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Message from the Inspector General

This report, submitted pursuant to the Inspector General Act of 1978, as amended, summarizes
the activities of the Office of Inspector General (OIG) for the 6-month reporting period that ended
September 30, 2005.

OIG is dedicated to the mission of detecting fraud, waste, and abuse and promoting economy and efficiency
in the programs of the Department of Health and Human Services (HHS). Oversight of the increasing
costs associated with the Medicare and Medicaid programs, as well as the over 300 important discretionary
programs administered by this Department, places significant responsibility on OIG to ensure that
taxpayer dollars are spent wisely and appropriately. This charge expands with full implementation of the
Medicare prescription drug program in ]anuary 2006.

Accountability for Medicaid funds and payment for Medicaid prescription drugs were focal points of
OIG work during this reporting period. OIG continued its longstanding examination of State financing
mechanisms used to maximize Medicaid payments. In addition, a series of three reports documented
how the Medicaid program pays too much for prescription drugs compared with prices available in the
marketplace. In June, OIG testified before the Senate Finance Committee on this Medicaid work. With
the Federal share of Medicaid outlays expected to exceed $192 billion in fiscal year 2006, OIG work on

issues related to Medicaid spending will continue to grow in importance and impact.

The biggest immediate challenge for both OIG and the Department is the implementation of the Medicare
Prescription Drug, Improvement, and Modernization Act of 2003 (MMA). In providing a new benefit
to Medicare beneficiaries, this law creates the largest expansion of Medicare since its creation. Along
with fulfilling its mandated MMA oversight responsibilities, OIG is diligently planning to ensure that we
are fully prepared to prevent fraud, waste, and abuse in the new prescription drug program that will be
operating in a dynamic marketplace. At the same time, expansion of health information technology and
changes relating to how health care generally is delivered and paid for provide additional new oversight

responsibilities and Challenge OIG to stay current with rapid changes in program administration.

As the rollout of the new Medicare prescription drug program begins, OIG will work collaboratively
with the Department, other Federal and State agencies, and the industry to ensure proper administration
of this new benefit. In addition, OIG will continue to work closely with the Department to address the

management challenges that lie ahead.

[ want to express my appreciation to Congress, as well as to the senior management of the Department,
for their support during my transition to the position of Inspector General at HHS. I am honored to be
leading an organization of highly professional and talented employees who are committed to the mission
of OIG and the important programs administered by the Department.

Soit @ B

Daniel R. Levinson
Inspector General






Highlights

Summary of Accomplishments

For fiscal year (FY) 2005, the Office of Inspector General (OIG) reported savings and expected
recoveries of nearly $35.4 billion: $32.6 billion in implemented recommendations and other actions to
put funds to better use, $1.2 billion in audit receivables, and $1.6 billion in investigative receivables.

Also for this fiscal year, OIG reported exclusions of 3,806 individuals and entities for fraud or abuse
of Federal health care programs and/or their beneficiaries; 537 criminal actions against individuals or
entities that engaged in crimes against departmental programs; and 250%* civil actions, which include
False Claims Act and unjust enrichment suits filed in district court, Civil Monetary Penalties Law
settlements, and administrative recoveries related to provider self-disclosure matters.

HealthSouth Corporation

The nation’s largest provider of inpatient and outpatient rehabilitation services, HealthSouth
Corporation, agreed to pay the Government $325 million plus interest and entered a company—wide
5-year corporate integrity agreement with OIG. The settlement resolved allegations of Medicare
Part A cost report fraud uncovered during the Government’s investigation of the company’s financial
statements. The settlement also resolved allegations that the company submitted false claims to
Medicare Part B for certain outpatient physical therapy services.

Medicaid Claims for School-Based Services

OIG published two audits of New York City’s Medicaid claims for school-based services. One report
found that 86 percent of sampled claims for speech services did not comply with Federal and State
requirements. Deficiencies included no or inadequate documentation to support the claims, lack
of proper referrals, and services rendered by unqualified providers. In the second report, none of
the sampled claims for transportation services complied with all Federal and State requirements.
Deficiencies included lack of documentation to support services rendered, failure to render other
Medicaid-covered school health services when transportation was billed, and failure to document the
need for services. OIG recommended that the State refund $532 million to the Federal Government,
resolve an additional $12 million in set-aside claims, provide proper and timely guidance on Federal
Medicaid criteria to New York City, improve its monitoring of claims, and instruct New York City
to bill its Medicaid school-based claims properly and maintain appropriate documentation to support
the claims.

Senate Testimony on Medicaid Financing Mechanisms

OIG testified before the Senate Finance Committee in late June regarding States’ use of Medicaid
financing mechanisms. Intergovernmental transfers (IGT), one such mechanism, are transfers of non-
Federal public funds between local public Medicaid providers and State Medicaid agencies. Misuse of
IGTs circumvents the Federal/State Medicaid partnership and increases Federal payments to States at

*In the original publication of this report, 12 civil actions successfully completed by OIG in a prior reporting period were mistakenly
included in this figure. On April 7, 2006, this figure was adjusted to reflect the actual number of civil actions completed during
the time period October 1, 2004, to September 30, 2005.
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the expense of the intended beneficiaries. One example of IGTs involves upper-payment-limit (UPL)
funds, which are intended to reimburse Medicaid providers but are often retained by the States. OIG
audits identified several nursing homes whose quality of care was adversely affected because they were
not allowed to retain enough UPL funds to provide adequate staffing.

Another program that can be abused is the Medicaid disproportionate share hospital (DSH) program,
which provides Federal funds to compensate hospitals that care for large percentages of Medicaid
beneficiaries and uninsured patients. OIG audits in two States found that hospitals were returning
80 to 90 percent of their DSH payments to the State, contrary to the program’s purpose. OIG
identified similar problems with Medicaid school-based health services.

OIG stated that current policies and practices severely limit the ability of Congress, HHS, and State
and local governments to manage, account for, and assess the benefits of Medicaid dollars, including
dollars manipulated in Medicaid financing mechanisms. OIG recommended that State Medicaid
programs improve their oversight and accountability procedures.

Administrative Enforcement Actions

OIG has continued to increase administrative enforcement through the imposition of civil monetary
penalties (CMPs) in a variety of circumstances. During this reporting period, OIG entered into
several settlement agreements resolving CMP cases. These cases have included sanctions for alleged
kickbacks, physician self-referral (the Stark statute) violations, and false claims. Cases have been
settled with providers, suppliers, and individually with executive officers. Some of these settlements
resulted from submissions by providers under the OIG self-disclosure protocol.

Medicaid Drug Price Comparisons

A series of three inspection reports found that statutorily defined prices for prescription drugs in
the Medicaid and Medicare programs based on actual sales were substantially lower than published
prices (average wholesale price) and wholesale acquisition costs. Overall Federal upper limit amounts
for generic drug products were five times higher than the average manufacturer price for the same
products in the third quarter of 2004. The results of these studies were presented before the Senate
Committee on Finance in June 2005.

Outside Activities of Senior-Level National Institutes of Health Employees

Between 2001 and 2003, 40 percent of senior-level National Institutes of Health (NIH) employees
received approval for 319 outside activities. About half of these outside activities involved teaching
or consulting and most were compensated. An OIG evaluation identified several vulnerabilities that
inhibit NIH’s ability to effectively review outside activities, which can potentially create real or
apparent conflicts of interest for employees. NIH concurred with the findings and recommendations
and has already taken steps to address the concerns.
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Centers for Medicare & Medicaid Services

The Centers for Medicare & Medicaid Services (CMS) administers the Medicare and Medicaid programs.
Financed by the Federal Hospital Insurance Trust Fund, Medicare Part A provides hospital and other
institutional insurance for individuals 65 years old or older and for certain disabled persons. Medicare
Part B (Supplementary Medical Insurance) is an optional program that covers most of the costs of
medically necessary physician and other services and is financed by participants and general revenues.

The Medicaid program provides funding to States for medical care and other support and services
for low-income individuals. State expenditures for medical assistance are matched by the Federal
Government using a formula that compares per capita income in each State relative to the national
average. The State Children’s Health Insurance Program (SCHIP) expands health coverage to uninsured
children whose families earn too much for Medicaid, but too little to afford private coverage.

The Office of Inspector General (OIG) devotes significant resources to investigating Medicare and
Medicaid fraud, waste, and abuse and to monitoring these programs. These activities have helped
ensure the cost-effective delivery of Medicare, Medicaid, and SCHIP services; safeguarded quality
of care to beneficiaries of these programs; and reduced the potential for fraud, waste, and abuse. In
addition, these efforts have led to criminal, civil, and/or administrative actions against perpetrators
of fraud and abuse.

OIG also reports on audits of CMS financial statements, which currently account for more than
82 percent of Department of Health and Human Services (HHS) net costs. In addition to issuing an
opinion on the statements, auditors assess compliance with Medicare laws and regulations and the
adequacy of internal controls.

1 Fall 2005 Semiannual Report to Congress



2 | Centers for Medicare & Medicaid Services

CMS-Related Reports

Hospital Compliance With Medicare’s Postacute Care Transfer Policy

OIG examined whether acute care hospitals complied with Medicare’s postacute care transfer policy
during fiscal years (FY) 2001 and 2002. Of the 400 claims sampled, 381 were improperly coded as
discharges to home rather than transfers to postacute care. Medicare reimburses differently depending on
whether a patient is discharged to home or transferred to certain postacute care settings, such as a skilled
nursing facility. Some hospitals did not have the necessary controls to ensure the accuracy of discharge
status codes, and CMS lacked adequate payment system edits at the time of OIG’s review. As a result,
OIG estimated that Medicare overpaid hospitals approximately $72.4 million in FYs 2001 and 2002.

OIG recommended that CMS instruct fiscal intermediaries to recover more than $1 million in
overpayments identified in the sample, instruct the intermediaries to review the remaining claims in
the sampling universe and recover any additional overpayments, and monitor hospitals that have a high
number of claims adjusted as a result of recently implemented system edits. CMS generally agreed with
the recommendations. (A-04-04-03000)

Chiropractic Services in the Medicare Program: Payment Vulnerability Analysis

OIG found that approximately 67 percent of chiropractic services allowed by Medicare in 2001 did
not meet Medicare coverage criteria and/or were miscoded or undocumented, potentially costing the
program and its beneficiaries approximately $285 million. Chiropractors who reviewed patient records
determined that more than 9o percent of this amount represented services that were not medically
necessary. Most of the medically unnecessary services were maintenance or preventive treatments,
which are not Medicare-covered benefits.

Beneficiaries” use of chiropractic services continues to increase, making improper payments for these
services a significant vulnerability for Medicare. OIG recommended that CMS ensure that chiropractic
services comply with Medicare coverage criteria by establishing national frequency-based controls and
funding service-specific reviews of chiropractic services. CMS should also require that its carriers
educate chiropractors on Medicare Carriers Manual requirements for supporting documentation.
CMS concurred with OIG’s recommendations. (OEI-09-02-00530)

Managed Care Payments

Medicare+Choice organizations (MCO) are responsible for providing all Medicare-covered services,
except hospice care, to enrollees in return for a predetermined capitation payment. MCOs with
plans for which payment rates increased under the Benefits Improvement Protection Act (BIPA) of
2000 were required to use the additional amounts to reduce beneficiary premiums or cost-sharing,
enhance benefits, contribute to a stabilization fund for benefits in future years, or stabilize or enhance
beneficiary access to providers.

OIG issued reports on two MCOs” modifications to their 2001 adjusted community rate proposals
under BIPA:

* An MCO in Texas submitted a revised proposal that reflected an increase of $14.4 million in
estimated direct medical care costs. About $7.8 million of the S14.4 million reflected an increase
in Medicare capitation payments provided by BIPA, and $6.6 million was not related to the BIPA
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funding increase. Because $5.2 million of the $7.8 million BIPA capitation payment increase was
not properly supported, OIG could not determine whether that part of the increase was used in
a manner consistent with BIPA requirements. Also, $5.3 million of the $6.6 million increase not
related to BIPA was unsupported.

OIG recommended that the MCO work with CMS to make appropriate cost adjustments and ensure
that estimated costs in future proposals are properly supported. The MCO did not directly respond
to the recommendations. (A-06-03-00027)

* AnMCO in Oregon submitted a revised proposal that reflected a $22.7 million increase in Medicare
capitation payments. Approximately $6.8 million of the increase was not adequately supported.
Therefore, OIG could not determine whether that part of the increase was used in a manner
consistent with BIPA requirements. Also, $500,000 of the increase was supported but not used in
a manner consistent with BIPA requirements.

OIG recommended that the MCO work with CMS to make appropriate cost adjustments and ensure
that estimated costs in future proposals are properly supported and used in a manner consistent

with BIPA. The MCO generally disagreed. (A-10-03-00011)

Group Purchasing Organizations

Group purchasing organizations (GPO) are buying consortiums designed to leverage the purchasing
power of members, primarily hospitals and other health care providers, and to allow them to obtain
discounts on medical supplies. In exchange for administrative services and the ability to sell through
a GPO to its members, vendors pay administrative fees to GPOs.

In January 2005, OIG issued an audit on three GPOs (A-05-03-00074). The current report contains
the results of a second audit focusing on how much revenue three additional GPOs received from
vendors and the disposition of that revenue. OIG found that one health care system representing six
member hospitals did not fully account for net revenue distributions on Medicare cost reports and
did not distribute all of its administrative fees to its member hospitals to be offset on the respective
hospitals’ cost reports. As a result, administrative fees of about $ 5 million were not offset on Medicare
cost reports. In addition, one GPO did not distribute all rebates received to its members. That GPO
withheld $1.6 million of the total rebates.

OIG continued to recommend that CMS clarify instructions to hospitals on the proper Medicare cost
report treatment of net revenue distributions. (A-o5-04-00073)

Nurse Aide Registries: Long Term Care Facility Compliance and Practices

This report examined nursing homes” compliance with Federal requirements that they verify the State
registry status of a nurse aide before employing that individual. OIG found that the long term care
facility administrators reported checking their State nurse aide registries prior to hiring nurse aides
and that the registry search results affected hiring decisions. However, 55 percent of administrators
reported that they checked their own State’s registry but not other State registries. Further, 17 percent
of long term care facilities employed individuals as nurse aides without required registrations. Although
85 percent of administrators reported establishing additional screening procedures for nurse aides,
some of these methods may not be fully effective.
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OIG recommended that CMS utilize existing communication channels to emphasize that long term
care facilities must comply with Federal regulations addressing consulting out-of-state registries and
nurse aide registration requirements and encourage long term care facilities to use available resources
to screen nurse aides. CMS concurred with the report’s recommendations. (OEI-07-04-00140)

Medicare and Federal Employees Health Benefits Program Payment Rates for Home
Oxygen Equipment

This report updates OIG’s September 2004 report on Medicare payments for home oxygen equipment.
The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (MMA) mandates
that CMS use Federal Employees Health Benefits (FEHB) plans’ median payment rates to reduce
Medicare fee schedule allowances for home oxygen equipment in 2005. Accordingly, OIG issued a
report analyzing FEHB median payments for home oxygen equipment. Because questions were raised
about the inclusion of oxygen contents for stationary and portable equipment in FEHB payment rates,
OIG conducted additional work to clarify data in its earlier study. OIG found that plans’ median
payment rates were 12.4 percent lower for stationary equipment and r0.8 percent lower for portable
equipment. The greatest difference between the median FEHB payment rate and the median Medicare
fee schedule allowances was for oxygen concentrators. (OEI-09-03-00160, revised)

Consecutive Medicare Inpatient Stays

This inspection examined services to Medicare beneficiaries who had three or more inpatient stays, each
within 1 day of discharge from the last facility. OIG found that the majority of such consecutive inpatient
stays were appropriate. However, for 20 percent of the stays, medical records reviews showed that
Medicare inpatient stays were associated with quality of care problems and/or unnecessary fragmentation
of health care services across multiple inpatient stays. Medicare paid an estimated $267 million for these
sequences of stays in FY 2002. This inspection also found that 1o percent of individual stays within
consecutive inpatient stay sequences were associated with poor quality of patient care.

OIG recommended that CMS direct quality improvement organizations and fiscal intermediaries,
as appropriate, to monitor the quality, medical necessity, and appropriateness of inpatient services
provided within the types of sequences of consecutive Medicare inpatient stays included in the

review.

CMS concurred with OIG’s findings, but stated that periodic reviews of sequences of consecutive
inpatient stays were not warranted. (OEI-03-01-00430)

Partial Hospitalization Services

Partial hospitalization is an intensive outpatient program of psychiatric services provided to patients
instead of inpatient psychiatric care. Providers of these services receive a per diem payment under the
Medicare hospital outpatient prospective payment system. In extraordinary cases, additional Medicare
payments, called outlier payments, may be made if the cost of care is high in relation to the average cost of
treating comparable conditions or illnesses. OIG issued two reports on partial hospitalization services:

* At a community mental health center in Texas, medical reviewers determined that none of the
services on 100 sampled claims met Medicare reimbursement requirements. For example, for 99
of the 100 claims, there was no evidence that the therapy sessions were active, intensive, and
therapeutic. Based on its sample, OIG estimated that S12.5 million in Medicare payments was
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unallowable. OIG recommended that the center refund the overpayments and strengthen its
procedures to ensure that future claims meet Medicare requirements. The center did not agree to
make the refund but said that it would strengthen internal quality controls. (A-07-04-04034)

Another review noted that the fiscal intermediary did not always follow Medicare reimbursement
requirements when calculating outlier payments to this center. Because the fiscal intermediary
used an outdated Cost—to—charge ratio, it overpaid the center $8.8 million. This report provides
an additional basis for recovering $7.2 million of the $12.5 million in unallowable payments noted
above. OIG recommended that the intermediary recover the improper payments and ensure that
future outlier payments are computed with the correct cost-to-charge ratio. The intermediary
generally agreed. (A-07-04-04045)

¢ OIG found that the fiscal intermediary did not follow Medicare reimbursement requirements when
calculating Medicare outlier payments to another community mental health center in Texas. In
computing the outlier payments, the intermediary used an incorrect cost-to-charge ratio based on a
short-period Medicare cost report. As aresult, the intermediary overpaid the center approximately
S$1.4 million.

OIG recommended that the intermediary recover the overpayment and ensure that the correct
cost—to—charge ratios are used for future outlier payments. The intermediary partially agreed.

(A-07-04-0403%)

Medicare Graduate Medical Education Payments

Medicare pays teaching hospitals for both direct graduate medical education (GME) costs and indirect
graduate medical education (IME) costs. Hospitals claim reimbursement for these costs on their
annual Medicare cost reports based on formulas that use fixed base costs and the number of full-time
equivalent (FTE) residents. For payment purposes, the number of FTE residents is the average of the
actual FTE count for the current year and the preceding two cost reporting periods. This is often
described as the rolling average.

OIG issued reports on two New York hospitals’ FTE calculations:

* One hospital did not fully comply with Federal requirements and therefore overstated its GME
and IME FTEs on the 1999 Medicare cost report. These overstatements resulted in excess GME
reimbursement of more than $1.25 million in 1999. Because Medicare reimburses hospitals based
on a 3-year rolling average, the overstated FTEs on the 1999 cost report also resulted in excess
GME and IME reimbursement totaling almost $7.2 million in 2000 and 2001. Thus, the hospital
overstated its claim by a total of $8.4 million for the 3 years.

OIG recommended that the hospital refund the overpayments, reduce the FTE counts reported on
its 1999 Medicare cost report, and strengthen its procedures. The hospital disagreed with some of
OIG’s findings. (A-02-02-o1011)

* OIG noted similar problems at the second hospital that resulted in $2.5 million in excess GME
reimbursement in 1999. Because of the rolling average, the overstated FTEs on the 1999 cost report
also resulted in almost $2.4 million in excess GME and IME reimbursement in 2000 and 2001. The
total overstatement was almost $4.9 million for the 3 years.
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OIG recommended that the hospital refund the overpayments, reduce the FTE counts reported
on the 1999 Medicare cost report, and strengthen its procedures. The hospital generally disagreed.
(A-02-02-01001)

Effectiveness of Revised Medicare Outlier Payment Regulations

To reimburse hospitals for treating extremely costly patients, Medicare makes additional payments
called outlier payments. In 2003, CMS revised its regulations to stop excessive growth of these
payments. OIG determined that the revisions had reduced collective outlier payments to the 362
hospitals reviewed; the average outlier payment per claim decreased by almost 43 percent. CMS
estimated that the revised regulations would save Medicare at least S9 billion over ¢ years.

OIG recommended that CMS continue to monitor Medicare outlier payments to ensure that the
payments comply with Medicare regulations. CMS agreed to do so. (A-07-04-04032)

Medicare Beneficiary Telephone Customer Service

This OIG study on telephone customer service found that, of the callers asked to rate satisfaction,
84 percent were satisfied overall with the customer service they received. However, 44 percent of all
callers had difficulty accessing information from call centers, reporting at least one of the following
experiences: (1) finding the interactive voice response (IVR) not easy to use, (2) not receiving an
answer to their question or all the information they needed, or (3) not receiving an answer to their
question as quickly as desired. Callers and call center managers both highly prioritized accuracy of
answers, yet evidence suggests oversight of accuracy may be inadequate. Some call centers conducted
quality assurance activities that exceeded CMS requirements, including activities that focused on
accuracy.

OIG recommended that CMS: (1) strengthen current oversight to place greater emphasis on
accuracy of answers given by customer service representatives, and (2) continue to seek ways to
improve the national IVR system.The report noted that CMS is taking action to address issues raised
in this report. (OEI-07-04-00030)

Hospital Wage Data Used To Calculate Inpatient Prospective Payment System Wage
Indexes

Under the acute care hospital inpatient prospective payment system, the Medicare base rate paid to
participating hospitals includes a labor-related share. To reflect labor cost variations among localities,
CMS adjusts the labor-related share by the wage index applicable to the metropolitan statistical area
in which the hospital is located. The wage index values are based on wage data that hospitals include
on their Medicare cost reports.

This audit found that a hospital in Connecticut did not fully comply with Medicare requirements
on the reporting of wage data. The hospital overstated its wage data by more than $404,000 for the
Medicare FY 2000 cost report period. As a result, the FY 2004 Connecticut statewide rural wage index
was overstated by about 1 percent, and the average payments to the 2 hospitals in the statewide rural
area and to 17 additional hospitals in 2 urban metropolitan statistical areas were overstated by about
$24 per hospital discharge. The hospital concurred with OIG’s recommendation to strengthen financial
reporting controls. (A-or-o04-00511)
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Outpatient Cardiac Rehabilitation

This report consolidates audits of Medicare outpatient cardiac rehabilitation provided by 34 hospitals,
as requested by CMS. Cardiac rehabilitation is a physician-supervised exercise program that includes
specific types of exercises individually prescribed for each patient. To be covered by Medicare,
outpatient cardiac rehabilitation services must be provided under the direct supervision of a physician
and “incident to” a physician’s professional services.

Among the hospitals reviewed, OIG found two very different sets of practices with respect to both the
provision of direct physician supervision and the physician (referring or hospital) whose professional
services the cardiac rehabilitation was provided “incident to.” OIG attributed this situation to
inconsistent guidance in three Medicare manuals that provided national guidance to health care
providers. Most hospital officials believed that the guidance in the various manuals was confusing.

OIG recommended that CMS clarify national Medicare cardiac rehabilitation coverage requirements
and direct fiscal intermediaries to educate hospitals on the clarified national Medicare coverage
policy. CMS agreed to develop and publish provider education materials to clarify the direct physician
supervision and “incident to” provisions of the cardiac rehabilitation benefit. (A-o5-03-00102)

Medicare Contractor Administrative Costs

This audit disclosed that a Medicare contractor claimed almost $13 million in administrative costs that
were not allowable for Medicare reimbursement, including excessive data costs, duplicate costs, and
unallowable overhead. The contractor did not have adequate control procedures to ensure that only
allowable costs were claimed.

OIG recommended that the contractor make a $13 million cost adjustment. (OIG made no procedural
recommendations because the contractor has terminated its Medicare contracts.) The contractor
agreed with most, but not all, of the recommended cost adjustment. (A-o1-02-00509)

Organ Acquisition Costs

Medicare reimburses certified transplant centers for their proportionate share of costs associated with
the acquisition of organs for transplant to beneficiaries. Reviews of two transplant centers focused on
their compliance with Medicare requirements for Claiming organ acquisition costs on Medicare cost
reports:

* A transplant center in Texas did not have systems to accumulate certain costs of organ acquisition
separately from the costs of posttransplant and other hospital activities. Noting unallowable and
unsupported costs on the 1997 through 2001 cost reports, OIG recommended that the Medicare
intermediary recover a $4.2 million overpayment, work with the transplant center to determine the
allowable portion of $13.6 million in unsupported costs, monitor the center’s future cost reports,
and instruct the center to make procedural improvements. The Medicare intermediary agreed with
all recommendations. (A-06-04-00017)

¢ OIG found similar problems in reviewing the 2000 cost report of a transplant center in Indiana.
OIG recommended that the Medicare intermediary recover a $270,000 overpayment, work with the
transplant center to determine the allowable portion of $2.5 million in unsupported costs, monitor
the center’s future cost reports, and instruct the center to make procedural improvements. The
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intermediary stated that it had reopened the 2000 cost report to make adjustments and would make
necessary adjustments to subsequent cost reports. (A-o5-04-00049)

Self-Declaration of U.S. Citizenship for Medicaid

In an effort to simplify Medicaid application procedures, in recent years CMS has encouraged the
practice of allowing self-declaration of U.S. citizenship in the Medicaid program. However, CMS
has also encouraged States to maintain program integrity by verifying the accuracy of citizenship
statements with other, nonapplicant sources, such as State vital statistics databases and /or by conducting
posteligibility-focused reviews. This OIG report found that 47 States allow self-declaration of U.S.
citizenship for Medicaid, but that 44 of these States require documentary evidence of citizenship if
statements seem questionable. Twenty-seven States do not verify any U.S. citizenship statements as
part of their posteligibility quality control activities. Further, some States use types of evidence to
document citizenship for Medicaid that are not accepted by CMS or the Social Security Administration.
Finally, OIG found that other programs related to Medicaid, including Temporary Assistance to Needy
Families, Supplemental Security Income, and foster care, were more likely to document citizenship.

OIG recommended that CMS strengthen posteligibility quality controls in States that allow self-
declaration, issue a complete list of evidence that States may reference when determining eligibility,
and explore allowing State Medicaid staff to use citizenship verifications from other Medicaid-related
programs. CMS concurred. (OEl-02-03-00190)

Self-Declaration of U.S. Citizenship for the State Children’s Health Insurance Program
OIG issued this memorandum in response to a CMS request for information about States’ policies on
self-declaration of U.S. citizenship for State Children’s Health Insurance Program (SCHIP) benefits.

OIG found that 49 of 5o States and the District of Columbia currently allow self-declaration of
U.S. citizenship for SCHIP benefits. State SCHIP directors in these States report accepting a signed
declaration of U.S. citizenship from parents or guardians seeking SCHIP benefits for children. In
addition, nine States have policies on self-declaration for SCHIP eligibility that differ from their
policies for Medicaid. (OEI-02-03-00191)

Nursing Home Enforcement: The Use of Civil Monetary Penalties

This inspection report revealed that although CMS imposed $81.7 million in civil monetary penalties
(CMPs) during calendar years 2000 and 2001, only $34.6 million (42 percent) of that amount was paid
as of December 2002. The difference was primarily attributable to reductions stipulated in regulations
and delays resulting from appeals and bankruptcies.

OIG recommended that CMS provide additional written guidance to its regional offices and to State
agencies regarding appropriate dollar ranges for individual ratings of scope and severity with regard
to CMPs. OIG also recommended that CMS clarify staff responsibilities with respect to past-due
CMPs and conduct an internal process review that would enable CMS and States to streamline CMP
processing. CMS concurred with these recommendations. (OEI-06-03-00420)
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Nursing Facility Performance in Assessing Residents in a Timely Manner and Submitting
Required Data

The objectives of this review were to determine the extent to which Medicare/Medicaid-certified
nursing facilities meet Federal requirements to assess residents according to the required time schedule,
submit records to the Minimum Data Set (MDS) Repository within the prescribed timeframe, and
submit records for all residents in Medicare/Medicaid beds. Overall, OIG found a high degree of
facility performance resulting in a national MDS Repository that is current and representative of
its intended resident population. Facilities completed 95 percent of resident assessments on time
and submitted 94 percent of records in a timely manner. OIG also found that facilities submitted
records for 99.9 percent of residents in Medicare/Medicaid-certified beds, as required. However, a
subgroup of facilities incorrectly coded records for an estimated 1,812 residents in beds not certified
for Medicare/Medicaid. As a result, these records were inappropriately included in the national MDS
Repository.

OIG recommended that CMS ensure that nursing facilities correctly code records of residents in
noncertified beds so that no such records are included in the national MDS Repository. In response,
CMS explained its plans to ensure that records for residents in noncertified units are not transmitted
and stored in the MDS Repository. (OEI-06-02-00730)

Informal Dispute Resolution for Nursing Facilities

As part of its ongoing evaluation of the quality of care provided to nursing facility residents, OIG
examined States’ policies and practices for informal dispute resolution (IDR) of deficiencies in patient
care discovered during State surveys. OIG found that States and nursing facilities substantially complied
with requirements for IDR. Forty-eight of fifty States had written IDR policies, and all 14 States for
which OIG reviewed case documentation largely followed proper procedures in conducting IDRs.
In 45 percent of the cases reviewed, deficiencies cited were changed as a result of the reviews.

CMS concurred with our recommendations to ensure that all States had qualifying written
policies and that States follow procedures for requesting IDRs and communicating their results.
(OEI-06-02-00750)

Medicaid Hospital Outlier Payments in lllinois

[llinois makes outlier payments to hospitals if the cost of treating a Medicaid patient is extraordinarily
high compared with the average cost of treating comparable conditions. OIG found that Illinois’s method
of computing inpatient hospital cost outlier payments did not result in reasonable payments. Illinois
used an out-of-date factor to convert billed charges to costs and did not have adequate procedures to
monitor cost outlier payments. As a result, cost outlier payments increased significantly and at a faster
rate than other types of Medicaid payments. If Illinois had applied a more current factor to convert
billed charges to costs, it could have saved approximately $56.5 million between 1998 and 2002 for the
three hospitals that OIG reviewed.

OIG recommended that Illinois revise its method of computing cost outlier payments to ensure that
payments are reasonable and that the State more closely monitor the payments. Although Illinois
did not address the first recommendation, it outlined steps to strengthen its monitoring of outlier

payments. (A-07-04-04031)
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Medicaid Drug Rebate Program

The Medicaid drug rebate program allows Medicaid to receive pricing benefits commensurate with
its position as a high-volume purchaser of prescription drugs. Audits in 49 States and the District of
Columbia found that only 4 States had no weaknesses in accountability and internal controls over
their drug rebate programs. For the remaining 45 States and the District of Columbia, OIG identified
weaknesses in the reliability of information submitted to CMS, accounting for interest on late rebate
payments, rebate collection systems, and dispute resolution and collection processes.

OIG recommended that CMS reemphasize that States must submit accurate and reliable information
to CMS and place a priority on their billing for and collection of drug rebates. CMS agreed with the
recommendations. (A-06-03-000438)

Medicaid Drug Price Comparisons: Average Manufacturer Price to Published Prices and
Average Sales Price to Average Wholesale Price

During this reporting period, OIG released two companion reports on Medicaid prescription drug
price comparisons. The reports found that statutorily defined prices for prescription drugs in the
Medicaid and Medicare programs based on actual sales (average manufacturer price [AMP] and average
sales price [ASP]) were substantially lower than published prices (average wholesale price [AWP])
and wholesale acquisition cost (WAC). Statutorily defined, sales-based prices were also lower than
the States” estimated acquisition cost formulas, which are based on AWP and WAC. In addition, the
differences between statutorily defined, sales-based prices and published prices were particularly large
for generic drugs compared to brand-name drugs.

The first report, “Medicaid Drug Price Comparisons: Average Manufacturer Price to Published
Prices,” examined prices for Medicaid-reimbursed drugs (24,101 national drug codes). This report
found that at the median, AMP was 59 percent lower than AWP. In comparison, the median AWP-
based State estimated acquisition cost formula was AWP minus 12 percent. The difference between
AMP and published prices was greatest for generic drugs. For generic drugs, AMP was 7o percent
lower than AWP at the median. In comparison, AMP was 23 percent lower than AWP at the median
for single-source brands and 28 percent lower for multisource brands. (OEI-05-05-00240)

The second report, “Medicaid Drug Price Comparison: Average Sales Price to Average Wholesale
Price,” examined prices for Medicare-covered drugs (2,077 national drug codes), which may also be
covered by the Medicaid program. This report found that ASP was 49 percent lower than AWP. The
difference between ASP and AWP was also greatest for generic drugs, similar to the companion report.
For single-source brand codes, ASP was 26 percent below AWP at the median, and for multisource
brand codes, ASP was 30 percent below AWP at the median. For generic national drug codes, ASP
was 68 percent less than AWP at the median. OIG also found that the differences between AWP and
other prices analyzed were similar for both reports. OIG found that the difference between AMP and
AWP for generic drugs was 72 percent for Medicare-covered drugs. For single-source and multisource
brand drugs, this report found that the differences between AMP and AWP for Medicare-covered
drugs were 22 and 25 percent, respectively. (OEI-03-05-00200)
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Comparison of Medicaid Federal Upper Limit Amounts to Average Manufacturer Price

In another report on Medicaid prescription drug pricing, OIG found that overall Federal upper limit
amounts for generic drug products were five times higher than the average AMP amounts for the same
products in the third quarter of 2004. During the same period, the Federal upper limit amount was, on
average, 22 times higher than the lowest reported AMP. If Medicaid based Federal upper limit amounts
on reported AMPs, the program could save hundreds of millions of dollars per year.

Although the purpose of the upper payment limit program was to ensure that the Federal Government
acts as a prudent payer by taking advantage of market prices, Federal upper limit amounts are based
on prices published in the national drug compendia. These published prices are often inflated and bear
little or no resemblance to actual prices paid by providers. To correct this problem, OIG recommended
that CMS work with Congress to set Federal upper limit amounts that more closely approximate
acquisition costs. CMS concurred with OIG’s recommendation. (OEI-03-05-00110)

Children Enrolled in Separate State Children’s Health Insurance Programs and Medicaid
Eligibility

This report fulfills the congressional mandate under the Balanced Budget Refinement Act of 1999
that OIG periodically determine the number of separate State Children’s Health Insurance Program
(SCHIP) enrollees who are also eligible for Medicaid and who, therefore, should have been enrolled in
Medicaid rather than SCHIP. OIG found that only 1 percent of children enrolled in separate SCHIPs
were eligible for Medicaid. However, inconsistent income calculations and lack of documentation
create vulnerabilities that, if not addressed, could result in a greater number of children enrolled in
separate SCHIPs who are required to be in Medicaid.

CMS concurred with OIG’s ﬁndings and conclusions. It noted that current regulations support OIG’s
suggestion that CMS work closely with States to ensure that States maintain sufficient information in
each applicant’s record to support the eligibility determination. (OEI-07-03-00220)

New York City’s Claims for Medicaid Speech Services

OIG found that New York City improperly claimed almost $436 million in Federal Medicaid payments
for speech services between September 1, 1993, and June 30, 2001. Of the 100 claims sampled, 86 did
not comply with Federal and State requirements on, among other things, maintaining documentation
to support services rendered, obtaining referrals from appropriate medical professionals, and meeting
Federal standards on provider qualifications.

OIG recommended that the State refund the $436 million, provide proper and timely guidance on
Federal Medicaid criteria to New York City, improve its monitoring of speech claims, and instruct
New York City to maintain appropriate documentation to support its claims. State officials disagreed
with most aspects of the report. (A-02-02-01029)

New York City’s Claims for Medicaid Transportation Services

OIG found that New York City improperly claimed more than $96 million in Federal Medicaid
payments for transportation services between September 1, 1993, and June 30, 2001. None of the
120 claims sampled complied with all Federal and State requirements. Deficiencies included lack of
documentation to support services rendered, failure to render other Medicaid-covered school health
services when transportation was billed, and failure to document the need for services.
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OIG recommended that the State refund the S96 million, work with CMS to resolve an additional
$12 million in set-aside claims, provide proper and timely guidance on Federal Medicaid criteria to
New York City, improve its monitoring of transportation claims, and instruct New York City to bill its
transportation claims properly and maintain appropriate documentation to support the claims. State
officials disagreed with most aspects of the report. (A-02-03-01023)

lowa’s Adult Rehabilitation Services Program

Medicaid allows optional coverage of rehabilitation services. For FY 2002, lowa claimed $1o.5 million
in Federal Medicaid funds for adult rehabilitation services. Concerned about the allowability of claims
and rising program costs, CMS requested that OIG review lowa’s program. Of the 100 claims sampled,
65 were unallowable under Federal and State requirements. The errors occurred because the State
lacked adequate controls over the adult rehabilitation services program to ensure that services claimed
for Medicaid reimbursement met applicable requirements.

OIG recommended that the State refund over $6.2 million to the Federal Government and strengthen
its policies and procedures. The State generally concurred with the recommendations.

(A-07-03-03041)

Upper Payment Limits

The upper payment limit (UPL) is an estimate of the amount that would be paid for Medicaid services
under Medicare payment principles. The primary objective of the following reviews was to determine
whether States calculated the UPLs for hospitals in accordance with Federal UPL regulations and the
approved State plan amendments.

* New Jersey — New Jersey did not calculate the State FY 2003 inpatient and outpatient UPLs as
required. The State continued to make payments for hospitals’ inpatient services up to 150 percent
of the UPL after the payment level had been reduced to 1oo percent of the UPL, which resulted
in unallowable Medicaid payments of $17.6 million ($8.8 million Federal share). The State also
inadvertently applied an improper inflation factor in its outpatient UPL calculation, which resulted
in unallowable Medicaid payments of $3.8 million (S1.9 million Federal share).

OIG recommended that New Jersey refund overpayments totaling almost $10.7 million. New Jersey
officials concurred with the recommendation. (A-02-03-01019)

* North Carolina — For State FY 2003, North Carolina’s calculations of the UPLs for non-State
government and private inpatient hospitals did not comply with its State plan amendment’s
requirement that the UPL be calculated based on costs incurred. As a result, the State made
unallowable UPL payments of about $42 million ($26 million Federal share). The $42 million is
subject to adjustment during final cost settlement. Although the cost settlement process has been
a State plan requirement since 1995, no final cost settlements have occurred since 1996. Also,
contrary to Federal law and policy guidance, North Carolina did not include UPL payments in its
calculation of State FY 2003 hospital-specific disproportionate share hospital (DSH) limits. Medicaid
makes DSH payments to hospitals that serve disproportionate numbers of low-income patients with
special needs. Although no DSH overpayment had occurred as of the end of OIG’s audit period, the
potential overpayment could have been at least $42 million considering the excessive UPL payments
cited above. Determining the actual DSH overpayment would require a final cost settlement.
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OIG recommended that North Carolina revise its UPL and DSH calculations to comply with Federal
and State requirements. OIG also recommended that the State resolve with CMS all outstanding
issues affecting final cost settlements and, upon resolution, perform annual final cost settlements
and refund the Federal share of any UPL and DSH overpayments. The State said that any action
must await the conclusion of discussions with CMS. (A-04-03-02028)

Family Planning Service Costs

The Federal Government reimburses the costs of family planning services provided pursuant to
Medicaid State plans at an enhanced 9o-percent matching rate. These services are intended to prevent
or delay pregnancy or to otherwise control family size. In three reviews, OIG found that States did
not always comply with Federal requirements for claiming these costs to Medicaid.

* Missouri — Missouri retroactively claimed the $11.1 million difference between the regular Federal
matching rates and the enhanced 9o-percent rate for prior family planning expenditures made since
October 1995. The retroactive claim did not fully comply with Federal regulations, which generally
limit reimbursement to claims filed within 2 years of the State expenditure. Of the Sr1.1 million
claimed, more than $6.4 million did not meet this limitation and therefore was unallowable.

OIG recommended that Missouri refund the overpayment and ensure that future retroactive claims
comply with Federal regulations. Missouri did not agree that its retroactive claim was subject to the
2-year rule. (A-07-04-01012)

* New York — New York State’s Medicaid Obstetrical Maternal Services (MOMS) program provides
Medicaid-eligible pregnant women with improved access to maternity services. The MOMS services
for which the State received Federal reimbursement at the enhanced go-percent rate did not qualify
as farnily planning services. As aresult, the State improperly received almost $1.6 million in Federal
Medicaid funds for calendar years 2000 and 2003.

OIG recommended that the State refund the overpayment, issue to MOMS providers clear guidance
that any procedures provided to pregnant women may not be claimed as family planning services,
and strengthen its system edits to properly identify claims that are not related to family planning.
The State generally concurred. (A-02-o05-o1001)

* Virginia — Between April 2001 and March 2004, Virginia overstated its claims for family planning
service costs by $3.7 million. Because the State claimed these costs at the enhanced family planning
rate of 9o percent, rather than its regular Federal share of about 5o percent, Virginia received
$1.4 million in unallowable Federal reimbursement.

OIG recommended that Virginia refund the overpayment, apply an OIG-calculated factor to claims
after March 2004, and refund the Federal share of any additional overpayments. Virginia concurred.
(A-03-04-00209)

Hospital Patient Transfers Paid as Discharges Under Medicaid

This report summarized the results of audits in four States that had Medicaid payment provisions
similar to the Medicare prospective payment system. OIG found $6.4 million ($3.6 million Federal
share) in overpayments for hospital patient transfers incorrectly reported as discharges, as well as
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potential overpayments of $3.7 million (S1.9 million Federal share) in these four States. In 25 other
States and the District of Columbia, which prospectively pay for inpatient services and limit payments
for transfers, OIG found that significant overpayments for transfers inappropriately billed as discharges
could exist.

OIG recommended that CMS monitor the recovery of identified and potential overpayments described
in the State-specific reports and encourage the 25 States and the District of Columbia to consider
performing focused postpayment assessments of hospital discharges and to recover overpayments
for transfers inappropriately billed as discharges. CMS agreed with the recommendations.
(A-o05-03-00014)

Oklahoma's Medicaid Administrative Costs

At the request of CMS, OIG reviewed Medicaid administrative costs that Oklahoma claimed,
as well as targeted case management costs claimed as administrative costs. OIG determined that
almost $3.6 million ($1.8 million Federal share) in administrative costs claimed in one quarter and
$79.5 million ($39.8 million Federal share) in targeted case management costs claimed over 5_ years
were unallowable. The State should not have claimed targeted case management costs as administrative
costs because they were separately reimbursed as a direct Medicaid service. Recognizing the error, the
State made adjustments for most of the targeted case management costs; however, almost $18.2 million
(S9.1 million Federal share) remained an overpayment at the end of the audit period.

OIG recommended that the State refund the remaining overpayments, improve its procedures
for claiming administrative costs, and discontinue claiming targeted case management costs as
administrative costs. The State did not agree with some of the findings. (A-06-03-00046)

Medicaid Provider Overpayments
Two reviews focused on the reporting of Medicaid provider overpayments to CMS. An overpayment
is a payment to a provider in excess of the allowable amount.

* District of Columbia — In FY 2002, the District did not report overpayments totaling almost
$4 million ($2.2 million Federal share) because the overpayments were under appeal and had
not been collected. In addition, the District did not report overpayments totaling $16.2 million
(89.2 million Federal share) within the required timeframe because its practice was to report
overpayments only after collecting them from providers. (A-03-03-00222)

* West Virginia — OIG noted similar problems in West Virginia for FY 2003. The State did not report
over $3.7 million in overpayments ($2.9 million Federal share) because it was waiting to implement
changes to its Medicaid Management Information System. The State also did not report over
$3.2 million ($2.5 million Federal share) in overpayments within the required timeframe due to an
oversight and because it did not use the correct date for “discovering” the overpayments.

OIG recommended that the District and West Virginia make financial adjustments, determine the
value of overpayments identified after the audit period that have not been reported and report these
as well, and ensure that future overpayments are reported within 6o days. The District concurred
with the audit results and West Virginia partially concurred. (A-03-04-00207)
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Medicaid Payments for Skilled Professional Medical Personnel

Federal regulations provide an enhanced rate of 75 percent for the compensation and training of
skilled professional medical personnel and their supporting staff. OIG found that California improperly
claimed about $5.3 million in Federal Medicaid funding at the enhanced rate for FY 2003. The State’s
controls did not ensure that only eligible costs were claimed at the enhanced rate.

OIG recommended that the State refund the overpayments, strengthen controls to ensure that only
eligible costs are claimed at the enhanced rate, and identify and refund costs improperly claimed at
the enhanced rate after the audit period. The State did not comment on the recommended refund and
partially agreed with the other recommendations. (A-09-04-00049)

Medicaid Payments for Deceased Beneficiaries

The Social Security Administration maintains a comprehensive file on all reported deaths of people
who have Social Security numbers. This information is available to State and Federal agencies as a way
to prevent payments for services rendered after a beneficiary’s death. However, based on a statistical
sample covering a 3-year period, OIG estimated that Florida paid $11.6 million ($6.5 million Federal
share) for Medicaid services rendered after beneficiaries’ deaths.

OIG recommended that the State review the sampling universe to identify and recover overpayments
made on behalf of deceased beneficiaries and improve its procedures for identifying deceased
beneficiaries to prevent future overpayments. The State agreed to implement the recommendations.

(A-04-03-07029)

Status of Rural Health Clinic Program

In 1977, Congress created the Rural Health Clinic (RHC) Program to increase health services for
Medicare and Medicaid beneficiaries living in rural underserved areas. To be eligible for RHC status,
clinics must be located in areas that meet the RHC Act’s definition of rural and underserved. Currently,
279 RHCs are located in areas that do not meet the rural and underserved criteria. Another 946 are
located in shortage-designated areas that HRSA has not reviewed or updated within a 3-year period.
Despite the identification of problems with the rural and underserved criteria in previous OIG and
Government Accountability Office reports, the RHC Program continues to rely on them. Current rural
and underservice criteria result in RHC participation in areas with existing health care systems. Because
of its involvement in the RHC Program, OIG made recommendations to both HRSA and CMS.

OIG recommended that HRSA: (1) review shortage designations within the requisite 3-year period
and (2) publish regulations to revise its shortage-designation criteria. OIG recommended that CMS:
(1) issue regulations to ensure that only RHCs determined to be essential providers remain certified
as RHCs, and (2) seck legislative authority or administratively require RHC applicants to document
need and impact on access to health care in rural underserved areas. Both CMS and HRSA concurred
with the recommendations. (OEI-o05-03-00170)
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CMS Oversight of Short-Term Acute Care Nonaccredited Hospitals

This report documents the extent to which the frequency of nonaccredited hospital surveys has
changed since the 1999 OIG reports on the external review of hospital quality. Those reports found
a large and growing number of short-term acute care nonaccredited hospitals that went 3 or more
years without an oversight survey. In response, CMS committed to surveying nonaccredited hospitals
every 3 years — the same frequency that the Joint Commission on Accreditation of Healthcare
Organizations accredits hospitals. In this report, as in previous reports, we focused on short-term
acute care nonaccredited hospitals, which now constitute 72 percent of all nonaccredited hospitals.
OIG found that the percentage of short-term acute care nonaccredited hospitals surveyed within 3
years had improved from 5o percent to 79 percent between 1997 and 2003. However, the national
annual survey rate is too low to sustain this progress. That rate for short-term acute care nonaccredited
hospitals declined to 21 percent in 2003, from 28 percent in 2002, and 25 percent in 2001. Unless the
national annual survey rate for short-term acute care nonaccredited hospitals increases, States will
be unable to ensure that these hospitals are surveyed once every 3 years. The attention and resources
that States can spend is limited by the number of nonaccredited hospitals converting to critical access
hospitals, a growing number of complaint surveys, as well as demands to survey other facilities. OIG
had no recommendations for CMS. (OEl-o1-04-00020)

Outreach

As part of its ongoing effort to promote the highest level of ethical and lawful conduct by the health care
industry, OIG has continued to issue advisory opinions, compliance guidance, and other guidance.

Advisory Opinions

In accordance with section 205 of the Health Insurance Portability and Accountability Act of 1996,
OIG, in consultation with the Department of Justice, may issue advisory opinions to outside parties
regarding the interpretation and applicability of certain statutes relating to the Medicare and State
health care programs. This authority allows OIG to provide case-specific formal guidance regarding
the application of the anti-kickback statute and safe harbor provisions, and other OIG health care fraud
and abuse sanctions. From the period April 1 through September 30, 2005, OIG received 29 advisory
opinion requests and issued 4 advisory opinions.

Provider Self-Disclosure Protocol

In keeping with a longstanding commitment to assist providers and suppliers in detecting and preventing
fraudulent and abusive practices, OIG established a set of comprehensive guidelines for voluntary self-
disclosures, entitled “Provider Self-Disclosure Protocol,” available on the internet at http://oig.hhs.gov
in the “Fraud Prevention & Detection” section.

Essentially, the protocol guides providers and suppliers through the process of structuring a disclosure
to OIG of matters that appear to constitute potential violations of Federal laws (as opposed to honest
mistakes that may have resulted in overpayments). After making an initial disclosure, the provider
or supplier is expected to undertake a thorough internal investigation of the nature and cause of
the matters uncovered and make a reliable assessment of their economic impact (e.g., an estimate
of the losses to Federal health care programs). OIG evaluates the reported results of each internal
investigation to determine the appropriate course of action.
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To date, OIG has received 275 submissions. Self-disclosure cases have resulted in g5 recoveries and
55 settlements, totaling $99.9 million collectively. For example:

* Michigan — After it self-disclosed conduct to OIG, St. Joseph Mercy-Oakland agreed to pay
$4 million to resolve its Civil Monetary Penalties Law (CMPL) liability for allegedly violating
the Stark Law and anti-kickback statute. The hospital allegedly entered into improper financial
arrangements with 14 different physicians and physician groups to induce patient referrals.

Federal and State Partnership: Joint Audits of Medicaid

One of OIG’s major outreach initiatives has been to work more closely with State auditors in reviewing
the Medicaid program. To this end, a partnership plan was developed to foster joint reviews and provide
broader coverage of the Medicaid program. The partnership approach has been an overwhelming
success in ensuring more effective use of scarce audit resources by both the Federal and the State audit
sectors. To date, partnerships have been developed in 25 States.

Reports issued to date have resulted in identification of more than $263 million in Federal and State
savings and have led to joint recommendations for savings at the Federal and State levels, as well as
improvements in internal controls and computer system operations.

OIG Administrative Sanctions

During this reporting period, OIG administered 2,135 sanctions in the form of program exclusions or
administrative actions for alleged fraud or abuse or other activities that posed a risk to Federal health
care programs and their beneficiaries. A brief explanation of these sanction authorities can be found

in Appendix G.

Program Exclusions

During this reporting period, OIG excluded 2,111 individuals and entities from participating in the
Medicare and Medicaid programs and other federally sponsored health care programs. Most of the
exclusions resulted from convictions for crimes relating to Medicare or Medicaid, for patient abuse or
neglect, or as a result of license revocation. Examples include the following:

* Colorado — A certified nurse aide was excluded for 25 years based on his conviction for sexual
assault against a 77-year-old Alzheimer’s nursing home patient. The man was sentenced to serve
15 years to life in prison.

* Missouri — Two individuals were excluded based on their multiple convictions for abuse that took
place at a home for children with mental retardation. One individual was an emergency medical
technician who was sentenced to 12 years in prison and excluded for 20 years. The other individual
was a licensed practical nurse who was sentenced to g years in prison and excluded for 15 years.

* New York — A dentist’s license was revoked by the New York State Education Department after

he sexually assaulted numerous minor patients. Based on the action, OIG excluded the dentist for
an indefinite period.
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Civil Monetary Penalties

The Civil Monetary Penalties Law (CMPL) authorizes OIG to impose administrative penalties and
assessments against a person or entity that, among other reasons, submits claims to a Federal health care
program that the person or entity knows or should know are false or fraudulent. During this reporting
period, OIG collected $6.4 million in civil monetary penalties and assessments. For example:

* District of Columbia — MedStar Health Visiting Nurse Association, Inc., formerly known as The
Visiting Nurse Association of Washington, D.C., and its home office, Visiting Nurse Association,
Inc. (collectively, “MedStar VNA”), agreed to pay $1.36 million and enter into a g-year corporate
integrity agreement to resolve their liability under the CMPL. OIG alleged that MedStar VNA
submitted cost reports to the Medicare program for fiscal years ending in June 1998, 1999, and
2000 that contained claims that were false or fraudulent or that were not provided as claimed. In
particular, OIG’s investigation focused on fraud allegations that MedStar VNA failed to disclose
certain costs or provide documentation associated with related third parties in the relevant cost
reports. The settlement agreement included the resolution of nonfraudulent adjustments that
resulted in an outstanding Medicare overpayment for the fiscal year June 2000 cost report.

* Virginia — A practitioner agreed to pay $46,000 to resolve his hability under the CMPL for allegedly
violating the terms of his exclusion. OIG alleged that despite his exclusion, he sought and received
employment with a nonprofit provider of community-based physical disability, mental health, and
mental retardation services. The man allegedly served as the medical director for two of the facilities
that received reimbursements for items and services furnished or prescribed by him. OIG learned of
the alleged violation when the matter was self-disclosed by the practitioner’s employer.

Kickbacks

Individuals or entities that engage in unlawful referral or kickback schemes may be subject to criminal
penalties under the Federal health care anti-kickback statute, civil monetary penalties under OIG’s
CMPL authority, and/or program exclusion under OIG’s permissive exclusion authority. A description
of these enforcement authorities can be found in Appendix G. The following are examples of kickback
enforcement actions during this reporting period:

* Pennsylvania — Home Health Corporation of America (HHCA) agreed to pay $300,000 and enter
into a g-year integrity agreement to resolve its liability under the CMPL provisions applicable to
kickbacks. OIG alleged that from February 1997 through May 1998, HHCA made payments in the form
of loans, consulting fees, and monthly space rental payments to six physicians located in Pennsylvania
and Florida in exchange for their referral of Medicare beneficiaries requiring home health services

and/or durable medical equipment provided by HHCA and paid for by the Medicare program.

* Nebraska — A former hospital chief executive officer (CEO) agreed to pay $130,000 and to enter
into a 3-year integrity agreement to resolve his liability under the CMP provisions applicable to
kickbacks. OIG alleged that from September 1994 through October 1999, the former CEO provided
financial assistance to a physician in the form of bank loan guarantees; payment of consultant fees;
and the provision of discounted pharmaceuticals, biologicals, supplies, and medical equipment in
exchange for her referral of Medicare beneficiaries requiring cardiology care to the hospital. As a
result of the former CEO’s alleged conduct, he allegedly received annual bonuses that reflected, in
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part, the referrals made by the physician to the hospital. The hospital previously entered into a False
Claims Act settlement related to this conduct.

Patient Dumping

Of the total civil monetary penalties OIG collected between April 1 and September 30, 2005, $213,000
represents collections from nine hospitals under the Emergency Medical Treatment and Labor Act,
a statute designed to ensure patient access to appropriate emergency medical services. The following
are examples of settlements involving alleged violations of this statute:

* Alabama — Bessemer Carraway Medical Center - University of Alabama Medical West agreed to pay
$40,000 to resolve its CMP liability under the patient dumping statute. OIG alleged that Bessemer
failed to provide a complete medical screening examination for a female patient who presented to
Bessemer’s emergency department complaining of a fever and chills related to a kidney infection
that had lasted for 4 days. The patient was allegedly seen by the triage nurse, who took the patient’s
vital signs and allegedly concluded that the patient should be classified as nonurgent. The triage nurse
allegedly instructed the patient to go to the registration desk to pay $85. The patient allegedly left the
hospital and went to another hospital where she was admitted and treated with IV antibiotics.

* Louisiana — St. James Psychiatric Hospital, Inc., agreed to pay $30,000 to resolve its liability for
CMPs under the patient dumping statute. OIG alleged that the hospital failed to accept appropriate
transfers of two patients with psychiatric emergencies who needed the specialized capabilities of

the hospital.

Criminal and Civil Enforcement

One of the most common types of fraud perpetrated against Medicare, Medicaid, and other Federal health
care programs involves the filing of false claims for reimbursement. False claims may be pursued under the
civil False Claims Act and, in appropriate cases, under Federal and State criminal statutes. A description
of these enforcement authorities can be found in Appendix G. The successful resolution of these matters
often involves the combined investigative efforts and resources of OIG, Federal Bureau of Investigation,
Medicaid Fraud Control Units (MFCUs), and a variety of other law enforcement agencies.

OIG has the responsibility to assist the Department of Justice in bringing and settling cases under
the civil False Claims Act. Many providers elect to settle their cases prior to litigation. As part of
their settlements, providers often agree to enter integrity agreements with OIG to avoid exclusions
and to be permitted to continue participation in Medicare, Medicaid, and other Federal health care
programs. These agreements are monitored by OIG and require the providers to enhance existing
compliance programs or establish new ones. The compliance programs are designed, in part, to prevent
arecurrence of the underlying fraudulent activities.

In the fiscal year ending September 30, 2005, the Government negotiated $1.4 billion in civil and
administrative settlements related to Medicare, Medicaid, and other Federal health care programs.
Some of these successful settlements, as well as notable criminal enforcement actions, are described
below. Summaries are organized by the sector of the health care industry involved or by the nature
of the offense.
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Hospitals

* Alabama — HealthSouth Corporation, the nation’s largest provider of inpatient and outpatient
rehabilitation services, agreed to pay $325 million plus interest to resolve allegations of fraud related
to Medicare Parts A and B. The settlement resolved allegations of Medicare Part A cost report fraud
involving false entries on HealthSouth’s home office cost statements and unallowable expenses on
Medicare cost reports. The settlement also resolved allegations of Medicare Part B fraud concerning
false claims for outpatient physical therapy services. HealthSouth allegedly billed the Medicare
program for outpatient physical therapy services provided without a physician-certified plan of care,
physical therapy services not performed by licensed providers, and one-on-one physical therapy
when HealthSouth provided therapy services to more than one patient at a time.

In addition, HealthSouth entered into a 5-year corporate integrity agreement. Through a separate
settlement with CMS, the company also resolved outstanding administrative issues relating to
Medicare cost reports.

* Pennsylvania — Abington Memorial Hospital agreed to pay $4.2 million and enter a 5-year corporate
integrity agreement. Over a 9-year period, Abington allegedly submitted claims to Medicare for
clinical laboratory services that were unbundled, upcoded, and/or double billed. In addition to the
requirements of the corporate integrity agreement, the settlement agreement itself required the
hospital to implement other specific compliance provisions, including the obligation to hire a new
compliance team.

Home Health Agencies

¢ Minnesota — Intrepid USA Inc. agreed to pay $8 million and enter a §-year corporate integrity
agreement to resolve its liability for allegedly submitting false claims to Medicare, Medicaid,
TRICARE, and CHAMPUS between February 1997 and October 2004. Intrepid, a Minnesota-
based corporation, owns and operates home health care and supplemental medical staffing businesses
throughout the country. The Government alleged that Intrepid and certain affiliated entities
submitted claims for home health services that were not provided by a qualified person, lacked
physician orders and plans of care, lacked sufficient documentation of the patient’s homebound
status, lacked an Outcome Assessment and Information Set evaluation, and/or were improperly
coded. In addition, the Government alleged that during January 2002 through June 2003, Intrepid
submitted claims to Medicaid for home health services that were not provided.

* Louisiana — A former owner of a home health agency was sentenced to 27 months in prison and
ordered to pay $2 million in restitution and a $5o0,000 fine for defrauding the Medicare program.
As part of the scheme, he diverted employees’ pension funds and bonuses paid by Medicare for his
own personal use. Investigation revealed that Medicare funds were used to pay for lawn services at
his home and for personal travel expenses.

Medicare Contractors

* Pennsylvania — United Healthcare Insurance Company agreed to pay $3.5 million to resolve
allegations that the contractor defrauded the Medicare program from 1996 to 2000. The Government
alleged that United Healthcare’s telephone response unit mishandled beneficiary and provider phone
inquiries and falsely reported its performance information to CMS while under contract with CMS
as a regional carrier for durable medical equipment (DME) claims.

Fall 2005 Semiannual Report to Congress



Centers for Medicare & Medicaid Services | 21

Durable Medical Equipment Suppliers

* Texas — The owner of a DME company was sentenced to 41 months imprisonment and ordered to
pay $2.2 million in restitution for health care fraud and money laundering. As part of the scheme,
the man paid recruiters for locating Medicare patients and paid physicians for fraudulent certificates
of medical necessity (CMNs) and prescriptions for wheelchairs. Though Medicare was billed for
motorized wheelchairs, beneficiaries either never received wheelchairs at all or were provided with
much less expensive scooters.

* Oregon — A DME supplier and its owner were sentenced for charges related to paying business
associates to induce Medicare referrals. The company received reimbursements from Medicare for
wheelchairs and accessories, hospital beds, and enteral nutrition that were not medically necessary.
A $2 million settlement agreement was previously reached, resolving their liability for DME that
was allegedly either not provided or medically necessary and for allegedly using CMNs that were
false, fraudulently obtained, or forged.

Prescription Drugs

* Virginia — A physician specializing in pain management was sentenced to 25 years imprisonment
and ordered to pay a $1 million fine for his conviction on illegal drug distribution charges. The
physician was convicted following a 6-week jury trial on numerous charges of illegal drug distribution,
including conspiracy to distribute controlled substances, and charges relating to drug trafficking
that resulted in one death and serious bodily injury to others. The physician was also convicted for
abusing a position of public and private trust and using a special skill in facilitating the commission
and concealment of the offense. During the trial, the Government demonstrated that the physician
knew his patients were selling and distributing the prescribed medications, including OxyContin.
The physician performed perfunctory exams on patients then facilitated the patients” demand for
excessive amounts of controlled substances. A narcotic drug approved for the treatment of moderate
to severe pain, OxyContin is covered under the Virginia Medicaid program.

Nursing Homes

* Connecticut — Hillcrest Healthcare, Inc., agreed to pay $750,000 to resolve its liability for
the alleged failure to adequately oversee the management operations of the nursing home. The
Government alleged that the nursing home submitted claims to Medicare and Medicaid from
January 2002 through July 2004 for skilled nursing services provided to 22 beneficiaries that were
not rendered in accordance with applicable laws, regulations, or rules, or were so inadequate as
to constitute services that are not reimbursable under Medicare or Medicaid. Prior to the civil
settlement, the State of Connecticut required Hillcrest to surrender its nursing home license, sell
the facility, and pay a $200,000 penalty. In addition, Hillcrest pled nolo contendere in January 2005
to second-degree manslaughter involving the death of a beneficiary and was ordered to pay a $10,000
fine.

* District of Columbia — An owner of a nursing agency was sentenced to 15 months incarceration
and ordered to pay $74,000 in restitution for health care fraud. Beginning in January 2000, the
woman engaged in a scheme to defraud Medicare and Medicaid by placing Certified Nurses Aides
(CNAs) who she knew were not qualified or certified to work in various nursing facilities within the
District of Columbia. The owner was able to accomplish her scheme by providing false and fictitious
CNA registration cards.
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Clinics

* Washington — Seattle Cancer Treatment and Wellness Center (SCTWC), an affiliate of
Cancer Treatment Centers of America, agreed to pay $S478,000 and enter a §-year corporate
integrity agreement. SCTWC specializes in combining conventional oncology treatment with
nonconventional medical treatments such as massage, acupuncture, and herbal medicine. The
Government alleged that SCTWC submitted improper claims to Medicare and TRICARE for
upcoded evaluation and management services and billed take-home oncology drugs as if they were
physician administered.

Practitioners

* Massachusetts — An endocrinologist agreed to pay $447,000 and enter a g-year integrity agreement
for allegedly submitting false claims to Medicare between January 1998 and December 2003. The
Government alleged that the endocrinologist improperly billed cholesterol measurement services
and also billed office visits as consultations and routine blood draws as critical care blood draws.

* Tennessee — A licensed social worker was sentenced to 6 months in jail and ordered to pay $45,000
in restitution for health care fraud and false statements. The social worker administered a weekly
program for a non-profit community mental health center. Though the program ended in 1999,
the woman began to submit fraudulent claims to Medicare, Medicaid and TennCare for monthly
and/or weekly individual psychotherapy services which were not provided for patients of the center.
The center agreed to pay $493,000 plus interest and enter a g-year certification of compliance
agreement to resolve its liability in the matter which it self-disclosed to OIG.

Medicaid Fraud Control Units

Currently, 48 States and the District of Columbia have Medicaid Fraud Control Units (MFCUs), which
investigate and prosecute or refer for prosecution providers charged with defrauding the Medicaid
program or abusing, neglecting, or financially exploiting beneficiaries in Medicaid-sponsored facilities.
In FY 2004, OIG provided oversight for and administration of approximately S131 million in Federal
grant awards to the units. In FY 2005, OIG provided oversight for and administration of approximately
$149 million in Federal grant funds.

An example of a case worked jointly by OIG with the MFCU during this semiannual period follows:

* South Dakota — A retail pharmacy owner was ordered to pay $83,000 in restitution for diverting
pharmaceuticals from a nonprofit hospital. The owner used the illegally received pharmaceuticals to
fill prescriptions for Medicaid patients. In November 2004, the pharmacy owner signed a stipulation
and agreement with the South Dakota MFCU through which he agreed to pay $9,000, the amount
of unjust Medicaid reimbursements. This investigation involved OIG, the South Dakota MFCU,
and the Food and Drug Administration.
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Public Health Agencies

The activities conducted and supported by HHS public health agencies represent this country’s primary
defense against acute and chronic diseases and disabilities. These programs provide the foundation for
the Nation’s efforts in promoting and enhancing the continued good health of the American people.

* Public health agencies within the Department include:

* National Institutes of Health (NIH)

* Food and Drug Administration (FDA)

* Centers for Disease Control and Prevention (CDC)

* Health Resources and Services Administration (HRSA)

* Indian Health Service (IHS)

* Agency for Toxic Substances and Disease Registry (ATSDR)

* Agency for Healthcare Research and Quality (AHRQ)

* Substance Abuse and Mental Health Services Administration (SAMHSA)

OIG continues to examine the policies and procedures of these agencies to determine whether
appropriate controls are in place to guard against fraud, waste, and abuse. These activities include
preaward and recipient capability audits and evaluations. This oversight work has provided valuable
recommendations to program managers for strengthening the integrity of agency policies and
procedures and improving program performance.
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Public Health Agency-Related Reports

Outside Activities of Senior-Level National Institutes of Health Employees

OIG identified several vulnerabilities that inhibit National Institutes of Health’s (NIH) ability to
effectively review outside activities of senior-level employees. Departmental employees are allowed,
with approval, to work privately with non-Federal entities on their personal time through outside
activities. However, these activities must not conflict with employees’ official duties. Although outside
activities can offer many benefits, they can potentially create real or apparent conflicts of interest for
employees. Between 2001 and 2003, 40 percent of NIH senior-level employees received approval for
319 outside activities. About half of these outside activities involved teaching or consulting and most
were compensated. Vulnerabilities noted by OIG include the finding that employees submitted limited
information regarding their outside activities. There are also several problems in the review process
itself, such as approvals after the start date, limited use of written recusals, and inadequate followup
of ongoing outside activities. To address these vulnerabilities, OIG recommended that NIH improve
the quality and extent of information it receives about outside activities, and address inadequacies in
the review process for outside activities. NIH concurred with the findings and recommendations.
(OEI-o1-04-00150)

Credentialing and Privileging at Indian Health Service Hospitals

Industry-wide standards and Indian Health Service (IHS) policy require credentialing and privileging
reviews of medical practitioners, and the Indian Child Protection and Family Violence Prevention
Act requires background investigations of all IHS employees and contractors. Concluding a series of
reviews requested by IHS, OIG issued reports on two IHS-operated hospitals in Montana:

* One hospital did not verify the credentials of three-quarters of the sampled practitioners before they
provided patient care, did not issue current privileges for 20 percent, and did not have information
indicating that it had requested background investigations for 55 percent of practitioners.

(A-07-03-00159)

¢ Another hospital did not verify the credentials of 55 percent of the sampled practitioners before they
provided patient care, did not issue current privileges for 6 percent, and did not have information
indicating that it had requested background investigations for 52 percent of practitioners.
(A-07-03-001§2)

OIG recommended that THS direct both hospitals to complete credentialing and privileging reviews
in a timely manner and to initiate the required background investigations for their practitioners.
[HS stated that all recommended corrective actions had been taken.

Federal Efforts to Address Child Abuse and Sexual Abuse Reporting Requirements for Title X
Grantees

Prompted by a congressional request, OIG studied whether and how the Office of Population Affairs
(OPA) informs its Title X Family Planning program grantees of their obligations under State laws
requiring the reporting of child abuse, child molestation, sexual abuse, rape (including statutory
rape), and incest for Title X grantees. OIG also reviewed how OPA monitors its grantees regarding

these requirements.

Fall 2005 Semiannual Report to Congress



Public Health Agencies | 25

OIG found that OPA informed and periodically reminded Title X grantees of their responsibilities
regarding State child abuse and sexual abuse reporting requirements. Furthermore, OPA included
State reporting requirements in its reviews and site visits of grantees. (OEl-02-03-00§30)

The Centers for Disease Control and Prevention’s Management of HIV/AIDS Grants

The Centers for Disease Control and Prevention’s (CDC) management of HIV/AIDS prevention grants
during FYs 1999 through 2003 did not always comply with Federal requirements. OIG’s review of
CDC records on 15 grants — including 5 grants to State agencies and 10 grants to community-
based organizations — identified deficiencies in the preaward, award, and postaward phases of grants
management. The deficiencies existed because CDC management had not provided appropriate
guidance to employees; the guidance in CDC’s grants manual was not always consistent with laws,
regulations, and departmental policies.

Given the extent of deficiencies identified, OIG concluded that CDC could not ensure that its grants
management operations provided appropriate direction to and oversight of HIV/AIDS prevention
grantees. Following the audit fieldwork, CDC rescinded the agency’s grants manual and adopted an
HHS-wide policy manual. (A-04-03-08011)

Hospital Bioterrorism Surge Capacity: Status of Early Implementation

In response to the fall 2001 terrorist attacks, Health Resources and Services Administration (HRSA)
established the National Bioterrorism Hospital Preparedness Program Cooperative Agreement. The
agreement includes critical benchmarks to increase hospital surge capacity in the event of another
attack. As of spring 2004, OIG measured State achievement of surge capacity critical benchmarks
based on State program officials’ self-assessments gathered during site visits and telephone interviews.
Of the jo States, the District of Columbia, and the 3 municipalities OIG reviewed, go reported
shortcomings in meeting the critical benchmarks. OIG also concluded that the failure to meet even
one critical benchmark could undermine a hospital’s ability to achieve overall surge capacity. To the
extent that the barriers identified in this report still exist, HRSA can assist States in achieving hospital
surge capacities by appropriately focusing future years’ Cooperative Agreement guidance on those
barriers. In addition, this report could help HRSA project officers better assist States by understanding
the barriers individual States face in developing surge capacities. (OEI-04-03-00500)

Health Education Assistance Loan Defaults
Through the Health Education Assistance Loan (HEAL) program, HRSA guarantees commercial
loans to students seeking education in health-related fields of study. The students are allowed to defer
repayment of these loans until after they have graduated and begun to earn an income. Although the
Department’s Program Support Center (PSC) takes all steps it can to ensure repayment, there are
loan recipients who ignore their indebtedness.

After PSC has exhausted efforts to secure repayment of a debt, it declares the individual in default.
Thereafter, the Social Security Act permits, and in some instances mandates, exclusion from Medicare,
Medicaid, and all Federal health care programs for nonpayment of these loans. Exclusion means that
the individual may not receive reimbursement under these programs for professional services rendered.

During the period covered by this report, 26 individuals and related entities were excluded as a result
of PSC referral of their cases to OIG.
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Individuals who have been excluded as a result of default may enter into settlement agreements,
whereby the exclusion is stayed while they pay specified amounts each month to satisfy the debt. If
they default on these settlement agreements, the individuals can then be excluded until the entire debt
is repaid and cannot appeal these exclusions. Some health professionals, upon being notified of their
exclusion, immediately repay their HEAL debts.

After being excluded for nonpayment of their HEAL debts, a total of 1,939 individuals have taken
advantage of the opportunity to enter into settlement agreements or completely repay their debts. This
figure includes the 47 individuals who have entered into such a settlement agreement or completely
repaid their debts during this reporting period. The amount of money being repaid through settlement
agreements or through complete repayment totals $139.9 million. Of that amount, $3.2 million is
attributable to this reporting period.

In the following examples, each individual entered into a settlement agreement to repay the amount
indicated:

* A California chiropractor —$224,000
* A Colorado dentist — S155,000
* A Forida chiropractor — 110,000

Public Health-Related Investigations
OIG also investigates allegations involving improper use of HHS grant funds. The following are
examples of cases resolved during this reporting period:

* Maryland — Harlan Sprague Dawley, Inc. (HSD), agreed to pay $7.2 million plus interest to resolve
its liability for allegedly supplying researchers with genetically nonconforming lab mice. HSD, an
Indiana-based supplier of laboratory rodents, was under two contracts with the National Institute on
Aging, an institute within the National Institutes of Health, to supply rodents with certain genetic
characteristics for use in age related research. The Government alleged that the Cg7 breeder mice
HSD provided did not conform to the known Cys7 genetic profile. This called into question the
genetic integrity of mice used for the two contracts and, in some cases, the validity of the age-related
studies performed by researchers.

* Alabama — The University of Alabama at Birmingham (UAB) and its related parties agreed to
pay $3.4 million to resolve allegations concerning an NIH grant. The Government alleged that
UAB misrepresented the amount of time to be spent by researchers on grant work and that UAB
double-billed Medicare for medical services that were also paid through the grant. The agreement
also requires UAB to submit a detailed compliance certification to OIG for a term of 3 years.
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* Pennsylvania — The University of Pennsylvania (Penn), Children’s National Medical Center
(CNMC), and three physician researchers entered into settlement agreements to resolve their
liability for allegedly engaging in grant fraud in the course of conducting NIH- and FDA-funded
clinical research on an investigational drug to treat a certain enzyme deficiency. As part of these
settlements, Penn and CNMC agreed to pay $517,000 and $515,000, respectively. The three physician
researchers agreed to substantial compliance obligations including training and the appointment of
a medical monitor. Among other allegations, the Government contended that adverse reactions of
patients were not reported, that the study continued when it should have been terminated, and that
one patient died during the course of the research.

* Massachusetts — A former medical student was sentenced to 364 days in prison and ordered to
pay $304,000 in restitution on charges of loan and scholarship fraud. Originally in the United States
on a student visa that later expired, the man used a false identity to obtain a bachelor’s degree and
a medical degree using federally guaranteed loans and scholarships including a scholarship from
the HHS’s Scholarships for Disadvantaged Students (SDS) program. SDS provides scholarships to
full-time, financially needy students from disadvantaged backgrounds who are enrolled in health
professions and nursing programs.
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Administration for Children and Families
and Administration on Aging

The Administration for Children and Families (ACF) provides direction and funding for programs
designed to promote stability, economic security, responsibility, and self-support for the Nation’s
families. Some of the major programs include Temporary Assistance for Needy Families (TANF), Child
Support Enforcement, Foster Care, Family Preservation and Support, Head Start, and the Child Care
and Development Block Grant. OIG reviews of these programs focus on ways to increase the efficient
use of program dollars; to more effectively implement programs; to better coordinate programs among
the Federal, State, and local governments; and to strengthen States’ financial management practices.

The Administration on Aging (AoA) awards grants to States for establishing comprehensive community-
based systems that assist the elderly in maintaining their independence and in remaining in their homes
as long as possible. Socially and economically disadvantaged elderly and low-income minority elderly
are targeted for assistance, including supportive and nutrition services, education and training, low-
cost transportation, and health promotion. OIG has reported opportunities for program improvements
to target the neediest for services, expand available financial resources, upgrade data collection and
reporting, and enhance program oversight.
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Administration for Children and Families-Related Reports

Ability of Noncustodial Parents To Contribute Toward Medicaid Costs

This eight-State review found that States could reduce State and Federal Medicaid costs by increasing
the number of noncustodial parents who provide medical support for their children pursuant to Title
IV-D. For the 1-year period tested, 27 percent of Title IV-D children who were enrolled in Medicaid
had noncustodial parents who were financially able to contribute toward their children’s Medicaid
costs. These noncustodial parents could contribute an estimated $99 million of the Medicaid costs for
the Title IV-D children reviewed in the eight States.

OIG recommended that ACF and CMS (1) provide specific guidance to States on collecting Medicaid
costs from noncustodial parents who have the financial ability to pay and who do not have affordable
employer-sponsored health coverage available, (2) clarify third-party liability regulations to assist
State Medicaid agencies in coordinating with State Title [V-D agencies to collect Medicaid costs from
noncustodial parents with medical support orders, and (3) seek legislation that would allow States
to accumulate medical support payments to offset Medicaid fee-for-service costs for a reasonable
period. The agencies generally agreed, though CMS believed that existing regulations and guidance
provided sufficient authority for State Medicaid agencies to coordinate with State Title IV-D agencies.
(A-or1-03-02501)

Ability of Noncustodial Parents To Contribute Toward State Children’s Health Insurance
Program Costs

In this eight-State review, OIG estimated that 425,752 uninsured children whose noncustodial parents
were unable to provide court-ordered medical support would have been eligible to receive State
Children’s Health Insurance Program (SCHIP) benefits during the audit period if no other health
insurance had been available. An estimated 228,907 of these children had noncustodial parents who
could have contributed $130 million toward the $214 million in costs that would have been incurred
if the children had been enrolled. OIG also determined that 120,356 Title IV-D children received
SCHIP benefits during the audit period. An estimated 34,066 of these children had noncustodial
parents who could have contributed $14 million toward the $22 million in SCHIP premiums paid on

behalf of their children.

OIG recommended that CMS issue program guidance to advise States of their authorities under Federal
law to collect SCHIP costs from noncustodial parents and determine whether additional Federal funds
are needed to assist States in interfacing their Title IV- D and SCHIP databases and in implementing
a process to collect SCHIP costs from noncustodial parents and, as appropriate, provide such funds.
CMS did not believe that formal guidance was necessary but agreed to informally alert States of their
authority to collect SCHIP costs. CMS also commented that States already have the ability, under their
ro-percent administrative SCHIP cap, to build the necessary infrastructure. (A-o1-03-02502)

Children’s Use of Health Care Services While in Foster Care: New York

OIG assessed whether sampled New York children in foster care have Medicaid coverage and are
receiving health care services. OIG found that all 5o children in the sample have Medicaid coverage and
access to health care services. However, many foster caregivers said they are not taught how to navigate
the Medicaid system, in that they are not given an explanation of covered services or a schedule of

Fall 2005 Semiannual Report to Congress



Administration for Children and Families and Administration on Aging | 31

necessary doctors’ appointments. As examples, 21 caregivers had not heard of Medicaid’s Early and
Periodic Screening, Diagnosis, and Treatment (EPSDT) program, which requires each State to make
preventive and follow-up care available to children receiving Medicaid, and 28 caregivers reported that
they did not receive important information about their children’s medical history.

OIG recommended that ACF and CMS work with New York to further promote access by addressing the
caregivers’ limited knowledge of Medicaid and the EPSDT. CMS concurred. OIG also recommended
that ACF help the State ensure that the most complete medical histories are shared with the children’s
caregivers. ACF noted that New York’s Program Improvement Plan contains action steps that address
the gathering of medical information and the physical and mental health needs of children served by
New York’s child welfare system. (OEI-02-00-00362)

Adoption Assistance Payments in Maine

The adoption assistance program helps States to encourage the adoption of hard-to-place children. The
Federal Government shares in the cost of adoption assistance maintenance payments for children who
meet Federal eligibility requirements. The maintenance payments are based on a daily rate that varies
depending on whether a child has special needs.

Maine did not consistently comply with Federal eligibility requirements in claiming adoption assistance
maintenance payments during State FYs 2001 through 2003. For example, the State did not, in all
cases, meet program income eligibility requirements or satisty judicial determination requirements
demonstrating that continuation in the home would be contrary to the child’s welfare. As a result, the
State claimed $4.2 million (Federal share) in unallowable payments.

OIG recommended that the State make financial adjustments and claim future adoption assistance
payments only for children meeting Federal eligibility requirements. The State concurred with the
recommendations. (A-o1-04-02503)

Title IV-E Administrative and Training Costs in Delaware

Title IV-E of the Social Security Act, asamended, authorizes Federal funds for States to provide foster care
and adoption assistance for children. ACF provides funding at a o-percent rate for State administrative
expenditures and at an enhanced 75-percent rate for certain State training expenditures.

In this report, OIG expressed concerns about the allowability of $6.2 million in Federal funding that
Delaware claimed for administrative and training costs. The State allocated to the Title IV-E program
a disproportionate share of costs for case management of Title IV-E candidates and used incorrect
salaries to allocate costs to the claim. Also, contrary to Federal regulations, the State claimed indirect
costs at the enhanced 75-percent Federal funding rate rather than the allowable go-percent rate.

OIG recommended that the State make financial adjustments, improve its cost allocation plan, and
strengthen its procedures. The State concurred with the recommendations. (A-03-03-00562)

Performance Data for Senior Medicare Patrol Projects

Senior Medicare Patrol Projects receive grants from AoA to recruit retired professionals to serve as
educators and resources in assisting Medicare beneficiaries to detect and report fraud, waste, and
abuse in the Medicare program. This report aimed to track performance data, perform comparative
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data analysis, and verify documentation of overpayments recovered as a result of these projects. From
July through December 2004, the 57 projects in operation educated over 179,600 beneficiaries in
over 79,700 group training sessions and one-on-one sessions. As a result of these educational efforts,
the projects received over 6,300 complaints, of which 559 were referred to Medicare contractors for
followup. A total of 328 complaints resulted in money recouped to Medicare or other action taken,
for a total of over $27,200 recouped to the program. In addition, OIG documented savings of over
$149,100 to individuals, $17,100 to Medicaid, and $9,300 to beneficiaries. (OEI-02-04-00361)

Undistributable Child Support Collections in lllinois

ACF’s Office of Child Support Enforcement (OCSE) requires States to offset Child Support Enforcement
program costs by recognizing and reporting program income from undistributable child support
collections and interest earned on program funds. OIG found that Illinois did not report program
income for almost $1.7 million in undistributable child support collections for the quarters ended
December 1998 through December 2003. Illinois stated that it did not report this income because it
was unaware of the reporting requirement. In addition, OIG was unable to determine the Federal
program income portion of more than $1.7 million in outstanding Cook County child support checks
because data on the check register were insufficient to link checks to child support cases.

OIG recommended that Illinois make financial adjustments, work with OCSE to negotiate the Federal
share of program income for the outstanding child support checks, and improve its procedures. Illinois
agreed with most of the recommendations. (A-o5-04-00039)

Child Support Enforcement

The detection, investigation, and prosecution of noncustodial parents who fail to pay court-ordered
child support is a priority for OIG. Working with the OCSE, the Department of Justice, U.S.
Attorneys’ Offices, U.S. Marshals Service, and other Federal, State, and local partners, OIG develops
ways to expedite the collection of child support. Since 1995, OIG has opened 2,986 investigations of
child support cases nationwide, which have resulted in 1,106 convictions and court-ordered restitution
and settlements of $57 million.

Task Forces

In 1998, OIG and OCSE initiated “Project Save Our Children,” a child support initiative made up of
multiagency, multijurisdictional investigative task forces for child support enforcement. The task forces
are designed to identify, investigate, and prosecute egregious criminal nonsupport cases on both the
Federal and State levels by coordinating law enforcement, criminal justice, and child support office
resources. See the child support task forces table below.
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Task Force Table
Task Force Regions Task Force Headquarters Task Force States

Great Plains Topeka, Kansas Iowa, Kansas, Missouri, Nebraska, North
Dakota, South Dakota

Mid-Atlantic Baltimore, Maryland Delaware, District of Columbia, Maryland,
Pennsylvania, Virginia, West Virginia

Midwest Columbus, Ohio Mlinois, Indiana, Michigan, Minnesota, Ohio,
Wisconsin

New England Boston, Massachusetts Connecticut, Maine, Massachusetts, New
Hampshire, Rhode Island, Vermont

Northeast New York, New York New Jersey, New York, Puerto Rico, Virgin
Islands

Pacific North Olympia, Washington Alaska, Idaho, Oregon, Washington

Rocky Mountains Denver, Colorado Colorado, Montana, Utah, Wyoming

Southeast Atlanta, Georgia Alabama, Florida, Georgia, Kentucky, North
Carolina, South Carolina, Tennessee

Southwest Dallas, Texas Arkansas, Louisiana, Mississippi,
New Mexico, Oklahoma, Texas

West Coast Sacramento, California Arizona, California, Hawaii, Nevada

Central to the task forces are the screening units located in each task force region and staffed by
investigative analysts from OIG and OCSE. The units receive child support cases from the States,
conduct preinvestigative analyses of these cases through the use of databases, and then forward the
cases to the investigative task force units, where they are assigned and investigated. The task force
approach streamlines the process by which the cases best suited for criminal prosecution are identified,
investigated, and resolved.

At this point, the task force units have received over 9,030 cases from the States. As a result of the work
of the task forces, 550 Federal arrests have been executed and 529 individuals sentenced. The total
ordered amount of restitution related to Federal investigations is $25.4 million. There have been 366
arrests at the State level and 343 convictions or civil adjudications to date, resulting in $18.2 million
in restitution being ordered.

Investigations

OIG investigations of child support cases, nationwide, resulted in 63 convictions and court-ordered
restitution and settlements of $3.6 million during this semiannual period. Examples of the Federal
arrests, convictions, and sentences for failure to pay child support include the following:

* New Jersey — A man was sentenced to 24 months’ incarceration, 1 year of probation and ordered

to pay $145,000 in restitution for failure to pay child support. The man, who holds a master’s degree
in electrical engineering, was found guilty at the conclusion of his jury trial.
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* Ohio — A man was sentenced to g years’ probation and ordered to pay $52,000 in restitution for
failure to pay child support. In 1988, the man was ordered to pay support for his three children. He
made sporadic payments until May 1997 at which time he stopped paying completely. As part of his
probation, he was ordered to participate in a drug treatment program for 3 years.

* Florida — A man was sentenced to g years’ probation and ordered to pay $47,000 in restitution
for failure to pay child support. Since 1986, the man made only two support payments for his two
children who are now emancipated. A fugitive from justice for years, the man was arrested in
Tennessee and extradited back to Florida in 2004. As part of his sentence, the man was ordered to
enroll in an alcohol treatment program.

* South Dakota — A man was sentenced to g years’ probation and ordered to pay $6,000 for failure to
pay child support; prior to sentencing, he paid $19,000. The man used numerous alias names, Social
Security numbers, and dates of birth to avoid paying child support. In a bankruptcy proceeding,
which was revealed during the investigation, the man listed himself as the owner of a California-
based company with assets of over S15 million.
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General Oversight

The Office of the Assistant Secretary for Budget, Technology and Finance (ASBTF) is responsible for
developing and executing the Department of Health and Human Services (HHS) budget; ensuring that
HHS performance measurement and reporting are in compliance with the Government Performance and
Results Act; establishing and monitoring departmental policy for financial management (including debt
collection, audit resolution, cost policy, and financial reporting); and developing and monitoring HHS
information technology policy (including information technology security). The Assistant Secretary is
the Department’s Chief Financial Officer and oversees the Department’s Chief Information Officer.
The Department also has the responsibility, by virtue of the magnitude of its funding, to negotiate the
payment rates and methods that many outside entities, such as State and local governments, charge for
administering HHS and other Federal programs.

The Office of the Assistant Secretary for Administration and Management (ASAM) is responsible
for HHS policies regarding human resources, grants, and acquisition management. This office also
oversees the Program Support Center, which provides a range of administrative services, such as
human resources, financial management, and administrative operations.

OIG has general oversight responsibility for these activities. A related major responsibility derives
from Office of Management and Budget Circular A-133, under which HHS is the cognizant agency to
audit the majority of Federal funds awarded to major research schools and State and local government
cost allocation plans. OIG also oversees the work of non-Federal auditors of Federal money at some
6,700 entities, such as community health centers and Head Start grantees, as well as at State and local
governments, colleges and universities, and other nonprofit organizations. OIG also is responsible for
auditing the Department’s financial statements.

OIG reviews audits, inspections, and studies performed by others, such as the Office of Management
and Budget’s Program Assessment and Rating Tool and reports of the Government Accountability
Office. It takes these studies into account when planning its own work and examines management
actions designed to correct the deficiencies cited in these prior studies.
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Non-Federal Audits

OMB Circular A-133 establishes audit requirements for State and local governments, colleges and
universities, and nonprofit organizations receiving Federal awards. Under this circular, covered entities
are required to have an annual organization-wide audit of all Federal money they receive. These audits
are conducted by non-Federal auditors, such as public accounting firms and State auditors. OIG reviews
the quality of these audits and assesses the adequacy of the entity’s management of Federal funds. In
the second half of FY 2005, OIG’s National External Audit Review Center reviewed 977 reports that
covered $1.2 trillion in audited costs. Federal dollars covered by these audits totaled $423.4 billion,
about $189.9 billion of which was HHS money.

OIG’s oversight of non-Federal audit activity informs Department managers about the soundness of
management of Federal programs and identifies any significant areas of internal control weakness,
noncompliance, and questioned costs that require formal resolution by Federal officials. OIG identifies
entities for high-risk monitoring, alerts program officials to any trends that could indicate problems in
HHS programs, and profiles non-Federal audit findings of a particular program or activity over time
to identify systemic problems. OIG also provides training and technical assistance to grantees and the
auditing profession.

OIG maintains a quality control review process to assess the quality of the non-Federal reports received
and the audit work that supports selected reports. The non-Federal audit reports reviewed and issued
during this reporting period are categorized in the box below:

Reports issued:
Without changes or with minor changes 829
With major changes 110
With significant inadequacies 38
Total: E

The 977 reports included recommendations for HHS program officials to take action on cost recoveries
totaling $1.3 billion, as well as 4,049 recommendations for improving management operations. In
addition, these audit reports provided information for 84 special memorandums that identified
concerns for increased monitoring by departmental management.

Resolving Recommendations

The following tables are provided in accordance with section s of the Inspector General Act and
indicate the dollar value of actions taken on OIG’s recommendations.
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Table 1: Reports with Questioned Costs*

Reports

Number of

Dollar Value
Questioned

General Oversight | 37

Dollar Value
Unsupported

Section 1

For which no management decision 729 $2,289,132,000 $299,806,000

had been made by the beginning of the

reporting period’

Issued during the reporting period 66 $733,742,000 $85,379,000
Total Section 1 795 $3,022,874,000 $385,185,000

Section 2

For which a management decision was
made during the reporting periodz’3

Disallowed costs

430 $952,435,000 S122,888,000
Costs not disallowed 63 $30,477,000 $128,000
Total Section 2 493 $982,912,000 S123,016,000

Section 3

For which no management decision had
been made by the end of the reporting
period

Total Section 1
minus Total Section 2

$2,039,962,000

$262,169,000

For which no management decision was
4

made within 6 months of issuance

230

$1,312,335,000

$131,233,500

* Details concerning footnotes can be found in Appendix D.
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Table 2: Funds Recommended to be Put to Better Use*

Reports

Number of
Reports

Dollar Value

Section 1

For which no management decision had been made by the 59 $7,331,320,000

beginning of the reporting period’

Issued during the reporting period 6 $72,665,000
Total Section 1 65 $7,403,985,000

Section 2

For which a management decision was made during the
reporting period

Value of recommendations that were agreed to
by management

Based on proposed management action 23 $6,439,478,000
Based on proposed legislative action
Value of recommendations that were not agreed to
by management 3 S14,357,000
Total Section 2 26| S$6,453,835,000

Section 3

For which no management decision had been made by the
end of the reporting period2

Total Section 1 minus Total Section 2

S950,150,000

* Details concerning footnotes can be found in Appendix D.
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Legislative and Regulatory Review and Development

Regulatory Review Functions

Section 4(a) of the Inspector General Act of 1978 requires that the Inspector General review existing
and proposed legislation and regulations and make recommendations in this report concerning the
impact on the economy and efficiency of the administration of the Department’s programs and on
the prevention of fraud and abuse. In reviewing regulations and legislative proposals, OIG uses as the
primary basis for its comments the audits, inspections, investigations, and other activities highlighted
in this and previous semiannual reports.

During the fiscal year 2005 reporting period, OIG was involved in the review and clearance of the
implementing regulations resulting from the various Medicare Prescription Drug, Improvement, and
Modernization Act of 2003 (MMA) provisions. OIG took part in the multiple review and submittal of
substantial comments and recommendations relating to potential fraud and abuse issues in conjunction
with implementation of the regulations for the Medicare Part D Prescription Drug Benefit, establishment
of the Medicare Advantage program, and e-prescribing standards for the prescription drug program.
OIG’s general concerns have been with reviewing vulnerabilities and ensuring OIG’s ability to conduct
effective oversight.

Regulatory Development

OIG is responsible for the development and publication of a variety of sanction regulations addressing
civil money penalty and program exclusion authorities administered by the Inspector General, as well
as regulations promulgating safe harbors related to the anti-kickback statute. During this semiannual

reporting period, OIG:

* Published final regulations addressing OIG’s authority to impose civil money penalties against
endorsed sponsors under the Medicare prescription drug discount card program that knowingly
engage in false or misleading marketing practices, overcharge program enrollees, or misuse
transitional assistance funds.

* Finalized and published revised Healthcare Integrity and Protection Data Bank regulations addressing
data collection reporting requirements. The rule specifically clarified the types of personal numeric
identifiers that may be reported to the data bank in connection with adverse actions.

* Developed and published proposed rulemaking in accordance with section 431 of MMA establishing
regulatory standards for a new safe harbor under the Federal anti-kickback statute for certain goods,
items, services, donations, and loans provided by individuals and entities to certain health centers
funded under section 330 of the Public Health Service Act.

* Inaccordance with the Public Health Security and Bioterrorism Preparedness and Response Act of
2002, published revised final regulations addressing OIG’s authority to impose civil money penalties
against any individual or other person involved in the possession, use, and transfer of prohibited
select agents and toxins as set forth in 42 CFR part 73.
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* Prepared and published a corrections amendment to the Healthcare Integrity and Protection Data
Bank regulations in 4§ CFR part 61 to clarify the existing definition for the term “any other negative
action or ﬁnding.”

In addition, during fiscal year 2005, OIG continued to develop and publish a number of Federal
Register notices that serve to reflect OIG policy and procedures with regard to compliance program
guidance and other OIG administrative matters. During this semiannual period, OIG:

* Developed and published final Supplemental Compliance Program Guidance for Hospitals that
provided voluntary guidelines to assist hospitals and hospital systems in identifying significant risk
areas and in evaluating and, as necessary, refining ongoing compliance efforts.

* Inaccordance with section 205 of the Health Insurance Portability and Accountability Act, published
the OIG annual notice soliciting proposals and recommendations for developing new and modifying
existing safe harbor provisions under the Federal anti-kickback statute, as well as developing new
OIG Special Fraud Alerts.

* Developed and published a Federal Register notice setting forth specific revisions to Part A, Chapter
AF of OIG’s Statement of Organization, Functions, and Delegations of Authority. The revised
organizational statement reflects a recent realignment of certain functions for carrying out the
statutory requirements for operating OIG.

Employee Fraud and Misconduct

Most individuals employed by HHS are dedicated, honest civil servants. Occasionally, however,
individuals violate their ethical and fiduciary responsibilities. OIG conducts or oversees investigations
of serious allegations of wrongdoing by Department employees. For example:

* Arizona — A former Indian Health Service employee was sentenced to concurrent terms of 5 years
in prison for theft and 3 years in prison for forgery and ordered to pay $770,000 in restitution.
During a s-year period, the long-time Federal employee deposited State Medicaid program insurance
checks made payable to IHS into his personal bank account.

Prosecutions

During this semiannual reporting period, OIG investigations resulted in 279 successful criminal
actions. Also during this semiannual period, 780 cases were presented for criminal prosecution to
the Department of Justice and, in some instances, to State and local prosecutors. Criminal charges
were brought by prosecutors against 350 individuals and entities.

In addition to terms of imprisonment and probation imposed in the judicial processes, $522 million

was ordered to be returned or returned as a result of OIG investigations during this reporting period.
Civil settlements from investigations resulting from audit ﬁndings are included in this ﬁgure.
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Savings Achieved Through Policy and Procedural Changes
Resulting From Audits, Investigations, and Inspections April 1 Through

September 30, 2005

The following schedule highlights savings resulting from Office of Inspector General (OIG) efforts to
prevent unnecessary obligations for expenditures of Federal funds or to improve agency systems and
operations. These achievements depend greatly on the contributions of others, such as partners within
the Department. The amounts shown represent funds or resources that will be available for better use
as a result of documented measures taken by Congress or by management in response to OIG audits,
investigations, and inspections, including actual reductions in unnecessary budget outlays; deobligations of
funds; reductions in costs incurred or preaward grant reductions from agency programs or operations; and
reduction and/or withdrawal of the Federal portion of interest subsidy costs on loans or loan guarantees,
insurance, or bonds.

Legislative savings are annualized amounts based on Congressional Budget Office (CBO) fiscal year estimates
for the related legislation. OIG calculates annualized administrative savings based on departmental figures,
where available, for the year in which the change is effected or for multiple years, if applicable. The savings
listed on the table below represent approximately one-half of the annualized savings.

Total savings from these sources were nearly $16.686 billion ($16,685,700,000) for this semiannual

period.
Savings
OIG Recommendation Implementing Action (millions)
CENTERS FOR MEDICARE & MEDICAID SERVICES
Medicare Home Health Payments: Chapter 1 of Subtitle G of the Balanced $6,630

CMS should restructure the payment system forhome | Budget Act of 1997 (BBA) (as amended by
health care to eliminate inappropriate incentives | the Omnibus Consolidated and Emergency
that unnecessarily increase cost and utilization; Supplemental Appropriations Act of 1998),
prevent unscrupulous providers from gaining entry | which pertains to home health benefits,
into the program; and improve program controls, | addresses OIG’s concerns regarding the
such as eligibility determinations and approval | need to restructure and control the payment
of plans of care and services. (OEl-04-93-00260 | system for these services. For example, it
OEIl-09-96-00110, A-04-96-02121) mandates that a prospective payment system
be developed and that the total payments
in fiscal year (FY) 2000 be equal to the
amount that would have been paid under the
prior system if cost limits were reduced by
15 percent. It also eliminates periodic interim

payments to home health agencies.
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Savings
OIG Recommendation Implementing Action (millions)

Medicare Indirect Medical Education: Section 4621 of the BBA (as amended by the 82,440
CMS should base the indirect medical education | Balanced Budget Refinement Act of 1999)
adjustment factor on the level support by CMS’s | reduced the indirect teaching adjustment factor
empirical data. (A-o07-88-oo111) from 7.7 percent in FY 1997 to 7.0 percent in

FY 1998, 6.5 percent in FY 1999, 6.0 percent

in FY 2000, and s.5 percent in FY 2001 and

thereafter.
Medicaid Enhanced Payments to Local | On January 18, 2002, CMS issued a final rule 82,400
Providers: that modified the Medicaid UPL provisions
CMS should reconsider capping the aggregate upper | to remove the 150-percent UPL for services
payment limit (UPL) at 1oo percent for all facilities rather | furnished by non-State-owned or -operated
than the 150 percent allowance for non-State-owned | hospitals. The rule became effective on
government hospitals. May 15, 2002.
(A-03-00-00216)
Payment Reform for Part B Drugs and | Sections303-305 of the MMA revised the current 8800
Biologicals: payment methodology for Part B covered drugs
CMS  should reexamine drug reimbursement | and biologicals that were not paid on a cost or
methodologies based on average wholesale price (AWP) | prospective payment basis. Under the MMA,
with the goal of reducing payments in both Medicare | most drugs were to be paid at 85 percent of the
and Medicaid. (Multiple reports and testimony, | April 1, 2003, AWP effective January 1, 2004,
including OEl-03-96-00420, OEl-03-97-00290, | unless they fell under certain exceptions. CBO
OEl-03-00-00310, OEl-03-97-293, A-06-00-00023, A-06- | specifically attributed the FY 2004 savings to
01-00053, A-06-02-00041) sections 304 and 305. After 2004, most drug

prices are to be based on the average sales price

or competitive acquisition instead of AWP.
Medicare Secondary Payer: Section 301 of the Medicare Prescription Drug, $600
CMS should ensure sufficient resources and contractor | Improvement, and Modernization Act of 2003
training for retroactively examining paid claims to identify | (MMA) clarifies, retroactively, the Secretary’s
other payer sources and initiating recovery action on all | authority to make certain reimbursable
related overpayments. (Multiple reports and testimonies, | conditional payments and take recovery actions
including A-02-98-01036, A-04-92-02057, against all responsible entities, including
A-09-89-00162, A-10-86-62005) collection of damages, under Medicare’s

secondary payer provisions. This action builds

on other program improvements related to

OIG’s work that were implemented by the BBA

of 1997, OBRA 1993, OBRA 1990, and OBRA

1989.
Graduate Medical Education Payments: Sections 4623 and 4626 of the BBA provided Sr90

CMS should reevaluate Medicare’s policy of paying graduate
medical education (GME) costs for all physician specialties
and consider backing legislation to reduce Medicare’s
investment in GME for a more accurate and representative
sharing of GME costs. (A-06-92-00020)

for limits in the number of residents counted
for purposes of Medicare GME payments and
offered payments for voluntary reductions in
the number of residents to limit Medicare’s
share of GME costs.
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Savings
OIG Recommendation Implementing Action (millions)
Payment for Durable Medical Equipment: Section 302 of the MMA froze payments for S400
CMS should take steps to reduce payments for a variety | certain DME items, including prosthetic devices,
of DME and related supplies. (Multiple reportsincluding | prosthetics, and orthotics, effective January 1,
OEl-03-01-00680, OEl-03-02-00700, 2004.
OEl-07-96-00221, OEl-03-96-00230,
OEl-03-94-0021, OEl-06-92-00861,
OEI-06-92-00866)
Medicare Home Health Payments: Section yo1 of the MMA changes the updates of $300
The home health agency update factor should be | home health rates from fiscal year to calendar
reduced to account for the high error rate found in | year beginning in 2004, with the update for the
OIG’s review. The annual update was defined as | last 3 quarters of 2004 equal to the market basket
the home health market basket percentage increase. increase minus 0.8 percent.
(A-04-99-01194)
Clinical Diagnostic Laboratory Tests: Sections 628 of the MMA froze annual $200
CMS should seek legislation to allow across-the-board | updates for FY 2004 through FY 2008.
adjustments in Medicare laboratory fee schedules, This action builds on prior legislative actions
bringing them in line with the prices that laboratories | inthe BBA of 1997, OBRA 1993, OBRA 1990,
charge physicians in a competitive marketplace and | and legislationin 1984 that were also responsive
periodically evaluate the national fee schedule levels. | to OIG’s recommendations to curb excessive
(A-09-89-00031, A-09-93-00056) clinical laboratory test reimbursements by
Medicare.
Payment for Services Furnished in Ambulatory | Section 626 of the MMA limited the ASC update $200
Surgical Centers: starting April 1, 2004, then freezes updates for a
CMS should set rates that are consistent across sitesand | period beginning the last quarter of FY 200s.
reflect only the costs necessary for the efficient delivery
of health services and establish parity amo