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MEDICARE FRAUD PREVENTION: IMPROVING
THE MEDICARE ENROLLMENT PROCESS

THURSDAY, JANUARY 29, 1998

U.S. SENATE,
PERMANENT SUBCOMMITTEE ON INVESTIGATIONS,
OF THE COMMITTEE ON GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 9:33 a.m., in room
SD-342, Dirksen Senate Office Building, Hon. Susan M. Collins,
Chairman of the Subcommittee, presiding.

Present: Senators Collins, Glenn, Levin, and Durbin.

Staff Present: Timothy J. Shea, Chief Counsel/Staff Director;
Mary D. Robertson, Chief Clerk; lan T. Simmons, Counsel; Don
Mullinax, Investigator; Eric Eskew, Investigator (Detailee, HHS—
IG); Dennis M. McCarthy, Investigator (Detailee, Secret Service);
Lindsey E. Ledwin, Staff Assistant; Kirk E. Walder, Investigator;
Stephanie Smith, Investigator (Congressional Fellow); Linda Algar,
Investigator (Congressional Fellow); Bill Greenwalt (Senator
Thompson); Michael Loesch (Senator Cochran); Chris Dockery
(Senator Cochran); Gregory Bouton (Senator Cochran); Allison
Dekosky (Senator Specter); Steve Abbott (Senator Collins); Felicia
Knight (Senator Collins); Priscilla Hanley (Senator Collins); Bob
Roach, Counsel to the Minority; Leonard Weiss (Senator Glenn);
Marianne Upton (Senator Durbin); Polly Middlestedt (Senator
Cleland); and Myla Edwards (Senator Levin).

OPENING STATEMENT OF SENATOR COLLINS

Senator CoLLINS. The Subcommittee will please come to order.

Today, the Subcommittee continues its investigation into fraud in
the Medicare program. This is the Subcommittee’s second hearing
on this subject. At our initial hearing last June, we learned from
the HHS Inspector General the disturbing fact that improper pay-
ments in the Medicare program are estimated to be 14 percent of
total payments. That is close to double previous estimates. This
amounts to an astronomical $23 billion a year in improper Medi-
care payments.

Medicare is too important a program to have such a significant
financial drain on its scarce resources, resources that should be
benefiting the millions of older and disabled Americans who depend
on the program. About 14 percent of all Americans receive health
care services from Medicare. In Maine, the percentage is even high-
er, as more than 200,000 people, representing 17 percent of our
population, are enrolled in Medicare.

()
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Americans across the Nation rely on this vital program to main-
tain their health and quality of life as they grow older. We in Con-
gress, therefore, have a serious responsibility to older Americans
across the country and to our Nation's taxpayers to protect the
Medicare program, to ensure the financial integrity of the Medicare
Trust Fund so that the program continues to serve older and dis-
abled Americans into the 21st century, to guard against our seniors
receiving inferior or sub-standard health care, and to protect the
Nation’s taxpayers from career criminals whose illegal schemes
cost us billions of dollars each year.

We must use common sense and cost-effective solutions to curtail
the spreading infection of fraud that threatens the very vitality of
Medicare. This hearing is in no way intended to be an indictment
of the vast majority of health care providers who are dedicated and
caring professionals. In fact, they would be the first to agree on the
need to focus on prevention to stop the fraud before it occurs by
preventing career criminals, most with absolutely no health care
experience, from ever becoming Medicare providers in the first
place.

We are now seeing a dangerous and growing trend in Medicare
fraud of bogus providers entering the system with the sole and ex-
plicit purpose of ripping it off. The front door has been left wide
open to criminals who simply walk in, pose as legitimate providers,
and steal millions from the Trust Fund. This type of fraud raises
the critical, but obvious question, how do they get into the system
in the first place?

These are not otherwise legitimate health care providers who
unethically pad a bill, but who at least do provide services. Rather,
these are completely bogus businesses, such as the fictitious dura-
ble medical equipment company that exists only on paper, or indi-
viduals who engage in extortion and pay off “recruiters” in order
to obtain beneficiary numbers, or phony health care agencies that
never deliver any services at all.

Cracking down on this growing type of Medicare fraud is impor-
tant for two reasons. First, these scams expose the Federal Treas-
ury, the Nation's taxpayers, to a potentially greater amount of
fraud. Unlike traditional health care fraud where services are pro-
vided, but at an inflated cost, these criminals commit 100 percent
fraud, stealing all of the money they bill Medicare while providing
no or inferior services to elderly Americans.

Second, these criminals, most with no health care experience,
threaten the quality of care for our elderly and disabled. They drive
legitimate providers out of business, they deliver sub-standard
services and equipment, and they endanger our elderly by not pro-
viding needed services.

Our witnesses today will provide the Subcommittee with an un-
derstanding of how these criminals can enter the system and how
the enrollment process administered by the Health Care Financing
Administration should be improved. | want to note that just days
before this hearing, the administration announced an initiative
that finally recognizes the importance of fraud prevention. This ini-
tiative is welcome, albeit long overdue, and needs to be vigorously
pursued.
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We in Congress are mindful that entry into Medicare should not
be so difficult that the process deters legitimate health care pro-
viders. But we must have enough of a deterrent so that the truly
unscrupulous cannot enter the system. The fact is it is far easier
to obtain a Medicare provider number than to obtain a Maine driv-
er’'s license. The current philosophy, the current process, makes it
far too easy for criminals to exploit a system that seems based on
a philosophy of pay now, ask questions later.

Why do we have a system that paid $117,000 to a Medicare pro-
vider who rendered no services and whose address is actually a
laundromat in Brooklyn? Why did Medicare pay $300,000 for med-
ical tests never performed and sent the checks to a Mail Boxes Etc.
location in Miami? Why did Medicare pay $6 million to several
DME companies that provided no services, when their fictitious lo-
cation was in the middle of a runway at the Miami International
Airport? Simply put, why do HCFA and its contractors write checks
first and ask questions later?

These are important questions that | intend to pursue vigorously
with my colleagues as this investigation continues and as we strive
to protect the integrity of the Medicare program. The elderly in this
country deserve no less. It is difficult for me to justify to my con-
stituents in Maine why we need to slow the growth of Medicare
when waste, fraud and abuse are rampant in this program.

Before recognizing the Ranking Minority Member and Senator
Durbin for their comments, I want to stress one important point
about Medicare providers. Perhaps it goes without saying, but it
deserves repeating here today. The vast majority of Medicare pro-
viders are caring, dedicated health care professionals whose top
priority is the welfare of their patients. This hearing is not about
those health care professionals, nor is it about honest mistakes or
billing errors. It is about career criminals who waltz into the Medi-
care program without being questioned and who steal hundreds of
millions of dollars from the Trust Fund. We must crack down on
bogus providers who have no business participating in a program
vital to 38 million Americans.

At this time, | am pleased to recognize the ranking minority
member of the Subcommittee, the distinguished Senator from Ohio,
John Glenn, for his statement.

OPENING STATEMENT OF SENATOR GLENN

Senator GLENN. Thank you, Madam Chairman, and | want to
commend you and your staff for the fine job you have done in put-
ting this hearing together. As you said, it is long overdue that we
get into this because Medicare is a valuable program. Over the
years, it has improved the health and quality of life for tens of mil-
lions of Americans and has a commendable record.

But the size of the program and its decentralized nature mean
that any regulatory or management weakness leaves the program
highly vulnerable—vulnerable to fraud resulting in the potential
loss of billions of dollars, as we will have illustrated here today.
Unscrupulous actors are always looking for a way to take advan-
tage of the system, and their actions can threaten the health and
lives of Americans and waste billions of taxpayer dollars and un-
dermine the credibility of an essentially good and successful pro-
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gram. That is why it is so important for us to continually monitor
the program and correct the weak areas.

Today's hearing addresses an area of high vulnerability—the
process for enrolling health care providers and suppliers in the
Medicare program. Let me add that this is on the GAO’s high-risk
list. We worked with the General Accounting Office back some
years ago. It was approved in 1990 that they assess across all the
different departments and agencies of government where the great-
est risks to the taxpayers were, where was money likely to be wast-
ed.

And they put out a list in 1992, 1995, and 1997, and in 1995 and
1997 the area we are talking about today was one of the risks that
they warned about. So we haven't had adequate action taken with-
in a couple of administrations here to really get to the bottom of
this thing and really correct it.

The current qualifications standards are far too weak, and even
those are ineffectively enforced. As a result, con artists with no
medical background or experience whose sole purpose is to rip off
the taxpayers gain access to the Medicare reimbursement system.
This result is quite apparent in two of the categories we will focus
on today—durable medical equipment, DME, suppliers, and home
health agencies, HHA's.

Just a month ago, the HHS Inspector General came to the
chilling conclusion that, and | quote, “Presently, HCFA and the Na-
tional Supplier Clearinghouse are approving many inexperienced,
unqualified, and unethical people as suppliers,” end of quote. Is it
any wonder, then, that a recent HHS IG inspection of 420 enrolled
DME suppliers and 35 new applicants revealed that 40 percent of
the enrollees and 41 percent of the applicants failed to meet at
least one Medicare requirement for DME suppliers, and that a gov-
ernment review of $6.5 billion in DME billings last year concluded
that 16 percent, nearly $510 million, were improper?

Similar problems afflict HHA’s. Last month, the General Ac-
counting Office issued a review of the certification process for
HHA's and reported that Medicare’s initial certification process
does not provide a sound basis for judging whether an HHA does
or will provide quality care in accordance with Medicare’s condi-
tions of participation. As a result, GAO concluded that State sur-
veyors and HCFA do not have sufficient, adequate information to
verify that the HHA is capable of furnishing quality care for all its
services or is in compliance with all the conditions of participation.

Similarly, 6 months ago, the HHS IG reported that 25 percent
of the 2,700 certified HHA's in five of the largest Medicare States
were problem providers with significant or multiple problems, and
they received almost 45 percent of all Medicare expenditures in
those States. They concluded that current program requirements
are woefully inadequate to prevent financially irresponsible or
fraudulent home health agencies from becoming Medicare pro-
viders.

On the same day it issued that finding, the IG also reported that
in four of the largest Medicare States, 40 percent of the payments
for home health care over the past 15 months should not have been
made, resulting in losses of approximately $2.6 billion. It should be
no surprise, then, that in September of last year the administration
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imposed a moratorium on the enrollment of new HHA's, and that
freeze was just lifted on January 13th of this year, after new regu-
lations were implemented. But there needs to be far more follow-
up to go along with that.

Obviously, the enrollment process is in terrible shape. Yet, it
could, and should be our first line of defense against Medicare
fraud. If we can deny unscrupulous firms and individuals access to
the system, we can stop a lot of fraud before it even starts, and
that is a more efficient and effective way to safeguard programs,
resources, and quality than to try and catch perpetrators after the
fraud is committed.

It is encouraging to note that both Congress and the Health Care
Financing Administration, HCFA, have already taken some initial
steps toward reform of the enrollment process. The Balanced Budg-
et Act of 1997 included a number of initiatives that will strengthen
the enrollment process. HCFA recently promulgated a flurry of re-
forms, including requirements for DME and HHA applicants to
provide more information and post surety bonds, and | hope we get
a chance to hear about the changes it has implemented.

However, while the reforms have great potential to improve the
enrollment process, we must see how effectively they are imple-
mented and enforced. There is a lot more to do and there are some
obvious reforms that have not been taken.

Let me just add, | think we need to look in the mirror here in
Congress for the source of some of the problems addressed here
today. We have been on a big emphasis on requiring privatization
and putting everything, as far as we can, out of government, get-
ting it out and privatizing it. Well, we didn’t put enough safeguards
in here when we did some of this and so we find people getting too
easily into the whole system.

When we have tried to make some changes in the past, they
haven't gotten through the Congress because some people were
afraid that we were impinging on their small businesses back home
to get into some of these areas. So there have been problems right
here, too. Protecting small businesses and making easy access for
them to get into this system, which is admirable in its intent,
meant that crooks got in, also. And we set some of the pricing here
so that there couldn't be competitive bidding. We need to correct
things like that right here in Congress as part of this clean-up of
the whole system. So we need to do some things right here, too.

It is good to say that we are putting it out here and it is going
to be competitive. Yet, it should be competitive once we get it out
there and it is not now. Anybody gets in and they can charge any-
thing they want, and so on, and it makes no difference to a crook
if the service is not being provided. His or her bill may look like
it is in line with what the going rate is in a certain area, but the
service isn't even provided, so that is a complete rip-off, a complete
fraud.

So we need to correct some of the things that right now are per-
mitted in law. We don't require competitive bidding in some of
these areas. | had a meeting this morning with the Administrator
of HCFA, and there are some areas that we need to look into here,
also. I am not trying to excuse them at all, because some of the
things that have happened are inexcusable.
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The testimony today will dramatically show something as simple
as performing an on-site visit to an applicant's reported place of
business could identify many scam artists. As the Chairwoman
pointed out just a moment ago here, when you are talking about
a provider that is on the sixth floor of a five-story building, it
doesn't take a big scientist to tell us we have got a problem.

Another important reform to consider is granting HCFA author-
ity to charge applicants a fee to defray the cost of an improved ap-
plication review process that does include site visits. At least we
know there is a business there. HCFA projected that such a fee
would be about $100. It doesn't seem to me that is too far out of
line.

By way of comparison, the State Department currently charges
individuals $65 for a passport, and if a citizen can be required to
pay $65 in order to exercise their right to travel, it seems reason-
able to require Medicare providers and suppliers to pay a fee for
the right to enroll in a program which affords lucrative financial
returns.

So | am looking forward to exploring these ideas and other pos-
sible reforms during today’s hearing. Surely, this is an area where
an ounce of prevention is well worth a pound of cure. It is long
overdue for curing and it is up to us to work with HCFA to make
sure this gets done.

Thank you, Madam Chairman.

Senator CoLLINS. Thank you very much, Senator Glenn.

I would now like to recognize another Senator who has been a
leader in the fight against Medicare fraud, Senator Durbin.

OPENING STATEMENT OF SENATOR DURBIN

Senator DurBIN. Thank you, Senator Collins. We are discussing
exploitation here, and it is pretty obvious from the figures which
have been produced that there is an exploitation of taxpayers and
the Treasury, some suggest to the tune of $23 billion a year in
Medicare fraud. But it is also an exploitation of senior citizens,
many of whom, because they are alone are confused by the moun-
tain of bureaucratic language that is thrown in their direction,
really don't know what their rights are and end up signing forms
which give people a license to basically scam the Treasury. They
don't get the kind of care and services that they deserve and the
taxpayers pay the bill.

Now, we have taken a close look at some of these and one of the
operations that | think we should continue to encourage is Oper-
ation Restore Trust, which is an effort to try to weed out this Medi-
care fraud. It has been conducted in my home State of Illinois and
four other States to target this problem. For every dollar that we
have spent in this effort, we have brought back $23 to the Federal
Treasury. | was pleased that last May, President Clinton expanded
this program to 12 additional States.

Let me also say that there is a hotline that I think most people
are aware of through the Department of Health and Human Serv-
ices to allow people to call in. It is 1-800—-HHS-TIPS, and if you
think that you know of some Medicare fraud, give it a call. Direct
action resulting from some 5,500 complaints to that hotline has re-
sulted in approximately $6.4 million in recoveries.
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I really want to close by commending Senator Collins for her ini-
tiative in this investigation. This is not the first hearing we have
had on this subject. I am sure it won't be the last either. Both she
and Senator Glenn understand, as was said in their opening state-
ments, that if we are being called on to tighten the belt in the
Medicare program, the first place we are going to turn is the elimi-
nation of this kind of fraud. This can be done. And for those of you
who have talked to senior citizens, who have been to town meet-
ings, they usually come armed with a handful of bills and examples
to tell their elected officials that there are obvious abuses that need
correcting.

The one sad part of this and one thing that we have to think
about is that the largest complaints against the government, in
general, are paperwork and too many employees. How do you police
a system? Well, historically, we have policed it with more forms to
make sure that anybody who wants to get into this field has to fill
out more forms, make more disclosures, swear to the truth of this,
that and the other thing. So as we try to reduce paperwork, on one
hand, we have to be taking care that we aren't reducing the safe-
guards that are necessary to keep the bad actors out of this.

And, secondly, of course, we need good people who are taking a
look at these Medicare providers and making certain that, as has
been said repeatedly, you don't have some business supposedly
working off of the sixth floor of a five-story building. So these
things are at odds with our efforts to reduce paperwork and reduce
Federal employment, but they are absolutely essential if we are
going to make certain that the taxpayers are not ripped off.

I thank the Senator for this hearing. I am looking forward to it.

Senator CoLLINS. Thank you, Senator Durbin.

Without objection, and for the convenience of all Senators, the
exhibits marked and previously made available will be made part
of the hearing record.

In addition, Senator Glenn and | each received late last night a
letter from HCFA outlining the steps that the administration is
taking and the letter will be made part of the record as well.1

Senator GLENN. So move.

Senator CoLLINS. Thank you.

Our first witness this morning is a former Miami nightclub
owner who is currently serving time in Federal prison for Medicare
fraud. We will refer to this witness today as “Mr. Smith.” 2

For the record, | would note that the witness has requested that
his face be concealed from public view due to concerns about his
safety. Under the circumstances, | believe this is an eminently rea-
sonable request, and if there is no objection from the Subcommittee
members, it is ordered pursuant to the Subcommittee’s Rule 11.

I would note for the record that the witness, as is obvious, will
be testifying behind an opaque screen. No cameras will be allowed
to photograph this witness from the area in front of the screen. It
is also my understanding that members of the media have already
been advised of the ground rules and the locations where cameras

1See Exhibit 14 which appears in the Appendix on page 204.
2Sealed Exhibit labeled as Exhibit 1 is retained in the files of the Subcommittee.
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will and will not be allowed during Mr. Smith’s testimony in order
to maintain security.

Mr. Smith will describe for us today the nature of his Medicare
fraud and how he was able to milk some $32 million from the
Medicare program. | would also note that Mr. Smith is accom-
panied by an interpreter from the State Department, since English
is not his native language. Although his English is good, just to en-
sure that there is no misinterpretation of the questions, the inter-
preter will translate the questions and assist to ensure that Mr.
Smith understands all the questions posed to him.

Pursuant to Rule 6, all witnesses who testify before the Sub-
committee are required to be sworn. We usually ask the witness to
stand, but for obvious reasons, we will ask today for the witness
to remain seated, but to raise your right hand.

Do you swear that the testimony that you will give before the
Subcommittee will be the truth, the whole truth and nothing but
the truth, so help you, God?

Mr. SMITH. | do.

Senator CoLLINs. Thank you very much. Mr. Smith, you may
proceed.

TESTIMONY OF MR. SMITH,1 A CONVICTED MEDICARE FRAUD
FELON, ACCOMPANIED BY LILLIAN NIGAGLIONI, INTER-
PRETER

Mr. SmiTH. Madam Chairman and Members of the Sub-
committee, at your request | am here today to testify about my ac-
tivities to steal from the Medicare program. Before | begin my tes-
timony, | want to thank you and this Subcommittee for respecting
my request to keep my identity protected during this hearing. This
is a dangerous world and I sincerely fear for my safety. Thank you
again.

My professional training is as an electrical engineer, and at the
time when | started billing Medicare, | was the owner of a night-
club in the Miami, Florida, area. Before purchasing a medical sup-
ply company in 1988, | had no experience or training in health care
services. | also had no idea how the medical supply business
worked or anything about the Medicare billing process. Without
this experience and with no knowledge of the Medicare program,
I purchased a business and started billing Medicare.

It was very easy for me to get approval from Medicare to become
a provider. | simply filled out an application and sent it to Medi-
care. They gave me a provider number over the phone. No one from
the government or anywhere else ever came to me or my place of
business to check any information on the application. No one ever
checked my credentials or asked if 1 was qualified to operate a
medical supply business.

My primary business was supplying nutritional milk to older
people in southern Florida. As | understand it, this program was
designed to provide the supply kits, like feeding tubes and food
such as milk, to old people who were too sick to eat this food with-
out assistance. They were supposed to be so sick that they could

1The prepared statement of Mr. Smith appears in the Appendix on page 57.
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not swallow whole food. I ended up billing Medicare for patients
who were eating steaks and other solid foods.

At first, in order to start billing the government, I bought milk
and offered it to elderly people in the Miami area in exchange for
their Medicare beneficiary numbers. | hired people to tell the elder-
ly that this was free milk from the government and that they only
needed to have a Medicare number to qualify. These recruiters
went to community centers and apartment buildings where large
numbers of senior citizens were present to get new patients for my
companies. Several doctors were also paid to sign Medicare forms
certifying that the patients needed this nutritional milk. They were
paid about $100 for each form signed.

In the beginning, I bought the milk in case government inves-
tigators came to look at my business. | thought | needed to show
them that | bought the milk in order to bill the government. | used
these numbers to bill Medicare over and over again for high-cost
nutritional services when | just gave them some cheap free milk.

Later, | realized that | did not even need to buy the milk. No one
from the government ever came to question my billings, and so |
just paid recruiters to get Medicare beneficiary numbers. | used
these numbers to bill Medicare month after month. | provided no
services and just received checks from the government. | usually
received between $180,000 and $280,000 per month from Medicare.
In 1 month, I billed Medicare over $500,000 and no services were
provided. This program was a gold mine. I know of no other busi-
ness where | could make the same money without any risk.

The government actually made it easy for me to steal. | was not
required to produce any documents in support of the claims | made
to Medicare for any of my companies. | became rich very fast bill-
ing the Medicare program. My biggest mistake in this fraud
scheme was buying the milk. 1 would have made more money if |
did not spend any money on the milk.

By the time | was arrested in 1994, | owned seven medical sup-
ply companies and employed approximately 20 people for the sole
purpose of billing Medicare. |1 started new companies so that the
government would not discover the large number of claims being
paid to any one company. | ran these seven companies out of the
same office, using the same people and with the same computers.
I was billing Medicare for over 2,000 patients. |1 provided no serv-
ices for the claims submitted. In the end, | estimate that my com-
panies billed Medicare about a total of $32 million, and most of this
was fraud.

I was indicted in Federal court for my Medicare fraud scheme
and charged with several felony violations of the law. | admitted
my involvement with this illegal activity and I willingly cooperated
with the government. | pleaded guilty to 17 felony charges, includ-
ing fraud against the United States, false claims, and paying kick-
backs. I am now serving 10 years in Federal prison for these
crimes.

That concludes my statement and | will try to answer any ques-
tions that you may have.

Senator CoLLINs. Thank you very much, Mr. Smith. | appreciate
your candor in describing the fraud scheme that you perpetrated.
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I want to emphasize a couple of points of your testimony before
asking you some further questions.

First of all, you had absolutely no background in health care, ei-
ther as a health care professional or in the business end of the
health care provider, is that correct?

Mr. SMITH. That's correct.

Senator CoLLINS. In fact, your training—I think you said you
were an electrical engineer, is that right?

Mr. SMITH. Yes.

Senator CoLLINs. | want to follow up on a point that Senator
Durbin made and that | made in my opening statement, and that
is the impact of actions like yours on people who really need serv-
ices. You mentioned that in some cases, you provided the milk in
the initial stages of your scam to people who didn't need it, who
were able to eat solid food, like steak, is that correct?

Mr. SmITH. That's correct.

Senator CoLLINS. But you also didn't provide services, such as
the feeding kits that accompanied the nutritional milk, to people
who really needed the service, is that right?

Mr. SmMITH. That's correct.

Senator CoLLINS. That is one of the concerns about this kind of
fraud—is it not only rips off the Trust Fund, but it hurts the qual-
ity of care that we are providing to our senior citizens.

You mentioned that you fraudulently billed the Medicare pro-
gram for about $32 million. Could you tell us what you used the
money for?

Mr. SmiTH. Many ways; nice house, boat, car, other business,
traveled a lot.

Senator CoLLINS. Did you buy some luxury cars with the money?

Mr. SMITH. Yes, | bought luxury cars, houses, and traveled.

Senator CoLLINs. Did you buy a Mercedes?

Mr. SMITH. Yes.

Senator CoLLINS. Did you do a lot of traveling with the money?

Mr. SMITH. Yes.

Senator CoLLINs. Could you give us some idea of where you went
with the money?

Mr. SmiTH. All over the world, and 14 times to Rio de Janeiro
in 1 year.

Senator CoLLINs. Did you also invest in a couple of nightclubs
in Mexico?

Mr. SMITH. Yes.

Senator CoLLINS. And it is my understanding you also bought
two boats and a home in Miami and an apartment in Mexico City,
is that correct?

Mr. SMITH. That's correct.

Senator CoLLINs. So, certainly, Medicare provided you with the
good life, I guess you would say, for a while?

Mr. SMITH. Yes.

Senator CoLLINS. You worked with others to cheat Medicare, as
you mentioned in your statement, but what was your role in the
scheme?

Mr. SmiTH. | provided the financial support for buying the pro-
vider company, and | paid the recruiters.



11

Senator CoLLINS. So the recruiter brought you the Medicare ben-
eficiary numbers which allowed you to bill the government for serv-
ices that you never provided, is that correct?

Mr. SMITH. Yes, that's correct.

Senator CoLLINS. And no one from the government, until you
were caught, ever came to visit you or ask you about the informa-
tion that you provided on your application to become a provider?

Mr. SmMITH. Never.

Senator CoLLINS. No one from the government ever visited your
place of business or attempted to verify the information that you
gave on the application?

Mr. SMiITH. No, only when they come and arrest me.

Senator CoLLINs. How did you get caught?

Mr. SmiTH. Somebody who was working with me got caught for
other reasons and started to cooperate.

Senator CoLLINS. So one of your associates essentially turned
you in, is that correct?

Mr. SMITH. Yes, that's correct.

Senator CoLLINS. If you hadn't been turned in by one of your as-
sociates, do you think that the fraud would have gone on and on
and you would still be billing Medicare today?

Mr. SMITH. Oh, yes, for sure, but | was thinking about retiring
in 2 years.

Senator CoLLINS. You were planning to keep going for a couple
of years and then retire, is that correct?

Mr. SMITH. That's correct.

Senator CoOLLINS. So, in summary, just tell us how easy was it
for you to become a certified Medicare provider.

Mr. SmiTH. Filled out the paper, sent to Blue Cross and Blue
Shield, and they gave me the provider number over the phone.

Senator CoLLINS. You got the provider number over the tele-
phone?

Mr. SMITH. Yes, that's right, and started billing.

Senator CoLLINs. My final question to you is what do you think
the government should do to prevent people from cheating the
Medicare system? What would have deterred you? What would
have caused you to think twice before getting into Medicare fraud?

Mr. SmiTH. | think the government needs to put pressure on the
insurance company because the insurance company is the broker
between the government and the provider. The insurance company
pays the money and the insurance company doesn’'t have any kind
of surveillance to prevent the fraud.

Senator CoLLINS. So, by insurance companies, you are talking
about the contractors that the Federal Government uses to admin-
ister the program and pay claims, right?

Mr. SMITH. Yes.

Senator CoLLINS. Thank you.

Senator Glenn.

Senator GLENN. Thank you very much, Madam Chairman.

You say you got about $32 million, most of it illegal, from the
government. How much did the government recover——

Mr. SMITH. That's gross.
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Senator GLENN. OK, | have been quickly briefed here and | un-
derstand | should not ask that question for other reasons. So I will
withdraw that particular question.

How did you get this idea to begin with? Did you know somebody
that was doing this?

Mr. SmITH. Yes. One person sold me the business, gave me train-
ing on billing and how to do the business.

Senator GLENN. You bought the business, then, where they were
doing the same thing?

Mr. SMITH. Yes.

Senator GLENN. Are there other businesses doing this now that
you know of?

Mr. SMITH. Yes.

Senator GLENN. Have you told the government about these other
people?

Mr. SMITH. Yes.

Senator GLENN. OK. There have been a number of things talked
about that might help this situation, such as posting a bond, hav-
ing to provide a Social Security number, looking into previous
criminal history, or insisting that each business file a business
plan. Would those have prevented you from doing what you did?

Mr. SMITH. Yes.

Senator GLENN. They probably would have?

Mr. SMITH. Yes.

Senator GLENN. OK. You said you had several companies; | think
you said seven at one time. Were they all registered in your name?

Mr. SMmiTH. No, not all of them.

Senator GLENN. Did you have businesses that had to register
with the State to do business?

Mr. SMITH. Yes.

Senator GLENN. You did, OK, and when you made application,
there was no check, then, from the State either, as well as from
Federal authorities?

Mr. SmiITH. No.

Senator GLENN. OK. You mentioned that several doctors partici-
pated in this. Did you have any trouble recruiting doctors? | think
in your testimony you indicated that doctors were paid $100 for
each form they certified, is that correct?

Mr. SMITH. Yes. Several doctors offer their service.

Senator GLENN. They what? 1 am sorry.

Ms. NicaGLIONI. They offered their services. Several doctors of-
fered their services.

Senator GLENN. They offered; didn't even have to go recruit
them, is that right? They were coming to you?

Mr. SMITH. Yes.

Senator GLENN. So much for the medics in Miami, OK. No. I re-
tract that last statement.

Mr. SMiITH. Not everybody.

Senator GLENN. | don't mean to impugn the medical—

Mr. SMiITH. Not everybody.

Ms. NiGaGLIONI. Not everybody.

Senator GLENN. Not everybody, OK. But you didn't have any
trouble getting doctors to certify this, apparently.

Mr. SmMITH. No.
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Senator GLENN. Do you think if we did something just like a site
check to see that there is an actual business at a certain address,
would that be a major step toward helping eliminate this?

Mr. SMITH. That's correct.

Senator GLENN. Because we have examples where people gave
Miami Airport and fictitious buildings and laundromats and all
sorts of places as their place of business.

Mr. SmiTH. If you do a background check and ask for a bond that
would be very important because it will be very hard to get into
the system.

Senator GLENN. Well, the bond idea is one that I—I am not quite
sure | know how a bond would work because you could have a bond
and still be just as fictitious as you were.

Mr. SmiTH. No, with the background check and the other meas-
ures.

Ms. NicaGLIoNI. With background check and other measures.

Senator GLENN. Oh, background, yes, and an on-site visit to your
business place?

Mr. SMITH. That's very important, to see what happened. That's
very important.

Senator GLENN. All right, but let us say that | set up a business
and they come see my business and | have wheelchairs and | have
all sorts of equipment there and | am running a legitimate busi-
ness. But if | wanted to extend that legitimate business and make
false claims, I could have a part legitimate business and one that
is many times over not a legitimate business. Would there be any
problem with somebody doing that?

Mr. SMiITH. No problem.

Senator GLENN. Do you think that is being done?

Mr. SMITH. | do.

Senator GLENN. | would think a front for something like this,
that that would be the way a lot of this would occur, would be
someone would have a small legitimate business and over-bill to
the skies. And unless somebody started actually checking the ac-
tual bills, we would never know it.

You didn't even have the overhead of a small legitimate business.

Mr. SmiITH. No.

Senator GLENN. Well, we could go on all day here talking about
the different parts of this thing, and | compliment you again,
Madam Chairman. | have to leave shortly here because | have
some Armed Services Committee things I am involved with this
morning, and | hate to do that because this is very, very important.
But I will try and get back a little later if |1 possibly can.

Thank you.

Senator CoLLINS. Thank you, Senator Glenn.

Senator Durbin.

Senator DURBIN. Mr. Smith, when did you start your business?
When did you get the provider number, what year?

Mr. SMITH. December 1988.

Senator DurBIN. And you continued billing the Federal Govern-
ment until when?

Mr. SMITH. Until 1992.

Senator DURBIN. So 1988 to 1992?

Mr. SMITH. Yes.
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Senator DursIN. Now, | thought it was interesting that you
made reference to the insurance company. Which insurance com-
pany administered your payments?

Mr. SMiITH. Blue Cross and Blue Shield.

Senator DuUrBIN. And | understand that there are some 70 dif-
ferent companies like Blue Cross-Blue Shield that, in fact, have
taken over the responsibility of paying providers like you. | think
they contract with the Federal Government to do that, and in your
situation your direct contact with the Federal Government—Ilet me
restate that.

I am trying to determine the extent of your contact with the Fed-
eral Government. You first contacted the department to get your
provider number and then you worked with the insurance company
from that point forward, is that correct? Could you explain the role
there?

Mr. SmMITH. | think the provider number is issued from the insur-
ance company.

Senator DURBIN. The provider number came from the insurance
company?

Mr. SMITH. Yes.

Senator DurBIN. So all of your contact—I don't want to put
words in your mouth. Was the billing process that you used—did
it involve Blue Cross-Blue Shield throughout the length of your
business?

Mr. SMITH. Yes.

Senator DurBIN. It did, all right. Madam Chairman, that raises
another interesting question here because as we privatize these
things and create some opportunities for employment in private in-
dustry, it clearly is important that the Federal Government, which
ultimately pays the bill, makes certain that this surveillance takes
place.

One of the points that Senator Glenn raised which I think is im-
portant was the question of site visits. It is my understand that the
Department of Health and Human Services, in a letter they have
just provided us, indicated the President announced site visits for
the suppliers nationwide to stop the scam artists. And of nearly
2,000 suppliers visited last year, one-third were either ejected or
rejected by Medicare—a third of those who were providing health
care services and equipment. That is an incredibly high number,
and it really strikes me that we are just scratching the surface of
what the problems are in this situation.

Let me ask you, too—we have talked a lot about the senior citi-
zens who were involved in this. Did any of them ever complain to
you about having turned over their number and not receiving bene-
fits or not receiving the nutrition that you were supposed to sup-
ply?

Mr. SMITH. Many times.

Senator DurBIN. Many times?

Mr. SMITH. Yes.

Senator DuRrBIN. And obviously that complaint didn't create a
problem because you kept doing business until one of your employ-
ees basically ratted on you?

Mr. SmITH. Yes and no. The problem is the older people received
a statement with the payment from the insurance company, and
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when they received the statement, they read it and saw, $300, or
$200. They said, for what? They started calling.

Senator DuURBIN. So the senior citizen whose Medicare number
you have picked up from doctors or from other sources and whose
name is being fraudulently billed ends up getting this statement
back from the government and calls and says, “What is this all
about? | didn't get $600 worth of nutritional supplements.” But it
didn’t result in anything. It didn’t result in anybody coming to take
a look at your business, did it?

Mr. SmiITH. No.

Senator DURBIN. N0?

Mr. SMITH. No.

Senator DURBIN. Well, going back to what the Chairman has said
about this situation, it is bad enough that we have lost so many
millions of dollars, and billions overall. But to have this exploi-
tation of the seniors who are blowing the whistle and nobody is lis-
tening, that is the part that really disturbs me as well. We are get-
ting involved in that.

I thank you very much for your testimony. You are paying a
price for what you have done, and | hope that the fact that you
have come forward today and this hearing will give us some mo-
mentum to try to discourage others who are exploiting the system.

Senator CoLLINS. Thank you, Senator Durbin.

Mr. Smith, | do thank you for your testimony.

Prior to receiving testimony from our next panel of witnesses, |
would ask that everyone remain seated while Mr. Smith exits the
room. | will ask that any video or still-camera people please refrain
from taking any pictures until the witness has left the room. So
with the assistance of the marshals, please proceed.

I also want to thank our State Department interpreter for her as-
sistance here this morning. Thank you.

Senator CoLLINS. Our next panel of witnesses today includes
people who will tell us about their experiences on the front line of
our national effort to combat health care fraud. This panel includes
John Frazzini, a former HHS IG special agent who was detailed to
this Subcommittee until last December and was very instrumental
in the investigation that produced this hearing.

Mr. Frazzini actively participated in health care fraud investiga-
tions over the past several years as a special agent at the Office
of Inspector General. He will describe the findings and observations
of the PSI investigators. | should note for the record that John has
now moved on in his law enforcement career and is now a U.S. Se-
cret Service agent in training.

We are also pleased to have with us this morning three witnesses
from the Health and Human Services Office of Inspector General—
John E. Hartwig, the Deputy Inspector General for Investigations;
Susan Frisco, a special agent assigned to the New York field office;
and Cathy Colton, an Assistant Inspector General for Investiga-
tions assigned to the Atlanta field office, Miami sub-office.

All of these law enforcement professionals are truly on the front
lines in this battle. Mr. Hartwig has been in the HHS Inspector
General’s office for the last 20 years and has a wealth of informa-
tion. In his capacity of Deputy Inspector General for Investigations,
he oversees all the criminal investigations conducted by the Office
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of Investigations. 1 want to compliment these witnesses and the
other hard-working professionals in the Inspector General's office
for their work in protecting the integrity of the Medicare program.

Pursuant to Rule 6, all witnesses who testify before the Sub-
committee are required to be sworn. At this time, | would ask that
you all stand and raise your right hands.

Do you swear that the testimony you are about to give before the
Subcommittee will be the truth, the whole truth and nothing but
the truth, so help you, God?

Mr. FrazziNt. | do.

Mr. HARTWIG. | do.

Ms. Frisco. | do.

Ms. CoLToN. | do.

Senator CoLLINS. Thank you.

Mr. Frazzini, | am going to ask that you proceed first, and then
we will hear from Mr. Hartwig. It is my understanding that Ms.
Frisco and Ms. Colton do not have separate statements, but are
available to answer any questions after we have heard from both
of the witnesses who will be presenting oral statements.

Mr. Frazzini, you may proceed.

TESTIMONY OF JOHN FRAZZINI,X FORMER INVESTIGATOR,
SENATE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS

Mr. Frazzini. Madam Chairman and Members of the Sub-
committee, since PSI's June 1997 hearing on emerging fraud in
Medicare programs, the Subcommittee has uncovered several
weaknesses in the procedures used to enroll Medicare providers.
These weaknesses have allowed full-time con artists with little or
no experience as health care providers to enter the Medicare pro-
gram and to defraud millions of dollars from the Nation’s tax-
payers.

In 1996, the Health Care Financing Administration, or HCFA,
standardized the enrollment form when it mandated use of the
HCFA 855 form, an application form entitled “Medicare General
Enrollment, Health Care Provider/Supplier Application.” Using du-
rable medical equipment, or DME, and home health care as exam-
ples, I want to briefly show the flow of the HCFA 855 form from
preparation to approval.

As these two charts show,2 the application process for DME and
home health care applicants can be divided into four phases. As
you can see, there is the submission part of the process, the review,
the site visit or verification process, and the approval process, and
those are consistent generally with both of these two industries,
home health care and DME.

The focus of PSI’s investigation was on the adequacy of the third
phase of the process, which is the verification of data provided by
the applicants on the HCFA 855 forms. As | stated earlier, the
HCFA 855 form standardized the Medicare enrollment process with
respect to the manner in which information was gathered. How-
ever, it did not expand or increase the verification activities related
to the information submitted by applicants.

1The prepared statement of Mr. Frazzini appears in the Appendix on page 59.
2See Exhibits 2 and 3 which appear in the Appendix on pages 71 and 72 respectively.
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The HCFA 855 form, for example, requires that a prospective
provider include its business location on the form. Preparation in-
structions for the HCFA 855 form specify that this address cannot
be a post office box or a mail drop. HCFA, however, does not en-
sure that physical verifications are performed on a nationwide
basis to determine whether prospective providers are using actual
business addresses.

PSI's investigation has revealed that many DME companies have
used mail drops that appear on the enrollment form to be legiti-
mate street addresses. As an example, here is a copy of one pro-
vider's Medicare application which shows that the business location
is 1204 Avenue U, Suite 201, in Brooklyn, New York.1 Here is the
physical location of 1204 Avenue U, Suite 201, a mail drop.2 If you
look closely at the advertisement in the window, you can see on the
little—the white board right in the center of the window, it states
that there is a summer special, 12-month post office box rentals,
$60 per year, $5 per month, one-time only. It is a great deal for
the bad guys!

As shown by this example, it is difficult to determine from just
reading applications whether Medicare providers are using mail
boxes or if the addresses are actually physical locations. This
makes physical verification even more essential. Before | continue,
I would like to point out that this mail drop was the reported loca-
tion of two New York companies that provided DME products and
MRI tests. These companies submitted Medicare claims totaling
$3.4 million and received payments of about $500,000. But as you
might expect, no services were rendered in this particular case.

PSI investigators traveled to New York and Miami to see first-
hand the weaknesses in the enrollment process and to meet with
special agents from HHS' Office of Inspector General, special
agents from the FBI, Federal and State Medicare and Medicaid of-
ficials, and two convicted felons. During the PSI visits, we photo-
graphed several locations, like the one shown earlier where DME
companies and other providers had operated out of mail drops and
bogus store fronts.

I would like to show the Subcommittee a few other locations pho-
tographed by PSI investigators. The first photographs are the re-
ported office location of two physicians who provided DME products
and MRI tests.3 As you can see, this is a launderette. As we walked
through the door, we saw the usual washers and dryers. However,
when we reached the back of the launderette, we found several
mail boxes which is where the two physicians received Medicare
payments of approximately $117,000. These two physicians billed
Medicare for claims totaling over $690,000. But, again, like the
other example, no products or services were ever rendered in this
case.

The next photograph is the reported location of a Miami health
clinic that performed diagnostic tests. As you see, this is a Mail
Boxes Etc.# Medicare paid at least $300,000 for tests at this loca-
tion, but again no tests were ever performed.

1See Exhibit 4a. which appears in the Appendix on page 73.
2See Exhibit 4b. which appears in the Appendix on page 74.
3See Exhibit 5 which appears in the Appendix on page 75.
4 See Exhibit 6 which appears in the Appendix on page 78.
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The next photograph is the reported location of a Miami health
clinic, Miami, Florida.1 As you can see, this is a vacant store front.
Medicare paid this clinic, if you want to call it that, approximately
$2 million. But, again, like the other examples, no services or prod-
ucts were ever rendered.

The final photograph is the reported location of 14 Miami health
care companies that provided DME products and services. As you
can see, this is an airport runway.2 Medicare paid at least $6 mil-
lion for claims submitted by these companies. But, again, like the
other examples, no services were rendered.

Senator CoLLINS. Mr. Frazzini, could you please explain how an
address was given that turns out to be a runway at the Miami
International Airport?

Mr. FrazziNi. Yes, it is kind of magical, really. Actually, what
happened in this particular case, as it was explained to me by the
HHS special agent who was involved with the case, when he went
out to verify the location submitted on the application form, he
drove around, | think he told me, for about an hour or so to try
to find the address. When he couldn't find it, he went to his map
that he had in his car and he looked on the grid and found the
street name. The street name existed near the airport.

And what he did is he just—he couldn’t find the actual address
because it didn't exist on the map either. He just expanded the
street to where the address would have been if it actually existed
and he found himself at the Miami Airport.

Senator CoLLINS. Thank you.

Mr. Frazzini. So the address never actually existed in the first
place.

So as these photographs show, had HCFA officials required site
visits of these companies prior to issuing provider numbers, espe-
cially in this particular case where the address didn't even exist,
Medicare would not have paid these bogus providers $9 million,
just by simply going out, and the airport is a classic example of
that.

While in Miami, PSI investigators also visited an office complex
comprised of three buildings that are known to rent office space to
DME suppliers. This particular office complex had housed 45 DME
suppliers over the past 4 years. These companies billed the Medi-
care program over $20 million during this period of time. Of these
45 suppliers, only two had not been under revocation, suspension,
or in violation of the supplier standards relevant to DME compa-
nies.

Upon physical inspection of one building, PSI investigators found
that only one of the offices was open for business, which seemed
strange, since it was only 3:30 in the afternoon. Posing as entre-
preneurs, PSI investigators questioned the one owner about his
business. The owner’s office was scantily furnished with a desk, fil-
ing cabinet, and a telephone. This DME owner told us that the
medical supply business is a lucrative business. He told us that he
makes about $4,000 a month, but he knows of other owners who
make approximately $20,000 a month.

1See Exhibit 7 which appears in the Appendix on page 79.
2See Exhibit 8 which appears in the Appendix on page 80.
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The owner told us that Medicare has investigated his company
several times, three times to be exact, and because of the problems
that come with these investigations, he is planning on expanding
his business to Orlando and is organizing a consortium of 37 DME
suppliers so that when one supplier is investigated by Medicare,
the cash flow won't dry up. PSI investigators found that this par-
ticular provider had submitted Medicare claims for $500,000 and
was paid approximately $200,000 for DME supplies.

In conversations with Medicare investigators in Miami, setups
such as the one used by this particular supplier are very common
amongst fraudulent DME suppliers. These investigators told us
that they found hundreds of DME companies that were nothing but
mail drops, grimy auto shops, or empty warehouses.

For example, one office had a lady sitting in a room with four
desks. Each desk represented a different company. There was a
telephone on each desk, along with a different script for the lady
to read when answering telephone calls for the several different
companies that were housed in the office.

Throughout PSI's investigation, the common theme among the
health care experts was that the government must do a better job
preventing these con artists from obtaining Medicare provider
numbers or law enforcement officials will not be able to weed out
the unscrupulous providers fast enough.

That concludes my testimony and | would be glad to answer any
questions that the Subcommittee may have.

Senator CoLLINS. Thank you, Mr. Frazzini.

Before we turn to questions, | want to hear Mr. Hartwig's testi-
mony and then we will question the whole panel.

Mr. Hartwig, please proceed, and welcome.

TESTIMONY OF JOHN E. HARTWIG,* DEPUTY INSPECTOR GEN-
ERAL FOR INVESTIGATIONS, OFFICE OF THE INSPECTOR
GENERAL, DEPARTMENT OF HEALTH AND HUMAN SERV-
ICES, ACCOMPANIED BY SUSAN FRISCO, SPECIAL AGENT,
NEW YORK FIELD OFFICE, DEPARTMENT OF HEALTH AND
HUMAN SERVICES, AND CATHY COLTON, ASSISTANT RE-
GIONAL INSPECTOR GENERAL FOR INVESTIGATIONS,
MIAMI, FLORIDA, SATELLITE OFFICE, DEPARTMENT OF
HEALTH AND HUMAN SERVICES

Mr. HarTwiG. Thank you. Good morning. We are pleased to ap-
pear before you today to describe our experiences with high-risk in-
dividuals who have gained access into the Medicare program.

I believe the appropriate descriptors of today’s health care crimes
are complexity, high dollar amount, and sophistication. Currently,
the program outlays exceed $200 billion and multiple-subject cases
are commonplace. We see millions of dollars stolen in a single
scheme, and with today’s technology, fraudulent providers can bill
the system electronically, make quick hits for large amounts of
money, and move on before they can be detected.

Today's criminals know where the Medicare radar is and how to
fly under it. Let me elaborate briefly. Today's health care providers
are typically highly networked through parent companies and sub-

1The prepared statement of Mr. Hartwig appears in the Appendix on page 62.
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sidiaries with branches all over the country. Where we used to
have fraud by a single provider affecting billings in only one or two
States, it is now common to find billings by provider groups flowing
through 30 or 40 States.

Something that may appear on the surface to be a local scam can
unfold into a complex, organized fraud with systematic and some-
times nationwide implications. We sometimes find fairly complex
operators who can perpetrate their scheme quickly in an area, close
down, and move on to a new locale to evade detection.

When the OIG audited a statistical sample of Medicare’'s $168.6
billion in fee-for-service benefit payments reported for fiscal year
1996, we projected a mid-point figure of $23.2 billion that was paid
improperly. Our auditors did not set out to quantify how much of
that could be fraud, but our sense is that some of the improper
payments more than likely were in the realm of intentional mis-
representation.

An entitlement program that has grown to huge proportions,
Medicare provides criminals with a large target. Years ago, Willie
Sutton said he robbed banks because that is where the money is.
Today, Medicare is where the money is, and today’s Willie Suttons
are lined up to get what they can. That is why sound program
oversight by HCFA and aggressive, well-organized law enforcement
are necessary.

Medicare has 38 million beneficiaries, processes and pays 800
million claims annually, contains complex rules, and has a decen-
tralized operation. The Medicare computer system accomplishes its
missions of paying claims quickly, but sometimes fails to detect
conditions indicative of fraud. The Medicare program was built on
a system of trust, trust that medically necessary services, equip-
ment and supplies would be provided appropriately to those who
are entitled to them, and that claims for reimbursement would fair-
ly reflect whatever was provided.

This hearing deals with the extreme end of the health care scale;
that is, those individuals who single-handedly or as part of a con-
spiracy set out to rob the Medicare program while providing little,
if any, services to beneficiaries. We are talking about people who
should never have been allowed to participate in the program and
how to keep others like them out. Unfortunately, even a small
number of bad individuals can wreak enormous damage on the pro-
gram.

We found that some benefit categories are more vulnerable than
others to participation by criminal elements. For example, the du-
rable medical equipment supply industry has been a high-risk pro-
vider group for years. In 1995—and Senator Durbin had mentioned
Operation Restore Trust—we initiated Operation Restore Trust as
a Department initiative which targeted Medicaid and Medicare
fraud and abuse, and one of the targets of that operation was dura-
ble medical equipment.

Although some major improvements have been made in HCFA's
management of the benefit, DME continues to be fraud-prone and
a major concern. Medicare paid more than $6 billion in 1997 for
medical equipment and supplies. Despite current safeguards,
HCFA has reported that in a sample of 36 new DME applicants in
Miami, Florida, 32 were not bona fide businesses.
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Our office recently sampled suppliers and applicants for DME in
12 large metropolitan areas. We found that 1 out of 14 current sup-
pliers and 1 out of every nine new applicants did not have a phys-
ical address. A physical address is required for suppliers because
it allows beneficiaries a place where they can reach suppliers about
DME needs and problems. Also, a physical address provides a place
where beneficiary and financial records should be kept for over-
sight purposes.

We found that businesses had closed, had questionable presence
at the address to begin with. Some addresses, as you have seen,
are mail drop locations or non-existent at all, a classic example cer-
tainly being where you are on a runway of Miami Airport, not a
place where | would want to set up business.

Problems with physical addresses such as we have described
often indicate potentially non-legitimate businesses. A classic ex-
ample is a case we uncovered in the Miami, Florida, area. The
Miami investigation began in 1994 when a private citizen in Miami
forwarded to us dozens of Medicare explanation of medical benefit
forms which she had mistakenly received in the mail. The forms
showed that multiple beneficiaries were each provided liquid nutri-
tion by six different DME companies. All of the companies billing
were paid by Medicare for supplies and services supposedly pro-
vided.

We and the FBI initiated an investigation, contacting the bene-
ficiaries. All denied receiving services. We then visited several of
the business addresses which these companies reported to Medi-
care and found that none had an actual office or business location.
Instead, all were located at mail drop boxes. Through the use of
interviews, surveillance, and other investigative techniques, we
found that what we initially believed to be six or so fraudulent
companies operating independently were instead part of a larger
crime ring that defrauded the Medicare program of over $6 million.

The ring leader in this operation was Ulisses Martinez, who lived
in the Miami area. We found that Martinez had entered the United
States illegally some years before through use of a forged Panama-
nian passport. In 1992, Martinez and some of his associates began
buying the names and Medicare numbers of beneficiaries which
would provide the fuel for his scheme.

He purchased most of the names and numbers from two different
sources. The first was from secretaries in doctors’ offices who had
easy access to patient information and physicians’ Medicare billing
numbers; and, second, from recruiters. As we have heard, recruit-
ers are persons who canvass nursing homes, adult living facilities,
and private neighborhoods for the sole purpose of finding Medicare
beneficiaries.

In exchange for the beneficiaries’ names and addresses and
Medicare numbers, the recruiter typically offers free groceries, free
rides to visit friends or relatives, or even cash. Martinez paid his
recruiters $100 per name and Medicare number, and knew he
could make his money back 100-fold from the Medicare program.
Martinez sought out other persons to help him run his fraudulent
Medicare business and thereby provide a layer of fall guys, in case
the scheme was uncovered by law enforcement.
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Ultimately, we found 18 fraudulent health care companies linked
directly to Martinez, all of which followed a pattern of using simi-
lar mail drop locations, billing for services not rendered, and front-
ed by third parties, while Martinez controlled the fraudulent pro-
ceeds. We uncovered that Martinez purchased 8 properties in
Miami, using $1.2 million in funds he fraudulently obtained from
the Medicare program, and we have today pictures of two of those
properties.1

We were able to successfully locate and prosecute nine conspira-
tors for their part in helping Martinez run his DME companies.
Eight of the conspirators pled guilty to Medicare fraud charges; a
ninth chose a trial by jury. During the trial, the man confidently
passed out cigars labeled “compliments of Ulisses Martinez” in the
Federal courtroom during his trial. Despite his generosity, he was
convicted on all counts.

As of this date, Martinez is a fugitive. Martinez is an example
of a criminal who gained access to Medicare and billed the system
without any intention of actually providing any services, equip-
ment, supplies for which he billed.

We have investigated a similar case in New York. This time, the
investigation began with beneficiary complaints to the Medicare
carrier that Medicare was being billed for orthotic supplies the
beneficiaries never received. The complaint centered on five dura-
ble medical equipment supply companies that all proved to be non-
existent.

In expanding our review, we found that Russian criminal ele-
ments were billing Medicare under the provider numbers of totally
fictitious or inactive companies for supplies and services that were
never actually provided. Within a year, our investigation revealed
20 provider numbers that were involved in the billing scheme.
None of the provider numbers were representative of a legitimate
company that was actually or actively in the business of providing
services. In addition to orthotic supplies, the Medicare program
was billed for magnetic resonance imaging services and ear im-
plants.

Our investigation of the activities behind the numbers revealed
another common scenario by the perpetrators. They used front peo-
ple in the Medicare provider application process, obtained inactive
provider numbers and used them to bill the program, and used
mail box drop locations to receive payments for services never ren-
dered. These provider numbers were used to bill the Medicare pro-
gram for millions of dollars in fraudulent claims.

After interviewing beneficiaries, our agent conducted interviews
with mail box rental establishments and confirmed that several
mail box drops were being opened by the same individual using five
different Russian passports. Our interviews with bank officials re-
vealed that the same individual renting the mail boxes also was
opening bank accounts. The cooperation of the banks and the mail
box store owners in this investigation was invaluable.

A bank employee recognized the man when he attempted to with-
draw $35,000. The individual was arrested. We were able to have
the carrier stop payment on checks totaling $325,000. The true

1See Exhibit 9 which appears in the Appendix on page 81.
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identity of this individual was only revealed through fingerprint
analysis. The man, Yury Bizayko, was recently sentenced to 30
months’ imprisonment and was ordered to pay restitution in excess
of $1.5 million. A second individual in this investigation has also
pled guilty.

I want to take time to emphasize here that the Medicare carriers
did a good job in setting up controls and limiting losses during the
investigation. Although over $27 million was billed under this
scheme, a little over $1.5 million was actually paid out. This inves-
tigation is continuing today. Other subjects are currently under in-
vestigation, and we have found new fictitious companies are being
incorporated in other States and that the criminal interests in this
investigation are finding new ways to game the system.

In conclusion, we firmly believe that the criminal elements in
health care fraud are not isolated to schemes discussed in my testi-
mony. Unfortunately, for true criminals, the only effective safe-
guards are tough-minded prevention measures and a strong law
enforcement presence with equally tough penalties.

This concludes my testimony and my colleagues and |1 welcome
your questions.

Senator CoLLINs. Thank you very much, Mr. Hartwig.

Mr. Frazzini, | first want to welcome you back to the Sub-
committee. We really enjoyed having you work with us last year on
this investigation.

I want to go back to the issue of where PSI did site visits itself,
and you mentioned that in doing one site visit, you found that the
Medicare provider’'s address, or physical location, turned out to be
a launderette and another was a Mail Boxes Etc. location. This
suggests to me that on-site visits are a very cost-effective and rel-
atively easy way of preventing a great deal of fraud from occurring.
Is that your impression? Was it difficult to conduct these site visits,
or costly to conduct them?

Mr. FrazziNi. First of all, glad to be back and it was a pleasure
working here last year.

To get to your question, the answer is it was very inexpensive
and it took us a rather limited amount of time. | think we trav-
eled—an HHS investigator, an agent from the New York field of-
fice, myself, and another PSI investigator went to approximately
five or six of these locations, these two being two of the ones that
we visited. And | think it took us approximately 45 minutes, tops,
to do that, to come up with this type of information.

So the investigative techniques that we employed to unravel this
type of scenario was really rather limited. We really didn’'t have to
do much at all and it didn’t take us any time, and it wouldn't have
taken us more than a few dollars in gas, | think, to get over to
Brooklyn and back.

Senator CoLLINS. A pretty straightforward way to prevent mil-
lions of dollars of fraud if, in fact, site visits had been conducted
up front before the Medicare provider number was given to people
who could then start billing, is that correct?

Mr. FrazziNi. Certainly, and in these particular cases, as you can
see, there is a high dollar amount associated with these addresses.

Senator CoLLINs. Would you agree with that, Mr. Hartwig, that
on-site visits, which | understand are being expanded, would have
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prevented a lot of this very blatant fraud where there are no serv-
ices being provided at all?

Mr. HarTwiG. It would have prevented much of it and at least
made it more difficult to carry out.

Senator CoLLINs. | would like to ask all four of you the same
question, and that is, is this a growing trend, a new kind of fraud
where we have completely bogus businesses coming into the Medi-
care system?

It seems to me that traditionally we always thought of health
care fraud as being a case where an otherwise legitimate provider
of medical services was over-billing the government. And, clearly,
that is deplorable, but it seems to me we are into a whole different
kind of fraud that is much more serious because no services are
being provided at all.

I will start with you, Ms. Colton. Would you agree this is a grow-
ing trend?

Ms. CoLToN. Yes, | would, and the reason that | would say that
is because what we have found is that it is not just in the DME
area that this is occurring in. Now, what we see is that it is ex-
panded into the home health agency where they bill for home
health visits that have never occurred. We have seen it expanding
into community mental health centers where they are billing for ei-
ther group or individual therapy that has never been provided, as
well as we have also seen medical centers where they have billed
for diagnostic tests which have never been rendered.

Senator CoLLINs. Ms. Frisco.

Ms. Frisco. In the 2 years that | have been with the agency, |
have noticed that more and more individuals are getting into the
program that have really no right to be there. | also see that greed
has really played a large role in my investigation, and the individ-
uals that I have been in contact with during this investigation have
not been in any way deterred by the criminal prosecutions that
have taken place so far.

Senator CoLLINS. Thank you.

Mr. Hartwig.

Mr. HArRTwIG. | have been investigating health care fraud for al-
most a quarter of a century and | have seen a great change in the
type of schemes that are out there. And it started, as you said,
Madam Chairman, with individual providers who were in the pro-
gram and just went bad. Twenty years ago, Medicare was a $22 bil-
lion program, and over the years | have seen a great increase in
people who just target the program to steal from it. It is not a re-
cent occurrence, but it is certainly one that has been growing as
individuals have adjusted to the Medicare radar, have learned the
system, and have understood that you can send in claims and get
paid. We see more and more individuals, organized criminal rings,
that set up for the sole purpose of defrauding the Medicare pro-
gram out of millions of dollars.

Senator CoLLINS. Your observations are very consistent with our
first witness today, who described Medicare as a gold mine and
said it was relatively risk-free—if he hadn't been turned in by one
of his employees, he would still be billing falsely today—and that
it was a lot easier than the other illegal activities he has been in-
volved in over his lifetime.
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Mr. Frazzini, you talked to law enforcement investigators in sev-
eral parts of the country. Do they see this as a growing trend?

Mr. FrazziNI. Yes, they do. We met with members of the FBI in
New York, as well as HHS investigators in New York, HHS inves-
tigators in Miami, and the underlying consensus was that there are
individuals getting involved in health care fraud with no back-
ground in providing health care services.

But one of the things that seemed to be reoccurring was the fact
that a lot of these individuals were involved in certain types of
criminal activity. So they weren't just a guy who is working on the
street corner. | mean, these are people that know how to commit
crimes.

Senator CoLLINS. They are people who are already engaged in
criminal activity?

Mr. Frazzini. Other criminal activity, sure, and that really has
escalated the danger level for conducting this type of investigation.
That is one of the things that | think was consistent throughout
what | found throughout this investigation, in speaking to other
agents. So, yes, law enforcement in the places we went to certainly
would agree with Mr. Hartwig's statements.

Senator CoLLINS. Thank you.

Ms. Frisco, in the testimony that you provided for our hearing
record, you talked about how certain Russian co-conspirators had
defrauded Medicare of millions of dollars with what appeared to me
to be a truly egregious scheme of creating 20 different fictitious
DME and MRI companies. Could you just briefly describe for the
Subcommittee how the scheme worked?

Ms. Frisco. The scheme initially started with five DME compa-
nies that billed for orthotic supplies, and they initially were billing
the DME regional carriers. Once they were detected by those car-
riers, they adjusted their scheme to bill the local carriers for MRI
services that were never rendered. Once the local carriers began to
detect those companies, they moved on to bill for ear implants. So
I guess the bottom line is they have always adjusted their scheme
throughout the entire investigation to avoid detection.

Senator CoLLINs. Ms. Colton, you also described in your written
submission another outrageous example of outright fraud. Could
you explain to us what one of your investigations uncovered?

Ms. CoLToN. Certainly. What we found was that Ulisses Mar-
tinez conspired with friends and relatives to have them apply for
the provider number, as well as open up mail box drops which were
allegedly where the companies were located. And then he, in turn,
had those individuals also open up the bank accounts, so that he
would use a billing service to bill for the products that he was al-
legedly supplying. The payments for those claims would then be de-
livered to the mail boxes. Then those Medicare payments would be
picked up and deposited into the bank accounts, all done without
his name appearing on any of the documents. That is how he was
able to insulate himself from the system identifying him as owning
or truly controlling these 18 different companies.

Senator CoLLINs. How was this illegal scam uncovered? What
brought it to your attention?

Ms. CoLTON. A private individual received a number of EOMB's,
explanation of medical benefits, at his residence, and he turned
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them over to us. And what we noticed and identified was that there
was approximately 20 EOMB’'s, and each had different bene-
ficiaries’ names. There was the commonality of six DME companies
that were listed as the providing companies on the EOMB'’s.

Senator CoLLINS. So in this case, but for an alert senior citizen
who received all these explanations of benefits that didn't make
sense and contacted your office, this fraud might never have been
uncovered?

Ms. CoLToN. That's correct. The system did what the system is
designed to do, which is to pay claims when they are completed
properly. And in this case, those claims were completed properly.
Therefore, a Medicare check was cut.

Senator CoLLINS. Ms. Frisco, what about the case you described?
How was that uncovered?

Ms. Frisco. The case came to my office as a result of bene-
ficiaries making complaints to the local carrier stating that they
didn’t receive the services that were billed under their number.

Senator CoLLINs. Mr. Hartwig, you do have almost a quarter of
a century of experience in investigating and pursuing health care
fraud. What should we be doing? How can we stop this? How can
we curb the ease with which criminals are now getting into the sys-
tem? What would you recommend to us?

Mr. HarTwig. Well, there are a few things. First of all, you can
curb the ease with which criminals can get into the system, such
as with the use of site visits and surety bonds, which were pre-
viously mentioned. Our office has recommended charging applica-
tion fees for a Medicare provider numbers so that the program can
take some steps to investigate whether the applicant is a good pro-
vider or not. So | think we can make some giant strides in just
stopping them from getting into the program in the first place.
These activities are a good way of accomplishing this.

I think we can do a better job of program payment safeguards
by looking at the claims that are coming in and making sure that
the program is paying claims that should reasonably be paid. From
a law enforcement perspective, | think the program could do a bet-
ter job of pricing. That is a difficult issue, but | think some of the
basic problems with the program are some of these services are
over-priced and somewhat ill-defined, if you understand that we
pay large amounts of money for these ill-defined services. And then
the last part, for some of these people, the only deterrence that
many of them understand is very effective and very aggressive
prosecution.

Senator CoLLINS. | am going to yield to Senator Durbin for some
questions. |1 do have additional questions for you.

Senator Durbin.

Senator DURBIN. Thank you, Senator Collins.

Could you put two charts back up again, Mr. Frazzini, that talk
about the application process for DME providers, as well as for the
home health providers?1

Mr. FrRAzziNI. Certainly.

Senator DursIN. | would like to ask you a question or two. First,
thank you for coming, and thanks to the entire panel.

1See Exhibits 2 and 3 which appears in the Appendix on pages 71 and 72 respectively.
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But as these charts are brought back up here, I am trying to un-
derstand this process a little better. What | gather is that when it
comes to the home health care that there are two agencies involved
in establishing whether or not someone will be an approved pro-
vider—the State agency, which might be in my State, for example,
the Illinois Department of Public Health or Department of Public
Aid, which determines whether or not someone who wants to pro-
vide home health care is, in fact, certified to do so, and then the
so-called fiscal intermediary.

Now, in that case, for example, would that be this NSC? Is that
the fiscal intermediary for home health providers?

Mr. FrazziNni. What the NSC is—the National Supplier Clearing-
house relates to durable medical equipment suppliers.

Senator DuURrBIN. | see.

Mr. FrazziNI. And that is something separate and different than
the home health care process.

Senator DuURBIN. So home health under Part A, | suppose, goes
through some other one of 70 different agencies that review these?

Mr. FrRAzzINI. Yes. It is less than——

Senator DURBIN. Private companies?

Mr. FrAzzINI. Yes, the contractors. That's correct. | am not sure
if it is 70, but that's correct.

Senator DuUrBIN. OK, so when you are a home health provider,
or desire to be one, you apply to the Federal Government to get on
this train. You are at least going to have to pass through two re-
views before that happens, the State agency as well as the fiscal
intermediary?

Mr. Frazzini. Well, that's essentially correct, although the fiscal
intermediary—from my understanding, it is more of a paper review
as opposed to an on-site review.

Senator DurBIN. Now, let us take a look at the DME provider.
In that case, we are talking about the National Supplier Clearing-
house, which is part of Palmetto Government Benefits Administra-
tors in Columbia, South Carolina?

Mr. FrazziNI. Blue Cross and Blue Shield of South Carolina, cor-
rect.

Senator DuUrBIN. OK. Am | correct that this company was con-
tracted with in 1993? Was that when they started their responsibil-
ities?

Mr. Frazzint. Well, Blue Cross and Blue Shield of South Caro-
lina, | think, has been a contractor with the government for several
years. | am not sure on the specific date. | know the National Sup-
plier Clearinghouse—it is my understanding it was either 1992 or
1993 that they started with a more uniform system which is now
known as the National Supplier Clearinghouse, and Blue Cross and
Blue Shield of South Carolina was awarded that contract.

Senator DURBIN. So before the contract was awarded, how were
these DME providers reviewed?

Mr. FrRAzzINI. As far as on-site visits, they weren't.

Senator DuUrBIN. Was there any other type of review?

Mr. FrazziNi. In speaking with a couple National Supplier Clear-
inghouse investigators, | asked that exact question, what was done
prior to then, and they said other than submitting an application
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and possibly doing some paper checks to make sure the i's are dot-
ted and the t's are crossed on the application, nothing was done.

Senator DURBIN. OK. Mr. Hartwig, you and Ms. Frisco and Ms.
Colton, | take it, are all Federal employees, is that correct?

Mr. HARTWIG. Yes.

Senator DuUrBIN. How many people are working in the Federal
Government in your area of work reviewing for Medicare fraud?
How many Federal employees are involved in that?

Mr. HAarRTwIG. The Office of Inspector General now has somewhat
over 1,000, of which about 300 are in the law enforcement area.
You would also have to include here that the FBI has made a
greater, increased effort in health care fraud over the last few
years, as well as the Department of Justice, and the Kennedy-
Kassebaum legislation that was passed. | thank the Members of
Congress for passing it.

Senator DuUrBIN. We weren't here, but we sure liked it. | voted
for it in the House.

Mr. HarTwiG. | thank you for not repealing it, then, | guess.

Senator CoLLINs. | endorsed it.

Senator DurBIN. Good.

Mr. HArRTWIG. It certainly has gone a long way in increasing the
resources available to go out, detect, and chase these criminals. I
think the Health Care Financing Administration has some funding
under that as well.

Senator DuURBIN. Now, let me ask you this. Since you have been
in this field for 25 years, you have seen a lot of changes, I am sure,
but this decision in 1992 or 1993 to create this National Supplier
Clearinghouse—was that ostensibly to contract out part of this re-
sponsibility?

Mr. HARTWIG. The problem of issuing provider numbers has been
an issue that has been around for a long time, and is one that the
Inspector General’s office and HCFA have worked closely on. | be-
lieve at one time, provider numbers were issued by individual car-
riers throughout the country. So a DME supplier in New York
would apply to the Medicare contractors in that area.

Given our experience with durable medical equipment especially
over the years, there was an effort made to control the issuing of
DME supplier numbers. The Health Care Financing Administra-
tion then went to four regional DME contractors that handle all
the DME claims in the United States, and, with that, they com-
bined the issuance of DME provider numbers to one contractor,
where in the past a DME company could get a number from any
carrier. That system was put into place to centralize that provider
number issuance.

Senator DURBIN. So they centralized it in an effort to try to re-
duce the fraud and they contracted out with this National Supplier
Clearinghouse, asking them to issue the numbers, and | suppose at
some point to review and approve the applications. Is that correct?

Mr. HARTWIG. Yes, | believe so.

Senator DuUrBIN. How much money does the Federal Government
pay the National Supplier Clearinghouse?

Mr. HARTWIG. | have no—I am sorry. | don't know. HCFA actu-
ally contracts with the National Supplier Clearinghouse and |I am
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unfamiliar with the actual amount of money that they would re-
ceive.

Senator DuUrBIN. Do you know how many analysts they have
working on these applications?

Mr. FrazziNl. What | do know—this might get to your question.
I know as of last year, they only had one investigator to do on-site
visits, a field investigator who is stationed in Miami.

Senator DuURBIN. One investigator for on-site visits nationwide?

Mr. FrazziNi. For the whole country, yes, sir.

Senator DuUrBIN. And how many applications would the National
Supplier Clearinghouse receive in a year?

Mr. FrazziNni. | am not exactly sure on the exact number, but it
is several thousand, | think.

Senator DurBIN. The number | have is 16,000.

Mr. FrazziNI. Yes, that would be consistent with what you have
been talking about. | can say that the National Supplier Clearing-
house is starting to contract out with——

Senator DurBIN. Choice Point.

Mr. FrazziNi [continuing]. Choice Point, whereas they are start-
ing to delegate through a contract the responsibility of on-site vis-
its. But, again, that is something that has only occurred within the
last 6 months or so.

Senator DurBIN. | don't know. Mr. Hartwig, maybe you could
add something.

Mr. HArRTwWIG. | was just going to add that | think there are
about 118,000 DME provider numbers throughout the United
States issued by the National Supplier Clearinghouse. | think I
read a statistic where 18,000 of those are denied each year.

Senator DurBIN. That is a little different than what | have. Here
is what | have been told, and | don't know if this is accurate or
not, but 16,000 applications a year for new DME provider numbers
go through this National Supplier Clearinghouse. A year ago, they
had 19 analysts, people who looked at these applications. That is
about 800 per person. | don't know how you can do much of a re-
view. You certainly can't do an on-site visit.

I now understand that the number is up to 40, so you have 400
applications per employee, per year, going through this National
Supplier Clearinghouse. It would be physically impossible to do
even a fraction of those numbers in terms of site visits. And yet we
are paying this company, are we not, to do just that, to review
these applications? And they have some criteria, do they not, that
these applicants are supposed to meet before they are given a num-
ber?

Mr. HARTwWIG. Yes. | believe there are 11 criteria that a DME
company is supposed to meet before they are allowed in the Medi-
care program.

Senator DuUrsIN. How could this be physically possible for them
to even—Ilet us assume you are one employee and you are working
250 days a year. You have 400 applications coming in for you to
analyze each year. So each day, you have to do 1.5 applications,
roughly. You have to establish 11 different criteria. It is impossible
to consider a site visit, let alone go through each of the applications
and make sure that the standards are met.
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Mr. HarTwIG. Our office, the OIG, has a number of reviews and
we have pointed out some of these similar problems. That is why
we have aggressively called for site visits and surety bond require-
ments, just as a way of trying to stop abuse. We have talked about
requiring providers to supply Social Security numbers or EIN'’s just
as a way of stopping the problem. But | think on-site inspection of
these providers is absolutely necessary.

Senator DurBIN. Last year, 1997, 16,184 DME applications to
the National Supplier Clearinghouse, site visits for 282, 1.7 per-
cent. And we are paying these people to review these applications.
I can't imagine what they are doing, other than just entering infor-
mation into some computer database and issuing numbers. It
doesn't strike me that we are getting our money’s worth, whatever
we are paying them, and | hope that one of our follow-up hearings
will bring people in from the National Supplier Clearinghouse to
answer some of these questions directly.

Let me ask you this question. In some States—Illinois is one of
them—the durable medical equipment providers are licensed. Is
there any indication that there is less fraud in those States than
in others?

Mr. HARTWIG. | am not aware that there is less DME fraud in
Ilinois than——

Senator DuUrBIN. We certainly have our problems, but I just won-
dered, in the scheme of things, whether State licensure adds any-
thing to this.

Mr. HarTwiG. | think any licensing, any checks, will add to the
controls in the program. Any area—we have generally found, where
a State has an aggressive licensing system, it will generally stop
these kinds of fraudulent providers from entering. I will also say,
in 25 years, we also understand how the criminal element can
study the system and circumvent the system.

Senator DurBIN. We have a hot case in Illlinois—many of them—
involving a fellow and the question of whether or not $28 million
in assets are subject to forfeiture. Is this common for us to demand
forfeiture if, in fact, people are found guilty, so that Mr. Smith’s
luxury cars and the other things become the property of the Fed-
eral Government?

Mr. HARTWIG. We are trying to make it more common, and the
Kennedy-Kassebaum legislation added some criminal forfeiture
proceedings in health care fraud that we certainly look at as a de-
terrent. Where we can take the money back from an individual and
can seize property, we think that that has a very visible deterrence
to other people that want to cheat.

Senator DursIN. | would like to ask Ms. Frisco or Ms. Colton
and, in fact, anyone on the panel, but to them in particular, what
kind of incentives are there for whistleblowers?

Let us start with the basics. | am a senior citizen who just got
a bill from Mr. Smith’s company saying he provided me $600 in
services or $600 in equipment. | never heard of him, | didn't get
anything, so | get on the hotline and call. Let us assume | do that.
What kind of reward is in the process for me if, in fact, Mr. Smith
is ultimately prosecuted?

Ms. Frisco. | don't personally know the answer to that.
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Senator DURBIN. Do you know? Other than satisfaction in know-
ing that | have stopped somebody from cheating the government,
is there anything in this for me? Can | get $1,000, or more, or
something?

Ms. CoLToN. There is the ability to file a qui tam suit, which is
different than what you have indicated, which would be to contact
the hotline and report, although | would——

Senator DurBIN. Excuse me. That is an action in Federal court,
is it not, or at least Federal agencies——

Ms. CoLToN. Correct.

Senator DuURrBIN [continuing]. That few senior citizens are likely
to want to get involved in, correct?

Mr. HAarRTwIG. In the Health Insurance Portability and Account-
ability Act, the Kennedy-Kassebaum legislation, there is a section
that allows the Department to pay beneficiaries a reward for turn-
ing in not just criminal providers, but where there is an overpay-
ment. There is a section that does allow the government the flexi-
bility to pay a beneficiary for reporting.

Senator DursIN. Do you know how frequently that happens, how
frequently we have paid people for——

Mr. HArRTwiIG. | don't know that we have paid anyone under that
provision. |1 don't know if that has actually been implemented as
I sit here today, but there is a provision that would allow that to
happen.

Senator DuUrsIN. Well, 1 will tell you something. If we are talking
about $20 or $30 billion being wasted in this program each year,
one of the things that | would like to suggest is that we really cre-
ate a whistleblower opportunity here so that not only senior citi-
zens, but people working in medical offices for doctors who are ped-
dling Medicare identification numbers and all the others who
would come into this system would know that a phone call might
end up in a reward if, in fact, they have uncovered serious Medi-
care fraud.

I don't know if that sounds like a reasonable suggestion from
where you are sitting, but it sounds to me like in the two cases you
have described, someone stepping forward and talking about it
made all the difference in the world and that may be what we need
in this system to let folks know that people are watching to make
sure they are obeying the law.

The second thing that comes up is this whole question about an
application fee. Is there no application fee now for a person to re-
ceive a provider number?

Mr. HARTWIG. | don't believe there is.

Senator DurBIN. Free, for nothing?

Mr. HARTWIG. Yes.

Senator DURBIN. That is great. And so assuming for a minute
that the National Supplier Clearinghouse is doing something for
what they are being paid, the question is whether we ought to be
charging the providers an application fee that would cover on-site
visits, someone actually going through the application, and
maybe—and here is a wild suggestion—a follow-up on-site visit,
something like that in the course of a year to see if they are still
there or whether, in fact, we have washers and dryers tumbling in-
stead of wheelchairs being——
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Mr. FrazziNi. On-site visits, | think, are essential, and | think
the fees associated with them are—I cannot see any reason why
you wouldn’t do that. An analogy that keeps up throughout this in-
vestigation is the one of licensing somebody to fly in this country.
It costs you a lot of money to get your license to fly a plane. Yet,
you can go in and start taking care of elderly people in this country
without paying a dime. The obvious purpose is to protect the well-
being of others by having a pilot licensed. Why don’t you do it for
home health care, regardless of the fraud perspective?

Senator DurBIN. Well, if the on-site visits result in a third of
them being ejected, it strikes me that it is money well spent, and
if these people making the application paid for the actual on-site
visit, it is a good thing for the taxpayers and the elderly people.

Thank you, Madam Chair.

Senator CoLLINS. Thank you, Senator Durbin.

Mr. Hartwig, | want to go back to the issue of the on-site visits.
I notice that the Inspector General put out a December report urg-
ing on-site visits, but is this an issue that the Inspector General’s
office has been urging for some time that HCFA conduct on-site
visits or is it only lately that you have come to the conclusion that
these need to be done?

Mr. HarTwIG. We have been studying the provider enrollment
process for a long time. | think the actual recommendations for on-
site inspections has been a recent one. I don't know when we first
proposed it. And, actually, the recommendation came to light as we
conducted some of the recent investigations that you have heard
about today where we find totally fictitious addresses.

Senator CoLLINs. And this reflects my conclusion that this is a
new and insidious kind of fraud because it isn't a legitimate pro-
vider involved. It is a totally bogus business, is that correct?

Mr. HarTwiG. It is clearly the targeting of the health care pro-
gram solely for greed and solely to steal from it. We find out that
the foundation of the program is the ability to obtain provider
numbers, making it much more difficult to investigate. We have
had cases where once we identify a provider as being aberrant—
and | think Special Agent Frisco mentioned that—the company
then shuts down. They just take another provider number. Then
we have to go track them down again.

One of the difficulties in the New York case was that we didn't
even know the real name of the individual doing it. We had to ac-
tually arrest him and get his fingerprints before we could actually
find out who, in reality, he was.

Senator CoLLINS. Mr. Frazzini, Senator Durbin raised the issue
of whether the National Clearinghouse is doing enough, and clearly
it looks like there needs to be more resources and more emphasis
on fraud prevention. But, ultimately, the responsibility for this pro-
gram is HCFA's. Is HCFA doing enough, the Health Care Financ-
ing Administration, in requiring its contractors to make fraud pre-
vention a priority?

Mr. Frazzini. The frank answer to that is, no, I don't think so.
If they were doing their job, then why do we have the problem that
we have right now? From my perspective, it is their responsibility
to assure that things that we are talking about here today don't
exist. Yet, they exist, so who is looking over this money?
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Senator CoLLINs. Ultimately, it is the Federal Government that
is responsible for preventing this fraud, whether Federal employees
are doing it directly or carrying out the functions directly, or
whether the function is being contracted out.

Mr. FrazziNi. Yes. | think blaming the insurance companies or
the contractors is looking at the wrong place. | mean, they have a
contract to do business with the government and they are doing
what the government tells them to do. If the government wants
them to do more, then the government can tell them to do more
and can pay them more to do that, and | don't think you will have
a problem.

I have seen insurance companies and fraud units and various
contractors that do a really good job. So | really do believe that it
is a lack of oversight on HCFA's part to direct these insurance com-
panies to do what they want them to do. You can't just have the
insurance companies say, OK, we are responsible for health care
fraud in this particular part of the country, and expect them to be
able to do the job properly. They are getting paid to do what they
are told to do, so | think HCFA needs to be on top of that.

Senator CoLLINS. Thank you. | want to go back to the issue of
the use of recruiters. This was something that was described by our
preceding witness that struck me again as an another insidious
trend.

Ms. Colton, | would like to start with you. It is my under-
standing that the ring leader of the fraud in the Martinez case
began buying the names and Medicare numbers of beneficiaries
from secretaries in doctors’ offices and from recruiters who can-
vassed nursing homes, adult living facilities, and private neighbor-
hoods to get the Medicare beneficiaries’ numbers. And you also
noted that in exchange for the Medicare beneficiaries’ hames and
addresses and numbers that the recruiters provided some incen-
tives.

In some cases, undoubtedly, the senior citizens—in most cases,
I suspect, were tricked out of their numbers or had no idea that
someone else was giving out their numbers. But did you find some
cases where the beneficiaries were also unfortunately involved in
the fraud or were given inducements to give their numbers?

Ms. CoLToN. Yes, we have. As a matter of fact, we have found
that the recruiters know that there are beneficiaries out there that
are very aggressive and more than willing to sell their Medicare
number in order to receive some inducement for it, and they target
those beneficiaries, as well as the other ones that you described.

We, along with the FBI, have actually finally influenced the U.S.
Attorney’s office in the southern judicial district to prosecute some
of these beneficiaries that we deem as, “professional beneficiaries”
that actively seek to sell their Medicare number and demand
money in exchange for doing so.

Senator CoLLINS. In other cases, the beneficiaries were totally in-
nocent victims whose numbers had been given out by others, is
that correct?

Ms. CoLToN. That's correct. It is possible for recruiters to pay an
inducement to a secretary or a nurse sitting at a medical facility,
and the beneficiary would have no knowledge that that individual
had sold their number to that recruiter. Moreover, if the unscrupu-
lous provider that is creating this cottage industry is savvy enough
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to direct those EOMB's to go to a particular address other than the
Medicare beneficiary, the beneficiary is going to have no idea that
services are being billed under their provider number.

Senator CoLLINs. That was going to be my next question. In
every case, is there an explanation of benefits sent to the supposed
beneficiary?

Ms. CoLToN. There is supposed to be, but as we have seen, obvi-
ously, there isn't because the provider can switch the beneficiary’s
address in order to have it go somewhere other than where it
should go.

Senator CoLLINS. And the more sophisticated criminal is clearly
going to do that so that he is not tipping off the beneficiary that
his or her number is being illegally used?

Ms. CoLToN. Correct.

Senator CoLLINS. Mr. Hartwig, how prevalent is the use of re-
cruiters? Is this just a regional phenomenon or do you think it is
something that is growing nationwide?

Mr. HarTwiG. | obviously think it is growing, and the obtaining
of Medicare numbers is a scheme that has—again, changed over
the years. At one time, the fraudulent providers used to sell them
to each other. We then saw stages where individuals would set up
free blood screening or free blood pressure and say just fill out this
questionnaire and give us your name and your address and your
beneficiary billing number.

I think the use of recruiters is the next step in that process. We
have seen it localized in some of the larger areas. Certainly, we see
it very active in Florida. | think on the West Coast, we have seen
some activity. | don't know if it is a nationwide scheme. As | sit
here, | would say that if it works, it will certainly spread.

Senator CoLLINS. Mr. Hartwig, | would like to turn to a different
issue now with you, and that is we have noticed in our investiga-
tion a pattern where an illegal business will be set up. The indi-
vidual running the business will scam Medicare for hundreds of
thousands of dollars, spend all the money, and then declare bank-
ruptcy. What happens when that occurs, and do you think we need
any legislative reforms in the bankruptcy law so that the claims
that the Medicare has on the remaining assets are eventually hon-
ored in some way?

Mr. HArRTWIG. We believe, and we have recommended, that Medi-
care overpayments not be excused through the bankruptcy pro-
ceedings. Some of these criminals are 100 percent Medicare; that
is all they bill. So if the Medicare program finds out about im-
proper claims and they stop paying, the provider has now lost 100
percent of their income, and they declare bankruptcy. By declaring
bankruptcy, they then argue that the government, by cutting off
benefits, impeded the provider’'s ability to repay.

They use the bankruptcy laws to protect themselves. Especially
if it is a scam business, they then get away with not having to pay
back the overpayment by declaring bankruptcy. And, again, the
criminal element tends to study and understand the Medicare bill-
ing system. They understand the Medicare radar, and they start to
use the bankruptcy system as a way of keeping that money. We
think that one of the reforms that could be made is not allowing
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these kind of Medicare cheats to use bankruptcy to hide behind
paying back improper reimbursements.

Senator CoLLIns. | think that is an excellent suggestion and one
that the members of this panel should pursue. It is likely that the
Congress may well take up bankruptcy reform legislation this year
and that is an issue that we would like to work further with you
on. I know it is an area where Senator Durbin has been active, as
well.

I have one final question that | would like to ask each of you.
If we want to focus more on preventing the fraud up front, pre-
venting it from the first place, what one or two recommendations
would you have for us that would do the most good to try to stop
the fraud from occurring in the first place?

Mr. Frazzini.

Mr. FrazziNni. Application fees, on-site visits, and scrutinizing the
veracity of the information provided on the application form. That
is essential. If you don't do that, all bets are off. You have to make
sure who you are doing business with, and right now | don't think
in a lot of cases the government, through HCFA, knows who they
are doing business with and that is a problem.

Senator CoLLINS. Thank you.

Mr. Hartwig.

Mr. HARTwiIG. | certainly agree with Mr. Frazzini; aggressive on-
site visits, stopping them before they get in. The Department now
has the ability not to allow convicted felons in the system, and |
think we should ensure that we don’t allow those convicted felons
in the system. | think the use of surety bonds and on-site visits,
and aggressively checking out a provider before we give them a
number, should ensure that what we are dealing with is a legiti-
mate provider. It goes not just for DME, it goes for all the labora-
tories, ambulance companies, all those.

I also think that the carriers can do a better job of screening in-
active numbers. We have found that many of the people, when they
come in the system, will apply for 20 provider numbers up front
and then will just use them as they need them, so they might have
18 that are inactive. And | think we can do a much better job
where a number is not used for a period of time; and | would make
it a very short period of time. Before somebody gets to use that
number, make them go through that application process all over
again.

Senator CoLLINS. Thank you.

Ms. Frisco.

Ms. Frisco. | agree with all the things that were said so far.
Verifying the information on the provider applications and con-
ducting on-site visits, | think, are essential.

Senator CoLLINS. Thank you.

Ms. Colton.

Ms. CoLToN. | would agree, as well, and moreover | would take
an aggressive approach toward interviewing those people that are
representing themselves to be the owners and/or operators of these
companies. | think what we have found is that when you actually
get in there and start to interview these people, they don't have
any idea as to what kind of services they are providing. They don’t
have any idea how many beneficiaries they are seeing, etc.; and it
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is very indicative of the fact that there is a problem with that par-
ticular provider.

Senator CoLLINs. Do we need to do more to educate our senior
citizens, as well, to make them be a little more careful about giving
out their numbers, and also perhaps publicizing more the 1-800
number or in some way encouraging them to come forward?

Ms. CoLToN. We take advantage of opportunities when we are
asked to come and speak to beneficiary groups or senior citizen
groups. At those times we try to educate them that it is important
for beneficiaries to review their explanation of Medicare benefits.
If they don't think that they have seen that provider or they don't
think that they have had the service rendered as it appears on
their EOMB, they should contact the number that is on the bottom
and report it.

We also encourage beneficiaries not to sell their Medicare num-
ber if they are approached and to report that and to report sus-
picious activity like people coming to pick up large numbers of
their fellow citizens in unmarked vans and transporting them at
odd times of the day.

Senator CoLLINS. Thank you.

Senator Durbin, do you have further questions for the panel?

Senator DURBIN. | just have one last question. As vexing as this
problem is, we may be talking about the easiest part of it, the du-
rable medical equipment, because you can literally visit the site
and determine whether or not it is an empty building or a runway
or a laundromat, whatever it happens to be. But the whole area of
home health care is one that | am not quite sure how we get our
hands on because | am a strong advocate of it and | believe it is
cost-effective when it is done right and it gives to seniors just what
they want, the ability to stay in their own homes for a much longer
period of time before they even consider other types of care.

But this is a one-on-one deal. There are very few people involved
in it, looking over their shoulders to make sure that the services
they have said are actually rendered. And | was curious as to
whether, in this area on which we haven't spent a lot of time, there
are any safeguards you can think of that might ensure that when
someone bills the Federal Government and says, | visited this lady,
I helped her with her insulin shots, | did the following, that, In
fact, it did occur, that those services were rendered. Are there any
ideas along those lines?

Mr. HarTwiG. | think as you look at home health care, again, |
can't stress enough the importance of not letting some of these
companies in in the first place. A confirmation should be sent out
to the beneficiary asking them if they received these services. In
home care, |1 don't know that a beneficiary receives an EOMB like
they may on durable medical equipment. We need a procedure
where the beneficiary is asked if they were visited by a nurse; and
a greater auditing of the services is needed. We have also rec-
ommended that physicians take a much greater role in certifying
the type and quality of care that a home health agency should pro-
vide or is authorized to provide.

Senator DURBIN. That is interesting on that statement of serv-
ices, and having been through it with my mother recently, | think
also you might want to require that it be sent to some member of
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the family. Perhaps the elderly person may not have the memory
or the understanding to realize what they are receiving, but if some
other member of the family sees it and says, wait a minute, nobody
visited mom last week, this is bogus, that might also lead to some
verification.

Mr. HARTWIG. And the contractor wouldn't have to do it for every
claim as long as they are doing it for a sample. And, again, it is
just making it more difficult to defraud Medicare. That is what we
are really looking to do.

Senator DUrBIN. Thank you.

Senator CoLLINs. | want to thank you all very much for your ex-
tremely valuable testimony today. | also want to thank you for the
work that you are doing out there on the front lines. As a member
of the baby-boomer generation, | have a great interest in ensuring
that the Medicare system is financial solvent. As a United States
Senator, | want to make sure that this program is protected from
fraud and abuse.

You are the ones who are doing the battle on the front line, and
I hope that you will share any further thoughts or recommenda-
tions that you might have with us on how we can help you be more
effective. So thank you very much for your time and your testi-
mony.

Our final panel this morning includes witnesses from the Health
Care Financing Administration, the agency charged with managing
the Medicare program. Our witness are Donna Dymon, a nurse
consultant detailed from the U.S. Public Health Service to HCFA's
Region IX office in San Francisco, and Dewey Price, a team leader
for Operation Restore Trust in HCFA’'s Miami satellite office.

These two witnesses will describe specific weaknesses in the en-
rollment process for potential Medicare providers and how these
weaknesses allow unscrupulous individuals to steal millions of dol-
lars from the Medicare program. They will also provide us with in-
formation on another very important part of this problem, and that
is the impact of unscrupulous providers on the quality of care pro-
vided to elderly citizens in this country.

Pursuant to Rule 6, as you have heard me say repeatedly this
morning, all witnesses who testify are required to be sworn in. So
I will ask that you stand and raise your right hand.

Do you swear that the testimony you are about to give to the
Subcommittee is the truth, the whole truth and nothing but the
truth, so help you, God?

Ms. DymonN. | do.

Mr. PrICE. | do.

Senator CoLLINS. Thank you.

Dr. Dymon, | am going to ask that we start with you this morn-
ing. 1 would ask that you limit your oral testimony to about 10
minutes in order to allow us time for questions, but your full state-
ment will be made part of the record.

Thank you.
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TESTIMONY OF H. DONNA DYMON, NURSE CONSULTANT, SAN
FRANCISCO REGION IX, HEALTH CARE FINANCING ADMINIS-
TRATION, DEPARTMENT OF HEALTH AND HUMAN SERVICES

Ms. DymoN. Thank you. Madam Chairman and Members of the
Subcommittee, | am a career commissioned officer with over 21
years as a health care officer with the U.S. Public Health Service.
I hold two master's degrees, one in nursing, and a Ph.D. in busi-
ness. Currently, I am detailed to the Health Care Financing Ad-
ministration, HCFA's regional office in San Francisco, California.

My responsibilities include training for home health agency pro-
viders, as well as State agency surveyors; working to assess compli-
ance with the Federal regulations; and detecting abuses and curi-
ous activity within the home health and hospice programs. | have
participated in approximately 100 surveys of home health agencies
and hospices.

I am sure this Subcommittee is aware of the Operation Restore
Trust project. This was a national initiative to identify and elimi-
nate fraud, waste and abuse in the Medicare program. ORT al-
lowed HCFA's regional offices to focus on specific segments of the
Medicare program. In Region IX, we targeted home health agencies
and hospices, primarily because between 1993 and 1995, HCFA
certified 321 new home health agencies in California. This was a
70-percent increase.

Today, | am going to discuss the results of Region IX's review of
these 44 home health agencies in California, as well as other prob-
lems detected in conjunction with this review. The results of this
review are contained in a report which | have provided the Sub-
committee copies of.1

The previous witness focused primarily on DME suppliers and
the industry, where site visits are rare. Today, | will discuss the
home health industry, where site visits are mandatory. These are
called surveys. In some cases, the mandatory surveys could be clas-
sified as nothing more than a drive-by. HCFA is charged with en-
suring that home health agencies meet conditions of participation
in the Medicare program that are adequate to protect the health
and safety of our beneficiaries.

Medicare has 12 conditions of participation covering all areas of
administration, as well as patient care. Most conditions include de-
tailed standards and elements that further define the responsibil-
ities of home health agencies. Of the 44 home health agencies re-
viewed, 36, or 82 percent, failed to meet compliance with the condi-
tions of participation, and 23, or 52 percent, were terminated from
the program. In addition, we found that some home health pro-
viders charged $13,216 per patient, while the national average was
only $4,141.

The current survey process which is used is not adequate to ef-
fectively assess home health agencies. The standard survey process
contributes to nothing more than cake walk for allowing anyone to
establish a certified Medicare home health agency. This is not my
own professional opinion, but also the conclusion of the General Ac-
counting Office, who recently reported, “Rarely are new home
health agencies found to fill Medicare certification requirements.”

1See Exhibit 11 which appears in the Appendix on page 106.
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GAO further reported that home health agencies self-certify their
financial solvency, agree to comply with the provisions of the Civil
Rights Act, and undergo a very limited survey, and few fail.

On January 1, 1998, new requirements went into effect as a re-
sult of the Balanced Budget Act of 1997, such as use of a surety
bond, requiring home health agencies to treat a minimum of 10 pa-
tients, and issuing a new enrollment application. These are great
first steps, but we need a lot more.

Opening a home health agency is a get-rich-quick opportunity. As
reported in a recent Region IX newspaper article, new home health
agencies can make $1 million after the first year. In fact, there
have been allegations that foreign countries are offering training
courses on how to start a home health agency in the United States.

There are no provisions that specify the setting in which some-
one must provide home health services. There is no requirement
that the setting be a professional location. State surveyors have
found home health agencies being run out of basements, garages,
kitchens, dining rooms, a janitorial supply service, and even a
pawn shop. One survey of a home health agency was conducted in
an owner’s residence while the father cooked odorous sausages on
the stove, the mother vacuumed the living room rug, and dogs
jumped at the surveyor’s feet.

The standard survey process is an easy walk-through process,
often called a drive-by survey. A potential provider only needs to
complete a few forms without any validation of information by
HCFA or State agency. Prior to Region IX's institution of a strict
review process, we allowed convicted felons into the Medicare pro-
gram, and one felon falsified clinical records, credentials, and de-
frauded the Medicare program to over $2.5 million.

The new enrollment application, the HCFA 855, requires that fis-
cal intermediaries review and approve information. However, there
is no provision that sharing this information with other agencies,
and especially the regional office, is completed. The new enrollment
application provides a vehicle for collection of critical information
which the region needs in processing new providers into the sys-
tem. We need to have region-based systems that unite the applica-
tion information, survey information, surety bond history, and
claims information to the fiscal intermediaries, State agencies, and
regional offices so that we can extract this vital information at our
fingertips when processing initial applications, changes in owner-
ship, or recertifications.

Home health agencies have falsified clinical and billing records
submitted to substantiate their positions while surveyors have
questioned patient care. | have personally witnessed a young nurse
confessing to falsifying clinical records at the direction of the man-
agement of the home health agency. We have found home health
agencies that participate in altering documents in an attempt to
pass certification standards.

A survey of one home health agency was completed on a Friday.
The surveyors documented non-compliance and started termination
procedures. On the Monday following that survey, the agency was
completely disbanded and the rental space was vacated. There was
no mechanism in place to recoup any of the overpayment.
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Earlier, | mentioned the standard survey process. This is an ab-
breviated examination of only 5 of the 12 conditions of participa-
tion. For example, the standard survey does not even include re-
view of the skilled nursing regulations which is basic to the defini-
tion of a home health agency. The extended survey process is used
by Region IX and all initial and targeted providers. We have found
that the agencies may provide services as directed under a plan of
care that would be surveyed by the standard process, but these
same agencies fail to have the administrative underpinnings that
are needed to support and sustain the system to provide quality
care.

Using the extended process, we have identified such organiza-
tions that are truly registries or temp agencies that want to only
bill Medicare for their services. The ORT project identified numer-
ous Medicare-certified registries largely because there were no ad-
ministrative practices in place that were reviewed at the time of
the survey.

Currently, HCFA is requiring 10 patients for all new home
health agencies to have enrolled under their care prior to the ini-
tial survey. Region IX began this practice in April of 1996. We
learned, however, it was not enough to just have the 10 patients
and verify that these 10 patients were solely under the direction
of a new applicant. To pass the initial survey, we required State
agencies to submit documentation of these 10 patients, and we ran
these numbers with our computer systems to be sure that these pa-
tients were not being borrowed from a certified agency.

Why are these safeguards important? Well, to prevent the poor
care and abuses, such as excessive services and curious activity,
that threaten the health and safety of the beneficiaries. I would
like to discuss just a few points.

One Medicare beneficiary lost her leg due to improper care by
the home health agency. The home health agency had documented
that the beneficiary had a pressure ulcer of the left knee. At the
time of admission to the home health agency, the patient was infec-
tion-free. About 1 month following admission, the nurse detected a
foul odor with a greenish-yellow drainage. The nurse obtained a
wound culture and sent it to the medical laboratory for testing. The
lab report showed no infection. About 7 days later, the patient was
admitted to the hospital for an above-knee amputation. After ques-
tioning the agency staff, we learned that the nurse had taken a
wound culture from the wrong knee.

During a home visit, surveyors noted a patient was disoriented,
agitated, fed with a gastrostomy tube, was an insulin-dependent,
diabetic, had congestive heart failure, and used a Foley catheter for
bladder drainage. The surveyors learned during the visit that the
caregiver was instructed by the agency staff to use ordinary tap
water to irrigate a Foley catheter. The standard practice is to use
sterile solutions into the bladder.

Nurses fail to check all medications patients take, as required by
the regulations. Often, patients took doses that were higher than
recommended, and patients exhibited side effects without agency
staff notifying physicians. For example, one patient was given four
times the recommended dose of an anti-depressant. The patient’s
daughter reported that she didn't like her father sleeping all the
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time. The agency staff failed to alert the physician that the dosage
level or the patient’s behavior was abnormal.

We also have found that some agencies bill services for home-
bound patients who are, in fact, not really homebound. For exam-
ple, a home health agency billed Medicare for services when a
homebound patient was actually visiting Las Vegas, Nevada. An-
other agency billed Medicare when a homebound patient attended
the Summer Olympics. In addition, we have found countless exam-
ples of beneficiaries who were supposedly homebound and unable
to walk a few feet who routinely dined out at restaurants, con-
ducted their own shopping, and went to the movies.

Recommendations, if | may. Greater emphasis is needed to con-
trol the entrance of unqualified and unscrupulous individuals into
the home health industry. This is needed because once these types
of individuals get their provider numbers, they have only a 98-per-
cent [sic] chance of being caught. Medicare contractors review only
2 percent of the home health claims.

I want to close my testimony by discussing some recommenda-
tions. | believe that our report will improve the quality of care for
our Medicare beneficiaries. First, require the extended survey proc-
ess for all new applicants and alternative years for certified agen-
cies. Require a thorough verification of information submitted by
new applicants, including reviewing the 10 patients required by
new home health agencies. Aggressively train surveyors, to include
a thorough review of the regulations, review of home health pro-
gram requirements; teach the surveyors about curious activity and
requirements made by the fiscal intermediaries.

Require an application fee by all new applicants. Issue the new
applicant a provisional certification only. After a one-year period,
with surveyed compliance, a permanent certification would be
granted. Develop a computer-based tracking system, as prototyped
by Region IX, which would track certified home health agencies
and providers. And, last, ban terminated agencies and applicants
who fail the initial survey from reentering the Medicare program
for at least 1 year.

That concludes my testimony and | would be glad to answer any
questions the Subcommittee may have.

Senator CoLLINS. Thank you, Dr. Dymon. You are very eloguent
in helping us understand that this fraud not only costs us a lot of
money, but it leads to just terrible health consequences when infe-
rior or substandard care is provided to some of our most vulnerable
citizens.

Before we go to questions, 1 want to call on Mr. Price and to tell
you that we very much appreciate your being here with us today
as well. If you will please proceed?

TESTIMONY OF DEWEY PRICE, TEAM LEADER, OPERATION
RESTORE TRUST, MIAMI, FLORIDA, SATELLITE OFFICE,
HEALTH CARE FINANCING ADMINISTRATION, DEPARTMENT
OF HEALTH AND HUMAN SERVICES

Mr. Price. Thank you, Madam Chairman, members of the Sub-
committee. I am an employee of HCFA. | am the team leader of
HCFA's Miami satellite office and | have been involved full-time in
program integrity activities in Florida since the fall of 1994. In the
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old days, | was the senior program integrity specialist in charge of
investigations in South Florida in the days before the inspector
general was set up and took over that responsibility.

In August of 1994, HCFA's regional administrator in Atlanta
asked me to head up the South Florida task force which included
representatives of HCFA, OIG, our Florida contractors, and State
agency staff. This work group was to study the situation in Florida
and make some recommendations to the HCFA administrator on
the situation there, and recommendations of things that needed to
be done in South Florida because of the special problems going on
at that time.

We did that, and in March of 1995 made a report to the HCFA
administrator at that time, Bruce Vladeck. And shortly after that,
Operation Restore Trust began officially and Florida was one of the
states that was involved. And as part of Operation Restore Trust,
HCFA opened the satellite office in Miami in July of 1995 and |
have been involved in that since that time.

I view our job—our primary goal in Operation Restore Trust in
the satellite office in Miami has been to try to change the percep-
tion that in South Florida HCFA was not involved sufficiently and
adequately in the war against Medicare fraud. We have tried to do
this by getting involved in planning and carrying out program in-
tegrity activities with our contractors, State agencies, assisting law
enforcement entities, and making recommendations to HCFA of
whatever changes we thought needed to be made.

This approach of direct involvement in fraud abuse activities has
been a new role for many people in HCFA. People have been de-
tailed in to help on this. We have staffed the office with temporary
people. Really, it has been an ongoing effort to change the mind
set, culture, and priorities of HCFA as it relates to program integ-
rity activities, and | have viewed that as something that has come
out of not only our work, but in Operation Restore Trust.

The new HCFA administrator was in Miami just this past week.
We took her to a number of provider locations similar to the kind
of places that were discussed here. The purpose of this was to give
her firsthand and up-to-date knowledge of the kind or problems we
are seeing in Florida. There have been some changes from the
kinds of overt situations, use of post office boxes and all that, be-
cause of some things | will talk about. And | wanted to make the
point that in many ways, Miami is a window to Medicare fraud,
and has been for a long time, and | think her visit there was a very
valuable experience both for her and for the agency.

Basically, we have way, way too many health care businesses in
South Florida and this is driving, | think, much of the fraud and
abuse. And | would note that | use the word “businesses,” but not
medical providers because Medicare fraud happens so frequently in
Miami with so many of the entities, not just DME companies, but
clinics, diagnostic kinds of clinics, community mental health cen-
ters, that | really think the problem is so pervasive that HCFA
should really rethink and redefine who our providers are.

We have allowed people who are literally business people with no
medical backgrounds to get involved into Medicare as providers.
And | think that we have got to directly control the issuance of pro-
vider numbers in the future based upon whatever direction we de-
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cide, who our providers really are and who should really receive
the money. | think that is a key aspect of all this.

HCFA has a very major role to play in fraud and abuse, and to
be successful, | think program integrity activities is not something
our contractors can do or the law enforcement entities can do.
HCFA staff, | believe, have to suspend payments when evidence of
fraud exist and misrepresentation exists. We have to restrict pro-
vider enrollment to legitimate entities. We have to ensure claims
are screened and denied up front, when appropriate, rather than
afterwards. We have to improve HCFA's fraud and abuse data ca-
pability. We need to pay reasonable amounts and we need to
change policies and procedures, when we find them, that need to
be changed.

I will talk about four provider types that have been mentioned
here today already to go over some of the weaknesses in the cur-
rent enrollment processes that | see in South Florida. First is com-
munity mental health centers. These centers are paid by Medicare
to provide partial hospitalization services to patients that would
otherwise require in-patient psychiatric treatment. Nationally, this
program has grown from $30 million to $265 million in 3 years,
from 1993 through 1996. Unbelievably, $112 million of that was
paid in the State of Florida, which is way more than 40 percent of
it. The State of Florida has more than 250 CMHC centers, and
more than 100 of these are in the city of Miami.

Because of this tremendous growth, in Operation Restore Trust
we did a study over the past 6 months in which we reviewed 140
beneficiaries at seven aberrant billing centers in 1996, using their
payments as a basis for picking them. We found overpayments of
$16 million, literally all the money paid to these seven centers. We
suspended payments to all 7. We made recommendations to the
HCFA regional office to terminate the provider numbers of five of
these centers who did not meet the basic criteria to be a commu-
nity mental health center, and we made referral to the OIG in all
seven situations.

Moreover, in the middle of this process, the problems we consid-
ered so severe that we recommended immediate corrective action
by HCFA to establish a moratorium in the State of Florida on giv-
ing out any more CMHC provider numbers so the situation could
be cleaned up and so that HCFA could develop standards for these
centers. In response, HCFA has committed $250,000 to employ a
subcontractor to evaluate 600 of the CMHC centers in nine States
to determine if they indeed meet the criteria to even be a commu-
nity mental health center. This project has been supported by
HCFA management, but we made the recommendation 6 months
ago and it has taken that much time for the project to get going.
I believe the first on-site review by this contractor is being made
this week.

To highlight the need for up-front enrollment and payment scru-
tiny of these CMHC providers, | will just mention what we found
in three of the cases. In one of the centers, the ORT nurses were
so concerned with the conditions in the provider location that a call
was made to the local health and fire department, who made an
inspection, condemned the building, and ordered the evacuation of
all patients immediately.
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The owner of this center was also found to have set up several
other centers in neighboring communities in the area of middle
Florida using front owners who were really employees of his, but
he showed them as owners. And these people then signed con-
sulting and service contracts with him that paid him up to 50 per-
cent of their revenues.

In another center, the auditors determined the real owner was
a physician who had also used front people as owners who signed
consulting and other contracts with him and members of his fam-
ily. The auditors determined that he and people in his family took
$1.3 million out of the center in payments that were made to them
for consulting services. He also had set up two additional centers
using employees, and consulting payments were made to him, as
well, through those centers.

In the third one, we found that the owner of the center also
owned an assisted living facility where all the patients lived, and
that bribes were being paid to those people who lived there and
who would go to the CMHC for treatments. The nurse reviewers
were told that most of these patients had substance abuse prob-
lems and used this extra money to purchase drugs.

Given these findings, we made referrals to our certification staff
back in Atlanta, and we recommended that these providers be ter-
minated. They have been hesitant to terminate these centers as
Medicare providers because of legal questions of how to go about
doing that. A debate has been ongoing about whether we should
merely terminate providers prospectively or whether we have the
legal authority to go retroactive and revoke the numbers where
people do not meet the criteria and it is determined that they never
met it.

Our on-site reviews strongly indicate that many of these centers
do not meet, and never met the requirements, and they have been
treating ineligible patients, rendering non-covered services, and
have been committing massive cost report fraud. And we definitely
want to go retroactive in these cases.

The recommendations that we see needed in the CMHC area are
that there should be provider enrollment standards that should
apply to all centers; that HCFA should make audit and medical re-
view money available to our contractors to review these centers so
that the overpayments that exist are determined and recouped; and
that HCFA should require a first-claim review of each beneficiary
before CMHC claims are paid for beneficiaries. There are so few
beneficiaries, we think, that meet the requirement for this type of
service that every beneficiary could be reviewed 100 percent up
front and a determination made. This would keep us out of the
pay-and-chase where we pay claims and then ask questions later.

Second, health clinics. These are the medical clinics that are
owned by non-physicians. There are hundreds of these in Miami.
They employ doctors part-time. The owners can be anyone; they
can be people off the street. They have no history of medical back-
ground. They employ doctors part-time and the doctors basically
sign forms, and patients come in full-time while the doctors may
only be there for certain hours of the day. These type clinics are
major players in the fraud and abuse that are going on in many
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other scam areas in Florida, including DME and home health, any
areas where services are referred to other people.

The recommendations we have for clinics are that surety bonds
should be required of reassignees or the people who own these kind
of clinics the same as with the people who own DME companies.
And, secondly, we discovered that checks were often left at loca-
tions by the post office and the places were closed down, and we
made a recommendation to HCFA that we should employ the use
of “do not forward” envelopes on all checks so that the post office
would not forward checks to additional locations or would not leave
it at unoccupied locations. This hasn't been adopted by HCFA, but
it has been tested and | understand millions of dollars have been
saved in the test, and we would like to see it immediately imple-
mented by HCFA nationwide.

The other two areas | will mention just really very briefly is
DME fraud and the HHA problem we still see in Miami. There are
now on-site inspections of DME locations; inspections have been
done the last year using a subcontractor, and so a lot of the infor-
mation discussed here today—I don't believe these entities would
be able to get a number because of the on-site inspections. How-
ever, the people know that we make on-site inspections and so they
set up businesses, and who knows what happens a week later and
who knows if they still meet the standards to really be a provider?

We know there are entities who don’'t own any equipment and
really are phantom providers, and we would like to see require-
ments in the standards for durable medical equipment suppliers
strengthened to do away with businesses who are really nothing
more than brokers. They don't own any equipment and don't pro-
vide service to patients.

In the home health area, the one thing | would mention is that
for home health agencies in South Florida—we still have a prob-
lem. A lot of the changes that are being made in the law are very
good and will take care of many of the problems. However, there
are two things that we see that still need to be done; and one is
dealing with the use of subcontractors. In Florida, we only have
350 certified agencies who can bill Medicare, but we have 1,300 li-
censed home health businesses in Florida.

Most of these entities, who can’t bill Medicare under their own
name, find patients, render services, and then sell the accounts to
the certified agencies who bill Medicare. This drives much of the
home health fraud in Florida. We think the rules governing the use
of subcontractors need to be strengthened so that more of the visits
are done by agency employees. Particularly, skilled nursing and
home health aides, we think should always be done, and we would
recommend always be done by agency employees, not subcontrac-
tors.

The second area is the owners who set up home health agencies
and who have multiple numbers. When one location is caught, it
goes out of business and the money continues to flow to the others.
We have entities who have done that. One entity had $20 million
of overpayments and we can't recover it because those numbers
have been shut down and the people have gone out of business.
Yet, the same people own other entities who have Medicare pro-
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vider numbers and last year received $50 million in payments from
the Medicare program.

This concludes my testimony and | would be glad to answer
questions as well.

Senator CoLLINS. Thank you very much, Mr. Price.

To allow us all to get questions in, I am going to put the time
on and we will do 5-minute rounds and keep going in rounds.

Mr. Price, | was struck by your comment in your testimony about
the explosion in the growth in the number of community mental
health centers in Miami. Now, | don't mean to be flippant about
it, but I assume that we haven't had an influx into Miami of people
who need community health services. Assuming that there hasn't
been a large increase in the population eligible for these benefits,
to what would you attribute the overnight growth in the number
of community mental health centers in Miami?

Mr. PrICE. There has been no change in the coverage require-
ments or expansion of the program, so the beneficiary population
that needs this should be the same. The growth is attributed to the
ease with which people could get into the business and phenomenal
revenue potential that exists in that. So | think it is those two fac-
tors, and it became well-known in Florida that you could get into
this business and make a lot of money doing it.

Senator CoLLINS. So the people we have been discussing all
morning, the criminals who are getting into Medicare, see this as
easy pickings, as just a ripe target to get into?

Mr. PRICE. Yes.

Senator CoLLINS. You have testified that many of the community
mental health centers do not meet the established criteria for a
Medicare provider number. So, what is happening? Why is HCFA
issuing these provider numbers to people who don't meet the stand-
ards?

Mr. PriCE. The only process was that we relied upon an attesta-
tion, a statement that was sent in by the provider saying that they
met the criteria that existed, which was basically just that they
were a community mental health center providing the services that
were required under that. And we did no verification of that or val-
idation of that in the past. Again, we have stopped doing that in
Florida, so that on-sites are being made to locations to make sure
that they are there.

We had community mental health centers who were post office
boxes and vacant lots applications. In 1995 after the satellite office
was opened up, we were on site in Miami and started going to
some of these. So we did at least, by doing on-sites, prevent these
kind of entities from getting numbers.

Senator CoLLINS. Does HCFA take action in a prompt way to ter-
minate Medicare providers who have not met the certification and
enrollment standards?

Mr. PrRICE. My experience has been not. The process is weighted
towards a review in the regional office by the staff who tradition-
ally have done survey and certification. And a review is made of
the findings and we have encountered problems in getting prompt
action and have to elevate it to the senior management to get the
actions taken, and that has been a frustration.
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Senator CoLLINS. So there has been a reluctance to move quickly
when you do uncover this kind of problem?

Mr. PRICE. Yes.

Senator CoLLINS. You have described that there are hundreds of
health clinics in Miami that are owned by individuals with no med-
ical experience at all, and we have heard from Dr. Dymon some of
the consequences that she has seen. Could you describe for us what
kind of problems have resulted because of the lack of health care
experience of the owners of some of these clinics?

Mr. PRICE. Yes. A lot of these locations should not even be open
as medical providers, | don't think. I have encountered situations
where they were unfit. They were dirty and the equipment that
was there was not working, and the people we would interview
would be untrained or unqualified people. So I think the poor qual-
ity of care, because people come there—they are open, they are in
business, they take Medicare, and people expect that everything is
kosher and it is OK to come there. And | think the quality of care
is the biggest problem. There is also an awful lot of fraud and
abuse resulting from that, and that is secondary, but the quality
of care issues are even worse.

Senator CoLLINS. Thank you.

Dr. Dymon, the study that you provided the Subcommittee con-
tained the results of your review of 44 home health agencies in
California, and I want to commend you and others in your office
who assisted in the project. But one item that | found extremely
troubling was that of the 44 agencies that you surveyed, | believe
that 36 of them, which is 81 percent of those surveyed, were found
to not be in compliance with HCFA'’s standards. Is that correct?

Ms. DYMON. Yes, it is.

Senator CoLLINS. Even more disturbing is the fact that 23 of the
44 agencies surveyed were terminated for providing sub-standard
care. It is good they were terminated, but it is disturbing that such
a high percentage were providing sub-standard care. Of the 23
agencies that were terminated as a result of your project, could you
give us some idea of how much money they received from the Medi-
care program while they were certified?

Ms. DyMoN. Yes. During the fiscal years of 1994 and 1995, these
23 agencies were reimbursed close to $122 million.

Senator CoLLINS. That is a staggering amount to go to agencies
that were subsequently found not meeting the standards and not
providing good care.

Ms. DymoN. | agree.

Senator CoLLINS. | am going to ask you just one quick question
before we begin our rotation. Of those 23 home health agencies
that were terminated, did all of the patients who were served by
them transfer to another home health agency?

Ms. DymoN. Madam Chairman, no, they did not, and this was a
real eye-opener for us at Region IX. We did a tracking of these
beneficiaries that were terminated from the agency to look at
where their care was rendered after they left the terminated agen-
cy. We found that about a third, or 33 percent, of these bene-
ficiaries were no longer being cared for by any home health agency.
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Senator CoLLINS. Does this suggest to you that they didn't need
the services in the first place or there may have been some bogus
billing going on?

Ms. DyMoON. Yes, it does.

Senator CoLLINS. Thank you. | have additional questions, but I
want to give my two colleagues an opportunity to question as well.

Senator Durbin.

Senator DurBIN. Thanks, Senator Collins.

Now, Dr. Dymon, you make several suggestions here which I
think would move us in the right direction. You call for an applica-
tion fee, which I think should be sufficient so that the people who
review the application can not only establish that it is truthful, but
also an on-site visit, not just once but perhaps at a later time. |
also like your suggestion about provisional certification for 1 year,
and | would suggest that there be a second fee paid that would
cover the second on-site visit a year later as part of that.

One of the things in Kennedy-Kassebaum was to allow whistle-
blower provisions for beneficiaries of Medicare. What would you
think of the idea of extending that to anyone—a whistleblower pro-
vision, with a reward involved, to anyone who witnesses Medicare
fraud, so that it goes beyond the elderly? It may include someone
who works in a doctor's office or something who sees something
that is clearly wrong and illegal.

Ms. DyMoN. Senator Durbin, | support that idea. Anything that
can go out to help protect the Medicare Trust Fund and the health
and safety of our beneficiaries I certainly support.

Senator DuURBIN. Let me ask you, too, about this National Sup-
plier Clearinghouse. Are you familiar with this company and what
they do?

Ms. DymMoN. | am not familiar, Senator Durbin. That is out of my
bailiwick.

Senator DurBIN. OK. Let me ask you, Mr. Price, are you familiar
with what they do?

Mr. PrICE. Somewhat, yes.

Senator DuUrBIN. What kind of job do they do? How would you
rate them? Give them a grading, A-plus, B, C, D.

Mr. Price. | would say C. We tried to get on-site inspections
begun in Florida very early on when we saw the scope of the prob-
lems. The U.S. attorney’s office was saying “l have got fraud cases
that came about since you have been here. Why can't we stop this?”
And we had to literally get the HCFA administrator to intercede
and make on-sites happen. The contractor—I think they indicated
they were willing to do it, but, to me, it was not something that
was a priority with them or a priority with HCFA.

Senator DurBIN. | hope we can bring them before this Com-
mittee. 1 would like to find out what they are being paid and what
they are doing for the amount of money that they are being paid.
It appears that there is enough fraud and enough problems in this
area that we should take a look at their activities very carefully.

Mr. Price, you raised something that really struck a note with
me here. | spent the last two-and-a-half weeks visiting child care
facilities in Illinois because | know that debate is coming up, and
a very important one. And | ran across in two instances, in
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downstate lllinois, a care center which provided not only child care,
child day care, but adult day care for seniors.

And | asked them how much they charged for children—it was
$20 a day—and how much they charged and reimbursed for sen-
iors. It was over $40 a day. Some of these seniors were ambulatory,
some were in wheelchairs. But when you talked about the commu-
nity mental health centers here and the fact that that has turned
into a day care operation, is that what | was seeing, people who
were being diagnosed as having some mental problem and as a con-
sequence get partial hospitalization and these day care costs de-
frayed by Medicare?

Mr. Price. That is precisely what our nurse reviewers found was
happening in the centers we did the studies in in Florida. The peo-
ple were being brought in. They were being certified as needing
partial hospitalization mental health benefits when, in fact, most
of them were receiving something that was akin to adult day care,
activities that were social in nature and certainly good to have if
you live in an assisted living facility and somebody brings you to
another place where you can interact with people and go to activi-
ties and all.

So, that is what the nurses found was happening in most of the
cases, and Medicare is paying a lot more than $40 when that hap-
pens. Medicare doesn’t cover adult day care for regular people. We
cover partial hospitalization benefits for patients who otherwise
would require in-patient psychiatric services.

Senator DuURrBIN. Could it also be for physical rehabilitation, too?
Could they get partial hospitalization for that?

Mr. Price. No, that is not covered under the CMHC benefit, al-
though the area of rehab services, in general, are provided by home
health care agencies and also individuals.

Senator DURBIN. This is tough because | can certainly see cir-
cumstances where someone would want an elderly parent or grand-
parent to be allowed to go to a care center during the course of a
day rather than to be alone and vulnerable. That sounds reason-
able. But, like so many of these areas, it sounds like it is so open
to abuse. All you need is that doctor certification and you are off
to the races, and you have basically day care babysitting services
for elderly people being paid for by Medicare. I can understand why
you have raised that red flag.

Could you define one term that you use in here, “reassignees,”
what you are talking about?

Mr. Price. Under reassignment of benefits, this happens in the
clinic location. We are actually paying for physician services in a
clinic setting, and that means a doctor is supposed to treat the pa-
tient, and he can also do things such as tests and procedures that
a physician would do. So under reassignment, what happens is a
doctor says “don't pay me” and he completes a form and gives it
to the Medicare contractor that says, “Instead, pay the money to
the person | work for, to this clinic or to this company or corpora-
tion.” So the owner of this clinic is really receiving the money even
though it really is for physician services.

I think the reassignment of benefits provision is one of the major
things that needs to be dealt with by HCFA and maybe by the Con-
gress because it creates a legal loophole because we have problems
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holding the doctor accountable. If he billed under his own name
and got the money, we could hold him accountable. But because he
works for a clinic and the money is reassigned and paid to someone
else, we have a problem establishing an overpayment and holding
the doctor accountable.

And these businesses, when they are investigated and have over-
payments, just like with DME’s, they just go out of business, or
like home health agencies they can file bankruptcy. And the pro-
gram is just left hanging with no recourse, even though the doctor
may still be in business and working in another clinic at this point
in time.

Senator DurBIN. | want to thank you both for your testimony.
What we have heard today—and | thank Senator Collins for calling
this hearing—has been not only sad, but disgraceful. And | hope
that when we get serious about guaranteeing the long-term sol-
vency of Medicare that our first stop is on Medicare fraud. We have
done a lot. We clearly have not done nearly enough. | think there
should be zero tolerance in this area and we ought to know that
people who are exploiting seniors and taxpayers through this type
of activity will be subjected to the harshest penalties.

Thank you.

Senator CoLLINS. Thank you, Senator Durbin.

Senator Levin, welcome.

OPENING STATEMENT OF SENATOR LEVIN

Senator LEVIN. Thank you, Madam Chairman. Let me thank our
witnesses here today, and also thank our Chairman for her initia-
tive. It is a very important one and | think the Nation and all of
the people who rely on Medicare and on home health care are in
her debt for her initiative in convening us.

What | would like to do—and | think previous witnesses have
been asked these kinds of questions—is to try to focus on the re-
sponsibility, the accountability. But, first, on responsibility, you
have both listed a whole series of abuses, studies which have been
undertaken to identify these abuses. You have both been involved
in these studies. We have heard a lot about fraud. We have heard
a lot about lack of regulatory discipline. We have heard a lot about
loopholes. There is a whole lack of resources, lack of certification
requirements. There is just a whole menu of problems, some of
which are the result of criminal activities, others of which are the
result of lack of regulation or lack of accountability, and | would
like to try to prioritize this a little bit and try to get a better feel
for where the problems are.

Are most of the abuses which you have identified, both of you,
the result of fraudulent activity, illegal activity, violations of regu-
lations, or sloppy or missing regulation? I know it is both. There
are different ones that apply in different categories. In terms of
giving us a feel of what we have to focus on, give our greatest em-
phasis, | will start with you, Dr. Dymon. In your judgment, are the
activities and abuses which you have described mainly the result
of violations of regulation and law or mainly the result of a lack
of effective—or the absence of regulation or enforcement?

Ms. DymoN. Senator Levin, | believe that the regulations can
adequately meet the needs of protecting the health and safety of
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our beneficiaries. But | think it is partly due to the lack of the sur-
vey process that is being used throughout the country to detect the
problems we are seeing in home health care. In addition——

Senator LEVIN. Let me just interrupt you there. Detect the prob-
lems that we are seeing. | want to identify whether the major
source of those problems are criminal activities, violations of law,
or activities which are currently legal but which should be made
illegal, because there are a lot of things you have mentioned and
some fall under both those categories, but | would like to try to al-
locate to one or the other.

Are these problems, these activities, most of them, you believe,
already illegal, in violation of regulations, or not yet illegal, not yet
a violation of regulation, but which should be made so?

Ms. DymoN. | believe the latter, that we need regulations to
identify and better resource the problems that we are seeing.

Senator LEVIN. That are not now criminal?

Ms. DymoN. Correct.

Senator LEvIN. OK. Now, let me go to Mr. Price. Would you give
me a feel on that?

Mr. Price. The things | was talking about, | believe, are pretty
much covered under current laws and regulations, and we have
made referrals, because of that, in all of these kinds situations to
the Office of the Inspector General to deal with these specific kinds
of provider situations.

Senator LEVIN. Where they are already a violation of regulation
or law, but it is a matter of trying to identify them and to enforce
existing regulations against those activities? | am not saying it is
either/or. 1 am asking is that the major part of the current prob-
lem, in your judgment?

Mr. PricE. Right.

Senator LEVIN. OK. On the accountability side, let us talk about
the certification of existing clinics, for instance. Are these lack of
certifications because the persons that we have designated to do
the certifications are not doing them adequately, or have we failed
to assign responsibility for the certifications? Let me start this time
perhaps with Mr. Price. Just talk about certification of community
mental health clinics. Whose responsibility is it?

Mr. PrIce. Clearly, it is HCFA's.

Senator LEvIN. Well, that is the ultimate responsibility, but does
HCFA assign this to States or to private contractors, or do HCFA
employees have the responsibility of making sure that those certifi-
cations are there?

Mr. Price. We didn’'t do any assignment to the State agencies in
the case of community mental health centers. We, instead of doing
that, relied upon the attestation that the providers would send in
with their application. So, in effect, no survey or no on-site inspec-
tion was done.

Senator LEvIN. So there is no certification on those clinics at all,
no requirement?

Mr. Price. Other than this attestation statement that accom-
panies an application.

Senator LEVIN. OK. Now, in terms of the other providers that
we—for instance, there was one study where there were, what,
4,000 providers that were certified? Let me go to your testimony.
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You indicate that HCFA has certified in this case 350 agencies who
can bill Medicare, but the State of Florida has licensed 1,340 home
health agencies. Now, in this case, the providers are licensed by the
State. Is that what we rely on for licensing, the States?

Mr. Price. Correct.

Senator LEvIN. And what we do under Medicare is say, if a State
has licensed a home health agency, that satisfies our licensing re-
quirements. Is that it?

Mr. PrICE. Yes, and so most of these people have just chosen not
to go through the certification process and get their own number.
They function as subcontractors and they make visits and all that.

Senator LEvIN. But are they still licensed?

Mr. PRICE. Yes, they are.

Senator LEvIN. And we rely on State licensing for that, is that
correct?

Mr. PrICE. Right.

Senator LEvIN. Should we rely on State licensing for those or
not? Should we have our own licensing requirements and enforce
them or should we continue to rely on the States?

Mr. Price. | think we should do one or the other. | think the cer-
tification process—since most of the visits are being done by these
other entities, the certification process becomes a sham. Three hun-
dred and fifty of the agencies are certified, and yet most of the vis-
its are being done by this other 1,000 that are just licensed and
have not gone through the certification process. So either we ought
to just stop doing certification for all of them or we ought to require
all of them to be certified by Medicare if they are going to render
services that Medicare is going to pay for.

Senator LEVIN. OK, but | just want to be real clear. Under cur-
rent regulations, if a home health agency is licensed by a State,
then that person can act as a subcontractor, is that correct?

Mr. PRICE. Yes.

Senator LEVIN. Now, do we want these agencies to be owned by
doctors, or is there not a conflict situation that is created in that
situation? You have a problem of doctors referring patients to
themselves.

Mr. PrICE. Right.

Senator LEVIN. Now, is that an issue here?

Mr. Price. | think that is the question. If the doctor was doing
the certification for those patients and he was also the owner, then
I think that would be the problem, not his ownership, per se, if he
owned stock in the company or something, but didn't do the certifi-
cation.

Senator LEVIN. So if we don't permit people to be licensed who
are not medically trained, we would then have to have some provi-
sion to make sure that people are referring folks to entities that
they have no interest in. We have that conflict problem, is that cor-
rect?

Mr. PrICE. That is correct, and that gets into the need to have
good ownership information and honest reporting by providers of
who their owners are.

Senator LEVIN. | don't know how we are handling time. Could |
ask just one more question and then I will be done?

Senator CoLLINS. Sure, absolutely.
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Senator LEVIN. | am sorry, Madam Chairman.

Senator CoLLINs. No. That is quite all right.

Senator LEvVIN. The recommendations which you have both made
to agencies—I would like to know the response. You both have been
part of an effort by the administration, by HCFA, to get at fraud
and needed changes in the Medicare area.

Dr. Dymon, first, you have made a whole series of recommenda-
tions. What has been the response of the agencies to whom your
report has been made to those recommendations, or is it too early
to know?

Ms. DymoN. | think it is probably too early, Senator. Some of
these recommendations have been filtered to our central office in
Baltimore at HCFA, but | have not yet seen any action on the rec-
ommendations.

Senator LEVIN. Mr. Price.

Mr. Price. | think it has taken too much effort to get a lot of
the priority established and more aggressive action within HCFA,
and | have raised that as a problem. However, | have seen a lot
of progress in Miami. The on-site reviews began more than a year
ago. The number of applications for DME suppliers in Miami in
1997 for the whole year was down 74 percent from 1996. The num-
ber of DME suppliers is actually down by more than 100 in Miami,
even though it is up in the rest of the State. And | think people
have moved out of Miami into other parts of the State and into
other parts of the country.

So, what is being done in Miami | have encouraged be done na-
tionwide with suppliers and clinics and all. So | think it is sort of
a mixed bag. It is tough to get the priority established for things
when there is so much going on in a bureaucracy as big as HCFA
and Medicare is.

Senator LEVIN. Madam Chairman, | was unable to be here ear-
lier this morning. You may have already covered this, but if not,
I would ask the Chair to refer this testimony and the specific rec-
ommendations made this morning either by these witnesses or oth-
ers to HCFA for their specific response. The provision of home
health care, for instance, is just simply too important to be under-
mined or tarnished by fraud, abuse, waste, or lax administration
of the regulations. People count on home health care; it makes a
difference in people’s lives. It is an important alternative to a nurs-
ing home.

And when we run into the situations which you have described
and other witnesses have described this morning about violations
and abuse and waste, we are jeopardizing a very important pro-
gram. We cannot allow this program to be destroyed or tarnished
or undermined by waste and by abuse and by fraud. We have got
to go after the fraud and the waste and the abuse. | have seen too
many instances with my own eyes of just how important home
health care is, for instance, to human beings, to live-in folks in my
own State whom | have visited in their homes. It makes a dif-
ference in their lives, and so people who abuse it are not only
cheating the taxpayers, they are also undermining a very signifi-
cant program which makes a huge contribution to the well-being of
S0 many citizens.
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So, again, | want to thank our Chair for what she has done here
and ask, if it hasn't already been done, that this testimony be re-
ferred to HCFA, along with other testimony this morning, for their
response in a prompt way to the very specific proposals which have
been made by our witnesses.

Thank you, Madam Chairman.

Senator CoLLINS. The Senator’'s suggestion is an excellent one,
and therefore you might be interested in my next question to Mr.
Price, which is we are aware that HCFA has just recently insti-
tuted a requirement for a surety bond. But it is my understanding
that the South Florida task force nearly 3 years ago, in March of
1995, recommended to HCFA management that suppliers of dura-
ble medical equipment be bonded. Is that correct? Was it back in
1995 that that recommendation was made?

Mr. PRICE. Yes, it was.

Senator CoLLINs. | think that points out a very important issue
that the Senator has just touched on that frequently those who are
on the front lines, as these two individuals are, are the ones who
know best how we can tackle this problem in an effective way.

I only have a couple more questions that I want to raise. One,
Mr. Price, in your conversations with our staff you described a situ-
ation where | think it may have been one of the community mental
health centers was actually teaching people the macarena and bill-
ing the Federal Government. Is that correct?

Mr. PrICE. Yes, that is correct. The particular session that was
observed by the ORT nurse reviewers—that is what they were
doing. It was considered dance therapy and the people were stand-
ing up and going through the motions with the music and all. So,
that is what was observed at one of the sessions that was sup-
posedly the mental health therapy that was being provided.

Senator CoLLINS. And how much was the center billing for teach-
ing people to do the macarena?

Mr. Price. That facility was being paid $200 a day for each pa-
tient. That was the amount of money, and you are talking 15 to
20 people, normally, in each center, each day, was typical, so you
can see how much money is involved.

Senator CoLLINS. An expensive dance lesson, | would say. Would
you agree?

Mr. PrICE. Yes, ma'am.

Senator CoLLINS. My final question to both of you is whether
HCFA management is devoting enough resources to training the
staff at HCFA in program integrity activities. Do you think that
enough emphasis and enough resources are going for that purpose,
Dr. Dymon?

Ms. DymonN. In Region IX, we have devoted an abundant re-
source pool to educating surveyors at the State level in all four
States. Recently, HCFA has given approval for Region IX to train
Region X, which is the Seattle region, and at the end of next month
the State of Idaho surveyors will be trained in home health survey
techniques, as well as in detecting curious activity.

I soundly support HCFA's resources be directed toward devel-
oping the State agency surveyor, a thorough training course in not
only the regulations, but also the Medicare program requirements
for home health agencies. A well-trained surveyor can detect fraud
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and abuse if they know what the program requires and when they
see that the program is not being supplied.

Senator CoLLINSs. Thank you.

Mr. Price, do you think that it is enough of a priority and has
enough resources and people are trained adequately?

Mr. Price. No, ma’am, | don’t think so. | would say particularly
the program integrity aspects and safeguard aspects that should be
emphasized, | don't think are enough, and that is true for HCFA
staff, but also for the contractors and State agency folks. So often,
we only know whatever they choose to tell us and | don't feel like
there has been enough training and work to get information and
data that we need to know from them either. | think that this is
all part of the area of program integrity, is being able to get good
information and all.

And | just think it is a lack of priority among management, and
that gets back to the emphasis that is placed on it; the corrective
actions that come from it in backing and supporting and working
with the people. We have had very good experience working with
contractor and State agency staff in Florida in the reviews we have
done and with the IG audit people and all. And so, working to-
gether, you can certainly do more effectively, but it is really a mat-
ter of commitment and support by the management to take correc-
tive actions when they are found. Otherwise, people get beat down
real easily.

Senator CoLLINS. Thank you. I want to thank both of you not
only for coming forward and giving us your testimony today, but
for the valuable work that you are both doing. I am very proud to
have you both working for the Federal Government and | appre-
ciate all your efforts.

It is evident to me, based on the testimony that we have heard
today, that if we are ever going to get control of the fraud infecting
the Medicare program, we must stress fraud prevention. That has
to be our emphasis. There is simply no way that law enforcement
efforts alone will be able to curtail the massive amount of fraud
that we are seeing.

In 1997, only 363 defendants were convicted in Federal court for
health care fraud, and that includes all kinds of health care fraud,
not just Medicare fraud. Law enforcement certainly plays an impor-
tant role, but it seems to me that in combatting this kind of illegal
activity that we have to do better at preventing it up front. When
you look at the number of existing Medicare providers and compare
that to the number entering the system each month, if we don't do
more to screen effectively up front, we will never get a handle on
this problem.

There are almost 1 million providers that bill Medicare. In fact,
since 1993, there were over 100,000 billing numbers issued just for
DME companies nationwide. To police this system, there are only
219 HHS criminal investigators nationwide. Clearly, the resources
are disproportionate to the problem. If the strategy is to rely on
law enforcement alone to solve the problem, then what | fear is
that we simply aren’t going to make much progress. We can't afford
to continue to certify people so easily, to write those checks, and
then ask the tough questions later. It reminds me of trying to bail
out the Titanic with a plastic bucket. It is just not going to work.
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So | appreciate the efforts that you are making, and we would
welcome any further thoughts or recommendations that you might
have on how we can slam the door shut up front to prevent bogus
businesses and outright criminals from entering the Medicare sys-
tem. Again, | want to thank you very much for your testimony and
your assistance to us.

I also want to thank the PSI staff for doing an excellent job in
what has been a very complicated investigation, and | want to
thank all the law enforcement officials and HHS officials who have
assisted us in this regard. In particular, on PSI staff, Tim Shea,
Don Mullinax, Eric Eskew, lan Simmons, Mary Robertson, and
Lindsey Ledwin all played key roles, and without them we would
not have been able to get the kind of evidence that was presented
today. And, finally, I do want to again thank John Frazzini, who
played a key role in helping us as a detailee to the Subcommittee
and has continued his excellent efforts in this regard.

So thank you very much, and this hearing will stand adjourned.

[Whereupon, at 12:40 p.m., the Subcommittee was adjourned.]
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Madam Chairman and Members of the Subcommittee:

At your request, I am here today to testify about my activities to steal from the
Medicare program.

Before I begin my testimony, I want to thank you and this Subcommittee for
respecting my request to keep my identity protected during this hearing. This is a
dangerous world, and I sincerely fear for my safety. Thank you again.

My professional training is as an electrical engineer, and at the time when I started
billing Medicare, I was the owner of a nightclub in the Miami, Florida area. Before
purchasing a medical supply company in 1988, I had no experience or training in health
care services. I also had no idea how the medical supply business worked or anything
about the Medicare billing process.

Without this experience and with no knowledge of the Medicare program, I
purchased a business and started billing Medicare. It was very easy for me to get
approval from Medicare to become a provider. I simply filled out an application and sent
it to Medicare. They gave me a provider number over the phone. No one from the
government or anywhere else ever came to me or my place of business to check any
information on the application. No one ever checked my credentials or asked if I was
qualified to operate a medical supply business.

My primary business was suppling nutritional milk to elderly people in southern
Florida. As I understand it, this program was designed to provide the supply Kits like
feeding tubes and food such as milk to old people who were too sick to eat this food
without assistance. They were supposed to be so sick that they couldn’t swallow whole
food. I ended up billing Medicare for patients who were eating steaks and other solid
foods.

At first, in order to start billing the government, 1 bought milk and offered it to
elderly people in the Miami area in exchange for their Medicare beneficiary numbers. I
hired people to tell the elderly that this was free milk from the government and that they
only needed to have a Medicare number to qualify. These recruiters went to community
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centers and apartment buildings where large numbers of senior citizens were present to
get new patients for my companies.

Several doctors were also paid to sign Medicare forms certifying that the patients
needed this nutritional milk. They were paid about $100 for each formed signed.

In the beginning, [ bought the milk in case government investigators came to look
at my business. [ thought I needed to show them that I bought milk in order to bill the
government. I used these numbers to bill Medicare over and over again for high cost
nutritional services when I just gave them some cheap free milk.

Later, | realized that [ didn’t even need to buy the milk. No one from the
government ever came to question my billings, and so I just paid recruiters to get
Medicare beneficiary numbers. 1 used these numbers to bill Medicare month after month.
I provided no services, and just received checks from the govemment. [ usually received
between $180,000 and $200,000 per month from Medicare. In one month, [ billed
Medicare over $500,000, and no services were provided. This program was a gold mine,
I know of no other business where I could make the same money without any risk.

The government actually made it easy for me to steal. 1 was not required to
produce any documents in support of the claims I made to Medicare for any of my
companies. I became rich very fast billing the Medicare program.

My biggest mistake in this fraud scheme was buying the milk. 1 would have made
more money if I didn’t spend any money on the milk.

By the time I was arrested in 1994, 1 owned seven medical supply companies and
employed approximately 20 people for the sole purpose of billing Medicare. I started new
companies so that the government would not discover the large number of claims being
paid to any one company. I ran these seven companies out of the same office, using the
same people and with the same computers. 1 was billing Medicare for over 2,000 patients.
I provided no services for the claims submitted. In the end, I estimate that my companies
billed Medicare about a total of $32 million, and most of this was fraud.

I was indicted in federal court for this Medicare fraud scheme and charged with
several felony violations of the law. 1 admitted my involvement with this illegal activity,
and I willingly cooperated with the government. I pleaded guilty to 17 felony charges,
including fraud against the United States, false claims, and paying kickbacks. I am now
serving 10 years in federal prison for these crimes.

That concludes my statement, and I will try to answer any questions that you may
have.
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Madam Chairman and members of the Subcommittee.

Since PSI’s June 1997 hearing on Emerging Fraud in Medicare Programs, the
Subcommittee has uncovered several weaknesses in the procedures used to enroll Medicare
providers. These weaknesses have allowed full-time con artists, with little or no experience as
health care providers, to enter the Medicare program and to defraud millions of dollars from the
nation’s taxpayers.

In 1996, the Health Care Financing Administration, or HCFA, standardized the enrollment
form when it mandated use of the HCFA 855, an application form entitied Medicare General
Enrollment. Health Care Provider/Supplier Application. Using durable medical equipment, or
DME, and home health care as examples, I want to briefly show the flow of the HCFA 855 form
from preparation to approval.

As these two charts show, the application process for DME and home health care
applicants can be divided into four phases: submission, review, verification or site visits, and
approval. The focus of PSI’s investigation was on the adequacy of the third phase of the process
which is the verification of data provided by the applicants on the HCFA 855 forms.

As | stated earlier, the HCFA 855 form standardized the Medicare enrollment process with
respect to the manner in which information was gathered, however, it did not expand or increase
the verification activities related to the information submitted by applicants.

The HCFA 855 form, for example, requires that a prospective provider include its business
location. Preparation instructions for the HCFA 855 form specify that this address cannot be a
post office box or a mail drop. HCFA, however, does not ensure that physical verifications are
performed on a nation-wide basis to determine whether prospective providers are using actual
business addresses.
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PSPs investigation has revealed that many DME companies have used mail drops that
appear on the enrollment form to be legitimate street add As an ple, here is a copy
of one provider's Medicare application which shows that the business location is 1204 Avenue
U, Suite 201 in Brooklyn, New York. Here is the physical location of 1204 Avenue U, Suite 201
- a mail drop. If you look closely at the adverti in the window, you can see “SUMMER
SPECIAL, 12 month Post Office Box Rentals, $60 For Year, $5 Per Month, One Time Only.”

As shown by this example, it is difficult to determine, from just reading applications
whether Medicare providers are using mail boxes or if the addresses are actual physical locations.
This makes physical verification even more essential. Before I continue, 1 would like to point
out that this mail drop was the reported location of two New York companies that provided DME
products and MRI tests. These companies submitted Medicare claims totaling $3.4 miilion and
received payments of about $500,000, but no services were provided.

PSI investigators traveled to New York and Miami to see first-hand the weaknesses in
the enroliment process and to met with Special Agents from the HHS’s Office of Inspector
General, Special Agents from the FBI, Federal and State Medicare and Medicaid officials, and
two convicted felons.

During the PSI visits, we photographed several locations, like the one shown earlier,
where DME companies and other providers had operated out of mail drops and bogus store
fronts. 1 would like to show the Subcommittee a few other locations photographed by PSI
investigators.

The first photographs are the reported office location of two physicians who provided
DME products and MR tests. As you can see, this is a launderette. As we walked through the
door, we saw the usual washers/dryers. However, when we reached the back of the launderette,
we found several mail boxes which is where the two physicians received Medicare payments of
about $117,000. These two physicians bilied Medicare for claims totaling over $690,000, but
provided no products or services.

The next photograph is the reported Jocation of a Miami health clinic that performed
diagnostic tests. As you see, this is a Mail Box Etc. Medicare paid at least $300,000 for tests
at this location, but no tests were performed.

The next photograph is the reported location of a Miami health clinic. As you can see,
this is a vacant store front. Medicare paid this “clinic” approximately $2 miliion, but no services
were provided.

This final photograph is the reporied location of 14 Miami health care companies that
provided DME products and services. As you can see, this is an airport runway. Medicare paid
at least $6 million for claims submitted by these companies, but no services were provided.
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As these photographs show, had HCFA officials required site visits of these companies
prior to issuing provider numbers, Medicare would not have paid these “bogus” providers $9
million.

While in Miami, PSI investigators also visited an office complex comprised of three
buildings that is known to rent office space to DME suppliers. This particular office complex
had housed 45 DME suppliers over the past four years. These companies billed the Medicare
program over $20 million during this time period. Of these 45 suppliers, only 2 had not been
under revocation, suspension, or in violation of the Supplier Standards.

Upon physical inspection of one building, PSI investigators found that only one of the
offices was open for business which seemed strange since it was only 3:30 in the afternoon.
Posing as entrepreneurs, PSI investigators questioned the one owner about his business. The
owner’s office was scantly furnished with a desk, filing cabinet and telephone.

This DME owner told us that the medical supply business is a lucrative business. He told
us that he makes about $4,000 a month but he knows of other owners who make $20,000 a
month. The owner told us that Medicare has investigated his company three times and because
of the problems that come with these investigations, he is planning on expanding his business to
Orlando and is organizing a consortium of 37 DME suppliers so that when one supplier is
investigated the cash flow from Medicare will not dry up. PSI investigators found that this
particular provider had submitted Medicare claims for $500,000 and had been paid about
$200,000 for DME supplies.

In conversations with Medicare investigators in Miami, “set-ups” such as the one used by
this particular supplier are very common among fraudulent DME suppliers. These investigators
told us that they have found hundreds of DME companies that were nothing but mail drops,
grimy auto shops or empty warehouses. For example, one office had a lady sitting in a room
with four desks -- each desk represented a different company. There was a telephone on each
desk along with a different script for the lady to read when answering calls.

Throughout PSI’s investigation, the common theme among the health care fraud experts
was that the government must do a better job of preventing these con artists from obtaining
Medicare provider numbers or law enforcement officials will not be able to weed out the
unscrupulous providers fast enough.

That concludes my testimony. I would be glad to answer any questions that the
Subcommittee may have.
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Testimony of

John E. Hartwig

Deputy Inspector General for Investigations
Department of Health and Human Services

Good morning. I am John E. Hartwig, Deputy Inspector General for Investigations for the Office of
Inspector General at the Department of Health and Human Services. I am accompanied by two of
our investigators: Assistant Regional Inspector General for Investigations, Cathy Colton from
Miami and Special Agent Susan Frisco from New York. We are pleased to appear before you today
to describe our experiences with high-risk individuals who have gained access into the Medicare
program. First, [ would like to share with you my current observations of fraud in the Medicare
program and compare it to what we were dealing with when I first became an investigator more than
20 years ago.

I believe the appropriate descriptors of today’s health care crimes are complexity, higher dollar
amounts, and technological sophistication. Twenty years ago, Medicare expended $22 billion, and
we were primarily investigating single-subject cases. A million dollar case was considered rather
large. Currently, the program outlays exceed $200 billion, and multiple-subject cases are
commonplace. We see millions of dollars stolen in a single scheme; and with today’s technology,
fraudulent providers can bill the system electronically, make quick hits for large amounts of money,
and move on before being detected. Today’s criminals know where the radar is and how to fly under
it. Let me elaborate.

Complexity. Today’s providers are typically highly networked through, for example, parent
companies and subsidiaries with branches all over the country. Where we used to have fraud by a
single provider affecting billings in only one or two States, it is now common to find billings by a
provider group flowing through many States. Something that may appear on the surface to be a local
scam can unfold into a complex, organized fraud with systemic and, sometimes, nationwide
implications. Conversely, we sometimes find fairly complex operators who can perpetrate their
scheme quickly in an area, close down, and move on to a new locale to evade detection.

Dollar Amount. When the OIG audited a statistical sample of Medicare’s $168.6 billion in fee-for-
service benefit payments reported for Fiscal Year 1996, we estimated that the range of improper
payments was $17.8 billion to $28.6 billion. The midpoint was $23.2 billion--about 14 percent of
the payments. Our auditors did not set out to quantify how much of the improper payments could be
fraud, but our sense is that some of the improper payments more than likely went beyond error into
the realm of intentional misrepresentation. As an entitlement program that has grown to huge
proportions, Medicare provides criminals with a large target. Years ago, Willie Sutton said he
robbed banks because that’s where the money is. Today, Medicare is where the money is; and
today’s Willie Suttons are lined up to get what they can. That is why sound program oversight by
HCFA and aggressive, well-organized law enforcement are necessary.

ion. Medicare is a program inherently at high risk for payment errors
because it has 38 million beneficiaries, processes and pays 800 million claims annually, contains
complex reimbursement rules, and has a decentralized operation. The Medicare computer system is
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in an interim state of development in which it accomplishes its mission of paying claims quickly but
sometimes fails to detect conditions indicative of fraud with any degree of certainty. The Medicare
program was buiit on a voluntary system of trust--trust that medically necessary services, equipment,
and supplies would be provided appropriately to those who are entitled to them and that the claims
for reimbursement would fairly reflect whatever was provided. The system was initially designed to
pay claims, not to monitor for abusive practices. When people violate this trust, everyone--
beneficiaries, taxpayers, and the program--pays.

One alarming aspect of the fee-for-service review | mentioned earlier is that, on the surface, the
improper claims appeared to be correct. The claims were prepared in a manner the system would
accept and pay. Specifically, 99 percent of the improper payments in our sample were detected
through medical record reviews coordinated by the OIG in conjunction with medical personnel.
When these claims were submitted for payment to Medicare contractors, they contained no visible
eITOS.

Types of Abusers

We believe most health care providers are honest in their dealings with Medicare. That is not just a
token statement, but a firm belief. When we talk about fraud, we are not including health care
providers as a group. We are talking about pockets of illegal activity falling here and there ona
relative scale of egregiousness. Those who knowingly and wilfully set out to misrepresent claims to
Medicare are the focus of my work as an investigator. 1 believe, however, that the impartance of our
work is not only to protect the taxpayers, but to make the Medicare environment one in which honest
providers can make an honest living providing honest services without finding themselves in
competition with criminals,

This hearing deals with the extreme end of the scale. That is, those individuals who singlehandedly,
or as part of a conspiracy, set out to rob the Medicare program while providing little, if any, service
to beneficiaries. I do not want anyone to conclude that we believe that even a significant percentage
of providers fall into this category. We are talking about people who should never have been
allowed to participate in the program and how we need to keep others like them out of the program
in the future. Unfortunately, though, even a small number of bad individuals can wreak enormous
damage on the program. Before I get into some case examples, I would like to discuss the context in
which these crimes occur.

Provider Numbers -- The Key to the Bank

For many years, the OIG has expressed its support of strengthening the process by which providers
are allowed to participate in Medicare, particularly with regard to the system by which they are
assigned billing numbers. We have also been concerned that excluded providers continue to bill
Medicare because of ineffective monitoring of existing numbers and the ease of obtaining new
numbers. We strongly believe better controls at the “front-end" of the Medicare payment system,
i.e., the application for and assignment of the provider number, will result in less inappropriate
payments and cut down the efforts being expended to recoup past improper payments. Such controls
should also deter a substantial amount of fraudulent behavior, although it is unlikely we can ever
fully prevent the more sophisticated thieves from gaining access to program participation.
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In 1988, the OIG issued a report describing the fact that every Medicare contractor for each State had
its own system of issuing provider numbers. The OIG felt that if a uniform provider agreement were
instituted, all contractors in all States would be asking for the same information, thus protecting the
integrity of the Medicare program. Subseguently, we issued a report on carrier maintenance of
Medicare provider numbers in which we were concerned that HCFA's direction to carriers was
inadequate and that carriers did not systematically update provider files or deactivate provider
numbers without current billing history. We made suggestions to improve the controls over provider
numbers. Last year, HCFA expelled several thousand suppliers of durable medical equipment that
were believed to be out of business because they had not billed Medicare for more than a year. So,
we are seeing some improvement there.

Our office has also expressed concern about Medicare’s practice of issuing multiple provider
numbers. Medicare contractors may legitimately issue more than one provider number to a provider
based on multiple specialties, multiple office locations, or group practice settings. Providers receive
different numbers or modifiers if practicing under different specialties or, in the case of durable
medical equipment suppliers, when they have different subsidiaries operating under the same
company umbrella. Multiple provider numbers compound the risk of improper payments because
some unscrupulous individuals use multiple numbers to defraud the system and to make detection of
their behavior more difficult.

In the past, the lack of a commonly available unique identifier made it virtually impossible to verify
the legitimacy of a program applicant. For example, if a person had been excluded from the
programs based on fraudulent activity, he or she could nonetheless obtain employment with another
provider or become full or part owner of a business that applies for participation in Medicare. We
are very pleased that the Congress and the Administration included provisions to address the need for
a standard identifier and other administrative simplifications in the Health Insurance Portability and
Accountability Act of 1996 (HIPAA). The HIPAA required the Secretary to adopt standards for
unique health identifiers for all individuals, employers, health plans and health care providers and to
specify the lawful uses of those identifiers. In addition, the Balanced Budget Act of 1997 (BBA)
authorized the Secretary to collect SSNs and EINs from entities paid under Medicare Part B,
Medicaid, and Child Services Block Grants (after completion of a study on how to protect privacy of
the numbers). These numbers are required from the entity, persons with ownership or control
interest (5 percent or more), its managing employees, and subcontractors. Entities who do not
provide complete ownership and control information can be refused a provider billing number. The
OIG, HCFA, and the GAO have been in general agreement in recent years that this authority is
critical to monitor provider billing activities effectively and to keep excluded or other problematic
providers from coming back into the program under the cloak of a new business arrangement.

New Enrollment Safeguards

The BBA provides methods to ensure that only stable, legitimate businesses get into the program.
For example, the BBA authorizes HCFA to refuse to enter into contracts with convicted felons. The
Secretary could stipulate, for example, that individuals convicted of embezzlement not be allowed to
enroll as Medicare providers even if the convictions did not occur in connection with a health care
business.
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Also, program entities owned or controlled by the family or household members of excluded
individuals can be excluded. This latter provisions prevents an excluded individual from continuing
to do business with Medicare through a company allegedly owned by a family or household member.
Some excluded providers have been able to escape the impact of their sanctions by expediting
transfers on paper of their ownership and control interests in health care entities to family or
household members while retaining true, silent control of the businesses.

In addition, the BBA authorizes the Secretary' to require surety bonds of some or all providers of
items or services, other than physicians or other practitioners. It specifically provides that home
health agencies, durable medical equipment suppliers, and certain others, must provide HHS on a
continuing bases with a surety bond of not less than $50,000. We have recommended this in the past
as one method for reducing the number of “fly-by-night” and fictitious providers.

Durable Medical Equipment

The durable medical equipment {DME) supply industry has been a high-risk provider group for years
and, although some major improvements have been made in HCFA’s management of the benefit,
DME continues to be fraud-prone and a major concern.

Medical equipment and supplies include several categories of items. Durable medical equipment
(DME) are items that can withstand repeated use and include hospital beds, wheelchairs, and other
equipment that physicians prescribe for home use. Prosthetics and orthotics are devices that replace
all or part of an body organ and include leg, arm, back, and neck braces as well as artificial legs,
arms, and eyes. In addition, Medicare classifies enteral and parenteral nutrition therapy under the
prosthetic device benefit. Medical supplies include catheter, ostomy, incontinence, and wound care
supplies. Medicare Part B paid more than $6 billion in 1997 for medical equipment and supplies. In
addition, Medicare Part B beneficiaries pay a 20 percent copayment for those items.

Before businesses can bill Medicare for sale and rental of durable medical equipment, they must
apply for and receive a billing number. To help assure that applicants are bonafide businesses,
HCFA requires that each supplier meet 11 standards. Despite such safeguards, however, HCFA
reported in 1996 that out of a sample of 36 new DME applicants in the Miami, Florida area, 32 were
not bona fide businesses. Among other problems, some bogus applicants did not have a physical
address, or an inventory of durable medical equipment. According to HCFA staff, those companies
should not have been issued a supplier number because they were not operational entities.

In light of this situation in Miami, HCFA asked the OIG to determine whether similar problems exist
elsewhere in the country. Accordingly, we recently sampled suppliers and applicants in 12 large
metropolitan areas in New York, Florida, Texas, Illinois, and California. In that inspection, we
found that in 40 percent of the cases, one or more of HCFA’s 11 standards were not met. We also
found that one out of every 14 suppliers and one of every 9 new applicants did not have a required
physical address. A physical address is required for suppliers because it allows beneficiaries a place
where they can reach suppliers about DME needs and problems. A physical address provides a place
where beneficiary and financial records should be kept for oversight purposes, and the physical
address is usually where suppliers keep their inventory. When we checked questionable addresses,
we usually found that the business had closed or had a questionable presence at the address. Some
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addresses were a mail drop location only or the address was nonexistent or could not be located.
Thirteen percent of the suppliers we inspected gave their residence as the business address. This is
not to say that home-based companies are automatically suspect, but they do make HCFA’s oversight
more difficult. Problems with physical addresses, such as we have described, often indicates
potentially nonlegitimate business arrangements. A classic example is a case we uncovered in the
Miami, Florida area.

The Miami Investigation

This investigation began in 1994 when a private citizen in Miami forwarded to us dozens of
Medicare Explanations of Benefits forms which he mistakenly received in the mail. The forms
showed that multiple beneficiaries were each provided liquid nutrition by 6 different DME
companies. All of the beneficiaries involved were reported by the DME companies as having the
same, incorrect address. All of the companies billed, and were paid by, Medicare for the services
supposedly provided to the beneficiaries.

As part of our investigation, we contacted the bencficiaries, and all denied receiving the services.
We then visited several of the business addresses which these DME companies reported to Medicare
and found that none had an actual office or business location. Instead, all were located at mail box
drops, such as “Mail Boxes ETC.” We began investigating the claims submitted to Medicare by
these companies and interviewed some of the companies” “owners,” eventually securing the
cooperation of several. Through the use of interviews, surveillance, and other investigative
techniques, we found that what we initially believed to be 6 or so fraudulent companies, operating
independently. instead were only part of a larger, violent crime ring that defrauded the Medicare
program of approximately $6.2 million.

The ringleader in this operation was Ulisses Martinez who lived in the Miami area. We found that
Martinez had entered the United States illegally, some years before, through use of a forged
Panamanian passport. In or about 1992, Martinez and some associates began buying the names and
Medicare numbers of beneficiaries, which would provide the fuel for the scheme. They purchased
most of the names and numbers from two different sources:

. from secretaries in doctors’ offices, who had easy access to patient information and
physicians” Medicare billing numbers; and
. from recruiters.

Recruiters are persons who canvass nursing homes, adult living facilities, and private neighborhoods
to find Medicare beneficiaries. In exchange for the beneficiaries’ name, address, and Medicare
number, the recruiter typically offers free groceries, rides to visit friends or relatives, or even cash.
Martinez paid recruiters $100 per name and Medicare number, and knew he could make his money
back a hundredfold by billing Medicare. Recruiters continue to thrive in the Miami area, and there is
no shortage of unscrupulous health care providers who will pay top dollar for legitimate Medicare
numbers.

Martinez’s sought out persons to help him run his fraudulent Medicare businesses, and thereby
provide a layer of “fall guys” in case the scheme was uncovered by law enforcement. Martinez told
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several people that he was a member of the “Movement for the Liberation of Cuba,” and wanted to
open Medicare businesses in order to raise funds for Cuban freedom fighters. This was a persuasive
argument in the Miami area. He lured other people with the promise of easy cash.

Martinez paid these co-conspirators between $1,000 and $5,000 per month to be the titular heads, or
“nominees,” of his companies. In retumn for their monthly salary, each nominee was directed to
incorporate the business in their own name and to sign as corporate officer on the Medicare provider
application for their company. All of the nominees also signed blank company checks, which they
turned over to Martinez.

Some conspirators knew from the beginning that Martinez's businesses were fraudulent, and
eventually everyone came to realize that the businesses were a sham. However, conspirators told us
they were afraid they would be killed if they backed out of the scheme. Martinez was known for
being heavily armed and traveled in the company of bodyguards. It was clear that Martinez was
known as a violent, well-armed criminal.

Ultimately, we found more than 20 fraudulent health care companies linked to Martinez, all of which
followed the pattern of using mail drop locations, and being fronted by nominees, while Martinez
controlied the fraudulent proceeds. By tracing his bank accounts, we found that Martinez purchased
8 properties in the Miami area, which were bought with cash or cashier’s checks and totaled about
$1.2 million.

Martinez fled the United States soon after he got word of our investigation; two associates fled with
him. We believe Martinez took with him a great deal of the money he stole from Medicare.
Although two of the eight properties he purchased with Medicare-derived funds were seized and
forfeited, the remaining six were sold before he fled the country.

We were able to successfully locate and prosecute nine other conspirators for their part in helping
Martinez run his DME companies. Eight of the conspirators pled guilty to Medicare fraud-related
charges, and the ninth chose a trial by jury. This man confidently passed out contraband Cuban
cigars, labeled “Compliments of Ulisses Martinez,” in the federal courtroom during his trial. Despite
his generosity, he was convicted on all counts. All of the conspirators were ordered to pay
restitution, ranging from $70,000 to $500,000, and several received sentences of imprisonment. As
of tiis date, Martinez remains a fugitive.

Martinez is an example of a criminal who gained access to Medicare and billed the system without
any intention of actually providing any of the services, equipment, and supplies for which he billed.
We investigated a similar case in New York.

New York Investigation

Our investigation of the New York case began with beneficiary complaints that Medicare was
billed for orthotic supplies the beneficiaries never received. The complaints centered on 5 durable
medical equipment (DME) supply comparies that proved to be nonexistent. In expanding our
review, we found that Russian criminal elements were billing Medicare under the provider
numbers of totally fictitious or inactive companies for supplies and services that were never
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actually provided. Within a year, our investigation revealed approximately 20 provider numbers
that were involved in the billing scheme. None of the provider numbers was representative of a
legitimate company that was actually or actively in the business of providing the supplies and
services that were being billed. In addition to orthotic supplies, the Medicare program was being
billed for magnetic resonance imaging (MRI) services and ear implants.

Our investigation of the activities behind the numbers revealed a common scenario. The
perpetrators:

. used front people in the Medicare program application process;
. obtained inactive provider numbers and used them to bill the program; and
. used mailbox "drop” locations to receive payments for services never rendered.

The OIG was drawn into investigating this scheme after numerous Medicare beneficiaries
complained to their carriers about not receiving the services for which Medicare was being billed.
We interviewed the beneficiaries and verified that claims were being submitted for services that
were not actually rendered. These companies billed Medicare for millions in fraudulent claims.
In one instance, three of the companies billing for ear implants received checks from Medicare
totaling approximately $1 million in less than a month. The bank where the money was being
deposited became suspicious and called the carrier which, in turn, stopped payment on the checks.
The Medicare carrier had placed a system alert on these companies if they submitted claims for
MRI services, but the fictitious companies began submitting claims for ear implants and were
getting paid. As a result of this investigation, HCFA has implemented controls which are now in
place to help prevent this type of scheme. In another instance, Medicare payments for over $5
million for MRI services were discontinued by the carrier after suspicions were aroused.

After interviewing beneficiaries, our agents conducted interviews with mail box rental
establishments and confirmed that several mailbox “drops” were being opened by the same
individual, using five different Russian passports. Our interviews with bank officials revealed that
the same individual renting the mailboxes was also opening bank accounts at their respective
establishments. The cooperation of the banks and mail box store owners was invaluable.

We arranged a meeting with representatives from several of the banks at which this individual had
opened accounts. The meeting resulted in creation of a flyer that was provided to all bank
employees. Several days later, a bank employee recognized the man as he attempted to withdraw
$35,000. The bank security was alerted, who then alerted the New York Police Department. The
individual was arrested and later turned over to Federal custody. The local carrier was also
notified and, within a 24-hour period, stopped payment on checks totaling over $325,000.

The true identity of this individual was revealed through fingerprint analysis. Our investigation
found that the man, Yury Bizayko, was a “front” person for Russian criminal interests and that he,
indeed, used five different aliases. We also discovered that Yury had a criminal history in the
United States which included assault and driving while intoxicated. Yury was recently sentenced
to 30 months incarceration, three years supervised release, and was ordered to pay restitution in
excess of $1.5 million.
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In one situation, Yury, acting on behalf of the criminal enterprise, met with a DME business
owner after she placed an ad in a Russian newspaper to sell her medical supply company. Yury
advised the owner that he would pay $5,000 for the company provider number if she also provided
him with the names of beneficiaries and doctors. The DME owner allowed Yury to take her
incorporation papers for the company, purportedly so that Yury could review them with his
attorney. Several days later, Yury went back to the owner and stated that his attorney advised
him it was illegal to purchase the company. The Russians then took the name of the business that
was for sale, had the provider address changed and began fraudulently billing Medicare under that
business name.

We have also arrested a second individual who claims he worked for Russian criminal interests
that instructed him to open accounts, endorse checks, and make deposits and withdrawals. He also
pled guilty and was sentenced to six-months home detention, three years probation, and was
ordered to pay restitution to the government of more than $100,000.

I want to emphasize here that the Medicare carriers did a good job of setting up controls and
limiting losses during the investigation of this case. Although over $27 million was billed under
this scheme, a little over $1.5 million was actually paid out. Yury Bizayko has been ordered to
repay the $1.5 million in restitution. However, even with our arrests in this case, the fraudulent
scheme is continuing. Federal prosecution has not deterred certain criminal elements from
pursuing this fraud. Other subjects are currently under investigation. We have found that, as a
part of this scheme, fictitious companies are being incorporated in other States. The criminal
interests are finding new ways to “game” the system and take advantage of weaknesses in the
reimbursement process.

Conclusion.

In conclusion, Mr. Chairman, we firmly believe that criminal elements in heaith care fraud are not
isolated to the schemes discussed in my testimony. We will be actively overseeing how the new
resources and safeguards provided in the HIPAA and BBA are used to determine their
effectiveness in preventing and combating criminal activities. We are also looking forward to the
new program of on-site inspections being initiated by the Administration to ensure that medical
equipment suppliers are providing the medical devices they claim they are.  For true criminals, the
only effective safeguards are tough-minded program measures to prevent fraud and a strong law
enforcement presence with equally strong penalties applied to defrauders. This concludes my
testimony. My colleagues and I welcome your questions.
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BANGIV ACMIIS TRATION bl EXHIBIT # ___ 44
N MEDICARE SUPPUER NUMBER APPLICATION ¥ Inum Fuing
PERSON THIS FORM.) ;i

(ONLY AUTHORIZED MAY COMPLETE Revised
(Pmey‘pouPran—lMﬁb«ulSpthw Attach Additional Sheets) o Filing
1. IDENTIFYING INFORMATION

Name of Suppiier as Legally Estabiished B. Business Namefs)
STIRLING HCOROWITZ SAME
C. Street Add State ZIP Codg (9 digt
1';:)4 r;s‘;t U STE # 2 lm BROOKLYN I NY ‘ 1125§
D. Telapho E. Tax Number (EIN) F. Mailing Address (7 different than C )
( 718) '670-3758 086345338 E
2. TYPE OF BUSINESS
A.XJ Sole Propristorship O General Partnarship " B. Date Incorporated Established: State
{3 Business Corporation  [J Joint Venture 1 %03 12 92 1. NY
O Other O Professional C C H 2 2
3. 3.
3. NATURE OF BUSINESS
A. (@ Durable Medical Equipment O Oxygen B. License Number: »ze- 086345338-A
C Parenteral and Enteral Nutrition O Customized ttems Licensing Agency’  NYS Tax Authorit
3 Drugs/Pharmaceuticals O Orthotics City/State: New York State
O Dialysis Equip. and Supplies X Prosthatics Date License Issued : 55 /03 /95
3 Supplies for Nursing Facilities Expiration: 05/02/97
D) Other
. 4. OWNERSHIP/MANAGEMENT INFORMATION
A. 1. Doss one individual or family own 50% or mors of this supplier? T Yes O M
2. Is this supplier a corporation who stock is fisted on the NYSE, AMEX, or NASDAQ? O Yes X3 Nc
3: Do the total assets of this supplier exceed $100,000,000? T Yes £ N
if you answer 4.A.1. "No," and answer 4.A.2. and 3. “Yes,” proceed to 5. A.
List @ach individual owner and Q employee (O/EE) of the supplier. i one or more owners of the supplier are other companies, als

ustthe name of each O/EE of each of those companies. For each individual include herhis name, credentials, e.9.. M.D., C.O. C.P. atc,
title/position and UPIN for physicians or Social Security number (SSN) for nonphysicians; for company owners, include their EINs. Each
individual should be identified as an owner (O) or as a managing employes (EE), unless you would answer 4.A.1, *No® and answer 4 A.2. and
“Yes" for the parent company.

(1) _STIRLING HOROWITZ PRESIDENT 086345338 OWNER/
Hame TioePosson UPRBSNER of€
2)
Name TiterPoson UPINSSNEN OFE
3)
Name TidePoson UPIRSSNEN OFE
)
Name TioaPosmon UPINSSREN OFE
{s) _
Name " TibarPoswon UPINSSNEN (33

C. K any owners are immediate family members of a physician, the following information must be completed.
NONE

8]

Name Relasonship Physcan Name UPINSSN
2]

Name Relasonshep Pryscan Name UPIN/SSN
(3)

Name Flasonsnip Pryscn Name UPINSSN

Form HCFA-192 (1-92) *
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Location of 2 New York City Componies
(DME products and MR tests)

Medicnre claims submitted $3.4 million
Payments Received $500,000
No Servites Provided
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Reported Office Location of 2 Physicions

New York City

Medicare coims submitied - $690,000
Payments Received - $117,000

No Services Rendered
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Inside Reported Office of 2 Physicans
New York City
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_— Senate Permanent Subcommittee
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(: DEPARTMENT OF HEALTH & HUMAN SERVICES
EXINBIT # 10
e Memorandum
ome DEC | 7 897
from June Gibbs Brown ﬂﬁ”“ﬂ\
Inspector Gener:
SubectOIG Final Report) "Medical Equipment Suppliers: Assuring

Legitimacy," OEI-04-96-00240

To Nancy-Ann Min DeParle
Administrator
Health Care Financing Administration

Attached is our final inspection report on whether persons who
obtain durable medical equipment (DME) billing numbers are
operating bona fide businesses. We inspected 420 enrolled
suppliers and 35 new applicants for DME billing numbers located
in Operation Restore Trust States.

Some suppliers were not operating bona fide businesses. About
1 of every 14 DME suppliers and 1 of every 9 new applicants
either did not have a physical address, or the presence of a
business was highly questionable. Forty-one percent of the
suppliers and 40 percent of new applicants failed to meet at
least one Medicare standard--such as those relating to
warranties and information for beneficiaries.

Oversight of suppliers who work out of their homes is
particularly difficult. Such suppliers are typically away
during business hours, and access to their residences is often
restricted.

The ease and low_ cost of obtaining a DME number facilitates
entry of abusers into the program. For example, no experience
with medical equipment is required to get a billing number.

To help assure ethical DME suppliers, we recommended several
options for the Health Care Financing Administration's (HCFA)
consideration. Those options are to charge an application fee,
require a surety bond, conduct on-site visits, require program
training for new suppliers, increase review of inactive
numbers, revise the DME application form, seek authority to
require applicants' Social Security and employer identification
numbers, and impose a 6-month waiting period for denied
applicants to reapply. We were pleased to see that the
Balanced Budget Act of 1997 authorized the surety bonds and
called for an examination of the use of Social Security numbers
and we appreciate HCFA's support for ocur recommendations.
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Page 2 - Nancy-Ann Min DeParle

Could you please submit within 60 days your plan to implement
the recommendations. If you have any questions about this
report, please call me or George Grob, Deputy Inspector General
for Evaluation and Inspections, or have your staff call

Mary Beth Clarke at (202) 619-2481.

Attachment
cc:

Melissa Skolfield
Assistant Secretary for
Public Affairs

Margaret A. Hamburg
Assistant Secretary for
Planning and Evaluation

Richard J. Tarplin
Assistant Secretary
for Legislation

John J. Callahan
Assistant Secretary for
Management and Budget
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EXECUTIVE SUMMARY

PURPOSE

To determine whether persons who obtain Medicare durable medical equipment
supplier numbers operate bona fide businesses.

BACKGROUND

Before businesses can bill Medicare for sale and rental of durable medical equipment,
they must apply for and receive a billing number. Applicants are approved and issued
such numbers by the National Supplier Clearinghouse in Columbia, South Carolina.
To help assure that applicants are bona fide businesses, the Health Care Financing
Administration (HCFA) requires that each supplier meet 11 standards.

Despite such safeguards, however, HCFA reported in 1996 that out of a sample of 36
new DME applicants in the Miami, Florida area, 32 were not bona fide businesses.
Among other problems, some bogus applicants did not have a physical address, or an
inventory of durable medical equipment. According to HCFA staff, those companies
should not be issued a supplier number because they were not operational entities.
Further, HCFA staff said such suppliers are typically involved in fraudulent activities.

In light of the bogus applicants discovered in Miami, HCFA asked us to ascertain
whether similar problems exist eisewhere in the country. In response, we conducted
unannounced on-site inspections of 420 suppliers who were issued billing numbers
between January and June 1996. We also inspected 35 applicants who had not yet
been approved. Our sampled suppliers were located in 12 large metropolitan areas ia
New York, Florida, Texas, [llinois, and California.

FINDINGS

> One of every 14 suppliers and 1 of every 9 new applicants did not have a
required physical address.

» Forty-one percent of suppliers and 40 percent of new applicants failed to meet
at least one supplier standard, such as those related to warranties, information
for customers, and inventories.

> Oversight of home-based suppliers is particularly difficult, e.g., typically, they
are not at home during normal business hours and have answering machines
that do not identify the business.

» The ease and low expense of acquiring a supplier number facilitates entry of
abusers into the program.
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CONCLUSION

Presently, HCFA and the National Supplier Clearinghouse are approving many
inexperienced, unqualified, and unethical people for supplier numbers. The desk
verification process for approving suppliers is unreliable for detecting unethical and
improper practices of bogus suppliers. On-site verification is needed, but not for all
suppliers. HCFA and the National Supplier Clearinghouse may determine that some
suppliers such as large corporations need no or only occasional site verification.
Further, the supplier number application form needs to be revised. Presently, it is
inadequate for judging the suitability of supplier applicants.

RECOMMENDATION

HCFA should take quick action to ensure the integrity of Medicare suppliers of
durable medical equipment. The following options would help accomplish that goal

»  Charge all applicants an application fee.

»  Require all suppliers to have a surety bond.

»  Conduct on-site visits at applicants’ physical locations.

»  Require program training for new suppliers by the Medicare regional carriers.
» Increase the review of inactive numbers.

»  Further revise the application form.

»  Seek authority to require Social Security and tax identification numbers from
applicants.

» Impose on denied applicants a 6-month waiting period before reapplication.

Implementation of the first option will provide financial resources to implement the
others.

AGENCY COMMENTS
HCFA concurred with our recommendation. Their comments are in Appendix A

The Balanced Budget Act of 1997 authorized Medicare to collect Social Security and
tax identification numbers and required suppliers to have a surety bond.
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INTRODUCTION

PURPOSE

To determine whether persons who obtain Medicare durable medical equipment
supplier numbers operate bona fide businesses.

BACKGROUND

Requirements For DME Supplier Numbers

Before businesses can bill Medicare for sales or rental of durable medical equipment
(DME), they must apply for and receive a billing number. In 1993, the Health Care
Financing Administration (HCFA) authorized establishment of the National Supplier
Clearinghouse (NSC), a contractor that reviews and approves applications. Section
1834 of the Social Security Act requires that applicants and approved DME suppliers
meet 11 standards. They are

«  fill orders from their own inventory or under a contractual arrangement,
- oversee delivery of equipment,

< answer questions.and complaints from beneficiaries,

+  maintain and repair rental equipment,

« maintain a physical address at the business site,

« comply with all State and Federal licensure requirements,

«  honor warranties on equipment,

- accept the return of substandard equipment,

« disclose consumer information (a list of the standards) to beneficiaries,

«  comply with the ownership disclosure provisions of the Social Security Act, and
+  have proof of liapility insurance.

HCFA has a notice of proposed rulemaking under development which would establish
nine new standards that DME suppliers must meet.

The Problem

Despite the existence of supplier standards and NSC reviews, HCFA reported in 1996
that 32 of 36 new DME supplier applicants in the Miami, Florida area were not bona
fide businesses. Among other problems, some bogus DME suppliers did not have a
physical address, or an inventory of durable medical equipment. For example, in one
location, a small subdivided office supposedly housed four suppliers. Though their
business licenses were posted in the office, there was no inventory at the site and no
business was being conducted. According to HCFA staff, those companies should not
be issued a supplier number because they were not operational entities. Further,
HCFA said the bogus DME suppliers were likely established to abuse or defraud
Medicare. Other reviewers such as the NSC, DME Regional Carrier in South
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Carolina, and Florida Medicaid staff corroborated HCFA’s findings and conclusions.
Potential Significance Of The Problem

The NSC issued over 300,000 supplier applications, and over 100,000 billing numbers
nationwide since 1993.

It is important to determine the extent that such billing numbers were approved for
bogus companies that may be intent on defrauding Medicare. Preventing the issuance
of billing numbers to such companies could result in a substantial savings to Medicare.
Nationwide, Medicare approved DME claims for a total of $4.7 billion in 1995. In the
Miami area alone, Medicare paid $406.3 million for DME supplies during a 22-month
period ending April 30, 1996. -

Some staff with HCFA, NSC, and the DME Regional Carrier suggested that problcms
like those observed in the Miami area may exist in other urban areas. HCFA asked
us to determine whether problems similar to those encountered in the Miami area
were occurring elsewhere in the country. We conducted this inspection in response to
that request.

METHODOLOGY

We selected 12 metropolitan areas for review of issuance of DME supplier numbers
(see chart below). Generally, we selected the largest cities in California, Florida,
Illinois, New York, and Texas. We used U.S. cerisus population data to identify the 12
largest cities. We excluded the Miami, Florida area because of ongoing criminal
investigations of DME suppliers.

STATES SELECTED METROPOLITAN AREAS
California Los Angeles, San Diego, San Francisco
Florida Jacksonville, Orlando, Tampa
Ilinois Chicago
New York New York City, Buffalo
Texas Dallas, Houston, San Antonio

We limited our review of DME supplier numbers to those located in the major
metropolitan areas of the cities selected. We used U.S. Postal Service information to
identify zip codes that represented the major metropolitan area of each selected city.
For example, in Chicago, Illinois, the zip codes were 60000 through 60799. In many
instances, the zip codes covered the selected city and several surrounding cities and
towns.
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For each zip code, we obtained from NSC the applications of all DME suppliers
approved during January through June 1996. During that 6-month period, 1,180
suppliers in our selected cities had obtained approved billing numbers. We selected a
purposive sample of 420 of the 1,180 suppliers for inspection.

For each zip code, we also obtained, from NSC, all applications for DME supplier
numbers that were pending approval when we began making site visits. From the 53
pending applications, we selected a sample of 35 for inspection.

We selected suppliers and applicants without prior knowledge of the legitimacy of
their business practices. However, we designed our sample of suppliers to include a
variety of supplier types, including physicians, optical stores, therapists, orthotists, and
pharmacies.

Thereafter, we made unannounced visits to 420 suppliers and 35 applicants. This was
as many as possible given our staff resources and time frame. Generally, we used two-
person teams for each visit. In some instances, an OIG investigator accompanied the
teams. Each site visit lasted no more than 20 minutes.

Each team used a standardized checklist designed to document when suppliers clearly
did not meet 1 or more of the 11 Medicare standards—or worse, did not appear to be
a bona fide business. The prime objective of our site visits was to ascertain whether
or not suppliers and applicants had an appropriate physical business address. Without
such, compliance with other standards was assumed unlikely. For example, without an
identifiable physical address, beyond a mailbox location, on-site business and oversight
were not possible.

In instances where violations of standards were not obvious, we did no further
inspection work to assure that standards were in fact met. Such a determination
would have required a long evaluation period for interviews and record reviews.

Operation Restore Trust

This inspection was part of the President’s Operation Restore Trust (ORT) initiative.
The purpose of ORT is to identify and prevent fraud, waste, and abuse in the
Medicare and Medicaid programs. ORT is a joint initiative involving the Health Care
Financing Administration, Administration on Aging, Office of Inspector General, and
various State agencies. In 1995, ORT began targeting home health agencies, nursing
homes, hospices, and durable medical equipment suppliers in five States for
evaluations, audits, and investigations. The five States are Florida, New York, Texas,
Illinois, and California. These States collectively account for about 40 percent of the
nation’s Medicare and Medicaid beneficiaries and program expenditures.



We conducted this inspection in accordance with the Quality Standards for Inspections
issued by the President’s Council on Integrity and Efficiency.
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FINDINGS

ONE OUT OF 14 DURABLE MEDICAL EQUIPMENT SUPPLIERS DID NOT
HAVE REQUIRED PHYSICAL ADDRESSES

Medicare standards for DME suppliers require that suppliers have a physical address.
Such an address is important to allow beneficiaries a place where they can reach
suppliers about DME needs and probiems. A physical address also provides a place
where beneficiary and financial records should be kept for oversight purposes. Finally,
the physical address is usually where suppliers keep their inventory. The application
form for DME supplier numbers elicits a sipplier’s physical, mailing, and billing
addresses. These may be three separate addresses. However, failure to accurately list
a physical address can result in denial of a billing number to an applicant or
revocation of an existing supplier’s billing number.

One out of each 14 DME suppliers we inspected (31 of 420) did not have the required
physical address--or their presence at the address listed on the application form was
highly questionable. This means that 7 percent of the DME suppliers we inspected
need further investigation of their legitimacy. Table 1 below shows reasons why the 31
suppliers did not have physical addresses. Likewise, 4 of the 35 new applicants for
DME supplier numbers did not have required physical addresses. An additional
applicant had an inaccessible address in a secured apartment complex.

TABLE 1

STATUS OF ADDRESS VISITED SUPPLIERS

Business had closed 14

Had a questionable p;escnoe at the address

Mail drop location only 4
Address nonexistent or could not be located 5
Total 31

As shown by the table, 14 suppliers had closed. That is, they were no longer operating
at the sites shown on their applications for DME numbers--though their applications
had just been approved during January - June 1996. Most of the 14 had left no
information behind such as is typical for a business merely relocating. For example,
according to their landlord, a pair of physicians suddenly closed their office and
vanished, breaking their lease. In another instance, a neighboring business person said
the supplier had closed over a weekend, without leaving any forwarding information.
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Table 1 also shows that eight suppliers had no, or a highly questionable presence at
the address listed on the DME supplier application form. Residents at or near the
listed addresses were unabie to say whether or not a supplier had ever been located
there. In such instances, we were unable to ascertain that a supplier was ever located
at the address given on the application form. We characterized these eight suppliers
as having a "questionable presence.”

For example, in Brooklyn, New York, a supplier’s address shown on the application
form was in a building that consisted of four apartments over a laundromat. The
DME company name was not shown on mailboxes or other parts of the premises. We
interviewed two tenants at the premises who said they had not heard of the supplier.
Since the numbers had been issued within the last 6 months, we expected the tenants
to recall the supplier if one existed. One of the tenants said the laundromat space was
formerly used as a "post office box operation.” Further, the phone number shown on
. the DME application was out of service. Thus, it was impossible to determine
whether the DME business had ever operated at the address.

FORTY-ONE PERCENT OF SUPPLIERS FAILED TO MEET AT LEAST ONE
DME SUPPLIER STANDARD

Forty-one percent (173) of the 420 DME suppliers we inspected failed to meet at least
1 standard. Likewise, 40 percent (14) of the 35 new applicants for DME supplier
numbers we inspected failed to meet at least 1 standard. We believe that these
percentages are very conservative, however. We only looked for prima facie and
obvious failures to meet standards during our brief site inspections. Qur site
inspections were designed to expeditiously determine when suppliers or new applicants
clearly did not meet standards. If we did not readily observe a violation of the
standards during our 20 minute inspection, we did no detail examination to find
violations. Logically, a more in-depth inspection would have revealed a greater
number of violations.

Further, 20 percent of the 420 existing suppliers were absent from their business
addresses at the time of our inspection. Therefore, beyond assessing the existence of
a physical address, we couid not determine whether or not they met the standards.
Typically, those businesses were closed at the time we attempted our site visits.
However, had we gotten access to those businesses and owners, we believe we would
have identified more instances of noncompliance.

Table 2 lists DME standards in effect at the time of our inspection, and the
percentage of existing suppliers we inspected that failed to meet each standard. With
one exception, "physical address,” the percentages in the table are not based on 420
suppliers. The percentages are based on the number of sites where we could assess a
particular standard. For example, at 306 sites, we were able 1o assess whether or not
suppliers met the inventory standard. We were able to check for liability insurance at
240 sites. At some locations, we could not assess any standards beyond the existence
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of a physical address. Such locations were where no supplier spokesperson was
available for an interview and where we could not gain entrance into the business.

TABLE 2
DME SUPPLIER STANDARD PERCENTAGE/
NUMBER THAT
FAILED

Consumer information (copy of suppliers standards to 45% 111 of 248
beneficiaries)
Allow return of unsuitable items ’ 20% 19 of 95
Warranty repairs 17% 17 of 101
Inventory 9% 27 of 306
Liability insurance 1% 17 of 240
Physical address 7% 31 of 420
Maintenance and repair (rented items) 6% 8 of 132
Questions/complaints 3% 7 of 206
Business license 3% 5 of 200
Delivery of items and equipment 1% 2 of 207
Disclosure of ownership 0% 0 of 269

The Medicare standard failed by the most suppliers was the one requiring them to
provide a copy of the supplier standards to each beneficiary receiving DME. Because
this is perhaps the easigst standard to meet, the high rate of noncompliance was
surprising. Most of the suppliers that failed the standard said they were unaware of
the requirement.

OVERSIGHT OF HOME-BASED DME SUPPLIERS IS PARTICULARLY
DIFFICULT

Thirteen percent (57) of the 420 DME suppliers we inspected gave their residence as
a business address. Of the 35 pending DME applicants, 4 were located in residential
locations. This means that about one out of seven existing DME suppliers claim to
conduct business out of residences such as a single-family house, mobile home,
apartment, or condominium. Similarly, about one out of nine of the new applicants
for DME supplier numbers listed such business sites.
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Residential DME suppliers create a unique oversight problem for HCFA, NSC, and
OIG. First, HCFA’s DME application form does not distinguish between home-based
suppliers and those at traditional business sites. Second, home-based suppliers often
do not post a sign which identifies their business sites. Third, home-based suppliers
typically are not at home during normal business hours. Fourth, home-based suppliers
sometimes restrict public access to their residences. Finally, home-based suppliers
frequently have telephone answering machines that do not identify their business.

Application Form For DME Numbers Does Not Idenify Home-Based Suppliers

HCFA’s DME number application form does not differentiate between home-based
suppliers and those at traditional business sites. Such information is important for
determining which types of suppliers are engaging in improper or fraudulent activities,
i.e., what are the trends relative to supplier types and fraud. Home-based suppliers
are not subjected to the same level of public scrutiny as are traditional storefront or
corporate suppliers. Similarly, home-based suppliers are less accessible for program
oversight. The need for such oversight becomes more important due to the current
trend toward home-based businesses.

At the time we completed our inspection, HCFA was in process of revising the
application form. However, we understand that the revised form will stili not identify
home-based suppliers. .

Residences Frequently Not Identified As A Business

The physical location of a DME supplier is typically where inventorics and sales
models are kept. It is also the place where beneficiaries come to meet suppliers and
obtain needed equipment. However, we rarely found a business sign or other
identifier information that a business was in operation at addresses given by home-
based DME suppliers we inspected.

Without identifiers such as signs, it is also difficult for HCFA and NSC to locate
home-based DME suppliers for oversight purposes. Residential zoning or other
similar restrictions may account for the absence of a sign, but the fact remains that
this traditional way to identify a business site is simply unavailable with many home-
based suppliers.

Given the absence of such identifiers, our inspection teams were unable to readily
locate some DME suppliers that we had sampled for inspection. Even after finding
the address listed on the application form, we were often not sure that we had located
the supplier. As a result, we were unable in many instances to ascertain whether or
not DME supplier standards were met. More basic than that, site inspections to
home-based suppliers typically cannot even confirm the existence of a business nor
ascertain the types of items purportedly being provided to beneficiaries.
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Business Operators Typically Not At Home During Normal Business Hours

Only 14 of the 57 suppliers purportedly working out of their homes were present at
the time of our site inspection, although we conducted our inspections during normal
business hours. We ascertained through phone calls with some home-based suppliers
that many of them consider their DME business to be a secondary venture. They
work on other activities during regular business hours.

This problem hampers access for oversight purposes, and it increases the cost of
oversight for HCFA and NSC. To illustrate, monitoring would likely require repeated
trips, and the trips would likely have to be done outside of normal work hours.
Because home-based suppliers are typically absence from their residences, it is
generally useless to conduct on-site monitoring visits during normal business hours.
This is particularly true for unannounced visits. :

Such difficulty in contacting home-based DME suppliers could affect their ability to
serve Medicare beneficiaries.

Access To Residences Is Sometimes Restricted

During our site inspections, some neighborhoods and many apartment buildings were
secured by gates, guards, and buzz-in locking systems. While we were able to use our
credentials to gain access to locations with security guards, entrance through secured
gates and into locked buildings was sometimes not possible.

Persons with less imposing credentials would likely get little or no cooperation from
security guards whose job is to keep out persons not properly cleared. Gaining access
to restricted residences could be particularly difficult for Medicare beneficiaries who
need DME.

We identified some residences where individuals were inside, but they refused to
answer the door. In some cases, the individuals peeked through the blinds,
disappeared from view, and ignored further attempts to speak with them. Without
gaining entrance and locating someone to interview, oversight is impossible. Neither
the OIG, HCFA, NSC, nor other oversight officials could, for example, verify inventory
or determine that beneficiaries are allowed to return unsuitable items.

Conversely, at traditional business sites, such as stores or office buildings, access was
not a problem.

Home-Based Suppliers Are Difficult To Contact By Telephone
In most instances, home-based DME suppliers used personal telephones for their

business activities. In such instances, telephone calls during a supplier’s absence are
often answered by personal answering machines. However, the recorded message
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does not always identify the business. In some instances, a caller cannot be sure he or
she reached the correct number for the DME supplier.

THE EASE AND LOW EXPENSE OF AOQUIRING A DME SUPPLIER
NUMBER FACILITATES ENTRY OF ABUSERS INTO THE PROGRAM

Despite DME supplier standards and an application review process, acquisition of a
Medicare DME supplier number is easy. Further, it requires no financial investment.
This, combined with the potential high revenue resuiting from having a DME billing
number, attracts many people--both iegitimate and nonlegitimate suppliers.

No Financial Investment Required

Supplying durable medical equipment to Medicare beneficiaries can be a profitable
business--whether a supplier takes a legitimate or illegitimate approach. Essentially, a
person only needs a supplier number to bill the Medicare program. That number can
be obtained by merely answering a few questions on a simple application form, and
mailing that form to NSC. No investment in a business location nor inventory is
required. A supplicr may arrange for shipment from a manufacturer or distributor
directly to Medicare beneficiaries. Thus, the supplier does not have to bear the cost
of keeping an inventory on-site.

The absence of an investment allows unethical persons to enroll and test their
fraudulent schemes at no cost to themselves. During our inspection, we found several
individuals who applied for and received supplier numbers on a whim. They did not
know how or if they would use the numbers. Some persons said they decided not to
bill Medicare after getting the number, and a few asked our inspection team to "take
their DME number back and cancel it."

Little Verification Of Application Information

Applicants for DME numbers are required to do littie other than assert that the
information they provide on an application form is true. The NSC verifies only a
limited amount of information provided on DME number applications. They do so by
calling the applicant or some third party, such as local licensing agencies and State
offices that issue articles of incorporation.

No Experience With Medical Equipment Required

An applicant needs no credentials, and is not required to have any experience with
medical equipment to obtain a DME number. Likewise, one does not have to
formulate a business plan or purpose showing intent to service Medicare beneficiaries.
The absence of such experience and qualifications seems to facilitate entry of abusers
into the program. The ease in getting a number unnecessarily opens an opportunity
for fraud or abuse. The following examples illustrate the ease of getting a DME
billing number, and potential for fraud and abuse.

10
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» A woman who lives in an upscale house on a lake applied for and received a
DME number. She purportedly operates a medical supply company at that
address. However, her husband openly told us his wife knew nothing about the
DME business, He said, on the other hand, he did know about the business
because he is a supplier. Nevertheless, the applicant herself was completely
inexperienced--clearly raising questions of why she applied for her own number.
The sitvation showed more potential for impropriety than for operation of a
bona fide business.

» A Florida souvenir dealer whose shop is in his garage applied for and received
a DME number. His main business line includes stuffed ailigator heads,
alligator skin wallets, and stuffed turtles. But because his brother-in-law installs
wheelchair lifts on vehicles, he decided to add wheelchairs, lift chairs, and beds
to his line of business. He had no experience or credentials for supplying
DME. Further, he keeps no DME inventory. He said he has only filed one
Medicare claim.

The suppliers described above were only two of many that raised questions on
suitability for DME numbers. For example, we found dealers in fancy spas, golf carts,
home modifications, and sports shoes to have DME numbers. We did not establish
that suppliers such as the above examples abused the Medicare program. However,
they clearly raise questions on appropriateness of receiving DME billing numbers.

CONCLUSION

It is clear that NSC is limited in preventing issuance of improper DME numbers
without conducting site verifications of applicants. HCFA staff advised us that the
specialization of one national clearinghouse (NSC) is ad geous for screening and
issuing DME numbers. We concur. Nevertheless, desk verifications done in
Columbia, South Carolina cannot be as thorough and effective as on-site verifications.
We understand the resGurce implications of site verifications. However, the cost
should be easily off-set by a reduction of fraudulent suppliers entering the Medicare
program.

Further, on-site verification would not be needed for all appli Some low-risk
applicants may quickly be relegated to desk verification as is currently done. For
example, site verification of corporate suppliers such as a major chain of pharmacies
in Wal-Mart or Eckerd Drug stores may need limited verification, or none at all. To
the extent it is needed, verification would likely be done at the corporate
headquarters. Our logic here is based on two generalizations from out site visits:
major chains have a centralized operation, and—as a result--staff in a local store know
nothing about the DME number, nor Medicare claims.

Our DME on-site inspections indicate that many unqualified, inexperienced people are
getting into the DME business. Many DME suppliers we interviewed had little or no
idea how the Medicare DME business worked. Given the present application process,

i1
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the only reliable way to discover uncthical and improper practices by suppliers is to
make on-site inspections.

The current DME application form is inadequate to judge the ability of applicants to
meet the needs of the Medicare program and its beneficiaries. Although HCFA has
revised the form, our site inspections suggest that further revisions are needed. The
current application (Form HCFA-855S) could be more effective, from a program
integrity perspective. For example, it would be beneficial to have the application
identify residential business locations, and when suppliers are available to conduct
business. Similarly, requiring applicants to say whether their business is full-time or
part-time wouid be helpful.

12
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RECOMMENDATION

HCFA should take quick action to ensure integrity of Medicare suppliers of DME.

HCFA and the National Supplier Clearinghouse have recognized many of the
problems and issues raised in this report. Both, in fact, supported our data collection
effort during this inspection. Their positive and constructive steps should help
improve operation of the DME program. Further, they have begun to implement
some of the options listed below. Each option should be considered independently, on
its own merit.

>

Application fee: Charge all DME applicants an application fee. The fee
should cover costs of processing an application and verifying, through on-site
inspections, legitimacy of the business.

Surety bond: Require all suppliers to have a surety bond. The bond should be
indexed to the volume of Medicare business transacted by a supplier in the
previous year. Such a requirement would help ind ify HCFA against fraud
and reduce the number of applicants who apply for a supplier number with no
clear intent.

‘We understand that HCFA’s proposed revision of supplier standards would
require annual surety bonding for all existing suppliers, and as a condition of
enroliment for ail supplier applicants.

On-site verifications: Conduct on-site verifications at physical locations of
applicants. Several approaches are possible for selecting applicants to be
inspected. Primarily, HCFA could inspect the sites of all new applicants, or
develop a profile which identifies high risk ones. The OIG would be willing to
assist in developing such a profile.

HCFA is presently using a contractor to conduct site visits in South Florida.
We did not assess that methodology during our inspection. However, HCFA
reports indicate that it is working well. HCFA is currently in the process of
implementing similar site verification visits in the Brooklyn and Bronx areas of
New York City. We endorse this action. Such site verification visits would be
beneficial if done in other geographic areas as well.

Training: Require DME regional carriers to conduct training for all new
suppliers on program requirements, and on proper billing procedures.
Suppliers should pay a fee for such training. The amount of the fee should be
sufficient to completely pay for the training.
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» Inactive numbers: Increase review of inactive DME supplier numbers.
Currently, HCFA inactivates billing numbers after four consecutive quarters of
inactivity. In view of the inactive suppliers whom we found got a billing
number on a whim, HCFA should consider initially reviewing a supplier’s billing
activities after a reasonable period—-i.e., 90 days or 6 months. Such a review
and deactivation of inactive numbers could help reduce the number of supplier
numbers lying fallow. After the initial review, DME numbers found to be
active could be reviewed annually.

»  Application form: Further revise the DME application form. HCFA has been
revising the supplier application form over the last year in an attempt to better
meet the needs of a changing profile of suppliers. HCFA has consulted with
their regional offices, NSC, DME regional carriers, and the supplier industry
related to those revisions. The new application (Form HCFA-855S)
encompasses some of the options in this report. However, the OIG would be
willing to work with HCFA in further revising the application form to reflect
program integrity concerns raised from this inspection.

»  Social Security and tax identification numbers: Seek authority to require Social
Security numbers (SSNs) and employer identification numbers from all DME
applicants. As part of the overall effort to ensure the integrity of DME
suppliers, HCFA should seek legislative authority for the Secretary to require
DME nyimber applicants--i.e., all managing employees and owners—to provide
their SSNs and employer identification numbers. Access to those unique
identifiers will enable HCFA and its contractors to more effectively screen
applicants. Those identifiers can also facilitate, when necessary, corrective
actions related to billing aberrancies, fraud, or abuse. For example, the SSN
could be useful in recovering Medicare funds from a fraudulent DME supplier.

» 6-month delayed reapplication: Impose a 6-month waiting period on applicants
who are denied DME billing numbers for cause. That reapplication waiting
period should discourage applicants from failing to provide pertinent
information or failing to cooperate with inquiries by NSC. It should also keep
applicants from frivolously overburdening the application process by applying
repeatedly. Conversely, applicants who apparently pursue their applications in
good faith, but are denied because of certain minor problems could be exempt
from the waiting period.

The implementation of the first option will provide financial resources to implement
the others.

14
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AGENCY COMMENTS

HCFA concurred with our recommendation. Their comments are in Appendix A.
The Balanced Budget Act of 1997 authorized Medicare to collect Social Security and
tax identification numbers and required suppliers to have a surety bond.

15



103

APPENDIX A

HCFA COMMENTS
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Equifix for conducting on-site visits in these areas. Site visits in South Florida are currently being
conducted by the NSC. However, the additional funding provided by ORT will allow an
expansion of these efforts. Additionally, mtdmgaﬁnkgdmmwm

application fees, we can place more emphasis on ing that suppliers meet the specified
requirements in the supplicr standards,

QIG Qption 4

Require program training for new suppliers by the Medicare regional carviess.

HCFA Commuent

HCFA concurs with the intent of this recommendation. However, because of imited staffing and
meCFAsumbktoqummfcnﬂwsmﬂmumm The
DMERCs periodically hold training sessi include training for new suppliers. Each
DMERChnmownsupphermamnlfonhcuseofmAmhmmmm These
supplier manuals are updated periodically. The DMERC:s also publish quarterty bulletins
wmhnews.newbimgreqmmm.pohmmdmm We will explore ways to
intensify these efforts.

QIG Qption 5

Increase the review of inactive oumbers.

HCEA Commens

We concur. We have instituted procedures at the NSC whereby it will desctivate supplier
mumbers on & quarterly basis for suppliers who have not billed for 4 quarters. The NSC
will deactivate supplier mumbers every 3 months for non-billing instead of every yesr.
QIG Opton 6 *

Fusther revise the application form.

HCFA Corament

We concur. The form has beea revised to collect information on whether a supplier
spplicant is operating from a residence. In fact, we have developed & new earollment
process that requires carriers to verify all dsta provided on the application, ¢.g., licensare
information, prior sanction or exclusion information, place of business, ownership
information, billing contracts, tax identification dats, etc. This information is verified
with the state licensing board, OIG, and professional associations. We would welcome
the OIG’s input on fatnye revisions.
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QIG Ozeige 1

Seek sntherity %o require Social Security and tax identification mupibers from spplicants.
HCFA Compuent

We concwr. We requested legislative authority under the Administration’s “Medicars and
Medicaid Frand, Wasts and Abuse Prevention Amendments of 1997 (section 121) to
mandate that individuals provide social security numabers or the DME spplication form
in section 4313 of e Balanced Budget Act of 1997.

QG Omion 8
Impose on desied applicants a 6-nonth waiting period befors respplication.
HCFA Commong ' ‘

We conowr, W requested this legislative sathority tnder the Administration’s “Medicare
and Madicsid Frand, Wass and Abuse Frevention Ameadments of 1997 (Section 122).
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CALIFORNIA PROJECT

H. Donna Dymon, Ph.D.

1.0 Introduction

Operation Restore Trust (ORT) was a national initiative established by the
administration in 1995 to identify and eliminate fraud, abuse and waste in the Medicare
Programs. The two year project was a combined, dedicated effort by the Department of
Heaith and Human Services' Health pare Financing Administration (HCFA), Office of
the Inspector General (OIG), Fiscal Intemmediaries (F1) Department of Justice, and
Administration on Aging. The Clinton Administration targeted five states with the fargest
Medicare population: New York, California, Texas, lllinois and Florida as the initial focus
for ORT projects. The combined Medicare expenditures for these five states equaled
approximately forty percent (40%) of the nation's total Medicare expenses.

The HCFA ORT projects allowed the Regional Offices included as state targets, to be
creative by designing projects to address problems specific to their state. Region IX's
Division of Health Standards and Quality, Hospital and Community Care Operations
Branch studied both home health agencies and hospices.
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In California, as in other states (Texas and Florida), there was a significant increase in
home health agencies. During the years between 1993 through 1995, 321 new
agencies were certified in California, which was a 70% increase in home heaith
agencies. Eighteen new agencies were included in the study. Twelve of the eighteen
new agencies were terminated due to substandard care. Review of the “new agencies”
bitling histories (Medicare certified between January 1, 1993-December 31, 1994)
showed fifteen of the eighteen new agencies were billing Medicare over a million dollars
during their first years of operation (See APPENDIX A). (One agency admitted being a
registry and never had more than one Medicare patient.) With a flat line survey
budget, it was becoming imperative that HCFA develop more effective tools to handle
the expanding survey workload, declining number of surveyors, and increasing provider

numbers.

The home health study’s purpose was to determine the best method to target agencies
for surveys, specifically, data showing abnormally high amount of total reimbursement,
or average reimbursement per beneficiary. A second goal was to determine whether
agencies with high reimbursement had an effect on quality of care. Quality of care was
measured by assessing whether the forty-four agencies’ home health agencies were in
compliance with the Medicare Conditions of Participation 42 CFR 484.10 - 484.52. If
an agency had a condition level deficiency, the agency was defined as delivering
substandard care. (This operationa! definition is consistent with the State Operations
Manual (SOM) which defines “substandard” care as an agency with a condition of
participation out of compliance.)

In May of 1995, California Certified Home Health Agencies were ranked by using 1994
and 1995 reimbursement data which showed the total amount reimbursed, per patient
reimbursed, and the average number of visits per patient billed by California Medicare
certified home health agencies. When data from 1994 and 1995 were compared, it
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showed that most agencies had rapid growth in the dollar per patient reimbursement
and overall total Medicare dollars reimbursed. This information was used to identify
agencies for study. In addition to the fiscal data, HCFA also used provider history
information supplied by the two fiscal intermediaries serving California (Blue Cross of
California and Blue Cross of lowa, now Welimark), the Offices of the Inspector General,
and complaints received by HCFA to select and prioritize the agencies. An initial target
list of fifty home health agencies was completed using the data and information

available.

The Regional Office’s survey format was the extended survey process which is a
thorough compliance review, examining each standard and Condition of Participation.
The sample size for clinical record review was standardized for each agency which
included a total of fifteen clinical records with five home visits. This sample size was
maintained regardless of the agency’s size or number of admissions per year which
was a departure from direction contained in SOM Transmittal 260 which cites a sliding
sample size determined by the number of unduplicated admissions a home heaith

agency had during a recent twelve month period prior to the survey date.

The forty-four agencies’ survey history was reviewed which showed none of the
agencies had been surveyed using an extended survey. The project design was a
modification from the direction in SOM Transmittal 260 which directs surveyors to use a
standard survey. According to SOM Transmittal 260, October 1993:

the home health agency survey process consists of a standard survey, a
partial extended survey and an extended survey. All home health
agencies must undergo a standard survey. The standard survey
determines the quality and scope of patient care services provided by an
HHA as measured by indicators of medical, nursing, and rehabilitative
care. Each HHA that is found to have one or more condition-level
deficiencies under a standard or partial extended survey must undergo an
extended survey to review and identify the policies an procedures which
produced the substandard care and to determine if the HHA meets all of
the Conditions of Participation.
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SOM Transmittal 260 continues with:

Review of the HHA’s compliance with: Patient rights (42 CFR 484.10),
Federal, State, and Local Laws and regulations, the disclosure of
ownership and management information, and accepted professional
standards and Principles (42 CFR 484.12); Coordination of Patient
Services (42 CFR 484.14 (g)); Acceptance of Patients, Plan of Care, and
Medical Supervision {42 CFR 484.18); Home Health Aide Services (42
CFR 484.36); and Clinical Records {42 CFR 484 .48).

SOM Transmittal 260 allowed for the project’'s modification with the following statement:

“An HHA may aiso be subject to a partial extended or extended survey at the discretion

of HCFA or the State.”

All home health agencies using Blue Cross of California as their intermediary had an
additional review of five paid claims. Blue Cross of California randomly selected five
paid claims and supplied billing history for the surveyors' review. Clinical records were
reviewed in a side by side comparison to verify services were rendered using
corresponding billing history. Discrepancies between paid claims and clinical records
were referred to the fiscal intermediary.

1.2 Phase |; Federal Surveys
HCFA’s, Federal nurse surveyors conducted the first seven surveys which were later
termed “Phase I” of the project. These seven agencies were among the highest per
patient reimbursed home health agencies in California (see TABLE 1). After each
agency's first survey, surveyors identified substandard care. The certification status
‘from Phase | showed:
. Five of the seven agencies were terminated from the Medicare program,
two agencies were re-certified.
. Three agencies had four counts of immediate jeopardy which affected the
health and safely of patients and were terminated.
. One of the two agencies recertified had a multi-miilion dollar overpayment
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levied in 1997 by Blue Cross of lowa. The overpayment was a result of
findings from the Phase | survey. [n 1997, this agency ceased operation
and was terminated from the program.

. Two agencies failed to submit evidence of correction and were terminated

without a second re-survey.

Analysis made from the Phase | project supported Region IX’s initial belief that an
agency'’s reimbursement data could be useful in identifying agencies with quality of care
problems and/or possible fraud or abuse activities. Approval was given to expand the
survey process to include an additional forty home health agencies, to enlist help from

the State of California State agency surveyors, and to use the same survey format.

The project moved into “Phase [1.”

Agency Per Patient Total 1995
Reimbursement Reimbursement
Agency 1 $10,372 $ 1,192,723
Agency 2 $10,566 $ 1,574,347
Agency 3 $ 6,111 $ 1,423,819
Agency 4 $12,338 $ 3,313,909
Agency 5 $ 8,632 $ 526,547
Agency 6 $ 3,794 $12,297,773
Agency 7 $ 7,160 $ 8,341,360
1.3 Phase li; State Surveys

As mentioned previously, a new routine survey approach was undertaken to conduct

the Federal ORT surveys. To involve the State of California surveyors, we first
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developed an in-depth training program. Previously, the State did not dedicate
specialized staff to perform home health surveys. After the training and survey activity
that followed, the State adopted specialized teams to survey home health agencies.

In February 1996, a special four-day training program was held to prepare four, two-
member survey teams to conduct the forty surveys. The training included classroom
sessions provided by the Office of the Inspector General and Region IX nurse
surveyors, plus one week in-field training with a Region IX nurse surveyor. The
Regipnal Office supplied historical data extracted from the OSCAR-ODIE System
detailing past survey history and demographics for the en agencies assigned to the
four teams. The survey scheduie required five days on-site to conduct the survey,
including travel time and one week at the surveyor's home office to write their reports.

Thz forty agencies were geographically located throughout the state with twenty-six
agencies concentrated in Los Angeles County. The State of California requested the
project begin in the Los Angeles County area. During each team's first survey, regional
office nurse surveyors were on-site with the state team for the entire week. This
ensured integration and application of material leamed during the training and allowed
on-site answers to questions. Thereafter, and for each team’s Los Angeles County
survey, a regional office staff member was on-site for at least one to two days.

Regional Office staff continued their support by maintaining telephone fiaison, technical
assistance, review and documentation edits for all Phase I} HCFA 2567s “Statement of
Deficiencies and Plan of Correction.” The regional office served as the hub for all
termination actions, informal meetings with providers; publication of reports citing
deficient practice (HCFA 2567), reviewer of evidence of correction and/or plans of
correction following a survey; and determinations for scheduling a second susvey.
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.0 Analysis of C lian n lity of Care of F -four Agenci
The study identified an overwhelming number of agencies provided substandard care.
Eighty-one percent of the agencies surveyed (36 agencies) had at least one Condition
of Participation out of compliance after the first survey. Fourteen percent of these
agencies (five agencies) were terminated with Immediate Jeopardy identified and with
multiple Conditions of Participation out of compliance. Fourteen agencies had between
eight and eleven conditions out of compliance after the second survey and each was

terminated.

After completion of the project, twenty-one agencies were terminated for providing
substandard care. TABLE 2 shows the certification states of the forty-four agencies

selected for review.

Al 2 i Forty- encies

Compliance Status Number of
Agencies

Compliance after the 1st survey 8

Compliance after the 2nd Survey 13

Compiliance after the 3rd survey 2

Voluntary Terminations 3

Terminated after the 1st survey 6

Terminated after the 2nd survey 7

Terminated with immediate Jeopardy 5

2.1 Areas of Non-Compliance

The agencies were analyzed to determine compliance with the general requirements
according to Section 1861 (o) of the Act (Social Security Act). The following analysis
shows the numbers and percentages of agencies that did not meet compliance.
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. Nine agencies (20%) failed to provide at least one of the qualifying services
directly through agency employees as required by the reguiations.

. Fourteen agencies (32%) failed to identify a Group of Professional Personnel
that met compliance with the professional discipline component; and, twenty-five
agencies {57%) of the Groups of Professional Personnel failed to establish and/
or annually review the agency’s policies.

D Thirty agencies (68%) failed to maintain a clinical record in accordance with
accepted professional standards.

. Seven agencies, (16%) operated branch offices without formal notice to the
State or approval by HCFA.

. Twenty-four agencies (55%) did not have an overali pian and budget for
institutional planning.

. Thirty-six agencies (82%) failed to meet compliance with the Conditions of
Participation after the first survey. (Under 42 CFR §498.53(a)(1) and (3) and
§488.24(c), HCFA is authorized to terminate the Medicare provider agreement of
any provider if it finds the provider no longer meets the appropriate Conditions of
Participation.}

Two agencies that were included in the targeted forty agency group withdrew from the
Medicare program prior to a scheduled survey, and one agency was eliminated after
leaming the Federal Bureau of investigation (FBI) began an investigation. With the

elimination of these three agencies, the state surveyors reviewed thirty-seven agencies.

The case involving the FBI terminated after the agency’s owners pleaded guilty to
charges; thereby, the Regional Office terminated the agency’s Medicare certification.
One agency voluntarily withdrew their Medicare Certification three days prior to a
Federal team's planned entry. The third agency reported to HCFA Region IX that the
agency did not have any Medicare patients. HCFA Region IX terminated the Medicare
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provider agreement as a voluntary termination. These three agencies are included in
discussion within this paper because the target criteria used for their selection was

validated by the agencies’ actions.

Six of the forty-four agencies were cited for having a state of inmediate jeopardy
affecting the patient's and/or staff's health and safety. Five of the six were terminated
using the fast-track termination process (23-day termination) due to the immediate
jeopardy incidents. In each case agencies failed to provide evidence of correction
responding to the immediate jeopardy situation, or to the HCFA 2567 Statement of
Deficiency.

. One agency had two cases of immediate jeopardy identified during a first survey,
and submitted evidence of correction warranting a second survey. This agency
was terminated after the second survey, but not with immediate jeopardy.

. One agency filed for bankruptcy during the termination process and was
terminated for not providing evidence of correction.

. Three agencies failed to submit evidence of correction to address the cause of
the immediate jeopardy situation, and did not submit evidence to correct the
system problem that caused the situation.

. One agency submitted altered documents claiming the immediate jeopardy
situation never existed, and used these documents as support for their evidence

the situation, if in their opinion, had occurred was corrected.

Some examples of cases where immediate jeopardy was identified include:

1. One patient's diagnosis was listed as a Decubitus Ulcer, Stage IV which actually
was a wound dehiscence (a separating of layers of a wound) resuiting from a previous
surgery for a total knee replacement to the patient’s feft limb. The patient was infection
free at the time of agency admission. The agency staff treated the patient with dressing

changes with no apparent complication or progress for one month. Approximately, one
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month after admission, the skilled nurse documented the wound had a “foul odor with a
greenish-yeliow drainage™ and obtained a wound cuiture to the right knee. The
laboratory report documented the right knee was cultured and the gram stain showed
no organism. The skilled nurse documented the wound status was deteriorating, and
clinical notes stated, “drainage increasing, saturated through dressing edges.” The
clinical record documented the patient was worried and concerned about losing her
limb. Seven days after the first documented change in the patient’s wound, the patient
was admitted to the acute hospital for amputation of the left leg. The surveyor
questioned the agency’s staff about the laboratory report which documented the nurse
cultured the opposite limb. The agency notified the laboratory about the questionable
report and later obtained a copy of a new laboratory report which showed Methiciilin
Resistant Staphylococcus Aureus (MRSA) was cultured from the left wound.

2. A patient's clinical record documented the patient was disoriented and agitated, fed
via a gastrointestinal tube, was an insulin dependent diabetic with congestive heart
failure, and had a Foley catheter. During a home visit interview, the surveyor learned
the care giver irrigated the Foley Catheter daily using tap water. The clinical record
failed to document an order for irrigations. The surveyor questioned the care giver and
learned the agency’s visiting nurse instructed the care giver to irrigate the Foley
catheter using tap water, and nurse demonstrated the technique during her visits.

3. Abeneficiary’s home was a locked board and care facility. The patient's diagnoses
were Alzheimer's Disease and cellulitis, and was treated for gangrene of the left toe.
The surveyor noted a second, advanced lesion on the left, lateral aspect of the foot
which was not being treated. The physician was not notified of the second lesion and
no treatment orders were documented. The patient was in obvious pain during the
dressing change; no analgesics were ordered; and the agency failed to respond to the
patient's needs. The agency took no action to respond to questions concerning the
need to alert the physician to the condition change, to secure orders to treat the
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advanced lesion, or to address the patient’s pain and discomfort during the dressing

changes.

4. A beneficiary's diagnosis was Decubitus Ulcer, State IV with recent small bowel
surgery. Documentation showed the lesion was located in the right, lower abdominal
area. The skilled nurse documented the wound was consistently treated with NaCl, or
table sait. The clinical record documented the patient experienced constipation and
other bowei problems. Due to incongruent information documenting the pressure
ulcer’s location and recent surgery, the surveyor interviewed the agency's nurse to
learn whether the ulcer was “elevated or depressed,” and learned the ulcer was

elevated, suggesting the “ulcer” was instead, exposed bowel.

The agency staff failed to react to the “concerns” of the survey team, or, to the
information learned from the interview. Only after the team called immediate jeopardy,
did the agency conducted a home visit to re-assess the patient. it was confirmed the

“ulcer” was indeed small bowel, and the patient admitted to a hospital.

5. A patient was treated with two medications used for treatment of pulmonary
tuberculosis. The clinical record failed to document a diagnosis warranting anti-
tuberculin medications, however, more important to this case was that the clinical
record failed to document why the medications were abruptly discontinued. No
documentation was available to learn the patient’s current status or, rationale for the
medication to be discontinued. The surveyors were not only concerned about the
beneficiary's health status, but, also concemed about the safety of the family members

living with the patient and agency personnel who contacted this patient.

6. A beneficiary with peripheral vascular disease had a leg lesion identified as a “non-
healing, vascularly caused lesion.” The physician ordered a dermal stimulator unit to
encourage wound healing. The agency staff admitted they had no experience using a
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dermal stimulator, and their experience began after the unit was delivered to the home.
The nurse performing the treatment was the owner of the company and a licensed
vocational nurse (LVN}), the only practitioner delivering care to the patient. The
surveyor accompanied the nurse to the patient's home, and observed the wound which
appeared extremely red, elevated, and inflamed. The LVN telephoned a physical
therapist who had previously treated the patient for ambulation exercises, and enlisted
the physical therapist's consultation for assistance with the wound and adjustments to
the dermal stimulator unit. (Later it was learned the therapist also was not familiar with
the unit's operation.) Neither the therapist nor the LVN notified the physician regarding
the wound's status. While the therapist and LVN conversed about the wound's status,
the therapist first leamed the nurse was not a registered nurse. The therapist assumed
the LVN was a registered nurse from previous patient encounters, since the LVN
presentéd herself as a registered nurse. More important to this patient's health and
safety was that the wound deteriorated and the procedure was complicated, justifying a
registered nurse's collaboration to initially perform treatments, assess the status of the
leg fesions, and supervise the LVN. There was no registered nurse who treated or

participated in this beneficiary’s care.

These examples are but a few egregious examples of poor quality of care. However,

numerous citations were made cases where beneficiaries did not receive quality care.

The following examples are clustered into general topics documenting situations when

Medicare beneficiaries failed to receive prescribed services as ordered by physicians.

. Insulin injections were given with incorrect dosages of insulin. For example, if
the physician ordered a sliding scale response to biood glucose values, nurses
gave either too much or not enough Insulin. Physician’s were not notified of
abnormally high or low blood glucose values, changes in patients’ eating habits,
body weights or exercise patterns (all could influence Insulin requirements); and

patients were treated without orders for necessary Insulin dosages.
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One agency's clinical notes documented a psychiatric patient had suicidal
ideation. The patient reported she wanted “to walk into the street and get hit by
atruck.” The agency's staff failed to take any action. The agency’s policy for
emergency treatment for suicidal behavior was outlined to respond to action yet,

the agency staff failed to follow their policy or take action.

Several agencies provided physical therapy services using contract therapy
services. The agencies’ contract agreements specified services would be
rendered with registered physical therapists. The physical therapists clinical
notes were routinely typed, documenting the patient’s ambulation progress in five
foot increment gains after each visits. The notes were signed by registered
therapists. Interviews with beneficiaries treated by these therapists stated they
were routinely treated by individuals other than the names documented on the
clinical notes (typically the visits were made by therapy assistants); and
registered therapist only conducted initial visits. These agencies failed to identify
how the qualified therapist supervised or delegated the visits to the therapy

assistant.

Frequently, in Los Angeles County, medical social services were provided
through contract arrangements. The surveyors found one contractor (who was
contracted to provider services at most of the surveyed agencies) employed
unqualified social work assistants. The regulations require a social work
assistant:

have a baccalaureate degree in social work, psychology, sociology, or
other field related to social work and had at least one year of social work
experience in a health care setting; or had 2 years of appropriate
experience as a social work assistant, and achieved a satisfactory grade
on a proficiency examination.

Employees of the contractors were graduates with degrees in Chinese language,

urban studies, or zoology. The agencies using this contractor had high utilization
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statistics for social work evaluations and services.

Wound Dressing were not changed according to physician’s orders. For
example, when a physician ordered an explicit treatment using specific dressing
materials or procedure(s) the clinical notes failed to document the treatment as
the physician ordered. In many cases, various nurses treated the same patient,

each documenting different dressing materials and procedures.

Nurses failed to check all medications patients may be taking as required by the
regulations. Often patients took medications that were contraindicated, had
higher than recommended doses, or they exhibited side effects without agency
staff notifying physicians. One beneficiary had a physician’s order for Paxil 30
mg. Q.1.D. (four times daily or 120 mg. per day). According to the Physician's
Desk Reference the recommended daily dosage is 50 mg. per day. The
daughter reported to the surveyor that she liked her father sleeping all the time.
The agency's staff failed to check this medication and alert the physician to the

dose or the patient’s behavior.

Several agencies used non-acceptable practices when documenting clinical
records. For example, agencies used “white out” to change clinical notes.
Agencies often expunged visit dates, and photocopied clinical notes which re-
appeared as subsequent visits. Rubber stamp signatures were used to
represent physician signatures for orders or plans of care. One agency used a
“cut and paste” method documenting clinical records, photocopied the same text

which appeared in several different clinical records.

Over-utilization of services was a common finding at most agencies with high per
patient reimbursement, especially home health aide services, physical and/or
occupational therapy and medical social services. Agencies routinely ordered



121

15

physical and occupational therapy evaluations for patients who did not present
with diagnoses remotely related to problems requiring such therapy. Often

agencies routinely ordered medical social service at admission for all patients.

One agency billed Medicare for a “companion type” aide service by providing
‘respite” for patient's care givers. Home health aide services were ordered twice
daily (BID), three times per week. For the most part, the beneficiaries did not
need skilled services and were not homebound. Home health aide clinical notes
documented assistance for personal care such as manicures, pedicures, hair
styling, or “just talking.” For example, two couples’ clinical notes and/or
interviews documented the agency promised the care givers four hours of respite
care three times per week. Each beneficiary had physician orders for twice daily
visits either three or five times per week. The agency staff never left the home
during the four hours, documented and billed services on alternate hours for
each beneficiary totaling four hours: the husband was seen from 8:00 - 9:00 A.
M., the wife from 9:00 - 10:00 A M., the husband was re-visited from 10:00 -
11:00 A.M., and the wife again from 11:00 - 12:00 Noon.

The same agency supplied home health aides to accompany patients to medical
and dental appointments. Clinical records documented supplemental physician
orders to “cover” this arrangement as “PRN orders” (as needed) visits including
twice daily orders for such visits if appointments lasted longer than one hour.
Clinical notes showed one aide accompanied a patient to a four-hour cardiology
appointment. The fiscal intermediary confirmed the agency billed and was paid

for the visits disguised as visits typically rendered as in-home care.

Another beneficiary, not requiring any skilled nursing services, had orders for
twice daily home health aide services. The home health aide’s services were

confined to walking with the patient to the bathroom and washing the patient's
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back each evening as assistance preparing for night-time sieep. The patient
stated the aide spent about an hour and a half assisting the beneficiary since
she ambulated slowly. The physician’s orders continued for months, unchanged,
each ordering twice daily visits for personal care. The clinical record
documented two clinical notes: one documented a visit between 5:00-6:00 P.M.;
the second, clinical note documented identical services as the earlier note with
the time documented as 6:00-7:00 P.M. The fiscal intermediary confirmed

Medicare paid for twice daily visits.

. Several beneficiaries’ clinical records were requested using fiscal intermediary
data. When one agency could not iocate records for beneficiaries requested
from the list, the agency claimed they never treated the patients. At another
agency the surveyor received some clinical records from the list only to find: no
clinical notes contained in the requested record; blank clinical notes with only a
nurse’s signature; or, clinical notes with the patient’s vital signs recorded but no
documentation concerning the visit. When one agency was asked about the
missing documentation, the agency stated the nurse left the company and
“absconded” with the documentation. This agency billed and was paid by
Medicare for these visits.

24 A ies Terminated after the First S
Four agencies were terminated after the first survey due to their failure to meet
compliance with eleven of the eleven Conditions of Participation that applied to their
agencies. (42 CFR Part 484 Conditions of Participation. Home Health Agencies cites
twelve Conditions of Participation. One Condition, 42 CFR 484.38 applies specifically
to home health agencies furnishing out-patient therapy services on their own premise.
None of the sampled home health agencies furnished out-patient therapy services on
their own premise, consequently each agency in the study had eleven conditions

apply.) Analysis of the four agencies with eleven of eleven conditions of participation
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out of compliance with the first survey.
. Two of the agencies failed to submit evidence of correction or an acceptable
plan of correction in response to the Statement of Deficiencies (HCFA 2567).
. One agency admitted to altering clinical records while the survey was in progress

and was terminated.

. One agency admitted the agency was a registry and did not function as a
Medicare Certified home health agency. During the twelve month period prior to
the survey date, the agency served only one Medicare patient who was

discharged approximately twelve months prior to the survey.

2 i Thre ngi jl in Their Medicare

Three agencies voluntarily terminated their provider agreements and withdrew their
Medicare Certification after the first survey found Conditions of Participation out of
compliance. One agency had eleven Conditions of Participation out of compliance, a
second had six and the third failed to meet five Conditions of Participation. The agency
with eleven conditions served the majority of their patients in Board and Care and/or
Residential Care Facilities. The agency showed high utilization rates of home health
aide services billing Medicare for visits at least three to five times per week for each
beneficiary. This agency did not have any Medicare liability outstanding as of their

termination date.

A second agency primarily used services from nurse registries, and had poor control
and monitoring of ail contracted services. Patient visits exceeded physician orders and
records showed patients were seen without physician orders. The owner had a
second, Medicare certified agency geographically close to the surveyed agency. After
the survey closed documenting multiple condition level deficiencies, the agency
voluntarily terminated their agreement with Medicare and transferred their patients to
the second agency. When the surveyed agency notified HCFA of their voluntarily
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termination, their liability totaled $5,556,182.

The large majority of patients served by these three agencies and the forty-four
agencies surveyed, maintained the same patient for repeated certification periods. (A
certification period is 62-days.) Discharges were rare. Clinical records failed to contain
instructions for timely discharge (as required under 42 CFR 484.18), and beneficiaries
were kept on service typically for home health aide services to provide personal care.
The attitude presented by agency staff typically was that “patients were allowed,” or,
“patients had the right to,” continuous care in 62-day segments. Two important
messages were delivered in these statements. First, the typical plan of care
encompassed 62-days, whether the patient needed 62-days of care, or five visits for a
two week period. Agency staff executed a “carte blanche” attitude assuming each
patient's care would last at least 62-days, and typically supplied home health aide
services when patients required no qualifying service. Second, with regard to the
patients “right” to home care, these agencies documented beneficiaries’ plans of care
and clinical notes presenting a patient as homebound, however, home visits and even
clinical notes documented numerous cases when patients were not homebound. For
example, plans of care were identica! to other patients and/or were repetitive for
consecutive certification periods. The plans cited a skilled nursing visit was needed at
least once every week, and clinical notes documented the patient’s condition required
intermittent skilled nursing services. The agencies’ goal was only to supply home
health aides to assist patients with activities of daily living. During home visits
interviews surveyors learned patients were not homebound, had paid care givers or

family that could provide aide services.

A second problem was identified: home health aides providing care to beneficiaries
residing in Board and Care Facilities. California Board and Care licensure requires the
facility to provide services virtually identical to home health aide services. The Federal

Government determined this practice is “double billing” and denied payment for home
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heaith aide services when beneficiaries resided in Board and Care Facilities. Currently,
there is no tracking system identifying a patient’s home address as a Board and Care

facility. Consequently, aide services to this population go undetected.

Many of the home health agencies with clients primarily domiciled in Board and Care
Facilities had “ties” to the Board and Care homes. Their connections were described by
one informant as “payments to ensure continued access,” since the Board and Care
facility provides home heaith agencies a single-source client population, thus ensuring
new referrals. Payments were made in the form of medical supplies, food and
entertainment. (Informants have alleged home health agencies gave freezers full of

meat, weekly grocery supplies, plus entertainment tickets with choice box locations.)

Two of the six agencies with seven conditions of participation not in compliance after
the first survey achieved compliance with the second survey. One of the six agencies
was re-surveyed and determined to have four conditions out of compliance. This case
was appealed before an Administrative Law Judge who overturned the termination
decision. HCFA pursued an appeal to this decision with no avail. The agency was
eventually terminated from the Medicare program because the agency did not have

Medicare patients.

2 ies’ after ul

Seven of the forty-four agencies were terminated after the second survey for failure to
meet one or more Conditions of Participation. Fourteen agencies met condition level
compliance after the second survey and were re-certified in the Medicare program.

Two agencies had three surveys, and were recertified after the third survey.

lysis: Angeles C

In Los Angeles County the Medicare enroliment of aged and disabled beneficiaries is
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approximately one miltion, or 27.4 percent of California’s Medicare enroliment of 3.7
million. The 1995 expenditures for Los Angeles County for all services was $5.6
billion. Los Angeles County expenditures for home health agencies in 1995 was $465.8
million, and $1.7 billion in California. The number of new home health agencies grew
sharply during the early and mid 1990's, as did the expenditures per beneficiary in the
Los Angeles County area. The majority of agencies identified through the selection

criteria were concentrated in Los Angeles County (59%).

3.1 An is of Home Health Nursi i i Angeles Coun

Los Angeles home health agencies showed the highest number of agencies delivering
poor quality of care. Fifty percent of the Los Angeles County agencies surveyed used
contractual arrangements to provide skilled nursing services. The majority of agencies
developed arrangements with nurse registries to render skilled nursing and home heaith
aide services; or, used individual contractors who worked for several different agencies.
{According to the Federal guidelines an individual who works for the home health
agency on an hourly or per visit basis may be considered an agency employee if the
home health agency is required to issue a form W-2 on their behalf.) Agencies hired
independent contracted nurse to meet compiiance with Federal Regulations. An
administrator reported these nurses traditionally brought their “own” patient census
when hired, treated only these patients, and the nurses required as condition to
employment, the agency pay the nurse a monthly or flat fee for the “nurse’s patients.”

The standards and conditions were analyzed to determine whether the Los Angeles
County agencies failed the administrative and patient care regulations which addressed
coordination of services and maintaining liaison between agency staff. We found failure
to meet compliance was due to a predominant use of non-agency employees, high use
of registry personnel, and for failure to provide one service directly by agency staff. The
findings showed what typically was presented as a Medicare Certified Home Heaith
Agency was in fact a "Medicare Certified Registry” or, a home health care registry with
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Medicare certification.

Los Angeles County data was studied to determine whether the twenty-six agencies
met compliance with patient care delivery regulations as required by the Act and
Conditions of Participation. The citations under the following conditions were used for
this analysis: 42 CFR 484.18 Acceptance of Patients, Plan of Care and Medical
Supervision and 484.30 Skilled Nursing Services. Each agency was categorized into a
group defining how skilled nursing services were provided: directly through agency
staff, under arrangement, or, in combination using agency staff and under arrangement.
(See TABLE 3.) Eleven agencies supplied nursing services in combination, using both
their own staff and contracting with nurses under arrangement; thirteen agencies
provided skilled nursing services directly by their own employees (using independent

contractors, part-time, or per diem staff); and two agencies contracted for skilled

TABLE 3:_Compliance with the ition Participation; 42 CFR 484.18

Acceptance of Patients, Plan of Care and Medical Supervision and 484.30 Skilled
Nursing Services in Los Angeles County.

Method used to Supply | Number and Percent of Number and Percent
Skilled Nursing Agencies that failed of Agencies that
Services compliance with 42 CFR failed compliance
484.18 Acceptance of with 42 CFR 484.30
Patients, Plan of Care Skilled Nursing
and Medicat Supervision Services
Combination (N=11) 11 (100%) 7 (64%)
Contract or Arrangement 2 (100%) 1 (50%)
(N=2)
Directly by Agency 10 (77%) 10 (77%)
Employees (N=13)

nursing services in their entirety. Sixteen of the twenty-six agencies used either nurse

registries or individual nurses under contract to supply nursing services.
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At the conclusion of the study the surveyors reported a correlation between quality of

patient care and the method agencies used to provided nursing services. Their

comments included that when agencies regularly used registries (contract or

arrangement) the quality of patient care was poorer, and there was non-compliance

with coordination, monitoring and liaison among other disciplines providing care. The

eighteen, state-wide surveys showed none of the agencies solely provided nursing

services under arrangement, thirteen provided skilled nursing services directly using

their employees and five used a combination of their employees and contract staff.

TABLE 4 shows a comparison of how skilled nursing services were provided by the
forty-four agencies and their compliance with 42 CFR 484.14 and 484.30.

TA : mparison of Forty-Fi
-Wi

i Angel n

r Surveyed Agenci

ision of Skilled Nursi

How Agencies Provide
Skilled Nursing Services

Number of Agencies
not in Compliance

Number of Agencies
not in Compliance

with 42 CFR 484.14 with 42 CFR 484.30

Directly with their Own
Employees

Los Angeles County (N=13) 11 (85%) 12 (92%)

State-wide (N=13) 5 (38%) 4 (31%)
Under-Arrangement

Los Angeles County (N=2) 1 (50%) 2 (100%)

State-wide (N=0) 0 0
Combination

Los Angeles County (N=11) 7 (64%) 10 (91%)

State-wide (N=5) 4 (80%) 2 (40%)

An analysis was made to determine whether a correlation existed between substandard
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quality of care and an agency'’s ability to meet compliance with the administrative
requirements. The regulations were divided into two groups: one group clustered the
regulations addressing administrative regulations; the other group included delivery of
patient care and services reguiations. TABLE 5 shows Los Angeles County and state-

wide comparison.

Care Regulations '

Candition of Participati Number and Percentof | Number and Percent
Administrative=A Los Angeles County | of State-wide Agencies
Patient Care = PC Agencies not meeting not meeting

Compliance (N=26) Compliance N=18
A 42CFR484.12 18 73% 6 33%
A 42 CFR484.14 25 96% 10 56%
A 42 CFR484.16 20 77% .5 28%
A 42 CFR 484.52 21 81% 8 33%
PC 42 CFR 484.18 23 88% 9 50%
PC 42 CFR 484.30 19 73% 8 44%
PC 42 CFR 484.14(g) G143 22 85% 7 3%%
PC 42 CFR 484.14(g) G144 23 88% 7 3%%

TABLE 5 clearly shows the majority of the deficiencies with patient care delivery and
administration occurred in Los Angeles County. Home heaith agencies in Los Angeles
County were twice as likely to be non-compliant with Conditions of Participation when

compared to the agencies surveyed state-wide.

4.0 Ana ompliance

g onditions ] andard ! 3
The most frequently cited condition out of compliance was 42 CFR 484.52 Evaluation of

e af) 14

2
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the Agency's Program, followed by 484.14 Organization, Services and Administration;
484.18 Acceptance of Patients, Plan of Care and Medical Supervision, and 484 .30
Skilled Nursing Services. TABLE 6 details the results of the forty four surveys.

T : Results of Forty-four H H A in Californi
Condition of Condition Title Number of
Participation Agencies

N=44

42 CFR 484.10 | Patient rights 6 14%
42 CFR 484.12 | Compliance with Federal, State and local laws, 25 57%

disclosure of ownership information, and

accepted professional standards and principles
42 CFR 484.14 | Organization, services and administration 35 80%
42 CFR 484.16 | Group of professional personnel 25 57%
42 CFR 484.18 | Acceptance of patients, plan of care, and 32 73%

medical supervision
42 CFR 484.30 | Skilled nursing services 27 61%
42 CFR 484,32 | Therapy services 17 39%
42 CFR 484.34 | Medical social services 18 41%
42 CFR 484.36 | Home health aide services 13 30%
42 CFR 484.48 | Clinical records 15 34%
42 CFR 484.52 | Evaluation of the agency’s program 27 61%

Why did these agencies fail to maintain compliance? The following discussion may
explain the results: SOM Transmittal 260 directs the State Agency to conduct a -
standard survey (five conditions and one standard) during an initial survey. Agencies
were never surveyed for compliance using all Conditions of Participation
(administrative, therapy and even skilled nursing services) since these conditions are
not included in the standard survey. Agency staff frequently stated either they never
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read these portions of the regulations, or attempted to comply with the requirements
after obtaining their initial certification. The ORT protocol required the extended survey
process. Region IX concluded the standard survey process was not a thorough
assessment of an agency’s compliance with the Conditions of Participation.

Second, annual recertification surveys in the State of California were not conducted
routinely as required. in 1994, HCFA Region iX required 100% of the home health
agencies be surveyed. Prior to the initiative agencies could have believed their
opportunity to be surveyed was remote. If this was the case, an agency may not have
“pothered” to comply with the standards or conditions not included in a standard survey.
This thinking would preclude an agency from conducting an annual program evaluation,
quarterly clinical record reviews, involve a Group of Professional personnel to function

or comply with the provisions of the Social Security Act.

Third, SOM Transmittal 260 directs surveyors to conduct initial surveys even when
agencies have as few as one, or no patients. Consequently, some agencies were
never surveyed for their compliance with the patient care standards (for example: the
skilled nursing, plan of care, therapy or social service regulations). These factors
coupled with infrequent recertification activity that preceded the 1994 initiative, could

contribute to an agency'’s failure to maintain compliance.

5.0 The Influence of Payment and Assessment of Quality of Care

The study showed a correlation between the quality of care and the amount of
Medicare dollars reimbursed per patient, which is analogous with the number of visits
per patient. For example, in 1895 the national average reimbursement per patient was
$4,438, yet the top 25% of surveyed agencies showed the average reimbursement was
$11,257. Eight of the top agencies in the 25% highest average reimbursement per
patient group were terminated for substandard care; with immediate jeopardy cited at
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two agencies. Use of the cost per patient reimbursement is a reliable indicator for

questioning the quality of care delivery.

5.1 Reimbursement’s Influen n i re, A is of the High
Reimbu, Agencies (25% or i

Using the 1995 paid claims data, the top 25% of the forty-four agencies (11 agencies)
were analyzed to learn the effect reimbursement had on the quality of care, and
compliance with the regulations. The agencies were divided into two groups, those
agencies with the highest total Medicare dollars reimbursed in 1995 and those agencies
with the highest reimbursement per patient. Eleven agencies for each group were
identified (25%). There were no duplicate agencies named in both lists. TABLE 7
shows the characteristics of both groups and the certification (compliance) status.

JABLE 7: _Three characteristics of the top 25% (eleven agencies) with the highest

| i llar: mpared with th v, nei i high imbur:
per Patient
Top 25% Agencies with | Top 25% Agencies
the highest Total with the highest
Medicare Dollar Per Patient
Reimbursement Reimbursement

Total Medicare Dollars | $6,014,143-$12,297,773 | $9,310 - $5,235,762
reimbursed in 1995

Number of Patients | 790 - 2,344 1-450

Per Patient $3,794 - $7, 613 $7,891 - $15,958
Reimbursement

The findings confirmed agencies with the highest per patient reimbursement did have
an influence on the compliance status of agencies. The higher the per patient
reimbursement, the more likely the agency did not comply with the conditions of
participation. Agencies with high reimbursement frequently showed these common

characteristics: redundant, meaningless clinical notes; repeated certification periods;
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care not provided according to the plan of care; visits generated without a physician’s
order; and patients who were not homebound.

2 ider Liability as of ober 1, 19
TABLE 8 shows the certification status and provider liability on October 1, 1996 for the
forty-seven agencies surveyed or identified for study. The total Medicare dollars held
outstanding by the these agencies was $34,121,628 with $30,593,725 owed by

terminated agencies.

TABLE 8: Provider Liability of the Forty-Seven Agencies Surveyed and the Three
Agencies Voluntaril i Pri the S S

Provider Status or Cause of Number of | Total Dollar
Termination Agencies Liability
Voluntary Termination prior to Survey 3 $21,872,000
Voluntary Termination 3 $6,013,817
Immediate Jeopardy 5 $1,410,874
Terminated after the first survey 5 $885,004
Terminated after the second survey 7 $412,030
Compliance after the first survey 8 $1,036,506
Compliance after the second survey 12 $1,413,397
Agency under appeal 1 $1,078,000
Continued Medicare certification after the 2 0
third survey
Agency in Hearing Process 1 0
TOTAL 44 $34,121,628
jon li

HCFA Region IX responded to these overwhelming findings. For example, State
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Agency Letters were promptly issued to alert the Region’s four states (Hawaii, Nevada,

Arizona and California) to Regional policy changes. The foliowing list summarizes

those changes:

a.

All Initial home health certification surveys required the new agency must
have at least ten patients and their clinical records available for surveyors
at the time of the initial certification survey. This policy included allowance
for seven active patients with three closed records. Surveyors were
required to conduct at least three home visits for the Medicare and/or
Medicare eligible patients.

Home Health Agency Branch locations were re-defined. The uitimate
decision for new branch locations rested with the Regional Office.

The Fiscal Intermediary for all new home health agencies would be Blue
Cross of California. Formerly agencies could select either Blue Cross of
California or the former Blue Cross of lowa.

Agency are limited to one follow-up survey when condition level
deficiencies are identified at the first survey.

All new applicants must undergo a Fiscal Intermediary accounting
capability verification prior to an initial survey.

All initial certification surveys must be surveyed using the extended survey

process.

Region IX anticipated marked changes in the posture of home health agencies in the

Region due to the new policies. The Region realized an astounding deterrent effect as

a result of the ORT project showing a decrease in California Medicare expenditures. In

1996, the total Medicare payment to Home Health Agencies in California decreased

13.4% from 1995, almost 100% more than the national average.

7.0 Recommendations

1. The extended survey is a comprehensive assessment of an agency's
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performance and should be required at least for alternating survey sequences for
every provider. The California project demonstrated that in all likelihood
agencies relied on “false security” suggesting, surveyors would never request
portions of the information required for review during an extended survey.
Consequently, agencies failed to maintain compliance.

The sample size must be reduced from the current SOM protocol saving
valuable money and resources. The California project used the same sample
size regardless of the agency’s size or number of unduplicated admissions. (A
total of fifteen clinical records with five home visits.) The sample size was
adequate to assess compliance at large agencies with over 9,000 unduplicated
admissions and at the smallest agencies. According to the current sampling
guidelines, six agencies in this project would be subjected to the highest
numbers for sampling for a 1997 survey, requiring surveyors review at least
fifteen clinical records and make twenty-five home visits with clinical record
reviews, or a total of forty clinical records. To complete this assignment at least
one hundred twenty hours would be required. A two-member team would need
two weeks (allowing for an eight hour work day) to complete these surveys. This
is too much valuable time, money and resources to spend surveying an agency
that could be successfully surveyed with only fifteen clinical records and five
home visits. We demonstrated when an agency has system problems, those
system problems will be apparent and detected in all clinical records, regardless
of a large sample size.

SOM requires the sample of clinical records include a case mix, stratified
sampie. This includes patients with varied diagnoses and patients requiring
several different services such as skilled nursing, home health aide, physical,
occupation and speech therapy. The California project followed this guidance,
however, the sample also included patients with diagnoses not usually requiring

skilled services. For example, diagnoses were included such as Non-insulin
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dependent diabetics, Stage | pressure ulcer (no break in the skin integrity, only a
reddened pressure area), and Acute Rhinitis/Bronchitis (a common cold). We
found patients with these diagnoses were not homebound nor required skilled
services.

The fiscal intermediaries should participate with the state agencies to identify
patients for sampling. It was not uncommon for surveyors to be delayed up to
two days for a list of active patients. This tardiness could be attributed to the
agency deleting patient names who were particularly “troublesome,” private pay
patients, managed care patients, or patients not requiring skilled services. If
surveyors had a list with recent paid claims prepared by the intermediary,
surveyors could use these clinical records to verify paid claim history; verify
names of patients against an agency generated list and possibly to detect
curious activity.

The surveyors should request lists of patients discharged during the past 12
months. The list should include physician names, patient addresses, diagnosis
and start of care. Such a list proved very help to verify the true size of agencies,
showed how infrequent agencies discharged patients, identified patients living in
board and care homes, and patterns of physicians referrals.

Agencies with condition level deficiencies are required to submit Evidence of
Correction with their response to the HCFA 2567, Statement of Deficiencies.
Frequently, the Regional Office learns the required Evidence of Correction was
not provided to a State Agency, accompanied by complaints surveyors cited a
condition level deficiency during a previous survey, however, the same problem
continues to exist at the next survey, or at the next annual survey. The reason
may be linked to the agency'’s failure to deliver evidence of correction or take
action by implementing a plan to address the system problem causing the
deficiency. State Agencies should have a thorough understanding of what

evidence of correction constitutes and not conduct follow-up surveys until the
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evidence is presented.

The success of the California project was largely attributed to the training
program emphasizing a thorough understanding of the regulations; field training;
intense review of the HCFA 2567's documentation; and the dedicated response
time Regional home health team practiced to answer surveyors’ questions. First,
reviewing each regulation was the most vital component, but equally important
was the inclusion of programmatic and fiscal information which is not typically
taught in the “basic health and safety training courses.” Second, the classroom
training must be followed with on-sight team participation during a survey with
state agency surveyors. Third, techniques need to be taught to “streamline”
surveyors’ work to accelerate reviewing time. Region IX developed forms and
documentation programs that trimmed hours and organized surveyors' time. The
surveyors reported their “surveyor acuity,” improved, and the time needed to
assess clinical records, review administrative requirements, and write
deficiencies was streamiined.

The California ORT project emphasized the need to use surveyors in a more
contemporary role than just a “surveyor for quality care.” A paradigm shift was
realized with surveyor attitude and improved motivation when approaching their
work. Surveyors detected numerous instances of “curious activity”, and were
frequently the contact supplying information to the inspector General's Office
and to the Federal Bureau of Investigation. Surveyors are the best resource to
evaluate home bound status, since they are mandated to make home visits at
every agency. Surveyors need to be challenged to approaches and
responsibilities to address the overwhelming abuses with home care.

All providers must be screened prior to certification in the Medicare program.
Systems must be available for the Regional Office to thoroughly check a new
applicant’s history. Without sophisticated screening systems, HCFA is prone to

continue allowing convicted felons, former providers who owe the Medicare
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program for prior overpayments, and nurses who are suspended from practice to
become our future providers.

TABLE 8 showed the number of agencies with outstanding Medicare payment
liability. The data showed agencies with poor quality of care also were agencies
that either failed to re-pay the Medicare program for over-payments when
terminated, or continue to owe the Medicare program money even when the
agency was in termination action. We recommend an agency’s re-certification
status be dependent on the agency’s payment for their outstanding debt. Prior
to a second re-survey, the Regional Office should notify the State Agency the
provider owes the Medicare Program money. The agency should take action to
secure a reasonable time period to repay the Medicare Program. The agency
should be banned from new admissions; and the re-certification visit should be

held until the agency re-pays the overpayment.

8.0 Post Script

This study was made possible with the dedication of the following Federal and State

Agency employees: Wayne Moon, Ruth Patience, Deanna Ashford, Sue Blankenship,

Lilly Martinez, Raymond Montgomery, Vic Resurreccion, Theresa Roy, Josefina Sabino,
and Pat Smith.
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APPENDIX A

EIGHTEEN SURVEYED AGENCIES CERTIFIED BETWEEN
JANUARY 1, 1993 THROUGH DECEMBER 31, 1994:
Reimbursement per patient and Total Reimbursement in 1995

Agency Date of Medicare Reimbursement Reimbursement: 1995
Identifier Certification per Patient
Agency 1 10/07/93 $5,606 $4,086,819
Agency 2 04/20/93 $5,400 $4,023,055
Agency 3 08/03/93 $6,258 $2,640,905
Agency 4 01/14/93 $7,338 $1,995,891
Agency 5 09/19/94 $4,354 $1,341,000
Agency 6 12/16/93 $10,297 $4,633,775
Agency 7 10/19/93 $12,565 $3,254,247
Agency 8 06/15/93 $7,867 $3,744,480
Agency 9 11/01/94 $6,051 $1,597,544
Agency 10 09/28/94 $7,891 $568,140
Agency 11 01/07/94 $6,304 $1,084,310
Agency 12 04/16/93 $6,779 $3,877,639
Agency 13 10/18/93 $7,580 $2,819,643
Agency 14 10/13/94 $6,771 $2,207,414
Agency 15 08/09/93 $10,372 $1,192,723
Agency 16 10/22/93 $8,632 $526,547
Agency 17 08/18/94 $13,216 $3,052,980
Agency 18* 01/07/94 $9,310 $9,310

*Agency 18 had one Medicare patient.
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I.  INTRODUCTION

The Permanent Subx ittee on 1 igations (PSI) has scheduled a hearing on Thursday,
January 29, 1998, at 9:30 am. in SD-342 on Medicare fraud prevention, with particular emphasis
on the Medicare provider enrollment process.

Since PSI’s June 1997 hearing on Emerging Fraud in Medicare Programs, the Subcommittee
has uncovered several weaknesses in the procedures and processes used to enroll Medicare
providers. These weaknesses have allowed scam artists, with little or no experience as health care
providers, to enter the Medicare program and to defraud millions of dollars from the nation’s
taxpayers. PSI’s investigation has revealed, in some cases, that it is more cost effective to verify
and disqualify prospective providers on the front-end before payments are made than to audit and
investigate allegations on the back-end.

Traditionally, criminal investigators, auditors and Congressional committees have focused
on medical service providers who, in an effort to line their pockets with the taxpayers money,
have skimmed billions of dollars from the Medicare program while providing some services to
the elderly and disabled. However, in part because of lax enrollment procedures, PSI
investigators have uncovered a new and growing trend among Medicare fraudsters: full time
Medicare con-men who have no professional medical background and who provide little, if any,
service to the elderly and disabled. These con-men increase program costs, reduce quality of care
and in some cases, force legitimate providers out of the health care business.

PSI investigators have discovered several dramatic examples of these full time Medicare
fraudsters: durable medical equipment (DME) companies having no physical addresses or
inventories that literally operate out of post office boxes; home health agencies that share patients
and budgets; and community mental health centers charging $300 a day to teach Medicare
beneficiaries how to dance the Macarena. These examples were discovered without using
sophisticated investigative techniq PSI i igators simply made site visits to locations listed
on several Medicare enrollment applications and those locations included a Mail Boxes Etc. store,
a laundromat in New York City and a runway at the Miami International Airport.
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The bottom line is, the Health Care Financing Administration (HCFA) does not ensure that
the information supplied by prospective providers is adequately verified by the contractors before
a provider number is issued. In the case of DME applicants, site visits have only recently begun
in large metropolitan areas. In the past, site visits were never performed. In the case of home
health agency applicants, state agencies perform initial surveys (site visits) of all prospective
providers. HCFA reimburses the state agencies for these surveys: The individuals performing
the surveys, however, are often not properly trained. Therefore, they are not always able to
identify certain problems or discrepancies. PSI's investigation confirmed that these inadequate
verifications result in significant waste, fraud and abuse and can be directly linked to the
deterioration in the quality of health care received by the elderly in some geographic areas of the
United States.

Some individuals enrolling in the Medicare program are not interested in providing quality
health care, but rather, they are interested in making money. The enrollment process is simple
and requires minimal financial inv t by the provider. This ease of cutry into the system,
combined with the possibility of significant financial gain, attracts many people--both legitimate
health care providers and illegitimate con-men.

In the case of DME suppiiers, no investment in an inventory is required. A supplier may
arrange for shipment from a manufacturer or distributor directly to the Medicare beneficiary.
Thus, the supplier does not have to bear the cost of keeping an inventory on site. In addition,
there is no requirement that a DME supplier have any credentials or experience with medical
equipment. The absence of medical experience and lack of financial investment seem to facilitate
the entry of abusers into the Medicare program.

For a home health agency, there are virtually no startup costs or capitalization requirements.
Home health providers do not pay user fees to Medicare; they do not reimburse Medicare for the
cost of the state agency survey, and many times, they do not even have enough cash on hand to
meet their first payroll. If it were not for accounts receivable, several agencies would have
almost nothing to report as assets. Agencies many times lease their office space, equipment and
vehicles. They are not required by HCFA to own anything. Relying almost exclusively on
Medicare for income and assets, entrepreneurs are able to open and operate home health agencies
without fixed assets or startup costs. The owners and principals can continue to receive Medicare
payments because HCFA has few preventative measures.’

In the past, Medicare contractors took significantly longer to process and pay claims
submitted by providers; however, with today’s technology, unscrupulous providers can submit
numerous claims in a short period of time, receive reimbursements electronically, then relocate
before they are discovered by auditors or law enforcement officials. The Medicare computer

' OIG Final Report, Home Health: Problem Providers and Their Impact on Medicare,
July 1997, page 10.
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system is in an interim state of development in which it pays claims quickly, but fails to identify
indicators of fraud.

The witnesses called for this hearing will offer an opportunity for the Subcommittee to
examine Medicare fraud from the perspective of those who are on the front-line, combating health
care fraud on a daily basis. The witnesses are:

John M. Frazzini, former PSI investigator, has actively participated in health care fraud
investigations over the past several years as a Special Agent with HHS-OIG (who will discuss
the enrollment process as well as some of its weaknesses and will describe the findings and
observations of PSI investigators that were discovered during their first-hand visits to New York
and Miami);

John E. Hartwig, Deputy Inspector General for Investigations, HHS-OIG (who will
testify that HHS IG is finding, with greater frequency than even five years ago, egregious
instances of health care fraud and who will offer some theories as to why that is so);

Bruno Varano, Supervisory Special Agent with HHS-OIG’s New York Field Office
(who will respond to questions about the experiences of the New York field office in general and
about one case in particular dealing with 20 fictitious DME and MRI companies);

Cathy E. Colton, Supervisory Special Agent with HHS-OIG’s Miami Sub-Office (who
will respond to questions about the experience of the Miami field office in general and about one
case particular case involving six fictitious DME companies);

H. Donna Dymon, Ph.D., former California Team Leader of Operation Restore Trust
(who will testify about her recent report and personal observations with regard to the weaknesses
in the Medicare enroliment process and how these weaknesses have affected the quality of care
in home health agencies); and

Dewey Price, South Florida Team Leader of Operation Restore Trust, the Health Care
Financing Administration’s anti-fraud initiative (who will testify about how the weaknesses in the
enrollment process have allowed unscrupulous individuals to enter all facets of the Medicare
Program, including community mental health centers, durable medical equipment suppliers, heaith
clinics, and home health agencies).

In addition, a convicted health care fraud con-man will describe the ease by which he was
able to enter and bilk the Medicare program out of approximately $32 million dollars. Through
their respective testimony, these witnesses will describe the vulnerabilities and weaknesses of the
Medicare enrollment process.
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1. BACKGROUND

The Medicare program is one of the most generous federal entitlement programs in the
United States. The progr d during the Joh Administration, used large financial
rewards in the early years to entice a reluctant medical establishment to participate.” The concept
underlying the administration of the Medicare program was to create a decentralized system that
was unencumbered by a govemment bureaucracy so that health care providers would enter and

in in the prog From its inception, the Medicare program has placed considerable
emphasis on encouraging health care providers to enroll, while at the same time, largely
subordinating the issue of screening providers before allowing them to participate in the progr

The policy of encouraging health care providers to enter the Medicare program is a double
" edge sword. On the positive side, this approach has resulted in the Medicare program being able
to attract an abundance of qualified providers, which undoubtedly has satisfied the initial concerns
of the program’s found: Regrettably, however, this system has created an opportunity for
unscrupulous individuals to reek serious financial havoc on the program. In July 1997, the HHS-
OIG reported that an estimated $23 billion of Medicare funds were attributed to improper
payments associated with waste, fraud or abuse during fiscal year 1996.° This estimate was
developed using a random sample of Medicare expenditures. This sample did not include
expenditures related to DME suppliers or health maintenance organizations (HMOs).* The HHS-
OIG, however, is currently conducting another review which includes a sample of Medicare
expenditures of both DME suppliers and HMOs.

Medicare expenditures for 1998 are estimated at $208.6 billion,” up from $159.9 billion in
1995. Even more alarming is the fact that under current law, Medicare net spending is projected

2 “Never Mind the Fraud; What Ails Medicare Is Often Perfectly Legal,” The Wall
Street Journal, Oct. 9, 1997.

3 REPORT OF THE FINANCIAL STATEMENT AUDIT OF THE HEALTH CARE

FINANCING ADMINISTRATION FOR FISCAL YEAR 1996, Department of Health and
Human Services, Office of Inspector General, July 1997.

4 The statistically valid random sample was conducted of Medicare’s fee-for-service
benefit payments only.

5 CRS Report to Congress: Medicare: FY 1998 Budget (updated April 15, 1997).
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to increase to $436.4 billion by 2007.° Similarly, the number of health care fraud investigations
has nearly doubled from approximately 1,000 in 1993 to approximately 2,000 in 1996.”

As Medicare payments continue to soar, it is important to closely examine the lax
enrollment process that has contributed to the excessive waste, fraud and abuse. During the
Johnson Administration, this may have been seen as a “cost of doing business,” but today it must
be seen as an infection that continues to spread. Medicare fraud compromises the solvency of
the program and in some cases affects the quality of care delivered to Medicare eligible elderly
Americans.

The Subcommittee’s investigation into the enrollment process for Medicare’s various
provider groups, such as home health care and durable medical equipment, revealed considerable
short-comings in the administration of the program by HCFA. Described below are examples
of how HCFA fails to prevent Medicare waste, fraud and abuse through its lax enrollment
process.

A. Fraud Prevention Responsibilities

HCFA was created in 1977 to administer the Medicare and Medicaid programs. While
HCFA primarily acts as a purchaser of health care services for the Medicare and Medicaid
beneficiaries, it also has the responsibility to:

* Assure that Medicare and Medicaid are properly administered by its contractors and
state agencies;

+ Establish policies for the reimbursement of health care providers;

« Conduct research on the effectiveness of various methods of health care management,
treatment and financing; and

* Assess the quality of health care facilities and services.

Ultimately, HCFA is responsible for maintaining the integrity of the Medicare program.
HCFA, however, delegates the majority of the waste, fraud and abuse functions to contractors.
Thus, these contractors are responsible for administering the enrollment process for prospective
providers to ensure that only legitimate, qualified individuals are enrolled. In addition, each
contractor has a component responsible for identifying cases of suspected fraud and abuse. These
fraud units investigate beneficiary complaints and ensure that Medicare Trust Fund monies are
not inappropriately paid. The fraud units also refer cases to the HHS-OIG for criminal
investigations, civil monetary penalties, or administrative sanctions.

¢ CRS Report to Congress: Medicare Provisions in the Balanced Budget Act of 1997
(BBA 97, P.L. 105-33), August 18, 1997, page 3.

" Issue Brief: Fighting Health Care Fraud and Restoring Trust, George Washington
University (no. 710), November 18, 1997, page 2.
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B. Medicare Enrollment Process

Prior to July 1997, HCFA required prospective providers to enroll in the Medicare program
through one of the 43 Medicarc Part A (hospital insurance) intermediaries or 27 Part B
(supplemental medical insurance) carriers i.e., private i e panies that d into
contractual refationships with HCFA to process Medicare claims. Collectively, these entities are
known as contractors. Since there were 70 contractors,® there was no uniform application form
or process for enrolling Medicare providers. In 1996, however, HCFA standardized the
enrollment form when it mandated use of the HCFA 855, an application form entitled,
MEDIC, GENERAL ENROLLMENT, Health Care Provider/Supplier Application
(attachment #1).

Although the HCFA 855 form standardized the Medi enrollment pi with resp

1o the in which information was gathered, it did not expand or increase the verification
activities related 1o the information submitted by the applicans. As a result, the requirement that
prospective Medicare providers complete the HCFA 855 form will not by itself reduce waste,
fraud and abuse or p unscrupulous providers from entering the program, IINLESS there
is an effective process that verifies the accuracy of the information provided on the enroliment
form. In other words, collecting the information is one thing; doing something with it to reduce
waste, fraud and abuse is another.

The HCFA 855 form, for example, requires prospective Medi providers to furnish their
social security number. Although collecting social security numbers in the past was not permitted
by law, this restriction was recently changed by the Balanced Budget Act of 1997
Notwithstanding this revision, PSI's investigation has revealed that no verifications are performed
by HCFA to assure that social security numbers provided belong to applicants or that they are
even valid numbers.

Another example of HCFA’s lax verification procedures involves the address/location a
prospective provider lists on an application. The HCFA 855 form requires that a prospective
provider include its business location. Preparation instructions for the HCFA 855 form specify
that this address cannot be a P.O. Box or a mail drop. However, very few site visits are made
to determine whether prospective providers are using legitimate business addresses. For example,
PSP’S investigation has revealed that many DME companies have used mail drops or P.0. Boxes
that appear on the enrollment form to be legitimate street addresses. In many cases, the post
office box number is described on the form as a “suite,” so that P.O. Box 201 becomes Suite 201.
Therefore, it is difficult to determine, from just reading the form, whether Medi providers

® In FY 98, Part A intermediaries decreased to 40 and Part B carriers decreased to 25.
There are four DME regional carriers (DMERCs) and nine regional home health intermediaries
(RHHIs).

* P.L. 105-33.
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are simply using a mail box or if the address is an actual physical location. This makes physical
verification even more essential.

More specifically, PSI’s investigation reveals that there are scveral examples of “fronts™

being used in a wide variety of Medicare billing scams. Subcc investigators traveled to
New York and Miami where they found several examples of DME compamm and other providers
“operating” out of bogus store fronts. In New York, for ple, PSI i igators found that

the reported location of two physicians was located within a laundromat and was part of a scheme
that combined several other mail drops and defrauded the Medicare program out of approximately
$1.5 million. In Miami, PSI investigators found that the reported location of 14 health care
companies (DME products/services), if it actually existed, would have been located on the runway
of the Miami International Airport. This particular case involved several defendants that used
several different mail drops to defraud the Medicare program out of approximately $6.2 million.
Another example observed by PSI investigators was a “mail drop” which was the reported
location of two New York City companies (DME products and MRI tests) that submitted
Medicare claims totaling about $3.4 million but provided no services.

HCFA’s apparent inability to recognize the reed for more up-front scrutiny of its
prospective providers is made quite clear in its own HCFA 855 enrollment form. The HCFA 855
form contains a section that calls for the prospective provider to fumnish information related to
professional and business licenses, certifications, and/or registration information. However, the
section states that, “Notarized or ‘certified true’ copies are optional, but may speed the processing
of this application.*® Perhaps the word optional should be changed to required. The government
places absolutely no responsibility or burden on prospective providers to submit valid documents,
and as our investigation has revealed, there are several prospective providers who take advantage
of this rather trusting process.

Despite the lack of verification of the information submitted on the Medicare provider
enrollment form, certain processes were designed to assure that providers meet the conditions of
participation. For example, as part of the home health care enroliment process, an initial survey
is conducted on each home health care provider. The purpose of this survey is to identify
deficiencies that a home health care provider may have with respect to Medicare rules and
regulations. Several documents are required by HCFA, including an agency’s budget, capital
expenditure plan for a three year period and evidence that a group of professional personnel has
been established to oversee an agency’s quality of care. These surveys are funded by HCFA, but
are usually conducted by each respective state’s Department of Health. PSI's investigation
revealed that these procedures look geod on paper; however, many times, the individuals
conducting the surveys have not been properly trained, and therefore, are not capable of
conducting an effective review.

12 HCFA 855 Sec.#3, Professional and Business License/Certification/Registration
Information, page 2.
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Before businesses can bill Medicare for sales or rental of durable medical equipment, they
must apply for and receive a billing number. In 1993, HCFA authorized the establishment of the
National Supplier Clearinghouse (NSC), a contractor that reviews and approves applications. '
The NSC is also responsible for issuing a provider’s billing number. Section 1834 of the Social
Security Act requires that applicants and approved DME suppliers meet eleven standards:

Fill orders from their own inventory or under a contractual arrangement;
Oversee delivery of equipment;

Answer questions and complaints from beneficiaries;

Maintain and repair rental equipment;

Maintain a physical address at the business site;

Comply with all State and Federal licensure requirements;

Honor warranties on equipment;

Accept the return of substandard equipment;

Disclose consumer information (a list of the standards) to beneficiaries;
Comply with the ownership disclosure provisions of the Social Security Act; and
* Have proof of liability insurance.

The NSC currently has approximately 40 application analysts that are responsible for
processing over 16,000 applications a year.”? Just one year ago, there were only 19 analysts. The
application analysts receive completed applications from the prospective providers and perform
a cursory verification of most applications. The analyst then contacts the prospective provider
on the phone and verbally reviews the information provided on the application. The analyst also
contacts the various state agencies that have licensed the prospective provider.'” These agencies
vary depending upon the location and type of provider. All prospective providers are checked
against the excluded/sanctioned provider list. If any “red flags” are raised during this cursory
review, the provider is sent a letter requesting detailed information in order to verify compliance
with the Medicare standards (attachment #2). If the supplier is located in an Operation Restore
Trust (ORT) state, or if the provider does not satisfactorily answer the letter requesting additional
information, the application is forwarded to the Supplier Audit and Compliance Unit for further
review. The NSC has sent out over 300,000 supplier applications and has issued over 100,000

** The National Supplier Clearinghouse is part of Palmetto Government Benefits
Administrators located in Columbia, South Carolina.

*? From October 1996 through September 1997, the NSC received 16,184 applications.

'* The only states that require a DME supplier to be licensed are: Arkansas, Illinois,
Maryland, Mississippi, North Carolina, New Hampshire and T
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billing numbers nationwide since 1993."* Of the 16,184 DME applicants received in fiscal year
1997, site visits were made for only 282, or 1.7 percent.

The NSC has recently contracted with ChoicePoint' in several large metropolitan areas to
perform cursory site visits of DME suppliers. Typically, this visit is nothing more than verifying
that the company actually exists at the location provided on the application form. In south
Florida, however, every new applicant is required to have a more extensive site visit that
determines if the DME supplier has met all the requirements of the Supplier Standards. The NSC
currently has one investigator located in Miami, Florida who performs site visits throughout south
Florida and three other investigators in its main office in Columbia, South Carolina. These
investigators train and oversee the personnel from ChoicePoint who conduct the site visits.
HCFA has authorized the NSC to hire an additional twelve investigators; however, even an
additional twelve investigators will not allow the NSC to conduct thorough site visits for the
majority of prospective providers.

The NSC only verifies a limited amount of information on the application by calling the
applicant or some third party, such as a local licensing board or the state agency that issues
articles of incorporation. These desk verifications are not as thorough and effective as site visits.
Last year, the NSC began conducting site visits in south Florida for all new DME providers. The
NSC plans to extend these site visits to several large metropolitan areas this year. The cost of
conducting these site visits could be off-set by charging a nominal application fee,'® not to
mention the inevitable reduction of fraudulent suppliers entering the Medicare program. Further,
site visits would not be needed for all DME applicants. Some low-risk applicants such as Wal-
Mart, may quickly be relegated to a desk verification. While site visits are a step in the right
direction, this alone will not prevent abusers from entering the Medicare program.

C. White House Initiatives

On September 15, 1997, the White House and HHS announced a moratorium on the
enroliment of home health providers into the Medicare program."” Interestingly, this moratorium
was announced by the White House and HHS while some HCFA officials privately objected. PSI
obtained an internal HCFA e-mail which indicated that at least some HCFA officials did not
support the moratorium. The e-mail cited that the moratorium was “indefensible legally.”

** OIG Final Report, Medical Equipment Suppliers: Assuring Legitimacy, December
1997, page 2.

15 Formerly Equifax .

¢ HCFA estimates an application fee of $100 would be sufficient to cover the
expense of conducting a site visit.

7 At the time of the announcement, the moratorium was expected to last for
approximately six months.
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According to recent HCFA congressional testimony, HCFA staff expressed reservations about a
moratorium until their new Deputy Administrator expressed concern that current home health
program requirements and safeguards were not sufficient to protect the integrity of the Medicare
program.'* The moratorium was a meat axe approach to solving the Medicare fraud problem.
The moratorium not only prevented future con-men from billing Medicare, but it also prevented
legitimate health care providers, like York Hospital in Maine, from serving elderly and disabled
Americans.

The simple fact that the Administration ordered the moratorium, irrespective of HCFA’s
reservations, is indicative of HCFA’s overall inability to identify needed change. If HCFA had
been effectively administering the Medicare program, there would have been no need for a
blanket moratorium on new enrollees. This fact is even more compelling when viewed in
connection with the position taken by HHS’s Office of General Counsel. According to the Office
of General Counsel, the provisions set forth in the Social Security Act section 1981(b) established
a “strong duty and responsibility” for the Secretary to assure the quality and fiscal integrity of
the home health benefit.”” This opinion raises a very important question: Why does HCFA wait
for executive or congressional action before taking steps to address waste, fraud and abuse issues?

After approximately four months, the White House lifted the moratorium on January 13,
1998. At that time, President Clinton stated “New tougher regulations are in place to root out
fraud and abuse in the home health industry. . .these regulations wiil keep the bad apples -- the
providers who commit fraud -- out.”™ Medicare officials say more than 300 new home care
companies have waited out the hiatus and could get approval to do business within a few weeks
if they meet the new requirements.!

In a January 19, 1998 press release, White House officials said the new Medicare rules will
guard against fraud by companies that sell medical equipment to senior citizens. Health and
Human Services Secretary Donna Shalala stated: “We need to make sure that those who sell
durable medical equipment for Medicare beneficiaries are legitimate and responsible businesses,
not fly-by-night companies, inexperienced individuals without adequate resources or even
criminals who will defraud and abuse the Medicare program.” Medical equipment purchases
accounted for about $6 billion of Medicare’s budget in fiscal year 1997. However, audits and

18 Statement of Linda A. Ruiz, Director of Program Integrity, Health Care Financing
Administration on “Fraud and Abuse in the Home Health Care”, before the House Committee on
Commerce, Subcommittee on Oversight and Investigations, October 29, 1997.

1 1d.
20 Home Health Care Moratorium Lifted, Associated Press, January 13, 1998.
2 Id.
22 Medicare Rules Guard Against Fraud, Associated Press, January 19, 1998.
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investigations uncovered about $4 million in improper equipment bills that were paid by the
government, and an additionat $509.7 million that were caught before being paid.”

D. GAO Review and Qversight

The recurring theme in most of GAQ’s efforts relating to health care fraud is clear -- HCFA
is not doing an adequate job preventing and detecting fraud in the Medicare Program. It is
difficult to overstate the efforts that GAO has committed in the area of Medicare waste, fraud and
abuse. GAO identified the Medicare program as a highly vulnerable program and has studied
it as a part of a High Risk Series Comprehensive GAO reports, as well as GAO testimony
before the Congress, have been consistently critical of HCFA’s ability to effectively implement
changes that would properly address waste, fraud and abuse issues. For example, GAO testified
at PSI’s Medicare Fraud hearing in June 1997 that, “HCFA’s efforts to fight Medicare fraud and
abuse have not been adequate to prevent substantial losses because the tools available over the
years have been underutilized or not deployed as effectively as possible.””

In June 1997, GAO testified before the Subcommittee that, “weak monitoring, poor
coordination, and delays have characterized HCFA’s past efforts to oversee fee-for-service
contractors, the Medicare Transaction System (MTS) acquisition process, and the Medicare
managed care plans.® Thus, even with the promise of HIPAA? and the potential enactment of
additional legislation, the prospects for HCFA’s success in combating Medicare fraud and abuse
remain uncertain.””*

With respect to the Medicare enrollment process, GAO cited in a November 1995 report
that one of the factors contributing to the persistence of fraud and abuse in the DME area is the

23 Lg
2¢ GAO High-Risk Series: Medicare, February 1997 (GAO/HR-97-10).

25 Control Over Fraud and Abuse Remains Elusive, page 1 (GAO/T-HEHS-97-165).

% MTS is a computer system that is intended to connect the Part A and Part B
databases and replace the nine different processing systems currently in use. The
implementation of the MTS has been delayed and the prime contractor removed after HCFA
had spent at least $40 million on the new system.

27 Health Insurance Portability and Accountability Act of 1996, also known as the
Kassebaum-Kennedy legislation (P.L. 104-191).

28 Control Over Fraud and Abuse Remains Elusive (GAO/T-HEHS-97-165).
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fact that Medicare (HCFA) “does not adequately screen providers for credibility.”” This
observation gets to the heart of the problems with regard to the enrollment process.

GAO’s work on the Medicare program is currently focusing on the following issues for
fiscal years 1998-2000: i) identifying actions to improve the management and financial integrity
of the Medicare and Medicaid programs, ii) examining new strategies for paying for Medicare
and Medicaid services that promote cost containment while pxeserving quality and access, iii)

g how fi ing arr affect Medi and Medicaid beneficiaries’” access to
quality of care, iv) analynng the interactions between the Medicare and Medicaid programs and
the private health care marketplace, and v) identifying and addressing new oversight issues as
changes occur in various health care markets.*

E. Legislative History

The original Medicare and Medicaid statutes, as enacted in 1965, did not contain program
specific anti-fraud provisions; however, Congress did provide that the penalties for fraud which
were contained in the Old Age, Survivors and Disability Program were also applicable to the new
Medicare and Medicaid programs.®' Then, in 1972, Congress added anti-fraud provisions to both
the Medicare and Medicaid statutes that included misdemeanor penalties for false statements as
well as penalties for kickbacks and bribes. In 1977, Congress passed Medicare and Medicaid
Anti-Fraud and Abuse Amendments which strengthened the existing fraud and abuse penalties
by replacing misdemeanor penalties with felonies.™ In addition, exclusion authority for providers
convicted of program fraud and disclosure of ownership and financial information requirements
were added for providers and suppliers.”®

F. Health Insurance Portability and Accountability Act (HIPAA

In 1996, significant new health care fraud and abuse provisions were added to the existing
laws, including the Social Secunty Act and the Federal criminal code. Enacted as Title II of the

HIPAA, these chang d civil y penalties from $2,000 to $10,000. New
23 FRAUD AND ABUSE: Medicare Continues to be Vuinerable to Exploitation by

Unscrupulous Providers (GAO/T-HEHS-96-7).

° Health Financing and Systems Issues: Issue Area Plan for Fiscal Years 1998-2000,
July 1997. (GAO/IAP-97-13).

42 US.C. § 408 (1972).

32 P.L.95-142.

32 CRS Report for Congress, Health Care Fraud: A Brief Summary of Law and Federal
Anti-Fraud Activities, September 24, 1997, page 3.
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violations were also added to the list of prohibited activities, such as “upcoding,” billing for
unnecessary medical services and false certification of home health services.*

Additionally, significant new criminal provisions were added to the Federal criminal code.
These include new criminal offenses specifically relating to health care fraud, such as false
theft or embezzl , obstructing justice and money laundering. Finally, the

forfeiture of property obtained from a federal health care offense was added.”

In addition to these added criminal provisions, the amendments in HIPAA also established
a number of new programs to combat waste, fraud and abuse. These amendments included a
fraud and abuse control program to coordinate federal, state and local law enforcement efforts
with respect to both public and private health care programs; a Medicare integrity program
providing for contracts with private companies to carry out activities such as audits and reviews
of provider payments; a beneficiary incentive program to encourage individuals to report fraud;
and a national health care fraud and abuse data collection program containing reports of final
adverse actions against health care providers and suppliers.*® Most of these provisions however,
relate to enforcement issues rather than to enroliment integrity.

G. Balanced Budget Act of 1997

Most recently, initiatives to combat Medicare fraud and abuse were enacted as part of the
Balanced Budget Act of 1997 (BBA). Although the primary purpose of the Medicare provisions
of the BBA of 1997 is to slow the rate of growth in payments to hospitals, physicians, and other
providers, the law also establishes new payment methodologies for skilled nursing facilities and
home health care agencies.

Certain provisions and improvements are geared towards enhancing program integrity.
These provisions and improvements include:

* Permanent exclusion for those convicted of three health care related crimes;
+  Authority to refuse Medicare enrollment to individuals or entities convicted of a felony;
* Exclusion of an entity when a person transfers ownership or control to an immediate

family member or member of the household, in anticipation of, or following, a
conviction, assessment, or exclusion;

3¢ CRS Report for Congress, Health Care Fraud: A Brief Summary of Law and
Federal Anti-fraud Activities, September 24, 1997, page 4.

3 1d.
® 4.
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Providers are required, with certain exceptions, to report their employee information
numbers and social security numbers of each person with an ownership interest and
subcontractors with a direct or indirect ownership interest of five percent or more;

DME suppliers, home health agencies, comprehensive outpatient rehabilitation facilities
and rehabilitation agencies are required to provide a surety bond of at least $50,000;

Civil monetary penalties of up to $10,000 can be levied when a person arranges or
contracts with an individual or entity for the provision of items or services when it
knows, or should have known, that the individual or entity has been excluded from a
Federal health care program. The individual or entity would also be subject to an
assessment of up to three times the amount claimed and to exclusion from Federal
health care programs; civil monetary penalties of up to $50,000 plus up to three times
the amount of renumeration offered, paid, solicited or received could be levied for each
violation of the anti-kickback provisions of title XI of the Social Security Act;

Anti-fraud message in the Medicare handbook and the Explanation of Medicare Benefits
form must contain a list of items or services which have been provided and the amount
of payment for each item or service, as well as a notice of the beneficiary’s right to
request an itemized statement;

HHS Secretary must issue advisory opinions as to whether a physician referral for
certain designated health services (other than clinical lab services) is prohibited;

HHS Secretary to implement statewide or other area wide fee schedules for specified
items and services currently paid on a “reasonable charge” basis;

Non-physician practitioners to provide diagnostic codes for items and services furnished
by the practitioner (already required for physicians);

GAO to report on the operation of the Medicare fraud and abuse control program no
later than June 1, 1998;

Implementation of up to five demonstration projects of competitive bidding for Part B
items and services, except physician services; xiii) prohibiting unnecessary and wasteful
Medicare payments for certain items; and

Hospital discharge planning evaluations must include the availability of home health
services in the area, may not limit qualified providers of home health services, and must
disclose financial relationships with home health service entities.”’

3" As found in the Balanced Budget Act of 1997 (P.L. 105-33).
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H. The Future of Medicare -- HMOs

As the health care system in the United States gravitates towards managed care it is likely,
if not inevitable, that the Medicare program will follow suit.** Medicare HMO enrollment is
growing by about 85,000 beneficiaries per month. The Congressional Budget Office estimates
that nearly 15 million Medicare beneficiaries will be enrolled in a HMO by the year 2007.%

As Medicare’s managed care enrollment grows, it is essential that HCFA ensures that the
oversight of HMO payments is more effective than the lax oversight that continues to plague the
fee-for-service environment, especially in the home health and DME industries.

GAQ has criticized HCFA'’s ability to monitor HMOs, citing in a recent report that HCFA
conducted only “paper reviews” of HMOs’ quality assurance plans and examined only the
description rather than the implementation of HMOs’ quality assurance processes. Moreover,
GAO stated that HCFA was reluctant to take action against HMOs who were found to have
subjected beneficiaries to abusive sales practices, unduly delayed beneficiaries® appeals of HMOs’
decisions to deny coverage, or exhibited patterns of poor quality care.

As the future of Medicare expenditures is almost certainly geared towards managed care,
it is essential that HCFA address these concerns as early as possible. However, given HCFA’s
track record with respect to fee-for-service waste, fraud and abuse, and their early report card
related to HMO monitoring, one wonders whether HCFA will be able to rise to the occasion.

I. Costs Associated With Medicare Fraud Investigations

Compared to routing out potential abusive Medicare providers on the front end, the cost of
investigating and prosecuting Medicare fraudsters is astronomical. Medicare fraud investigations
are some of the most complex investigations conducted by federal law enforcement officers. The
HHS-OIG estimates that a Medicare fraud case takes an average of three years to complete --
from the receipt of a complaint to prosecution. Of course, not all cases are prosecuted. Over the
past five years, the HHS-OIG has opened approximately 2,900 criminal health care cases and
approximately 2,700 civil health care cases. For fiscal year 1997, the HHS-OIG had 162 health

3 By 1996, about 57 percent of the U.S. population was covered by some type of
managed care -- including 60 to 70 million people covered by HMOs and 80 to 90 million
covered by preferred provider organizations (PPOs). See CRS Report for Congress, Managed
Health Care: A Primer, September 30, 1997, page 1.

** GAO Medicare Managed Care: HCFA Missing Opportunities to Provide Consumer
Information, April 1997 (GAO/T-HEHS-97-109)

% GAO High-Risk Series: Medicare, February 1997 (GAO/HR-97-10).
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care convictions, 1,255 civil impositions and 2,719 exclusions (providers excluded from
participating in the Medicare program for a specified period of time).

There is no “typical” Medicare fraud case. Medicare fraud cases range from multi-million
dollar companies upcoding laboratory procedures (billing Medicare for a higher reimbursed
procedure than was actually performed) to individual physicians billing for services not rendered.
While it is impossible to determine the TOTAL costs associated with investigating Medicare fraud
cases, the HHS-OIG has developed a methodology for creating a reimbursable rate that reflects
all of its costs. This reimbursable rate is correlated to the number of direct investigative hours
worked by its agents. The reimbursable rate for fiscal year 1997 was $76.93 per hour. The
reimbursable rate established for fiscal year 1998 is $78.60 per hour. This cost does not include
the cost of prosecutions, courts, probation officers or incarcerations. Using HHS-OIG’s estimate
that it takes an average of three years to complete a Medicare fraud case, it could cost the OIG
almost $500,000 for using just one agent on a case (2,080 hours x 3 years x $78.60 = $490,464).

The voluminous, and often times confusing, Medicare regulations frequently deter federal
prosecutors from pursuing a Medicare fraud case (and some times lead to billing mistakes by
ethical providers). These cases are very complex and time consuming. Prosecutors must conduct
extensive research of the Medicare rules and regulations to combat the inevitable defense that
defendants did not realize that their actions were against the law and that they did not intend to
commit a wrongdoing. It is extremely difficult to prove intent in these cases. Typically, the
defendant claims ignorance and promises never to do it again.

In the years preceding the HIPAA legislation and BBA of 1997, there was a significant
increase in the number of Medicare providers, while at the same time, the number of investigators
pursuing Medicare fraud cases declined. With the advent of the HIPAA legislation and the BBA
of 1997, additional resources have been added to help prevent the waste, fraud and abuse. For
example, the HIPAA legislation provided increased funding for Medi fraud investigation
In fiscal year 1997, HHS received a minimum of $60 million, the Federal Bureau of Investigation
received $47 million, and the Medicare contractors received $430 million (attachment #3).

J. User/Application Fees

Currently, HCFA does not charge any fees to become a Medicare provider. A moderate
user fee would help defray the increasing cost of processing an application as well as the expense
associated with conducting site visits. Several other government programs charge user or
application fees as a means to offset the significant financial burden placed on the program. For
example, the District of Columbia charges residents $20 to simply obtain a driver’s license (even
if you already have a driver’s license from another state) and the State Department charges
individuals $65 to obtain a new passport. Participation in the Medicare program is a privilege,
not a right. Thus, charging a user fee would be a legitimate way to “share” the expense with the
prospective provider.
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1II. ENROLLMENT SCHEMES AND REGULATORY FLAWS

PSI’s investigation has revealed that the easiest and most cost effective way to raid the
Medicare trust fund is straight through the front door, especially since only ‘g percent of the
800 million claims paid by HCFA each year are audited or checked. Once a provider number
is obtained, a bogus Medicare provider has easy access to what one convicted health care fraud
felon described as “a gold mine,™"

PSI's investigation primarily focused on fraud in the home health care, durable medical
equipment and community mental health industries. Examples of the schemes and regulatory
flaws that were uncovered as part of our investigation are described below.

A. Home Health Agencies

Medicare covers health care to homebound beneficiaries who need intermittent skilled
nursing care and/or physical or speech therapy. Medicare does not limit the number of visits or
the length of home health coverage. Services are covered if they are reasonable and necessary
to treat the patient’s illness or injury. There are no beneficiary co-payments or deductibles for
home care visits."”

The home health industry is the fastest growing segment of health care in the United States.
This growth began in 1989, when, as a result of the lawsuit Duggan v. Bowen,* changes in
Medicare regulations expanded eligibility and eliminated the cap on the number of visits. Since
that time, the number of Medicare-certified home health agencies has risen from 5,730 in 1990
to 8,949 in 1995 -- a 56 percent increase. While the number of beneficiaries receiving home
health agency services has grown, costs to the Medicare program have increased
disproportionately. Total annual Medicare expenditures for home health grew from $3.7 billion
in 1990 to $16.7 billion in 1996 -- a 351 percent increase.

Problem home health agencies can accumulate substantial and uncollectible Medicare
overpayments. When overpayments are determined by the fiscal intermediary, or even before it
has a chance to do so, many home health agencies file bankruptcy or merely cease business to
avoid debt. After these home health agencies declare bankruptcy or disappear, Medicare has little

! Interviewed by PSI investigators at the Miami Detention Center, Miami, Florida.

2 OIG Final Report: Home Health: Problem Providers and Their Impact
on Medicare, July 1997, Page 1.

** Duggan v. Bowen, 691 F. Supp. 1487; (D.D.C. 1988) (plaintiff challenges the
Department of Health and Human Services’ definition of part-time or intermittent care regarding
home health visits).
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chance of recovery because the debts apply only to the defunct corporation, not to the individual
owners or their other businesses,*

HCFA procedures require that an initial survey be conducted at a home health care agency
before a provider number is issued. These surveys are conducted by a state agency, usually
operating out of the respective state’s Department of Health. The surveys are funded by HCFA.
The purpose of the initial survey is to assure that the agency is operating according to the
regulations that have been established for home health care providers as set forth by HCFA. If
any deficiencies are identified as a result of the initial survey, a compliance program is
established and future compliance surveys are conducted.

According to HCFA procedures, various aspects of a home health agency’s business are
reviewed during the initial survey. In order to determine the operational viability of an agency,
various busi doc ts are reviewed such as an agency’s budget and capital expenditure plan
for a three year pericd. In order to determine whether an agency is able to provide quality
services, a quality assurance clinical record review is conducted and a determination is made into
whether a group of professional personnel has been established, as required, to oversee the
agency’s services as they relate to quality of care.

PSI’s investigation revealed that this survey process is deficient in several respects. For
example, even though a home health agency is required to have a budget, there is no
determination made to verify the budget produced. In one region of the country, information has
been obtained which indicates that the same budger was produced by several different home
health care agencies. In another region, a HCFA official advised PSI investigators that on many
occasions home health care agencies do not have a budget as of the initial survey and simply
prepare one while the survey is being conducted. This same official stated that a surveyor, in
general, is not armed with the responsibility to verify the veracity of the information provided
on the enroliment form or the d it reviews throughout the survey. With respect to the
request to have a “budget,” the guidelines simply require that an agency have a budget. The
guidelines do not require that the surveyor determine the legitimacy of the budget produced
during the initial survey.

Efforts are also made during the initial survey to assure that a home health agency has
established a group of professional personnel to oversee the agency’s quality of care. In order
to operate according to HCFA guidelines, a home health agency must have a physician as part
of their group of professional personnel. However, according to one HCFA official, virtually no
verification is conducted to determine whether or not the physician identified during the survey
is actually a participating member of the group. Once a surveyor obtains evidence that a
physician is a member of the group, no further action is taken. According to the HCFA official,
an agency only needs to produce a list of the members of their group to satisfy this requirement,
thus making it rather easy for illegitimate agencies to by-pass this requirement.

“d
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As a result of the PSI igation into the i process established for home health
agencies, we have determined that there are serious deficiencies in that process, in that there is
inadequate verification of the information submitted on the initial enrollment form and the initial
survey is nothing more than a burden, not a road block, to a bogus home health agency.

B. Durable Medical Equipment Companies

DME suppliers must operate according to the Supplier Standards as set forth by law. One
of these standards is that the supplier must maintain a physical address at the business site. PSI's
investigation reveals, however, that several DME suppliers have simply rented small offices to
satisfy the physical facility standard.

During a September 1997 trip to Miami, PSI investigators visited one office complex that
is known to rent office space to several suppliers. This particular office complex has housed 45
DME suppliers over the past four years. These companies billed the Medicare program over $20
million during this time period.* Upon physical inspection, it was determined that many of these
offices were scantly furnished, and at the time of our visit, only one of the offices was open for
business. Interestingly, one of the only items displayed on the wall of the occupied office was
a local tax license, and on the desk in front of the person was a letter from the NSC which
indicated that several attempts have been made to conduct a site visit. According to this
particular DME owner, Medicare has investigated his company three times and because of the
problems that come with the investigations, he is planning on expanding his busi to Orlando
and is organizing a consortium of 37 DME suppliers so that when one supplier is investigated
the cash flow from Medicare will not dry up. According to information received from Medicare,
this particular provider has been paid almost $200,000 for DME supplies.

In conversations with Medicare investigators in Miami, “set-ups” such as the one utilized
by this particular supplier are very common among fraudulent DME suppliers and are created as
a means to continue operations in compliance with the Supplier Standards. They further
commented that they have seen one office rented to several different companies with one operator
answering the various phone lines that have been set-up.

Based on PSI’s investigation, it is clear that the DME standards are crudely drafted at best,
and do not provide investigators who perform site visits with the ammunition they need to
lude the DME suppliers that are obviously not operating legitimately.

C. Community Mental Health Centers

Based on a preliminary review in south Florida, PSI investigators have identified the
Community Mental Health Program (CMHC) as one that is vulnerable to large scale fraud. In

‘s Billing information obtained from Palmetto Government Benefits Administrators, a
regional DME carrier.
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1990, Congress passed legislation which changed the Medi Part A partial hospitalization
requirements. This change created the opportunity for partial hospitalization related to mental
health services to be rendered at CMHCs. In theory, the changes to the partia] hospitalization
requirements were designed to lower the government’s costs by allowing Part A reimbursement
for the provision of these services outside of a hospital setting.

As a result of this change, there has been tremendous growth in partial hospitalization
services provided at CMHCs over the past few years. [n 1995, approximately $100 million was
paid by HCFA, in 1996, there was approximately $250 million paid; and by the end of 1997, the
number was expected to reach $500 million annually.* According to HCFA’s Operation Restore
Trust south Florida Team Leader, this increase can be attributed to the lack of enrollment
standards because Medicare “never got around to establishing any standards.” An individual can
qualify for a provider number as a CMHC based on a written Self-Attestation alone.

The criteria for a CMHC provider is outlined in the Public Health Services Act. That
statute required that a CMHC must perform five core services in order to qualify as a CMHC
provider with respect to Medicare reimbursement. These required services are:

«  Provide ient services for children, the elderly, chronically mentally ili individuals

4

and individuals recently discharged from inpatient treatment centers;
+  Provide 24-hour-a-day emergency care services;
+  Provide day treatment or psychosocial rehabilitation services;

« Provide screening for patients being considered for admission to state mental health
facilities; and

»  Provide consultation and education services.

A recent random audit of seven CMHCs in South Florida® resulted in all seven centers being
excluded from participation with the Medicare program afier millions of Medicare dollars were
spent.”® In one example, the kitchen of a CMHC was found to be extremely unsafe and as a
result the local fire department closed the facility. In another example, one CMHC was found
to provide its beneficiaries with fast food lunches and another had its beneficiaries dancing the

¢ Final figures for 1997 expenditures were not available at the time of this writing.

47 The audit was conducted by HCFA officials from its Operation Restore Trust
initiative in South Florida.

*5 Information obtained during a PSI interview of HCFA’s Operation Restore Trust
south Florida Team Leader.
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Macarena as a sponsored activity. All of this at a cost to the Medicare program of $300 per day
per beneficiary.” Further review by the auditors called into question the qualifications of the
owners and operators of these facilities and whether the services provided were ordered by a
physician or whether they were even medically necessary.® Even more disturbing is the fact that
these CMHCs performed 100 percent of their services on Medicare beneficiaries, which is
contrary to the definition of CMHCs as established in the Public Health Services Act.

In January 1998, PSI investigators made an unannounced visit to a CMHC provider in south
Florida. Investigators observed a “social worker” playing a guitar to a room of five elderly
individuals. The CMHC owner stated that these individuals were potential new patients and were
being evaluated to determine if they qualified for the CMHC program. In another very small
room, PSI investigators observed three Medicare beneficiaries who were discussing their “goals”
with an individual that the CMHC owner described as a doctor. Although the CMHC had office
space dedicated for a nurse, the nurse was not present. During PSI’s visit, one elderly patient
became ill, but since the nurse was not present, the patient was taken outside for some fresh air.
The CMHC did not have any kitchen facilities but the owner stated that she had food catered in
for the patients. In addition, the owner stated that the CMHC’s patient count fluctuated -- at one
time the CMHC had 15 patients but had only seven at the time of PSI’s visit. According to the
owner, the CMHC only provided services to Medicare beneficiaries.

Ironically, the same general theory that prompted the change to the partial hospitalization
requirements was the same general theory which created home health care reimbursement in the
1980°s. Again, with the home health care program, the idea was to reduce government
expenditures for nursing home services by allowing reimbursement of Part A skilled and other
nursing services to be reimbursable when rendered outside of the more institutional setting of a
nursing home. As home health care expenditures have ballooned to over $22 billion,*’ and
rampant fraud within the industry is not disputed, a strong case can be made that HCFA’s
impl tion of this change has failed miserably.

Given the fact that HCFA implemented the changes to the Part A hospitalization billing
regulations related to community mental health centers, without taking into consideration the
lessons learned from the home health changes, is indicative of HCFA’s overall inability to
recognize waste, fraud and abuse issues when administering new programs.

¢l
* Id

1 A threefold increase over the past 5 years.
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1v. CONCLUSION
An uncontrolled and poorly admini: d enrollment p for the Medicare program not

only subjects the government to excessive financial loss, but it also compromises the quality of
care that is being provided to the nation’s elderly population. Throughout PSI's investigation,
the common theme among the health care fraud experts was that as the amount of waste, fraud
and abuse lates within the Medicare program, the quality of care is invariably reduced.

Common sense tells you that when convicted felons with no background in health care are
allowed to enroll in the Medicare program as providers, there are some significant flaws in the
system that need immediate attention. Unlike most organizations, HCFA writes the check first,
then asks questions later. Most financial institutions would go broke if they loaned money first,
then verified if the applicant had the ability to repay. Just as a financial institution verifics the
information submitted by 2 loan applicant, so to must HCFA verify the information supplied by
appli A small in in verifying information will prevent the current “pay and chase”
that has resulted in an estimated $23 billion loss annually.

V. WITNESSES
A. Convicted Felon

The convicted felon will testify about how he ripped off approximately $32 million from
the Medicare Program over a two-year period, using several different companies. The felon told
PSI investigators that he was making approximately $180,000 to $200,0000 per month and at one
point was billing the Medicare program for over 2,000 patients.

The felon (whose identity will be protected at the January 1998 PSI hearing) is now serving
ten years after being convicted of federal Medicare care fraud charges in Miami. He is also
serving concurrent time for a felony drug conviction.

In November 1988, the felon purchased a medical supply company. Before becoming a
Medicare provider, the felon had no experience as a health care provider, and in fact, he was a
Miami night club owner and a former electrical engineer. He also has a history of drug
trafficking.

L]

The felon’s business scam consisted of paying recruiters to visit senior citizen centers,
offering free nutritional milk in exchange for Medicare account numbers. The felon also paid
others to sign-off on medical charts and forms indicating that the pati ded the milk for
medical reasons. The felon stated that his companies delivered milk on only one occasion.
According to the felon, even on this one delivery, the supplies were not medicaily necessary,

Shortly after he purchased the company thinking it was a legitimate operation, he realized
that the business was “bogus” because there was too much money coming in for the amount of
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supplies purchased. The felon confronted the person who sold him the company and was
informed that the medical supply business was “bogus.”

According to the felon, because of the amount of money that he was making, he continued
the scam and expanded his business. By the time the felon was arrested in January 1994, he
owned seven medical supply companies and employed approximately 20 individuals for the
primary purpose of processing fraudulent Medicare claims. He stated that he was earning almost
$500,000 every three months. A federal indictment charged that the felon’s companies defrauded
the Medicare program for a total of about $14 million; however, the felon told PSI investigators
that he stole around $32 million.

PSI investigators asked the felon to describe his perspective of the Medicare program. The
felon stated that “it’s a gold mine.” The felon added that there is no other business available
where someone could make the same amount of money with such a low risk of getting caught.
The felon stated that the government (Medicare) made it easy for him to steal. He stated that he
was never required to produce any documentation in support of the claims his companies
submitted,

The felon told PSI investigators that he used the proceeds from his Medicare fraud to buy
extravagant luxury items and services, such as residences in the United States and overseas
(including Miami, New York, Spain and Mexico), extensive travel throughout the world
(including Brazil, Asia, and Europe), luxury automobiles, boats, nightclubs in Cancun, Mexico,
fine art, a $100,000 wedding for his niece in Miami, among other items and services.

B. Former PSI Investigator John M. Frazzini

Mr. Frazzini w111 testify about the results of PSI’s investigation of the weaknesses in the
Medi 1l p Mr. Frazzini's testimony will focus on the information obtained
by PSI mvestlgators during their visits to New York and Miami. He will describe how, unlike
the typical Medicare scam where a doctor, clinic, or supply company provides legitimate services
and supplies but occasionaily “pads” their bills at the end of the day, these new scam artists are
committing 100-percent fraud by billing for medical services or supplies they do not provide.
Mr. Frazzini will discuss how HCFA has taken actions to improve the application form by
requesting more information from prospective providers. HCFA, however, does not adequately
verify this information to determine if it is valid. Mr. Frazzini will show photographs taken by
PSI investigators that highlight how unscrupulous Medi iders are using mail drops, store
fronts, and even the runway of an airport as business locanons for medical clinics and supply

compames

ent of Health and Human Services, Office of ector (eneral

(1) John E. Hartwig, Deputy Inspector General for Investigations. Mr. Hartwig is a
twenty-year veteran of the HHS IG’s office. He is the former chief of the Philadelphia HHS IG
field office. Although as of this writing PSI staff has not seen Mr. Hartwig’s testimony, our
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meetings with him indicate that he will testify that his office’s case load of egregious cases of
fraud (i.e., fraud perpetrated by those enter the system the system with the goal of ripping it off)
has increased. Mr. Hartwig will also testify that the magnitude (i.e. dollar value) of HHS-0IG
cases continues to grow. He states a large case ten years ago was perhaps worth $100,000,
whereas now a large case is in the hundreds of millions of dollars. He attributes the rise in fraud
to the fact that Medicare is known to be a gold mine for crooks and that, as a decentralized
program, it is very easy to break into. He faults HCFA for not being more rigorous in verifying
enrollment data, though he notes that the states often are the agents responsible for verification,
and they thus often do not make the grade. Mr. Hartwig feels the 1997 Balanced Budget Act
goes a long way to creating stronger up-front protections (such as surety bonds), but he also
believes greater attention must be given to verification. He also believes that there is no
substitute for strong enforcement and severe penalties as the greatest deterrent.

(2) runo Varano, Supervi Special Agent (New York). Mr. Varano will respond
about one particularly egregious Medicare fraud case and the enrollment process in
geneml As to the latter he is very critical of the verification process and he believes it is more
difficult to get a cab license in New York City than it is to get a Medicare provider number. As
to the former, Mr. Varano will describe his office’s investigation of one case dealing with
approximately 20 fictitious provider numbers that were involved in billings for fake DME
(orthotic supplies and ear implants) and MRI companies; these companies were created “for the
sole purpose of defrauding the Medicare program.” None of the provider numbers was
representative of a legitimate company that was actually in the business of providing the supplies
that were being billed. This fraud occurred over a two-year period (1995-1996). These fictitious
e jes basically billed Medicare with impunity over this period, making off with millions of
doltars. In one instance, three of the companies billing for ear implants received checks from
Medicare totaling approximately $1 million in less than a month. In another example, Medicare
payments for over $5 million for MRI services were discontinued by the carrier after suspicions
were aroused.

The perpetrators used front people in the Medicare program application process; obtained
provider numbers for doctors that no longer bill the Medicare program; and used mailbox drop
iocations to receive payments for services never rendered. Remarkably, the Medicare system
failed to identify claims submitted for deceased beneficiaries. All of the fictitious companies had
addresses that were mail box rental establishments, thus a short, up front visit to the premises
would have raised serious suspicions as to whether the companies in fact existed. The
conspirators thus far have proven to be individuals of Russian origin, and the investigation is
leading to other possible violations.

The OIG began its investigation after numerous Medicare beneficiaries complained to
their carriers about not receiving the services for which Medicare was being billed. Even after
a number of arrests, OIG beli that the fraudul h is continuing. “We have found that,
as part of this scheme, fictitious companies are being incorporated in other states. The criminal
interests are finding new ways to ‘game’ the system and take advantage of weaknesses in the
reirnbursement process.”
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(3) Cathy E. Colton, Supervisory Special Agent (Miami). Ms. Colton will respond to
questions that egregious fraud is pervasive in Southern Florida and she laments the woeful
verification functions of the enrollment process. She also indicates that hard-core fraudsters are
clever at migrating into various specialities falling under Medicare; a coupie of years back, the
DME industry was white-hot with fraud and now, though fraud is highly embedded in that
industry, the fraud de jour is Community Mental Health Centers (CMHCs).

Ms. Colton also will testify to one particularly egregious case whose investigation began
in 1994. In this case, a private citizen in Miami mistakenly received in the mail dozens of
Medicare explanations of benefits forms, which he forwarded to the Office of Inspector General.
The forms showed that multiple beneficiaries were each provided liquid nutrition by six different
DME companies. All of the beneficiaries were reported by the DME companies as having the
same, incorrect address, All of the approximately 20 fraudulent companies billed and were paid
by Medicare for the services supposedly provided to the beneficiaries. OIG investigators
contacted the “beneficiaries”, and they all denied receiving the services. OIG investigators then
visited several of the DME “business addresses™ and all were located at mail box drops, such as
“Mail Boxes Etc.” Thus, had up-front verification occurred in this instance, suspicions would
have been raised as to the validity of the “providers” upon discovering their business address was
a “Mail Boxes Etc.” In total, Ms. Colton estimates total losses on the order of $6.2 million.

Moreover, an interesting aspect of this case was that the conspirators relied heavily on
“recruiters” from whom the conspirators would buy the names and Medicare numbers of
beneficiaries. “Recruiters” are persons who canvass nursing homes, adult living facilities and
private neighborhoods to find Medicare beneficiaries, often ‘bribing’ them for their numbers by
doing them favors such as buying groceries, for ple. The ¢ ors also obtained
beneficiary information from secretaries in doctors’ offices and often from doctors themselves,
to whom kickbacks would be paid.

The ringleader was a Mr. Martinez, who is now a fugitive. Martinez paid off co-
conspirators between $1,000 and $5,000 per month to be the titular heads or nominees of his
companies. Martinez required his nominees to open corporate bank accounts to begin cashing
and depositing the Medicare checks. All of the nominees also signed blank company checks
which they turned over to Martinez.

D. Health Care Financing Administration

(1) H. Donna Dymon, PhD. {San Francisco). Dr. Dymon xs a Commissioned Officer
with over 21 years in the U.S. Public Health Service with d inb and ing. She
is currently detailed to the HCFA’s Region IX Office in San Francisco. Dr. Dymon has
participated in approximately 100 surveys of health care entities. HCFA contracts with state
agencies who conduct surveys of home health agencies to d ine if the agencies meet the
Medicare conditions of participation. Dr. Dymon will testify how the inadequacies in the curmrent
survey process contributes to a “cake-walk” allowing anyone to establish a home health agency
certified to do business in the Medicare Program. She will describe how the weaknesses in the
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enrollment process has contributed to a “get rich quick opportunity” for those unscrupulous
individuals who want to enter the home health business. Dr. Dymon will describe, for example,
how surveyors had found home health agencies that were located in basements, pawn shops and
garages. In addiion, she will provide some graphic examples of how the quality of care has been
seriously affected by allowing non-qualified individuals into the Medicare Program, such as one
Medicare patient whose leg had to be amputated because of improper care by a home health
employee.

(2) Dewey Price (Miami). Mr. Price is the Team Leader of HCFA’s Miami Satellite
Office. He has been involved in the Medicare program integrity activities in the State of Florida
since 1994. In August 1994, HCFA’s Atlanta Regional Administrator selected Mr. Price to head
the South Florida Task Force, a workgroup of representatives from HCFA, the OIG, a Medicare
contractor, and State Medicare/Medicaid agencies. Mr. Price will testify that there must be a
commitment by HCFA to: (i) suspend payments when evidence of fraud or misrepresentation
exists, (ii) limit program participation to legitimate entities via a stringent provider enrollment
process, (iii) stop pay and chase by screening and denying claims up-front rather than performing
audits/investigations after the money is gone, (iv) improve HCFA’s data analysis capability, (v)
only pay reasonable amounts, and (vi) change regulations, policies and procedures that make
fraud and abuse easy and profitable. He will describe how the weaknesses in the enrollment
process have allowed unscrupulous individuals to enter all facets of the Medicare Program,
including community mental health centers, durable medical equipment suppliers, health clinics,
and home health agencies. Specifically, Mr. Price will testify how an unscrupulous individual
can open a community mental health center with only 15 patients and make $1 million in one
year through the Medicare Program. He will also testify how owners of health clinics have no
background or experience to operate/administer a medical facility and how some owners have a
criminal history. Further, these same owners hire non-medical staff who perform and order
services at the clinics. In addition, Mr. Price will describe how Medicare provider numbers have
been issued to post office boxes, vacant buildings and residences.
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Medicare
Palmetto Government Benefits Administrators

Post Oflce Box 10042, Columbla. Sauth Caroilnz 23202. 3147

Natlonal Supplier Clearinghoyse

July 28, 1997

Deer Supplier,

Please read all of this short note because it containg 1atormation of greaf imporfaice o
you. The enclased H{CFA application form is an all new form. Examine it curefully before
you fill &t out and return it to NSC. Wlhien your application has been completely asd

suecessflly verified, you will be assigaed a National Supplicr Cleatinghousc aumber. That 10
digit number will identtify you as an authorized MEDICARE Durable Medical Equipment
Supplier and is the key w your claims being fully p d for payraent. There has been
a procedutal change which impl ts the policy associatnd with that aumber of which you
nust be aware from tie beginning -the effective date of ynur number is the date on which it is
usyigned. That means that any and all claims that you sead to the DMERCs for services

rendered before vour effective dale will pot be pad. That is a change: thetc is no “grase period”

Here are some taings that will belp s process yout application aster and pet 2 supplior number
tor vou sooner: N

*  Please contnet National Supplier Cleatinghouse for vour application form; the applicagons
change over time, and when they do, the systems into which the data are catered chaage. §f
You use the wrong form. It will be retwrned to you noting that it Is unprocessable along with a
current form for you to refilt out That causes delays for vou  When we can not protess the
form, we do oot consider it as received.

¢ Be sure to read the whole application and the instructions for filling it out carcfully vefore
vou start to complete it. We rcally do require all of the infonnation requogbed.

*  Sestioa |3 (Managing/Dirccting Employess):

3) The terrm managing/directing employco ls defined gs an individual including:
general manyer, busi ager. admini , oc dircctor who exercises
opurational or managrrial control for the providenaupplict or who direetly or
indirectly the day - to-day operations of the supplicr. During the application
verification process, NSC must be able to contact the supplier or a person listed on
the application who is authorized to rep the supplier 1t that lacation to verify
information about that location. That is panticwlarly important when we venfy
infonnation about that lecation. That ls particularty important when we venfv
3pplications for Doctors and for busincss with multiple locations.
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s Besure to pive complete md accunale . A partial sddruss, teleplionc number.
TIN/EIN, social ity nymbeg, o an abbreviation which the post office does net accept or

weoptize will slow or stop the application vetiflcation process.

Pleax: doubie check all of yout ontries to ensure that the comest lnfonnation is ki the proper
box.

«  Be sute to have the porson required to sign the application sign i In the sight place.

= Asyilly a¢ it thay sound, please chicck the entite application obe more time before you mail it
ous

« Please be awarc that the laws. ruies, and regulations which apply to getting a DME supplier
nutnber chauge, aad the bost way to avoid problems s to catlt tho NSC Service Conler at
(803) 754.3951 and check for changes before you mail the application to ug.

All of' those suggestions addrass common Roms which we cneouttter thal eause us to retura the
application to your for mop: infelmation or oorrections. Our siacere desire is to assign NSC
aumbets to each of you who quality as quivkly as possible, but to do that we nvod your help.

And by the way, if you move, vou must scnd us a change oF address foan, or youy wili not get
veur claims cheoks; thase cheoky will rf be forwarded to your new address by the post office
NSC must reasive your now address and pass the new infonunation to the DMERC: slectronically
for the computers to be able to addrexs the mail to you. Call our service dosk. and we will send
you a chanpe of address form that same day.
Don’t forget; the effectiva datt of your NSC Supplier Nusmber wil] be the date we assign that
number 1o vou. Best wishos. You are important to ug and to our MEDICARE bunchiciaries.

Sinccrely.

W.T.T. Hoed, Ir.

Director

T FL
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OMB Approval No. 0538-0685

Medicare
ueicare mevcan  General Enroliment

Heat Care Povnder Supplle Dlcaton

Privacy Act Statement
The Health Care Frma‘ng A (HCFA) is auth i r uested on thls form m ovdelw ensure
M BT the Medlcafa pf PartA of Tile x% 42 U S C. eg§°13951(a)$'.) nm

139 a and on 1&23( “[42 [¥) s cwﬁ 1395!(93"‘?w derPart B mﬂ Hg;mm Te er n
II[42 .S.C. §1 0] or who mment under section 45501lheFoderal
g Act of 1994, L 103—355 31 u. C § 6101 nm] This inf sﬁon m mlnlmallg W
Ereens IR sl e T e e
A e¥996h‘l_104—1 LB1USC§37205—3 ZODr resa cies to collect the

Al AR ey 13'&'?&1 O O P o sy
" k will _medmm ooﬂchonthmu use ol o)!set andle nany nquemg fits ansing out
of m‘r‘h gtﬁluness relation: wup"s thg‘ 'Goovgr’poment hemfare ion ”?L this data el ofemd s 1o enrod in the
l'pose T n is to or ver. lfy biit_y V‘d“l-‘s |ﬂa| mm
Modicare mﬂsudpgus d to asst m dmhon of gs: W
ram an o ef meheamwre ocmms |no nontrus onnsroquued, 19 ex ”2 068
sego nal on the form. mformabon the 0. mWen's delayed ordet‘
%e&mgfgu meéeg 6 "me';@}'m Vol 61 ngghac N7 00 et aicnal mmm NP
Syatem é%ljl@) appr (R-1 ra{,ﬁe? formation in this v]lgﬁ ng 1 the r\‘mr\eﬂ.»seg
Information from these system: be disclosed under specific circumstances, to:

may be
ntractors working for HCFAtn out data, of de}ecﬂ! ud or abuse;
ressoggoﬁc%fm the reoord"gf an individual h care provider m response to an mqul t:e eongressonal office
oae(?ust of that individual health care Pfadmone
r Retirement Board for purpos&e of admlms(enng rgvtsnons of the Rallroad Remelsntgm or Social Security Acts;

laims, of in connection or other review ncwmes,
dgcéo;d s or‘ﬁgi'??ﬁ ot ek SUIE mw'g'oaal Secan

mk ﬁen a?en ee, or the United States Govem.
0 ;nd the ufs:‘ mnfor{nm mm with, pumgse gtw eo!ecwd Ihe nfo (S)
2 American Asoaamn ‘o for the purpose ofaﬁemmmg to ide ors en the Un ue ari
n Number Regstry is unable to establish i enmy after matching contractor submnted data to the data provided by

(8) An ndivi for h ject related to th on of dise desabiif
gr)lo the restoratlon of malmenance of h or ! project 0 the prevents ease or iy,

9] Federal agencies who administ Fed al health care benefits 1 providers of medical
a‘Ir)Om fraudagr aBoardsf e eVr p ethi :l . ) al nﬂ ot

ucewn for (eview of un or non eﬁon condu
11§ %& for the purpqse t;e'?mmmstraOOn of h ptogramg' and/or
12) insurance compa alth mamenanoe ofganizations, mulupie employer trusts, and other health care groups
I h wh ink to Medicase or Medicaid claims is estal ed, and data are used solely to
providef s/supplier's heanh care claims.

that the C uterMatchm and Py Protectl Act of 1988, (P.L. 100-503) amended the Priva
R O e D e e raoring 2 A hrough compiter ¢ } el

P of Proprietary
F'wl?ed' orf confidential ial or fin: ! i is f fr biic discl Federal law
5U.8.C. 552(b}{4) and Execttive &a«a??goo. on this form are pratected from pubic osure by
P ion of Ct Ci i and/or Sensitive Personal information
if any information within 0 a trade secret . .
such tems merpfeted née th F eedo f 1ormanon Act and case law f a highly sensitive persond Patire
such tha’t dlsdosure wou?d r frute 2 Fr?x: n nvasno: )' g’;gf gm;go:y more persons, then such

information wili be protected trom rebase by HCFA undef 5 uscC§ 552(b)( andlcr b)(6), respectivi

HCFA 855 (5/97)



MERICARE - MEDICAID

Upon jon, return this and all Y
documentation to:

A g to the P Act of 1995, no
persons are required to respond to a collection of

information uniess it displays a valid OMB control numbel
ﬂnevaMOMmeolnumbefformls

172

OMB Approvat No. 0938-0685

MEDICARE HEALTH CARE
PROVIDER/SUPPLIERENROLLMENT
APPLICATION INSTRUCTIONS
General Application - HCFA 855

General
jon must be by all of setvices and
s«mdmed\:d and other health services for enroiment in the
may also need to be surveyed

program. Some af
and/or oemﬁed by the appropriate State Agency or Regional
Medicare Office when requed_ to meet Medicare enroliment

if you need or have any
the of this ion, contact your local
Medicaré contractor.
A separate must be st for each of

in private practice, phwaan

type (e.g. |

affiiiated units). Each entity of an organization shal submit a
separate application (e.g., hospital based sidiled nursing faciity,

i50938.0685. The time this

chnics, etc). Each enfty of a chain

must submit a separate appiication.

collection is estimated to avemqe 90 minutes per

including the time to review instructions, search existing data
resources, gather the data needed, and complete and review
the information collection. I you have any

in the asa
grouplpammshlp or a group membedpamer must also
eompleh HCFA Form 855G (Individual Group Member

concerning the accuracy of the time estimate(s) or
suggestions for improving this form, please write to: HCFA,
P.0. Box 26684, Baltimore, Maryland 21207 and to the Office
of information and Regulatory Affairs, Office of Management
and Budget, Washington, D.C. 20503.

of Durable Medical Equipment,
Prosthetics, Orthotics, and Su; must enrok in the Medicare
program using HCFA Form 855S {DMEPQS Suppier Application)
instead of this application.

Note: Any changes in the information

d in this ap ion must be reported
to the Medicare Commctor within 30 calendar
days of said change.




Definiions

The * official who has the
authority to enrofl the entity in the Medicare program as wel as to
make changes andior updates to the appcant's status.
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Empiloyec identification Number (EIN): internal Revenue Service
{IRS) tax iderification number.

Food and Omg Administration Number (FDA): This is the
certification nu Mod by the FDA for om.npmem used in

5,’4‘.“;,'&;“ ﬂmugh th n ‘°L‘S"‘" e Group: T
or any o e devices, controfied by & sin roup: Two o more physk
business ently. The chain organization must consist of two of othver health meamm
mora hawkh care faciities. The controling business:entity is called ]
the chain “Home Office”. Each (chain) may have a different axcludes und
owner (generaly chains are not owned by the Home Office). other ‘heﬂhm for A group has
ncbvicual must be
Typicaly, the chain home office; and n'“ Aedicare prograim as an inorder to
anrolt as a mamber of the group.
muﬂammocdmhnehheﬁyiorhu«ﬂng
admissions, review, preparstion and processing On'ymmheumwaprmnem%oueauﬁmedtobﬂ
admission notices and bils; Medicare direclly in their individual capacifies are alowed to form
agroup. A group can only be enrolled I it can meet the conditions.
-maintains  and _ centrally, for (s0e for ection 18).
provider/supplier cost r»ommdﬁsalreeords and a
major partof the Medicare audit for aach component can The above definifion of & group & 1o be used for Medicare
be performed contrally. snroliment purposes onfy. s not the group defirition described
in section 1877(h} of the Social Security Act.
Eumpludpmdeltypsmatwnmdwbemdn

(m)«w {SNFs), Horme Health Agencies
N“"‘O Fackities (SNFs),
{HHAS), Clinical Laboratories (CLIA Labe), etc.

Clinical | Number
{cuay Thsuumnmnedhhbomnummmﬁed

Gmupuemb« A physician of non-physician practiioner who
ders senvices in & group practice and who reassigns hismher
bendmk:thoqrwp

Legal Business Name: The legal name of the individual of entity
applying for enrolment. This name shoukd be the same &5 the

by HOFA under the Cinical Laboratory
Note: As stated in Medicare Carrier Manual (MCM)
L

oF antity uses in reporting to the IRS.
An

Service Of

"y

section 1180, Chinical 1P
Amendments Licensure, any laboratory soicfting of
accepling specimens lnhu\me commerce for
rl'otylusﬁngsmqundtoholduvnidhumo«
fatter of exempton

Services. As stated in MCM saction 1184, a separate
CLIA numw-raquredforeadwlabaramlybutmn

Consolidated Cost Report: A cost report rompiled for muttiple
faciiies joined wm M under the parent facity's
Madicare ijentification Numi

C Anyi entity, facity, business,

group ptm otc., receiving an internal Rwenuc Service {IRS)

Form 1099 services provided to this appiicant {e.g.,
e}

with this applicant should be

Note: Contractors affiated
Kientfied in Sections 13 or 14 as applicable,

Distinct Part Uit [of a facilty]: A separate psychiatric,
rehabiitation, umnuma unit that is attached to & hospital
paid under the Payment System (PPS) but which is
paid on 3 ost reimbursement of other non-PPS basis. & must be
4 clearly identifiable unk, such #s an entire ward, floor, of
mmumm»uumdmnmummu
moﬁdiﬂemmwtsbrnypeofmohermmeona
in which it is located, and houses ak the and
MfmwhompaymmtsmadeuMaMmeform
in the other type of faciity.

'Nu ipment,

A to fumish some or all administrative, clesical
and claims processing functions of the 's practice.

Medicaid Number, This numbe uniquely identifies the uppbcan(
as a Medicaid provider/supplier in a given State. Please identify
the State forwhich the number was issved.

Medicare idantification Number (MIN]: This number uniquely
identifies the applicant as a Medicare provider/supplier and is the
number used on claim forms. mmdweldwm Number
i6 also known as Medicare Numbesr and Provider
identification Number (PiN), Examples of Medicare

Numbers are the UPIN, OSCAR numbwr, NSC number, etc.

on

¥ the applicant is enrofing in the Medicare program for the first
time, the appiicant will receive a Medicare Identfication Number
upon enrolment.

National Provider identifier (NP(: Thnnumbofsmned uging
the National Provider System idently health care
prmndmlsuppi«shwimmmemﬂ

National Supplier Clearinghouse Number (NSC):  This number
uniqusly identifies the applicant 25 3 supplier of durable medical
peosthetics, orthotics and supplies. It is the number

used by DMEPOS suppliers on daim farms,

On-Line Survey Certification and MatingSysbm(oscAR)
Nmnﬂdﬁbu and refrieving survey and
cevtification data for certified ae

to participate in the Medicare, Medmdmdcukpmqvams
OSCAR numbers are assigned by the Regional Medicare office.




Definitions (continued)

Provider Based Qrganizaticon: Entties operating under the
control of a parent organization {e g., hospital based End Stage
Renal Disease Unit, Skifled Nursing Facility)

Unique Physlalan ldemrﬁcatwn Number {UPIN) Number
assipied o and groupsto
identity the referring or mdenng physician on Medicare dlaims.

APPLICATION COMPLETION INSTRUCTIONS

Fuenish all requested information in its entirety. i a field is

not applicable, write NJA in the field. if entire section is not

applicable, chack the hox at the beginning of the section

indicating the entire section is not applicable, Any section of

the application that does pot have a check box at the

beq!nnmg of the section mdn:atmg ttxe entire Section is not
must be

Check Type of Business: (For administratve purposes enly}

Check appropriate box mdicating how applicant’s business 15
structured. The answer to this item will not affect the amount of
Medicare reimbursement or enrcliment status.

Hote: if applicant’s business structure is a patinership,
apphcant must provide a copy of s panership
agreement signed by alf partes and identifying the
general partner (if any) and attest that the partnership
meets alt State requirements.

Check “Applicant Enrolling As” Type: (For administrative
ourposs only) The answer to this tem wilf not affect the amouat
Status

See the instructions below which identify the sections the
applicant is responsible for completing.

Individuatl: An individual ph
(e.g., physwian, nurse practitioner, mnaMfe etc)

Individual Practitioners complete sections 1a, 1d, 2, 3,
4,5.6.7.8.9, 10,13, 14,15, 15,17, 18 and 18

Sobe Proprietor: An indvidual regstered as a business and ssued
a tax ientificabon number from the IRS and operating under the
business name.

Sole Proprietors complets sections 1a, 1b, 1d, 2,3, 4,

5.6,7,8,8, 10,13, 14, 15, 16, 17 1B and 18
o tor-profit ent
agency (Federai Sla§e or Locd) or heafth care delwery system
which renders medical care (e.g, pharmacy, eguipment
manufacturer, hospital, Public Heanh Chmc, taboratory, skilled
nursing fauhty Setvice

L etc ) An

and qualies as a health ?“ - delivery system

has
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Organt iy
10, 11, 12, 13» 14, 15, 16, 17, 18.and 1, Amhutance

Service mustalso
and Lab musl
also complete Attachment 2,
Note: Partnerships see group instruction.
Group: Two or more it who

g0 into peactice together (as aumanzed by State jaw) and function
bil Meﬁcave a asmae unit. Ths excludes contracted physicians,

and other heatth care
pmwdecs&uppﬁers A gmua has mdeud members. The
indvidua members must b
in the Medicare piogram in order to emo&l as 2 member of the
group.

Groups? Partnerships compiete sections tc, 1d, 2, 3
8,7,8.9,10, 11, 12, 13, 14,15, 16, 17, 18 and 19
Each group memberipartner must complete HOFA
Form BS5G.

Note: PARTNERSHIPS For

shoukd ingi

purposes  of this
that they wit be

enroﬂmg @S 2 group.

Note: RURAL HEALTH CLINICS: Rural Heatth Clinics
that meet the definiton of @ group, should aiso submit
HCFA Form 885G (individua Group Member Application)
for each member of the group. This is not applicable to
aft Rural Health Clinics that am organizatons of are
prowder based.

Mass immunization Biller Only: A heafth care provider/supplier
who roster bills Medicare solely for mass immunizations.

Mass Billers plete sections
1a 1b, 94,2, 3,6,7,8,9,10, 13, 14, 15, 15 17,18 and

Note: Appicants enrofiing in the Medicars program as
mass immunization/roster billers cannat bilt Medicare for
any ather sem The apphcant agrees to accept

of the benefit as
payment in !ull and cannot “batance bl the benehciary.

For those who are anly applying to enroll in the Medicare
program to roster td for mass immupization ente!
“Roster” under pnmary specialty in Section 1A ot enter
“Roster* under type of faciity in Section 18

All appiicants must sign and date the
centification statement (Section 19).

HOFA 855 (59T)
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Check Application For; 1. Applicant identification
Inltial is enrolling in the A Individuats Only
for the first time, mmgapnov’lodarebmgnumhar
Comuﬂedimmmmsmomfapﬁmntphmmbiuedwe
of A L Cugrently enrolled asa'; o (eg.
is applying to & new practice location nurse]
. members of a group mult apply as individuals for Medcate
Re-certification: Curently enrolled
.-q“on UWVandmypundcmumymr&
certiication through the State agency or Regional Medicare Office. MW‘:MW dmandpiacomhﬂﬁ(eountyand
for city). if applicant has previously or operated a
Change of Mmhlp Curremiy enrofed entity s oomplamg business under ancther name, including applicant's maiden name,

application to repost
mmmrdmebeddmndﬂnwm(ptm)m The
with

N newcmner(s) ﬂunawappicahonmouldbesubrmdwme
Medicare contractor where the entily is currently enrolled.

cwuwmm c«nsmmoledprmlwwi«u
o report a change
in information other than ownership changes. Currently enrolled

-mammmaancFAFomBSSC(Chmof
M)hmmmmmw e-mall address,
practice location address, biling agency address, pay waddms

mailing address, pricing Iocdty telephone numbef(s)‘
and b biling

When wngmfnnnwnoﬁymemmmptogmmm-
locutlon(s) awnar(s) or various personnel are no longer

associated plenedted(mssppropvmddmon

boxnmaappiabh

Alldlmosmmbempoﬁedmwmmgnndhavemonund
must sign and for

w pmebees an “Authorized Representative”
must sign to confim the requested change. Faxed or photocopied
signatures will not be accepted.

Check Where Applicant Will Be Submitting Bills;

Flsullnm«nedlary'Apchamwlbeenmledw bi the fiscal

The fiscal s aiso known as the Part
AMedweCormmr The appiicant will generally be a hospital
or other faciity.

Carrier: Applicant will be enrofled to bil the carier only. The
cumunlbokmwnlsumBMedcareConvmr The
applicant wil generaly be a B s
of DMEPOS supplier.

Both: be to bl
both the ﬁsed |nte1moda:y and the carer for enrolment
consideratior

Home Heaith | i Apptcan( wil be enrolled
to hlthe regional home health mlerme&a

supply that name under Other Name.

Gender and RacefEthnicity information is optional.  This
m!onnmnwiheonlyuledmfum\endenﬁymmmasa
unique individual.

If applicant is a resident o intem at a hospital, check appropriate
box.

If appl«cam is enrolling as en individual or sole proprietor, fumish
e applicants primary speedty (eg eardolon pamoloost

nuvse etc) SP y is
optional.
L appucanc Is empbyed by an cnmy that will receive
must sign a
01 Bonems (Sedlon 18).

B. Organizations Onty

Complete this section if appiicant is a sole proprietor of the
business or ¥ applicant is a publicly or privately held business entity.

Complete a items in this section. For Legal Business Name,
supply the name that the business, ofgavmnon of group prawce

that designates the enfity (e.g., hospital, skiled nursing facity,
home health agency, ambulance company, etc.), and check
whether this faclity is accredited or non-accredited.

: Cink
laboratories  should
“LABORATORY" (LAB).

and i
annotate

this  section
Check whether applicant is a Distinct Part Unit, a Provider Based
Fadlity, Branch, or an entity that fles a Consolidated Cost Report
under another faclity's number. ¥ yes, provide name and Medicare
identification number of the parent provider and complete section
7 for each distinct part unit, provider based facility, branch, or entity
that fies a consokidated cost report under another facility’s number.
The final determination as to whether an entity is provider based or
independent (free standing) wit be made by HCFA pror to
completion of the enroliment process.

K for any bya
practitioner who is an employee or when pevmmed by
a must
of Benefits 18).

sign the
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'c. )y and Non-Ph Groups Only

Complete al tems in this section. Fumish the gioup's legal
business neme. This should be the official name used in reporting

ONB Apprival No. 0938-0685 v
and Business ion, and

All applicants are required to fumish information on all Federal,
State and Local (city/county) professional and business ioems.

10 the IRS. anhmemup:mywwnm
Mdmm«wdmm of

iolmommuatbcn
[Each group member must aisc compiete the HCFA Form

KR to as
is optional. Alarwpmmmom-yli type in appl State (e.g. State medicat
dridually enralied in Medicare. ficense for physician, certification and/or registration for
Nurses, Federi DEA. , Business License, iocal
icense, etc.). The kocal Medicare contractor wilf supply

855G (Individual Group Member Enroliment Application).
Each geoup member must sign Benefits
statement found in HCFA Form 855G (individual Group
Member Enroliment Application).
v'-‘u-. : When this saction,
provide legal businees name of panmnrip, date
parinership was incorporated, and the State where the
pmwwbmm Place "n/a" in the specialty

D. Afi Appiicants

Fumish all names under which applicant conducts mmnm
focation {doing business es name).

Cmmwmﬁmm (l'h-s\merolm.ppiun(
can receive from HCFA and

from the Medicare contractors. This address may be the
lpﬁmfchmnmrmuumomsox.) N?ictmmw
supply fax number and e-mal address

fequirements for appicant’s provider/suppiier
type upon request.

Notarized of wﬂﬁedm'cwmdﬂlelbweinformmn
are optionsl, but may spesd the processing of this
appiication.

Notarized: A naotarized copy of an ofiginal document that

will have a stamp which states *Official Seal” with

ma mmaulme notary public, State, County, and the
the notary's commission expires.

Certified True: Thisis & copy of the ovignal document
obtained from where toriginated (of is stored), and i has
@ raised seal which identifies the State and County in
which & originated or is stoted.

lnlhudndarhdor “certified true* copies of the above
may submita

of Good Standing from the applicant's State

board or other medical associations.

Number(s] and the name(s} of the Cerer -Iﬂor Flecal
Intesrnediary o which applicant most

when appicable, elther their Social Security Number
(SSN) andfor their Employer identificaion Number(s) (EIN(s)).

Note: A¥ edher their Social

pu starting
the EIN 0 be used for Medicare tax reporting to the
@ intnmal Revenue Service.

2. Pay To Address

Snmﬂmmdhmﬂm.mmmmqbenpw

Pﬁymmwiummmmmmmmmm

nmn,orwmmn. of groupipartnership uses to report io the
Secton 1a. (indvk 1b. jon), of 1¢

{wwp)olm‘umpiwﬁnn.

in most circumstances, payment wil be mace in the name of the

lnwmmwmumuvﬂdvmmm
has been completed.

This certificate cannot be more than 30 days old.

WWWMMHCFA requirements for
of practice and the

dates of empioyment.

1f apphcant’s enrolmant requires a State survey and certification,

the spplicant is required to forward coples of State suivey and

certification documents to the Medicare contractar once they are
received from the State agency or Regional Medicare Office.

Note: Temporary icenses are L
once received, a copy of
forwarded to

un this application. However,
the applicant's permanent ieeme must be
the Medicare contractor.

Note: A business license is required for each practice
focation.

4. School infort

supply about the institutior
lrom which applicant received medical, professional, o relatec
degree of training as fequired by appiicant's State. Enclose copies
of diploma, degree or evidence of qualifying course work.

Non-physician mdmnmvm must meet HCFA requirements fo
degree:

of courses of
taken mm

ecicare requirements. See attached kst o
contact the Ioed Medicare representative for instructons o1
type.

TICFA 855 (50



5 Board Certification
If applicant is board certified, supply information requested.
8. Exclusion/Sanction Information

Supply all ion, and, i
copy of the nppie-m reinstatement letter(s).

1. Practice Locationfs)

Complete all Information requested for each location where
applicant will render services to Medicare beneficiaries.

attach a clear

lnamwmwmmmuho‘moromum
care faciities where they render service or have privileges to freat
their patients. Hospitals must kst all off-site clinics, distinct part
unis, and provider based facilities (e.g., sidled nursing faciity, rural
health clinic, etc.) and muli-campus sites. Home health agencies
and hospices must list afl branches.

Note: Lﬁumhdbes controlodbyahospml or other

program. These faciites must eiso compiete HCFA
Form 855 (General Application).

Post office boxes and drop boxes are not acceptable as a practice
location address. The phone number must be a number where
patients and/or customens can reach the applicant to ask questions
or register compiaints. Fumish name of highest ranking
managing/directing employee for this location. If applicable,
provide the CLIA number or FDA certification number associated

with each piece of equipment et each practice location and submit

a copy of the most current certification.

Indicate whether patient records are kept on the premises.
records are not kept at the practice location, supply the name of
the storage mﬂocmon and the physical address where the
records are maintaned. Post Office Boxes and drop boxes are pot
acceptable as the physical address where patient records are
maintatned.

8. Priof Practice Information

If applicant has L supply
requested information. Ind‘cate vmether applcsnt has any

program.

has not o bied the or
continue to Section 8.

2. Managil Emy

Note: This section is not to be compieted with
information referting to biing agency/management
service organization employees (see section 15).

Compilete this section for alf applicants managing/directing
emptoyees including, but not limited to, general manager(s),

or . or other
ial control over the
provlderlsuwiel of who directly or lndreary conduct the day-to-
day operations of the applicant.
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af irecti m| [contini

Note: For large entities, pnly fumish the top 20

Al G should kst the officers along with the
manaamﬂdrodmg employees for each practice location or
p(avlderlsuppie

Supply
smpiuy&es pﬁ and pfesem biling rmnshlps with Medicare.

Suppt/dm:ededmnﬂormnon and, ﬂlpﬁeeble attach
a clear copy of the
fetter(s).

10. Ownership Information

Completa this section for al individuals and/or entities who have an
ownership or control interest in the applicant's business/entity. If
owner is an individual, complete owner name, social security
number and employer identification number. If appiicant is owned
by ancther ently complete legal business name and employer
identification nt Entiies with ownership interest must provide
their legal busmes name(s).

A person or entity with an ownesship or control interest is one that:

- has an ownership interest totaiing 5 percent or more in
the pravider/supplier;

- has a direct, indirect, or combination of direct and indirect
ownership interest equal to 5 percent or more in the
provnderlsuopier where the amounl of an indirect

interest s by iplying the
per: of ownership in each entity (for cx:mpte ii
A owns 10 percent of the stock in a corporation th
owns 80 percent of the provider/supplier, A’s mterest
equatesh) an 8 percent indirect owneﬂhxp interest in the
and must be

- uwns an interest of 5 percent or more in any mortgage,
deed of trust, note or other obligation secured by the
provider/supplier if that interest equals at least 5 percent
of the value of the property or assets of the

ler/supplier,

- is an officer or director of a providet/supplier that is
organized as a corporation; and/or

- is a partner in a provider/supplier that is organized as a
partnership.

Supply all requested information about the owner's past and
present biling relationships with Medicare.

Supply al sanction if
a clear copy of the owner's reinstatement le!tef(s)

Aftach copy the entitys IRS form W-8 pertaining to this
provider/supplierbusiness/entity. The IRS form W-9 will be used
to verify the employer identification number. In lieu of the IRS form
W-8, the applicant may use any official correspondence from the
IRS showing the name of the entity as shown on this application
and the tax identification number

HCFA 855 (3%7)



11. Parent/Joint Venture or Subsidiary information .

If applicant is a subsidiary (wholly or partially owned by another
organization or business), of a joint venture (equally owned by
another izati or busi iete all i
requested in this section sbout the parent company of joint
venture. Attach a copy of parent company’s of other owner’s IRS
W-g form ining to this L i it

12. Chain Organization Infotrmation

This section to be completed by Part A institutional
providerisuppliers ONLY.

If applicant is a chain organization, check appropriate action block
for this chain, then supply al information requested about the chain
home office. -

Note: This sccion apples to al institutional chain

(e.g.,
Laboratories, Portable X-Ray suppliers, Home Health
Agendies, Ambulance companies, etc.) whether they bt
a camier or fiscal intermecgary.
13._Contractor information (Physician and Non-Physician
Individuats)
Note: Section 13 refers to contracting with a physician or
non-physician individual.
It currently with a pi

contractor with whom the applicant does business.

and/or a non
about each

Supply all requested sanction i about the
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e

Billing AgencylManagement Service  Organization
Address {continued!

Note: If appiicant has a relationship with a biling
nt service ization but no written
i gnd biing

service i an
agreementfcontract must be written and furnished with
this application.

Complete all requested information

Mexicare wil only pay a heaith care provider/suppiier benefit in the
providerssupplier name of the entity’s legal business name to a
biling agency or management sefvice ofganization if.

- . the agent receives the payment under an agency
agreement with the providerfsupplier;

- the agent's compensation is not related in any way to the
actual dollar amounts billed or collected;

- the agent's compensation is not dependent upon the
actual collection of payment,

- the agent acts undef instructions which  the
provider/suppler may modfy o sevoke at any time; and

- the agent, in receiving the payment, acts only on the
provider'sisupplier's behalf.

Limited An bk
could exist, e.g., where, for bookkeeping purposes, the appli~ant
has n@s’h_ef checks maied to a biling agent/management service

who is ineligible to receive the payments, and both the
the nt state in writing that the

@

and, if applicable, attach a clear copy of the
reinstatement letter(s).

14. Contractor information (Business Organization(s}

Note: Section 14 refers to contracting with a business
organization.

o il
agent/organization wil forward the checks to the applicant's bank
for deposit into his/her business account on the condition that the
check is deposited in the applicant's bank account and funds from
this account can only be drawn in the name of the appiicant and
the appicant certifies that hefshe will continue this payment
amangement in effect only so long as the applicant has sole control
of the account and the bank is subject only to the applicant's
i b is unsure his/her

It applicant currently contracts with a business ization,
complete ak information about each contractor with whom the
applicant does business.

Supply alt sanction i fon about the
and, # applicable, aftach a dlear copy of the contractor's
reinstatement letter(s).

15. Billing__Agency/Management _Service Otganization
Address

If the applicant currently uses or will be using a biing

senvice ion to submit bills, compiete
all requested information and attach a cument copy of the signed
contract  between the applicant and the biling agency or
management service organzation.

0 the account. If applicant i
billing ag service zation qualifies for this
exception, contact the local Medicare contractor for further
clarification.

Note: Any change in the contract/agreement between
the appicant and the biling agency/management sefvice
corporation must be reported to the Medicare contractor
within 30 calendar days of said change.

Note: See instructions in Section 18 (Reassignment of
Benefits for further i 2 i
Federat requirements for reassignment of benefits

HCFA 55 (597)



"46.1 ni: Claims Submission I n

xmmmmmsecmm or would ike
information about electronic biling, supply a contact name and
phone numbes. The Medicare contractor will be in contact with
further instructions about quaifying for electronic  biling
submissions.

17. Contact

mmenummmmmmw«amm
can be reached to answey the
fumished in this application.

18 1 of Benefits ¢

mmeummmmmmMeMnMwume
individual o enly that directly provides the service: Anyapp&:an!
who afiows another elu\‘.y b receive _payment for

services Boneﬂh
Statement. qummdcwwlwmamymprmme
appication and §mkt the Health Care Finanding Administration's
sbifity to make payment There are, however, a few specific
exceptions (see note).

Nm The appicant is pemitted by Federal law 1o
teassign Medicare benefis 1o an employer, the faciity in
memamorwahmwe
system, The applicant may benefits to

an agent, but only if & meets the requirements found in
42 CFR 42473 (see secton 15 (BiEng
Semoe i Forﬁnmer

beneﬂ!s me uppicent shouid eontad hsﬂm Meciwe
‘before signing

I!enmingmagroupmembel seeHCFAfcrmBSSGg:;

not ocmp{elemlsseaw Use Section 4 of the HCFA
855G (Individuat Group Memher Application).

19. Ceriification Statement

This statement includes the minimurn standards to which applicant
musmelobeenmkdandmmeinmeMedcam

Progrm 28 8 Read th
By signing the certification shﬁemem. applicant aqrees to alt
the fisted in nd may

bedisenmﬂedfmmtheprognmifmymmonsm

violated. The certification statement must contain an

orighll signature. Faxed or photocopied signatures wilt not
be acoepted,

Note: if applicantis applying as an individual, applicant
must Sgn and date the statement. f applicant i applying
@ an organizalion of a5 2 group practice, an suthorized
tepresentative of the organization/group practice
(Officer, CEO, or general partner) must sign the
application. ¥ apul\mnt has more than one authorzed
Tepresentative, furish names and signatures of those
authorized representatives who will be directly invoived
with the Medicare contractor.
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Attachment 1 Ambulance Service Suppliers

Complete all information requested and supply copy(s) of al
applicable §icenses.

Note: ¥ appiicantis curently State icensed and certified
to operate s an ambulance service suppber, attach
copies of ail State documents and skip sections 1 and 2
when completing this attachment.

Acopy of 1se or must be attached
h(hufum. mdmdahlndwndatemwbemd
ontheieenseof ‘Claims wik be paid based on these

WlmdpmwdemoﬁeemthacopyMMemewd
fcense in order to receive payment after the renewal date.

1. Description of Vehicle(s)

Applicant must identify the type (automobie, aircraft, boat, etc.) of

each vehicle(s), and fumish year, make, model, and vehicle

identification number.

Appicants vehicie(s) must be specially designed and equipped for

transporting the sick or injured. it must have customary patient

care equpment Inciuding, but not imited to, a stretcher, clean

dnens, first , oxygen equipment, and it must also have

cuch omu;daymdimngm mmntasrequmb/sme
supply

Suppon (ALS) services, ist 8l the nocessary equlpmem and

provide written of

ficensing and reguiation agency for apokzm’s area o( operation.

Vehicles must be mgulany inspected and reoemfsed according to

ap;imbie State and icensure Evidence of
must be to the i on an
ongoing basis.

Note: Air Ambulance
To qualify for air ambulance, the following is required:

- a written statement signed by the President, Chief
Executive Officer, or Chief Operating Officer that
pives the name and address of the faciity where the

aircraft is hangared, and

- proof that the air ambulance provider/suppher of its
feasing company possesses a valfid charter fight
Sicense (FAA 135 Certificate) for the aircraft being
used as an air ambulance. If the air medical

n company owns the aircraft, the
owner's name on the FAA 135 Certificate must be
the same as the provider/supplier's hame on this
enroliment  appiication. i the air medical
transportation comparny leases the aircraft, a copy of

the lease sgreement must accompany this
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2. Qualification of Crew

The ambdance crew must consist of at ieast two members. Those
crew members charged with the care or handling of the patient
must include one indvidual with adequate first aid training, i.e.,
training at least equivalent to that provided by the standard and
advanced Red Cross first aid courses.  If the ambutance crew wil
provide ALS services, they must st their ALS training courses.

“equivalent” to the standard and advanced Red Cross firet

Training
udeoutushdudenmbulanunmmman experience

acquiredin by the i
o!aeunpambleﬁmadeoursefumﬂmdbyovundame

of State of local an
afire ahospital, a H tion, or other
such quaified organization.

Ap;iuant must enclose a certiicate(s) showing that crew members
have successfully completed the required first aid training, or give
equivalent mitary training

a description of the and where and when
ltwasraaqved Crewmmaonmuem pursue and complete

in with State and
local lcensure laws. Evk of ification must be

to the Medicare contractor on an ongoing basis.
3. Billing Method

Answer al applicable questions regarding biling methods. Supply
the name of the Medical Director and the geographic area the
applicant services.

Note: Paramedic Intercept Services:

- A basic e support (BLS) ambulance supplier may
arrange with a paramedic/EMT organization or ancther
advanced He support (ALS) ambulance wppu« lo
provide the advanced ife support services whie
provides for the transportation component The | BLS
woud bil for the advanced e support services and make
arrangement to pay the organizaton providing the
advanced ffe support services. As an alternative, the
BLS colid amange for the organzation providing the
advanced ife support to be its biling agent.

- if this exists, must
section 15 (Biing AgencyManagement Service
Organization) and submit a copy of the signed contract.

Check appropriate box indicating if applicant bills for nautical miles
or statute mies.

4, Exclusion/Sanction information
if i supply all requ d ion for the of

myowner of employee of the company and attach a clear copy of
form(s).

enroliment application. The name of the pany
leasing the aircrat must be the same as the
providerssupplier's name on this  enroliment
appkcation.




Attachment 2 independent _Physioclogical
. : Laboratories (IPLs}
1. ion of Super

The Information in this section Is required only if applicant's
State requires that a supervising physician be associated
with evety e supewsmg physicians must perforrn their dunes
as Ea

by Stat
physician'is required to be enroled as a Medicare pmde:lsuppﬂer
(complete HCFA Form 855 (General Appiication)).

2 SeMce Pexfom\anoe

Lista CPT 4 and HCPCS ccdes this IPL or its contradors mnd
to perform, supemse interpret, or bil. Describe the setting where

. the servme wendened, and ldenbfy each physxaan who will be
[« P imwur tﬁt resuhs

3 Descrlpﬂon of Servk:e SKte

Comp(ete all requnred mformahon lfoperatmg mobﬂe units, the

vehicles must be regularly inspected and recertified gccording to
erd lieensure taws. Evidence of receriification must be

on‘an ongoing basis.

Enclose cop«es nf all vehicie registrat In addtion,

all applicant’s busi

4. Referral Records

Explain how refenal records, physician's written order and me
name of the 1 who the service are

5. Signature of Supervising/Directing Physician(s}

Each ising/directing physiaan identified in Section 1 of this
attachment must complete and sign this section.
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: e enerd D e S
PLEASE CHECK APPLICABLE BOX {for administrative purposes only}

| Type of Business: () Individual [ Corporation {7 Partnership [ Other (specify)
. PLEASE CHECK APPLICABLE BOX {for administrative purposes only}
|Applicant -
Ensolling As: ] Individual - [ Sole Proprietor . Organization  (“1Group [ Mass Immuntzation Biller Only
PLEASE CHECK APPLICABLE BOX
| Application For: (1 !nitial Enroliment ] Re-cestification [CJ Change of Ownership
[ Enroliment of Addtional Location(s) ] Change of infermation
[Where wil applicant be submitting billings? [_IFiscal intermeiary (lCamer [ Both (OR) ] Regional Home Health intermedian

Appt it
A. individuals ONLY N - .
Check here (o] only if this entire section does not apply to the applicant.

Name; First Middle Last Jr., S, MD., etc.
Offer Name:  First Middle Last Jr. 1., MO, etc.
Residency Status (if applicable) [ resident - 3 intern
Name of Facility Where Resident or interm: . N
Are services rendered in the above seffing part of the applicant's requirements for ion from a formal residency program? [] YES [_1 NO
Primary Specialty (e.g. pathclogy, cardiology. nurse i ete. ired) i Speciatty (i
ender (optional) 3 rale X (3 female
Race/Ethnicity (optional) [ Asian or ] Hispanic [) Black (not Hispanic) [} North American [—] White (not Hispanic)
Asian American or or African-American Indiar: or
Pacific Islander Alaska Native
Date of Birth County of Birth State of Birth Courntry of Birth
{(MMDDAYYYY) . i

B. Organizations ONLY
Check here |- only if this entire section does not apply to the applicant.

Legal Business Name Fiscal Year End Date tncorporation Date (if applicabie)
{MM/OD) {(MMDDYYYY)
Type of Facilty (e.g., hospital, nursing home, clinical laboratary, rester biller, £tc.) T} Accredited

] Non-Accredited

State Where IDate Business Estabiished at This Location Al other states in which

Incorporated:; (MMIDD/YYYY) applicant does business:

s this a provider based facility? [l Yes [1No s this a distinct part unit? () Yes [ ] No
Does this entity fie a cost report under another Medk i fier's humber? [Jves []No

IF YES to any of the above three questions, fumish name of parent provider. Parent Medicare Provider Number

Does applicant operale other units, off-site clinics, or have multi-campus sites of branches? [ Yes 1 No
1f Yes, how many of each? — . other unts - off-site clinics o pus sites branches
Complzie Section 7 for each untt, clinic, site, and/ot branch: operated.

C. Physician and Nen-Physician Practitiyner Groups ONLY {For each group member, complete form HCFA B855G.)
Check here [} anly if this entire section does not apply to the applicant.

Lega Business Name 1Incorporation Date (if appiicable) State Where incorporated
(MWDDAYYYY)
Group's Primary Speciatty (required) lenp‘s Secondary Specialty {if applicable)

HCFA 855 (597) 10f16
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D. All .
Underwhatnanwdosappﬂamwndudmncssatmbsmum7 )

(“Doing Business As” Name)
Mailing Address Line 1

Mailing Address Line 2

City County State ZIP Code + 4

Telephone Number Fax Number E-mail Address

( ) ( )

‘Employer Identification Number (if applicable) 'Social Security Number (if applicable) Medicare Identification: Number(s)
. -

Does applicant now have or has applicant ever had a Medicare or Medicaid provider number in this or any other state?
C1 Yes 1 No [F YES, supply all current and prior information requested below.

Current Carrier Name (if applicable) . Cument Intermediary Name (if applicable) Current Medicaid Number/State (if applicab
Prior Carrier Name (if applicable) _ {Prior intermediary Name (if applicable) Prior Medicaid NumberiState (if applicable)
Current CUA Number (if applicable) Prior CLIA Number (if applicable)

Mailing Address Line 1

Mailing Address Line 2

City State ZIP Code + 4

A!tach acopy of each required Federal, State. andlor Iocal and/or p i ion or
registration. Notarized or “certified true" copies are optional but may speed the processing of this apphcatlon

Has applicant ever had any Federal, Sma,‘ andfor local city Y il andfor i i license,
or registration revoked or suspended? O ves 1 No IF YES, explain below and attach copy of reinstatement letter

Check here O anly if this entire section does not apply to the applicant.

Attach a copy of each degree or certificate. Notarized or “certified tnue” copies are optional but may speed processing of application.

School Name | Graduation Year
(YY)
City lsme Country

Check here J only if this entire section does not apply to the applicant.

if applicant is Board Certified in his/her primary specialty the ing information.
Cettification Board Name Certification Number Effective Date Expiration Date
- (MM/DD/YYYY) (MMDOYYYY)

20116
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A. Has the icant ever bee i from the

or or from any

other Federal agency or program? [J Yes [ 3 No IF YES, supply the following information.

Date(s) of Sanction, Debanment, atc. Date(s) of Reinstatement (Attach copy(ies) of the Reinstatement letter(s))
(MM/DDIYYYY) (MM/DD/YYYY)

B. Have civil monetary penaities ever been levied against the applicant by the Medicare or Date(s} of Penalty
Medicaid program or any Federal agency or program? J Yes [J Ne {amoovyry

IF YES, has penalty been paid? [JYes - ] No

Check here [ if deleting this practice location.

A. How many practice locations does applicant utilize? For each Jocation, copy this page and complete section 7.
B. “Doing Business As" name for this location Medicare Identification Number for this location

. o
Business Street Address Line 1
Business Street Address Line 2
City County State 1ZIP Code + 4
Telephone Number Fax Number E-maif Address
4 ) ( )
Is this location an [] off site clinic? (] dinstinct part unit? [ mutti-campus site? [ branch (3 or none of these?
‘Date applicant began practicing at this location? if applicabie, date appficant ceased practicing at this location?
(MMDDIYYYY) (MMOD/YYYY)
C. "Pay To" address for this practice tocation. {f same as practice location in section 7 B., check here {— ] and skip to section 7 D.
Check here 1 if applicant wants all payments sent to address furnished in Section 2 "Pay To" address.
Mailing Address Line 1

Mailing Address Line 2

City State lzw Code +4

D. Name of managing/directing First Middle Last Jr., Sr,, MD., etc
_employee for this location?
E. CLIA Number for this location (if applicabie) IFDA Mammography Certification Numbes(s)

at this location (if applicable)
F. Are all patient records stored at this practice location? 4 [ 1Yes | | No IF NO, supply storage location beicv
Name of Storage Facility/location

Street Address Line 1

Street Address Line 2

City County State [z1P Code + 4

 Telephone Number Fax Number E-mail Address
{ ) ( )
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Check here ] only if this entire section does not apply to the applicant.
it appli has previ y billed the e or icaid p 1s furnish quested prior practice information below.
For each prior practice, copy and complete Section 8.
Type of Practice Status [ inactive IF INACTIVE, supply date of termination (MM/DD/YYYY)

] Active .
Legal Business Name Doing Business As Name
Medicare Identification Number(s) . IMediwid Number/State | Telephone Number

( )

Business Street Address Line 1
Business Street Address Line 2
City . |coumy State |ZIP Code +4
Was applicanta | _] participating or___ || non-parlicipating provider/suppliet in this prior practice?
Does the applicant have any i with [ IYes [ 1 No

Chieck here 37 if deleting this with this entity.

Effective date of deletion? ______________ (MMDDIYYYY) .
How many ing/directi ployees does ticant employ at this tion?  _ {i i of 20)

For each managing/direbting employee, copy this page and complete Section 9.
A. ldentifying Information

Name: First Middle Lest [ dr. Sc., MD, ete. | Titie/Position
Social Security Number Employer Identification Number (i applicable) IMedicare identification Number (if applicable)
Date of Birth County of Birth State of Birth Coundry of Birth
MMDD/YYYY)
B. Does this Managing/Directing employee now have or ever had a Medicare or Medicaid provider number in this or any other
state? 3 Yes ] No {F YES, supply all current and prior information below.
Current Carrier Name (if applicable) Current Fiscat Infermediary Name (it applicable) Current Medicaid Number/State (if applicable)
Prior Carrier Name (if applicable) Prior Fiscal Intermediary Name (if appiicable) Prior Medicaid Number/State (if applicable)
C. Has this i irecting emp ever i or had interest in other organizations that have bil
or are billing Medicare for services? [ ]Yes [ ] No- IF YES, how many?_______ Complete below for each organization.
Legal Business Name Medicare Identification: Number Employer Identification Number
‘Current Carrier Name (if applicable) Current Fiscal Intermediary Name (if applicable) (Current Medicaid Number/State (if appli
Prior Carrier Name (i applicable) Priot Fiscal Intermediary Narne (if applicable) Prior Medicaid Number/State (if applica
D. Has this managingfdirecting employee ever been i from the i icaid prog or

from any other Federal agency or program? ] Yes [J No IF YES, supply the following information.
Date(s) of Sanction, Debarment, etc. Date(s) of Reinstatement (Attach copy(ies) of the Reinstatement fettef(s))
(MM/DD/YYYY) {MMWDD/YYYY) .
E. Have civil monetary penalties ever been levied against this managing/directing employee by the Date(s) of Penalty
Medicare/Medicaid program or any Federal agency or pregram? [ Yes ] Ne (MMW/DDYYYY)
IF YES, has penalty been paid? ] Yes [nNo

40of 16
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Checkhere = [

if deleting this owners' assoy:[aﬁon wlt‘h'tmg entity.

Effective date of deletion?

- (MMWDDIYYYY)

of 20)

Aow many owners have 5 percent or more ownership interest in this entity?
For each owner, copy this page and complete Section 10.
- Checkhere [ if applicant listed in Section 1A is the sole owner AND attach IRS form W-8, and skip this section
" Applicants must submit a copy of the entity’s IRS form W-9.

A. ldentifying Information

Owner Name: First Middle Last ur. S¢., MD, ete.
Other Name:  First Middle Last r..Sc., MO, eic.
Legal Business Name
*Doing Business As" Name Effective Date of Ownership
. DIYYYY)
Date of Birth Ic«myoralrtn State of Birth Country of Bitth
(MMODYYYY)
‘Social Security Number [Employer identification Number [Medicare kdertificationi Number (if applicable

8. Does this owner now have or has owner ever had a Médicare or Medicald provider number in this or any other state?

£ Yes ] No

IF YES, supply all current and prior information

uested below.

Current Carrier Narne (if applicable) Current Fiscal Intermediary Name (ff appiicable) Current Medicakd Number/State (if applicab!
Prior Carrier Name (if applicable) Prior Fiscal Infermediary Name (if applicable) Prior Mediicald Number/State (if applicable)
C. Has this owner ever i or had in other that have billed or are billing Medicare for
services? [] Yes ] No IF YES, How many?' and the ing for each i

Organization's Legal Business Name

Employer Identification Number

Medicare Identification Number

Current Carrler Name (f appiicabie)

Current Fiscal infermediary Name (if applicable)

Current Medicaid Number/State (if applicab

Prior Carrier Name (€ applicable)

Prior Fiscal Intesmediary Name (if appiicable)

Prior Medicaid Number/State (if applicable)

D. Has this owner ever been
Federal agency or program?

from the. or

[3J Yes [C] No IF YES, supply the following information.

or from any oth¢

Date(s) of Sanction, Debarment, efc.
(MMDDAYYYY)

[Date(s) of Reinsiatement (Attach a copyls) of the Reinstatement ietter(s))

(MWDD/YYYY)

E. Have civil monetary penaﬁes ever been levied against this owner by the Medicare or

Medicald program or any Federal agency or program?

IF YES, has penalty been paid?

[ Yes [ ] No

[ Yes [] No

Date(s) of Penalty
(MWDD/YYYY)

HCFA 855 (5873
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1

Check here

only if this entire section does

=] not apply to the applicant. " - '<

“this entity isa Yy or joint ; check appropriate box below.
[T} Subsidiary Company [] Joint Venture
{s this a free ing site? 1 Yes [ ] No .
Attach a copy of parent 's or other owner's iRS form W-3 ining to this provi il tity.
iF tdiary C or Joint ', the i ion below about the PARENT company/JOINT venture.
Legal Business Name
Doing Business As Name Effective Date of Affiiation
. MMBDYYYY)
Employer identification Number ) Hedicare (dentification Number
Current Carrier Name (if applicable) Current Fiscal Intermediary Name (if applicabie) Current Medicaid Number/State (ff applicable
Prior Carrier Name (i applicable) Prior Fiscal Intermediary Name (if applicable) [Prior Medicald Numbesr/State (if applicable)
Business Street Address Line 1
Business Street Address Line 2
oty Icoumy State 2P Code + 4
Teleptione Number ]Fax Number lE-mail Address
{ } ¢ )

k!
This to be by Part A instituti PrOVi ONLY.
Check here 3 only if this entire section does nct apply to the appticant.
Does the applicant need to register a chain action? {see list below) - 3 Yes ] _No
IF YES, check the appropriate action: {1 Applicant in chain for first time

{3 Applicant in a different chain since last report

3 Applicant dropped out of alt chains

] Applicant in same chain under new chain name

C the ing § ion about the chain Home Office:
Name of Home Office . Effective Date of Linkage
(MMDDAYYYY)

Name of Home Office First Middle Last ur, Sr, MD. etw. | Titie of Home Office

Administrator or CEO: |Administrator or CEO:

Home Office Business Street Address Line t

Business Street Address Line 2

city County isme FP Code + 4

Telephcne Number Fax Number E-mail Address

( ) ( ) .

Chain Number Name of Home Office Intermediary/Carrier

Applicant’s Affiliation to Chair: {1 Joint Venture/Partnership [ Managed/Related [ Leased
o {3 wholly Owned (] Other

Fiscal Year End Date of this Chain Do all the providers/suppliers of the chain use the same Part A fiscal intermediary?

(MM/DD) Yes [ INo

T1Ara nee e 6ol 16
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Check here . {7] - ifdeleting (no longer using} this contractor.

“heck here = only if this entire section does not apply to the applicant.

LiowW many i and non i does the i uze?

For each ician and non phy , copy this page and complete Section 13.

A. Does the applicant contract for any medical or diagnostic services with an § vi p or P practitioner for
which the cost or value is $10,000 or more in a 12-month period? [ ves [ nNe

IF YES, complete the information below for each p and non p with whom the applicant has a contract.
Name; First Middie !Last ., ¢, MD,, ote.

Doing Business As Name Effective Date of Relationship/Reassignment

(MW/DDYYYY)

Bustness Street Address Line 1

Buslness Street Address Line 2

Cy . lsm |zn> Code +4

Teteptione Number IFax Number E-mail Address

( 4 )

‘Sockal Security Number Medicare ldentification Number (if applicable) Date of Birth

) (MMWDDYYYY)

B. Does this contractor now have or has this contractor ever had a Medicare or Medicaid provider number in this or any other
state? ] Yes [] No IF YES, supply all current and prior information requested below.
Current Carrier Name (if applicable) Current Fiscal Intermiediary Name (f applicable) Current Medicaid Number/State (if applicab!
Prior Carrier Name (if appiicable) Prior Fiscai Intermediary Name (f applicable} [Prior Medicald Number/State (if applicable)
C. Has this ever been d from the pl or d, or from
any other Federal agency or program? Yes [ INo IF YES, supply the following information.
Date(s) of Sanction, Debarment, etc. Date(s) of Relinstatement (Attach a copy(s) of contractor's Reinstatement lefter(s)) ~ »
{MMWDD/YYYY) (MMWDDIYYYY)
D. Have civil monetary penalties ever been levied against this contractor by the Medicare or  |Qate(s} of Penalty
Medicaid program or any Federal agency or program? 1 Yes ] Ne (MMWDD/YYYY)
IF YES, has penalty been paid? ] Yes [ ] No

HCFA 855 (5197) Tof16
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Check here ] if deleting (no longer using) this contractor. o
1eck here 1  only if this entire section does not apply to the applicant.

How many i does the applicant use?

For each i copy this pa;je and complete Section 14.

A. Does the applicant contract for any medical or diagnostic services with a business organization for which the cost or vaiue is

$10,000 or more in a 12-month period?

IF YES, complete the information below for each business orga_rﬂzation

CJYes [No

with whom the

has a ganira_ct.

Legal Buslness Name

Doing Business As Name

Effective Date of Relationship/Reassignment
{(MMDDNYYYY)

Business Streef Address Line 1

Business Street Address Line 2

cny.

[~

Ich«mm

Telephone Number
4 )

Fax Numbes
(f )

|Emil Address

Employer Identification Number

Number (if

8. Does this contractor now have or has this

ever had a

number in this or any other

or

state? [ Yes 1 No IF YES, supply all current and prior information requested below.

Current Carrier Name (if applicable) Current Fiscal Intermediary Name (if applicable) Current Medicaid Number/State (if applicat
Prior Carrier Name (if applicable) Prior Fiscal Intermediary Name (if applicabie) Prior Medicaid Number/State (if applicable)
C. Has this ever been ioned from the it or ded, or d from

any other Federal agency or program? ] Yes [ ] No IF YES, supply the foliowing information.

Date(s) of Sanciion, Debarment, efe. Date(s) of Reinstatement {Attach copy(s) of confractor's Reinstatement letter(s))
MMDD/YYYY) (MMDD/YYYY)

D. Have clvil monetary penalties ever been levied against this contractor by the Medicare or  [Date(s) of Penatty

Medicaid program or any Federal-agency of program? [Yes CIne (MM/DD/YYYY)

IF YES, has penalty been paid? Yes

[] No

ing) this billing agt

Check here ] if deleting (no longer using or vice i
Check here (] only if this entire section does not apply to the applicant.
Complete this section if applicant will be using a billing agency or service
Applicant MUST submit a copy of the applicant's current signed billing with this appli
Name of Billing Service Organizati IEmp.oyer Identification Number
Agency/Organization First Middle Last 4. Sc. MD. &
Contact Person Name:
Business Street Address Line 1
Business Street Address Line 2
City State ZIP Code + 4
Telephone Number Fax Number E-mail Address
{ )] ( )
Bof 16
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Check here - ] only If this entire section doés not apply to'the applicant. -
Furnish a contact person in this section if the applicant would like to submit claims electronically.

“ontact Person Name: First Middie Last Jr., St., MD., etc.

Mailing Address Line 1

Mailing Address Line 2

City ' State ZiP Code + 4

Telephone Number R - Fax Number E-mail Address
o ) : . ( ) i

5 -
Furnish the name and telephone number cf a'f about the i in this
ur, 5c,MD, 0. | Telephone Number

Name: © First : - uicdie - |Last
. : ( )]

Check here {01 - only if this entire section does not apply to the applicant.

Medicare law prohibits payment for services to entities other than the practitioner who provided the services unless

* the practitioner specifically authori; other entity (employer, facility, heaith care delivery system, or agent) to
bill for hiis or her services, per Federal Regulation 42 CFR 424.73 and 424.80. The Reassignment of Benefits
Statement below authorizes an entity for which you have an agreement to bill for your services on your behalf,

This contract must be in pli with HCFA regulations, as outlined in 18 of the application instr
A Reassignment of Benefits Statement must be signed by all providers, i and indivi who aliow an
employer, facility, heaith care delivery syst: or agent to ive pay for the provider's services.

1 acknowledge that, under the terms of my employment or contract,
(Legal Business Name of Entity)
is entitled to claim or receive any fees or charges for my services.

Applicant Name (printed) First Middie ILas\ r., Sr., MD., efc.

Date
{(MM/DDIYYYY)

Appiicant Signature (First, Middle, Last, Jr., Sr., M.D., D.C., &tc)

HCFA 855 (5/97) 8of 16
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1. 18 U.8.C. section 1001 authorizes criminal penaities against an individual who in any matter within tt
jurisdiction of any department or agency of the United States knowingly and willfully falsifies, conceals ¢
covers up by any trick, scheme or device a material fact, or makes any false, fictitious or fraudulent
statements or representations, or makes any false writing or document knowing the same to contain any
faise, fictitious or fraudulent statement or entry.

Individual offenders are subject to fines of up to $250,000 and imprisonment for up to five years.
Offenders that are organizations are subject to fines of up to $500,000. 18 U.S.C. § 3571.

Section 3571(d) also authorizes fines of up to twice the gross gain derived by the offender, if it is
greater than amount specifically authorized by the sentencing statute.

2. Section 1128B(a)(1) of the Social Security Act authorizes criminal penalties against an individual wh
"knowingly and willfully makes or causes to be made any false statement or representation of a material
fact in any applicat_ipn for any benefit or payment under a program under a Federal health care program

The offeh¢er is subject to fines of tip to 325,000 and/or imprisonment for up to five years.

3. The Civil False Claims Act, 31 U.S.C. section 3729, imposes civil liability, in part, on any person whe

a.) knowingly presents, or causes to be presented, to an officer or an empioyee of the United States
Government a false or fraudulent claim for payment or approval;

b.) knowingly makes, uses, or causes to be made 6r used, a false record or statement to get a false or
fraudulent claim paid or approved by the Government; or

c.) conspires to defraud the Government by getting a false or fraudulent claim aliowed or paid.

The Act imposes a civil penalty of $5,000 to $10,000 per violation, plus 3 times the amount of
damages sustained by the Government.

4. Section 1128A(a)(1) of the Social Security Act imposes civil liability, in part, on any person
(including an organizatior, agency, or other entity) that knowingly presents or causes to be presented t
an officer, employee, or agent of the United States, or of any department or agency thereof, or of any
State agency. . .a claim. . that the Secretary determines is for a medical or other item or service that th
person knows or should know:

a.) was not provided as claimed; and/or

b.) the claim is false or fraudulent.

This provision authorizes a civil monetary penalty of up to $10,000 for each item or service, an
assessment of up to 3 times the amount claimed, and exclusion from participation in the Medica
program and State health care programs.

5. The government may assert common law claims such as "common law fraud,” "money paid by
mistake," and “unjust enrichment."

Remedies include compensatory and punitive damages, restitution and recovery of the amount
of the unjust profit.

HCFA 855 (597) 100! 16
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: 1. the undersigned, certify to the following:

1.) | have read the of the il and the ined herein is true, correct, and complete. if i become
aware that any information in this application is not true, correct, or complete, | agree to notify the Medicare Contractor of
this fact immediately. ’

2)1 ize the C to verify the inf ati i herein. | agree to notify the Medicare Contractor of
any changes in this form within 30 days of the effective date of the change. | understand that a change in the incorporation
of my organization or my status as an individual or group biller may require a new application.

3.) | am familiar with and agree to abide by the Medicare laws and regulaﬂons thzt apply to my provider/supplier type.

{The i laws and are the |

4.) Neither the individuai practltmner, nor the company, ncr any owner, d:rector, oiﬁcer. employee of the company, or any

by the pany of any of P y is subject to sanction under the

prog! or ¥ or under any other Federal agency or program, or

is pi from p g services to i

5.} I agree that any existing or future overpayment to me by the
withholding future payments. .

6.) | understand that only the Medicare biiling number for the provlderlsuppller who performed the service or to whom benefits
have been reassigned under current Medicare regulations may be used when billing Medicare for services.

prografm may be ped by

7)1 that any P o falsification of any information contained in this application or

: in any {0 i to to or clarify this application may be habi
by criminal, civil, or other i actions i ion of i billing r(s), fines, ities, d.
and/or imprisonment under Federal {aw. .

8.} ! further certify that | am the indivi practiti who is app for the billing number, or i m the case of a business

organization, [ am an officer, chief executive officer, or general partner of the il ion that is ing for the
Medicare billing number.

Applicant Name (printed)  First Middle ILasl 1, 5¢, MD., etc
Applicant Signature (First, Middle, Last, Jr., Sr., M.D., D.O., etc) - Date
: DY)

FOR GROUPS AND ORGANIZATIONS: (Please list all ized Rep ives™ for this group
Check here ] if deleting this representative from this entity.

Authorized Representative Name First |Midd|e Last ir., St.,MD., ets. lTl!lelPosiﬁon
(printed)

Authorized Representative  (First, Middle, Last, ., S7,M.D., D.O., etc) Date
 Signature (MMODIYYYY)

Check here J if deleting this representative from this entity.

Authorized Representative Name First !Middle ILast Lir, St MD. et !dePosition
(printed)

Authorized Representative  (First, Middle, Last, Jr., Sr., M.D,, D.O., etc.) Date

Signature {(MMDDIYYYY)

Check here (] if deleting this representative from this entity.

Authorized Representative Name First Middle Last Jr., S¢., MD., ete. leelPosition
(printed) I I

Authorized Representative  (First, Middle, Last, Jr, Sr,M.D,, D.O., etc) Date

Signature (MWDD/YYYY)

MAEa acc T t10of16
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ATTACHMENT 1 _ B Aopma o Gt s

s appli i d as a Supplier of A Services by applicant's State? [JYes [T]No

iF YES, attach a copy of the applicant's current State license and skip sections 1 and 2 when completing this attachment.

For each-vhicle. attach copy of the vehicl

1. Type (automobile, aircraft, boat, etc.) Vehicle Identification Number

Make Mode! IYear (YYYY)

Does this vehicle have the following:

first aid supplies? [Yes [TINo other safety/life saving equipment? [yes [INo
oxygen equipment? [ _JYes [INo two-way telecommunications radio? {Jyes [INo
warning lighis? ‘Clves [INo mobile communication? [ClYes [TINo
sirens? CJYes [CINo

List other medical equipment this vehicle has.

Does this vehicle provide:
Basic Life Support (BLS)? [JYes [No Land Ambulance? [Cyes [No
Advanced Life Support (ALS)? [ JYes [ _INo Air Ambulance? CJyes [CINo
Emergency Runs? [JYes [INo Marine Ambulance? [JYes [INo
Non-Emergency Runs? {dYes [No
How many crew members accompany this vehicle on runs?
2. Type (automobile, aircraft, boat, etc.) Vehicle Identification Number
Make |Model ’Year YYYY)
Does this vehicle have the following: -
first aid supplies? [Cdyes [N other safetylife saving equipment? {JYes [INo
oxygen equipment? [ JYes [ INo two-way telecommunications radio? [CJYes [JNo
waming lights? ClYes [No mobile communication? [Yes [INo
sirens? CJyes [CINo

List other medical equipment this vehicle has.

Does this vehicle provide:
Basic Life Support (BLS)? [dyes [(INo Land Ambufance? [yes {[INo
Advanced Life Support (ALS)? [ JYes [ INo Air Ambulance? [(OYes [INo
Emergency Runs? [Jyes [INo Marine Ambulance? [CIves [CINo
Non-Emergency Runs? [JYes [TINo

How many crew members pany this vehicle on runs?

HCFA 855 (507
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# training cc by this crew (i.e., First Aid, CPR, ACLS, efc.) and attach copy(s) of - training certificate(s).
Name: - First Middie Last © 7 Jrse o, e, [Social Security Number
List training by this crew ber (i.e., First Aid, CPR, ACLS, etc.) and attach copy(s) of training certificate(s).
Name: First (Middte Last j 1. 5c. M0, etz |Social Security Number

List training completed by this crew member (i.e., First Aid, CPR, ACLS, etc.) and attach copy(s) of training certificate(s).

A. Certified Basic Life Support (BLS) companies complete the following:

“ontact the local Medicare contractor for information on the billing Method that applies in the state where applicant will operate.

Daes company bilf Method 1 (an all-inclusive base rate)? [OYes [No
Does company bilt Method 2 {base rate plus a separate charge for mileage)? [CIYes [INo
Does company bill Method 3 (base rate plus a separate charge for supplies)? CiYes [INo
Does company bill Method 4 (separate charges for services, mileage, and supplies)? [OYes {INo
Is company certified to perform defibrillation? (IF YES, attach cettification.) [CJyes [INo
Does company provide Advanced Life Support (ALS) Services under contract with a

p ic or E ical Te ician (EMT) i oran

Advanced Life Support (ALS) ambulance supplier? CYes [ INo
IF YES, submit a copy(ies) of the signed contractual agreement(s) and complete Section 13 and/or 14, as applicable.
If the pany provides P pt Service, does the contract allow the supplier

of the life support service to submit the Medi claim for the p: dic service and the

transport on the company's behalf under the company's provider number? {CYes [CNo
AIR AMBULANCE ONLY: Do you bill nautical mileage [ or statute mil O 2
Name of First Middle Last .. e, MO, etc.
Medical Director:

What geographic area does c: y serve?

p

REPRTY



195

OMB Approval No. 0938-0685

‘B._Certified Advanced Life Support (ALS) éorh@nies complete the following:
Contact the local Medicare contractor for Information on the billing Method that applies in the state where applicant will operate.

Does company bill Method 1 (an afi-inclusive base rate)? [lYes [INo
Does company bill Method 2 (base rate plus a separate charge for mileage)? [OYes [No
Does company bili Method 3 (base rate plus a separate charge for supplies)? [Jyes [ INo
Does company bill Method 4 (separate charges for services, mileage, and supplies)? [Jyes [No
Does have a with any icipality? TJYes [INo
if Yes, submit copy(ies) of the signed contractual agreement(s).

is certified to p defibrillation? (IF YES, attach certification.) [Jyes [INo
AIR'AMBULANCE ONLY: Do you bill nautical mileage [ or statute mileage [ ?

Name of - Firt Middie: Last 2, S5 MD., .
Medical Director: ) .

What g hic area does ¢o serve?

AT

additional

Copy and co iployees as 1 y- .

miplete-this page for and/or
A. Has the any owner, or employee ever been ioned from the i /Medicaid prog or
-or from any other Federal agency or program? - ] Yes [ ] No IF YES, supply the information below.
“Name: First ‘Miﬂdle lmst . ., WD, otz. | Social Security Number OR

I [Employer il Number

Date(s) of Sanction, Debarment, etc. Date(s) of Reinstatement (Attach a copy(s) of the Reinstatement letter(s))
(MWDD/YYYY) 3 (MMDD/YYYY)
B. Have civil monetary penalties ever been levied against the any owner, or employee by Date(s) of Penalty
the Medicare or Medicald program or any Federal agency or program? [] Yes [ No lwwoorrry

-IF YES, who was the civil monetary penalty levied against?

Name: First IMiddIe Last . St MD. etc. | Social Security Number OR
Employer {dentification Number
Has penalty been paid? [ ] Yes [ ] No

Limem aer o 1401 16
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R ;
iHeaton of S ing s
List all Supervising/Directing Physicians affiliated with this entity.
‘Name: First [micde Last [ Sociat Security Nurber
Medicare Identification Number Cutrent Medicaid Number/State Prior Medicaid Number/State (if applicable)
. [
Name: First Middie Last e, 51, MD, sz, | Social Security Number
Medicare (denfification Nurnber Current Medicaid Number/State Prior Medicaid Number/State (if applicable)
s |(if appiicable)

i
List all Current Procedural Terminology, Version

i

o =
4 (CPT-4) codes or HCFA Common Procedure Cading System codes (HCPCS),

SEE

q

and model number which this entity or its

intend to perform, supervise, interpret, or bill.

CPT-4 or HCPCS Code Equipment Model Number
1
2
3
4
A =
Where will these services be rendered? (Chack all that apply.)” [ Physician's Office (] skitied Nursing Facility {3 Hospital
[ other (Explain.)
‘ili this entity be billing for both the and p p ? [ ves [JIwo
IF YES, fill out the following i ion for each phy who will be performing the interpretations:
Name: First Middle Last Jr.. Sr.MD., ete. | Social Security Number Yitle
Name: First Middle Last Jr., S, MD. otz | Sccial Security Number Title
Name: First Middle Last ur., Sr. MD., ete. | Social Security Number Title
Wili tests be taken by employees or contractors who are licensed or approved by the State in:
X-Ray Techrology, [Jves [Jwno Nursing, or {Jves Cno
Other T1ves [CINO  (IF YESto"Other', explain and give qualifications befow.)
IF YES to any of the abeve, provide the or each empl ficensed or approved:
Name: First Middle Last |Jr. S, MD., etc
Socia! Security Number License Number Licerse lssue Date
(MMOD/YYYY)
Name: First Middle Last |.u‘, 1., MD, etc
Sacial Security Number License Number License Issue Date
|(MMDDYYYY)
Name: First Middie lLast lJr. S0 MO. et
Social Security Number lmense Number License [ssue Date
{(MM/BDIYYYY)

150 16
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() ves (] No

Are ail diagnostic testsiservices at the business
IF NO, is applicant amoblieuntt? [ | YES B NO

= YES, please list the ) dentification (s} for all mobile units and submit copies of all vehicle(s) registration(s).
1 3 S
2 4 5
Is the practice location used for any other purpose? CJ] yes [ NO
IF YES, please answer the following questions:
{s the practice location used for another type of business? [Jyes [] no

IF YES, what type?

Isthe i used for ial purp O ves [J no
IF YES, explain reason for dual use as resid

If above two questions are both answered "no", please explaln the other uses for the practice location.

Does appiicant maintain records of:

the name of the ing or consulting physician who ordered the test(s)? ] ves [ wno
a copy of the physician's written order(s) for the test(s)? (] vyes [J no
the ) of the ici who the service(s)? 3] vyes [] NO
‘F YES to any of the above, lain how the are maintained (e.g., ic, paper, by patient name,

or by physician name, etc.).

Each Supervising/Directing Physician must sign the following statement:

For additional Sup 9 g Phy copy this page and complete Section 5.
1 hereby acknowledge that | have agreed to provide the (IPL Name) with g !
supervisory and/or directing responsibiiities for tests p by this y. i1 my jonship with
the aforementioned IPL, | will report the date of ination to the Medi: C within 30 days of termination.
Prirted Supervising/Directing First IMiddle Iu: 5, 50, 0. .| Titie/Position
Physician:
Signature of Supenvising/ Directing Physician (First, Middle, Last, Jr., Sr., M.D.. D.O., elc)) Date
(MWDDYYYY)

1 hereby acknowiedge that | have agreed to provide the (IPL Name) with general
supervisory and/or directing responsibilities for tests p d by this lab y. i1 my with
the aforementioned IPL, | will report the date of jon to the Medi C within 30 days of termination.
Printed Supervising/Directing First |Midde Last [&.5.MD_mc | Titie/Posttion
Physiian:
Signature of Supervising/ Directing Physician (First, Middie, Last, Jr., S1.,M.D., D.O., etc) Date

- (MWDDYYYY)

U.5. Goverment Printing Ofice: 1987 - 417-620/734

HOFA RS ST 1600 16
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Moedicare
Palmette Government Benefits Administrators

Pust Dofice Pun AN, Cxlumbin, Sowih Carvlin: IEND-096¢
National Suppiisr Cisaringhouse

Becomber 22, 1997

xx
X x

xx
XX, XX xx
Beer Sunplier:

Upen subsissien of veur epplicetion for s Medicars supplier nusber (Form
HCFA~192) to the National Supplisr Clearingheuss, you certitisd yeur company's
osmplinncs with the Medicare supelisr standards. Ws sust runvest the
follewing infermatisn frem yeur company in order to verify complisncs with tha
Nadicere standards:

1.  Pravida a lint of connanies with wham yeu contract with, do husiness with,
or manufacturers sr sther suppliers usad tp ohtain squipnent sr supplise.
The Jist sust include the compeny’s nase, sddreas and telephene nusber(s).

2. Provide e cepy of yeur precadurss for the dalivary snd set-up of
aquipnant or suwppliss.

3.  Provide a cogy of your procadure for receiving and r to
beneficiary comelaints. The telephens number that a baneficiary
should call in came of a cemplaint wust be inoluded ‘in your
procedures.

%. Pravide a liat of companies that perforn, ar you hava centracted with
te parfors, ysur maintsnance of rented squipmant. Inoluds the name of
the csmpany or Sndividual, mddrsss snd telsphone nusbsr for esch cempany
or individusl.

Fervard this inforsation to the Netienal Supplier Cleardngheuss within 35
day2 fros the date of this latter, Failure te respend within the 35-day
perisd will be grounds for ravocatisn of yeur Badicers supsiier billing number.

1f you have sny aquestions concarning this request, plosse call the National
Suppliar Clearinghsuse at (883) 754-8951 .

Thank you.

Milliem T. T. Heod, Dirmcter
Natisnsl Suppiier Clesringheuse
CKEY: XX

OEOD
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THE WASHINGTON POST
Sunday, January 18, 1998

Officials Target
Equipment Fraud

In Medicare

$510 Million Found
In Improper Billing

By Judith Havemann
‘Washiagton Post Staf{ Writer

Almost 8 percent of the billa sub-
mitted for wheelchairs, walkers and
other medical equipment under the
massive Medicare program are un-
justified, according to federal investi-
gators, because of outright fraud or
other inadequacies in the informa-
tion filed.

An investigation of medical equip-
ment suppliers to elderly Medicare
-recipients found that they submitted
pearly $510 million worth of improp-
er bills last year out of a total of $6.5
billion.

Federal officials are targeting the
135,000 suppliers of medical equip-
ment as part of the government’s
latest effort to crack down on Medi-
care fraud. Last year an intensive,
four-state probe of home health care
iounddmuurlywpercentotﬂze
services provided to frail eldesly
Americans under the Medxcare pro-
gram were

Since the home health me cnck

down began, investigato:

mw'ﬂeddsoléﬂlilhnn in ﬁnel, mﬁg
and other paymeats from shady

operators.

The equipment arena has long
been identified as another prime
area for potential fraud, according to
the t
A Florida survey of new entrants
into the field found that 32 of 36
applicants checked at random in the
Miami area were not bona fide busi-
nesses.

Federal officials say the $510 mil-
lion in unjustified bills were discov-
ered in time and never paid, while
another $4 million in improper pay-
meats turned up later and had to be
recovered.

The most recent in & series of
Medicare fraud investigations by the
inspector general looked primarily at
whether businessey existed in the
first place, not whether they had
cheated Medicare patients. But fed-
eral officials said that in the past they
have discovered that shady
tors sell inappropriate or od -
equipment to the elderly, promise’
them that items will be paid for by
Medicare when they are in fact ineli-
gible, and deliver either shoddy
products or none at all,

To reduce the potential for hud
Medicare officials will announce new
rules on Tuesday requiring that
companies supplying such equip-
ment post a $50,000 bond to insure
that they are legitimate, have physi-
cal offices and listed telephone num-
bers, and stop telemarketing prod-
ucts to the elderly.

“There have been a number of
situations where the . . . supplierisn’t
really supplying anything,” said Nan-
cy-Ann Min DeParle, admi r
of the Health Care Financing Adtni
istration, which runs Medicare. '

Equipment suppliers already are
required by law to meet various
federal standards, including re-
sponding to questions and com-
phmts from beneficiaries, maintain-
ing and repairing rental equipment,
honoring warranties and accepting
returns on substandard equipment.

But the recent 12<ity survey of
420 suppliers by the inspector gener-
al's office found that 1 out of every 14
suppliers and 1 in 9 new applicants
did not even have a real address.

In Brookdyn, N.Y., the address one
supplier listed on the application
form was in a building consisting of
four apartments over a laundry. The
company was not listed on the mail-
boxes, and tenants had never heard
of the individual who claimed to be
the principal supplier. The laundry
had been used as a post office box
operation, according to one tenant,
and the phone number was out of
service.

A Florida souvenir dealer whose
shop features alligator skin wallets
and stuffed turtles decided to go into
the medical equipment business be-
cause his brotherinlaw installs
wheelchair lifts on vehicles, he told
inspectors. He had no experience in
the field and maintained no invento-
ry.

Inspectors discovered that other
dealers whose primary businesses
were health spas, golf carts, or even
sports shoes also had received Medi-
care certification to sell medical
equipment.

In some residences. individuals
were inside but refused to answer
the door when investigators knock-
ed, according to the report. Others
“peeked through the blinds, disap-
peared from view and ignored fur-
ther attempts to speak with them,”
according to the inspector general’s
report, which was released in De-
cember.

The proposed new rules, which
have been in the works for more than
a year, will be published in the
Federal Register for public comment
over the next 60 days.
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Senate Permanent Subcommities
Senator Susan M. Collins o0 lovestigations
Chairman ) EXHIBIT # 14
Permanent Subcommittee on
Investigations
United States Senate

Washington, D.C. 20515

Senator John Glenn
Ranking Member

Permanent Subcommittee on
Investigations

United States Senate

Washington, D.C. 20515

Dear Chairman Collins and Senator Glenn:

In light of the hearing being held tomorrow by the Permanent Subcommittee on Investigations, I
want to share with you our increasing efforts to fight fraud. As I made clear at my confirmation
hearing last fall, fighting fraud is one of my highest priorities. Last week, I spent a day in Florida
with Senator Bob Graham getting a first-hand look at anti-fraud activities there and discussing new
ways to fight fraud with law enforcement and our regional staff. We simply cannot tolerate those
who would cheat our beneficiaries and the taxpayers. I am committed to stepping up the
crackdown on fraud begun by the President in 1993.

We already are achieving record ini ing fraud and abuse investigations, indictments,
convictions, fines, penalties, and restitutions. Last year, nearly $1 billion was returned to the
Medicare Trust Fund, thanks to our partnership with the HHS Inspector General, Department of
Justice, and state and local authorities. Medicare alone saved an estimated $7.5 billion in FY 1997 -
- mostly by preventing inappropriate payments - through audits, medical reviews, and ensuring that
Medicare does not pay for claims owed by private insurers.

Just this month we have taken several new steps to combat fraud. One of our prime targets is

durable medical equipment (DME) fraud.

. Last week, the President announced site visits for DME suppliers nationwide. Site visits are
a proven way to thwart scam artists. Of nearly 2000 suppliers visited last year, about one
third were either ejected or rejected by Medicare.

Wliched

. Also last week we p a proposed regulation to tighten standards and strengthen
enforcement against unscrupulous DME suppliers. It requires surety bonds of at least
$50,000, requires firms to have physical offices and listed phone numbers, bans
telemarketing, and takes other steps to fight fraud and abuse.
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. We recently revised the supplier application form to get information that will help us fight
fraud, and mandated training for suppliers on proper billing procedures. We must ensure
that only legitimate suppliers and claims are paid.

Home health is another prime target for us. Earlier this month we set tougher requirements for
home health agencies, including a requirement that they obtain surety bonds. With these new
protections in place, we were able to lift a moratorium announced last September by the Presid

on new agencies entering Medicare, We now ask new agencies about any “related business
interests,” which unscrupulous providers have used to cover up fraud. Later this year we will issue
regulations requiring home care agencies to re-enroll every three years so we can remove those
with integrity or quality problems.

We are expanding our crackdown on fraud and abuse by community mental health centers, as well.
On-site inspections have found patients not receiving the outpatient mental health care they do
need, others getting services they do not need, and unsafe and unsanitary conditions. We suspended
payment to several centers in Florida based on site visit findings, and are now starting site reviews
in other states. We also are seeking legislative authority to bar these services in residential settings,
and to fine providers who falsely certify that a patient needs these services.

The President has just unveiled more initiatives to fight fraud and abuse, including authority to
charge providers a fee so we can do more audits, eliminate excessive payments for certain drugs,
and prevent providers from using bankruptey to avoid paying money back to Medicare.

Beginning next month, a toll-free number will appear on the statements we send to Medicare
beneficiaries so they know where to call to report suspected fraud.

Many of our successes in fighting fraud are due to contractor and regional staff finding problems
and suggesting solutions. In fact, in the case of Russian criminals bilking Medicare through false
billing sch Medi and its ors in New England d a special task force with the
HHS Inspector (General and the FBI, which has identified and stopped four such schemes. As the
President noted in his radio address last Saturday, one of these Russian criminals was in December
sentenced to 30 months in jail and ordered to pay back more than $1.5 million.

We have stopped a great number of unscrupulous dealings but, as you know, there is much more
that we can and must do. The nature of health fraud demands that we continuously find new ways
to stay ahead of those who would misuse Medicare Trust Fund dollars. Ilook forward to working
with you and members of this Subcommittee in this continuing effort.

Sincerely,

Nancy-Ann Min DeParle
Administrator
Enclosure
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RECENT MEDICARE ANTI-FRAUD INITIATIVES

Medicare is taking strong action to combat fraud and abuse in key areas. Our goal is to
make sure Medicare only does business with legitimate providers and suppliers who will provide
Medicare beneficiaries high quality services.

Durable Medical Equipment

]

Medicere concurs with all eight recommendations made in a recent HHS Inspector
General's report, “Medical Equipment Suppliers: Assuring Legitimacy.” Several actions have
already been taken, including expansion of site visits.

Last week, the President announced that Medicare has begun requiring site visits for DME
suppliers before certification on a nationwide basis. Visits by Medicare staff as part of

Operati
purport

on Restore Trust and studies by the HHS Inspector General show that many

ed DME suppliers have only mail drops and no actual offices.

Site visits to two thousand suppliers in five states with the most suspected DME
fraud problems resulted in 650 suppliers being ejected or rejected by Medicare in FY
1997.

Site visits are expanding initially to an additional 10 states this month and are being
expanded nationwide this year.

Medicare proposed a regulation on January 20 to make it more difficult for unscrupulous
DME suppliers to enter Medicare and to strengthen enforcement against such suppliers.

Among
.
.

the new supplier requirements are:

a surety bond of at least $50,000,

a ban on DME telemarketing and a requirement for a physical location with working
business phone at that location,

a prohibition on reassigning supplier numbers, and

criminal and civil sanctions for false information on billing number applications

Other Medicare actions to assure that DME suppliers are legitimate inciude:

requiring periodic training on billing procedures for new and existing suppliers,
eliminating 36,000 supplier billing numbers that had not been used for at least one
year, eliminating the chance they will be exploited by scam operators,

modifying the DME application form to obtain additional information about
prospective DME suppliers, and

secking authority to charge all applicants an application fee that will help us fund
increased enforcement efforts.

Home Health Agencies (HHAs)

Over the last several months Medicare has established new requirements for HHAs. On
September 15, 1997 the President announced a moratosium on new HHAs until Medicare could

1
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implement a range of new rules and management tools that enhance oversight of HHAs and ensure
that new Medicare home health agencies are not “fly-by-night” or low quality providers.

[ The moratorium was lifted earlier this month with the publication of a regulati q
all HHASs that participate in Medicare to:
. obtain a surety bond of at least $50,000, and
. have enough capital to fund operations for the first 3 months.

[ In addition, we have taken administrative steps to require HHASs to:
. reveal “related business interests” that can be the conduit for fraudulent and abusive
activities, and
. serve at least 10 patients before they are admitted to the Medicare program so that
their quality of care can be reviewed. ( We have provided state survey agencies
specific instructions to verify that a new agency has indeed cared for 10 patients
itself, and has not simply “borrowed” patients from an already certified agency. )

o Later this year Medicare will issue regulations to require HFHAS to re-enroll every three
years. And the President has proposed ing a fee on providers so we can do more
audits that help ensure Medicare only pays appropriate provider costs.

Community Mental Health Centers (CHMC)

Medicare has identified significant increases in numbers of CMHCs in states which do not
require licensing of CMHCs for Medicare purposes. On-site inspections have found centers in
which patients do not need services being provided, are not receiving services they do need to treat
their illness, and are being served in unsafe and unsanitary conditions.

3 Site visits in Florida have resulted in suspending payments to approximately 10 CMHCs.
0 We are expanding site reviews to other states.
4] The Administration is seeking legislative authority to:
. prohxb:t outpatient mental health care from being provided in a residential setting,
. impose civil monetary penalties on providers who falsely cestify a patient’s need for
such services.

ON-GOING ANTI-FRAUD INITIATIVES
The Clinton Administration has f d unprecedented attention on the fight against fraud

and abuse. In May 1995, President Clinton launched Operation Restore Trust (ORT) to develop
several innovations in fighting fraud and abuse in Medicare.

o During a two-year demonstration, ORT identified:
. $23 in overpayments for every $1 spent looking at home health care, skilled mursing
facilities and suppliers of DME,
. 2,700 fraudulent health care providers and entities who were then excluded from

2
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doing business with Medicare and other federal and state health care programs.

o Because of its successes, ORT has been expanded to 24 states that will conduct pilot
projects to test alternative approaches to program integrity. This includes projects that will
integrate state survey and certification fonctions with those of fiscal intermediaries so that
the state agencies can review whether Medicare quality and coverage requirements are met.
InFY 1997 these projects identified over $80 million in overpayments which we are now
collecting.

o Medicare has incorporated many of the methods first piloted in ORT to put illegitimate
providers and suppliers out of work. For example, our efforts to fight DME fraud and
abuse in 1997 have produced the following results:

. convicting 59 suppliers on fraud and abuse charges, and
. denying $509.7 million in improper payments before they were made.

° Medicare and its contractors actively work to prevent attempts to defraud Medicare and to
support investigations and pr tons of such defrauders. Many of the successful law
enforcement actions were begun through Medicare contractor and regional office staff’
identification of problems and issues, and through referrals by the contractors to the HHS
Inspector General. In fact, in the case of Russian immigrants bilking Medicare through false
billing schemes, Medicare and its contractors in New England created a task force with the
HHS Inspector General and FBI to investigate and prevent fraudulent incursions in the
Medicare payment system by members of immigrant communities. Since 1996, Medicare
has identified and stopped 4 such schemes.

The Health Insurance Portability and Accountability Act of 1996 (HIPAA) provided powerful new
tools and more than $100 million dedicated to fight fraud. In just one year HIPAA helped retum
nearly $1 billion to the Medicare Trust Fund from collections of fines, judgements, settlements, and
administrative actions. Health fraud convictions are up nearly 20 percent and the number of civil
health fraud cases increased 61 percent.

The Balanced Budget Act of 1997 added more tools we had sought to fight fraud and abuse.
These let us: exclud ] icted of felonies or health related crimes, levy new civil
monetary penalties on hospnals who contract with providers who have been excluded from
Medicare, levy civil monetary penalties on providers who take kickbacks, require applicants to
provide Social Security numbers and employer identification numbers so we can check the
applicant’s histories, and tighten eligibility for home health services so providers can no longer
game the system by certifying that a patient is eligible for home health services simply because they
need blood drawn.

NEW PROPOSALS

Last week, the President unveiled more initiatives to fight against fraud and abuse.
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Beginning next month, the HHS Inspector General's toll-free hotline number for
beneficiaries to report suspected fraud will appear on every statement Medicare sends out
to our beneficiaries.

A package of legislative proposals will seek authority to:

- o o .

charge providers a fee so we can do more audits,

eliminate excessive payments for certain drugs,

curtail abuse of outpatient mental health benefits, and

prevent providers from using bankruptcy to avoid paying money back to Medicare.
use competitive bidding so Medicare does business with those equipment suppliers
who provide the best price and quality,

eliminate loopholes that allow abuse of outpatient mental health services,

create monetary penalties for false certification of the need for care,

take action to end illegal provider “kickback” schemes,

ensure Medicare does not pay for claims owed by private insurers.

# # #
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The Honorable Susan M. Coliins
United States Senate

Senate Dirksen Office Building-8-40-4
Washington, D.C. 20510

Oear Senator Coliins:

The purpose of this letter is to express my concern over the increased scrutiny of healthcare billing issues
and the automatic assumption that all billing errors are attempts to defraud the govemment I respectfully
request that you and your staff gather all of the facts surrounding a specifi ion before
agreeing that fraud has been committed. | woulkd also like to take this opponumty to outline the steps this
institution has taken to avoid billing errors and ensure against anyone in the billing office committing fraud.

Maine Medical Center is a not-for-profit teaching hospital established to provide health care services through
its acute care and specialty care facilities. We have 606 licensed beds, and during our most recent fiscal
year, ended September 30, 1997, we had 28,243 patient discharges, 38% of these discharges were for
Medicare patients. We also saw 64,819 patients in our emergency and urgent care departments. Maine
Medical Center employs over 3,500 peopie and we are strongly committed to serving our community.

As Vice President for Finance and Treasurer, | believe very strongly in maintaining the highest pr ionat
ethics. This includes keeping current with all thatis happenmg in the world of healthcare finance. To assist
me in this goal, { am a member of the Healthcare Fil A iation (HFMA). HFMA is

the professional membership organization for individuals mvolved in the financial management of health
care. HFMA's more than 35,000 members work in a variety of healthcare settings — hospitals, long-term
care facilities, managed care organizations, and physician groups — as wel as public accounting and
consutting firms and other organizations

We are providing educational opportunities for all hospital employees involved in patient billing related
areas. Within the context of a larger organizational ethics initiative, we are in the process of developing
corporate compliance programs in a variety of areas to ensure i li with regulati As
an institution, and as individuals, we make every effort to remain compliant with the multitude of regulations
promulgatad relating to Medi and Medicaid

Healthcare finance is an extremely complex field. This compiexity often causes news reports of alleged
fraud to be misleading. Sometimes “the rest of the story” is missing. However, that “rest of the story” is
eften the very essence of how errors occur.

Maine Medical Center has had some direct experience with the “rest of the story”. tn May, 1997, the United
States Attorney for Maine said “apparently it was common practice in Maine and elsewhere for many
hospitals to double bill for these tests™. This was in reference to a settlement regarding alleged 72 hour
window violations. Due to human error and inadequate guidance from governmental agencies, MMC
i Aly billed approxil 0.01% of its Medicare bills. Given the complexity of the Medicare billing
system and the number of claims we process, | feet this is an indication of how good our performance is
and not in any way an attempt to submit false claims. | hope you agree.

22 Bramhall Streer. Pordand, Maine 04102-3175  (207) 871-0111
A member of the MaincHeabth fannly
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To help you navigate through this complex environment, | invite you to cail me if you have questions about
any healthcare billing issue, Axemanvery HFMA's Knowledge Network™, located in the Association’s
Washingten, D.C., office is avai to answer i fons about healthcare reimbursement or cther
healthcare finance policy issues. Network staff can be read'ued at (800)252-4362, extension 3.

I share your concern that the "bad apples” shouid be d from our professi H L 1 am
concermed that we are all being viewed in this same negative fight. Most of us, and especially Maine
Medical Center, constantly work to ensure that our billing processes are above reproach and that we are
patt of a system that delivers quality care at an affordable price to all of our patients. Therefore, |
respectiully request that you look beyond the news media and review the facts of each particular case.
This will enable you to form an informed opinion about the practice of healthcare finance as it relates to
alleged fraudulent practices.

Thank you for this opportunity to share with you my concems about healthcare fraud and abuse issues and
my profession. if ] can be of assistance to you of your staff, please do not hesitate to calt me at (207)871-

2654

Sincerely,

A %/ -
L
John E. Heye

Vice President for Finance and Treasurer

JEH/dg

C: Robbi-Lynn, Watnik, JD
Heatthcare Fi ial Manag A
Washington, D.C., Office
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Senate Permanent Subcommittee

on Investigations
HOME-CARE 16
EXHIBIT #
ALLIANCE
OF-MAINE

20 Middle Street, Augusta, Maine 04330
207-623-0345  FAX 207-623-7141

MEDICARE FRAUD & ABUSE
POSITION STATEMENT

The Home Care Alliance of Maine membership has a fong-standing commitment to
provide the highest quality of care to the elderly and infirm of our state. Even one
unscrupulous home health provider that fails to maintain the values and ethics that are at
the core of home care jeopardizes the viability of ongoing access to appropriate home

health services.

We recognize that the responsibility for resolving concerns of fraud and abuse lies with
the government, the home health industry, and individual providers. We further believe
that different strategies are needed to clearly distinguish deliberately fraudulent practice
from unintentional errors that can occur in the interpretation of the complex and often

vague rules and regulations in the Medicare home health care benefit.

The Home Care Alliance of Maine firmly believes that fraud and abuse can be eliminated
and errors corrected when addressed by comprehensive and concerted efforts among the
industry, government, individual providers, and consumers. This partnership is critical to
achieve the mutually beneficial goal of assuring integrity in administration of the
Medicare home health care benefit.

We further believe that education of consumers and advocacy groups is central to
ensuring trust in legitimate providers of home health services. It is only through open and
public discussion about the basic structure of changes in the Medicare home health care
benefit that consumers and others can confidently distinguish blatant fraud and abuse
from innocent errors in interpretation and provision of services. Informed consumers and
their advocates can then be reassured by their choice of licensed and certified home health

agencies.

Page 1
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The Home Care Alliance of Maine supports:

1. Zero tolerance for fraud and abuse of the Medicare home health care benefit.

2. Total cooperation with prompt and responsible investigation and resolution of any
errors in interpretation and application of the Medicare home health care benefit.

3. Medicare coverage and reimbursement standards in language that is understandable
and readily accessible to providers and consumers through various means, e.g. federal
depository libraries, state regulatory agencies, trade associations, fiscal intermediaries,
and the Internet.

4. Enhancement of education and training of home heaith agencies through joint efforts
with regulators.

S. Credentialing and competency testing standards for government contractors and
federal regulators responsible for issuing Medicare determinations.

6. Mandatory screening and background checks on all applicants for Medicare
certification as a home health agency.

7. Development and provision of a summary of program coverage requirements for
consumers and prospective consumers of Medicare home health care benefits.

8. Enhancement and increased accessibility of the consumer reporting hotline for
suspected fraud and abuse.

The Home Care Alliance of Maine is committed to working with its membership, state
and federal regulatory bodies, and consumer advocacy groups to ensure the integrity of
the Medicare home health care benefit in Maine.

Page 2
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Senate Pemunen? Sgbcommmu

FOLE ' P

EXHIBIT #
Fiorida Department of P.O. Box 1489 Lawton Chiles, Governor
Law Enforcement Tallahassee, Florida 32302 Sandra 8. Mortham, Secretary of State
(304) 488-8771 Robert A, Butterworth, Atfomey General
James T. *Tim* Moore Robert F. Milligan, Comptrolier
Commissioner Bill Netson, Treasurer

Bob Crawtord, Commissioner of Agriculture

Frank T. Brogan, Commissioner of Education
February 3, 1988

The Honorable Susan Coflins, Chairman
Permanent Subcommitiee on Investigations
The United States Senate

340 Dirksen Senate Office Building
Washington, D.C. 20510

Senator Coffins:

| viewed with great interest your appearance last week on ABC News regarding your
Committee’s efforts at stemming Medicare fraud. As your Committee's summary of ongoing
investigations poaints out, health care comprises about 1/7™ of the nation’s economy and is
subject to a tremendous amount of fraud, waste, abuse, and mismanagement. The Florida
Department of Law Enforcement's recent experience in investigating Medicaid fraud in Florida
has demonstrated that health care fraud frequently is orchestrated by organized criminal
enterprises. | commend you and the Committee in making health care fraud, and particularly
Medicare fraud a major focus of your efforts. | write to suggest a strategy that is very useful in
providing law enforcement, government regulators and honest health care provides a powerful
tool in reducing fraud. We have found that better screening of heaith care providers before they
are approved to handle public funds can, and has, heiped to reduce the likelihood of illegal
activity. You mentioned a similar concern in your ABC news appearance.

To facilitate “pre-approval® background screenings, the screenings must be done in a timely
fashion. This requires an ability to utilize name-based criminal history inquiries as a
prefiminary step to a more formal fingerprint-based inquiry. Our experience in Fiorda in
allowing name-based criminal history inquiries on Florida's criminal history files as the first step
in background investigation efforts has been promiging. A licensing entity can submit names of
prospeclive health care providers by name and a very quick response can be provided
indicating whether there appears to be a Florida criminal history under the name provided. Of
course, a fingerprint-based inquiry is the only true means of avoiding the use of aliases or other
attempts to avoid the identification of one’s criminal past, but this can be done as a follow-up
inquiry. Name based searches provide a good balance between the needs of licensing
agencies and providers to obtain a prompt review of applications and the needs of government
to assure that those approved to provide health care services meet the essential qualifications
under law.

While Florida is able to facilitate name-based searches using our state criminal records, the FBI
does not allow the same for federal records in the NCIC system. Over the last several years, |
have attempted to encourage the FBI to make a policy change to allow name-based federal
criminal history searches, but the FBI has resisted such a change. FDLE's current experience
with the FBI on fingerprint-based background criminat history checks for these purposes
suggests that it will take several months for a response to be received.

Committed to
Service * Integrity + Respect « Quality
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Honorable Susan Collins
February 3, 1998
Page 2 of 2

The Department's experience suggests that perpetrators of fraud move from state to state,
often after having a conviction of record in a previous state. Without a name-based search of
NCIC records, perpetrators can obtain initial approval to operate in a new state and can
practice their well-defined fraud skills with little fear of discovery at least until a fingerprint
background check response is returned. In short, under the current FBI policy, criminals have a
window of three to four months in which they may conduct fraud in a new state with little fear of
discovery. 1 am firmly convinced that the FBI, like FDLE, could allow name-based inquiries and
still continue to assure the overall integrity of the NCIC system. What is needed is a change of
policy within the FBI to facilitate this approach.

It has also been our experience in Florida that health care licensing entities can effectively
utilize the talents of private data management firms to compile information from numerous
sources in a comprehensive report that allows the licensing entity to make a more-informed
decision. Private sector expertise can be valuable to government, too. For example, in Florida,
the Agency For Health Care Administration (AHCA), the entity which licenses Medicaid
providers in Florida, has entered into a contract with a private entity, Data Base Technologies
("DBT") to allow DBT to provide to AHCA a complete report on a prospective provider, including
bankruptcies, civil judgments, problems with associates of the provider, as well as a report
based on the public version of Florida's state criminal history database. To facilitate AHCA's
mission, FDLE has entered into a contract with DBT in which we make available for the sole
use by DBT in preparing its reports to AHCA, our complete public criminal history database.
DBT "runs" by name-based checks, every prospective Medicaid provider, and then continues to
"run” by name on a regular basis all previously-approved providers to determine whether, after
approval, a provider has been convicted of a crime. This innovative public/private cooperation
is another means of better equipping government to ferret out fraud.

When we approach the FBI with similar ideas, we are told that existing federal law will not allow
the FBI criminal history files to pass to private entities, even if the entity is operating under
contract with a law enforcement agency with appropriate restrictions on the use of the NCIC
data. Under current federal law, it would be impossible to expand our AHCA-DBT-FDLE
concept to include NCIC criminal history checks. Clearly, if more information at the time when
one is seeking approval to provide health services is important to preventing fraud and abuse,
changes in federal law and policy are needed. Florida's Senator Bob Graham is drafting a
proposal (copy of draft is attached) that would begin to move the NCIC system toward name-
based checks. | ask you to support Senator Graham's effort in this regard. | will be glad to
expand my ideas and concerns upon your request. Please feel free to contact me at (850) 488-
8771 to engage in more discussion. | wish you and your committee the greatest of success in
your efforts.

es T. Moore
ommissioner

JTM/Ime
cc: He Fred Thomp Cli

Senate Government Affairs Committee

Timothy J. Shea, Director

F ittee on igation
Honorable Bob Graham, Senator
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IN THE SENATE OF THE UNITED STATES

. GRAHAM introduced the following bill; which was read twice and referred

to the Committee on

A BILL

provide States access to certain information in the Na-
tional Crime Information Center of the Department of
Justice.

Be 4t enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. USE OF NATIONAL CRIME INFORMATION CEN-

TER FOR EMPLOYMENT AND LICENSURE.

(a) IN GENERAL.—As soon as practicable after the
date of enactment of this Act, the Attorney General shall
issue regulations to establish a program under which the
appropriate official of a State agency may request the At-
torney General to provide information from the National

Crime Information Center of the Department of Justice
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1 concerning the identity of an individual (without regard

2 to whether that individual has 2 criminal history). The in-

3 formation requested under this subsection may be used

4 only for the purpose of obtaining background information

5 concerning the identity of an individual in connection with

6 the employment or licensing of that individual.

7 (b) REQUIREMENTS.—Under the program estab-

8 lished under this section—

9 {1) the Attorney General may provide informa-
10 tion only to the appropriate official of a State— ‘
11 (A) that has in effect a law that requires
12 that a criminal history eheck (including check-
13 ing the identity and fingerprints of an individ-
14 ual) be conducted for thé employment or licens-
15 ing of an individual; and
16 (B) with respect to which a single State

A7 agency has the primary responsibility for carry-
| 18 ing out a criminal history check referred to in
19 paragraph (1);
20 (2) the checking of the identity of an individual
21 shall be considered to be a preliminary step in 2
22 criminal history check referred to in paragréph
23 (1)(A); ’
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3
(3) the Attorney General shall specify restric-
tions designed to protect the privacy of individuals;
and
(4) a State that violates an applicable require-
ment of this section (including any regulation issued

under this section) may be denied access to the in-

formation described in subsection (a).
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Looknm Glass

A CAGW SPECIAL REPORT

MEDICARE FRAUD

The Symptoms and the Cure

%
1301 Comnecticut Ave., n\v Sulle 400, Waskiagton, 0.C., 20036 (202) 467-5300
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CITIZENS AGAINST GOVERNMENT WASTE

Citizens Against Government Waste (CAGW) is a private, nonprofit,
nonpartisan organization dedicated to educating the American public about waste,
mismanagement and inefficiency in the federal government.

CAGW was founded in 1984 by J. Peter Grace and nationally-syndicated
columnist Jack Anderson to build public support for implementation of the Grace
Commission recommendations and other waste-cutting proposals. Since its
inception, CAGW has been at the forefront of the fight for efficiency, economy
and accountability in government.

CAGW has a national membership of more than 600,000. Since 1986,
CAGW and its members have helped save taxpayers more than $486 billion.

CAGW publishes a quarterly newsletter, Governmenr WasteWaich, and
produces special reports, monographs, and television documentaries examining
government waste and what citizens can do to stop it. .

CAGW is classified as a Section 501(c)(3) organization under the Internal
Revenue Code of 1954 and is recognized as a publicly-supported organization
described in Section 509(a)(1) and 170(b)(A)vi) of the code. Individuals,
corporations, companies, associations and foundations are eligible to support the
work of CAGW through tax-deductible gifts.

Thomas A. Schatz, President
Leslie K. Paige, Vice President of Policy and Communications
Elizabeth L. Wright, Director of Health and Science
David E. Williams, Research Director

1301 Connecticut Avenue, NW
Suite 400
Washington, DC 20036
(202) 467-5300
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MEDICARE FRAUD: THE SYMPTOMS AND THE CURE

Executive Summary

Citizens Against Government Waste's (CAGW) 1995 Medicare Fraud: Tales
From the Gypped exposed and detailed many avenues of Medicare fraud. Since
then, numerous hearings have been held, and legislation, the Health [

Portability and Accountability Act (HIPAA), was passed in 1996 to further
expose and punish those responsible for gaming the system by giving the
Department of Health and Humnan Services (HHS) Inspector General’s (IG) office
additional resources to aggressively combat Medicare fraud. CAGW's new
report, Medicare Fraud: The Symptoms and the Cure, not only documents new
and unsavory examples of fraud and abuse, but offers long-term solutions to
improve the Medicare system itself.

The report addresses major questions surrounding Medicare, including: Who's at
fault for the waste, fraud, and abuse — the system itself, those who use it, or both?
‘Who are the real victims — the taxpayers, the seniors who rely on Medicare, or
those who are expecting to draw down benefits in the future? What is the best
way to cure Medicare's afflictions in the long run? Should the current course of
treatment be continued, i.e., attacking fraud, reducing payments to hospitals and
doctors, and marginally increasing choices for seniors in Medicare services? Or,
is the country ready to embrace more innovative approaches that will allow
seniors to regain contro! of their healthcare choices, rather than deferring to third
parties and the federal government?

This report identifies dozens of examples of waste, fraud, and abuse, which can be
characterized as: civil penalties, criminal penalhcs, klckbacks home healthcare,
nursing-home fraud, laboratory fraud, durabl T fraud, hospital

fraud, and program exclusions. These examples are furthcr graphic proof that, as
long as funds flow generously and indiscriminately from this impersonal and

nebulous source called the government, Medicare will inue to be plagued by
scam artists and crooks, as well as garden variety bureaucratic snafus and
misunderstandings.

In 1995, HHS IG June Gibbs Brown estimated that up to $17 billien, or 10
percent of Medicare funds, were lost each year because of waste, fraud, abuse and
mismanagement.' In 1996, following the first comprehensive audit of Medicare
since its inception 32 years ago, the IG was forced to revise that staggering figure
upward, estimating that the true losses due to fraud, waste, and abuse were closer
to $23.2 billion a year. That is $63 million per day, or about 14 percent of total

e ional O ly, Congressional Monitor, August 1, 1995, p. 7.
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program costs, in net overpayments by Medicare in FY 1996. Almost half (46
percent) of the $23 billion was the result of insufficient or absent documentation.
The IG admitted that her staff was unable to determine exactly how many of the
improper payments occurred as a result of outright fraud and how many were
simply honest human errors.”

Recent high-profile Medicare investigations indicate that the system may be as
much, if not more, to blame as healthcare providers. While there are certainly
plenty of unscrupulous individuals bilking Medicare — and the examples offered
in this report will rightly outrage the public — there are genuine disagreements
between the Health Care Financing Administration (HCFA) and providers, and a
significant number of these discrepancies grow directly out of misinterpretation of
vague and sometimes conflicting HCFA guidelines.

HCFA has admitted that “the best hospitals can do is to be paid for their costs of
furnishing services; they can also be paid less than costs, but they cannot make a
profit even if they are extremely efficient.” This no-win situation naturally drives
Medicare providers to seek the highest possible reimbursements and encourages
even the most law-abiding among them to stretch the rules as far as possible.
Some providers conjure up ever more creative techniques to fraudulently squeeze
out additional dollars. Further, Medicare’s price control system is ineffective and
may reduce the quality of healthcare services available to beneficiaries. In fact,
the Balanced Budget Act of 1997, with its short-term “fix” of further lowering
reimbursement rates for providers, will only exacerbate this problem.

This helps explain why attacking fraud alone, although a laudable goal and the
government’s only bulwark against the appalling abuses of the system, will never
solve Medicare’s problems entirely. Medicare needs much more than a vigilant
IG to ensure its long-term viability.

Seniors are not the only players in the Medi debate. Legislators, law
enforcement officials, lawyers, healthcare providers, healthcare consultants,
accountants, and bureaucrats all have a stake in the outcome. Ironically, two
groups — members of Congress and HCFA employees — wield a disproportionate
percentage of power over which healthcare procedures will be covered by
Medicare and at what cost, despite the fact that few of them are healthcare
professionals.

Their decisions are heavily influenced by the well-organized and well-financed
lobbying efforts of hundreds of special interest groups. Members of Congress are
under a constant barrage from groups demanding changes to the Medicare laws

? Department of Health and Human Services (HHS), Office of the Inspector General (OIG), Report on the Financial
Audit of Health Care Financing Administration for Fiscal Year 1996 (HCFA Financial Audit), July 1997, p. 5.

? June Gibbs Brown, Inspector General, Department of HHS, Audit of HCFA Fiy ial Si — Testis

before House Committee on Ways and Means, Subcommittee on Health, June 17, 1997.

* Susan Horn and Robert Goldberg, “A Sickly Approach to Medi " The Washi Post, July 1994,
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that address their special causes, di or constituencies. Expensive legal
advisors must, in tum, be retained by hospitals, healthcare professional
associations, trade groups and other organizations to interpret the impact of these
new laws on their ability to deliver quality healthcare to their patients. And
finally, accountants, consultants and healthcare insurers must also pore over the
45,000 pages of convoluted Medicare regulations to determine which medical
procedures they can bill for and for how much.

Medicare not only encourages providers to stretch the limits of reimbursement to
recapture as many of their costs as possible, it also offers patients little incentive
to question excessive costs or report overpayments. Because there are no rewards
for delivering high quality healthcare or improving efficiency, there are no “up
front” incentives for providers to control costs. Instead, there are “back-end”
investigations and billing disputes, well after the money has disappeared, and lack
of attention to the root causes of the problems. In this insidious cycle, more
dollars are reprogrammed and committed to investigations, and regulations are
constantly made more plex and vulnerable to misinterpretation, abuse, and
litigation. This, in turn, leads to still more insistent calls for crackdowns and
investigations,

These problems will multiply as technology and advances in medicine continue to
outpace the government’s ability to write and enforce new rules and regulations.
Many of the newest and most innovative medical techniques are not even
recognized or covered by Medicare, which means that seniors do not have access
to all of the same high quality treatments under Medicare as patients under the age
of 65. Medicare trails the private sector in using both managed care and
heaithcare outcomes to control unnecessary medical spending. The only way to
control expenditures in this type of catitlement program is to specify in advance
exactly what price the government will pay for each and every service rendered. A
lumbering, monopolistic bureaucracy like Medicare is simply not nimble enough
to keep up with a rapidly evolving industry that offers many different types of
services, products, and treatments,

Real change in Medicare will only come about when the power to make

* healthcare decisions is taken away from politicians, bureaucrats, lawyers,
consultants, and accountants, and placed into the hands of those who depend upon
the program. The Balanced Budget Act of 1997 was a good start in providing
seniors with more choices and more control. But it does not address the core
problem: Medicare will begin to slide into bankruptcy in 10 years, as the baby
boomers begin flooding the program. The commission created by the Balanced
Budget Act must confront this immediate crisis head-on by taking bold steps.
CAGW concurs with U.S. Rep. Pete Stark (D-Calif.), who recently wrote
“Medicare beneficiaries deserve the best we can offer — quality care at an
affordable price with strong protections against unscrupulous providers.”

* Congressman Pete Stark, “Letter to the Editor,” The Wall Street Journal, September 11,1997,
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Waste, Fraud and Abuse - The Continuing Saga

Medicare was created in 1965 to provide healthcare insurance benefits to the aged
and other eligible populations who might not otherwise be able to afford decent
health insurance coverage in the event of injury or illness.

Medicare Part A provides hospital and other institutional coverage for eligible
disabled persons and persons 65 or older. This coverage is premium-free and is
financed through mandatory payroll taxes. Part A is commonly referred to as the
hospital insurance program.

Medicare Part B, Supplementary Medical Insurance (SMI), is an optional program
that covers most of the costs of medically necessary physician and other services.
Allpersons 65 years or older can choose to enroll in the SMI program by paying a
monthly premi Even though this is a vol y program, non-participating
taxpayers finance approximately 75 percent of the spending.

HCFA administers Medicare through more than 70 private claims processing
contractors (who are really in control of the system). Healthcare providers and
beneficiaries are paid by these companies, which also receive tax dollars to cover
administrative expenses (approximately $1.2 billion in 1996). According to the
General Accounting Office (GAO), HCFA processed more than 800 million
claims in 1996.° The sheer volume of the claims processed allows incidents like
the following to occur:

e After unsuccessfully pleading insanity (claiming psychotic delusions
caused him to overbill), a Boston, Massachusetts, psychiatrist was
sentenced to 46 months imprisonment and fined $1 million for Medicare
and private insurer fraud, obstructing justice, and intimidating a witness.
The psychiatrist attempted to get patients to lie for him and even
threatened to make public the medical records of a family member of one
of the patients if she didn’t lie to the government. The witness refused to
be intimidated and testified against him.’

In 1995, the GAO warned that, “Medicare pays more claims with less scrutiny
than at any other time over the past five years.” Two years later the situation is
not much better:

[Plroblems in funding program safeguards and HCFA's limited oversight
of contractors continue to contribute to fee-for-service program losses.
While HCFA expects a major system acquisition project to reduce certain

* GAO, High Risk Series: Medicare (GAO/HR-97-10), February, 1997, p. 15.

7 Department of Health and Human Services (HHS), Office of Inspector General (OIG), Semiannual Repori, April
1, 1996 — September 30, 1996, p. 15.

* GAO, High Risk Series: Medicare Claims, February, 1995, p. 7.
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weaknesses, the project itself has several risks that may keep HCFA from
attaining its goals. In addition, the managed care program suffers from
excessive payment rates to HMOs and weak HCFA oversight of the
HMOs it contracts with.

The 1996 HHS audit identified HCFA's four internal control weaknesses that
hinder Medicare from tracking its money: there is no process to estimate a
national error rate for improper payments; no acceptable method for estimating
Medicare accounts payable; no integrated financial reporting system to properly
account for Medicare accounts receivable or other financial management and
reporting issues; and deficient electronic data processing and controls relating to
security access, system application development, and service continuity.'®

The anti-fraud provisions passed by Congress in FY 1996 made significant

hanges in the oversight of Medicare fraud. HIPAA (also referred to as
Kassebaum-K ennedy, after its Senate co-sponsors) contained increased funding
for IG activities, along with provisions that will enable the government to recoup
more of its losses. The Balanced Budget Act also contained measures to stave off
Medicare’s financial failure until 2007. Congress chose to carve out the bulk of
the savings over the next five years, $115 billion, by once again reducing
payments to doctors, hospitals, and other healthcare providers.

Combating Health Care Fraud

Since 1995, the HHS IG’s office has stepped up its attacks on Medicare fraud.
That year, the department established Operation Restore Trust in California,
Florida, Illinois, New York, and Texas, to target areas of waste, fraud, and abuse.
HHS joined forces with multiple federal and state agencies to examine the
acﬂvmes of| home healthcare agencm nursing homes, and durable medical

A g to Michael Mangano, HHS's principal deputy
mspector genexa! the IG evenmally expects to recover about $1.1 billion through
criminal cases and civil settlements." This is an enormous increase over last
year’s collections, which totaled $205 million (the IG collected $69.8 million five
years ago). That figure does not inciude any collections that may accrue as a
result of the IG’s ongoing investigation of Columbia/HCA, the largest tax-paying
hospital chain in the country.”?

In May 1997, the IG’s office reported that for every doliar spent on Operation
Restore Trust, $23 was recovered. It identified more than $187.5 million in fines,
recoveries, settl audit disallo , and civil monetary penalties. There
are still hundreds of pending cases. B of the program’s success, HIPAA

® GAO, High Risk Series: Medicare, February, 1997, p. 8.

'* Department of HHS, OIG, HCFA Financial Audit 1996, July 1997, p. 2.

¥ David S. Hilzenrath, “Bold Scams Bilk Medicare of Billions,” 7he Washington Post, August 8, 1997.

"2 Greg Jaffe and Eva Rodriguez, “In Hospital Probes, a New Focus on Bottom Line,” The Wall Street Journal,
September 12, 1997.
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will double the IG's appropriation over the next seven years and the operation will
be expanded to include specific targets in all 50 states. Eventually, it will be
applied in all 50 states and throughout all Medicare program areas.

Tracking and punishing fraud, of course, are vital parts of administering any
government program. And, as a result of some of new laws governing Medicare,
they have also become more lucrative. But there are risks. Recent congressional
hearings on the Internal Revenue Service (IRS) should serve as a cautionary tale
about what can happen when federal law enforcement officials exceed their
authority in response to financial or other incentives.

According to The Wall Street Journal, almost all 187 hospitals in Ohio recently
received letters from federal officials accusing them of overbilling Medicare for
blood and urinalysis tests. The letters then offered settlements in lieu of

p jon.” Investigations and audits must not become institutionalized
government shakedowns.

Civil Penalties for False Claims

Congress enacted the Civil Monetary Penalties Act to empower the IG to impose
penalties and assessments against healthcare providers who submit false or
improper claims to Medicare and state healthcare programs. The law allows the
government to try to recover money lost through illegitimate claims and to impose
additional penalties, if necessary. The IG may now also direct companies found
to have engaged in improper billing or other transgressions to enter a corporate
integrity program and submit to increased scrutiny in order to remain in Medicare.

The IG is currently monitoring 70 such corporate integrity programs, from smalil
physician offices to large laboratory corporations. Most supervision lasts for 5
years and compels active participation by the provider to certify that itis
operating within HCFA regulations and the parameters established by the plan.
Failure to comply may result in lengthy, or permanent, exclusion from
participation in Medicare.

The following are recent examples of civil cases and their settlements:

e A Massachusetts laboratory agreed to pay $6.67 million to settle charges
that it overbilled Medicare. According to the IG, the laboratory routinely
billed Medicare for a serum iron test wh r a physician requested a
standard panel of tests, even though the iron test was not specifically
requested. The laboratory improperly collected more than $3.35 million
from Medicare for the unnecessary tests."

" 1dem.
* HHS, OIG, Semiannual Report, April 1, 1996 - September 30, 1996, p. 12.
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o A New Jersey corporation performing X-ray and electrocardiographic
services used subsidiaries in Massachusetts and Pennsylvania to illegally
bill in regions where reimbursement rates were higher. The corporation
agreed to pay 52.1 million to settle the case, and the president and vice
president of one subsidiary pled guilty for their involvement in the
scheme.”

»  After submitting false claims to the Medicare and Medicaid programs for
experimental cardiac devices that were not FDA-approved, a California
hospital paid nearly $1.3 million to resolve its civil liability."*

o Inearly 1997, four Georgia healthcare providers agreed to pay $2 million
to settle allegations of Medicare fraud. According to the Justice
Department, California-based Apria Healthcare Group Inc. used sham
consulting contracts to give kickbacks to physicians in exchange for
referrals of Medicare patients. Apria, one of the nation’s largest suppliers
of medical equipment and oxygen, agreed to pay $1.65 million. The other
companies involved were Georgia Lung Associates, which agreed to pay
$346,000; Pasa del Norte Health Foundation of El Paso, Texas, which
agreed to pay $20,000; and Physicians Pharmacy Inc. of Georgia, which
agreed fo pay §4,000.7

« Between 1991 and 1993, a Philadelphia psychiatrist and his wife filed
numerous false Medicare and Medicaid claims by billing for therapy that
was not provided, for unsupervised treatments, and for more therapy units
than were provided. The psychiatrist attempted to destroy records when
federal investigators searched his office. The couple agreed to pay a
$500,000 settlement and entered a corporate integrity program. "t

® A New Jersey medical supply company paid $330,000 to settle charges
that it billed Medicare for expensive, custom-fitted “spinal body jackets”
that were actually little more than seat cushions provided to nursing home
residents."” .

« Pennsylvania-based Mediq Inc. and its subsidiary, ATS Inc., agreed toa
settlement in which ATS and its president pied guilty to concealinga
felony and ATS agreed to pay $2.1 million in fines. The settlernent was
the result of a whistlebl 1 it, which exposed illegal cross-billing
of portable EKGs and portable X-rays. ATS billed services performed in

** HHS, OIG, Semiannual Report, October 1, 1995 - March 31, 1996, p. 14,

* fdern.

¥ Bill Rankin, “Medicare Fraud Case Settled for $2 million,” Atlanta Journal-Constitution, February 6, 1997.

" HHS, OIG, Semiannual Report, October 1, 1995 — March 31, 1996, p. 15.

¥ Alice Ann Love, “Medicare Crackdown tn Target 12 New States,” The Orange County Register, May 21, 1997,
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one carrier’s jurisdiction to a carrier in another jurisdiction where
reimbursement rates were higher.®

Criminal Penalties

Medicare fraud is often tried as a criminal offense, and a conviction can lead to
jail time for the perpetrators. Recent criminal convictions for Medicare fraud
include the following cases:

A former Colorado heart surgeon was convicted of Medicare and
Medicaid fraud for billing for heart bypasses he never performed. The
surgeon was sentenced to 30 days’ incarceration, 3 years’ probation, and
200 hours of community service. Total restitution, fines, and damages
recovered totaled $30,000.*'

An Oregon opthamologist pled guilty and was sentenced to 2 years’
probation and fined $10,370 for submitting false claims for medicaily
unnecessary cataract surgeries. Though his patients had near-perfect
vision prior to surgery, the opthamologist gave the hospital false
information about the patients’ true visual abilities. He subsequently
surrendered his medical license and declared bankruptcy.”

The owner and chief executive officer of Georgia’s largest home
healthcare agency pled guilty to charging Medicare and Medicaid for
campaign contributions, phantom employees, and personal vacations. She
was sentenced to 33 months in prison, followed by 3 years’ supervised
work release, including 200 hours of community service. She was fined
$25 million and ordered to pay $11.5 million in restitution. The
company’s former vice president was fined $75,000, had to repay
$710,000, and was sentenced to 151 months incarceration followed by 3
years’ probation. The agency’s former risk manager was ordered to repay
$710,000 and received 97 months’ incarceration and 3 subsequent years of
probation.”

A joint audit and investigation revealed that a California nursing home
owner had billed Medicare for nonexistent medical supplies and filed false
cost reports. The former owner was sentenced to more than 11 years in
prison and was ordered to pay more than $3.5 million in fines, restitution,
and special assessments. Two former Medicare carriers and two former
employees also pled guilty and were sentenced after they testified against
the owner.

¥ U.S. Department of Justice, Department of Justice Health Care Fraud Report: Fiscal Years 1995 - 1996, p. 25.
3 HHS, OIG, Semiannual Report, April 1, 1996 — September 30, 1996, p. 16.

2 fdem.

2 HHS, OIG, Semiannual Repors, October 1, 1995 — March 31, 1996, p. 19.

* Ibid, pp. 19-20.
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e A laboratory clerk and her husband (the president of the lab y) used a
fraudulent passport to set up a laboratory. The clerk and her husband
submitted more than 700 claims for 416 beneficiaries (many of whom
were already dead) and collected $330,000 over a 60-day period. One of
the “referring physicians” had been dead for 2 years. The wife was
sentenced in Florida to 9 months in prison, 2 years’ supervised release,
and ordered to pay a $50 special assessment. The husband was arrested
after trying to withdraw $200,000 from the corporate account and was
sentenced to 10 months in prison, 3 years probation, and ordered to make
restitution of $115,800.”

o After pleading guilty to submitting false claims for complex procedures
that he did not perform, a California urologist was sentenced to 24 months
in prison. Before the sentencing, he agreed to pay $440,000 in damages
and penalties. The urologist will be barred from participation in Medicare
for 10 years due to the egregious nature of his crimes. For example, he
performed invasive procedures that he admitted were not medically
necessary. He has also surrendered his medical license.™

* While employed by a doctor as an office manager, a Texas woman
submitted false claims for a personal friend, even though no services were
performed. The two split the proceeds when the checks came in. The
office manager was sentenced to a year and a day in prison and ordered to
make restitution of $41,500. The friend was sentenced to one year
probation and fined $2,550.

» A former IRS mail clerk was sentenced to five months in prison and five
months’ home confi with el ic monitoring, followed by one
year supervised release, for impersonating a federal officer, intimidating a
witness, and obstructing a Medicare fraud investigation. Before becoming
an IRS employee, he had worked for an ambul company that was
being investigated for fraudulent Medi billing. During that
investigati 1 company employees revealed that the man had
claimed to be an IRS agent and had threatened at least one of them with a
tax audit if he cooperated with authorities.?

« A psychologist in Pennsylvania was sentenced to 6 months’ home
detention, 12 months’ probation, and 300 hours of community service for
mail fraud. Over a 4-year period, she billed Medicare for more than 700

3 hid, p. 21.
* HHS, OIG, Semionnual Report, October 1, 1996 - March 31, 1997, pp. 21-22.
i’ HHS, OIG, Semiannual Report, October 1, 1996 — March 31, 1997, p. 23.

* Idem.
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services that were never provided. The Medicare loss was estimated at
$113,000.7

» Blake Alan Wimpee was sentenced to 18 months in prison for submitting
false claims to Medicare. Between 1994 and 1996, Mr. Wimpee billed
Medicare for 28 power wheelchairs when he actually provided electric
scooters instead. As a result, Medicare overpaid the San Angelo, Texas
businessman by more than $82,000.%

» In 1996, Ronald W. Nemeroff pled guilty in U.S. District Court in
Newark, New Jersey, to paying kickbacks of $36,000 to get $145,000
worth of Medicare-funded orders for equipment.”

Kickbacks

Many businesses use referrals as an integral part of their day-to-day operations to
meet customer needs and provide specialized medical services that are not part of
their expertise. The healthcare system is especially dependent on referals
because there are so many medical specialty areas. A referral becomes a kickback
when patients are referred in exchange for anything of value. Both parties, the
giver and the receiver, share culpability under the law. Medicare requires that
referrals be made in the best interest of the patient and without financial gain by
either party.

Medicare’s anti-kickback statute *penalizes anyone who knowingly and willfully
solicits, receives, offers or pays remuneration in cash or in kind to induce or in
retumn for:

» referring an individual to a person or entity for the furnishing, or arranging
for the furnishing, of any item or service payable under the Medicare or

Medicaid programs; or

» purchasing, leasing or ordering, or arranging, for or r ding the
purchasing, leasing, or ordering of any good, facility, service or item
pay i, uﬂdCrthe" 4. 0!'" FH ';r gr 132

The following are recent examples of Medicare kickback schemes:

» In the first case initiated under the anti-kickback law, a group of
cardiologists in a Massachusetts hospital, who are not permitted to bill
Medicare for interpreting coronary angiograms and ventriculograms,
gained the illicit cooperation of a group of radiologists, who agreed to pass

® idem

®A iated Press, “Medi pplicr Gets Prison Time for Fraud,” San Antonio Express-News, June §, 1997.
** Jerry DeMarco, “Guilty Plea in Kickback Scheme,” The Record, September 25, 1996,
T HHS, OIG, Semiannual Report, April 1, 1996 — September 30, 1996, p. 17.

e £
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the bills through to Medicare. The hospital paid agreed to pay $177,000 in
restitution.”

« Tony Abad, a 43-year-old Florida X-ray and ultrasound technician who
owned and operated Physicians Choice Diagnostic Service Inc., was
charged with 24 counts of paying illegal kickbacks for Medicare
business.*

s Two brothers were found guilty by a New York jury for conspiracy related
to fraudulent Medicare claims. The brothers visited senior citizen
highrises and conducted health fairs where they coaxed Medicare
beneficiaries into revealing their Medicare identification numbers.- The
brothers then used the numbers to forge certificates of medical necessity to
two durable medical equiy {DME) companies. The companies then
billed for equipment, much of which was never supplied, costing Medicare
$750,000. The brothers received “commissions™ based upon the cost of
each piece of equipment.®

¢ Five owners of licensed branches of the Florida Impotence Clinic Inc.
were indicted for receiving kickbacks for referring Medicare patients to
medical equipment manufacturers and service providers.™

« A former salesman for a New York DME company was sentenced to four
months in prison, followed by 2 years’ probation, and §13,500 in
restitution fines for Medicare fraud conspiracy. The sal recruited
patients for his father, 2 semi-retired podiatrist, in return for the patients’
Medicare identification numbers and signed certificates of medical
necessity. The salesman then turned around and sold the certificates to his
employer. The father was sentenced to three years probation and four
months home confinement for billing Medicare and private health
insurance for treatments not done and visits not made.”

* Physicians First Choice and Somed Company, both owned by Frank J.
Lopez of Clearwater, Florida, are accused of paying clinics for Medicare
patient referrals and then including the payments in their charges to
Medicare. The government is seeking triple damages on 17,000 false
claims that Lopez’s companies submitted, for a total of $170 million in
punitive damages.”

# jdem.

3 Mark Albright, “Medicare Fraud Inquiry Spreads,” St. Petersburg Times, August 1, 1997,
33 HHS, OIG, Semiannual Report, October 1, 1995 ~ March 31, 1996, p. 22.

% Mark Albright, “Medicare Fraud Inquiry Spreads,” St. Pefersburg Times, August 1,1997.
1 HHS, OIG, Semiannual Report, October 1, 1995 — March 31, 1996, p. 23.

* Mark Albright, “Medicare Fraud Inquiry Spreads,” St. Petersburg Times, August 1, 1997
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Home Healthcare

Home healthcare is a rapidly growing industry that allows seniors to receive care
in their own homes for less than the cost of hospitalization or nursing home care.
Unfortunately, it has become rife with fraud and abuse. A recent government
audit found that 40 percent of home healthcare visits reimbursed by Medicare in
California, Illinois, New York, and Texas do not qualify for reimbursement.
Another IG report uncovered the fact that 25 percent of home healthcare agencies
certified to participate in Medicare have defrauded or exploited the program at
one time or another. Medicare spends $17 billion per year on home healthcare
services.”

Ironically, it was Medicare’s policies that helped spawn the huge explosion into
home healthcare spending. Much of the technology that has been developed in
recent years allows many medical procedures to be performed at home, often by
patients themselves. Medicare deliberately offered generous payments for home
healthcare, based upon the fact that caring for someone at home is less expensive
and more desirable for seniors than admitting them to a hospital. But in the
process, Medicare allowed for unlimited payments for a wide variety of home
healthcare services instead of capping prices as it has for in-hospital care.

The Balanced Budget Act passed this year by Congress will require home
healthcare agencies and other post-acute healthcare providers to move from
Medicare’s current cost-based reimbursement system to the prospective payment
system (PPS) by 1999. It is believed that under PPS, hospitals will no longer
have the incentive to shift acute-care costs to home healthcare operations.*

After years of promoting the expansion of home health care agencies and then
failing to exercise oversight, the Clinton Administration has finally taken steps to
address the problem by announcing a moratorium on the acceptance of new home
healthcare agencies and by a doubling of the number of investigators assigned to
examine agencies’ activities. This is the first time since Medicare was
implemented that a whole section of the healthcare industry has been barred from
admission to the program. The moratorium will put the brakes on what has been
one of the fastest growing segments of the healthcare industry -- Medicare was
accepting an average of 100 new home healthcare companies each month.
Furthermore, currently certified home healthcare companies will be required to
reapply for admittance to remain eligible to receive Medicare reimbursements.*

In Florida alone, the IG found that:

* Testimony of George F. Grob, Deputy Inspector General for Evaluation and [nspections HHS Office of Inspector
Geaeral, Hearing before the Senate Special Committee on Aging, July 28, 1997,p. 1.

* Chatlotte Snow, “Home Health Heats Up," Modern Healthcare, August 18, 1997, p. 30.

“! Amy Goldstein, “President Acts to Curb Home Health Care Fraud,” The Washington Post, September 16, 1997,
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o In Miami Lakes, 24 percent of claims did not meet guidelines: 11 percent
were for 145 services that were not ble or v, 9 p
were for 177 services that physicians either denied authorizing or
authorized improperly, and 4 percent were for 24 services that were not
provided.”

« In Miami, 40 percent of claims did not meet Medicare guidelines: 25
percent of the claims were for 466 services made to individuals who were
not homebound; 8 percent of the claims were for 200 services that were

not bie or y: S p of the claims were for 127 services
that were not provided; and 2 pement of the claims were for 53 services
that physicians denied authorizing.®

o In Dade County, 32 percent of claims did not meet Medicare guidelines:
16 percent were for 208 services that were not reasonable or necessary; 9
percent of the claims for 129 services were provided to beneficiaries who
were not homebound; 4 percent were for 18 services that were not
provided; and 3 percent were for 48 services that physicians either denied
authorizing or authorized improperly.*

o In one Florida home healthcare agency (HHA), 32 percent of claims did
not meet Medicare guideli 23p were for 262 services that were
not ble or y;Sp t were for 69 services provided to
beneficiaries who were not homebound; 3 percent were for 17 services that
physicians did not authorize; and 1 percent were for 5 services that were
not provided. During this fiscal year period, the HHA claimed $12 miilion
in 8,700 claims representing 151,015 services.”

Other examples of home healthcare fraud include:

* Some people in the home healthcare business are very generous to their

relatives. One HHA hired the owner’s néphew to mai its
system. The nephew was a full-time college student and was paxd
$250,000 for the work. %

o The former owner of a Michigan HHA was sentenced to 5 months house
arrest and ordered to pay $18,000 for his participation in Medicare fraud.
He sold his agency in December 1994 to a Georgia agency but backdated
the sale to November 12, 1994. This sieight-of-hand allowed the
corporation to bill Medicare for 2il the services provided by the former
owner's HHA, thereby covering nearly all of the corporation’s acquisition

: HHS, OIG, Semiannual Report, April 1, 1996 — September 30, 1996, p. 18,
Tdem.

“Idem,
* HHS, OIG, Semiannual Report, October 1, 1996 — March 31, 1997, pp. 24-25.
“ HHS, OIG, Home Health: Problems and Their Impact on Medicare, July 1997, p9.
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costs. Although the former owner provided no services, he received a
$5,000 a month salary from December 1994 to June 1995.7

o The former owner of a Texas HHA was handed a sentence of 27 months
afier he pled guilty to filing false Medicare claims totaling more than
$49,000 in only 6 months. The harsh sentence was partly due to a
previous state conviction for embezzlement.*

Td Aieal

* Two brothers in Texas conspired to i phony exp for
pplics, office supplies, and bile lcascs on Medicare claims forms.
One brother was the president of a medical supply company, which sold
equipment to the other brother’s agency at a 100 percent markup. The two
then altered invoices for supplies not purchased and fabricated automobile
lease contracts from vendors who never leased vehicles. They agreed to
pay $30,000 to resolve their civil liabilities.”

o In 1996, John Watts, Jr. pled guilty to defrauding Medicare of at least $1.5
million. He started his company, United Care Home Health Services Inc.,
just 13 months after finishing a prison term for dealing cocaine. Watts
paid kickbacks to local doctors to get his first patients, but later decided it
was easier just to bill for services never provided, in some cases using the
names of dead people. Watts sent his claims via computer. When
investigators asked for documentation of the services, Watts and his
partner forged the documents, hoodwinking investigators for scveral
months. Watts made so much money with the scam that he was able to
put a $1.2 million cash down payment on a $2.5 million house.*

o In less than one year, Urgent Home Health Care of Washington, D.C.,
billed for 1,450 visits its nurses never made, often leaving patients waiting
for needed care. The owners of the company, Pauline Bapack and Pierre
Yopa, coliected about $100,000 for those fraudulent billings. Bapack was
sentenced to three years in jail. Yopa is wanted for failing to show up for
sentencing.”

Nursing Home Fraud

Most nursing home staffs are trustworthy providers of care and comfort for
seniors who are unable to care for th tves. When ing home doctors,
nurses, liers, or staffs defraud the Medicare system for personal gain, they

14

T HHS, OIG, Semiannual Report, April 1, 1996 ~ September 30, 1996, p. 19.

“ HHS, OIG, Semiannual Report, October 1, 1996 — March 31, 1997, pp. 26-27.

* Ihid., p. 27.

® peter Eisler, “Fraud On the Rise,” USA Today, November 12, 1996.

% Brooke A. Masters, “Investigators Try to Keep up with Growing Problem of Health Care Fraud,” The Washington
Post, April 6, 1997,
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break that trust. The GAQ identified two reasons why nursing homes are so
vulnerable to fraud:

First, because a nursing facility locates individual Medicare beneficiaries
under one roof, unscrupulous billers of services can operate their schemes
in volume. Second, in some instances, nursing facilities make patient
records available to outside providers who are not responsible for direct
care of the patient, contrary to federal regulations that prohibit such
inappropriate access.”

As the baby-boom generation matures and more seniors enter the nursing home
system, the potential for fraud will explode. The following cases are recent
examples of fraudulent schemes involving nursing home facilities:

e An Ohio hospital agreed to pay the federal government $1.45 million to
settle charges of defrauding the Medicare and Medicaid programs. False
claims for geriatric psychiatric services that were non-therapeutic or
unnecessary were submitted while the hospital was operating an outpatient
clinic for nursing home patients. Many of the patients suffered organic
brain disorders that did not call for psychiatric treatments, resulting in an
overpayment to the hospital of more than $600,000. The hospital agreed
to enter a corporate integrity program.*

e A company in New Jersey that employed psychologists to provide services
to nursing home residents agreed to pay $700,000 to settle allegations it
submitted false Medicare claims. The company billed for 45 to 50
minutes of psychotherapy to nursing home residents when only 20 to 30
minute sessions were held. Some of the company’s psychologists billed
for more than 14 hours of therapy a day, and one billed for the equivalent
of more than 24 hours in one day. The company has entered a corporate
integrity program.**

s An Illinois ambulance company owner and one of his employees pled
guilty to Medicare and Medicaid fraud for filing false and inflated claims
for same-day, round-trip transfers of nursing home patients, many of
whom were in fact bed-confined. The company owner was sentenced to 5
months’ incarceration, ordered to sell his business, and fined $10,000. He
had previously agreed to a $367,000 civil settlement. The employee was
given two years probation and fined $500.%

2 GAO, Fraud and Abuse: Providers Target Medicare Patients in Nursing Homes (GAO/HEHS-96-18), January,
1996, p. 2.

* HHS, OIG, Semiannual Report, April 1, 1996 — September 30, 1996, pp. 22-23.

* HHS, OIG, Semiannual Report, October 1, 1996 —~ March 31, 1997, pp. 29-30.

% Ibid., pp. 30-31.
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A podiatrist received $143,580 for performing unneeded surgical
procedures on at least 4,400 nursing home patients during a six-month
period. A doctor would have to operate on at least 34 patients per day,
five days a week in order to perform surgery at that volume.*®

A Florida therapy company provided free services to nursing homes, then
billed group activities such as sing-alongs and arts-and-crafts classes as
individual therapy for each patient. The sing-alongs were billed as speech
therapy. The arts-and-crafts classes were billed as occupational therapy.
The company offered the services to the nursing homes in exchange for
information from the patients’ charts, which they then used to bill
Medicare.*’

Laboratory Fraud

HHS determined in 1993 that many independent clinical laboratories were billing
Medicare for millions of tests that were medically unnecessary. Many individual
lab tests are included in a routine screen, or panel, of tests. Some laboratories,
however, were leading physicians to believe that the tests were free of charge and
then billed Medicare for them anyway. The government ordered a national
investigation involving the HHS IG auditors, HCFA staff, U.S. attorneys, and
federal law enforcement agencies to examine clinical laboratories.” What follows
are some examples of fraud uncovered during those investigations:

*

In one of the biggest financial settlements involving heaithcare fraud in the
history of the False Claims Act, one laboratory agreed to a $325 million
settlement and entered a corporate integrity agreement to ensure stringent
compliance in its future billing practices.”

A laboratory owned by SmithKline Beecham allegedly programmed
computers to fabricate information for Medicare claims when missing or
incomplete data would have delayed payment and, in some cases,
substituted a false diagnosis that would assure payment instead of
submitting one that would be rejected. The company has also been
accused of unbundling tests, charging for tests that doctors never ordered,
and offering physicians kickbacks for patient referrals.®

Another major clinical laboratory agreed to pay $187 million to resolve: its
civil liabilities and to enter a corporate integrity program with
comprehensive training and monitoring. One of its constituent

% (GAQ, Fraud and Abuse in Nursing Homes. p. 4.

* Lindsay Peterson, “Medicare Swindlers Exposed,” The Tampa Tribune, June 23, 1996.

* U.S. Department of Justice, Health Care Fraud Repor, Fiscal Years 1995 - 1996, p. 7.

* HHS, OIG, Semiannual Report, October 1, 1996 — March 31, 1997, p. 32.

* David S. Hilzenrath, “Medicare Scams Easy, Officials Say,” The Florida Times Union, August 10, 1997,
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laboratories also pled guilty to fraud, paid a $5 million criminal fine, and
was excluded from participation in federal and state healthcare programs.®'

A fourth major independent laboratory fell victim to “successor liability”
for the conduct of laboratory compa.mcs that it had pu:chased durmg its
growth in the early 1990s. Two settl were 1 g to
$130 million, bnngmg the total amount recouped in this case thus fa: to
$185 million.

In carly 1997, Medicalab Inc. and its owners agreed to pay $1.3 million to
settle allegations that it defrauded Medicare by overbilling for mllcagc
traveled by workers and charging for duplicate radiology services.”

‘Durable Medical Equipment

DME is one of the more prevalent and long-standing areas of fraud. Medicare is
often billed for higher-cost equipment than that which is actuaily delivered,
equipment that never amives at all, medically unnecessary equipment and
supplies, or equipment delivered in one state but billed in a state where the
reimbursement rates are more generous. The HHS IG’s office has made
investigating DME scams one of its highest priorities. There are 2 number of
ingenious scams used by unscrupulous companies and individuals in order to
squeeze more money out of Medicare, including the following cases:

A New York physician, who was ed to 12 months’ imprisonment
and ordered to pay $87,000 in restitution, was one of 19 people
participating in a scam involving a medical supply company which ended
up costing Medicare more than $13 million over an 18-month period.
Without ever seeing patients, the physician signed medical necessity
forms, then falsified medical charts to indicate treatment.*

Ben Carroll, owner of Bulldog Medical of Kissimmee Inc. and MLC-

Geriatric Health Services, was sentenced to 10 years in prison for
overbilling Medicare by $71 million. Mr. Carroll billed Medicare for
urinary-collection pouches costing $8.45 each, when what he actually
supplied were adult diapers costing only 35 cents each. He also pled
guilty to defrauding Medicare of $2.3 million in Kansas City, Kansas.”

' HHS, OIG, Semiannual Report, October 1, 1996 — March 31, 1997, p. 32.

 Jdem.

6 Associated Press, “Lab Setties Medicare Fraud Allegations with Feds for $1.3 Million,” The Boston Globe, July 1,

1997.

& HHS, OIG, Semiannual Report, April 1, 1996 — September 30, 1996, pp. 24-25.
5 Maya Bell, “Medicare Easy Target for Thieves,” Orlando Sentinel, June 15, 1997; and Associated Press, “$71
Million Medicare Overbilling Alleged Against Medical Supplier,” The Washington Post, October 13, 1996.
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» Alfredo Lazaro Borges of Miami set up two phony DME supply
companies and, using the Medicare identification numbers of patients and
the names and identification numbers of scveral licensed physicians, filed
falsified Medicare claims between August 1993 and June 1994. He stole
$2.6 million in the course of one year. He never saw a patient, nor did he
ever provide anyone with any medical equipment.*

o The FBI is investigating complaints that several companies in the Tampa
Bay area offered free motorized wheelchairs to residents of a seniors’
housing complex, but delivered motor scooters instead. The scooters sell
for around $1,700 each; Medicare was billed and paid nearly $5,000 each
for what it thought were wheelchairs.

o In Charlotte, North Carolina, federal prosecutors have charged five men
and one woman with filing more than 11,000 fraudulent Medicare claims
for medical supplies and equipment.**

e OnDecember 13, 1996, Arthur Schinitsky, a supplier of medical
equipment based in Bradenton, Florida, pled guilty to charges that he
defrauded Medicare by submitting claims for services he never delivered.
On some of the claim forms, he used the Social Security numbers of dead
people. His network of transactions involved at least 15 real or fictitious
businesses in three states, and relied heavily on mail services, which
helped delay his capture. Two of his employees have also been charged
with complicity in the scams. In all, Mr. Schinitsky is accused of stealing
$9 million from the government.®

e As part of a plea bargain agreement, a Texas DME company paid
restitution of $450,000 and was sentenced to ane year probation for
supplying wheel chair pads to nursing home patients and then fraudulently
billing Medicare for a more expensive lumbar sacral support system.”

o A physician fled to the Dominican Republic and his cohort in crime fled to
Sierra Leone for preparing and signing fraudulent certificates of medical
necessity for DME. A New York judge sentenced the Dominican refugee
in absentia to 78 months in prison and ordered him to pay $3.5 million.
His partner waived extradition to return to the United States.”

e A New York DME company used a sham subsidiary to submit claims in
Pennsylvania for equipment sold in Western New York. In additiontoa

% “Man Sentenced for Fraud,” Fort Lauderdale Sun-Sentinel, March 22, 1997.

¢ Lindsey Peterson, “Scooter Bills Spur Probe,” Tampa Tribune, July 27, 1997.

“ Harvey Burgess, “Fraud Suspect Strikes Deal,” The Herald Rock Hill, April 25, 1997.

% Sara Langenberg, “Medicare Fraud Charges Spread,” Sarasota Herald-Tribune, April 16, 1997.
™ HHS, OIG, Semiannual Report, October 1, 1995 - March 31, 1996, p. 26.

" HHS, OIG, Semiannual Report, October 1, 1996 - March 31, 1997, p. 34.
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criminal fine of $300,000, the subsidiary also pled guilty and agreed to
make full restitution of $1.1 million and to pay a civil penalty of $2.5
million.”

® A Pennsylvania DME company agreed to pay $110,000 to settle criminal
and civil liabilities for submitting false claims to Medicare for marketing
and distributing lower-quality body jackets to long-term care facilities than
those actually delivered. The company and its president were barred for
life from participation in any HHS programs.™ :

Lymphedema Pumps - A Special Look

A significant area of abuse in DME has been the purchase of lymphedema pumps.
Lymphedema is the swelling of an arm, leg, or other part of the body, a condition
that can occur when lymph nodes and vessels in the armpit or the groin have been
removed or damaged by surgery, radiotherapy, or blocked by a tumor. This
condition is most common in cancer patients whose lymph nodes have been
removed. Although there is no cure for lymphedema, several treatments are
available to control swelling, including pumps. These pumps vary in complexity
and range in price from $600 to $6,000 each. HCFA recognizes the pumps as a
treatment of last resort.™

Several medical supply companies have settled charges that they defrauded
Medicare for marketing and selling lymphedema pumps for $500 while billing
Medicare $5,000 each. The allegations of fraud were first made by Ron Wells,
the owner of a medical supply company. In 1991, Wells was approached by
Huntleigh Technology Inc., an American subsidiary of Huntleigh Technology of
Great Britain, and asked to participate in a network of retailers offering the pumps
for the marked-up price. Wells realized that the pumps were identical to a version
that cost only $600 and reported the company’s improprieties to authorities. The
govemnment’s investigation led to a settlement with Huntleigh in which the
company agreed to repay $4.9 million.”

Many of the medical supply companies that purchased the pumps from Huntleigh
have also reached settlements with the government. The latest settlement came in
May 1957, when Mediserv Inc. of Texas agreed to pay $1.35 million and Medico
International Inc. of New Jersey agreed to pay $150,000. In all, the federal
govemnment has gamered $15 million from settlements of such charges. None of
the companies were required to admit wrongdoing, however. Between 1990 and

” Ibid,, p. 35.
 bid., p. 36.
7 Idem.

7 Robert Rudolph, “U.S. To Reward Whistleblower for Diagnosing Medi-Fraud,” The Star-Ledger, May 24, 1997,

p. 1.
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1992, Medicare claims for the pumps jumped from $4.8 million to $49.1
million.” A few specific examples:

o The former owner of New Jersey’s largest Medicare supplier of
lymphed pumps was d to 35 months in prison followed by 3
years supervised release, fined $7,500, and ordered to pay a total of
$220,100 in restitution for a scheme involving beneficiaries in Florida and
New Jersey. The owner billed Medicare for pumps reimbursable at $4,000
per pump when cheaper quality pumps were actually delivered. In
addition, many of the pumps were medically unnecessary, and
overpayments totaled more than $200,000.”

¢ A Maryland DME company agreed to pay $1.5 million and enter a
corporate integrity program to prevent future incorrect billing after
submitting claims for lymphedema pumps under an improper code. The
company was overpaid approximately $690,000.™

e Bemice Tambascia, owner of MedFast Inc., forged physicians’ signatures
for prescriptions of lymphedema pumps and billed Medicare in New
Jersey and Florida for the equipment. She was sentenced to 2 years and 11
months in jail, and ordered to make immediate restitution of nearly
$200,000 to Medicare carriers and to a private insurance company.”

o InOctober 1995, National Medical Systems agreed to a $1.5 million
settlement for billing the govemment for 200 top-of-the-line lymphedema
pumps when it provided much cheaper equipment. Public Integrity Inc., a
watchdog group for the medical equipment industry, received $225,000
for bringing the qui tam suit that led to the settlement.”

o The former owner/operator of a DME company in the state of Washington
was sentenced to a year and a day in prison, 3 years’ supervised release,
and ordered to pay $294,860 in restitution, fines, and penalties. He billed
Medicare and private insurance companies for lymphedema pumps at
$4,500 each, but delivered pumps that were only worth $600 and pocketed
the difference."

Hospital Fraud

Recent headlines demonstrate that Medicare fraud is also occurring in some of the
nation’s most prestigious hospitals. The chief executive officer of the largest

™ Jdem.

" HHS, OIG, Semiannual Report, October 1, 1996 — March 31, 1997, p. 37.

. ™HHS, OIG, Semiannual Report, October 1, 1995 — March 31, 1996, p. 25.

™ Joseph D. McCaffrey, “Cherry Hill Woman Gets Prison in Med-Fraud,” The Star-Ledger, September 20, 1996.
* John Rivera, “Health Care Fraud Cases on the Rise,” The Baltimore Sun, August 19, 1996.

* HHS, OIG, Semiannual Report, October 1, 1996 — March 31, 1997, p. 37.
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investor-owned hospital chain in the U.S., Columbia/HCA, was forced to resign
after three employees at a Columbia hospital in Florida were indicted for
Medicare fraud. Now, the govemment has expanded its investigations and says
the entire company has become a target of the probe. Investigators want to know
whether Columbia illegally passed on to Medicare the costs it incurred during the
acquisition of hospitals and other healthcare facilities. The govemment is also
investigating Columbia’s home healthcare division to determine if the company
engaged in cost-shifting of non-reimbursable items such as gift shop merchandise
and cafeteria expenses. The investigation could ultimately cost Columbia a record
$1 billion.”

HHS officials are also examining the billing practices of many of the nation’s 125
teaching hospitals. These audits, commonly referred to as PATH audits
(Physicians at Teaching Hospitals), aim to find out if some hospitals billed
Medicare for the treatment of patients by senior doctors when medical records
show the work was actually performed by residents. Not surprisingly, politics are
seeping into the act. Several members of Congress, under heavy pressure from
teaching hospital lobbyists, are trying to persuade HHS to suspend the audits
pending the release of a congressional study that will try to determine whether the
complexity and vagueness of HCFA''s regulations contribute to the problem.

While many of Medicare’s billing foul-ups certainly occur as a direct result of
confusion, it is also clear that some teaching hospitals have erroneously billed for
a senior physician’s services even when the physician was not physically in the
hospital at the time. HHS IG June Gibbs Brown recently explained in a letter to
CAGW that:

In order to claim reimbursement from Medicare Part B for a service
rendered to a patient, the teaching physician must have personally
provided the service or have been present when the intern or resident
furnished the care. Physicians claiming reimbursement for services only
provided by the intem or the resident are making a duplicate claim - since
that service has already been paid for under Part A through the Graduate
Medical Education Program.

The following recent incidents are only the tip of the iceberg. More are sure to be
uncovered as HHS auditors go forward.

o A former controller and vice president of finance at a New Jersey medical
center was ordered to make restitution of more than $1 million to the
hospital and $24,870 to Medicare after he was sentenced to 25 months in
prison for tax evasion, embezzlement, and fraud. The official agreed to
aid in the investigation of other hospital officials accused of kickbacks and

2 Greg Jaffe and Eva Rodriguez, “In Hospital Probes, a New Focus on Bottom Line,” The Wall Street Journal,
September 12, 1997.
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false billing schemes that cost the hospital nearly $3.8 million. The
executive vice president was also d to 55 months in prison and
ordered to repay $21,000. Three others executives who pled guilty await
sentencing.®

o Part of a Pennsylvania university healthcare system agreed to pay $30
million to settle charges of defrauding Medicare. An audit and
investigation revealed that false Medicare bills (totaling approximately
$10 million) were submitted for physician services, and that many of the
claims improperly reported the level of care provided or falsely reported
the involvement of attending physicians.*

e The FBI and the Justice Department are currently investigating whether
4,600 hospitals have been routinely billing twice for blood tests, X-rays,
and other outpatient services performed during pre-admission workups.
Those services are supposed to be included in the fee Medicare pays for a
related inpatient stay.*

Program Exclusions

One method of deterring fraud is to bar perpetrators from participation in the
Medicare program, temporarily or permanently.

According to the IG, such program exclusions can be imposed for “conviction of
fraud against a private health insurer, obstruction of an investigation, distribution
of a controlled substance, revocation or surrender of a heaithcare license, or
failure to repay health education assistance loans.” The following are only a few
of the thousands of program exclusions issued by HHS over the past several
years:

o The owner and operator of eight Florida DME companies was excluded
from Medicare for 30 years after being convicted of conspiracy to defraud,
filing false and fraudulent claims, and paying kickbacks for the referral of
Medicare patients. One employee was also convicted of conspiracy and
excluded from Medicare for 10 years.*

o Two officers in two different Florida DME companies were excluded from
Medicare for 20 years each after selling liquid nutritional supplements to
beneficiaries who didn’t need them. The companies paid fees to several
doctors o sign certificates of medical necessity authorizing the
supplements, even though the doctors never examined the patients. Once
the companies had the certificates, they billed Medicare about $400 each

¥ HHS, OIG, Semiannual Report, October 1, 1996 - March 31, 1997, pp. 7-8.

* HHS, OIG, Semiannual Report, October 1, 1995 — March 31, 1996, p. 13.

* David S. Hilzenrath, “Medicare Scams Easy, Officials Say,” The Florida Times Union, August 10, 1997.
“ HHS, OIG, Semiannual Report, October 1, 1995 - March 31, 1996, p. 12-13,
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month for the supplements and an additional $250 each month for tubal
feedings."”

e After convictions for defrauding Medicare of more than $108,000, 2
Florida DME company owner and its sales manager were both barred from
the program for 10 years. The two had submitted false claims for X-ray
tests that had not been ordered or were determined to be medically

ry, and for t that had never been provided.*

QUK

Time for Real Change

The current crusade against Medicare fraud is long overdue. Unscrupulous
providers who game the system must be punished. However, it is striking to note
that the $23 billion in losses identified by the IG are referred to as “improper
payments” rather than “fraud,” and that more than half of that estimate is based on
insufficient or total lack of documentation. Criminalizing and exacting restitution
for paperwork snafus and honest misunderstandings will certainly replenish
government coffers. The real question is: Will it improve the quality of
healthcare for Medicare beneficiaries?

Under the current system, greedy providers motivated to prey on Medicare’s
inherent vulnerabilities have shown almost limitless creativity in ripping off the
system, sometimes repeatedly and for long periods of time. At the same time,
law-abiding healthcare providers must engage in expensive anti-fraud education
and retain professionals to help them constantly retool their billing systems, as
well as to figure out how to recoup some of their costs. As Congress reflexively
retums again and again to providers, squeezing them as a short-term fix for
Medicare’s financial problems, it is almost inevitable that they will, at times, skirt
the bounds of “proper” reimbursements.

The Clinton Administration recently suspended a contract for the design of an
advanced computer system that would have accelerated payments, improved
service, and reduced fraud. The idea was to create a single national database,
which would pay all doctors and healthcare facilities that serve Medicare
beneficiaries. Government officials finally concluded that Medicare's payment
system was far more anachronistic and impenetrable than they had anticipated.
They were unable to even reconcile the current system. Estimates on how much
this fiasco cost taxpayers vary between $30 to $43 million."”

Medicare teems with perverse incentives that drive both providers and
beneficiaries to spend money that contributes nothing to individual health. Many
of the features designed to control costs actually compromise well-being, force
seniors to spend billions out-of-pocket, and encourage wasteful spending. The

" HHS, OIG, Semiannual Report, April 1, 1996 ~ September 30, 1996, p. 10.
* HHS, OIG, Semiannual Report, October 1, 1996 — March 31, 1997, p. 16.
¥ Robert Pear, “Modemization for Medicare Grinds to a Halt,” The New York Times, September 16, 1997.
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new wave of price controls included in the Balanced Budget Act passed by
Congress is yet another politically facile, stop-gap measure that will simply
compound Medicare’s problems.

Medicare’s Price Controls

Medicare was initially an open-ended entitlement program that promised to pay
for every medical service and procedure for every eligible beneficiary on a
reasonable cost basis. By 1982, the explosive costs of this approach became
politically and financially unsustainable. So Congress and President Reagan
agreed to squeeze the “fat” out of Medicare by instituting strict price controls,
known today as the prospective payment system (PPS).

The PPS established fixed prices for hospitals for treatment of different types of
illnesses. In 1989, Congress went a step further and created the Resource-Based
Relative Value Scale (RBRVS) for doctors serving Medicare patients. Supporters
at the time, including CAGW, argued that price controls would force hospitals
and doctors to be more efficient. But, instead, price controls in Medicare actually
increased costs and barriers to healthcare.

In the 1980s, healthcare costs in the private sector rates exceeded Medicare’s
rates. For example, in 1996 Medicare costs grew at a rate of 8.5 percent per year,
while private sector costs increased at an annual rate of only 3.2 percent.
According to the January 1997 Congressional Budget Office (CBO) baseline
budget estimates, Medicare is projected to continue to grow at 8.5 percent per
year over the next 5 years, while federal budget outlays will grow at an average
annual rate of 5.2 percent and the gross domestic product at an average of 4.8
percent.”

Indeed, rather than promoting efficiency, price controls have only led to rationing
of healthcare services as a way of reducing costs. As health analyst J.D. Kleinke
points out, “Medicare's prospective payment system effectively rewards the rapid
discharge of patients, many of whom are not well enough, relapse, are re-admitted
— and the meter starts running all over again.” In other words, Medicare gets
people out of hospitals quicker, but sicker.

How Price Controls Promote Waste, Fraud, and Abuse

The causes of fraud and waste in Medicare are deeply rooted in the program’s
structure itself. The absence of any incentives to deliver high-quality, low-cost
healthcare greatly contributes to the problem. First, price controls have
encouraged doctors and hospitals to “cost shift,” or recoup their losses by
increasing their prices to unregulated, or privately insured, patients. Second,

* Gail Wilensky, Ph.D., Testimony before Senate Finance Subcommittee on Health Care, February 12, 1997, p. 3.
*' Susan Horn and Robert Goldb g, “A Sickly App h to Medi " The Washington Post, September 17, 1995.
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providers have resorted to “unbundling” medical procedures, separating a course
of treatment into individual, more expensive elements. Third, they will often
“upcode” a diagnosis to maximize reimbursement. Fourth, even though Medicare
caps the price it will pay for a medical procedure, it will also pay for any
procedure for which a claim is filed. It is common to hear seniors complain about
their Medicare bills being loaded up with lots of unnecessary procedures. Fifth, a
whole new industry has sprung up to educate physicians and other healthcare
providers on how to understand, and work around, Medicare’s labyrinthine
payment systems.” Of the $23 billion in improper payments uncovered by the
HHS IG, 36 percent were for setvices deemed medically unnecessary after the
fact. This steady increase in losses attributable to improper billing is not
surprising when the system is set up to reward quantity of care, rather than quality
of care.

Enforcement Alone Will Never Eliminate Fraud and Waste

Will more aggressive oversight make a difference? Yes, but it will come at a
tremendous cost, both in dollars and in further corrosion of the doctor-patient
relationship. Every action taken by a doctor or hospital will increasingly be
subject to second-guessing and third-party monitoring. Medical judgments made
and services rendered will become, in retrospect, grounds for civil and criminal
action. Even today, doctors and hospitals practice the art of medicine with the
knowledge that even an honest billing error could set off chain of events that
could threaten their livelihoods and even land them in prison. It remains to be
seen, for example, how much of this is true and the government’s unprecedented
investigation of Columbia/HCA. These unfavorable trends will only continue and
grow under the current system.

This post koc criminalization of medicine is a direct outgrowth of Medicare's
archaic system. Because it is an entitlement, the Medicare bureaucracy in
Washington, D.C., has only the most tenuous control over the program as a
whole. Hence, no amount of enforcement will have an impact on the real reason
providers inflate medical bills. Medicare cannot capture quality-based savings,
because it cannot measure quality, and it will pay for any healthcare, regardless of
whether it is good, bad, or indifferent.

Even now, despite a push to improve the quality of the heaithcare purchased

through Medicare, the program lacks accurate information on how the treatments
it pays for relate to the patient's true medical needs or the patient’s ultimate well-
being. Until recently, even private insurers did not demand, and did not receive,
up-to-date medical information. However, under the lash of market competition,
private healthcare providers have begun to recognize the value of fresh, accurate

“Edmund Haislmaier, “Why Global Budgets and Price Controls Will Not Curb Health Costs,” Heritage Foundation
Backgrounder, No. 929, March 8, 1993, pp. 18-19.
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data and are spending more money to capture, store, and analyze the information
needed to generate quality healthcare. Medicare has no such market forces to
reward quality.

In fact, Medicare lags so far behind the private sector in the inevitable rush toward
the information age that a recent GAO report stated:

HCFA’s efforts in distributing comparative performance data lag behind
those of state agencies and many employers in the private sector.
Furthermore, GAO’s analysis of HCFA’s previous implementation efforts
raises concerns about how well HCFA will implement comprehensive
programs to deal effectively with poorly performing providers and
improve all providers’ performance.”

Even if Medicare tried to improve quality, spending money on anything other than
Medicare's benefits package must first be approved by HCFA, a process that takes
years. As aresult, Medicare is also unable to compete with the private sector in
using both managed care and healthcare outcomes to measure and control
unnecessary medical spending.

Similarly, Medicare has been notoriously slow to recognize and adopt new
medical treatments and innovative technologies that provide better healthcare.

For example, cochlear implants, which are widely accepted as a superior treatment
for hearing loss, are not reimbursed under Medicare. Consequently, patients must
pay between $3,000 and $5,000 out-of-pocket for this state-of-the-art technology,
and physicians may be reluctant to recommend the treatment to low-income
patients. Overall, the Medicare bureaucracy conducted only 10 assessments of
new technologies and innovations for coverage under Medicare in 1991, and only
eight in 1992. Some ongoing assessments have been under consideration for over
three years.™*

The Impact on the Elderly

Medicare's antiquated approach to medicine does more than compromise patient
care. Seniors tend to spend more on healthcare than the general popuiation and
they also spend more on co-payments and deductibles. But studies show that
seniors who purchase Medigap insurance (in addition to Parts A and B) to cover
these costs spend 70 percent more on healthcare than those who do not, with little
measurable increase in their well-being.”

" GAO, Medicare: Federal Efforts to Enhance Patient Quality of Care, April 10, 1996.

* Peter Ferrara, “A Proposal for Reform: Resolving the Medicare Crisis,” United Seniors Association, Fairfax,
Virginia, 1996.

* Michacl Morrisey, “Retiree Health Benefits,” Annual Review of Public Health, 1993, Volume 14, pp. 271-292.
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The Impact on Future Beneficiaries

In spite of the reforms made to Medicare in the 1997 Balanced Budget Act,
Medicare will only remain solvent for 10 years. The program will begin to accrue
losses just as the baby boomers begin to retire.

For the last 15 years, Medicare has grown faster than any other federal program.
The Medicare tax has increased from 0.7 percent of the first $6,000 in wages to
2.9 percent of every dollar in wages. In 1965, there were 5.5 workers for every
beneficiary. Today, there are 3.9 workers for the current number of beneficiaries.
The number of retirees will increase by 800 percent in the next 15 years, leaving
only 2.2 workers to support every beneficiary.” The system foments
intergenerational competition for resources and will, if left unchecked, rob future
workers — along with their children and grandchildren - of their livelihoods.

Reducing Fraud by Reforming Medicare

To paraphrase Friedrich Hayek, the Nobel Prize-winning economist, there are
only two ways of holding men accountable: prices and prisons. Enforcing price
controls requires throwing people in jail. Unfortunately, some of the people who
get thrown in jail may have honestly misunderstood the regulation they needed to
follow. But, when prices are set by free-market forces, overcharging for a product
is simply punished by the loss of market share.

Eliminating fraud in Medicare calls for reducing the incentives and opportunities
to profiteer. Medicare is currently rife with such enticements. Only the discipline
of the free market and the creation of a patient-centered healthcare market will
allow Medicare patients to choose care based on cost and quality. Providers will
then have to compete for patients based upon their ability to provide a variety of
quality medical outcomes.

The following changes would go a long way toward establishing such a system:

1. Medicare would be changed from a government-run, fee-for-service health
insurance plan to a system in which Medicare beneficiaries would choose
among publicly available private health insurance plans. The government
would subsidize insurance purchases through individual premium
allowances, at an amount set by the average price of competing plans,
keyed to a benchmark benefit package.

2. Healthcare plans, physician groups, and health insurers would have to
provide consumers with information on the quality of their care. Recent
studies show that beneficiaries value such information because they want

% Senator Phil Gramm, “How to Avoid Medicare’s Implosion,” The Wall Street Journal, February 4, 1997.
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to be informed, cost-conscious consumers of healthcare services, rather
than passive recipients.

3. Direct competition between provider systems would be based on quality

and cost. Providers would no longer go to Medicare for their pay

How much money to spend and what to spend it on would be the

ponsibility of Medicare program particip The Medi

bureaucracy would simply serve to collect and disseminate up-to-date,
patient-friendly healthcare information and stimulate the universal
adoption of the best available medical practices. Rooting out and
eradicating fraud would be the responsibility of the private sector.

Leaders in healthcare policy from all sides of the political spectrum are now
providing sound ideas and solutions for transforming Medicare into a program
that responds to the needs of the elderly by providing the best possible healthcare
at a reasonable price. Many of these ideas have originated in think tanks and
public policy organizations.”” The Medicare commission, which will be
established pursuant to the Balanced Budget Act, should give careful
consideration to these proposals, and be bold in its final recommendations. The
future health of Medicare, our economy, and our people depends upon true
reform.

# Senator Phil Gramm, “How to Avoid Medicare's Implosion,” The WaIl Slreer Journal, February 4, 1997; Dowd,
Feldman, and Christianson, “Competitive Pricing for Medi "4 ise Institute, July 1996; Butler

and MofTit, “Congress’s Own Health Plan as a Model for Medicare Reform,” Hmmgz Foundation Backgrounder,
June 1997; Dave Kendall, “The Phony Medicare Debate,” The Progressive Policy Institute, April 1996.
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Senate Permanent Swbcommittee
on investigations
Testi y submitted to the Senate Per t Sub ittee gRUBIT # 19
Investigations
Subject: Institutionalized Medicare Fraud

Submitted by Bill Menke

Chief Medicare Fraud Investigator for Levin, Middlebrooks, Thomas,
Mitchell, Green, Ech , Proctor & Papantonio, P.A.

316 S. Baylen Street

Suite 600

Pensacola, Florida 32501

Phone: 850-435-7110

My name is Bill Menke. I am the Chief Fraud Investigator for the law firm of Levin,
Middlebrooks, Thomas, Mitchell, Green, Echsner, Proctor & Papantonio in
Pensacola, Florida. Our mission is to develop Medicare and Medicaid fraud cases
under the Federal False Claims Act.

Levin Middlebrooks has five investigators, plus support staff. The individuals
working for us have clinical, administrative, general health care, clerical and criminal
investigation backgrounds. I previously was an executive with one of America’s
largest health care corporations. To be perfectly honest, I left because I got tired of
working for the “bad guys.” I now help Levin Middlebrooks develop evidence to
present to federal agents and prosecutors.

As you know, Medicare and Medicaid were born of the “Great Society” programs of
the 1960s. They were meant to help people. But fraud has turned them into
entitlements for corporations, not patients. We see blatant health care fraud on a
daily basis. It is pervasive; it affects every sector of the health care industry,
including durable medical equipment, suppliers, psychiatric hospitals, hospital
corporations, and pharmaceutical companies.

The government is unequipped to handle $90 to $100 billion a year in fraud. Fraud
squads such as ours, who assist in developing qui tam suits, are an additional and
important line of defense. We act as consumer advocates to put money back into the
taxpayers pockets by bringing these fraudulent companies to justice.

There are 18,000 pages of Medicare regulations. The states also have separate
administrative codes. The rules are so complex and ambiguous that crooks try to
excuse their behavior by saying they didn’t understand the rules. Part of my job is
to find the exact rule or law that’s been broken, and then take that information to
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federal agents, investigators and inspectors. The Federal False Claims Act is the best
and perhaps only way to change the “corporate culture” that encourages fraud.

The Health Care Financing Administration, which administers Medicare, says 88%
of claims in 1995 were reduced by almost 50 percent as a result of fraud that was
detected during claim reviews. There were 600 million false claims submitted in
1995. Those figures suggest that three billion faise claims were submitted in the past
six years.

1 have seen firsthand that many doctors and hospitals routinely overcharge because
they know the government will not pay the whole bill. The “bad guys” jack up the
costs as high as possible. They collect what Medicare & Medicaid gives them. Then
they count the unreimbursed amount as a loss, and write it off on their taxes.

Scams such as upcoding, bundling and unbundling are costing taxpayers billions of
dollars a year. You may be familiar with Bundling and Unbundling. Hospitals are
supposed to “bundle” charges for each patient. For instance, if someone comes into
the emergency room for chest pain, gets tests, and is admitted for treatment, the
hospital is supposed to submit all those charges at the same time. But the hospital
makes more money by “unbundling” the charges; for instance it would submit the ER
charges separately from those incurred after the patient’s admitted. Some charges
could be submitted twice without anyone knowing.

I would like to share with you the story of a man named John Perry. He is from St.
Petersburg, Florida. He worked in a radiology lab as an ultrasound technician. When
Medicare patients came in, his boss told him to do as many tests as possible. The
idea was to bilk Medicare out of every penny it could. Perry told federal
investigators, and they brought charges. But they waited uniil the last minute to tell
him that if he had pursued the action under the Federal False Claims Act, he would
get a financial reward. By the time he contacted us, it was too late.

We hope that in public forums such as this one we can alert people to the fact that
they do not have to lose everything if they blow the whistle on corporate criminals.
We applaud Congress for strengthening the False Claims Act in recent years. But we
also ask you to help spread the word that becoming a whistle-blower does not mean
becoming a martyr to justice. Right now the system is so full of fraud that it makes
it hard for medical workers who care about patients to do their jobs. It is time to
make health care a noble profession again.



251
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Testimony submitted to the Senate Permanent Subcommittee on
Investigations
Subject: Fighting Medicare Fraud

Submitted by Mike Papantonio

Levin, Middlebrooks, Thomas, Mitchell, Green, Echsner, Proctor &
Papantonio, P.A.

316 S. Baylen Street

Suite 600

Pensacola, Florida 32501

Phone: 850-435-7166

My name is Mike Papantonio, and I am an attorney in Pensacola, Florida. I am here
to share information with you my firm (Levin, Middlebrooks, Thomas, Mitchell,
Green, Echsner, Proctor & Papantonio) has uncovered while pursuing whistleblower
claims under the federal False Claims Act.

This law is the best tool America has to fight government fraud and waste. I strongly
urge you to keep the federal False Claims Act strong. The law must not be weakened.
If anything, it should be made stronger. Fighting Medicare fraud without the False
Claims Act would be like fighting the Persian Gulf War without fighter jets and
tanks.

In January this committee heard testimony from a convicted felon, who said stealing
from Medicare is easy. A man with no health care experience got a Medicare
provider number, and cheated the federal government out of half million dollars a
month.

I am here to tell you, this is not unusual. Medicare fraud is not just easy, it is
institutionalized. The ease with which crooks can take money from the pockets of
America’s citizens has created a culture of corporate crime. 1t’s not just individuals
who are stealing from Medicare. It is also the largest health care corporations in
America.

Let me share a few figures with you.
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Fraud swallows up $90 to $100 billion taxpayer dollars each year. Those of you who
struggle with the national budget may be immune to figures such as this. Allow me
to put them into perspective.

. The amount of money lost to fraud yearly totals the 1994 combined general
revenue of Texas, Pennsylvania and Florida.

. If the government simply gave this money away, each family of four would get
more than $1400.

. The amount lost to fraud yearly would pay for 3.3 million American students

to attend Yale University for a year -- room and board included.

But this money is not being given away. It is not being spent on reducing crime or
improving education. It is going directly into the pockets of corporate criminals,
many of whom may never be caught. Most of those who are being caught are being
targeted by whistleblowers using the False Claims Act.

Medicare cheats are not just stealing from the government; they are stealing from
taxpayers. That includes the young parents in Pensacola struggling to raise their
children. They are stealing from newlyweds in Cincinnati just starting their lives
together. They are stealing from students in Sacramento working their way through
school. They are stealing from the families all across America who are living
paycheck to paycheck, while trying to put away a little something for retirement.
Medicare cheats are stealing from you and from me.

Normally in a white collar crime investigation, investigators could follow a paper
trail. But in Medicare fraud, there is virtually no paper. Many of the crimes occur
inside corporate computer systems. Computer records are easy to change. If
Medicare cheats know you are on to them, they can “cook the books” with just a few
keyboard strokes. Many of America’s largest health care companies have programs
that automatically “upcode” a diagnosis to the one with the highest amount billable
to Medicare. Investigating bank robberies and drug dealers is easy in comparison.
Nobody actually looks at individual claims. Even computer systems specifically
designed to catch fraud can’t find everything.
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For reasons such as this, it is virtually impossible to detect Medicare fraud without
someone on the inside to blow the whistle. The False Claims Act allows
whistleblowers to be financially rewarded for turning in corporate criminals. My
firm, Levin Middlebrooks, has its own fraud squad. We get 50 to 60 calls each day
from potential whistleblowers. These are people for whom honesty pays, partly
because this law allows them to keep 15% to 30% of the amount the government
recovers. I applaud Congress for its foresight in strengthening this law. We must
hold firm.

Our cases are secret, and we cannot discuss specifics. But I can share with you hair-
raising stories uncovered by our investigative staff. One reason it is so easy to steal
from Medicare is that there are 18,000 pages of regulations. The states also have
separate administrative codes. The rules are so complex and ambiguous that crooks
try to excuse their behavior by saying they didn’t understand. Efforts are underway
to clarify some of these rules. We applaud those efforts. But we ask you to be wary
of those who would blame their criminal behavior on ignorance of the law.

Here is one example of the calibre of fraud we have seen which is not covered by the
secrecy requirements of the whistleblower statute.

An elderly South Florida nursing home resident is judged -- for virtualty no reason --
to be a danger to herself. She is transferred to a mental institution, where she is
locked away for weeks, supposedly for evaluation. When her Medicare benefits run
out, the staff decides she is perfectly fine to return to her nursing home. The reason
she is found to be all right is that she was perfectly sane the whole time. What is
“insane” is the way institutions are allowed to commit people for the sole purpose of
collecting their Medicare benefits.

Anyone who assumes doctors are largely to blame for Medicare fraud would be sadly
mistaken. While doctors make good salaries, they work long hours. Some are
fighting Medicare fraud on the front lines as whistleblowers. The problem is not with
the doctor community; it is with the corporate community which has learned to place
the value of money above the value of honesty.
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How do we know this? Because people call us. We get dozens of calls every week
from people who are tired of working for crooks. Doctors, nurses, administrators,
billing clerks, accountants -- they all call with incredible stories to tell about health
care fraud.

When did the extensive fraud begin? In the late 70's and early 80's, many small
doctors’ hospitals were gobbled up by large, profit-oriented hospital corporations.
The dramatic increase in qui tam suits can be traced to that same period of time.
Filings under the False Claims Act jumped from 33 in 1987 to 530 in 1997.
Companies settling these claims have returned billions of dollars to the US Treasury.
Hitting these companies in the wallet is the most effective way of changing their
behavior. Even fining and imprisoning top executives will not necessarily change the
corporate culture.

An intense lobbying effort is underway to convince Congress to weaken the Federal
False Claims Act. Many hospitals say they are being targeted unfairly. Whileno one
should be treated unjustly, the truth is that the Medicare fraud is institutionalized. We
must examine the system that allows cheaters to prosper. The False Claims Act is the
most powerful weapon the government has to fight Medicare fraud. This weapon
must not be taken away. The truth is hospital corporations that play fairly with
American taxpayers’ money have nothing to worry about.

One final word. Some who would weaken the law that is doing so much good say it
is promoting a nation of whistleblowers. But if that’s what it takes to ferret out the
crime, then so be it.

Songwriters Woody Guthrie and Bob Dylan share a song lyric that is most
appropriate in this case. “Some rob with you with a six-gun, some with a fountain
pen.” Those lyrics have never been more true in regard to health care fraud. The
Federal False Claims Act must remain strong in order for the corporate criminals to
be brought to justice. It must remain strong in order to protect American taxpayers
from corporate greed.

Papantonio heads the Medicare fraud squad of the Pensacola law firm of Levin,
Middlebrooks, Thomas, Mitchell, Green, Echsner, Proctor & Papantonio.
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