversight of, the error rate process. CMS established the Comprehensive Error Rate Testing

(CERT) program to produce a Medicare fee-for-service error rate.

OIG reviews CMS’s estimates of improper payments and has analyzed the error rate by
types of providers and by types of error. This analysis supports CMS’s efforts to reduce the error
rate by detailing what types of errors are most frequent and which provider types are committing
those errors, so that CMS can refine and target its remediation efforts accordingly. For example,
OIG found that in the FY 2009 CERT, inpatient hospitals, durable medical equipment suppliers,
hospital outpatient departments, physicians, skilled nursing facilities, and home health agencies
accounted for 94 percent of improper Medicare payments, We also found that insufficient
documentation, miscoded claims, and medically unnecessary services and supplies accounted for
about 98 percent of the improper payments attributable to the six types of providers. OIG is also
planning audit work to follow up on “error-prone” providers, i.¢., individual providers with
erroneous claims in each of the past four CERT cycles, to test those providers’ populations of

claims and identify improper payments.

In addition to the CERT program, CMS developed the Payment Error Rate Measurement
(PERM) program to measure improper payments in Medicaid and the Children's Health
Insurance Program (CHIP), OIG’s review of the PERM program has included testing and

analysis of the PERM sampling and estimation methodology, the medical records request

U.S. House of Representatives, Committee on Appropriations, Subcommittee on Labor, Health and Human Services, Education,
and Related Agencics, March 17, 2011
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process, medical review, and the error estimation calculation. Measuring payment errors and
their causes in the Medicaid and CHIP programs is particularly challenging because of the
diversity of State programs and the variation in their administrative and control systems. OIG is
performing audit work to determine whether problems similar to those discovered in the CERT
program exist in the PERM program.

OIG Reviews Identify Improper Payments and Recommend Corrective Actions

OIG conducts targeted reviews to determine the scope of improper payments for specific
service types and recommends actions to improve program safeguards. By reviewing medical
records and other documentation associated with a claim, we identify services that are
undocumented, medically unnecessary, or incorrectly coded, as well as duplicate payments and
payments for services that were not provided. In doing so, we uncover payment vulnerabilities
and make recommendations to address them.

For some services, we have found pervasive documentation errors. For example, we
found that during the first half of 2007, 60 percent of Medicare claims for standard and complex
rehabilitation power wheelchairs did not meet one or more documentation requirements. These
claims accounted for $112 million in improper Medicare payments. We have also found
significant rates of documentation error for certain types of pain management services. We
recommended that CMS take several actions to address these errors, including improving
controls, educating providers, and clarifying guidance.

Medically unnecessary services are particularly concerning, as beneficiaries may be
subjected to tests and treatments that serve no purpose and may even causc harm. In some cases,
as with durable medical equipment, beneficiaries may also be charged significant copayments for
items or services that they did not need. For example, we reviewed claims for certain types of

support surfaces used to prevent and treat bedsores and found that more than 1 in 5 claims were

U.S. House of Reprcscntati\/es, Committee on Appfoy;ﬁéﬁbns, Subcommittee o l.ahor,’l*fé;slth and Human Services, Education,
and Related Agencies, March 17, 2011
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medically unnecessary. To address these and other types of errors, we recommended that CMS
take a variety of actions to ensure that claims are paid appropriately, including conducting
additional prepayment and postpayment medical reviews,

In some cases, documentation or coding errors may signal broader vulnerabilities
affecting patient care that need to be addressed to prevent improper payments and help ensure
quality of care. For example, we found that 82 percent of hospice claims for beneficiaries in
nursing facilities did not meet at least one Medicare coverage requirement - requirements that
are in place to protect beneficiaries’ health and wellbeing. Problems we identified included
failing to establish plans of care and providing fewer services than outlined in beneficiaries’
plans of care, potentially putting the beneficiary at greater risk. To prevent these problems from
recurring and to better protect hospice patients, we recommended that CMS cducate hospice
providers about coverage requirements, provide tools to hospice providers (e.g., guidance,
templates, and checklists), and use targeted medical reviews and other oversight to improve
compliance.

Similarly, a recent review of Medicaid personal care services found that for 18 percent of
claims, personal care service attendant qualifications were not properly documented, resulting in
$724 million in improper payments. Without documentation of attendant qualifications, it is
difficult to determine whether vulnerable beneficiaries are receiving care from appropriately
screened and trained individuals. We recommended that CMS work with Sta&es to ensure that
they verify attendants’ qualifications.

In addition to medical record reviews designed to flag individual improper claims, OIG
also conducts data analysis to identify broader patterns indicative of improper payments and
potential fraud and abuse. For example, through this type of analysis we have identified

“gutliers” who bill for services at an unusually high rate, as well as patterns in which certain

U.S. House of Representatives, Committes on Appropriations, Subcommittee on Labor, Health and Human Services, Education,
and Related Agencies, March 17,2011
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geographic areas exhibit unusual billing, and also have matched claims and other data to identify
billing patterns that raise concemn. These types of analyses can generate leads for investigations,
audits, and further medical record review. In addition, these reviews can lead to
recommendations to CMS to strengthen its program oversight activities and prevent future
improper payments. For example, OIG recently reviewed high-utilization claims for blood-
glucose test strips and lancet supplies, and identified an estimated $270 million in improper
Medicare payments for these supplies. We recommended that CMS contractors implement
various payment edits, such as edits to identify claims with overlapping dates of service.

01G Will Continue to Monitor and Recommend Actions to Reduce Improper Payments

OIG’s work helps CMS to better identify, track, and prevent improper payments. For
example, based on OIG concerns that the Medicare error rates for certain provider types may be
understated, CMS made substantial changes in the CERT medical record review process in 2009,
In addition, we have recommended that CMS enhance pre-payment review of claims, including
by using specific edits to address identified payment errors, and work with providers to educate
and enforce program requirements, including documentation requirements. We also have made
recommendations aimed at preventing and reducing improper payments for specific items and
services, as described above.

OIG currently is conducting in-depth reviews of claims and associated documentation for
evaluation and management services, power wheelchairs, and Part A payments to skilled nursing
facilities to determine whether these payments met Medicare coverage requirements. We also
are conducting data analysis to identify potential improper payments in a variety of areas,
including lower limb prostheses, Part D drugs, portable X-ray, and home health care. Additional
planned work includes a review of prior year improper payments that have subsequently been

overturned on appeal, a pilot project to obtain missing documentation identified during the

U.8. House of Representatives, Commitice on Appropriations, Subcommittee on Labor, Heaith and Human Services, Education,
and Related Agencies, March 17,2011
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comprehensive error rate testing, and a review of FY 2008 PERM testing, which includes an
independent medical review of claims to determine if the conclusions reached by the CMS
contractor arc in accordance with PERM guidance.
Conclusion

Executive Order 13520 states that the Federal Government must make every effort to
confirm that the right recipient receives the right payment for the right reason at the right time.
OIG is committed to this goal. Thank you for your support of our mission. I would be happy to

answer any questions.

U.S. Housc of Representatives, Committee on Appropriations, Subcommittee on L.abor, Health and Human Services, Education,
and Related Agencies, March 17, 2011
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Mr. REHBERG. Thank you.

Ms. Tighe.

Ms. TiGHE. Chairman Rehberg, Ranking Member DeLauro, and
Members of the subcommittee, today I will quickly summarize our
written testimony, focusing particularly on two program areas. The
first of these areas is the Federal student aid program.

In this area, I would particularly like to highlight a series of au-
dits we issued on improper special allowance billings by lenders. A
report of one lender, the National Education Loan Network, or
Nelnet, found that the lender had improperly billed the Depart-
ment for loans that did not qualify under a special allowance rate.

We estimated that Nelnet had received about $278,000,000 in
improper payments for the time period reviewed. And if the abuse
was not stopped, an additional $882,000,000 of improper payments
would be paid over the life of those ineligible loans.

The Department concurred with our audit and ceased payment
on that particular type of special allowance to 40 different lenders
until independent audits were conducted. We worked in collabora-
tion with the Department to develop a methodology to identify im-
proper loans and also published a special audit guide to be used
by the independent auditors.

These audits, conducted over the next year, identified that 90
percent of the loans billed to the Department were ineligible and,
as a result, prevented well over $1,000,000,000 in overpayments.

Another area at risk of improper payments is within the elemen-
tary and secondary education programs. As part of our proactive ef-
forts to assist the Department in enhancing internal controls at
State levels prior to substantial amounts of recovery funding going
out, we compiled a report on the pervasive fiscal issues reported in
over 40 OIG audits of State and local education agencies.

These audits collectively had identified approximately
$62,000,000 in unallowable costs, $119,000,000 in inadequately
documented costs, and $1,400,000,000 in funds determined to be at
risk. These amounts were, in most cases, a direct result of internal
control weaknesses, including a lack of adequate policies and proce-
dures and a lack of understanding regarding program regulations
and guidance.

To address these weaknesses, we suggested that the Department
enhance its guidance to State and local education agencies on how
to implement the administrative requirements of Federal grants
and ensure that they understood the importance of complying with
the requirements. The Department developed a technical assistance
plan and training for State and local education agencies that in-
cluded issues we raised in our report, such as cash management,
recordkeeping, and allowable activities.

The report was also used by us to plan the first phase of our Re-
covery Act audit work of individual States that reviewed their sys-
tems of internal controls.

Department officials have stated that they need to continue to
explore additional opportunities for identifying and reducing poten-
tial improper payments and to ensure compliance with the new re-
quirements embodied in the recently passed Improper Payments
Act and the President’s Executive Order. We are committed to
helping them do so, and we will continue to provide recommenda-
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tions in this area through our reviews of the Department’s quar-
terly reports on high-dollar overpayments, our mandated annual
review of the Department’s compliance with the Improper Pay-
ments Act requirements, and otherwise.

I note that we have initiated a review to more closely examine
the Department’s methodology for identifying high-dollar overpay-
ments.

Thank you very much.

[The information follows:]
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Statement of Kathleen S. Tighe, Inspector General
U.S. Department of Education Office of Inspector General
Before the Committee on Appropriations
Subcommittee on Labor, Health and Human Services, Education, and Related Agencies
United States House of Representatives
March 17, 2011

Chairman Rehberg, Ranking Member Del.auro, and Members of the Subcommittee:

Thank you for inviting me here today to discuss the work of the U.S. Department of Education
(Department) Office of Inspector General (OlG) involving improper payments. This is my first
opportunity to testify before this Subcommittee since my confirmation last year as the Inspector
General. It is an honor to lead this organization and to have the opportunity to work with this
Subcommittee to help ensure that the taxpayer dollars that fund the Department’s programs and
operations are used in accordance with Federal statutes and regulations and meet the needs of

America’s students and families.

For over 30 years, the OIG has worked to promote the efficiency, effectiveness, and integrity of
Federal education programs and operations. We aggressively identify and pursue waste, fraud,
and abuse involving the Department’s programs and operations. An integral part of this work
includes our efforts to help the Department prevent and detect improper payments. Our work
related to improper payments has evolved and increased over the years to include evaluating
specific Departmental controls to prevent and detect improper payments; reviewing and
providing recommendations on the Department’s improper payment risk assessments; auditing
the Department’s Federal Student Aid office’s (FSA) methodology for estimating improper

payments in the Federal Family Education Loan Program (FFEL); and reviewing, auditing, and
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investigating major recipients of Federal funds. Where we have identified improper payments,
we have provided recommendations for improvement. The Department has generally been
receptive to our suggestions and has taken corrective actions to address identified weaknesses,

which in some cases, have led to the recovery of improperly disbursed funds.

As requested, [ will discuss the major areas where we have identified improper payments, the
Department’s response to those findings, and our current efforts to help the Department address

the challenges it faces in preventing, identifying, and recovering improper payments.

Improper Payments involving Federal Student Aid Programs

One area where we have identified improper payments is the Federal student aid programs. As a
result of the Improper Payments Information Act of 2002 and guidance from the Office of
Management and Budget (OMB), the Department identified FFEL as a program at significant
risk of improper payments and thereby subject to additional oversight, including an annual
estimation of improper payments. To help the Department improve both its estimation of
improper payments and its controls to stop ongoing and prevent future improper payments, we
conducted an audit of the Department’s FFEL improper payment estimation process, as well as a

series of audits on improper special allowance billings by lenders.

Our audit of the FFEL improper payment process found that FSA used different methodologies
for estimating the improper payment rates for FY 2006 and FY 2007 and planned to use another
methodology for FY 2008. While FSA consulted with OMB staff during the design and
execution of the methodologies and generally followed the statutory definition and OMB
guidance for loan guarantee programs, we found several significant factors affected the

2
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reliability of the calculated rates. To resolve the audit, OMB met with FSA and our office.
Agreement was reached that rather than trying to calculate an overall rate for an extremely
complicated program with many different payment streams, FSA would not calculate and report
a rate for several years while it developed a methodology focusing on specific types of high-risk
payments. FSA’s risk analyses to date have not yielded any result that could help inform
decisions on improper payment measurement and no error rate or estimate for the FFEL Program

for FY 2010 was reported.

In 2005-2007, OIG issued a series of audits on improper special allowance billings by lenders.
Our report of one lender, the National Education Loan Network or Nelnet, found that the lender
had improperly billed the Department for loans that did not qualify under a special allowance
rate. We estimated that Nelnet had received about $278 million in improper payments for the
time period reviewed, and if the abuse was not stopped, an additional $882 million of improper
payments would be paid over the life of the ineligible loans. The Department concurred with our
audit and ceased payment on that particular type of special allowance billing on all pending
December 2006 claims from 40 lenders until independent audits were conducted. We worked in
collaboration with the Department to develop a methodology to identify eligible and ineligible
loans and also published a special audit guide to be used by independent auditors. Independent
audits conducted over the next year identified that 90 percent of the loans billed were ineligible

and, as a result, prevented well over a billion dollars in improper payments.

Improper Payments involving Elementary and Secondary Education Programs

In recent years, we have performed a substantial amount of work addressing fiscal issues at State

educational agencies (SEA) and local educational agencies (LEA). For example, in January
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2010, we issued an audit of the Philadelphia School District in which we found that expenditures
totaling more than $138 million were either unallowable or inadequately supported. Also, in
July 2009, we compiled a report for the Department on the pervasive fiscal issues reported in
over 40 OIG audits of SEAs and LEAs, which collectively had identified approximately 362
million in unallowable costs, $119 million in inadequately documented costs, and $1.4 billion in
funds determined to be at risk. These amounts were, in most cases, a direct result of internal
control weaknesses, including a lack of adequate policies and procedures, policies and
procedures that were in place but not followed, and a lack of understanding regarding program
regulations and guidance. To address these weaknesses, we suggested that the Department
enhance its guidance to SEAs and LEAs on how to implement the administrative requirements of
Federal grants and ensure that SEA and LEA officials understand the importance of complying
with the requirements. In some cases, the Department has taken action by issuing guidance to

reduce the risk of improper payments and by requiring the States to return funds.

Our work has also uncovered fraud which could have been prevented by stronger internal
controls or proper supervision and oversight. We worked with the Department to develop a
technical assistance plan and training curricula for SEAs and LEAs on detecting and reporting

fraud.

Current OIG Efforts

Our history of work involving improper payments has enabled us to be proactive in helping the
Department and recipients prevent and reduce improper payments. Perhaps nowhere is this more
evident than with our Recovery Act work. Based on our previous work involving fiscal issues at

SEAs and LEAs, we developed and implemented a strategy to proactively and quickly identify
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potential control weaknesses and improve the administration of Recovery Act funds prior to
substantial monies going out. The response to our efforts has been generally positive, with the
Department and a number of State and local agencies taking timely action to address our findings
and implement our recommendations, which should reduce the occurrence of improper
payments. While our Recovery Act work is still underway, we have not yet confirmed any
significant improper payments involving Recovery Act funds by any of the SEAs or LEAs we

have thus far reviewed.

Compliance with New Requirements

In 2010, both the White House and the 111" Congress took actions to require Federal agencies to
better identify and reduce improper payments. In its FY 2010 Annual Financial Report,
Department officials stated that they need to continue to explore additional opportunities for
identifying and reducing potential improper payments and to ensure compliance with the new
requirements. We are committed to helping them do so and will continue to provide suggestions
to identify, reduce, and recover improper payments. In addition, we are initiating a review to
more closely examine the Department’s methodology for identifying high-dollar overpayments.
We will continue to review the Department’s quarterly reports on high-dollar overpayments and
evaluate actions it is taking. Furthermore, we will evaluate the Department’s compliance with
the Improper Payments Elimination and Recovery Act of 2010 and issue an annual report on the

Department’s compliance, as required by the statute.

Mr. Chairman, this concludes my remarks. I am happy to answer your questions.
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Mr. REHBERG. Thank you.

And this is your day. Mr. O’Carroll.

Mr. O’CARROLL. And I am the only one—I am the only one with
no green. [Laughter.]

It is probably in protest since I am not in New York at the pa-
rade. [Laughter.]

Good morning, Chairman Rehberg, Congresswoman DeLauro,
and Members of the subcommittee.

Thank you for the invitation to testify today.

Federal agencies must spend taxpayer dollars wisely and effi-
ciently, and they must make sure Government benefits are admin-
istered correctly. SSA and agencies across the Government have in-
creased their efforts to reduce improper payments in recent years,
particularly since President Obama signed the executive order on
improper payments and the Improper Payments and Elimination
and Recovery Act.

Since my office was established in 1995, our primary goal has
been to identify and reduce SSA’s improper payments. Our auditors
work diligently to identify program vulnerabilities, and our inves-
tigators achieve hundreds of millions of dollars in SSA recoveries,
restitutions, and savings every year. With a history of identifying
SSA’s improper payments, our office was asked by the IG commu-
nity to assume a leadership role with OMB and the Treasury on
implementing the improper payments order and legislation.

For fiscal year 2009, SSA reported improper payments totaling
$8 billion. The agency’s Retirement, Survivors, and Disability In-
surance Program had $2.6 billion in overpayments and $600 billion
in underpayments. Its SSI program had $4 billion in overpayments
and $800 million in underpayments.

SSA seeks to improve both programs. The agency said it plans
to commit nearly $800 million towards program integrity efforts
this year, with an emphasis on error detection tools, such as con-
tinuing disability reviews, or CDRs, and SSI redeterminations. My
office has continually recommended that SSA allocate funds to
these stewardship tools, and we are pleased that the agency is
dedicated to improving payment accuracy.

SSA’s number of completed medical CDRs declined by 65 percent
in recent years. At the end of last fiscal year, SSA had a backlog
of more than 1.5 million CDRs. We estimated that SSA would have
avoided paying $1 billion in 2011 if the CDRs in the backlog were
conducted when they were due.

Redeterminations also decreased by 60 percent from 2003 to
2008. We estimated that SSA could have saved an additional $3
billion during 2008 and 2009 by conducting redeterminations at the
same level it did in 2003.

While it is critical to identify improper payments that have been
made, it is equally important to utilize tools that can prevent pay-
ment errors before they occur. My office for years has encouraged
SSA to use data matching to protect agency funds.

On an OIG recommendation, SSA sought several thousand agree-
ments with Federal, State, and local corrections facilities so that it
could match prisoner data against its records, halting payments to
prisoners. In 2006, SSA’s Office of the Actuary estimated savings
of over $500 million per year.
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Similarly, to reduce SSI overpayments, OIG recommended SSA
obtain beneficiaries’ bank account information rather than rely on
self-reporting of resources. The agency in recent years implemented
the Access to Financial Institutions Project, which allows SSA to
check an applicant or recipient’s bank account to verify resources.

We have made other data recommendations to SSA involving po-
tential matches of beneficiary information to marital status, work-
ers, compensation, and vehicle ownership. We also are pursuing an
exemption from the Computer Matching and Privacy Protection Act
to facilitate our work in this area.

In conclusion, SSA and other agencies have made strides to com-
ply with requests to report their improper payments, identify
causes, and allocate resources to prevent future errors. My office
will continue to work with this subcommittee and SSA in these and
future efforts to reduce improper payments in SSA’s benefit pro-
grams.

Thank you for the invitation to testify today, and I will be happy
to answer any questions.

[The information follows:]
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Good morning, Mr. Chairman, Congresswoman Delauro, and members of the Subcommittee. It is a
pleasure to appear before you, and 1 thank you for the invitation to testify today to discuss the Federal

government's efforts to identify and reduce improper payments.

Federal agencies reported $125 billion in improper payments for Fiscal Year 2010—an increase of
$15 billion from FY 2009. As Federal employees, we must ensure that taxpayer dollars are being spent
wisely and effectively, and that government benefits are administered correctly. President Obama signed
into law the Improper Payments Elimination and Recovery Act (IPERAY) in July 2010, with the goal of
reducing improper payments by $50 billion by 2012. Since the President issued Executive Order 13520
on Reducing Improper Payments in November 2009 and signed IPERA, Federal agencies and their
inspectors general have worked closely with the Office of Management and Budget (OMB) and the

Treasury to identify and reduce improper payments.

Since the Office of the Inspector General (OIG) at SSA was established in 1995, our primary goal
has been to identify and help reduce SSA’s improper payments. Our auditors recently completed
reviews on potential SSA overpayments—~Federal Employees Receiving Both FECA and Disability
Insurance Payments—as well as potential underpayments—Dedicated Account Underpayments Payable
to Children. And in FY 2010, our investigators achieved $62.6 million in SSA recoveries and restitution
and totaled $293.2 million in projected savings from programs like our Cooperative Disability
Investigations (CDI) initiative, which detects potential fraud and limits improper SSA disability
payments.

Executive Order 13520 and IPERA included a number of provisions that required input from the

Council of Inspectors General on Integrity and Efficiency (CIGIE). With a history of identifying SSA’s

improper payments, our office was asked to take a leadership role in this process, SSA/OIG serves as
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liaison for CIGIE to work with OMB on implementation of IPERA and the Executive Order. For FY
2010, SSA reported improper payments totaling $8 billion, including underpayments and overpayments,
the third-highest amount of improper payments in the year, behind the Department of Health and Human
Services (DHHS) ($71.4 billion) and the Department of Labor {$17.5 billion). SSA’s Supplemental
Security Income (SSI) program made $48.3 billion in total payments, including $4.8 billion in
overpayments or underpayments, for a 10 percent improper payment rate; SSA projects it will reduce
that rate to 9.6 percent in FY 2011 and to 8.7 percent by FY 2013. SSA’s Retirement and Disability
Insurance (RSD1) program made $659.6 billion in total payments, including $3.2 billion in
overpayments or underpayments, for a 0.5 percent improper payment rate; SSA projects it will reduce
that rate to 0.4 percent in FY 2011, SSA has reported it has a number of programs in place to protect the

public’s tax dollars, including:

o The Agency plans to commit $796 million toward program integrity efforts in FY 2011, an

increase of $38 million over last year’s funding.

»  SSA conducts both medical and work-based continuing disability reviews (CDRs) to determine
if a beneficiary remains eligible, as well as SSI redeterminations to re-evaluate any nonmedical

factors that would affect eligibility or the benefit amount.
We released two reports toward the end of 2010 related to SSA’s reporting of improper payments:

o In S84°s Reporting of High-Dollar Overpayments Under Executive Order 13520, we determined
that SSA addressed Executive Order requirements and provided payment accuracy results based
on its stewardship review sample cases, but the Agency’s methodology did not detect existing
overpayments. We determined overpayments could have been identified through analysis of

SSA’s systems.
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o InSS4's Plan to Reduce Improper Payments Under Executive Order 13520, we encouraged SSA
to continue to seek funding to cover the cost for key prevention tools such as CDRs and SSI
redeterminations; and to evaluate legislative proposals to determine those that would have a

positive effect on the detection, prevention, and collection of improper payments.

We have made many recommendations in recent years to SSA that support OIG’s primary focus on
program integrity. In a March 2010 report, we determined SSA’s number of completed medical CDRs
declined by 65 percent from FY 2004 to FY 2008, and SSA estimated a backlog of more than 1.5
million medical CDRs at the end of FY 2010. We estimated SSA would have avoided paying as much as
$1.1 billion in during Calendar Year 2011 if the medical CDRs in the backlog had been conducted when

they were due.

In a July 2009 report, we found that redeterminations decreased by more than 60 percent from FY
2003 to FY 2008, and we estimated that SSA could have saved an additional $3.3 billion during FY's
2008 and 2009 by conducting redeterminations at the same level it did in FY 2003. SSA agreed it would
like to conduct more redeterminations, but budget limitations and increases in SSA’s core workloads

have interfered.

Just as it is critical to identify improper payments that have been made, it is as important to utilize
tools that can prevent payment errors before they occur. My office for years has encouraged SSA to use
data matching to ensure program integrity and protect Agency funds. On an OIG recommendation, SSA
sought several thousand data-matching agreements with Federal, State, and local corrections facilities so
that it could match prisoner data against its RSDI and SSI records, halting payments to prisoners. In

2006, SSA’s Office of the Actuary estimated savings of over $580 million per year,
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Similarly, to reduce SSI overpayments, OIG recommended SSA obtain beneficiaries’ bank account
information rather than rely on SSI recipients’ self-reporting of resources. The Agency in recent years
implemented the Access to Financial Institutions (AFI) Project, which allows SSA to check an applicant
or recipient’s bank accounts to verify resources. AFI has been implemented in 25 States, which
represents about 80 percent of the SS1 population, and SSA plans to implement AFI in the remaining
States this year. SSA expects AF! to yield $20 in savings for every $1 spent on the program by 2013
when the program is fully implemented. By 2013, SSA projects approximately $900 million in lifetime

program savings for each year the Agency uses AFL

We have also recommended SSA obtain death information electronically, as well as information on
beneficiaries’ marital status; explore exchanges with States that maintain automated workers’
compensation databases; and consider obtaining vehicle information from States to verify the resources

of SSI recipients.

We in OIG also conduct data-matching efforts, but the Computer Matching and Privacy Protection
Act requires formal computer-matching agreements that can take years to complete. This prolonged
process can delay or derail time-sensitive audit and investigative projects. In 2010, DHHS obtained an
exemption for data matches designed to identify fraud, waste, or abuse. We are pursuing a similar

exemption.

Our CDI program is another critical piece of our improper payment reduction effort. The CDI
program was established in FY 1998 as a joint effort by SSA and OIG, working with State Disability
Determination Services, and State or local law enforcement agencies, to pool resources for preventing
fraud in SSA’s disability programs before improper payments are made. The program currently consists

of 22 units covering 20 states. Since the CDI program was established, through January 2011, CDI
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efforts nationwide have resulted in $1.7 billion in projected savings to SSA’s disability programs; and
$1 billion in projected savings to non-SSA programs. We are committed to expanding the CDI program,

with plans to open four new units in FY 2011 and increase CDI coverage to 24 states.

In conclusion, the President has outlined an aggressive plan of action to reduce improper payments
by $50 billion by 2012. Thus far, agencies have made strides to comply with requests to report their
improper payments, identify causes and allocate resources to prevent future errors. This important
collaboration among Federal agencies, OMB, the Treasury, and the CIGIE will continue in an effort to
improve administrative efficiency and service delivery. We will continue to provide information to
SSA’s decision-makers and this Subcommittee, and we look forward to assisting in these and future

efforts.

I thank you again for the invitation to be here with you today. I’d be happy to answer any questions.
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Mr. REHBERG. Thank you.

For the benefit of the committee Members that were not here on
time, we were going to ask questions until 5 minutes left on the
vote. And then we will adjourn the meeting and come back after
the two votes.

And so, we have about 10 minutes’ worth of time, which probably
gets us through me and the ranking member, and we will get you
off to the vote so you don’t miss anything.

Thank you very much, and I appreciate all of your hard work
and time that you spend trying to find not just the waste, fraud,
and abuse, but we know that it is accident-related as well. It is not
always one of those three arenas.

I guess, Mr. Lewis, and maybe the rest of you can answer the
question, but it is not nearly as appropriate perhaps as for Medi-
care and Medicaid. But how do you hold States responsible? Is
there a mechanism for you to go back on the States or to tell us
where the problems exist? Do we have anything, an oversight ca-
pacity within our ability to go back on the States and recapture
some of the money?

Mr. LEwis. Well, the Department certainly has oversight respon-
sibility of the program that the States are running. The UI pro-
gram is unique in that being a Federal-State program, the States
do have a vested interest in complying.

The bulk of these overpayments we are talking about are really
their State UI tax dollars. So it is in their interest to recover the
funds. But the Department does approve of their program, author-
ize their program to operate. So it does have the means to do over-
sight and push for enforcement of the rules.

But I think it is a strong incentive that it is the State’s own tax
monies in the trust fund that they are protecting, as well, by doing
this.

Mr. REHBERG. Okay. I am still learning a lot about this sub-
committee’s work. And at the purest sense, I look at the Social Se-
curity Administration, and I think you have about 65,000 employ-
ees versus the Department of Labor. And I have no idea how that
equates into number of seniors per employee or number of unem-
ployed per employee.

Can you draw any kind of a comparison? Why are there any mis-
takes if you have got 65,000, how many employees within the De-
partment of Labor deal with——

Mr. LEwis. Oh, 18,000 total, roughly. I am not sure how many
are dealing with Ul There are people down in the State level that
are administering——

Mr. REHBERG. And maybe I am not fairly making a comparison.
But it seems to me like they will joke about, “Why is he crying?
His farmer died.” It is almost like why are there any mistakes
when you have 65,000 employees? How many of them are actual
caseworkers that are sitting there making these kinds of deter-
mination whether there should be the proper payment? Is that a
fair question?

Mr. O’CARROLL. Chairman, SSA is very service oriented. It is
pretty much the face of the Government to many people. And be-
cause of that, service to the public is a hallmark of SSA, and a lot
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of SSA’S employees are out in the field dealing directly with the
public.

However, there are a lot of complications in terms of the pro-
grams that SSA manages, especially with regard to self-reporting
of income or other eligibility factors. As you mentioned before, SSA
has to deal with the States in terms of matching of information on
death, divorces, other types of vital statistics.

So even with the large amount of employees that SSA has, a lot
of their time is spent on service. And I think what will come out
of this hearing, our biggest concern is stewardship, making sure
that the right people are getting the right amount of money, and
that SSA is putting the right amount of attention toward steward-
ship. As an example, to make sure that their medical condition
hasn’t improved and they haven’t become better, and that they
don’t need benefits anymore.

Mr. LEwis. Well, the Ul program has some similarities in that
it is dependent on a lot of self-reporting or initial self-reporting
that is later confirmed with employers. The program, given the na-
ture of the program, is to be a supplement or a stand-in for basic
needs for folks when they are out of work. That if the States waited
until they had verified everything before initiating the first pay-
ments, then we would be holding up a payment for a considerable
length of time, in some cases.

So a lot of it is that the volume they are dealing with and the
need to go back to employers, for example, to confirm things.

Mr. REHBERG. Okay. Thank you.

Ms. DeLauro.

Ms. DELAURO. Thank you, Mr. Chairman.

And thank you all for your testimony and for your commitment
to public service. You do a great job.

Could one or more of you help us to understand what is meant
by improper payment? It has been alluded to a couple of times
here. I think that when some people hear the term, they hear there
are billions of dollars in improper payments in programs like Medi-
care, and they equate that with waste or fraud.

And some of the payments, quite honestly, undoubtedly reflect
fraud and abuse. I have no question about that. But also, listening
to all of you, there is also overpayment, underpayment, so I'd like
some clarity of what an improper payment is. In a program like
Medicare, aren’t many improper payments the result of things like
improper coding, inadequate documentation?

In other words, it is not that healthcare wasn’t provided or
wasn’t necessary, but that the services may not have been properly
described or documented as to medical necessity. That may have
been missing in terms of the material.

I don’t mean to suggest in any way that we shouldn’t try hard
to reduce these kinds of problems. We should. That is what we
ought to be about. We have rules about information and docu-
mentation for good reason. Miscoding of services may mean that
the wrong amount is paid. But I think we need to be clear about
what improper payments are to help put the numbers in perspec-
tive.

So, as I said, I'd like for one or more of you to help us really to
try to understand this.
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Mr. LEVINSON. Thank you. Thank you, Ms. DeLauro.

And actually, I think that that is a great way of opening up the
subject. And improper payments manifest itself, I think, in such
different ways for different programs that I think you will get dif-
ferent and important perspectives on this issue depending upon
who you talk to, going right down the panel. And for that matter,
with respect to virtually all of the department OIGs around Gov-
ernment.

With respect, for example, to Medicare, in fee-for-service, the
main types of errors—and there are three—are insufficient docu-
mentation, medically unnecessary claims, and miscoded claims.
These account for most, the great majority of the $34,300,000,000
that have been identified as payments that don’t meet program re-
quirements.

Now you are absolutely correct in noting that it is unlikely that
all payments that simply don’t meet program requirements are
necessarily——

Ms. DELAURO. Fraud.

Mr. LEVINSON [continuing]. Bad in the sense of not serving a par-
ticular beneficiary in a way that the beneficiary needed to be
served and, going back and looking at the claim, could be corrected.
It is not a valid substitute for a fraud figure, and in fact, as we
have often said around our office, the best fraudsters do the paper-
work perfectly so that the improper payment rate is not a good fig-
ure. There is fraud that occurs.

Perhaps the best fraud occurs outside of the improper payment.
Because if you are really good, you are going to buy off the doctor
i)r buy off the beneficiary, and the paperwork is going to look excel-
ent.

So it is important to distinguish that. That isn’t to say that there
are and unquestionably fraud schemes that are embedded that
exist within the figure. But teasing out, drilling down and under-
standing what that is, it is so much, of course, for the size of HHS,
it is a huge data challenge. And it is very, very helpful to have now
the monies flowing into our data systems that will allow for real-
time understanding of transactions and doing the kind of prepay-
ment edits that are really necessary and the prepayment reviews
to understand how the money actually is getting spent.

Being able to identify patterns effectively before the money goes
out the door so you don’t have to engage in so much “pay and
chase,” very important reforms.

Ms. DELAURO. I was taken with your commentary on the four
areas that we should be focused on in this effort. So I thank you,
really thank you for helping to clarify it.

And let me yield back, Mr. Chairman, because maybe someone
can get in

Mr. REHBERG. Well, we are going to cut it off right here.

Ms. DELAURO. Going to cut it off right now? Okay, fine.

Mr. REHBERG. And we will be back as quickly as we can.

Thank you.

[Recess.]

Mr. REHBERG. [presiding] Mr. Alexander.

Mr. ALEXANDER. Thank you, Mr. Chairman.

Good morning to all of you.
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Mr. Levinson, in your statement, you mentioned that upon the
first day of hiring for new people coming off of the unemployment
roll, that the employer has to report the first day of hiring. Is that
accurate?

Mr. LEVINSON. I think this is a Department of Labor.

Mr. ALEXANDER. Oh, okay. I am sorry. Mr. Lewis.

Mr. LEVINSON. That is quite all right.

Mr. LEwis. Yes, it is actually an HHS database that is main-
tained.

Mr. ALEXANDER. Okay.

Mr. LEwis. It was set up for a different purpose. But, yes, the
employers are required generally within, I believe, 20 days to re-
port that they have hired someone.

Mr. ALEXANDER. Okay. And they do that by paper? It is not
something that has to be done electronically?

Mr. LEwiS. I am not sure exactly the mechanism they do that.

Mr. ALEXANDER. I was just thinking about speed. The more
quickly they can report that, the better off we would all be.

Mr. LEwis. Yes, I am not aware—there is the requirement to re-
port, as I said, generally within 20 days, and I am not aware that
there is a problem with employers not getting their report in with-
in the 20-day limit.

Mr. ALEXANDER. Okay. And I just have a couple of questions.

Mr. Levinson, you mentioned something about a cap on the chiro-
practors and the services that they provide. Why would they be sin-
gled out over other healthcare providers?

Mr. LEVINSON. Mr. Alexander, the chiropractic example was ex-
actly that. One example among many. And we would be happy to
provide you details on a wide variety of healthcare providers where
we have done reviews like this, which have indicated that we can
do a better job in terms of the paperwork.

Mr. ALEXANDER. Well, there is one thing I would like for you to
provide the committee that we have not been able to get in the
past. We read various reports about how many healthcare pro-
viders, physicians, whoever, that are found doing something wrong
or inappropriate. And we hear reports that some group submitted
invoices of 1,200 claims from one location and maybe 1,000 proce-
dures done by one individual during the course of a day, and they
were paid for that.

My question is, all of these outsiders that we hear about that are
arrested and some convicted, we have never heard anything about
individuals on the inside that are participating. Now I have
watched “The Godfather” and other shows where organized crime
is the subject of matter. You never mention anything about it, but
is organized crime part of the trouble that we have in some of these
cases perhaps?

Mr. LEVINSON. Mr. Alexander, organized crime unquestionably is
a part of the fraud problem.

Mr. ALEXANDER. Okay. Well, the reason I asked that is, again,
I think it takes at least two or more to be organized. I don’t think
one individual robbing a service station would be considered part
of organized crime.

So, again, the point being that it seems strange that we pay a
tremendous amount of money out through fraud and abuse. Doesn’t
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anybody notice when an invoice comes in and some doctor does
1,000 procedures in the same day? Does somebody just write a
check and say, “This is a hard-working doctor.”

Again, it is hard for us to believe that there is a tremendous
amount of fraud and abuse going on without somebody on the in-
side knowing about it. And we have not yet had one name sub-
mitted to us that worked at a governmental agency, at the local,
State, or Federal level that was caught doing anything wrong.

Mr. LEVINSON. Well, I think this will be actually an excellent
subject to dive down a little bit with your next panel, which will
include CMS, that they can talk about the efforts to come up with
better real-time data so that these transactions can be understood
much more quickly. You know, as a result of prompt payment, his-
torically there has been too much of a delay between the trans-
action and then people looking to see behind it.

But I can tell you that from our office’s perspective, there is no
automatic profile of who a fraudster is when it comes to healthcare
fraud. And I certainly want to add that the great majority of physi-
cians and other healthcare providers are honest, highly profes-
sional, and doing a very, very important job for the American peo-
ple.

Mr. ALEXANDER. And we appreciate that.

Thank you, Mr. Chairman.

Mr. REHBERG. Mrs. Lowey.

Mrs. Lowey. Thank you, Mr. Chairman.

And thank you to the panel for your hard work.

One of our highest priorities and one that I believe is shared by
all of us on the subcommittee is to reduce Medicare fraud. First of
all, we know it wastes taxpayer dollars. It is a slap in the face to
the more than 46 million beneficiaries who depend on Medicare.

Mr. Levinson, last week, Secretary Sebelius testified before the
subcommittee that the proposed 10-year investment in CMS pro-

ram integrity in the fiscal year 2012 budget request will yield

%10,300,000,000 in Medicare and Medicaid savings. Do you know
how the administration arrived at the $581,000,000 discretionary
funding proposal for fiscal year 2012 to improve CMS program in-
tegrity?

Now let me just say one other thing. I understand this is a sub-
stantial increase. But when I hear your testimony, $56,800,000,000
in improper payments for Medicare and Medicaid in 2010, I want
to ensure that we are doing everything we can to prevent fraud.

So, number one, if you can answer that $581,000,000, and does
HHS and the Inspector General’s office have the capacity to grow
improper payment programs at an even greater rate beyond what
is included in the budget request so that if we were to invest more
today, we would have more to spend tomorrow? Could you respond?

Mr. LEVINSON. Yes, I would be happy to, Mrs. Lowey.

On the first question, it is not that I am happy to do so, but I
think I need to defer to the policymakers on your $581,000,000
issue because CMS will be testifying after us, and they will be able
to speak directly to the Administration’s proposal. So I can’t really
look prospectively.

I certainly can speak with great confidence about our budget and
the way in which we have been able to contribute, I think, in a
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very significant way toward the Department being able to get a far
better handle on the improper payment figure, as it appears before
you today, and coming up with an effective plan to reduce those fig-
ures.

As I explained in my opening statement, so much of the improper
payment dollars don’t have to do with fraud so much as being able
to get data collection, and the understanding of what that data ac-
tually means, understood and acted upon far more quickly. And
CMS is taking steps, and I would say many of them are directly
related to what the Affordable Care Act provided in terms of added
funding and giving the Secretary far greater authority to restrict
enrollment in areas where there has been abuse by fraudulent peo-
ple easily being able to get provider numbers and entering the pro-
gram for the sole purpose of taking advantage of it.

Provisions like that from the work that we have already done
provide us, I think, with a very great sense of confidence that,
going forward, these kinds of figures can be reduced significantly.

Mrs. LOWEY. I appreciate that point, and I know my colleague,
Ranking Member DeLauro, made it clearly that it is not all fraud,
and we have to really focus on get to the providers who are in-
volved in fraudulent practices. Some of those, we have had those
cases in my office where they are still writing them in by hand,
and they don’t even want to use the new technology. So this is an
issue that we see all the time.

Another question. Mr. O’Carroll, happy St. Patrick’s Day. You
testified that 10 percent of total Supplemental Security Income
payments in 2010 were either overpayments or underpayments.
This seems to be an unacceptably high percentage, and it is far dif-
ferent than the 0.5 percent improper payment rate for the Retire-
ment and Disability Insurance Program.

How does the SSI program, which is far smaller than RSDI, have
such a higher improper payment rate?

Mr. O’'CARROLL. Congresswoman, that is one of the ones when I
mentioned earlier, a problem with the SSI program is a lot of it is
self-reporting of your wages and your income on it. And because of
that, it is susceptible to fraud in terms of a lot of people are going
to be underreporting what their income is.

And because of that, we are recommending that SSA have better
agreements with States on trying to match information that the
States have on people’s wages and information. But probably more
important than that that they are doing now is this access to finan-
cial institutions, where the banks are now being able—so when a
person puts down and says that they are destitute and they are
looking for benefits, SSA at that point can be checking to see if
they do have assets.

What we would like to do kind of again is get agreements going
with the States to see if, for example, a person who claims that
they are destitute has a number of vehicles. So, again, that is the
biggest problem——

Mr. REHBERG. I am going to ask you if you have additional infor-
mation to put it in for the record. We would love to have that.

Mr. O’CARROLL. Yes, Chairman.
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Mr. REHBERG. My intent is to finish this round with Mr. Flake
and Ms. Roybal-Allard and then move on to the next panel so we
have enough time for them to give their testimony as well.

Mr. Flake.

Mr. FLAKE. Let me shift to recovery rates for a minute. It is
noted that improper payments totaled $125,000,000,000 in 2010.
The agencies recovered about $687,000,000. That would seem to be
extremely low.

In the private sector, you have issues like this. Recovery rates
are far, far higher for vendors that don’t pay or whatever else. And
I am wondering, are there incentives that can be offered, that are
offered to these agencies to have a higher recovery rate? What is
the difference, I mean, between those who are working on recovery,
the agency itself?

Is it treated any differently by the Congress in the next year’s
budget? Are there employment incentives or bonuses that are at-
tached? What is the difference to an agency if they have, what is
this, a 0.05 percent recovery rate, as opposed to a 50 percent recov-
ery rate? Is there any material or tangible difference with how an
agency is treated by the Congress or by the executive branch or
anybody else?

Go ahead, Mr. Levinson.

Mr. LEVINSON. Mr. Flake, this, once more, actually is a question
that will be best handled by CMS, which is supposed to appear
right after me. Because CMS does devote significant resources to
Recovery Audit Contractor programs, a major amount of the
money. Although we are funded several hundred million dollars in
our mission to protect programs against fraud, waste, and abuse,
CMS is in the billion-dollar category when it comes to program in-
tegrity.

And a significant amount of those dollars are devoted to coming
up with a Recovery Audit Contractor program, where there are
major operations employed throughout the United States whose
purpose is to recover improper payments, and there are incentive
programs. In other words, compensation is tied to the recovery.

I don’t have before me the details of those figures, but those fig-
ures certainly can be gotten to you quite easily.

Mr. FLAKE. Well, with a recovery rate of $687,000,000 on
$125,000,000,000 improper payment, the payment to these collec-
tors, if you will, may be improper as well. I mean, it is the fact that
we are collecting so little says to me that we need some new incen-
tives in place or penalties or something attached to this because
would you not agree that this recovery rate is strikingly low?

Anybody else? I hear a head nod there. Kathleen.

Ms. TIGHE. I would certainly agree with that. I think at Edu-
cation, I think recovery of monies is a big challenge for the Depart-
ment.

I think in part it is due to incentives. I think there are incentives
built into the Improper Payments Act, supposedly through allowing
a certain amount of the recoveries to come back to departments. I
am not sure that is going to be enough to overcome some of the
hurdles to getting money back in certain programs at Education,
for example, Title I programs going out to States.
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I think I mentioned, the 41 audits we had. Thirty-three of those
have been resolved, worth about $53,000,000. The Department is
only going after about $3,000,000 and hoping to get it back. The
reasons for that are built into the statute; they have to show that
there has been harm to the Federal interest.

And what that means is, look, if the students are already getting
served, and there really isn’t— it is hard to make a school district
pay money back.

Mr. FLAKE. I understand that more than I do on the medical
services and whatever else. That is bigger money and easier, it
would seem, money easier to be reclaimed.

Anyway, when I look at this, I think we have got to change the
incentive somehow because this is a very, very low recovery rate.

Thanks.

Mr. REHBERG. Ms. Roybal-Allard.

Ms. ROYBAL-ALLARD. Inspector O’Carroll, let me begin, first of
all, by commending you for the efforts that the Social Security Ad-
ministration is making to reduce improper payments in its three
programs. However, I keep hearing from my constituents how con-
fusing it is to navigate through the system, and the paperwork is
also very difficult.

And my minority and disabled constituents are the ones that are
the most frustrated, and this makes me think that perhaps the
complexity of your programs and of the paperwork play a signifi-
cant role in improper payments, particularly in the Social Security
Disability Insurance and Supplemental Security Income programs.

Do you track what proportion of overpayments and underpay-
ments have resulted from misunderstandings of the process or con-
fusion about the paperwork? And what is being done to simplify
your programs, improve transparency in the reporting require-
ments, and ensure that the process is culturally and linguistically
appropriate for minority populations?

Mr. O’CARROLL. Congresswoman, that is probably better an-
swered by SSA when their panel is there, in terms of the sim-
plification of the different forms on it. But to give you some of the
work that we have done in that area, we have been taking a look
at, as an example, with the applying for Social Security benefits,
one of the things is with the iClaims, which is the Internet claims
on it, which has been designed by the agency. It has been, I guess,
vetted. It is simpler.

It seems to be well liked by the claims reps in SSA itself. And
we just did an audit on that, and we found that about 95 percent
of the people that have been using this online claims form are very
happy with it. They like it, and they are doing it. So I am thinking
is that SSA is going in the right direction in terms of simplifying
the application process.

As far as if we are finding out on the underpayments and over-
payments if there is a problem in terms of the application process
itself, if you don’t mind, let me take a look at that, and I will get
back to you on the record with our findings on that one. I don’t
have any recent audit work on that to be able to give you a direct
answer.
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Ms. ROYBAL-ALLARD. Okay. And I have another series of ques-
tions, which I probably will submit for the record if I don’t have
time to ask them later.

Inspector Levinson, first of all, thank you for your testimony and
your excellent summary of what HHS is doing to address improper
payments in Medicare and Medicaid. And I recognize the impor-
tance of improving CMS program integrity, but I would like to
focus for a moment on some of the other programs that you over-
see, which also face challenges in program integrity.

There has been a long history of controversy about cash welfare
programs in this country. And while I understand that States set
their own TANF cash benefits levels and are responsible for the in-
tegrity of their own programs, $16,500,000,000 annually is a rel-
atively large Federal grant program, and the Federal Government
does have a vested interest in how States use these funds.

It is my understanding that the application of the Improper Pay-
ments Act to TANF has been contentious and that States have op-
posed the development of a national error rate for TANF. Where
does the administration stand on the development of an official
error rate for TANF programs, and what specific obstacles are you
facing in developing a national rate?

Mr. LEVINSON. Ms. Roybal-Allard, there have been legal ques-
tions regarding how the improper payment calculation would apply
to the TANF block grant, in particular. That does raise unique
issues of the Federal-State relationship. And our understanding is
that the Department, the Administration is working on options to
how they might remedy the issues.

We are outside of that policy loop. So I would defer our col-
leagues in ACF to provide a more detailed response.

Ms. ROYBAL-ALLARD. Okay. Do you have any idea whether or not
the tools that have been developed by HHS to address improper
payments in Federal programs has been effective in promoting in-
tegrity in State TANF programs?

Mr. LEVINSON. Well, we do have some TANF work, but it doesn’t
apply specifically to improper payments. We are reviewing States’
use of smart card technology to validate the identity of TANF re-
cipients. I mean, this does certainly have an impact on appropriate
payments, to ensure payments are used for authorized items.

We have a review of ACF oversight, if States is compliant with
TANF work participation and the verification requirements. So
there is important review work being done in the TANF program.

Ms. ROYBAL-ALLARD. Okay.

Mr. REHBERG. Thank you.

We are going to excuse this panel.

THURSDAY, MARCH 17, 2011.

IMPROPER PAYMENTS

WITNESSES

GAY GILBERT, ADMINISTRATOR, OFFICE OF UNEMPLOYMENT INSUR-
ANCE, EMPLOYMENT AND TRAINING ADMINISTRATION

DEBORAH TAYLOR, DIRECTOR OF THE OFFICE OF FINANCIAL MAN-
AGEMENT, CENTERS FOR MEDICARE AND MEDICAID SERVICES
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THOMAS P. SKELLY, DIRECTOR, BUDGET SERVICE AND ACTING CHIEF
FINANCIAL OFFICER

CAROLYN COLVIN, DEPUTY COMMISSIONER OF SOCIAL SECURITY

Mr. REHBERG. All right. Let’s get going. Ms. Gilbert?

Ms. GILBERT. Chairman Rehberg, Ranking Member DeLauro,
and subcommittee Members, thank you for this opportunity to dis-
cuss the Unemployment Insurance program and strategies for re-
ducing UI improper payments, which is a top priority at the De-
partment of Labor.

It is receiving the highest level of attention and focus from de-
partmental leadership, and we are working aggressively to identify
new strategies, tools, and resources to support our State partners
in bringing the Ul improper payment rate down. The entire UI sys-
tem, both Federal and State, has a longstanding commitment to
program integrity. We use highly sophisticated sampling and audit
methods to prevent, detect, and recover improper payments.

Unfortunately, the improper payment rate has increased during
the course of this recession. As of the most recent reporting period,
it stands at 11.2 percent, of which 10.6 percent represents overpay-
ments.

The four main reasons for improper payments in the UI program
are, one, payments made to individuals who continue to claim ben-
efits after they return to work; two, employers failing to provide
timely and adequate information on the reason for the individual’s
separation from employment; three, the inability to validate the in-
dividual has met the State’s work search requirements; and fourth,
the failure of the claimant to register with the State’s employment
service, pursuant to the State’s law.

The recession has severely stressed our Ul system and has been
another cause in the rise of the UI improper payment rate. As a
result of the overwhelming workload over the last 2 years, States
have reprogrammed their integrity staff to actually take claims in-
stead of working to reduce improper payments. And technology so-
lutions that could have controlled or reduced improper payments
were put on hold during all of the changes in the Emergency Un-
employment Compensation program.

Improper payments due to claimant fault have also increased
during the recession. Improper payments resulting from claimants’
failure to complete their work search requirements have risen as
a result in large part due to lack of jobs. This type of improper pay-
ment is extremely workload intensive and costly to detect given the
size of the UI population, which today numbers 8.8 million.

Despite these challenges, the department has one overarching
goal, and that is to get the improper payment rate down. Working
with our State partners, the department has a number of robust
strategies already underway, as well as newly identified strategies
for prevention, which is the key to getting the rate down.

To address the issue of claimants’ continuing to claim benefits
after they return to work, the department will be mandating ex-
panded use of the National Directory of New Hires as both a detec-
tion and a prevention tool and will provide new protocols, re-
sources, and technical assistance to States to enable them to use
the directory most effectively.



44

We have appreciated Congress’s support for the Reemployment
and Eligibility Assessment Initiative, a critical Ul integrity invest-
ment that reduces improper payments through early detection of
eligibility problems and speeds claimants’ return to work. To date,
40 States have REA programs that support claimant eligibility re-
views and development of reemployment plans at their One-Stop
career centers. The $70,000,000 requested in the fiscal year 2012
budget will fund 980,000 claimant REA visits and save State Ul
trust funds an estimated $237,000,000.

To ensure that States are able to get timely and accurate separa-
tion information to prevent improper payments when a claim is
first filed, the department has joined with States to implement the
State Information Data Exchange System, or SIDES. SIDES pro-
vides a secure electronic data exchange between States and em-
ployers or their representatives, and it both speeds up the process
and improves the completeness and the accuracy of the informa-
tion. The department is actively working with States now to rap-
idly accelerate implementation of SIDES.

To improve recovery of improper payments, I am pleased to re-
port that a necessary regulation and system is now in place for
States to implement the Treasury Offset Program, which enables
States to recover Ul overpayments by offsetting Federal income tax
refunds against UI debts. States are already showing impressive
recovery numbers as a result.

Given that States are the key to getting the rate down, it is our
intent to provide new tools and intensive technical assistance, par-
ticularly to high-impact States, to improve prevention. With
Congress’s support, we will continue to provide States with supple-
mental funding to improve Ul integrity. In addition, the President’s
fiscal year 2012 budget includes a request for $10,000,000 for in-
centive awards to States with the most improved integrity perform-
ance.

In order to get more resources and new tools in the hands of
States, we are extremely pleased that Congress passed two of the
provisions of the UI, the Unemployment Compensation Program
Integrity Act of 2010 in the last Congress. However, we continue
to believe all of the provisions in the Integrity Act are important
to the Ul system’s ability to control improper payments.

Therefore, the President’s budget also proposes a reintroduction
of the Integrity Act, which includes the option for States to retain
up to 5 percent of their recovered overpayments and to use those
for integrity activities. We anticipate transmitting the new legisla-
tion to Congress in the coming weeks.

In conclusion, the department is committed to working with our
State partners to bring down the Ul payment rate, and we look for-
ward to working with you as well. And I will be glad to answer any
of your questions.

[The prepared statement of Gay Gilbert, Administrator, Office of
Unemployment Insurance, Employment and Training Administra-
tion, follows:]
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Good morning. Chairman Rehberg, Ranking Member DeLauro, and
distinguished members of the Subcommittee. Thank you for this opportunity to
discuss the Unemployment Insurance (UI) program and strategies for improving
program integrity. Reducing improper payments in the Ul program is a top
priority at the Department of Labor. As such, it is receiving a high level of focus
and oversight in close coordination with the Office of Management and Budget.
We are aggressively working to identify new strategies and tools to support our
state partners in addressing the rising Ul improper payment rate.

The entire UI system, including federal and state partners responsible for
administering the Ul program, has a longstanding commitment to the integrity
of the Ul program. We employ highly sophisticated sampling and audit
methods and tools to prevent, detect, and recover improper Ul benefit payments,
Unfortunately, the Ul improper payment rate has increased during the course of

the recession. For the most recent reporting period (July 2009 to June 2010)
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required under the Improper Payments Information Act (IPIA), the rate was 11.2
percent, of which 10.6 percent were overpayments

The four main reasons for improper payments in the Ul program are: (1)
payments are made to individuals who continue to claim benefits after they have
returned to work; (2) information regarding the claimant’s separation from work
is received after a claim is paid, often due to failure of employers or their
representatives to provide timely and adequate information on the reason for an
individual's separation from employment; (3) the inability to validate that the
individual has met the state’s work search requirements; and (4) the failure to
register the claimant with the state’s Employment Service pursuant to the state’s
law. Attachment A is a graphic display of these and other root causes for Ul
improper payments.

Impact of the Recession

The recession has impacted the Ul improper payment rate in a number of
ways. State staff and the information technology systems used to process claims
have been severely stressed in managing the overwhelming workload. During
times of high workload, ensuring timely payments to eligible workers is the first
priority. As a result, many states transferred program integrity staff to process
claims during much of the recession, and report anecdotally that they are only
now staffed up sufficiently to begin moving staff back or are hiring new staff to
focus on integrity activities. In addition, integrity strategies that involve

technology solutions were put on hold during the recession, as a result of the

-2
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technology demands created by the many extensions and expansions of Federal
unemployment programs.

Improper payments due to claimant fault, or in some cases fraud, have
also increased during the recession. As a part of the federal-state integrity
workgroup we have heard anecdotally from states that some claimants, when
confronted with discrepancies in their claims, tell state staff they are simply
desperate and willing to risk committing fraud to get money to feed their
families. In addition, the severe shortage of jobs for unemployed job seekers
served as a disincentive for workers to apply for jobs. Thus it is not surprising
that improper payments resulting from the failure of claimants to complete their
work search requirements rise during a period of slow job growth. This type of
improper payment is extremely challenging to prevent, workload intensive and
costly to detect for the full universe of UI claimants, which today numbers 8.8
million.

Strategies to Address Improper Payments

Despite these recent challenges, the Department has one overarching goal
with respect to improper payments -- to get the improper payment rate down.
The Department, working with our state partners, has been focused on the issue
of improper payments for many years. A number of robust strategies are under
way, new strategies are in the process of being rolled out, and we have been

working collaboratively with our state partners to identify additional strategies
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that focus on the prevention of overpayments focusing on the root causes which
will yield the highest impact. These strategies include:

(1) preventing claimants from continuing to claim benefits after they
return to work through state workforce agencies’ use of the National Directory of
New Hires (NDNHY);

(2) reducing improper payments through early detection and prevention
of eligibility problems and speeding claimants’ return to work by conducting
Reemployment and Eligibility Assessments (REAs);

(3) getting more timely and accurate separation information from
employers or their representatives through use of the State Information Data
Exchange System (SIDES), an automated separation information exchange;

{4) recovering outstanding overpayments by intercepting Federal income
tax refunds using the U.S. Department of the Treasury’s Treasury Offset Program
(TOP); and

(5) providing tools, resources, and intensive technical assistance to states,
and initiating innovative pilots, to improve prevention in order to bring the
improper payment rate down,

I will elaborate on each of these strategies.

National Directory of New Hires

To address the issue of individuals continuing to claim benefits after

returning to work, one of the most effective tools for detecting improper

payments is the use of NDNH, a data base maintained by the Department of

-4-
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Health and Human Services for child-support-enforcement purposes. The
database collects quarterly wage and unemployment-compensation information
on new hires from employers. Legislative authority exists that allows states to
match their claimant files with the NDNH data to identify that a claimant is
working and to capture the weeks of unemployment for which claims were paid
when the claimant was no longer eligible for benefits.. The Department will be
mandating expanded use under current authority of the NDNH for both
detection and prevention activities and provide new protocols to states for using
the NDNH most effectively.
Reemployment and Eligibility Assessments

The REA initiative also has been an important investment in Ul integrity.
This initiative provides funds to states to perform in-person reemployment
assessments typically conducted in a One-Stop Career Center. These
assessments determine individuals’ Ul eligibility, provide the individual with
labor market and career information, and develop a reemployment plan for each
individual that includes referrals to One-Stop services. These REA activities
reduce improper payments through early detection and prevention of eligibility
problems and speed claimants’ return to work.

During FY 2010, Congress provided $60 million in funding to states to
support REA and integrity activities, for which we thank you. To date, 39 states
and the District of Columbia have REA programs. The FY 2012 budget requests

$70 million, which will fund 980,000 claimant REA visits and save state Ul trust

S5
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fund accounts an estimated $237 million. Another integrity proposal contained
in the President’s FY 2012 Budget is a request for $10 million for incentive
awards to states to improve their Ul integrity activities related to improper
payments.
State Information Data Exchange System

Another key initiative that addresses one of the top root causes of Ul
improper payments is the SIDES. This initiative is designed to help employers
provide the information required to determine a claimant’s eligibility to states
more quickly by providing a secure electronic data exchange between states and
employers or their third party administrators. In addition to speeding up the
process, the SIDES system includes prompts and edits toc improve completeness
and accuracy of the information. Implementation of SIDES slowed during the
recession due to other technology demands on the Ul system; however, the
Department is working with states and employers and their representatives to
rapidly accelerate implementation.

Treasury Offset Program

T am pleased to report that as of this past month a necessary regulation
and system is in place for states to implement use of the Treasury Offset
Program, which enables states to recover Ul overpayments by offsetting Federal
income tax refunds against Ul debts. States that were ready to implement this

system immediately are already showing impressive recovery numbers as a
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result. From February 14 through February 28 the states of New York and
Wisconsin have collected nearly $10.1 million and $1.4 million, respectively.
Technical Assistance

We plan to provide intensive technical assistance to those states that have
the highest improper payment rates in each of these root causes of improper
payments. Included in that assistance is a plan to train state adjudication staff to
better recognize issues that could result in a finding of ineligibility for benefits,
and adopting an additional state performance measure focused on improper
payments that more effectively targets prevention. We are also working with
states with the highest improper payments resulting from issues associated with
registration of claimants with the state’s Employment Service to analyze the
state-specific challenges and develop strategies to address them.

FY 2012 Legislative Proposals

We are extremely pleased that last year Congress passed two of the Ul
integrity proposals transmitted by the Administration in FY 2011: (1) requiring
the inclusion of the specific date individuals start work in the information
reported to the NDNH to facilitate identification of fraudulent Ul claims; and (2)
expanding the use of TOP to collect UI debts beyond cases of fraud to permit
recovery of any Ul debt incurred due to the individual’s failure to report
earnings to the Ul agency. The President’s FY 2012 Budget includes some Ul

integrity proposals submitted previously that have yet to be enacted and an
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additional enhancement to the data reported to the NDNH. Specifically, the
proposals include:

(1) Providing new dedicated resources for state integrity activities by
permitting states to use up to 5 percent of recovered overpayments and
delinquent contributions due to fraud to prevent, detect, and recover these
overpayments, ensuring integrity activities are a priority;

(2) Requiring a 15 percent penalty on outstanding fraudulent benefit
overpayments, similar to the penalty employers face for delinquent tax payments
in many states. States may only use these funds for integrity activities or for
benefit payments. At present some states that have these provisions in their
state laws allow the funds to be used for other purposes, some of which are non-
Ul integrity related;

(3) Requiring that employer accounts be “charged” if an overpayment is the
employer’s, or their representative’s, fault due to failure to respond timely or
adequately to a state’s request for information; and

(4) Requiring employers to report to the NDNH individuals re-hired after a
separation from employment of at least 60 days. Currently, only new hires are
required to be reported. This addition to the NDNH would provide another
important improper payment detection tool for the Ul system.

We anticipate transmitting the legislation incorporating these proposals to

Congress in the coming weeks.
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Conclusion

With Congress’ support, we will continue to provide states with resources
to improve Ul integrity, including for activities such as the implementation of
SIDES and technology upgrades necessary for the states to more effectively
utilize the NDNH as a prevention tool. The Department provided $26.9 million
to states in FY 2009 and $10.7 million in FY 2010 for these activities. We continue
to pursue new tools and data sources and other strategies to help states improve
prevention efforts. As part of our efforts to address the root causes of improper
payments in the Ul program, we are committed to working with states to
conduct innovative pilots to test additional actions to prevent, reduce, and
recapture improper payments. For example, we are working with the Office of
Management and Budget's Partnership Fund for Program Integrity Innovation to
identify and fund potential pilots of new strategies. In addition, we will pursue
other state pilots within our existing resources and regulations that could reduce
improper payments, such as pilots utilizing cutting-edge fraud detection
technology and forensic accounting. If successful, these pilots could have a
significant return on investment in addressing improper payments in the Ul
program. Having resources available to support state integrity activities and
new initiatives designed to lower the improper payment rate - including those

identified in my testimony - are critical.
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We look forward to working further with Congress as you consider ways
to enhance Federal and state efforts to reduce improper payments in the Ul

program. I will be glad to respond to any questions you may have.

-10-
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Mr. REHBERG. Thank you.

Ms. Taylor.

Ms. TAYLOR. Good morning, Chairman Rehberg and Ranking
Member DeLauro and Members of the subcommittee.

Thank you for the opportunity to be here today to discuss the
corrective actions that the Centers for Medicare & Medicaid Serv-
ices (CMS) are taking to reduce improper payments in the Medi-
care and Medicaid programs. CMS is committed to reducing the
rate of improper payments and ensuring that our programs pay the
right amount for the right service to the right person in a timely
manner.

Like other large and complex Federal programs, Medicare and
Medicaid are susceptible to improper payments, and CMS does cal-
culate, on an annual basis, the improper payments rate for these
programs. I think we have talked a lot about it this morning, but
improper payments are generally errors. They are not fraud.

These errors generally result from the following situations. First,
a provider fails to submit any documentation or submits insuffi-
cient documentation to support the services paid. Secondly, the
services provided are incorrectly coded on the claim. And thirdly,
the documentation submitted by the provider shows the services
were not reasonable and necessary.

CMS is committed to reducing these improper payments and is
working aggressively on corrective actions to deter and reduce
them. I would like to talk a little bit about each of these programs
and the corrective actions we are taking currently.

First, the traditional Medicare fee-for-service program represents
the majority of Medicare spending. This program is administered
by CMS through contracts with private companies that process
close to 5 million claims each day. That is over 1 billion claims a
year. CMS uses the Comprehensive Error Rate Testing program,
known as CERT, to estimate an improper payment rate for this
program.

Last year, CMS was able to reduce the improper payment rate
by 1.9 percent, from 12.4 percent to 10.5 percent. The CERT pro-
gram provides valuable information to the Agency to assist in the
development of corrective actions. The best way to address these
problems—and I think you heard from the OIG, Dan Levinson—is
robust provider enrollment, increased review of medical records,
and enhanced systems, edits, and automated processes and ana-
Iytic tools.

Some of our recent provider education efforts include the devel-
opment of comparative billing reports, issuance of quarterly compli-
ance reports to providers, and conducting routine forums to discuss
Medicare policies and documentation requirements.

And CMS recently also implemented the national recovery audit
program. This program provides valuable information about areas
where increased education and outreach are needed, as well as
where prepayment medical review is most productive. Together,
these tools provide valuable information to assist in the develop-
ment of automated edits that will detect and reject claims before
they are paid.
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We believe that all these efforts will go a long way in helping us
achieve the goal to cut the Medicare fee-for-service improper pay-
ments rate in half by 2012.

While CMS administers the Medicaid program, this program is
essentially more than 50 programs. CMS developed the Payment
Error Rate Measurement program, known as PERM, to review im-
proper payments in three components of Medicaid— fee-for-service
claims, managed care claims, and eligibility cases. In fiscal year
2010, the Medicaid improper payment rate was 9.4 percent, and
this was a reduction from the prior year of 9.6 percent.

While causes of improper payments vary from State to State,
PERM helps CMS identify trends and common errors across States.
States are critical partners to CMS efforts to reduce Medicaid im-
proper payments. All States must develop corrective actions to ad-
dress their improper payments, and based on the corrective action
plans, which CMS does review and approve, many States intend to
enhance their provider education efforts and improve the respon-
siveness and completeness of documentation.

CMS also collects and disseminates best practices that are
shared among the States to help them learn from each other and
ensure that they continue to reduce their errors. CMS has made
progress in reducing errors. We believe that the expansion of the
recovery audit program to Parts C and D, which are the managed
care and prescription drug programs, as well as the Medicaid pro-
gram, as required under the Affordable Care Act, will greatly help
us reduce errors even further.

We are also looking at private sector techniques, such as elec-
tronic health records, more analytic tools, and other items that the
private sector currently uses to help us reduce this. I believe that
these efforts will help us further reduce error rates, and we look
forward to working with you. And I would be happy to answer any
questions.

[The information follows:]
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U.S. House Committee on Appropriations
Subcommittee on Labor, Health and Human Services, Education and Related Agencies
Hearing on Improper Payments
March 17, 2011
Chairman Rehberg, Ranking Member DeLauro, and Members of the Subcommittee, thank you for the
invitation to discuss the Centers for Medicare & Medicaid Services’ (CMS) efforts to reduce improper
payments in Medicare, Medicaid, and the Children’s Health Insurance Program (CHIP). The

Administration is strongly committed to reducing the rate of improper payments and ensuring that our

programs pay claims in an accurate and timely manner.

Background on Improper Payments

Like other large and complex Federal programs, Medicare, Medicaid, and CHIP are susceptible to
payment, billing and coding errors——called “improper payments.” These rates are determined annually
in an open and transparent process required by the Improper Payments Information Act (IPIA), as
amended by the Improper Payments Elimination and Recovery Act (IPERA) of 2010. While these
improper payments represent a fraction of total program spending, any level of improper payment is
unacceptable and CMS is aggressively working to reduce these claims processing, coding and

documentation errors.

The IPIA uses the term “improper payment” to describe these errors, however it is important to clarify
what these billing anomalies are — and are not. They can result from a variety of assorted circumstances,
including: 1) services with no documentation, 2) services with insufficient documentation, 3} incorrectly
coded claims, or 4) services provided that were not determined “reasonable and necessary.” Further,
improper payments do not always represent an unnecessary loss of Medicare, Medicaid, or CHIP funds.
They are usually not fraudulent nor necessarily payments for inappropriate claims; rather, they tend to
be an indication of errors made by the provider in filing a claim or inappropriately billing for a service.
Most improper payments by providers are classified as such because they relate to claims where the
information in the medical record did not support the services billed. Examples of common payment
errors made by Medicare providers include services that were performed in a medically unnecessary

setting', or were incorrectly coded.” Other payment errors result when providers fail to submit

! Medically unnecessary setting: Medicare claims fall into this category when services are provided in a more intensive (and
expensive) setting than is considered reasonable and necessary by Medicare, For example, if a minor surgery is done in an
inpatient hospital setting on a healthy beneficiary, instead of in an outpatient setting, the entire claim is classified as an
“improper payment.”

1
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documentation when requested, fail to submit adequate documentation to support the claim, or when

Medicare pays a claim that should have been paid by a different group health plan or other liable party.

The Administration is committed to reducing waste and improper payments across the government. On
November 20, 2009, President Obama issued Executive Order 13520 calling on all Federal agencies to
reduce waste and improper payments across Federal programs and CMS is working hard to carry out the
Order. In addition, the President has: issued a memorandum on intensifying and expanding payment
recapture audits (March 10, 2010); issued a memorandum to enhance payment accuracy by creating a
“Do Not Pay” List (June 18, 2010), and signed IPERA into law (July 22, 2010},

Improper Payments in Medicare Fee-for-Service
The traditional, Medicare fee-for-service (FFS) program represents the majority of Medicare spending,

with hospital and other institutional services representing the largest shares of this spending. This
component of Medicare is administered by CMS through contracts with private companies that process

claims for Medicare benefits.

In keeping with requirements to promptly pay claims in Medicare, our claims processing systems were
built to quickly process and pay the roughly 4.8 million claims that we receive each day, totaling
approximately 1.2 billion claims in fiscal year 2011. Due to the volume of claims processed by
Medicare each day and the significant cost associated with conducting medical review of an individual
claim, CMS heavily relies on automated edits to identify inappropriate claims. Nevertheless, most
claims are paid by CMS without requesting or individually reviewing the medical records associated

with the services listed in the claim.

CMS uses the Comprehensive Error Rate Testing (CERT) process to sample and review Medicare FFS
claims to project an improper payment rate. At the recommendation of the Department of Health and
Human Services (HHS) Office of the Inspector General, CMS applied a stricter and improved
methodology for calculating the Medicare FFS error rate in FY 2009. As a result of this change, the FY
2009 and FY 2010 overall error rates were higher than in FY 2008; 12.4 percent and 10.5 percent in FY
2009 and FY 2010 respectively. The Administration announced last year that CMS will cut the

2 Incorrect coding: Claims are placed into this category when providers submit medical documentation that support a lower
or higher code than the code submitted. (CMS Improper Medicare Fee-For-Service Payments Report,
https://www.cms.gov/CERT/10_CERT_Reports_and_Data.asp#TopOfPage).
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Medicare FFS improper payment rate in half by 2012, from 12.4 percent to 6.2 percent. CMS is making
progress in meeting this goal, with a 1.9 percent point reduction in the error rate between FY 2009 and
FY 2010.

[n addition to measuring the Medicare FFS error rate, the CERT program guides CMS in developing
corrective actions to reduce improper payments in the future. CMS continues to analyze the improper
payment data garnered from the CERT program and also uses the results to provide feedback to
Medicare contractors to inform and enhance their medical review efforts, focus on high risk areas, and

improve overall operations.

To help reduce medical necessity errors, which occur when documentation submitted by a provider does
not sufficiently establish the beneficiary’s medical need for an item or service, CMS has developed
Comparative Billing Reports, which compare a provider’s billing pattern for various procedures or
services to their peers on a State and national level. Also, Medicare’s automated systems can detect and
reject payment for medical services that are physically impossible, such as a hysterectomy billed for a
male beneficiary. Additionally, CMS has developed “medically unlikely” payment systems edits, which

catch services when the quantity billed exceeds acceptable clinical limits.

Recavery Audit Program in Medicare FFS:

The Recovery Audit program is another tool in CMS’ efforts to detect and reduce improper payments.
The Recovery Audit program began as a 6-State demonstration project required by the Medicare
Prescription Drug, Improvement, and Modernization Act of 2003.° Congress expanded the Recovery
Audit program in the Tax Relief and Health Care Act of 2006, directing CMS to implement a permanent
national Recovery Audit program in Medicare FFS by January 1, 2010, Recovery Auditors work to
identify overpayments and underpayments in previously submitted and paid claims; per the statute, these
contractors are paid on a contingency fee basis. The permanent Medicare FFS Recovery Audit program,
as of March 1, 2011, corrected a total of $261.5 million in improper payments, including $43.6 million

in underpayments corrected and $217.9 million in overpayments collected.

More importantly, the Recovery Auditors help CMS identify arcas where policy changes, systems

changes, and provider education and outreach can help prevent future improper payments. CMS

3 CMS began this demonstration in Florida, California, and New York in 2005, and later expanded to Massachusetts, South
Carolina, and Arizona.
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employs a robust system to identify patterns in the vulnerabilities identified by Recovery Auditors and
to undertake appropriate corrective actions. During the demonstration, Recovery Auditors identified a
number of improper payments in claims related to inpatient rehabilitation facilities (IRF). CMS
recognized that the Agency’s policy was outdated and published a regulation (CMS 1538-F) to update
the policy and also conducted extensive provider education to ensure that providers bill IRF claims
correctly. In the national program, Recovery Auditors have identified several areas where edits can be
helpful in preventing improper payments. CMS is implementing edits to stop the payment of claims
after a beneficiary’s date of death, stop the payment of durable medical equipment while the beneficiary
is receiving care in an inpatient setting, and to stop the payment for individual services that should have
been bundled into another payment. In addition, the claim processing contractors have been able to
implement local system edits to stop improper payments relating to durable medical equipment bundling

(wheelchair and accessories and knee prosthetics) and drugs paid exceeding recommended dosages.

Some vulnerabilities cannot be fixed with automated edits and may require ongoing medical review and
other more resource intensive activities. As such, the President’s FY 2012 Budget Request includes a
legislative proposal that would allow CMS to retain a dedicated portion of the funds recovered by
Recovery Auditors to implement additional cotrective actions to prevent future improper payments, such
as targeted prepayment review and provider education. Funding these activities to prevent future

improper payments is estimated to generate net savings of $230 million over 10 years.

Improper Payments in Medicare Parts C and D

The Medicare Advantage managed care benefit (Part C) and the prescription drug benefit (Part D) differ
significantly from Medicare FFS and, as a result, require different approaches to measure and address
improper payments. Unlike Medicare FFS, CMS prospectively pays Medicare Part C and Part D plans a
monthly capitated payment. Each per-person payment is based on a bid amount, approved by CMS, that
reflects the plan's estimate of average costs to provide benefit coverage to enrollees. CMS risk-adjusts
these payments to take into account the cost associated with treating individual beneficiaries based on
health status. In addition, Part D payments are also reconciled against expected costs, and risk-sharing

rules set in law are applied to further mitigate plan risk.

The Part C error rate reported for FY 2010 (based on payment year 2008} is 14.1 percent, a reduction
from the FY 2009 rate of 15.4 percent. Most of the Part C payment error rate is driven by errors in risk

adjustment data (clinical diagnosis data) submitted by Medicare Advantage (MA) plans to CMS for
4
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payment purposes. Specifically, the risk adjustment error reflects the extent to which diagnoses that

plans report to CMS are supported by medical record documentation.

To reduce the level of Part C improper payments due to risk adjustment error, the President’s FY 2012
budget includes a proposal to require CMS to conduct contract-level Risk Adjustment Data Validation
(RADV) audits, and to extrapolate the sample results for each MA contract to all enrollees in that
contract for a given year. That is, the payment error for a contract's sampled beneficiaries, which is
based on diagnoses not supported by medical record documentation during the RADV process, would be
extrapolated from the sample to all contract enrollees. Enactment of this proposal would result in
increased collections of improper payments made to MA plans, and is estimated to save $6.16 billion

over 10 years.

CMS has made strides in developing a Medicare Part D composite error estimate based on a series of
payment error sources, and plans to report a Part D composite error rate beginning in FY 2011, For FY
2010 reporting, a total of four component error estimates were reported. The four components were: 1)
a Part D payment system error of Q.1 percent, 2) a low-income subsidy payment error of 0.1 percent, 3)
payment error related to Medicaid status for dual eligible Part D enrollees of 1.8 percent, and 4)
payment error related to prescription drug event data validation of 12.7 percent. The majority of the
prescription drug event data error rate was due to missing prescription documentation from pharmacies.
To reduce this error rate, CMS has provided Part D sponsors with additional guidance and addressed the
timing of documentation submissions to assist them in improving collection of prescription

documentation from pharmacies

Recovery Audit Program in Medicare Parts C and D:

The Affordable Care Act expanded the Recovery Audit program to Medicare Parts C and D and the
Medicaid program, and CMS is drawing from the lessons learned from the Medicare FFS Recovery
Audit program as we implement this new statutory authority, In January 2011, CMS awarded a contract
to identify incorrect payments and recoup overpayments in Medicare Part D. Additionally, we are
seeking public comment through a solicitation issued on December 27, 2010 in the Federal Register on
innovative strategies for review of additional Medicare Parts C and D data, including the effectivencss

of sponsors’ anti-fraud plans.
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Improper Payments in Medicaid and CHIP

While CMS administers the Medicaid Program and CHIP, these two programs are essentially more than
50 individualized programs around the country, in which CMS works with each State and Territory to
administer a program that meets the particular health care needs and level of benefits established by that
jurisdiction, within Federal guidelines. The measurement of nationwide improper payments is therefore
correspondingly difficult, and efforts to reduce improper payments in Medicaid and CHIP require

cooperation from both the Federal government and individual States.

In 2005, CMS developed the Payment Error Rate Measurement (PERM) program to review improper
payments in three components of Medicaid and CHIP: Fee-for-Service (FFS) claims, managed care
claims, and eligibility cases. The PERM program uses a rolling 17-State three-year rotation for
measuring improper payments, so that CMS measures each State once every three years. In addition,
starting in FY 2010 with Medicaid, a three-year weighted average national rate is also produced. As
required by the Children’s Health Insurance Program Reauthorization Act (CHIPRA) of 2009, CMS
published a final regulation in August 2010 (CMS -6150-F) that to help ensure error measurements are

as meaningful and accurate as possible, while avoiding unnecessary burdens on States and pmviders,‘1

The FY 2010 Medicaid three-year weighted average national error rate (which includes data reported in
2008 through 2010) is 9.4 percent. Though causes of improper payments vary from State to State,
PERM helps CMS identify trends and common errors across States. The vast majority of Medicaid
ervors are due to insufficient documentation to support the services provided and cases reviewed for

eligibility that were cither not eligible or their eligibility status could not be determined.

While the PERM process identifies and classifies types of errors, States are critical partners in CMS’s
efforts to reduce Medicaid improper payments. States are required to submit Corrective Action Plans
(CAPs) 90 days after they are notified by CMS of their error rates. While CAPs vary from State to
State, the results of the recent 2010 reporting period suggest that many States intend to target provider
education to improve the responsiveness of submission of requested documentation and reduce errors in

State eligibility processes and procedures.

* CHIPRA prohibits CMS from calculating or publishing any national or State-specific error rates for CHIP until six months
after the new final rule for PERM is in effect. As a result, CMS recently resumed CHIP measurement and will report CHIP
improper payments in 2012,

6
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Recent improvements to the PERM program and the corrective actions process should lead to more
effective State CAPs and decreases in States’ improper payments. CMS plays an important role by
overseeing CAPs, as well as collecting and disseminating best practices to allow States to learn from
others’ successful efforts to reduce improper payments. CMS has developed and shared a model CAP
example to guide State efforts and also conducts quarterly “best practice” calls, during which State
leadership share their corrective action success stories with other States. States have successfully
implemented a number of corrective actions that have reduced insufficient documentation and eligibility
errors. Some States have conducted education and outreach sessions prior to the start of the PERM
measurement to educate providers on documentation requirements and the consequences of non-
compliance and are targeting specific provider types that in the past have been difficult to reach or non-

compliant.

Recovery Audit Program in Medicaid:

To implement the expansion of the Recovery Audit program to Medicaid included in the Affordable
Care Act, CMS issued a State Medicaid Director letter in October 2010 that offered initial guidance on
the implementation of the Medicaid Recovery Audit requirements and also published a Notice of
Proposed Rulemaking on November 10, 2010. To date, CMS has provided significant technical
assistance to States through all-State calls and webinars and has begun the coordination with States that
have Recovery Audit contracts in place, as required by the statute, Further, on February 17, 2011, CMS
launched a Medicaid Recovery Audit Contractor At-A-Glance web page on the CMS website.” The
page provides basic information to the public and interested stakeholders about each State’s Recovery

Audit program.

Lessons Learned from the Private Sector

CMS is also examining the techniques used by insurance companies and other private sector entities to
better inform our efforts to combat improper payments. Though our Federal programs differ from
private insurance in some significant ways, CMS is eager to learn from successful private sector efforts
to reduce errors and improper payments. In addition to harnessing improved data analysis and
predictive modeling to fight fraud, CMS is using these approaches to identify areas to target with
additional medical review. As part of this effort, CMS will evaluate the accuracy of commercial

products and whether these products are feasible to implement and could reduce improper payments.

* htips://www.cms.gov/medicaidracsthome.aspx
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CMS is also examining other tools, such as prior authorization for certain services. Private sector
insurers and other Government healthcare programs use this tool successfully to ensure upfront approval
for certain high cost, non-emergency services. In addition, CMS is pursuing ways to link claims data
and provider data within and across our various healthcare programs. The ability to identify trends
sooner and link data is an important improvement to preventing improper payments. Additionally, CMS
is exploring way to leverage existing compliance programs within the provider community to inform
and educate providers about payment vulnerabilities. Getting providers actively involved in the

identification and prevention process will keep improper payments from occurring in the first place.

Conclusion

CMS’ number one goal is to ensure our Medicare, Medicaid, and CHIP beneficiaries receive the right
services, at the right time, in appropriate levels of care and at the right price. While CMS has made
progress in reducing improper payments, we acknowledge that more work remains. Reducing waste and
errors in our programs will aliow us to target taxpayer funds to provide health care services for our

beneficiaries.

I am confident that the systems controls and ongoing cotrective actions that CMS is undertaking across
our programs will result in continued reductions in improper payments. 1look forward to working with
the Subcommittee to ensure that CMS has the necessary administrative resources and tools to continue

our efforts to carry out this important work.
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Mr. REHBERG. Boy, right on the nose. Good job.
Ms. TAYLOR. Thanks. [Laughter.]

IMPROPER PAYMENTS—PELL GRANTS

hMg.l}%EHBERG. Mr. Skelly. We normally go in order of title within
the bill.

Mr. SKELLY. Thank you, Mr. Chairman and Ms. DeLauro, Mem-
bers of the subcommittee.

With one exception, Department of Education programs have
been below the Improper Payment Act threshold for reports on sus-
ceptibility to significant improper payments. The threshold is 2.5
percent. The one exception at the Department has been the Pell
grant program.

In Pell, we estimate that about 2 percent of the recipients get
overpayments, and 1 percent get underpayments. The combination
3.12 percent is above the 2.5 percent threshold.

Even though our other programs fall below the threshold for re-
ports on improper payments, we still subject them to risk assess-
ments and monitoring, especially the student loan programs. But
Pell is the program that has the required reports under the Im-
proper Payment Act.

Pell grants provide need-based aid to low-income undergradu-
ates. The estimated improper payment of just over 3 percent re-
sults primarily from incorrectly reported applicant income data.
Our risk assessments found that this incorrect student and parent
self-reported financial information on the Free Application for Fed-
eral Student Aid, or FAFSA form, is what is causing the problem.

The FAFSA requires applicants to provide nearly two dozen
pieces of information, many of which they also provide to the Inter-
nal Revenue Service on their Federal tax forms. And sometimes,
they get it wrong.

As a check on what applicants report, the Department requires
postsecondary institutions to verify key items on up to 30 percent
of their students’ FAFSA forms. Students selected for verification
must provide copies of their or their parents’ tax returns and sup-
{)orting documentation to financial aid administrators at the col-
eges.

The financial aid administrator then manually compares the ap-
plicant’s tax return data against the information provided on the
applicant’s FAFSA. This lengthy process is burdensome to stu-
dents, families, and schools, and it fails to eliminate inappropriate
Pell payments based on inaccurate income information.

In 2009, our Office of Federal Student Aid implemented a vol-
untary process where applicants can access information from their
past tax returns electronically through an automated process with
IRS. They can then put that information into the online FAFSA
form. In the current 2010-11 academic year, 500,000 applicants
have used the automated process so far. It is voluntary.

But most still enter their FAFSA data manually. It is about 20
million, 21 million students who apply for Pell each year.

Starting in the 2012-13 academic year, applicants will be di-
rected to use the IRS data retrieval process to populate their
FAFSA automatically. They can just press a button. It would be
real-time recovery of that information from IRS into their tax re-
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turn. They won’t have to do anything more. It still will be vol-
untary. Applicants who file their taxes after they have filed their
FAFSA will be reminded to update their FAFSAs with IRS data.

Finally, most applicants who are selected for verification by col-
leges will be required to correct their FAFSA with IRS data or pro-
vide their school with an IRS-approved transcript of their tax data,
instead of simply supplying a copy of their tax return.

Using IRS data to pre-populate the aid application and enhance
aid verification procedures for financial aid administrators will sim-
plify the FAFSA application for students, but it will also reduce the
improper payments for Pell by an estimated $340 million in 2012.
And we estimate by $4 billion over the next 10 years.

That is the highlights of Department of Education improper pay-
ments, and I will submit the rest of the statement for the record.

[The prepared statement of Thomas P. Skelly, Director of Budget
Service and Acting Chief Financial Officer, follows:]
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Department of Education
Statement by

Thomas P. Skelly
Director, Budget Service and Acting Chief Financial Officer

on

Improper Payments

Mr. Chairman and Members of the Committee:

Thank you for the opportunity to appear before you today to discuss Improper
Payment Prevention.

With one exception, all Department of Education programs have consistently
been below the Improper Payment Information Act functional thresholds for
susceptibility to “significant improper payments” (2.5 percent and $10 million) or
“significant erroneous payments.” The one exception has been the Pell Grant program.

1 would like to focus today on how the Department has addressed the Pell Grant
deficiencies and the steps taken and actions planned to comply with the Improper
Payment Information Act of 2002 and the amendments enacted as the Improper Payments
Elimination and Recovery Act of 2010. I can also provide for the record how we carried
out our annual review and assessments of all programs and activities to identify those
susceptible to significant improper payments as part of our internal control process. Even
though the other programs fall below the Act’s functional threshold, we still subject them
to on-going risk assessments, monitoring and validation to limit improper payments. I
will also discuss the recovery procedure we are undertaking to get back any improper
payments.

Pell Grant Payments and Income Data

As reported in our 2010 Agency Financial Report (AFR), the Pell Grant program
is the Department’s only program that exceeds the 2.5 percent and $10 million threshold
for susceptibility to “significant improper payments.” Pell Grants provide need-based
grants to low-income undergraduate and certain post-baccalaureate students to promote
access to postsecondary education. The program has an estimated improper payment rate
of just over 3 percent, resulting from incorrectly reported recipient income. This 3
percent amounts to just over $1 billion in estimated total improper payments in 2010. Of
these, approximately $648 million (2.01 percent) were overpayments and approximately
$361 million (1.12 percent) were in underpayments, yielding $287 million (0.89 percent)
in net overpayments. Our risk assessments found that incorrect student and parent self-
reported financial income on the Free Application for Federal Student Aid (FAFSA) was
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the most significant root cause of potential Pell improper payments. The FAFSA requires
applicants to provide nearly two dozen pieces of information, many of which they also
provide to the Internal Revenue Service (IRS) on their Federal tax forms.

The Department requires postsecondary educational institutions to verify key
items on up to 30 percent of their students® FAFSA forms, focusing on those individuals
that qualify for Pell Grants. Students selected for verification must provide copies of
their (and their parents’) tax returns and supporting documentation to college financial
aid administrators. The financial aid administrator then manually compares the
applicant’s tax return data against the information provided by the applicant on the
FAFSA. This lengthy process is burdensome to students, families, and schools and fails
to eliminate inappropriate Pell payments based on inaccurate income information.

In 2009, our office of Federal Student Aid implemented a voluntary process
where applicants can access information from their past tax returns electronically
(through an automated process with the IRS) and import that information directly into the
online FAFSA form. In the current (2010-11) academic year, half a million applicants
have used the automated process so far, but most still enter the data manually.

Beginning with the 2011-2012 academic year, the IRS automated data retrieval
process will be enhanced to increase usage. The tool was made available on January 30,
2011, for use during the peak of the FAFSA application cycle. Additional improvements
will make data available to students filing corrections and will include improvements in
the IRS tax filer authentication process. These enhancements will improve the
administration and integrity of the Pell Grant program by ensuring that applicants receive
the correct Pell Grant for which they are eligible and that Pell Grants go to the neediest
applicants.

Starting in the 2012-13 academic year, applicants will be directed to use the IRS
data retrieval process to populate the FAFSA automatically with required IRS items once
their tax return has been filed. Applicants who file their taxes after they have filed their
FAFSA will be reminded to update their FAFSAs with IRS data. Finally, most applicants
who are selected for verification by colleges will be required to correct their FAFSA with
IRS data or provide their school with an IRS-approved transcript of their tax data instead
of simply supplying a copy of their tax return. Using IRS data to pre-populate the aid
application and enhance aid verification procedures for financial aid administrators will
reduce the improper payments for Pell by an estimated $340 million in 2012 alone, and
an estimated $4 billion over the next 10 years.

Programs Other than Pell Grants and Recovery Efforts

Beyond the on-going internal control reviews conducted under the Federal
Managers Financial Integrity Act (FMFIA) and OMB Circular A-123, a primary tool that
the Department has used to identify and prevent improper payments in non-Federal
Student Aid (FSA) programs have been recovery audits and risk assessments. For
example, from 2004 through 2006, the Department retained an independent certified
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public accounting (CPA) firm to conduct recovery audits for contracts and purchase
orders on a contingency fee basis. Over the course of the

3-year recovery audit contract period, ED recovered a total of $112,506, which is less
than one hundredth of one percent ((0025 percent) of all contract and purchase order
payments at ED. Due to the fact that very few improper payments were actually
identified and the insignificant amount that the firm recovered, ED decided not to
continue the work for 2007. The Department has continued to implement a contract
recovery auditing initiative in-house since 2007.

Also, since 2002 ED has used a statistically valid methodology to assess the risk
of improper payments uniformly for all ED non-FSA grant programs. This work is
completed through an interagency agreement with the Department of Energy’s Oak
Ridge National Laboratory. For 2010, these assessments included a risk assessment of
the Elementary and Secondary Education Act of 1965, Title I Grants to Local
Educational Agencies (Grants to LEAs) formula program. In 2010, the Grants to LEAs
program appropriation was $14.5 billion, and the Oak Ridge risk assessment yielded an
estimated improper payment rate of 0.04 percent, or $4.7 million (.04 percent of total
funds obligated and drawn). This finding confirms previously reported data indicating
that the risk of improper payments for most education programs is extremely low.

Within FSA, the office responsible for management and oversight of the student
loans programs, funds have been committed for a new support contract to respond to new
improper payment related requirements. This work will include processes and strategies
for improper payment reporting, identification, reduction, and recovery for all student aid
programs including Pell grants and student loans.

OMB recently established quarterly reporting requirements for Federal agencies
on “high-dollar overpayments” in response to Executive Order 13520 on Reducing
Improper Payments, issued in November 2009. The Department has submitted four such
quarterly reports. These reports included a total of four high-dollar overpayments. These
overpayments were attributable to bank account routing errors, a processing error in
connection with a new servicing process implementation, or duplicate payments. All
funds have been recovered.

More details on our work on Improper Payments can be found in our Annual
Financial Report on the web: http//www2.ed.gov/about/reports/annual/2010report/Sa-
improper-payments.pdf

Future Activities

Not unlike the other agencies we have heard from today, the Department is
currently considering a number of new strategies and tools to satisfy the expanded
improper payment requirements and to prevent improper payments before they occur.
For example, the Department is exploring the cost-effectiveness of data mining and
hunting software that could be used to detect anomalies and potential issues in agency
financial data prior to obligation, and the creation of a team to follow-up when anomalies
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are identified. This new tool would be used to examine payment records and identify
issues such as duplicate payments, payments for services not rendered, overpayments,
and fictitious vendors. The agency is also investigating root causes of improper
payments when they do occur and developing corrective action plans to address any
systemic weaknesses. This software is one example of a tool that would enable the
Department to shift from traditional back-end detective activities to front-end prevention.
The Department is also considering the cost-effectiveness of implementing an expanded
payment recovery audit program, the scope of which would include both Department
contracts and grant programs. If such a program proves to be cost-effective, the
Department would hire a private firm on a contingency basis to pursue recovery audits in
many ED contracts and grant programs.

Thank you, Mr. Chairman and Members of the Subcommittee, for your attention
to this important issue, and [ would be happy to answer any questions.
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Mr. REHBERG. Thank you very much.

Ms. Colvin.

Ms. CoLvIN. Thank you.

Chairman Rehberg, Ranking Member DeLauro, and Members of
the subcommittee, thank you for inviting me to discuss the Social
Security Administration’s efforts to reduce improper payments. I
want to highlight several points regarding our progress.

We pay nearly $60 billion of benefits to almost 60 million people
each month. As the agency’s senior accountable official for im-
proper payments, let me assure you that we are committed to mak-
ing those payments timely and accurately.

In fact, there is an adage in the agency, “The right check to the
right person at the right time.” Minimizing improper payments is
so important that we made preserving the public’s trust in our pro-
grams a strategic goal. However, inadequate resources undermine
our ability to achieve this goal.

For many years, Congress appropriated less than the President’s
budget, and we could no longer fulfill many key responsibilities.
Hearing backlogs rose dramatically, and program integrity work
declined significantly. Since 2007, we have been reversing these
trends. Even as we have had to deal with surging workloads, we
have steadily increased our program integrity efforts.

As a result, I am happy to report that in fiscal year 2009, 99.63
percent of all OSDI benefits were free of overpayment. The Supple-
mental Security Income, or SSI, program is more complex, and our
overpayment accuracy rate reflects that complexity. Still, we have
improved. In fiscal year 2008 our SSI overpayment accuracy rate
was 89.7 percent. In fiscal year 2009, we raised it to 91.6 percent,
a positive trend.

Our complex programs require knowledgeable and experienced
employees to analyze cases, make decisions, and implement
changes. Our employees are our best defense against improper pay-
ments, and all of the efforts I discuss today depend on having an
adequate number of well-trained staff to fulfill our responsibilities.

It is important to understand that these employees are the same
employees who review and decide on the initial applications for
benefits and handle all of our other responsibilities. We balance
serving the public with meeting our stewardship duties to the best
of our ability, but with a record number of people requesting our
services, we simply do not have enough employees to handle all of
our work on a timely basis.

Operating under a continuing resolution only makes this situa-
tion worse. Our most valuable tools to maintaining the integrity of
our programs are continuing disability reviews, or CDRs, and SSI
redeterminations. We invested $758,000,000 toward these efforts in
2010, and we propose to invest even more in fiscal years 2011 and
2012.

We estimate that every dollar invested in CDRs yields at least
$10 in lifetime program savings, including savings accruing to
Medicare and Medicaid. Every dollar spent on SSI redetermination
yields more than $7 in program savings over 10 years, including
savings accruing to Medicaid.

We use technology to help us prevent and detect improper pay-
ments. For example, unreported financial accounts and wages are



74

the major causes of improper payments in the SSI program. There-
fore, we have developed a process called Access to Financial Insti-
tutions, or AFI, to electronically identify financial accounts of SSI
applicants and recipients. We plan to complete AFI rollout by the
end of the fiscal year. After 2013, we project that AFI could yield
a $20 return for every $1 invested. In the past, SSI recipients had
to either fax, mail, or bring their monthly wage reports to our of-
fices. We made this process more efficient and user friendly by im-
plementing an automated wage reporting system for SSI recipients
to report wages over the telephone using either voice recognition or
touch-tone software.

Our programs demand stewardship that is worthy of the promise
of economic security. We are firmly committed to effectively reduc-
ing improper payments and to following up with appropriate en-
forcement and recovery actions.

In terms of enforcement, I want to highlight the agency’s close
working relationship with our Inspector General. When we receive
allegations of fraud, we work with the IG’s office to address these
cases.

In fact, one of our most successful efforts against disability fraud
is our Cooperative Disability Investigation, or CDI, units, the task
forces that link our IG and local law enforcement with Federal and
State workers who handle disability cases. These units are highly
successful at detecting fraud.

The continued success of our programs is directly linked to the
public’s trust in them. Properly managing our resources and pro-
gram dollars is critical to sustaining that trust. Equally important
to 011{11' success is adequate and sustained funding to carry out our
work.

Full funding of the President’s 2011 and 2012 budgets will allow
us to increase our program integrity activities and keep up with
the public’s demand for our services. For this reason, I am asking
you to support this critical funding.

I am happy to answer any of your questions.

[The information follows:]
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Chairman Rehberg, Ranking Member DeLauro, and Members of the Subcommittee, thank you
for inviting me to discuss the Social Security Administration’s (S§SA) activities to prevent
improper payments. [ am SSA’s Deputy Commissioner and the Agency Senior Accountable

Official for improper payments.

Each month we pay nearly $60 billion in benefits to almost 60 million beneficiaries, and
we are committed to making those payments timely and accurately. In fact, there is an adage in
the agency—the right check to the right person at the right time. We know that we must protect
taxpayer dollars by minimizing improper payments, which is why we made preserving the
public’s trust in our programs a strategic goal. A lack of adequate resources undermines our

ability to achieve this goal.

Between 1992 and 2007, Congress appropriated less than the President’s budget, and we
could no longer fulfill many key responsibilities. Hearing backlogs rose dramatically, and
program integrity work declined significantly. Since 2007, we have been reversing these trends.
With necessary investments, we have hired employees who are gradually gaining the experience
needed to handle our complex work. Even as we have had to deal with surging workloads, we

have steadily increased our program integrity efforts.

As a result, I am happy to report that in FY 2009, 99.63 percent of all Old Age,
Survivors, and Disability Insurance (OASDI) payments were free of an overpayment. While this
was a slight decrease from the FY 2008 accuracy rate of 99.66 percent, it stiil shows that the vast
majority of OASDI payments were free of an overpayment. The Supplemental Security Income
program is more complex. Benefits can change each month due to income and resource
fluctuations. Our overpayment accuracy rate reflects that complexity. Still, we have improved.
In FY 2009, the SSI accuracy rate related to overpayments was 91.6 percent, a statistically

significant increase over the FY 2008 rate of 89.7 percent.

Page ! of 6
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Efforts to prevent, detect, and collect improper payments are complex, and require
knowledgeable employees to analyze the cases and make decisions. Our employees are our best
defense against improper payments, and all of the efforts I discuss today are predicated on having
an adequate number of well-trained staff to complete this work. It is important to understand that
these employees are the same employees who also decide applications for benefits and handle all
of our other responsibilities. We balance serving the public with meeting our stewardship duties
the best we can, but with a record number of people requesting our services, we simply do not
have enough employees to handle all of our work on a timely basis. A continuing resolution only
exacerbates this situation. If we remain under a continuing resolution for the entire year, we will
lose about 3,500 Federal and State employees. These employees are often the most knowledgeable
and experienced employees, which is particularly critical to the success of our difficult program

integrity workloads.

QOur most valuable tools to maintain the integrity of our programs and avoid improper
payments are continuing disability reviews (CDRs) and Supplemental Security Income (SSI)
redeterminations. We invested $758 million toward these efforts in FY 2010, and we propose to
invest even more in FYs 2011 and 2012. We have delivered significant returns for every dollar

invested in our program integrity efforts.

CDRs are periodic reevaluations used to determine if beneficiaries continue to meet the
Social Security Act’s medical criteria to receive benefits. We estimate that every dollar spent on
CDRs yields at least $10 in lifetime program savings, including savings accruing to Medicare and
Medicaid. In the past, we had to limit the number of CDRs we completed due to inadequate
funding. However, recent investments have allowed us to increase the volume of this work.
With full funding, we estimate we would complete 360,000 full medical CDRs in FY 2011 and
592,000 in FY 2012.

For SSI redeterminations, we review factors in individual cases that affect eligibility for

benefits or payment amounts. We estimate that every dollar spent on SSI redeterminations yields

Page 2 of 6
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more than $7 in program savings over 10 years, including savings accruing to Medicaid. Since
2007, we have also significantly increased the number of SSI redeterminations, which has resuited
in the increase in SSI payment accuracy. With full funding, we estimate that we would complete
2.4 million redeterminations in FY 2011, and 2.6 million in FY 2012.

Where possible, we are using technology to help us prevent and detect improper
payments. For example, we know that unreported financial accounts and wages are the major
causes of improper payments in the SSI program. Therefore, we have developed and are
implementing an electronic process that allows us to quickly and easily identify assets of SSI
applicants and recipients that exceed statutory limits. This process is called Access to Financial
Institutions (AFI), and we use it in the SSI program to electronically identify financial accounts.
We currently use AF] in 25 States; these States represent 80 percent of all SSI recipients. We
intend to implement AFI in all remaining States by the end of the year. By 2013, we project
approximately $900 million in lifetime program savings for each year we use the AF], which will

potentially yield a $20 return in detected and prevented overpayments for every dollar invested.

With regard 1o changes in wages, 86 percent of improper payments in FY 2009 occurred
because recipients failed to timely report changes in their earnings or changes in their spouses’ or
parents” earnings that might affect their monthly payment. In the past, SSI recipients had to
either fax, mail, or bring their monthly wage reports to our field offices. We have implemented
an automated wage reporting system with a toll-free telephone number that allows recipients and
their payees to report wages over the telephone using either voice-recognition or touch-tone
software. This system automatically enters the wage data into the SSI system. The accuracy of
wages reported using this system is very high--92.2 percent--as compared to the 75.5 percent

accuracy of wages reported through direct contact with SSA employees.

We also use electronic data exchanges with other Federal, State and local agencies to
prevent improper payments. Electronic data exchanges quickly provide us with information we
need to change the amount of benefits we pay or to stop paying benefits altogether. A prime

example is the comprehensive set of matches that we have with jails and prisons that allow us to

Page 3 of 6
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quickly suspend benefits to prisoners. Through numerous agreements with Federal and State
agencies, we receive data to support our own programs and provide data to support State and
other Federal agencies’ programs. The Government Accountability Office has reported that the
data that we provide are essential to helping our State and Federal partners streamline operations,

reduce costs, and eliminate overpayments and fraud.

Congress has passed complex laws to encourage disability beneficiaries to return to work.
While we strongly share the goal of providing options that assist beneficiaries in returning to
work, these work incentives have proven difficult for our beneficiaries to understand and for our
employees to administer. Payment errors attributed to disabled beneficiaries returning to work
account for nearly half of all OASDI overpayment error doflars. Many of these overpayments
occur because beneficiaries do not know when to report their work and earnings or understand the
ramifications of work on their Disability Insurance (DI) benefits. When we do receive timely
reports, we must undertake complex, labor-intensive development to determine if payments
should be stopped. To address this issue, the FY 2012 President’s budget included the Work
Incentives Simplification Pilot (WISP) legislative proposal. WISP is intended to study ways to
address these concerns by replacing complex rules with a clear, simple, unified process that is
both easier to understand and easier to administer. Under the proposed pilot, work would no
longer be a reason for terminating DI benefits. We would continue to pay cash benefits for any
month in which earnings were below our established threshold, but would suspend benefits for
any month in which earnings were above the threshold. We will evaluate if this pilot
simplification reduces the number of improper payments due to work, and allows us to redirect

those administrative resources to other areas.

The FY 2012 President’s budget includes several other legislative proposals that will help
prevent or detect improper payments. One proposal would require Federal wage reporting on a
quarterly, rather than annual, basis. More frequent wage reporting would provide more timely
information for federal means-tested programs, including SSI, and could potentially help identify

DI beneficiaries who are working but not reporting their wages.

Page 4 of 6
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Other major causes of OASDI overpayments are the Windfall Elimination Provision
(WEP) and Government Pension Offset (GPO). We have a legislative proposal that would require
State and local government pension payers to identify and report on pensions paid to prior
government employees based on work not covered by Social Security. This improved reporting
mechanism would enhance our ability to determine, in a timely manner, whether a beneficiary

should be subject to a reduction in benefits because of the WEP or GPO provisions.

The final legislative proposal would reduce improper payments related to workers
compensation (WC) and public disability benefits (PDB). This proposal would require State and
local governments and private insurers that administer WC and PDB plans to provide us with
information on those payments. Requiring plan administrators to provide us with prompt payment
information would reduce improper payments that result from beneficiaries not reporting
WC/PDB changes timely.

In November 2009, President Obama issued Executive Order 13520, which focuses on
reducing improper payments by intensifying efforts to eliminate payment error, waste, fraud, and
abuse in Federal programs and calls on Federal agencies to provide transparency and allow for
public scrutiny of efforts to address improper payments. We understand the need for addressing
improper payments and promoting transparency, so we developed a website to provide the public
with information about the amounts and causes of improper payments in our programs and explain
our efforts to address them'. The information on this site is continually updated and expanded

and is, in effect, the scorecard of how we are doing toward eliminating improper payments.

Before I close, I want to commend our hardworking, dedicated employees who, as I said,
are the key to maintaining the American public’s trust in our programs. They have done a
remarkable job. Our employees deserve our full support as they work diligently to provide
responsible service and increase their productivity despite record-setting increases in our

workloads. Since 2007, our employees have averaged nearly a four percent annual increase in

" hitp://www . socialsecurity. gov/improperpayments
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productivity, fueled by hard work, better business processes, and smart investments in
information technology. Few, if any, organizations can boast productivity gains of this

magnitude.

The programs we administer demand stewardship that is worthy of their promise of
economic security. We are firmly committed to sound management practices to prevent improper
payments and to follow up with appropriate enforcement and recovery actions. The continued
success of our programs is inextricably linked to the public’s trust in them. Properly managing
our resources and program dollars is critical to that success. Equally important to our success is
Congress providing us with adequate and sustained funding to carry out our work. Full funding
under the President’s FY 2011 and 2012 budgets will allow us to increase our program integrity
activities and to keep up with the public’s demand for our service. For this reason, I ask that you

support the critical funding that President Obama has requested for us.

Page 6 of 6
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BEST PRACTICES

Mr. REHBERG. Great. Thank you very much.

And in recognition of the time that is remaining in the hearing,
I am going to shorten the questions on the part of the Members to
3 minutes. And hopefully, we will have time for maybe two rounds,
but I doubt it. So we will limit ourselves to 3 minutes.

Ms. Taylor, you essentially mentioned private sector ideas. Could
you expand upon some of the best practices? And then I will ask
real quickly the rest of you, do you have something similar going
on within your agencies for best practices that you can learn from
ban}lli?s and insurance companies and credit card companies and
such?

Ms. TAYLOR. Sure. I would be happy to. And so, one of the efforts
we currently have ongoing right now is encouraging providers to
use electronic health records. Since documentation seems to be the
bulk of our errors, as well as coding, we believe that electronic
health records will help ensure that providers have in-house tools
to help them code claims correctly, as well as understand our pay-
ment policies, so that they are billing correctly for the services that
Medicare pays for. That is one.

We are also looking at private sector edits that would be able to
be used up front in our claims processing systems to reject or de-
tect erroneous claims so that we can stop them before they are
being paid.

We are also looking at some private sector tools, such as buyer
authorization, which is used by private insurers, as well as other
Government insurance companies such as TRICARE. We believe
that that also helps ensure that we are working with the private
insurer.

Mr. REHBERG. Anybody else?

Ms. GILBERT. I might mention that we are working with the Of-
fice of Management and Budget and the Partnership Fund that
was mentioned and that Ranking Member DeLauro discussed to
explore and possibly pilot the use of banking payroll deposit infor-
mation as a more real-time data source to determine that some-
body has gone to work.

So that is one of the areas.

Mr. REHBERG. Okay.

Ms. CoLvIN. We are certainly able now, with the AFI program,
to determine whether or not individuals have resources in banks
that they have not reported. We believe that moving to electronic
services will reduce the number of improper payments. With our
SSI wage reporting, as well as the data exchanges that we use to
check our records against other records, we can see individuals who
are working but have not reported their wages. So we think that
we are doing much of what the private industry would do.

BEST PRACTICES TO REDUCE IMPROPER PAYMENTS AT ED

Mr. SKELLY. Two items. One is to contract for recovery audits,
where the contractors only get paid if they recover money. So there
is an incentive. The other thing is data mining or just using better
analysis tools to figure out where there might be improper pay-
ments.
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Mr. REHBERG. And you all have the authority for data sharing
now? You don’t need any additional authorization from Congress
for data sharing?

Mr. SKELLY. We in the Department have that authority. If we
were to, for example, require students to use their IRS data on the
FAFSA form, we would need a different law for that. But we think
within the current law, we can do it on a voluntary basis.

Mr. REHBERG. And you all do as well? Okay, great.

Thank you very much.

Ms. DeLauro.

Ms. DELAURO. Thank you very much, Mr. Chairman.

Ms. Taylor, I am going to try to do the same thing the chairman
did here. The CMS program in H.R. 1 was cut back by about 13
percent below 2010, by $485,000,000. Most of that appropriation is
used to process claims for Medicare payments, as I understand it.
I think that is right? Yes?

Ms. TAYLOR. That is my understanding. But it is not necessarily
my area of expertise. So that is why I am

Ms. DELAURO. Okay. Let me just say in terms of the effect of
that cut on your effort to control fraud, reduce improper payments,
with the 13 percent below last year’s level, how much review and
fraud detection would CMS actually be able to do?

Ms. Colvin, despite the amount of money we have been able to
provide in the past few years as resources for review or redeter-
minations—you still have a backlog. We know what the size of that
is. If we were able to get you more funds, would it produce net re-
sulti1 ?or benefits for the Treasury and to the Social Security Trust
Fund?

And you also are dealing with a backlog of claims for disability
benefits. What does this mean in terms of cutting back
$500,000,000 from the IT and telecommunications investment
fund? That could take some pressure off your operating budget.

So, Ms. Taylor, let me ask you to move first on what this 13 per-
cent might mean—this is about the improper payments. Also I
want to say I appreciate all of you talking about the fact that there
is flawed data, but it is not always flawed. There are ways in which
we can make this better by getting a better system that would
allow for coding, et cetera, adequately.

Ms. TAYLOR. Correct. So one of the things that it would affect
would be our ability to expand recovery audits into the managed
care and prescription drug programs, as well as to Medicaid. And
I think you have heard from a fee-for-service program being able
to bring up recovery auditing, in the year and a half that we have
had it implemented, we have already recovered over $250,000,000
back to the trust fund. So that is hugely important.

It also does impede our ability to do some of the systems initia-
tives that we need to do, such as integrate our databases, be able
to develop integrated data repositories, to be able to do those ana-
Iytics of claims to identify places where fraud and abuse is occur-
ring, as well as improper payments.

b Ms. DELAURO. Ms. Colvin, you have to be quick. My time is going

y.
Ms. CoLvIN. Yes, let me just say I want to thank Congress for
the resources they have made available since 2007 in the area of
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program integrity. Our program integrity activities directly tie into
our accuracy rate. And since 2007 when we got the funding from
Congress and the President, you will note that our accuracy rate
has gone up substantially.

Doing “redets” is the most effective tool we have to be able to re-
duce the improper payments. If our funds are reduced, then we are
looking at being able to continue to do CDRs at basically the level
that we are doing now. We had hoped that we would be able to in-
crease the number of redets that we would be doing in 2011 and
2012, which would have a direct correlation to the reduction of im-
proper payments.

Ms. DELAURO. Thank you very much.

Mr. REHBERG. Please submit it for the record if you have more
information.

Ms. DELAURO. Please, yes.

[The information follows:]
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As I said in my testimony, we have several important program integrity initiatives that provide
net benefits to the Social Security’s Trust Funds and to the General Funds. For example, we
estimate that every dollar spent on CDRs yields at least $10 in lifetime program savings,
including savings accruing to Medicare and Medicaid. Every dollar spent on SSI
redeterminations yields more than $7 in program savings over 10 years, including savings
accruing to Medicaid. Once fully implemented, our AFI system has the potential to return $20 in
total lifetime program savings for every dollar spent on AFI. With full funding of the FYs 2011
and 2012 President’s Budgets, we would be able to complete significantly more of our cost-
effective program integrity work.

Our technology spending is essential not only to maintain our infrastructure, but also to continue
improving productivity and achieving our performance targets. As evidence of the significant
savings we have achieved by investing in information technology, we had one employee for
every 468 beneficiaries in FY 1980, while in FY 2010 we only had one employee for every

900 beneficiaries.

Without our IT investments, we could not have improved our productivity by about 4 percent a
year for each year since 2007. These increases are largely attributable to our automation efforts.
For example, without technology investments:

*  We would not have been able to move from an entirely paper-based disability process to
an electronic one that allows us to move cases around the country and relieve backlogged
areas.

¢  We would not have been able to develop and offer iClaim, our internet application for
benefits.

¢  We would not be using AFI ~ one of our most useful program integrity tools — which
allows us to quickly detect overpayments due to excess financial resources.

Our IT funding will position us for the future through projects that include installing a more
modern telephone system that will help us to balance calls to our field office and 800 number,
developing a common disability case processing system to replace the patchwork of 54 separate
systems we have now, and expanding video service technology to provide better service to many
Americans. In this modern era, we are completely dependent on information technology. Not
only do we need stable and robust systems to handle our day-to-day work, technology makes us
more efficient.
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Mr. REHBERG. Mr. Simpson.

Mr. SiMPSON. Thank you, Mr. Chairman.

Glad to be here for a change. Finally found the room. [Laughter].

Let me ask you, and I am actually here to learn more than I am
anything else. So I don’t have too many intelligent questions to ask
you. But one thing that we in Congress have a tendency to think
that when we look at whenever we want to save money and offset,
we go to waste, fraud, and abuse because that is an easy thing to
go after.

Same thing with tax gap. We want to raise money. It is what
people should be paying in taxes. Often those numbers are over-
inflated and stuff, and you mentioned, Ms. Taylor, in your com-
ments that most of these are not fraudulent payments. They are
made services with no documentation, services with insufficient
documentation, incorrectly coded claims.

What happens, those are improper payments. If we find those as
improper payments, that doesn’t mean we necessarily recover the
money, does it?

Ms. TAYLOR. What we recover is the actual overpayment we iden-
tify. So these improper payment rates that Medicare and Medicaid
have are estimated overpayments. So we identify actual overpay-
ments. We do collect that money, and we actually have a 90 per-
cent collection rate on those actual overpayments.

This year, although the Medicare program had about
$32,000,000,000 in estimated improper payments, the actual im-
proper payments were about $5,000,000. So we have a very good
record of collecting the actual overpayments we identify. But, yes,
those do result in overpayments because we don’t have the records
or the documentation to support the payment of services.

Mr. SIMPSON. But if we had the correct documentation and stuff,
it wouldn’t be an overpayment?

Ms. TAYLOR. Correct.

Mr. SimPsoON. If they coded it correctly, as you see it, and having
been involved in the medical field, to some degree, coding some-
thing is sometimes harder than you think. Because oftentimes, I
have had the experience of doing a procedure on someone and then
trying to find a code that fits it.

Ms. TAYLOR. Correct. And what we do is we work with the pro-
vider. So if we identify an overpayment, we tell them what docu-
?enta‘cion is missing. Sometimes they just can’t find it. They don’t

ave it.

But we cannot allow the payment because, technically, there isn’t
the log there to show that they did see the patient or that the pa-
tient did have the clinical condition as described in the code. But
we do try and work with them to make sure they understand what
is creating the improper payment, give them an opportunity to pro-
vide the documentation. If they still can’t, we do have to collect the
money.

Mr. SimpsoN. Well, thank you. Thanks for the work you do. I
know it is a difficult task to do, and all of us want to get at im-
proper payments and especially that fraud that occurs out there.
And what we can do to address that certainly will help with the
budget and the overall situation we are facing.

So thanks for what you do.
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Mr. REHBERG. Mrs. Lowey.

Mrs. LoweEy. We all appreciate what you are doing because we
are all looking for money so we can spend it. [Laughter.]

For good things, good things. To help cure people. And frankly,
I have been working on this issue for so many years, and I don’t
even know if all the recommendations regarding computers that
talk to each other have been put in place.

How long, Rosa, have we been working on that? It is astonishing
because it seems to me if you have the appropriate technology, you
could identify more easily some of these issues. That is why I won-
der, Ms. Taylor, as I mentioned to Mr. Levinson, last week, Sec-
retary Sebelius testified before the subcommittee that the proposed
10-year investment in CMS program integrity in the fiscal year
2012 budget request will yield $10,300,000,000 in Medicare and
Medicaid savings.

Can you tell me more clearly how did the administration arrive
at the $581,000,000 discretionary funding proposal for fiscal year
2012 to improve CMS program integrity?

Ms. TAYLOR. I can tell you how we came up with portions of that
$500,000,000. I can speak for the CMS pieces of that. It is, in fact,
to help some of our systems be able to talk to each other.

We have

Mrs. LOWEY. Are they talking to each other now?

Ms. TAYLOR. Well, we have shared systems.

Mrs. LOWEY. I am afraid to hear the answer. Rosa, we have been
sitting here next to each other for 20 years. Yes?

Ms. TAYLOR. We have shared systems that manage our inpatient
and Part A claims. We have shared system that manages our Part
B physician and outpatient claims. And we have shared system
that manages our DME, durable equipment, such as wheelchairs,
claims. And it is very difficult to get these old systems to be able
to talk to each other.

So there is a piece of it there. It is to be able to have real-time
access to claims data. We have to pay within 14 days of a claim
being submitted to Medicare. And so, being able to be in that front
while we are trying to adjudicate the claim, check it against all the
edits, make sure it is coded correctly, do all those things, it is very
difficult to, at that point, have interventions to look at the claim
and do some real human kinds of reviews on it.

So it would help us to have some real-time data. So it was not
only to just expand some of the fraud and abuse stuff that would
be related to provider screenings, but also some real systems initia-
tives that we need.

Mrs. Lowey. Mr. Chairman, I think that is something we have
to look at again because this issue has been discussed as long as
I have been here on this committee, which is quite a while. And
we are all trying to look and see how we root out fraud and abuse.
We all understand that we have to do something about the deficit.

And to have equipment in place that is antiquated or not suffi-
cient just doesn’t make any sense. So if you can provide additional
information to us, maybe this year, we will resolve it.

Thank you.

Ms. TAYLOR. I would be happy to.

[The information follows:]
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Ms. Taylor: In FY 2012, the Administration has requested historic levels of fund-
ing to support CMS’ program integrity work and our HHS and DOJ law enforce-
ment partners’ criminal, civil and administrative enforcement activities. The Admin-
istration is seeking $581 million in HCFAC discretionary funds, a $270 million in-
crease in discretionary funds compared to FY 2011, which have shown a strong re-
turn-on-investment (ROI) and successful recoveries to the Trust Funds. CMS’ Actu-
aries have determined that the multi-year discretionary HCFAC investment, start-
ing with $581 million in FY 2012, is estimated to save $4.6 billion over five years
and $10.3 billion over ten years.

The increase in funds for FY 2012 will be split among CMS and its law enforce-
ment partners and be used to continue and expand program integrity efforts. It sup-
ports ongoing efforts by the Administration to reduce the Medicare FFS error rate,
rate expansion of HEAT Strike Force and civil pharmaceutical fraud and medical
device enforcement activities, and will also be used to deploy new and innovative
efforts such as:

(1) State-of-the-art data analytics and national pre-payment edits to prevent po-
tentially wasteful, abusive, or fraudulent payments before they occur;

(2) The build-out of the Compromised Beneficiary and Provider Numbers data-
base;

(3) Further expansion of the Integrated Data Repository;

(4) Enhancements to the Do Not Pay list;

(5) Development of HEAT complaint maps to help target priorities and identify
geographic “hot spots.”

RECOVERY AUDIT PROGRAM

Mr. REHBERG. In the fiscal year 2012 budget, it is anticipated a
recovery of $2 billion, which is about 3 percent of the overpay-
ments. Is that a reasonable number?

Ms. TAYLOR. I think you are referring to the recovery audit pro-
gram?

Mr. REHBERG. Yes.

Ms. TAYLOR. And I know that we made up some portions of that.
I think that is a Government-wide number. I think, as I mentioned,
we already have collected over $250,000,000 to date on recovery
audit. And in the first year of a program that large, we anticipate
that it will scale up and that we will start to see trends go higher.

I can’t speak for the whole Government, but I think CMS be-
lieves we will be able to have significant savings——

Mr. REHBERG. Well, I think it is anticipated your area is going
to increase to $900 billion of expenditures by 2018. And if you have
a 10.5 percent problem, it is astronomical to even think about it.
So I just worry that $2 billion, or 3 percent, is unreasonable.

Mr. SKELLY. At least the Department of Education, the way we
are approaching it is trying to prevent the overpayments, not that
we are not going after the recoveries. And in Pell grants, we would
have a pretty low recovery rate. It takes some time to get the
money back.

But by preventing that $340 million in overpayments from occur-
ring, we think we are contributing to the reduction of the deficit.

Ms. GILBERT. One of the tools that our States now have, as I
mentioned in my testimony, is the Treasury Offset Program. As a
result of the President’s executive order, Treasury made some
changes in how they permit the States to actually collect debts di-
rectly with them. And so, that we now have that tool available and
will expect our collections to begin to go up as a result.

Ms. CoLVIN. We have similar tools to the Treasury offset, and we
do most of that on collections through reductions in benefits if mon-
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ies are owed. So we do try to recover, and our recovery rate has
been consistently improving.
Mr. REHBERG. Okay. Ms. DeLauro.

IMPACT OF H.R. 1

Ms. DELAURO. Thank you very much.

Let me just direct a quick question to you, Gay. H.R. 1 would cut
funding for the administration’s program to reduce overpayments
in a variety of programs, including Ul. It would cut ten million dol-
lars from the partnership fund for reducing fraud and abuse?

Ms. GILBERT. The $10,000,000 from the partnership fund, are
you talking about OMB’s partnership fund?

Ms. DELAURO. OMB. OMB’s partnership fund, I am sorry.

Ms. GILBERT. Right. They have a $37,000,000 pot and we are get-
ting some tiny piece of that. But that would, if we have new strate-
gies that they can help us with, yes, that would prevent us from
having additional tools.

Ms. DELAURO. Okay. Is there something that the administration,
as I understand it, has put into practice called the “unified do not
pay list.”? That is that people who have been listed as being
barred, who are under investigation, or deceased, is that right?

I don’t know what the other criteria are. Maybe it would be use-
ful to know that and where that stands, if somebody could get that
back? I mentioned the deceased part of it because we have had an
enormous problem in agriculture with improper payments in that
arena where we have seen that year after year, people who are de-
ceased are continuing to get subsidies.

So it would be interesting, more than interesting. I would like to
know what we have out there and what the criteria are and how
that is moving along so that we know that we are barring people
who don’t need to have these payments any longer.

Ms. Taylor, let me ask you this question. The Affordable Care
Act, can you describe briefly for us the provisions of the act that
strengthens the authorities of CMS to reduce fraud and abuse?

Ms. TAYLOR. Well, you are really getting out of my area of exper-
tise. But I can tell you that the bulk of it is exactly the point of
being able to prevent and detect up front. And there is a lot of
screening capabilities in there for provider enrollment, and that is
one tool the agency is looking forward to having. So

Ms. DELAURO. Ms. Gilbert, the company, is it TALX?

Ms. GILBERT. Yes.

Ms. DELAURO. They handle more than 30 percent of the Nation’s
Eequests for jobless benefits. They have come to dominate the in-

ustry.

Without admitting fault, they paid a $12,000 fine in Connecticut,
in a Connecticut case, agreed to tell clients in writing that it would
not file basis appeals. And what they were trying to do, as I under-
stood it, is really work to deal with not allowing for people’s bene-
fits, genuine benefits that they were entitled to.

What is the department doing in that regard to address fraud
that allows some people to keep the unemployed from collecting
their benefits? And I don’t know if you can share with us, the com-
mittee, the cases that were successfully challenged, the number
that was successfully challenged by their employer.
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Ms. GILBERT. First of all, let me say that employers or their
third-party administrators sort of game the system to prevent indi-
viduals from receiving benefits is of concern to the department. We
have heard that concern from States, and I know that Connecticut
has been particularly aggressive in their own State law in trying
to control third-party administrators and being sure that they are
doing things properly.

We have had conversations with TALX and expressed that con-
cern as well, and their response to us is that they are taking steps
to train their staff better to avoid this kind of activity. I will say
that our Integrity Act speaks to this issue and——

Mr. REHBERG. If you would like to submit——

Ms. DELAURO. Thank you. If you could get us that information,
it would be great.

Thank you, Mr. Chairman.

Mr. REHBERG. Mrs. Lowey, last question.

Mrs. LOWEY. Yes, and I will ask it very quickly. Last year, Con-
gress passed the Improper Payments Elimination and Recovery
Act. Maybe we can end this hearing on a high note.

How much money does your department estimate it will save in
implementing the law? And you could respond very quickly.

Ms. GILBERT. I don’t believe we have actually done that estimate.
We would be glad to go back and do that and provide that to you.

[The information follows:]
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The Improper Payments Elimination and Recovery Act of 2010 (IPERA), which amended the
Improper Payments Information Act of 2002 (IP1A), established several criteria that Federal

agencies must meet to be in compliance with the law. According to section 3(a)(3) of IPERA:

The term ‘compliance’ means that the agency ... (F) has reported an improper payment
rate of less than 10 percent for each program and activity for which an estimate was
published under section 2(b) of the Improper Payments Information Act of 2002 (31
U.S.C. 3321 note).

For the FY 2011 IPIA reporting period, the Department recently reported an improper payment
rate of 12.0 percent (11.35 percent overpayment rate and 0.65 percent underpayment rate) for the
Unemployment Insurance (UI) program. With the implementation of all planned activities by
states, the Ul improper payment rate is targeted to decrease from 12.0 percent reported in FY
2011 to meet the less than 10 percent threshold set by IPERA for FY 2012, Using the Ul benefit
outlays' of $74.1 billion projected for FY 2012, a 2 percentage point drop in the Ul improper
payment rate would result in an estimated savings of $1.5 billion in FY 2012. For the most
recent 12-month period ending June 30, 2011, almost $1.3 billion dollars of overpayments were
recovered. Estimation of recoveries for future years is difficult to forecast given its dependency
on benefit outlays and other economic assumptions including potential emergency Ul program
extensions. However, as required by IPERA, the Department has developed Ul overpayment
recovery targets for FY 2012 — 64% and FY 2013 - 72%. These targets are based on the rate of
recovery (i.e., amount of improper overpayments recovered divided by the amount of

recoverable improper overpayments identified).

The Department’s focus on activities to reduce improper payments pre-dates the enactment of
the IPIA and the IPERA. However, the enactment of IPERA further reinforced the Department’s
focus on the prevention, detection, and recovery of Ul improper payments. Currently, the

national effort to reduce improper payments in the UI program is a top priority for the

! Benefit outlays for the Ul program are projected using the administration’s economic assumptions. FY 2011
outlays are $114.1 billion.
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Department. All state Ul administrators have been called to action to ensure the integrity of the
Ul program and develop state specific strategies to bring down the overpayment rate. Specific
attention and assistance has been given to those states likely to have the largest impact on the
doliar amount of improper payments and those with unacceptably high (percentage of payments)
overpayment rates. In addition, in FY 2011, the Department provided states with approximately
$191 million in supplemental funding to implement strategies and technology-based
infrastructure investments that will help the states in preventing, detecting and recovering Ul
overpayments, improve system performance and address outdated Information Technology (IT)

system infrastructures necessary to improve Ul integrity.
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Mrs. Lowey. Okay.

Ms. TAYLOR. I am not sure we have done that either, but we do
know that recovery auditing is a huge saver for us.

Ms. CoLvIN. Well, we have certainly seen a direct correlation be-
tween our program integrity initiatives and the accuracy rate. And
we have found that when we have adequately sustained funding
that we do, in fact, reduce our inaccurate or improper payments.

As I mentioned before, for every $1 that you invest in us for
CDRs, you get $10 back in taxpayer money. For every $1 that you
invest in redets, you get $7 back. And with the AFI, if we are able
to fully implement that, as we plan to do by 2013, you would be
getting back $20 for every $1 that you invest.

So I would say that if you would give us the adequate and sus-
tained funding, significant dollars will come back, billions of dollars
to the taxpayers.

Mrs. Lowey. Mr. Skelly.

Mr. SKELLY. And at Education, I would hope we get the adequate
resources also, and we don’t have an estimate for the Improper
Payment Act by itself. But consistent with that is our Pell grant
proposal, where we think we would prevent $340 million in im-
proper payments.

Mrs. LOWEY. Maybe we can get some of this money back and use
it wisely.

Mr. REHBERG. That would be nice.

Mrs. LowEY. Thank you, Mr. Chairman.

Mr. REHBERG. Once again, thank you for being here and all the
work you do.

This meeting is adjourned.
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Questions for the Record for Kathleen S. Tighe
Hearing on Improper Payments
Subcommittee on Labor, Health and Human Services, Education, and Related Agencies
United States House of Representatives
March 17, 2011

Question for Kathleen Tighe, Inspector General, Department of Education from Chairman
Rehberg

As you are aware, there was a recently exposed student aid fraud ring in January 2010 in which
the ring leader pled guilty to defrauding the federal government of roughly $539,000 in student-
aid dollars. Her scheme involved dozens of people recruited to pose as phony “straw” students
at Rio Salado College in Arizona where she made her bogus recruits look like real students by
assuming their identities online to participate in classes and collect a share of their aid money.
This highlights how the same technology that is expanding access to education for millions of
online students may also expose the country’s federal student financial aid system to fraudulent

payments.

Question: Has the Department considered requiring new or other technologies and practices that
are effective in verifying student identity to not only to prevent improper payments of student
financial aid but also to enhance the quality of online education with regard to academic
integrity?

Inspector General Tighe Response

We are not aware of any specific technologies or practices that the Department may have
considered. However, based on our previous investigative work, the OIG is working on an
electronic fraud project that will use data analytics to identify fraud in the student aid arena,
including fraud involving student identity. Over the past six years, we have discussed issues
involving student identity with the Department, including our recent investigative work
involving fraud rings that target distance education providers by fraudulently using personal
identifiable information of others (with their consent) to steal Federal student aid. This work
includes our now completed case involving the fraud ring at Rio Salado College, which you
mention, as well as a fraud ring that obtained more than $200,000 in Federal student aid targeting
the Los Rios Community College District in California. It should also be noted that the concern
you raised equally applies to identity theft in distance education programs. For example, in
another one of our cases, a Texas man stole the identities of 31 individuals, many of whom were
registered sex offenders, to enroll in on-line programs of the Dallas County Community College
and the Houston Community College District, and also attempted to register more than 200
additional students at the schools under the guise of a church group.
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HHS OIG Reply to QFRs
3/17/11 House Appropriations Hearing on Improper Payments

5/19/11

Congresswoman Barbara Lee

Questions for Daniel R. Levinson - HHS Inspector General

Understanding Issues Facing Health Providers

Identifying and measuring improper payments and conducting spot reviews of CMS systems and
corrective actions to address such payments is clearly a critical function of your office.

I think we all agree that CMS needs continued support to ensure that our Medicare and Medicaid
dollars are being spent wisely and for needed services to patients.

I worry though, that in this economic environment where jobs are scarce, and many health care
organizations have put a freeze on hiring — that we aren’t doing enough to reach out to health
providers to understand and help them correct the reasons why such improper payments occur in

the first place.

Q: To what extent has your office been able to drill down into these improper payments
beyond the issue of categorizing them by provider and type of payment?

Q: Are you able to provide, for example, a snapshot of why coding errors occur in the
first place?

Q: Are we talking about health providers who don’t have enough staff to file claims
properly?

Q: Are we talking about overworked attending physician’s and residents — who might
need a little more administrative support who are making these errors in hospital
settings for example? Or is this really more a function of ensuring that the people at
health facilities that are charged with properly filing these claims just need more
training?

Q: My concern is that while we work to address the clerical and administrative errors

associated with reimbursement for services — that we are failing to really get at the
underlying causes of why these improper payments occur in the first place. Is your
office really able to examine how and why some of these errors occur in health
facilities — beyond just conducting an analysis of data quality and management?
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Answer (the following responds to the five prior questions):

OIG reviews CMS’s estimates of improper payments in Medicare
(Comprehensive Error Rate Testing (CERT) program) and Medicaid (Payment Error Rate
Measurement (PERM) program) and has analyzed the error rate by types of providers and
by types of error. The average error rate associated with incorrect coding is
approximately 1.3% of the total CERT and PERM error rate over the past 15 years. OIG
also conducts targeted reviews to determine the scope of improper payments for specific
service types.

For example, OIG found that in the FY 2009 CERT, inpatient hospitals, durable
medical equipment suppliers, hospital outpatient departments, physicians, skilled nursing
facilities, and home health agencies accounted for 94 percent of improper Medicare
payments. We also found that insufficient documentation, miscoded claims, and
medically unnecessary services and supplies accounted for about 98 percent of the
improper payments attributable to the six types of providers. OIG is also planning audit
work to follow up on “error-prone” providers, i.e., individual providers with erroneous
claims in each of the past four CERT cycles, to test those providers’ populations of
claims and identify improper payments.

OIG’s review of the PERM program has included testing and analysis of the
PERM sampling and estimation methodology, the medical records request process,
medical review, and the error estimation calculation. Measuring payment errors and their
causes in the Medicaid and CHIP programs is particularly challenging because of the
diversity of State programs and the variation in their administrative and control systems.
OIG is performing audit work to determine whether problems similar to those discovered
in the CERT program exist in the PERM program.

OIG conducts targeted reviews to determine the scope of improper payments for
specific service types and recommends actions to improve program safeguards. By
reviewing medical records and other documentation associated with a claim, we identify
services that are undocumented, medically unnecessary, or incorrectly coded, as well as
duplicate payments and payments for services that were not provided. In doing so, we
uncover payment vulnerabilities and make recommendations to address them.

For some services, we have found pervasive documentation errors. For example,
we found that during the first half of 2007, 60 percent of Medicare claims for standard
and complex rehabilitation power wheelchairs did not meet one or more documentation
requirements. These claims accounted for $112 million in improper Medicare payments.
We have also found significant rates of documentation error for certain types of pain
management services. We recommended that CMS take several actions to address these
errors, including improving controls, educating providers, and clarifying guidance.
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Medically unnecessary services are particularly concerning, as beneficiaries may
be subjected to tests and treatments that serve no purpose and may even cause harm. In
some cases, as with durable medical equipment, beneficiaries may also be charged
significant copayments for items or services that they did not need. For example, we
reviewed claims for certain types of support surfaces used to prevent and treat bedsores
and found that more than 1 in 5 claims were medically unnecessary. To address these
and other types of errors, we recommended that CMS take a variety of actions to ensure
that claims are paid appropriately, including conducting additional prepayment and
postpayment medical reviews.

In some cases, documentation or coding errors may signal broader vulnerabilities
affecting patient care that need to be addressed to prevent improper payments and help
ensure quality of care. For example, we found that 82 percent of hospice claims for
beneficiaries in nursing facilities did not meet at least one Medicare coverage
requirement — requirements that are in place to protect beneficiaries’ health and
wellbeing. Problems we identified included failing to establish plans of care and
providing fewer services than outlined in beneficiaries’ plans of care, potentially putting
the beneficiary at greater risk. To prevent these problems from recurring and to better
protect hospice patients, we recommended that CMS educate hospice providers about
coverage requirements, provide tools to hospice providers (e.g., guidance, templates, and
checklists), and use targeted medical reviews and other oversight to improve compliance.

Similarly, a recent review of Medicaid personal care services found that for 18
percent of claims, perscnal care service attendant qualifications were not properly
documented, resulting in $724 million in improper payments. Without documentation of
attendant qualifications, it is difficult to determine whether vulnerable beneficiaries are
receiving care from appropriately screened and trained individuals, We recommended
that CMS work with States to ensure that they verify attendants’ qualifications.

In addition to medical record reviews designed to flag individual improper claims,
OIG also conducts data analysis to identify broader patterns indicative of improper
payments and potential fraud and abuse. For example, through this type of analysis we
have identified “outliers” who bill for services at an unusually high rate, as well as
patterns in which certain geographic areas exhibit unusual billing, and also have matched
claims and other data to identify billing patterns that raise concern. These types of
analyses can generate leads for investigations, audits, and further medical record review.
In addition, these reviews can lead to recommendations to CMS to strengthen its program
oversight activities and prevent future improper payments. For example, OIG recently
reviewed high-utilization claims for blood-glucose test strips and lancet supplies, and
identified an estimated $270 million in improper Medicare payments for these supplies.
We recommended that CMS contractors implement various payment edits, such as edits
to identify claims with overlapping dates of service.

Although our recommendations are tailored to specific vulnerabilities, the actions
we recommend to CMS generally fall into the following categories:

s Increase prepayment and post-payment review of claims;
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» Increase oversight and validation of supporting documentation;
e Strengthen program requirements to address vulnerabilities; and
e Provide education and guidance to providers.

We believe the majority of providers are honest and well-intentioned, but provider
education is a critical component of ensuring compliance and protecting beneficiaries.
For our part in provider education, OIG recently conducted free training seminars in six
cities to educate providers on fraud risks and share compliance best practices — these
were live half day training sessions in locations around the country (Houston, Tampa,
Kansas City, Baton Rouge, Denver, and DC) with the final training web cast live and will
be made available as an enduring program on OIG’s website. We also recently published
the “Roadmap for New Physicians: Avoiding Medicare and Medicaid Fraud and Abuse,”
which provides guidance on complying with fraud and abuse laws. The “Roadmap” is an
educational program combining written material for self study and a narrated PowerPoint
presentation that providers can also access on OIG’s website.

Scope of OIG Investigations

The scope of programs and activities within the Department of Health and Human Services is
clearly quite broad.

Although it is clear that the bulk of your investigations and audits must focus on the largest
programs within HHS, like Medicare, Medicaid, SCHIP, I'm curious about the ability of your
office to examine other programs and agencies within the department.

Q:

Can you provide the Subcommittee with a summary of your audits and
investigations over the last few years by agency, program area, and category of
review so that we can get a sense of where you’ve been able to focus the energies of
the office?

Answer:

Ol1G’s program integrity and oversight activities are guided by the legislative and
statutory requirements of our funding. As such, since the creation of the Health Care
Fraud and Abuse Control Program (HCFAC) in 1997, approximately 80 percent of OIG’s
annual funding and workload have been dedicated to oversight and enforcement activities
with respect to health care fraud and abuse in Medicare and Medicaid.

0I1G’s Office of Investigations (Ol) investigates allegations of Medicare and
Medicaid fraud, failure-of-care cases, Federal and State child support enforcement
violations, grant and contract fraud, cybercrime incidents affecting HHS information
systems, allegations of misconduct and breaches of integrity affecting and involving more
than 65,000 OIG and Department employees. Ol also exercise a wide range of
mandatory and permissive authorities to exclude individuals and entities from
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participation in Medicare, Medicaid, and all other Federal health care programs;
administers OIG’s Hotline, which receives and manages complaints of fraud, waste,
abuse, and mismanagement related to HHS programs; manages OIG’s emergency
response plan, including Continuity of Operations, and provides emergency services

support to other HHS operating divisions and Federal agencies as needed; and provides
executive protection for the Secretary, the Deputy Secretary, the Surgeon General, and
other high-ranking Department officials.

OIG’s Office of Evaluation and Inspections (OEI) and Office of Audit Services

(OAS) conduct national evaluations and specific audits across the spectrum of HHS
programs and make recommendations to address program vulnerabilities. With respect to
particular agencies and/or program areas, findings from OEl and OAS work have

included:
¢« CMS
o 60 percent of Medicare claims for power wheelchairs did not meet documentation

¢}
Q
o

requirements, leading to $112 million in improper payments in a six-month
period.

13.5 percent of hospitalized Medicare beneficiaries experienced serious adverse
events from medical care during their hospital stays, and an additional 13.5
percent experienced temporary harm. Hospital care associated with these events
cost Medicare $324 million in one month.

75 percent of children enrolled in Medicaid in 9 selected States did not receive all
required medical, vision, and hearing screenings.

Miami-Dade County accounted for more home health outlier payments in 2009
than the rest of the Nation combined; 23 additional counties nationwide also
exhibited aberrant home health outlier payment patterns.

Part D plan sponsors’ underestimation of rebates leads both the Government and
beneficiaries to overpay for the Part D benefit; although the Government recoups
some of the overpayments, beneficiaries do not.

Inappropriate payments made after a beneficiary’s death.

Inappropriate payments for home blood glucose testing supplies.

Excessive payments made for Medicare services because of incorrect coding.

® Public Health & Human Services

o FDA
=  FDA lacked authority to require manufacturers to recall pet and human
food, and did not follow its own policies to assure effective oversight.
s FDA inspected clinical investigators at less than 1 percent of foreign
clinical trial sites.
o ACF

= Health and safety issues at Head Start grantee sites; unallowable adoption
assistance payments.
= Five percent of Head Start slots nationally were funded but not filled.
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o CDC
= Inaccurate and incomplete property inventory recordkeeping;
noncompliance with contracting requirements.
= CDC did not consistently implement quality system procedures in the

CHEMPACK project.
o HRSA
® Accounting and contract management control weaknesses at health
centers,
o IHS

= Weak internal controls to assure fulfillment of service
obligations/repayments in scholarship and loan programs.
» IHS and Tribes paid above the Medicare rate for 22 percent of hospital
claims, resulting in $1 million in overpayments in one quarter.
o NIH
= Deficiencies exist in the National Cancer Institute’s financial oversight of
Research Project Grants.

e IT
o Vulnerabilities with network management, security infrastructure, background
checks, contractor oversight, and certification and accreditation of major systems.

* Financial Management
o CFO Act audit internal control weaknesses; contract closing issues.

» ARRA
o Reporting omissions and errors; some grantees incapable of handling ARRA
funds.

Additional information can be found in OIG’s Semiannual Report to Congress, available
at hitp://oig.hhs.gov/publications.asp, OIG’s Office of Investigations Fact Book (available
upon request), and in the tables below, which tally OIG’s evaluations, audits, and
investigations for the past 3 years, by program category, as tracked within the individual
component:
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CATEGORY 2008 2009 2010 2011 to
present
CMS 275 340 313 239
Public Health & Human 61 56 199 15
Services
IT Systems 27 104 64 57
Financial Management 62 41 55 45

Investigations:

OI FY-2010 Stats by Program Category*

Criminal Civil Total Money**
Actions Actions (HHS/NHHS)***
IA-HHS/INCL.OIG 1 0 $525
ACF-ALL OTHER 14 1 $1,807,149
ACF-CHLD SUPPRT
ENFRMENT 64 0 $5,436,886
FDA 2 0 $5,081
PHS-ALL OTHER i0 3 $1,693,767
PHS-INDIAN HEALTH
SERVICE 3 0 $162,021
OS-CNTRACTS/GRANTS-NOT
O1G 0 1 $110,624
OS-INTERNAL PROGRAM NOT
OIG 1 0 $3,100
Total Non-Health Care 95 5 $9,219,153
CMS 552 357 $3,736,271,848
Total All 647 362 $3,745,491,001
Ol FY-2009 Stats by Program Category*
Criminal Civil Total Money**
Actions Actions (HHS/NHHS)***
1A-HHS/INCL.OIG 3 0 $2,325
ACF-ALL OTHER 29 1 $1,401,474




ACF-CHLD SUPPRT
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ENFRMENT 102 0 $6,617,320
FDA 1 0 $77,991
CDC PROGRAMS 1 0 $0
PHS-ALL OTHER 13 4 $13,292,786
PHS-INDIAN HEALTH
SERVICE 6 1 $8,442,633
OS-INTERNAL PROGRAM NOT
01G 1 i $45,362
Total Non-Health Care 156 7 $29,879,891
CMS 515 349 $3,915,220,865
Total All 671 356 $3,945,100,756
Ol FY-2008 Stats by Program Category*

Criminal Civil Total Money**

Actions Actions (HHS/NHHS)**+*
IA-HHS/INCL.OIG 1 0 $891,964
ACF-ALL OTHER 8 1 $2,306,757
ACF-CHLD SUPPRT
ENFRMENT 98 0 $4,941,398
CDC PROGRAMS 0 2 $1,316,000
PHS-ALL OTHER 7 2 $470,819
PHS-INDJAN HEALTH
SERVICE 6 0 $31,592
Total Non-Health Care 120 5 $9,958,530
CMS 455 286 $3,119,049,747
Total All 575 291 $3,129,008,277

*Case results (i.e., indictments, criminal and civil actions, expected recoveries) may
correspond to cases that are still open (e.g., if there are multiple subjects in the same
cases and/or cases that were closed during previous quarters).

**4Total Money” reflects expected recoveries, which include court-ordered fines,
restitution, penalties, and assessments. Actual recoveries are tracked by t