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STATUTORY AND ADMINISTRATIVE

RESPONSIBILITIES

Effective April 1989, statutory authority for the Office of Inspector General was transferred from Public Law
94-505 to Public Law 95-452, as amended. The law sets forth specific requirements for semiannual reports to
be made 10 the Secretary for transmittal to the Congress. A selection of other statutory and administrative
reporting and enforcement responsibilities are listed below:

AUDIT AND MANAGEMENT REVIEW RESPONSIBILITIES AND OFFICE OF MANAGEMENT
AND BUDGET CIRCULARS '
PL. 96-304 Supplemental Appropriations and Rescissions Act of 1980
P.L. 96-510 Comprehensive Environmental Response, Compensation and Liability Act
PL. 97-255 Federal Managers’ Financial Integrity Act
PL. 97-365 Debt Collection Act of 1982
PL. 98-502 Single Audit Act of 1584
PL. 99-499 Superfund Amendments and Reauthorization Act of 1986
P.L.100-504 TInspector General Act Amendments of 1988

A-21 Cost Principles for Educational Institutions

A-25 User Charges

A-50 Audit Follow-up

A-70 Policies and Guidelines for Federal Credit Programs

A-73 Audit of Federal Operations and Programs

A-T6 Performance of Commercial Activities

A-87 Cost Principles for State and Local Governments

A-88 Indirect Cost Rates, Audit, and Audit Follow-up at Educational Institutions

A-102 Uniform Administrative Requirements for Assistance to State and L.ocal Governments
A-110 Uniform Administrative Requirements for Grants and Other Agreements with Institutions
‘ of Higher Education, Hospitals, and Other Nonprofit Organizations

A-122 Cost Principles for Nonprofit Organizations

A-123 Intemal Controls

A-128 Audits of State and Local Governments

A-129 Managing Federal Credit Programs

GAOQO "Govemnment Auditing Standards”

CRIMINAL AND CIVIL INVESTIGATIVE AUTHORITIES
Criminal investigative authorities include:

Title 18, United States Code, sections on crime and criminal procedures as they pertain to OIG’s oversight of
departmental programs

Title 42, United States Code, sections 261, 263a(1), 271, 274e, 290dd-3, 300w-8, 300x-8, 406, 408, 707, 1320a-7(b),
1383(d) and 1395ss, the Social Security and Public Health Service Acts

Title 21, United States Code, sections 331, 333 and 1175, the Federat Food, Drug and Cosmetics Act
Title 26, United States Code, section 7213
Title 5, United States Code, section 552a(i)

Civil and administrative investigative authorities include over 75 civil monetary penalty and exclusion authorities such as
those at:

Title 42, United States Code, sections 1320 a-7, 1320 ¢-5, 13951, 1395m, 1395u, 1395dd, 1395ss and 1396b
Title 31, United States Code, section 3802



FOREWORD

1t is my pleasure to submit this semiannual report on the activities of the Department’s Office of
Inspector General (OIG) for the 6-month period which ended on September 30, 1989. This
Semiannual Report of the U.S, Department of Health and Human Services (HHS) OIG is being
issued in accordance with the provisions of the Inspector General Act of 1978 (Public Law
95-452), as amended.

Since the inception of OIG, staff have worked to improve the efficiency and management of the
Depariment’s programs, to convict numerous individuals Jor serious violations of Federal
criminal laws and to ensure that beneficiaries of the Department's programs receive a high
quality of c&\r\‘e and service.

The OIG is responsible for oversight of departmental management activities and has been
actively involved in the Department's program to ensure effective internal controls. The OIG's
role has been to identify material weaknesses in internal control systems, to advise top
management on internal control issues, to test the Department’s process for evaluating internal
controls and to review the Department’s annual report to the President and the Congress on the
status of internal control systems. In addition, OIG participates in coordinating
Government-wide activities to reduce fraud, waste and abuse and to improve management
processes.

The OIG's work also covers the five Operating Divisions of the Department. Each Operating
Division is covered in a separate chapter in this report:

* The Health Care Financing Administration (HCFA) administers the Medicare and
Medicaid programs.

» The Social Security Administration (SSA) manages the Natiow's retirement,
survivor and disability insurance program, the Supplemental Security Income (SSI)
program and Part B of the Special Benefits to Disabled Coal Miners (Black Lung)
program.

«  The Public Health Service (PHS) promotes biomedical research, disease cure and
prevention, safety and efficacy of marketed food, drugs and medical devices and
other activities designed to ensure the general health and safety of American
citizens.




«  The Family Support Administration (FSA) provides Federal direction and funding
for State-administered programs designed to promote stability, economic security,
responsibility and self-support for the Nation’s families.

= The Office of Human Development Services (HDS) provides a variety of social
services to American children, families, older Americans, Native Americans and
the Nation's disabled,

The OIG is divided into three components - the Office of Audit, the Office of Investigations, and
the Office of Analysis and Inspections. The Office of Audit (OA) is responsible for conducting
audit services for HHS and overseeing audit work done by others. Audits examine the
performance of HHS programs andlor its grantees and contractors in carrying out their
respective responsibilities, and are intended to provide independent evaluations of HHS
programs and operations in order to reduce waste, abuse and mismanagement and to promote
economy and efficiency throughout the Depariment.

The Office of Investigations (OI) conducts criminal, civil and administrative investigations of
allegations of wrongdoing in HHS programs or to HHS beneficiaries and of unjust enrichment by
service providers. The investigative efforts of Ol lead to criminal convictions, administrative
sanctions or civil monetary penalties, The OI also oversees State Medicaid Fraud Control Units
which investigate and prosecute provider fraud and patient abuse in the Medicaid program.

The Office of Analysis and Inspections (OAI) engages in short term evaluations and inspections
that focus on issues of concern to the Department, the Congress and the public. The findings and
recommendations contained in the inspections generate rapid, accurate and up-to-date
information on efficiency, vulnerability and effectiveness of departmental programs.

In Fiscal Year 1989, OIG obtained over $5.6 billion in settlements, fines, restitutions, receivables
and savings from its activities and implementation of its recommendations. In this period, a total
of 1,278 individuals and entities were convicted for engaging in crimes against HHS programs
and 846 health care providers and suppliers or their employees were administratively
sanctioned.

During this fiscal year, OIG has devoted considerable effort to evaluating the effectiveness of the
Medicare Catastrophic Coverage Act (Public Law 100-360), which represents the most sweeping
change in Medicare since the inception of the program in 1965. In addition, OIG has been
monitoring implementation of the Family Support Act (Public Law 100-485) to assess the
effectiveness of the various programs established by this welfare reform legislation.

One of the highest priorities of the Department is to protect the health and welfare of all
Americans. Pursuant to a commitment to the Congress, OIG established a separate division
headed by a Deputy Assistant Inspector General for Audit to concentrate on this priority as well




as to exercise greater oversight of the agencies of the Public Health Service, including the Food
and Drug Administration (FDA); the Indian Health Service (IHS); the Centers for Disease
Control (CDC); the Alcohol, Drug Abuse, and Mental Health Administration (ADAMHA); the
Health Resources and Services Administration (HRSA); the Agency for Toxic Substances and
Disease Registry (ATSDR); the National Institutes of Health (NIH); and the offices of the
Assistant Secrerary for Health. At the request of the FDA Commissioner, OIG is examining the
generic drug review program to identify and make recommendations regarding weaknesses that
could result in preferential treatment to certain firms.

Section 4(a) of the Inspector General Act of 1978 requires the Inspector General to review
existing and proposed regulations and to make recommendations in the semiannual report
concerning ihe impact on the economy and efficiency of the administration of the Department’s
programs and on the prevention of fraud and abuse. In carrying out our responsibilities under
Section 4(a), OIG reviewed 95 of the Department’s regulations under development and 194
legislative proposals. During this process, OIG used as the primary basis for our comments the
reviews, investigative experience and recommendations highlighted in this and previous
semiannual reports.

For example, in the 1988 report "Medicare Certified Ambulatory Surgical Centers, Cataract
Surgery Costs and Related Issues,” OIG recommended that HCFA establish a reimbursement cap
of $200 for an intraocular lens implant procedure performed by an ambulatory surgical center.
This reimbursement cap will be established in final regulations.

In the 1989 report "Misconduct in Scientific Research,” OIG recommended that the Secretary
provide a more formalized and centralized process for dealing with scientific misconduct
investigations and recommended that the Public Health Service expedite the publication of final
regulations on the responsibilities of institutions for dealing with and reporting possible
misconduct in science. Based on these recommendations the PHS strengthened ‘the final rule
which was published during this reporting period.

Recommendations for legislative and regulatory change can be found in the body of this
semiannual report (for OIG reports issued during this reporting period) and in Appendix D for
prior recommendations.

This report documents QIG's ongoing efforts to eliminate fraud, waste and abuse in the
Department’s programs. Qur accomplishments would not have been possible without the
cooperation and support of departmental officials and members of the Congress. We look
forward to continuing to work with these individuals to help meet the expanding challenges of
HHS.

Richard P. Kusserow

Inspector General






IREPORT HIGHLIGHTS E

Monetary Benefits - Over the last 5-year budget cycle, $26.9 billion dollars in settlements, fines,
restitutions, receivables and savings have resulted from Office of Inspector General (OIG)
activities and implementation of OIG recommendations.

SAVINGS ($ MILLIONS) 1985-1989
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The following items highlight monetary benefits resulting from OIG activities and
implementation of OIG recommendations made during the second half of the fiscal year:

The Family Support Administration will save $570 million by requiring the States
to periodically review child support orders and revise them on the basis of an
absent parent’s ability to pay. (Appendix A)

«  Medicare will save $465 million as a result of the establishment of a reasonable

payment rate for a new drug. (Appendix A)

» By eliminating Medicare payments for unnecessary assistant surgeon services,
Medicare will save $312 million. (Appendix A)

Over $11 million was recovered after OIG determined that the State of West
Virginia used an illegal basis to claim matching Medicaid funds. (Appendix C)

The following items highlight OIG findings and recommendations made during the second half
of the fiscal year which, if implemented, would result in significant cost savings:



+  The OIG estimates that acceleration of large employers’ payroll tax deposits could
generate as much as $15.5 billion over a 5-year period for the U.S. Treasury and
the Social Security and Medicare trust funds. (Page 49)

» Restructuring Federal Supplemental Security Income benefits on the basis of a
recipient’s living arrangements could generate savings of about $1.4 billion over 5
years. (Page 59)

+ The Social Security Administration (SSA) could save over $1 billion in the next
20 years by allowing recovery of delinquent overpayments at the higher of the
amount of interest income lost to the trust funds or the value lost to the trust funds
due to inflation. (Page 48)

» By amending regulations regarding reimbursement for anesthesia services, the
Health Care Financing Administration (HCFA) could reduce allowable charges by
more than $347 million over 5 years by paying only for expended services.
Further, by instituting rounding-down of payments for such services, HCFA could
reduce charges by $695 million for a 5-year period. (Page 37) '

+  Medicare could save an estimated $544 million over 5 years by developing
separate dialysis rates for independent and hospital facilities. (Page 34)

« As a result of coding errors on which basis reimbursement to hospitals is made
under the prospective payment system, OIG estimates that the Medicare program
loses $474.3 million annually, (Page 29)

» The OIG estimates that the Social Security trust funds incurred losses of
approximately $330 million as a result of inadequate reimbursement by the
Department of the Treasury to SSA for unnegotiated checks. (Page 51)

By withholding income tax refunds due former overpaid beneficiaries, SSA could
recoup approximately $303.2 million in outstanding debts over a 5-year period.
(Page 49)

« The OIG found that an appropriate reduction in the size of a proposed hospital
facility in New Mexico could result in construction cost savings of $14.2 million
and related staffing cost savings of $3.2 million annually. (Page 69)

Interna! Control Review - The Federal Managers” Financial Integrity Act (FMFIA) requires
Federal agency heads to establish a continuous process for the evaluation and improvement of the
internal administrative, accounting and financial control systems for which they are responsible,
and to report annually to the President and the Congress on the status of their internal control and
accounting systems.
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In Fiscal Year (FY) 1989, OIG identified 19 significant weaknesses in the Department’s internal
control systems. Chapter I discusses OIG’s role in the Department’s FMFIA program. In
addition, Chapters I through VI outline individual weaknesses.

Successful Judicial Prosecutions - As a result of investigations by OIG over the past 5 fiscal
years, numerous individuals and entities were successfully prosecuted for engaging in crimes
against the Department of Health and Human Services’ programs as illustrated below.

SUCCESSFUL PROSECUTIONS 1985 - 1989
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The following items highlight OIG investigative activities during the second half of 1989:

. Convictions resulting from investigations of Medicare and Medicaid fraud by OIG
and federally supported State Medicaid Fraud Control Units totaled 322, with
financial recoveries and savings of more than $40 million.

Investigations of fraud and corruption in the generic drug approval process of the
Food and Drug Administration (FDA) have resulted to date in conviction of three
FDA officials, three generic drug industry representatives and two generic drug
manufacturers.

- One State had to repay $3 million it had improperly claimed as Medicaid
reimbursement for one of its hospitals,

« The owner of two durable medical equipment corporations in New York was
sentenced to 3 years in jail, and more than $1.7 million had to be forfeited in fines
and recoveries.
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* About $90,000 has been collected from doctors who accepted kickbacks from a
Pennsylvania diagnostic laboratory, in response to demand letters that they refund
the money to avoid civil liabilities.

Four persons were given prison sentences and fines in a fraudulent scheme in
which Medicaid vouchers were misused and forged for taxi fares in the District of
Columbia.

° A physician and his wife had to repay $97,000 they had illegally obtained from
SSA by his faking neurological and brain disorders.

Another man had to repay $32,600 he had embezzled in Supplemental Security
Income benefits obtained on behalf of an alien working for him.

Administrative Sanctions - Since FY 1985, numerous health care providers and suppliers or
their employees were administratively sanctioned for engaging in fraud or abuse of the Medicare
and Medicaid programs and/or their beneficiaries.

ADMINISTRATIVE SANCTIONS EFFECTED 1985 - 1989
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The following items highlight OIG administrative sanctions imposed during the second half of
the fiscal year:

» A total of 548 persons or entities were administratively sanctioned, through
exclusion or monetary penalties, for defranding Medicare, Medicaid, or other
health care payers, or for providing substandard care or excessive services.
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. Three hospitals were penalized a total of $130,000 for inappropriately transferring
to other hospitals patients with emergency medical conditions or in active labor,

. Under civil monetary penalty authorities, 59 providers were assessed more than
$10 milkon in fines and penalties for filing false Medicare or Medicaid claims.

« One hundred twenty health care providers were excluded from program
participation under the Medicare and Medicaid Patient and Program Protection Act
on the basis of program-related convictions.

- Seventeen persons were excluded from the programs because of convictions
related to controlled substance abuse.

. Six providers were sanctioned upon the recommendation of peer review
organizations on the basis of failure to meet professional standards of quality of
care or for performing unnecessary services.

Nonmonetary Findings - The following items pertaining to quality of care and the welfare of
beneficiaries highlight OIG findings, recommendations and activities during the second 6 months
of the fiscal year:

. As part of HCFA’s responsibility to implement the prescription drug benefit under
the Medicare Catastrophic Coverage Act, the OIG urged HCFA to plan into their
proposed electronic point-of-sale system, a comprehensive drug utilization review
program to improve quality of care, avoid unnecessary Medicare and personal
expenditures and maintain program integrity. (Page 17)

. The OIG recommended that HCFA request a delay in implementing the Medicare
prescription drug benefit portion of the Medicare Catastrophic Coverage Act
because of significant problems in the design and procurement of the point-of-sale
systern that will be installed at pharmacies and other drug dispensers. (Page 18)

. The OIG proposed that HHCFA pursue legislative and regulatory changes to require
entities billing Medicare to disclose the names of their physician-owners and
investors. (Page 20)

. The OIG recommended that the Federation of State Medical Boards and the
National Association of Boards of Pharmacy assist the States in promoting
- stronger, more effective regulation of physician drug dispensing. (Page 21)

- In light of the greater than average risk of poor quality care in cases of itinerant
surgery, OIG proposed that rural physicians and hospital administrators institute
procedures to provide an opportunity for a second surgical opinion, ensure an
adequate preoperative workup and improve postoperative communication between
the itinerant surgeon and the attending physician. (Page 30)




The OIG recommended that SSA implement improved controls over the validation
procedure used to review software to detect, calculate and process Social Security
overpayments. (Page 51)

The OIG proposed that within the Public Health Service, the Secretary provide for
independent oversight and develop a formalized, centralized process to deal with
instances of scientific misconduct. (Page 67)
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CHAPTERI

INTRODUCTION

This chapter is devoted to Office of Inspector General (OIG) departmental management and
Government-wide responsibilities. The OIG’s oversight of departmental management activities,
including accounting and payroll, consists of reviews of the implementation of the Federal
Managers’ Financial Integrity Act, debt management activities, grants and contracts and audit
resolution, Special reviews requested by the Secretary, the Congress and other departmental
policy makers are also conducted. Reviews are directed at ways to strengthen all areas of
departmental management.

The OIG has oversight responsibility for audits conducted of Government grantees by nonfederal
auditors, principally public accounting firms and State audit organizations. As a result of the
Office of Management and Budget (OMB) assignment of audit oversight responsibilities under
OMB Circulars A-73, A-87, A-88, A-110 and A-128, OIG is responsible for audits of about 50
percent of all Federal funds awarded to State and local governments, hospitals, colleges and
universities, and nonprofit organizations.

The OIG’s Government-wide responsibilities include participation in the President’s Council on
Integrity and Efficiency (PCIE) which was established in 1981 to coordinate Government-wide
activities to reduce waste and fraud and improve management Processes. The OIG’s role
typically involves participation on task forces which address developing programmatic or
management approaches where the potential for fraud, abuse or mismanagement has been
identified.

THE FEDERAL MANAGERS’ FINANCIAL INTEGRITY ACT

The key process for assuring effective management control systems was established by Public
Law 97-255, the Federal Managers’ Financial Integrity Act of 1982 (FMFIA). The FMFIA was
enacted in response to growing congressional concern over the lack of adequate financial,
accounting and internal control systems in Federal agencies.

The FMFIA requires Federal agency heads to establish a continuous process for the evaluation
and improvement of the internal administrative, accounting and financial control systems for




which they are responsible and to report annually to the President and the Congress on the status
of their internal control and accounting systems,

The FMFIA program, as established by law and reinforced by OMB Circular A- 123, sets forth
the process under the responsibility of management. At the end of each calendar year, each
Secretary or agency head prepares an assurance letter to the President and the Congress setting
forth all material weaknesses identified during the course of the year and the plan of action to
correct the internal control failures,

Although the Inspector General’s role is not specified in the statute, OIG has been actively
involved in the Department’s FMFIA program because effective internal control systems are a
primary mechanism for preventing and detecting fraud, waste and abuse. The OIG role in the
Department’s program includes:

* identifying material weaknesses in internal controls or material nonconformances
in accounting systems as an integral part of OIG reviews of Department
activities;

e following up to monitor corrective action taken regarding weaknesses identified
by OIG, the General Accounting Office (GAOQ) and the Operating Divisions of
the Department;

* advising top management on internal control issues;
* testing the Department’s process for evaluating internal controls; and

* reviewing the Department’s FMFIA annual report to the President and' the
Congress on the status of internal controls.

It was a primary intent of FMFIA that identification of material weaknesses arise from internal
control reviews performed by program managers. The role of the auditor was to supplement
management’s review findings and provide technical assistance. The OIG is concemed that
Inspector General auditors continue to dominate in the identification of material weaknesses.

On June 27, 1989, the Director, OMB, requested that each Department undertake a fresh
assessment of its FMFIA programs to assure that weaknesses are identified eatly and effective
corrective actions are taken promptly. The Inspector General briefed the Secretary and the
Assistant Secretary for Management and Budget on the OIG’s FMFIA work and the challenges
encountered in efforts to improve the Department’s programs. The Inspector General
emphasized the concept of issuing early warnings to inform components of all weaknesses
identified so that vulnerabilities do not continue for years. Further, the Inspector General urged
that the Department monitor the process very closely to ensure that the Operating and Staff
Divisions are fulfilling their FMFIA responsibilities as intended by tlie Congress.




The Department’s new management team has instituted an innovative process to improve and
maintain adherence to both the letter and spirit of the law in implementing FMFIA., They created
the Council on Management Oversight to ensure the integrity of the FMFIA and audit follow-up
programs. The Council is chaired by the Deputy Assistant Secretary, Finance. Other members
include the Department’s Audit Director from OIG and the Deputy Assistant Secretary, Budget.
The Council has held hearings on all Operating Divisions of the Department. Each component
within the Department has provided evidence of how they are operating under FMFIA. They
have described the nature and results of their internal control reviews, including the identification
of material weaknesses and the formulation of proposed action plans to correct those weaknesses.

The Council evaluates the components’ FMFIA efforts and acts as a dispute resolution body
where there are differences of opinion as to the diligence and completeness of those efforts, or the
proper identification and correction of material weaknesses.

During FY 1989, OIG identified 19 significant weaknesses which were reported to management
and are now undergoing review for a determination as to whether or not they are material, as well
as what corrective action plans are appropriate. The following indicates the distribution of the
program weaknesses identified, with reference as to where they may be found in our semiannual
report:

Office of the Secretary (OS) 1 (page 3)
Health Care Financing Administration (HCFA) 8 (page 15)
Social Security Administration (SSA) 4 (page 47)
Public Health Service (PHS) 4 (page 64)
Family Support Administration (FSA) 1 (page72)
Office of Human Development Services (HDS) 1 (page 80)




RESOLVING AUDIT RECOMMENDATIONS

The tables below summarize the Department’s actions on OIG recommendations to recover funds
or to put them to better use.

A. Questioned Costs

The following chart summarizes the Department’s responses to OIG’s recommendations for the
recovery or redirection of questioned and unsupported costs. Questioned costs are those costs
which are challenged because of a violation of law, regulation, grant, etc. Unsupported costs are
those costs questioned because they are not supported by adequate documentation. This
information is provided in accordance with the Supplemental Appropriations and Rescissions Act
of 1980 (Public Law 96-304) and the Inspector General Act Amendments of 1988 (Public Law
100-504). In addition, the chart provides information on management decisions as required by
the Inspector General Act Amendments of 1988 (Public Law 100-504).

TABLE 1
OFFICE OF INSPECTOR GENERAL
i REPORTS WITH QUESTIONED COSTS
Nwinber Dollar Value
{in thousands)
II Qucstioned . Unsupported
A, For which no management
decision had been made by
the commencement of the
" reporting period 218 $98,032 $4,294
. Which were issued during
the reporfing period 286 202,575 42,215
Subtotals (A + 1) 504 $300,607 $46,509
" Less:
C. For which a management
dcecision was made during
the reporting period: 209 $133,920 $6,828 I
" 1] dollar value of 1
disatlowed costs 123,053 932
(if) dollar value of
costs not disallowed 10,867 5,896 “
" D. For which no management
decision had been made by
the end of the reporting
period 295 $166,687 $39,681
" E. Reports for which no "
management decislons was
made withlin six months
of issuance 1 149 0
" t See Appendix B “
2 A site visit was required by PHS Program Officials to gather information
necessary to resolve reported recommendations. (CIN: A-03-88-00351)
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B. Funds Put to Better Use

The following chart summarizes reports which include recommendations that funds be put to
better use through cost avoidances, budget savings, etc. Legislative and programmatic actions on
OIG recommendations are detailed in Appendix A.

TABLE 1I
OFFICE OF INSPECTOR GENERAL REPORTS
WITH RECOMMENDATIONS
THAT FUNDS BE PUT TO BETTER USE
Number Dollar Value
{in thousands)
A, TFFor which no management
decision had been made by
the comnencement of the
reporting period 32 $1,415,118
B. Which were issucd during
the reporting period k) 5,787,143
“ Subtotals (A + B) 65 $7,202,261
Less
C. For which a managemnt
decision was made during
the reporting period:
(i} dallar value of
recommendations that
were agreed to by L
management 12 $2,002,795
(ii) dollar value of
recommmendations that
“ were not agreed to
by management 1 21,400
Subtotals (i + ii) 13 $2,024,195 “
D. For which ne management
decision had been made by
the end of the reporling
period 52 $5,178,065
E. Prior management decisions -
implemented in the period (Sce Appendix A) $3,054,800

1 Includes 4 reports in which the OIG and management disagreed on the dollar value

of estimated savings.

GOVERNMENTAL ACCOUNTING

Based on leads developed from its nonfederal audit work, OIG continues to identify excessive
‘administrative charges to Federal programs, totaling $31.4 million in this reporting period.



A. Self-Insurance Funds

The OMB Circular A-87 sets forth principles for determining allowable costs of
federally-assisted programs, and states that "... no provision for profit or other increment above
cost is intended." Several OIG reviews revealed that States had overcharged Federal programs
for insurance coverage.

Michigan had an excess reserve balance of $83.1 million in its self-insurance funds as of
September 30, 1986 (Federal share $16.1 million). Oregon had accumulated a surplus of $19.7
million in its self-insurance fund as of June 30, 1987 (Federal share $1.9 million). (CIN:
A-05-88-00082, CIN: A-10-88-00012)

B. FICA Sick Pay Credits

The OIG continued its reviews of Federal Insurance Contributions Act (FICA) refunds.
Amendments to the Social Security Act provide that payments made for sickness or accident
disability are considered wages for Social Security purposes.

The OIG found that Rhode Island received FICA tax credits of approximately $3.3 million but
had not refunded to the Federal Government its share of nearly $114,400., (CIN; A-01-89-02003)

Colorado claimed FICA tax credits of approximately $2.4 millon on behalf of employees on
personal sick leave from 1977 to 1981. An OIG review disclosed that the State did not credit any
of the employer’s share to the Federal Government; the Federal share was calculated to be almost
$104,400. (CIN: A-08-88-00137)

Virginia received a FICA tax credit of $9.5 million for the period 1979 through 1981, The
Federal share of the refund amounted to $205 ;000. (CIN: A-03-88-00451)

Towa claimed FICA tax credits of $2 million for the period July 1, 1978 to December 31, 1980.
Of this amount, $1 million was retained by the State. The OIG concluded that nearly $283,300 -
of the retained amount should have been refunded to the Federal Government. (CIN:
A-07-88-00136)

Indiana claimed FICA tax credits of $14.3 million for the period April 1, 1979 to December 31,
1981. Of this amount, $7 million was retained by the State; the Federal share of the retained
amount was calculated at over $636,300. (CIN: A-05-88-00034)

C. Capital Lease Costs

The OMB Circular A-87 states that interest in any form is an unallowable charge to the Federal
Government. The OIG found several States that were not excluding the interest portion of capital
lease costs and were otherwise improperly charging lease costs.




The OIG found that payments made under capital leases entered into by two Maryland agencies
included interest costs of an estimated $151,600 to the Federal Government. The OIG report
proposed that Maryland establish accounting procedures to properly account for capital leases. It
also recommended that the State refund the interest costs charged to the Federal Government.
(CIN: A-03-88-01457)

Texas improperly charged Federal programs with interest expense on capital leases totaling $1.6
million (Federal share $900,000). The OIG recommended that the State reimburse Federal
programs and establish procedures to prevent future occurrences of this type. (CIN:
A-06-87-00065)

D. Internal Service Fund for Data Processing

During the period July 1, 1984 through June 30, 1987, Wyoming Data Services Division (DSD)
overcharged Federal programs a total of $2.2 million.

The overcharges resulted from the application of inflated billing rates and the inclusion of
unallowable depreciation costs. The DSD had included depreciation costs for equipment items
that were idle or no longer in their inventory. Additionally, the DSD claimed depreciation on a
3-year schedule rather than on its stated policy of 5 years.

The OIG recommended that Wyoming reimburse the Federal programs $2.2 million for the data
services overcharges. (CIN: A-08-87-00064)

E. Training and Administrative Costs

During the period October 1, 1981 through September 30, 1985, a State agency claimed about
$509 million (Federal share) in training and administrative costs. An OIG report pointed out that
about $8.5 million of the costs were ineligible for reimbursement. That amount included $3.1
million in personal care service costs not included in the State’s approved title XX plan; $3.5
million in family service worker costs not claimed until after expiration of the 2-year limit; $1
million in capital lease payments that exceeded allowable depreciation costs; $300,000 in
computer equipment costs improperly allocated; and $600,000 in computer equipment costs for
which the State did not obtain the required Federal approvals. In addition to proposing financial
adjustments, OIG made procedural recommendations to correct the related deficiencies and
improve internal controls.

The State generally did not concur in the recommended financial adjustments. Although they
agreed with the facts presented in the findings, they contended that there were extenuating
circumstances and that most of the costs would have been allowable had proper approvals been
obtained. The Federal awarding agencies, however, concurred with the audit recommendations.
(CIN: A-05-86-60500).



F. Cooperative Administrative Support Units

The OIG completed a series of four inspection reports on the Cooperative Administrative Support
Unit (CASU) program which is sponsored by the President’s Council on Management
Improvement. Under this program, agencies cooperatively combine resources and share common
administrative services in order to reduce costs and improve service quality.

The OIG found that users are very satisfied with their CASU services. However, CASU users
and local officials are uncertain about the extent of cost savings and desire more implementation
support from the national CASU staff. The OIG recommended that the national CASU staff
establish an effective mechanism to identify and track cost savings and provide more assistance
to CASUs attempting to become fully operational. The CASU officials concurred with these
recommendations. (OAI-06-89-00860, OAI-06-89-00861, OAI-06-89-00862, OAI-06-89-00863)

(G. Cost Aliocation Plan

An OIG review of Virginia Department of Social Services (VSS) cost allocation plan for the
period July 1, 1985 to September 30, 1987 identified $330,000 in excess direct costs charged to
Federal programs. The excess was due to VSS charging the total purchase price of computer
equipment costing nearly $353,700 directly to Federal programs in violation of Federal
regulations, The OIG recommended that Virginia make a financial adjustment of $330,000 to the
Federal programs. (CIN: A-03-88-01454)

PAYMENT MANAGEMENT SYSTEM

At the request of the Division of Federal Assistance Financing (DFAF) within the Department’s
Office of the Assistant Secretary for Management and Budget (ASMB), OIG conducted an audit
of general operating procedures and electronic data processing controls in the payment
management system (PMS). The PMS is a computerized system used by the Department to
authorize disbursement of over $52 million annually to about 6,500 grantees.

The audit report concluded that, while an array of controls was in place in DFAF, two material
internal control weaknesses existed in the PMS. As a result, funds of about $24 million in the
accounts of inactive grantees were susceptible to diversion, which might remain undetected for
an extended period of time. Other areas of weakness were identified in the report and several
recommendations were made to strengthen internal controls. The DFAF generally concurred
with the findings and initiated a number of corrective actions in a timely manner. (CIN:
A-12-87-02663)




NONFEDERAL AUDITS

Approximately half of Federal funds awarded to State and local governments and colleges and
universities come from HIIS programs. The OIG is assigned cognizance at 99 percent of all
colleges and universities. The OMB has assigned HIIS audit cognizance of 22 State and 919
local governments. A major portion of this oversight responsibility is accomplished by relying
on audit work performed by certified public accountants and State audit organizations. The 0IG
analyzes audit reports for indicators of grantee noncompliance with Federal regulations, initiates
audit resolution procedures on reported recommendations and maintains a quality control review
process to identify substandard audit work.

The OIG also continues an active role in the implementation of the Single Audit Act. A major
component of OIG’s workload has been to assist State and local governments and their anditors
with planning and performing single audits.

The OIG has a special interest and concern regarding compliance with the Single Audit Act
because of the magnitude'of HHS funding to State and local governments. The Department
provides about $50 billion a year to State and local governments. All but 3 of the 50 States
receive more funds from HHS than from any other department,

A. Local Government Compliance

This level of funding has great impact on the operations of the audited entities. Accordingly,
OIG’s concern for the quality of single audit reports and the adequacy of the Federal
Government’s system to properly identify State and local governments in noncompliance with
the Single Audit Act goes far beyond the government entities for which OIG is presently
assigned cognizance. The OIG is working with the States, for which it is assigned cognizance, to
establish systems to assure compliance of local governments with the Single Audit Act. These
systems complement the monitoring system at the Bureau of the Census by filling the gap in the
Government’s knowledge on compliance by local governments.

B. Quality Control

To ensure that all audits meet generally accepted Government auditing standards, uniform
procedures are used to review nonfederal audit reports. During this reporting period, OIG
reviewed and processed 2,013 nonfederal audit reports containing $59.4 million in recommended
cost tecoveries. The reports also identified many opportunities for improving management
operations. The following table summarizes these results:




Reports issued without changes or with minor changes 1,667

Reports issued with major changes 277
Reports with significant inadequacies 69
Total audit reports processed 2,013

Of those reports with significant inadequacies, five were referred to State officials and
professional organizations for appropriate action. Several other referrals are pending. The OIG
referrals of inadequate audit work result in significant disciplinary action against the accounting
firms involved.

AUDIT ASSISTANCE TO SMALL FEDERAL AGENCIES

Until the Inspector General Act Amendments of 1988 (Public Law 100-504) created
"mini-Inspectors General" for 33 designated entities, small Federal agencies typically did not
have Inspectors General and many of the agencies did not have audit capability. Recognizing the
vulnerability of these circumstances, OMB required these agencies to obtain audit coverage from
existing Inspectors General or certified public accountants under the provisions of OMB Circular
A-73, "Audit of Federal Operations and Programs,"

For example, OIG audited the financial statements for FY 1987 of one small independent Federal
agency with an appropriation of $6.5 million. The agency had no statutory Inspector General,
and this was the first year its operations had been audited.

As a result of accounting practices employed by the agency, the Report of Financial Position
contained several variances in presentation of account balances. The OIG found that the agency
had not capitalized its asset acquisitions since 1985: The agency also incorrectly computed and
posted an accrued annual leave balance as of the close of the calendar year instead of the close of
the fiscal year. Further, the agency lacked a depreciation policy and as a result, depreciation
expenses were not calculated appropriately. Upon completion of the audit, agency officials
initiated actions to address each of the problems identified. (CIN: A-12-88-00104)

GOVERNMENT-WIDE ISSUES

Each year, State and local government entities receive over $100 billion in Federal grant funds.
It is estimated that at least $8 billion is paid for administrative costs of State and local
governments by all Federal agencies.

During FY 1987, OIG launched a major initiative to identify improvements in the accounting
process, strengthen Government cost principles and identify cost containment areas that
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contribute to Government-wide savings. The cost principles governing the charging of costs by
State and local governments have not changed substantially for 20 years.

As a result of the initiative, OIG identified 13 areas in need of improvement in OMB Circular
A-87 regarding cost principles. These improvements have a savings potential in excess of $100
million. Proposed revisions to the circular were published in October 1988. The OIG is
currently participating in an OMB-sponsored, multiagency task force which is responsible for
evaluating public comments on the proposed revisions.

During this reporting period, OIG’s ongoing review of State and local governments’ application
of cost principles identified questionable charges to Federal programs of $32 million.

ASSISTANCE TO OTHER LAW ENFORCEMENT AGENCIES

During this reporting period, OIG referred 823 cases for prosecution to the Department of Justice
or State and local jurisdictions. A total of 787 indictments or informations were obtained. (An
information is a prosecutive procedure which may be used when grand jury indictment is
waived.) Some of these cases involved programs and funds tangentially related to OIG purview.
Many Federal, State and local law enforcement and regulatory agencies depend on OIG expertise
for assistance in identifying, locating, investigating and prosecuting persons who have
improperly used Social Security numbers (SSNs) in a broad range of illegal activities, including
bank and credit card frauds, licensing and income tax fraud, welfare fraud, drug trafficking and
racketeering as well as fraud in programs such as student loans, food stamps and unemployment
compensation. Other agencies also benefit from OIG investigations, such as private health
insurers, State Medicaid programs, and drug regulatory entities. Many of the cases in which OIG
participates result in monetary fines, recoveries, restitutions or savings for these agencies. During
this period, monetary fines, recoveries, restitutions or savings from these cases amounted to
approximately $5.5 million for other public or private entities, for a total of $18.4 million for FY
1989.

PROGRAM FRAUD CIVIL REMEDIES ACT

The Program Fraud Civil Remedies Act (PFCRA), passed in October 1986, established
administrative penalties for anyone who makes a false claim or written false statements to a
Federal agency. It was modeled after the civil monetary penalty law for the Medicare and
Medicaid programs, which OIG is responsible for enforcing. Under PFCRA, any person who
makes a claim or statement to the Department, knowing, or having reason to know, that it is false,
fictitious or fraudulent may be held liable in an administrative proceeding for a penalty of up to
$5,000 per claim or statement. In addition, that person may be subject to an assessment of up to
double the amount of each claim falsely made. The OIG is responsible for investigating
allegations of false claims or statements, and for reporting at the end of each fiscal year
investigations completed under PFCRA and referred for administrative action.
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In April 1988, OIG published final rules for implementing PFCRA. Training sessions on
implementation for OIG managers and Department components were held during this reporting
period, and guidelines have been drafted for inclusion in OIG’s Special Agent Handbook.

Thus far, few cases suitable for processing under PECRA have been identified. The OIG is still
expanding the use of its broad sanctioning and penalty assessment powers in the health care area.
In the area of Social Security programs, which comprise the other major portion of OIG’s
‘workload, the limited resources of most defrauders mitigate against the effort required to exercise
PFCRA authorities, In the remaining OIG oversight area, which consists primarily of grants and
contracts, thorny legal questions are mandating careful selection of cases for processing and
establishing precedents.

- EMPLOYEE FRAUD

The OIG has oversight responsibility for the investigation of allegations of Department employee
wrongdoing where it affects internal programs. Most of the approximately 115,800 persons
employed full time by HHS are dedicated, honest civil servants. Occasionally, however,
individuals violate their fiduciary responsibilities as illustrated in cases cited in the chapters on
specific Department programs.

‘To assist in the prevention of employee fraud, OIG has prepared "An Ethics Handbook for
Employees of the Department of Health and Human Services,” which outlines areas of
questionable conduct and provides answers concerning what constitutes unethical behavior. The
handbook is already being used in training sessions for new Department managers. It and a
supplementary videotape, which show examples from actual cases, will be presented to all
Department employees.
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CHAPTER II

|HEALTH CARE FINANCING

OVERVIEW OF PROGRAM AREA AND OIG ACTIVITIES

In Fiscal Year (FY) 1989, the Medicare program will provide health care coverage for an
estimated 32.6 million individuals. Medicare Part A (hospital insurance) provides, through direct
payments for specified use, hospital insurance protection for covered services to persons 65 or
older and to certain disabled persons. Financed by the Federal Hospital Insurance trust fund, FY
1989 expenditures for Medicare Part A are estimated to be in excess of $58 billion.

Medicare Part B (supplementary medical insurance) provides, through direct payments for
specified use, insurance protection against most of the costs of health care to persons 65 and older
and certain disabled persons who elect this coverage. The services covered are medically
necessary physician services, outpatient hospital services, outpatient physical therapy, speech
pathology services, and certain other medical and health services. Financed by participants and
general revenues, FY 1989 expenditures for Medicare Part B are expected to exceed $37 billion.

The Medicaid program provides grants to States for medical care for approximately 24 million
low-income people. Federal grants are estimated at $34.8 billion in FY 1989. Federal matching
rates are determined on tle basis of a formula which measures relative per capita income in each
State. Eligibility for the Medicaid program is, in general, based on a person’s eligibility for cash
assistance programs, typically Aid to Families with Dependent Children (AFDC) or
Supplemental Security Income (SSI). States may also cover certain individuals who are not
eligible for SSI or AFDC.

The OIG activities which pertain to the health insurance programs administered by the Health
Care Financing Administration (HCFA) help curtail health care costs, improve quality of care
and reduce the potential for fraud, waste and abuse. Through audits and inspections, OIG
recommends change in legislation, regulations and systems to reduce unnecessary expenditures
and improve inefficient health care delivery systems.

The financial impact of the prospective payment system (PPS) on hospitals, the increases in Part
B expenditures, the development and implementation of catastrophic health care policy, and the
cost implications of changes in Lealth care technology and delivery will continue to be of
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particular interest to OIG. The OIG’s reviews identify innovative cost containment techniques,
probe for improper cost shifting and validate the adequacy of intermediary audits of hospitals’
Medicare cost reports. Reviews detect overutilization of physician and related services and
reduce vulnerabilities in payment systems. The OIG also seeks to identify mechanisms to contain
increasing Medicaid costs, including monitoring States’ collection of overpayments and costs
claimed for treating patients residing in institutions for mental diseases and facilities for the
mentally retarded. |

As a result of actions taken in support of OIG recommendations in the second half of the fiscal
year, Medicare and Medicaid will save $1.3 billion (see Appendix A). During this reporting
period, OIG identified program areas where legislative action, more efficient management and
tightened internal and fiscal controls could result in significant additional savings. An additional
$101.7 million in program expenditures were questioned as to their allowability under law,
regulations or cost principles. In these instances, recommendations for financial adjustments and
appropriate procedural changes were made.

Fraud and abuse of the Medicare and Medicaid programs or their beneficiaries may result in
criminal, civil and/or administrative actions against the perpetrators. During this fiscal year, OIG
was responsible for a total of 984 successful actions against wrongdoers which resulted in $60.1
million in fines, savings, restitutions and settlements.

HEALTH CARE PROGRAMS

Judicial and Administrative Actions
FY 1888

Convictions
138

Penalities
104

Sanctions
742
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MEDICARE CATASTROPHIC COVERAGE

The MCCA represents the most sweeping change in Medicare since its inception in 1965.

A. Medicare Drug Utilization Review

Under the MCCA, HHS is responsible for establishing a Medicare drug utilization review (DUR)
program to identify inappropriate prescribing, dispensing and use of drugs associated with the
new benefit. An OIG study examined approaches for developing a high quality Medicare drug
utilization review system.

The OIG found a widespread problem of mismedication among the older adult population due to
a series of systemic weaknesses in drug prescribing and prescription filling practices. In
proportion to the general population, the elderly have a significantly higher ratio of illness and
death due to adverse drug reactions than the non-elderly.

ADVERSE DRUG REACTIONS
Older than 60
(Eiderly)
Younger than 60 17%
(Non-Elderiy)
83%
Total Population
Non-elderly g
45% Non-elderly

61%

Elderly

Elderly ™ 9%

51%

Deaths from Drug Reactions Hospitalizations from Drug Reactions

The congressional mandate to establish a Medicare DUR program presents a significant
opportunity to design and operate a multi-level system to improve quality of care, avoid
unnecessary Medicare and personal expenditures and maintain program integrity.
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DUR program, However, HCFA did not agree with the extent of the quality assurance reviews of
drug regimens Iccommended, due to the cost and complexity of such a System.
(OAI—01—88—OO980)

B. Prescription Drug Claims Processing

The MCCA requires the Secretary to establish an electronic point-of-sale (POS) system for use
by participating pharmacies and other drug dispensers in administering the drug benefit. The
HCFA muyst design, procure and implement a fully-tested POS System by January 1, 1991. The
POS system will serve ag a bill payment and eligibility verification mechanism and as a means
for collecting and disseminating drug utilization information,

procurement schedyle, Accordingly, OIG recommended that HCFA request the Congress to
delay the implementation date for the Medicare prescription drug benefi by 12 months to
January 1, 1992, Such schedule relief would provide HCFA with sufficient time to implement a
standard, fully-integrated POS network and to address other issues discussed in the OIG report.

The HCFA disagreed with the recommendation, contending that the mandateq implementation
date of January 1, 1991 for the POS system is achievable using the HCFA plan as articulated, If
the POS system is not functional by that date, HCFA has developed cont'ingency plans under
which paper drug bills would be processed uatil the POS system becomes operational. (CIN:
A-14-89-02038) '

C. Privacy Implications
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The OIG recommended that HCFA develop standards for the collection and management of data
that are consistent with privacy laws and incorporate those standards in the regulations and the
criteria to be satisfied by prospective contractors. Further, OIG recommended that HCFA
convene a working group of privacy advocates, senior citizen advocates and technical experts to

assist in addressing privacy concerns in the development of the electronic system.
(OAI-01-89-89170)

D. Supplemental Premium

The MCCA provides that a supplemental premium of up to $800 in the first year be assessed on
certain Medicare-eligible beneficiaries. The supplemental premium is to be based on the
individual’s income tax liability. Since tax-exempt interest is not subject to taxes, there is no
supplemental premium on that income. Thus, individuals can shift income to tax-free
investments and avoid the premium, causing the program to lose revenue. Further, less affluent
and financially sophisticated individuals who do not own tax-free investments will not be
afforded the same opportunity to avoid the premium.

The exclusion of tax-exempt interest in figuring the Medicare supplemental premium is not
consistent with the Federal Government’s taxation of Social Security benefits. In determining
how much of beneficiaries” Social Security benefits are subject to taxation, beneficiaries must
include tax-exempt income.

The OIG recommended that HCFA propose legislation to amend the Act to require that
tax-exempt interest be included in determining an individual’s supplemental premium. The
savings resulting from this change could be used to lower premiums for all beneficiaries.

The HCFA plans no action on the recommendation, at least during early implementation of the
catastrophic program. (CIN: A-09-89-00054)

FINANCIAL ARRANGEMENTS BETWEEN PHYSICIANS AND HEALTH
CARE BUSINESSES

New trends in the way health care is delivered in the United States have created a market and
impetus for investment in for-profit health care. As physicians have become investors or
financial partners in health care entities for which they also generate business through referrals,
public examination of the potential conflicts of such arrangements has increased.

The MCCA directed OIG to report to the Congress on physician ownership and compensation.
Areas to be studied included the range of such arrangements and the means by which they are
marketed to physicians, the potential for these arrangements to lead to inappropriate utilization of
such services and the difficulties involved in enforcement actions against arrangements that
violate current anti-kickback provisions.
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A. Report to the Congress

For the report to the Congress, OIG conducted two surveys of health care providers to determine
the prevalence of physician financial involvement with other health care entities and the nature of
such arrangements, Claims information from HCFA’s Medicare data files for 1987 was used to
assess utilization patterns for patients of physician-owners identified in the surveys. In addition,
State officials, industry representatives, health care experts and some providers were interviewed
or consulted,

The OIG found that many physicians have financial relationships with health care businesses to
which they refer patients and that many health care entities are owned by teferring physicians.
The OIG also found that patients of physician laboratory owners received significantly more
services than all Medicare patients in general. The increased utilization of clinical laboratory
services alone by patients of physician-owners cost the Medicare program $28 million nationally
in 1987,

The OIG recommended that HCFA pursue the necessary legislative and regulatory changes to
require entities billing Medicare to disclose the names of their physician-owners and investors to
the program, and to require claims submitted by these entities to contain the name and provider
number of the referring physician, The report also included six sample options that legislators
and administrators might pursue in order to address the issue of higher utilization of services by
patients of referring physician-owners and investors.

The HCFA agreed with the recommendations and has taken administrative action to require that
claims contain the name and provider number of the ordering or referring physician.
(OAI-12-88-01410)

B. State Laws and Regulations

In another study, OIG interviewed State officials regarding their perspectives and experiences in
the area of physician ownership. None of the States has an outright ban on physician ownership
of a health care entity, though the State of Michigan has prohibited referral of patients to any
entity in which the physician has financial interest. Many other States have laws or regulations
which prohibit physicians from exploiting patients for financial gain,

Most respondents indicated that they were unable to effectively monitor for compliance with
existing laws due to limited resources. Several States are currently in the process of reviewing
the practice of physician ownership and self-referral, (OAI-12-88-01412)

C. Perspectives of Health Care Professionals

The OIG also conducted interviews with health care professionals and regulatory agencies
concerning physician ownership. The majority of State officials, nonphysician owners and health
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care association representatives argued that physician ownership and self-referral have a negative
impact on the competitiveness of the health care market since physicians conirol both supply and
demand in such circumstances. Physician owners argued that competition is heightened since
there are more health care entities from which to choose. Some respondents were concerned that
the practice might increase health care costs and diminish quality since, without competition,
providers would have no incentive to control costs and maintain quality care. While the majority
of physician owners and State Board representatives argued against congressional action, most
others were in favor of some kind of congressional intervention. (QAI-12-88-01411)

PHYSICIAN DRUG DISPENSING

The OIG conducted an inspection to determine the nature and extent of current State regulation
of physician drug dispensing and to explore the effectiveness of various State approaches to the
practice, '

The OIG found that the incidence of physician dispensing nationwide is low but increasing.
Although nearly all States have some type of regulation over physician drug dispensing,
generally these regulations are much less restrictive than those governing pharmacists.
Considerable support exists among State regulatory officials for further regulation of physician
drug dispensing, as illustrated below.

OPINIONS OF STATE REGULATORY OFFICIALS -
REGARDING THE IMPORTANCE OF STATE

REGULATION 