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OVERSIGHT OF HHS INSPECTOR GENERAL’S
EFFORT TO COMBAT FRAUD, WASTE, AND
ABUSE

A

WEDNESDAY, DECEMBER 9, 1981

wayy

U.S. SENATE,
SENATE FINANCE COMMITTEE
AND SPECIAL COMMITTEE ON AGING,

Washington, D.C.

The committees met, pursuant to notice, at 9:40 a.m., in room
2221, Dirksen Senate Office Building, Hon. Robert Dole and John
Heinz (chairmen) presiding. ‘ o

Present: Senators Dole, Chafee, Grassley, Baucus, and Mitchell of
the Senate Finance Committee, and Senators Heinz, Cohen, Chiles,
Melcher, Pryor, and Burdick of the Senate Special Committee on
Aging. :

[The press release announcing hearings; background material re-
lating to the Office of Inspector General, Department of Health
and Human Services, efforts to combat fraud, waste, and abuse

follow:] : o
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Press Release No., R1-182

PRESS RELEASE

COMMTTTEE ON FTNANCE
UNITED STATES SENATE

FCR IMMEDITATE RELEASFE
November 20, 1981

2227 Dirksen Senate Office Bldgl

SENATE FINANCE COMMITTEE
SETS JOINT HEARING WITH SPECIAL COMMITTEE NN AGING--
NVERSIGHT OF HHS INSPECTOR GENERAL'S
ANTI-FRAUD, ABUSE, AND WASTE ACTIVITIES

Senator Bob Dole (R., Kansas), Chairman of the Senate
Committee on Finance, announced today that in conjunction with
the Senate Special Committee on Aging--Senator John Heinz (R.,
pennsylvania), Chairman--the Committee will hold a joint hearing
on Wednesday, December 9, 1981, to review the activities of the
Tnspector Gzneral's Office, Department of Health and Human
services in combating fraud, abuse,; and waste in medicare,
medicaid, social security, and the Federal. programs administered
by the Department. ,

The hearing will begin at 9:30 a.m. in Room 2271 of the
Nirksen Senate Nffice Ruilding.

Senator Nole noted that in the mid-197n's investigations by
the Senate Aging Committec and others documented that billions of
dollars were being lost to program mismanagement and a wide
variety of abuses and frauds in the medicare, medicaid, and
social security programs. To counter these losses the Congress,
under the leadership of the Senate Finance Committee, enacted
reform measures which created within HUS (then HEW) an Office of
Tnspector General, and upgraded crimes against these programs
from misdemeanors to felonies. The objective of this hearing
will be to determine in which areas those reforms have had a
positive impact, and to reveal whether major problems continue to

exist in the Federal Government's effort to end fraud, abuse, and
waste.

The Committee anticipates hearing testimony from the General
Accounting 0ffice, the Inspector General (HHS), and other
administration officials.,
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BAéKGROUND INFORMATION RELATING TO

OFFICE OF INSPECTOR GENERAL
DEPARTMENT OF HEALTH AND HUMAN SERVICES
EFFORTS TO COMBAT FRAUD, WASTE, AND ABUSE

Prepared by the Staff of the
SENATE COMMITTEE ON FINANCE
SENATE SPECIAL COMMITTEEE ON- AGING
with the assistance of the
CONGRESSIONAL RESEARCH SERVICE
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I. INTRODUCTION

The_Dgpartment of Health and Human Services has
;gfpgnSl?ll;ty for.programs which account for an estimated $230.9
Elalégn in Fe@era} dollarg (FYy 81). The Senate Finance Committee
:nd the Senate’ Aging Committee are particularly concernad with
Soc1a1.8ecunrty and other entitlement programs which account for
approx1@ate1y 95 percent of total Department expenditures
Allegations of fraud and abuse have been reported for a n;mbar'of
these programs; however, the majority of the committees' e‘f;rts
to date have focused on medicare and medicaid. ’ o

. The medicare and medicaid programs, enacted .
1nﬂ}965, are intended to help thegaged’and poor gZytgsrngggiss
medical care. Toggther these programs are projected to account
gor Federal expenditures of $55.4 billion in fiscal year 1982, an
increase of 25 percent over actuazl 1¢80 Federal expenditur;s.’ '

The Congress began'feceivin reports of fraud

§bu51ye pragtices particularly ig megicaid shortlsuigzzrazge
1mp1§mentat1?n og these programs. These reports fostered an
ongoing examination by & number of Congressional Committees into
alleged program violations. 'This review led to the passage of
sevEral-plecgs of legislation designed to facilitate Federal andg
Stage'detectlon and enforcement efforts and to strengthen p;o ra
sanctions. .The two major pieces of anti-fraud legislation ~g )
.enacted during this period were P.L. 94-505, which established
the IG.(Oftlce of Inspector General) in the Department of Health
Educ§tlon, and Welfare (now the Department of Health and Human '
Services) and P.L. 95-142, the "Medicare and Medicaid Anti-F

and Abuse Amendments.” mFraad

Passage 9f thgse bills did not, however, signal the cessation
of program Y101§t1ons. The Senate Special Committee on Aging
held a ?earlnglxn August 1979 which documented many of the same
. abuses 1n.the medicare home health program which had been citeé

at a hearlng three years earlier. Examples of abuses related to
program deglciencies included the failure to deal with
discrepancies between the costs of similar agencies providing’
51m11ar.serv1ces. Difficulties were 'also encountered in E
collegglng overpayments from nonprofit providers. Examples of
fraud includecd.disguising the non-arm's length relatioﬁshg
between the provider and the entity supplying the service P
(thereby increasing reimbursement to the provider) and includi
?ergonal nonpatient related expenses in the cost feporﬁ "
Medicare's cost-based reimbursement was cited as one reéson for
Fhe,ex§sthg problems. Difficulties in prosecuting fraud cas
including insufficient resources and complexity of HHS;S oo
regulations were noted. ’ ‘
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Last year the Finance Committee held a hearing on the

investigation conducted by the FBI into kickbacks and other
. illegal practices in laboratory operations. The hearing raised

questions about the‘eﬁfectiveness of the IG in identifying and
controlling fraud and abuse in programs under the jurisdiction of

the Finance Committee.

Both committees are.concerned about the effectiveness of the
IG's efforts to combat fraud, abuse, and waste. The effectiveness
question was raised again at this year's confirmation hearing of
yHS Inspector General Richard P. Kusserow. At that time Mr.
Kusserow indicated that the increasing rate at which U.S.
attorneys declined to prosecute cases (5 percent were declined
in 1980) required increased IG efforts to develop prosecutable . i
cases and closer cooperation with the FBI. A recent review of
the 1G's office by the Senate Aging Committee details additional ;

concerns.

The objecﬁive of this hearing is to follow up on the. past FBI
and confirmation hearings to identify weaknesses in existing IG
efforts to determine what modifications are necessary. :

I11. FRAUD AND ABUSE DEFINED

The Congress in its oversight of the medicare and medicaid
programs has examined. both those activities which can be defined.

as fraudulent and those which can be characterized as abusive.,

Fraud is generally:defingd as an intentional deception or :
misrepresentation, with. the intent of receiving some unauthorized |
benefit. In the health area, examples of fraud may include: §
billing for services not fendered, misrepresentation of services
rendered, kickbgcks, deliberate duplicate billing, and false or
misleading entries on cost reports. providers engaged in
fraudulent activities are subject to criminal penalties. Program
abuse is less clearly defined and includes activity wherein
providers, practitioners, and suppliers of services operate in_a

‘manner inconsistent with accepted, sound medical or business
practices resulting in excessive cost to medicare or medicaid.

- Included in the area of abuse are the provision ofﬁgqnecessary
mealth services and the provision of necessary care in
unnecessarily costly settings. Persons abusing programs such as
medicare or medicaid expose themselves to various administrative
znd legal actiorns, short of criminal prosecution, such as
recovery of funds paid and exclusion from program participation.
It should be noted that Congressional oversight of program fraud
and abuse has focused primarily on provider as opposed to
recipient violations. wWhile recipient fraud does exist,
generally in the form of misrepresentation of circumstances to
gain eligibility, provider f:riud is more costly. Loss of funds
due to waste is generally the .result og the incurring of
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unnecessary costs as a result of deficient practices, systems, or
controls,

The exact magnitude of fraud, abuse, and waste in Department
programs is unknown. However, a 1977 report by the Inspector
General provided a "best estimate" of total Pepartmental losses
attributable to fraud, waste, and zbuse at $5.3 to $7.4 billion.
These amounts were later revised to $5.5 to $6.5 billion., The -
revised éstimates for medicare and medicaid programs were $3.9 to

§4.2 billion. According to the IG, the majority of these losses

were attributed to waste rather than ‘frauéd and abuse., Estimated

losses due to fraud and abusefamounted to $15 mllllon in medicare’

and $4653 million in nedlcald

III.LEGISLATION TO COMBAT FRAUD AND ABUSE

Beginning in 1972, the Congress approved a number of
emendments designed to stem fraudulent and abusive activities,
and facilitaté detection and enforcement efforts. Most of this
legislation was based on the recommendations of the Senate
Committee on Finance and the Senate Special Committee on Aging.

A. P.L. 92-503, "The ‘Social Security Amendments of 1972"

P.L. 22-603 established pegnalties for persons
convicted of program violations in medicare ang
medicaid, such as solicitation, offering or accepting
bribes or kickbacks, submissiconrof false claims and -
making false statements. 1In addition the Secretary was
authorized to suspend or terminate medicare payments to
a provider found 'to have abused the program.

P.L. 92-603.also included several provisions
designed to improve administration of medicare and
medicaid. While these amendments were not primarily
anti-fraud or anti-abuse in nature, it was expected that
improved program operatlons would ralso curb program
abuses. 1Included in this group are provisions which .
authorized increased matching for installation and
operation of claims processing and information retrieval
systems (MMIS)under medicaid, provided for the
establishment of Professional Standards Review
Organizations (PSRO's), and conformed standards for
skilled nursing facilities participating in both
medicare and medicaid,

B. P.L. 94-505, Establishment of the Office of Inspector
General .

P.L. 94-505 provided for the establishment of an
independent 0ffice of Inspector General (IG) within the
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Department of Health, Education, and Welfare (now the
Department of Health and Human Services). The office is
charged with (1) ‘¢onducting and supervising audits and
investigations relating to Department programs, (2)
cocrdinating relationships between the Department and
other"entities relating to both the promotion of
efficiency and economy and the prevention and detection
of fraud and abuse in Department programs, and (3)
keeping. the Secretary and Congress informed of its
activities.

P.L. 95-142, "Medicare -Medicaid Anti-Fraud and Abuse

Amendments“

P.L. 95~ 142 included prov151ons designed to

strengthen sanctions for medicare and medicaid program

viclations, expand information disclosure requirements,
strengthen State fraud and abuse control activities and
otherwise strengthen program administration.

P.L. ©95-142 redefined most fraudulent acts as
felonies, provided for the suspension of individuals ;
convicted of a criminal offense- related to their
“involvement in medicare or medicaid, and clarified the
types of financial arrangements and conduct to be
classified as illegal. The legislation requ1red

- institutions and other entities providing services to’

fulfill certain ownership disclosure requirements as a
condition of participation, certification, or
recertification under medicare and medicaid.

P.L. 95-142 -provided 90 percent Federal matching,
subject to specified limitations, for fiscal years 1978~
1980 for the costs incurred in the establishment and
operation of state medicaid fraud control units.

in addition , the legislation. included provisions
which (1) required the Secretary to give priority to
requests by PSRO's to review services in so~called
"shared health facilities" (sometimes refered to as "
medicaid mills), (2) provided that skilled nursing p
facilities must assure propar accouhting of personal
patient funds, and (3) generally precluded the use of
power of attorney arrangements as a device for
reassignment of program benefits.

P.L. 96-225, "General Accounting 0Office act of 1979"

‘pP.L. ©6-2256 added a conforming amendment to P.L. 3
94-505 which specified that the audit activities of the i
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HEW Inspector General's office should conform to GAOD
standaros.

P.L. 9%-277, Social Security Act Amendment

P L. 96~272 expanded the reguirements pertalnlng to
the exchange of information between the Secretary and
State medicaid agencies on terminated or suspended
prov1ders.

P.L. ©6-499, the "Omnibus Reconciliation Act of 1980"

P.L. 96-499, included seberal amendments ﬁhich
modified or clarified provisions of P.L. $¢5-142. It

extended the .increased Federal matching payments for the

cost of establishing and operating State medicaid fraud
control units at’ the rate of 90 percent for the initial
3-year period and 75 percent thereafter (subject to the
same ceilings as under prior law). It also included
additional categories of health professionals who could
be barred from program partlclpatlon if convicted of
-program-related crlmes.

'P.L. 96~499 also contained several provisions -
relating to improved administration of the medicare home
health benefit. It specified that a physician )
certifying the need for such services may not have a -

significant ownership in or contractual arrangement with -

the home health agency. The law alsc excludes from
reasonable costs amounts attributable to sucontracts
‘based on percentage arrangements.

N

P.L. 96—511, Social Securlty Act Amendnent

P.L. 96-511 prov;ded for a limitation on the
ability of individuals to transfer assets in order to
gain 5SI or medicaid ellglblllty The law requires that
the fair market value of any resources disposed of in
the preceding 24-month period must be taken into account

©in determining SSI eligibility and may be taken into

account by States for purposes of medicaid.

‘P.L. ©&7- 35, the "Omnibus Budget Reconrlllatlon Act of

19s1"

p.L. 97-35 authorizes the Secretary of HHS to
assess a.civil money penalty of up to $2,000 for
frauvdulent claims under medicare and mecéicaild and to
-impose an assessment of twice the amount of-the
fraudulent claim, in lieu of damages. Whenever the
Secretary makes a final determination to impose a civil

B e

money penalty or assessment, he may bar the person
(including an organization, agency, or other entity)
from participation in medicare. He is also required to
notify the Medicaid State Agency and may require such
agency to bar the person from participation in medicaid.
The Sécretary may initiate proceed1ngs only as .
authorized by the Attorney General pursuant to
procedures agreed upon by them and may not make adverse
determinations until the individual has been provided an
opportunity for a hearing.

IV. EFFORTS TO ESTABLISH AV“IVSPPCTOR GENERAL

An Inspector General s office for, HBS was con51dered as early
as 1870, 1In response to problems’ which "had been identified in

the medicare and medicaid programs, both the House Ways and Means

Committee and the Senate Finance Committee included provisions
for an IG for Health Administration in their versions of the
"Social Security Amendments of 1970".  The bills provided that
this unit would have had responsibility for continuing review of
medicare and medicaid in terms of effectiveness of prodgram
operations and compliance with Congressional intent. Although
the bills died at the .end of the 91st Congress, the IG provision
was again.considered as part of the "Social Security Amendments
of 1972." The final legislation, P.L. 92;503, contained;
amendments which provided sanctions for program vioclations and
strengthened program administration, but the Senate amendment %o
establish an Office of Inspector General was not approved by the
Conferees.

In 1975 and 1976, the Subcommittee on Intergovernment
Relations and Human Resources of the House Government Operations
Committee conducted an extensive investigation into the .
Department's procedures for preventing and detecting program
fraud and abuse. The report of the Committee's findings issued
early in 1976 concluded that existing mechanisms were
ineffective. The following i§ a summary - of the major findings

‘contalned in that report:

1) The magnltude and complexity of HEW activities,
aggravated in many instances by lack of direct control
over expenditures, present 2 danger of enormous losses
through fraud and program abuse,

2) Fraud and abuse are undoubtedly responsible for the loss
of many millions of dollars in HEW prograns each year.
Thé committee did nof attempt to name a specific figure
because HEW officia¥s were unable to provide information
on which an estimate could be based.
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3) HEW units charged with responsibility for prevention and
"~ detection of fraud and abuse are not organized in a
- coherent pattern designed to meet the overall needs of
‘the Department. There is no central unit with the
overall authority, responsibility and resources
necessary to insure effective action against fraud and
abuse.

4. Staff of most Department fraud and abuse units lack
independence and are subject to potential conflicts of
interest becausé they report to officials 'who are

sdirectly responsible for managing the programs the
unit's investigate. '~ Further, the Office of
Investigations and Security (0IS) may not initiate any

“investigation without specific epproval of the Secretary
or Undersecretary.

5) Current organizational arrangements provide little
assurance that the Secretary will be Kept informed of
serious fraud and abuse problems or that necessary
corrective action will be taken. The OIS charter does
not provide for guaranteed access to the Secretary or
Undersecretary. . Most other fraud and.abuse units report
to program officials, usually at a relatively low level.

6) Resources devoted by HEW to prevention &nd detection of B

fraud and program abuse are ridiculously inadequate; for
example the 0IS has had only 10 investigators. Further,
HEW has failed to -make effective use of its resources.
“While the 0IS has a 10 year backlog of uninvestigated
cases, the staff of the Social Security Administration's
Investigations Branch has no significant backlog and has
8 investigative positions unfilled.

7) There are serious deficiencies in HEW fraud and abuse
procedures, Until recently, HEW h&d not advised
Department employees that they had’an obligation to call
the attention of appropriate officials to possible
violations. Further, there is no HEW-wide policy for
centralized supervision of referral actions.

In response to the findings of the House Government
Operations Committee, hearings were held on proposals to .
establish on 0ffice of the Inspector General as an independent

“entity within HEW. The Committee reported H.R. 15380 on

September 14, 1°27A6. The Senate Committee on Government
Cperations reported H.R. 11347 on Septenber 28, 1976, Title II
of this measure, comparable to the bill reported by the House
Committee, incorporated an additional provision directing the
Inspector General to gstablish a separate staff to handle
investigations involving the medicaid, medicare, and maternal and

11

child health programs. This measure was approved by.the full
Senate on Scptember 28, 1276, and by the .House on September 29,

1976; it was 51gned into - law as 'P.L. 24-505 on October 15, 1976,

V. P.L. 94- 505, OFFICE OF INSPECTOR'GENERAL

The Offlce of Inspector General, Department of Health and
Buman Services, was the first statutory position of its kind
established in the Federzl Government. The legislation provided
for the establishment of an independent Office of Inspector -
General withHin HHS. The mission of the IG is to detect and
prevent fraud, waste, and abuse in Department programs and to
foster economy and efficiency in thelr operatlons.

The IG and his Deputy are app01nted by the Dres1dent with the
advice and consent of the Senate. The law specifies that these
individuals shall be selected solely on the basis of integrity
and demonstrated ability and without regard to political
affiliation. The IG is to report to anéd be under the general
supervision of, the Secretary, or to the extent such authority is
delegated, to the Undersecretary. He may hot be under the
control of or subject to the supervision of any other office of
the Department. The IG and Deputy IG may be removed by the
President, who is required to communicate the reasons for such
removal to both Houses of Congress. Though not technicéally c1v11
service employees, the IG and his Deputy are subject to
restrictions against partisan polltlcal activity applicable to
such individuals. The law requires the 16 to appoint an
Assistant IG for Auditing and an Assistant IG for Investlgations.
It 2lso provides for the consolidation and ‘appropriate transfer
of ex1st1ng ‘audit and 1nvestigat1ve ‘functions .n the IG.

Publlc Law 04 505 charges the IG with -the follow1ng dutles
and respon51b111t1es- ,

(») Supervzslon, coordination and provision of policy

.direction for HHS auditing and investigative zctivities.

(B) Recommending policies for, and'COnducting, supervising or
coordlnatlng other HHS activities in order to promote ecoﬂony and
+1c1ency and to prevent and detect fraud and abuse.

(C) Recommendlng p011c1es for, and conductlng, supervising or
coordinating relationships between the Department and other
Federal agencies, State and local governmental agencies, and
nongovernmental entities with respect to promoting ecconomy and
efficiency in Cepartment programs, preventing and detecting fraud
and abuse in such programs, and.identifying and prosecuting
participants in such fraud and abuse. }
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(D) Keeping the Sécretary and -Congress fully and currently
informed by means of required reports and otherwise of fraud and
other serious problems, abuses and deficiencies relating to
Department programs; .recommending corrective action; and '
reporting on the progress made in dimplementing such corrective
action. . ' B '

In carrying ouﬁ his respoﬁsibilities;vthe IG is to. insure
effective coordination with and avoid duplication of the
activities of the Comptroller General.

in view of the high incidence of fraud and abuse which hagd
been observed in health programs, particularly medicaid, the
legislation requires the IG "to establish within his office an
appropriate and adequate staff with specific responsibility for
devoting their full time and attention to anti-fraud and anti-
abuse activities relating to the medicaid, medicare, renal
disease, and maternal and child health programs. ©Such staff
shall report to the Deputy." ~ g

Public Law 24-505 requires the IG to-submit annual reports on
the activities of the 0ffice and quarterly reports covering
problems and abuses for which the 0ffice has made corrective
action recommendations but which in the IG's view adequate
progress has not been made, The law also requires the immediate
submission of reports concerning flagrant problems or abuses,

The IG is.authorized to make additional investigations and .
reports he ‘deems necessary and-to provide documents or . '
information requested by the Congress or appropriate
Congressional committees. All reports and information must be
submitted "to the Secretary and the Congress or appropriate .
Congressional committees without further clearance or approval.
The 1G, insofar as is feasible, is to provide the Secretary with
copies of annual and quarterly reports sufficiently in-advance of
their due date to Congress to allow a reasonable opportunity for
comment, : ! : : .

. To assist him in carrying out his reponsibilities under the
Act, the law authorizes the IG to (1) ‘have access to. all records,
reports, ‘audits, reviews, documents, papers, recommendations, or
other materials available to the Départment relating to programs .
and operations for which he has responsibility; (2) request any
necessary information or assistance from any Federal, State;, or
local governmental agency or unit; (3) subpoena necessary ’
information, documents, reports, answers,; records, accounts,
papers,. and other documentary evidence (the subpoena to be
enforceable by order of the appropriate U.S. district court in

case of contumacy or refusal to obey); (4) have direct and prompt‘

access to the Secretary where necessary; (5) inform the Congress
when a budget request for the office has been reduced prior to .
submission to Congress to an extent deemed seriously detrimental;

g
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(5) select, appoint and employ necessary staff; and (7) enter, to
the ‘extent provided for in appropriations acts, contracts, and
other arrangements for audits, studies, analyses, and other
services with .public.agencies and private persons. ' Federal
agencies are required to furnish information or assistance
requested by the IG, insofar as is practicable and not in .
contravention of any exfsting statutory restriction or applicable
regulations. : ' : .

A. IG OPERATIONS

“The Office of IG is organized with three essential.
components; the Audit Agency, the Office of Investigations, and
the Office of Health Care and Systems Review. The Audit Rgency
and Office of Investigations reflect a complete transfer of the
furctions, powers, and duties from the pre-existing HEW Audit .
Agency and Office of Investigations. The Office of Health Care
and Systems Review had no -existing counterpart. Although
identified as a health unit, this office does not appear to be
carrying out the intent of the law for an office "with
appropriate and adequate staff with specific responsibility for
devoting their full time and attention to anti-fraud and anti-
abuse activities."” : :

At the close »f 1980, the Office of Inspector General had a
staff of 965--22 in the immediate 0ffice of the Secretary and |
Executive Management, 729 in the Audit Agency, 177 in thg Office
of Investigations, and 36 in Health Care and Systems Review.

1. ' AUDIT AGENCY

The Audit Agency has changed little since first organized as
an HEW component in 1965. When the IG was created in 19276, all
of the functions, powers, duties, assets, and personnel of ‘the
then existing HEW:Audit Agency were transferred to the IG. The
mission of the Adency is to perform comprehensive audits of all
Department programs, including those conducted- through grantees
and contractors, in order to determine whether Department o
programs are operated economically and efficiently and to provide
a reasonable degree¢ of assurance that funds are expended properly
and for the purpose for which appropriated.- This includes seeing

that some 35,000 diverse entities which actually carry out BHS

programs receive adeqguate &udit attention. These entities are:
located across the country and include numerous field
installations of the Department, State and local governments,
institutions of higher education, medical fiscal agents, and
various nonprofit institutions. The Audit Agency conducts a
variety of audits, the majority of which are_financial in nature
and geared to measuring compliance with applicable rglgs and
regulations with particular attention to the allowability of
claimed costs. Over two-thirds of the audit reports dealing with
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Department programs in 1980 were done by public accountants and
State auditors. As.a result of Agency audits, some $80 million
in proposed adjustments were identified in 1980. That same year,
almost $127 million in audit-recommended financial adjustments
were concurred with by the program officials. The backlog of
unresolved audits as of the end of 1980 amounts to almost S70
million. About $29 million of that amount had been outstanding
for more than & months--$14 million of which has been outstanding

for over two -years.

prior to the incorporation of the Agency into the Office of
inspector General, the Agency had 384 authorized positions. All
of the professional staff was accounting or business oriented in
education and experience. The Agency staff was supplemented by
the use of public accountants and State audit staffs equivalent
to about 2,150 staff-years of effort. The Agency considered
itself substantially understaffed. This is. confirmed in that the
number of audits identified as needing to be staffed exceeded the
resources available by almost £50 staff years.

In 1881 the Agency had .750 authorized positions. Although
the staff contipued to be supplemented.by other resources, the
agency's workplan for 1981 stated that "(T)here are many areas
where no audits are planned--the long-standing imbalance between
resources and workload does not allow our doing everything
necessary." ' : o : -

5. OFFICE OF INVESTIGATIONS

The Office of Investigations (OI) supervises and conducts
investigations relating to programs and operations of the
Department. The office has primary jurisdiction over penalty
provisions contained in Title 42, USC (essentially penalties for
funds involving - medicare and medicaid). In addition the 0ffice
hasg concurrent jurisdiction with the Federal Bureau of
Investigation for violations of Title 18 USC (essentially false
claims, mail fraud and conspiracy to defraud the Government

" statutes).

The Cffice, originally formed as & small centralized unit in
1975, serves as a focal point for alleged cases of malfeasance;
fraud; misuse of funds, equipment, or facilities; violations of
terms or conditions of finding; and code of conduct violations of
employees and other personnel working on behalf of the
Department. .

The office workload involves cases representing medicare,
medicaid, social security and other Department programs.
Generally, medicare cases are first identified by the carriers
and fiscal intermediaries which process medicare claims.:
Ccarriers are required to (1) make payments for covered services
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on the basis of "reasonable” charges (costs in some instances) in
zccordance with criteria prescribed by law, (2) establish '
procedures and provide opportunity for fair hearings in.
connection with part.B, (3)}.-provide timely information and
reports, and (4) maintain and afford access to records necessary
to carry out- the part B program. Intermediaries (1) make ‘
determinations. of the reasonable costs of covered provider
services, (2) make payments to providers for services rendered to
beneficiaries under part A, {3) provide financial and
consultative services to providers in connection with part A, (4)
provide information and instructions furnished by HCFA to
providers, (5) mazke audits of provider records, and (%) help
providers with utilization review prdcedures. o

) When a carrier or intermediary’ suspects that a particular
situation may involve fraud, a referral is made to HCFA's Office
of Program Integrity. After preliminary investigation by OPI,
the case is referred to the 0I. According to the Memorandum of
Understanding between the two offices, the referral is made when
a reasonable probability of criminality has been determined. The
Office of Investigations completes the investigation and either
returns the matter to the Office of Program Integrity for
administrative remedies or refers the case for prosecufion.

Ssocial Security matters are-handled in a differernt fashion.
The Social Security Administration's OPI conducts criminal fraud
investigations, prepares cases for presentation to the U.S. -
Attorney, and assists in the trial preparation of beneficiary
fraud cases. Referrals to OI are made when OPI has established
that & Federal employee violated the law. Ootherwise, based on
the cases the staff reviewed, 0I only investigates social
security-related cases when 0T is involved in a Jjoint agency
project. For example, Project Baltimore--a joint investigation
by 01G, Immigration and Naturalization Service, and SSA focusing
on criminal conspiracies to obtain social security numbers for
illegal aliens.

Medicaid cases are handled by medicaid fraud control units
(MFCUs) in those States where they exist. Federally sponsored,
MFCUs are separate from the State agencies that adninister the
medicaid program. - The IG is the manager and ‘national coordinator
for all MCFUs. The units rceive complaints of alleged fraud and
abuse, ‘investigate and prosecute cases, and collect or refer to-a
state agency for collection, the program overpayments the- units
identify. . :

Twenty-one States do not have Federally sponsored MFCUs
although some -States operate units which are similar in purpose,
but do not qualify for increased Federal matching funds. 1In
ctates without units, Federally qualified or their own, medicaid
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fraud investigations are the responsibility of Federal
investigators.

The 1280 réport of the Inspector General listetzl 3.53 HHS cases
opened and 145 convictions in that year. The convictions relate
to ceses opehed in 1980 and prior years. .

In 1980, 41 health cases were referred to the Department of .
Justice by the Inspector General. Five of the 41 cases rgsulted
in convictions, all by pleas. The longest period of confinement
ordered was 5 months. Of the other cases, Justice declined to )
prosecute 31, 1 case resulted in acquittal, 3 were pending at the
end of the year, and the status of 1 case could not-be
ascertained. ‘. : -

3. HEALTH CARE AND SYSTEMS REVIEW

The third basic function of the Inspector General's Office is
to effect program change to prevent the recurrence of fraudulent
and zbusive practice. 'Within the HHS IG, this missiog is
zssigned to the office of Health Care and Systems Review {HCSR) .
HCSR has a staff of 40. ‘ ’

To accomplish its mission, HCSR staff review audit and
investigative findings for program implications.. The R
investigative findings are contained in Management I@pllcatlon -
Reports (MIRs) filed by investigators at the conclusion of each
investigation. The MIRs identify the cause of the action )
resulting in the investigation and suggest possible changes in
regulations or operations that might prevent a recurrence. ‘When
program implications are identified, HCSR;transmkts.thelg o
recommendation for change to the appropriate operating division
in the Department. . ,

Tn addition to these reviews, HCSR also uUndertakes reviews
and conducts studies to determine the effectiveness of programs
under the Department's jurisdiction. )

B. OTHER OPERATIONS

According to.a March 23, 1981 survey of resources, some @3‘
components within the Department share sSome of the responsibility
for. promoting efficiency and combating fraud and apu§e: : co
Resources .in the Department dedicated to these act1v1t}es.tota1ed
11,321 staff years at a cost of approximately $427.5 ml}llon, of
that total, OIG resources accounted for 977 staff positions and
$43.3 million. c . . S
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Chairman Dork. I might say at the outset that this is a joint
hearing of the Senate Finance Committee and the Special Commit-
tee on Aging.

We have a number of witnesses today, including a distinguished
panel. In lieu of a lengthy opening statement, I will just summarize

1y opening statement. If other members would do the same, it
would save us some time. ‘ :

‘The purpose of this hearing is our concern over continuing re-
ports of fraud, waste, and abuse in Federal programs. We know, as
the public knows, that each dollar that is siphoned by cheats,
frauds, profiteers, and mismanagers means $1 less to meet legiti-
mate program needs, and one tax dollar of the American people
wasted. o ' '

Because of these concerns, Congress created the Office of Inspec-
tor General. There is some concern whether the Office of Inspector
General has done much since its creation, and that’s an area we
want to go into in some detail later this morning.
 Medicare and medicaid programs are growing in size. In fiscal
year 1982, for example, they will cost about $65.4 billion, an in-
crease of 25 percent over actual 1980 Federal expenditures. We
have been through the budget cutting process once in this commit-
tee. We are going to have that same opportunity again early next
year and perhaps in the following years. Before we affect benefits,
it seems to many of us that we have a very deep responsibility to
first eliminate fraud and abuse. And I am suggesting fraud and
abuse on the provider side as well as on the beneficiary side. That’s
what this hearing will be directed to this morning.

We have a number of witnesses who, I think, will be very help-

ful. And we hope to explore in detail what is being done by the ad-

ministration and what we can do as committees of the Congress.
I certainly welcome to the Senate Finance Committee hearing
room members of the Committee on Aging. And I would now yield
to Senator Heinz, the chairman of that committee.
[The prepared statements of Senators Dole and Heinz follow:]

OPENING STATEMENT OF SENATOR BoB DoLg, OvERsIGHT HEARING, OFFICE OF
, - . INsPECTOR GENERAL, HHS

I am deeply concérned over the continuing reports of fraud, waste, and abuse in
Federal programs. Each dollar siphoned off by cheats, frauds, profiteers, and mis-
managers, means one dollar less to meet legitimate programs needs, and one dollar
wasted from the hard-earned tax dollars of the American people. (

Because of these concerns, Congress created the Office of Inspector General. In
197€ the newly created Inspector General was charged with an independent-respon-
sibility for the investigation and audit of all department programs. Furthermore,
the Inspector General’s Office was to provide leadership and direction to the depart-
ment'’s efforts to combat fraud, waste, and abuse. The Finance Committee has had a
long-standing interest in this matter and as early as 1970 approved legislation to
establish an Inspector General for the department’s health programs. In fact, the
whole statutory concep? for an iridependent office of Inspector General was born out
of the poor administrative practices in medicare and medicaid. This became the
basis from which the Committee on. Government Operations applied the IG' concept
to all HEW programs. In order to make sure that the original medicare and medic-
aid concerns were specifically addressed, a requirement was included in the law re-
quiring the Inspector General to establish a specific unit devoted to antifraud and
antiabuse activities relating to medicaid, medicare, renal disease, and maternal and
child health programs. The committee would like to know what specific actions have

- been taken by the Inspector General’s Office to address rfthg problems in these pro-

grams.
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Medicare and medicaid are programs which are growing in size and consursing
ever larger amounts of Federal and State dollars. Together these programs are pro-
jected to account for Federal expenditures of $65.4 billion in fiscal year 1982, an in-
crease of 25 percent over actual 1980 Federal expenditures. We have all been
through a very painful budget process and will face a similar unpleasant task next
year. 1 am sure that all of us would like to avoid further reductions in needed serv-
ices for the elderly, the sick, and the poor.

Stopping the flow olf dollars that results from fraud, waste, or abuse should be at
the top of everyone'’s list. _

DurIi)ng last ;’ear’s Finance Committee hearing on the California “LABSCAM" in-
vestigation, questions were raised about the effectiveness of the Inspector General
in identifying and controlling fraud and abuse in programs under the jurisdiction of
the Finance Committee. We are also told that U.S. Attorneys have declined to pros-
ecute fraud cases at an alarming rate not only for HHS programs but Government-
wide.

If I might recap some points made in a recent report by the Comptroller General:
Controls over Federal programs are often inadequate, or nonexistent, Federal man-
agers are often unconcerned with enforcing the controls needed to prevent fraud,
and once an agency allows fraud to happen, chances are it will never recover t_he
loss. Furthermore, few suspects are prosecuted while agencies fail to take effective
action against those who commit fraud.

I know that the President has made the elimination of fraud, abuse, and waste a
high priority in this administration. I also recognize that progress is being made on
this front by the several Inspectors General in the executive branch. Those accom-
plishments should be lauded, yet at the same time, it is clear to this Senator that
much remains to be done.

Let me say that I believe that fraud, abuse, and waste should be prevented to the
extent possible as well as aggressively pursued where such measures have failed. I
understand that the Secretary has asked for a comprehensive study of the resources
available within the department to do just that. We complement the Secretary on
his initiative and look forward to the results of the study. At that time we expect to
hear from the Secretary as to how we might be of assistance in determining how
those resources are used.

We are here today to learn what has been done, but more importantly, to learn
what the Inspector General’s Office can do to see that needy citizens, the poor, the
helpless, the crippled, the disabled, and the sick are not deprived of the type of as-
sistance that Congress intended to provide through medicare, medicaid, and other
entitlement programs.

OPENING STATEMENT OF SENATOR JOHN HEINZ

Sixteen years ago, Congress established the medicare and medicaid programs as-
suring, for the first time, that quality health care would be available to all of our
older citizens regardless of age or income: )

But unfortunately, the success of medicare and medicaid has been accompanied
by a measure of failure—failure to adequately control fraud, abuse, and waste in
the programs.

Over the last 10 years the Senate Special Committee on Aging documented the -
problems in medicare and medicaid. We found evidence of kickbacks, ping-ponging

patients from doctor to doctor, kiting bills, and other abuses. Virtually every provid-
er category was implicated. ‘

At the same: time we found considerable evidence of poor care and inadequate
treatment—from serious undiagnosed illnesses to extensive patient abuse in nursing
homes and boarding facilities.

Estimates of the loss due to fraudulent activities are staggering. In 1977 the com-
mittee estimated $3 billion annually was being wasted or stolen from the medicare
1aind medicaid programs alone. Department-wide estimates ran as high as $7.4 bil-

on.

Public Law 94-505, the IG bill, was Congress’s way of saying: Enough to those
who deliberately sought to defraud these programs; enough to those who sought to
waste our meager resources; and enough to those who sought to abuse program reg-
ulations. Congress. intended to unify the existing fragmented antifraud resources
and to commit sufficient resources to the task. It was in this context that the office
of IG was created. SN

This joint hearing by the Senate Committee on Finance and the Senate Special
Committee on Aging marks the first formal review by Congress of the performance
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of that office and its success in detecting, preventing, and controlling fraud, abuse,
and waste.

Today, I am releasing the results of a 6-month study of the performance of the IG
conducted at my direction by the staff of the Committee on Aging. The 408 page
report is entitled “Background Materials Relating to Office of Inspector General,
Department of Helath and Human Services Efforts to Combat Fraud, Waste and
Abuse” and is dated December 1981. )

The results of that study indicate the Office of Inspector General has not operated
as Congress intended. Frauds against the Government continue to be lucrative and
pervasive. The odds against getting caught and punished are inviting.

Only 5 cf 41 health cases the IG submitted to the Justice Department for prosecu-
tion in 1980 resulted in convictions. The longest sentence ordered was 6 months.

In comparison with the other 15 Federal Inspector Generals, HHS ranked third
from last in the number of cases opened in 1980 per dollar expended.

The office ranked second from last out of the 11 offices with comparable data in
dollars recovered per dollar expended in 1980.

The backlog of cutstanding audits as of the end of 1980 for HHS amounted to
almiost $70 million.

The message that has been given those who would abuse the system is clear. The
public purse is open and easy, the bureaucracy too ponderous and passive to pursue.
The Federal Government continues to squandor billions of dollars through its inabil-
ity to stop this abuse. ' :

All this must end. The abuse and the inability to prevent, detect, and punish
abuse are intolerable. The depletion of valuable health care resources at a time of
growing budget restraints on these valuable programs are unconscionable.

We rely on the Inspector General to lead the fight against fraud, abuse, and waste
in the Department. Until this year that leadership has been absent and the oper-
ation of that office ineffective. ‘

From the committees’ analysis, the elements essential to effective operation of the
IG are the unification under the IG’s leadership of the Department’s fragmented ef-
forts to control fraud, abuse, and waste, better targeting of resources, and the elimi-
nation of jurisdictional disputes between the IG and various program division
within the Department.

Fraud control efforts are not only morally right. They are cost effective. Every
report indicates audit and investigatory activities return their cost many times in
recoveries. The HHS IG recovers $4.7 for every dollar they spend on audit activities.
Today, more than ever, we must find ways to provide needed services while keeping
down costs. Improved effectiveness and efficiency in program operation offer an
avenue for extending benefits to the needy without increasing overall costs.

To that end, I look forward to hearing the testimony of today’s witnesses.

STATEMENT OF HON. JOHN HEINZ, A U.S. SENATOR FROM THE
o STATE OF PENNSYLVANIA

Chairman HeiNnz. Mr. Chairman, thank you. I will be brief, but 1
would observe that 16 years ago Congress established the medicare
and medicaid programs assuring, for the first time, quality health
care for older people, regardless of age or income. '

But the success of medicare and medicaid has been accompanied
by an equal measure of failures—failure to adequately control
waste, fraud, and abuse in those programs. :

Over the last 10 years, the Serate Special Committee on Aging
which I am privileged to chair—has documented the problems in
medicare and medicaid. We have found evidence of kickbacks, ping-
ponging patients from doctor to doctor, kiting bills and other
abuses. Virtually every provider of category was implicated.

At the same time, we found considerable evidence of poor care
and inadequate treatment from serious undiagnosed illnesses to ex-
tensive patient abuse in nursing homes and boarding facilities.

Estimates of the loss due to fraudulent activities are staggering.
In 1977, the committee estimated $3 billion annually was being
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wasted or stolen from the medicare and medicaid programs alone.

Departmentwide estimates ran as high as §7.4 billion.
Public Law 94-505, the Inspector General bill, was Congress’ way

of saying enough is enough: Enough to those who deliberately

sought to defraud these programs; enough to those who sought to
waste our meager resources; enough to those who sought to abuse
program regulations. _

Congress intended to unify the existing fragmented antifraud re-
sources and to commit sufficient resources to the task. It was in
this context that the Office of Inspector General was created.

This joint hearing by the Senate Finance Committee and the
Special Committee on Aging marks the first formal review by Con-
gress of the performance of the Inspector General and its success in
detecting, preventing, and controlling waste, fraud, and abuse.

Today, I am releasing the results of a 6-month study that marks,
during these 6 months, the progress during 1980 that the Inspector
General’s Office has or has not made. This study was conducted at
my direction by the staff of the Special Committee on Aging.

Unfortunately, Mr. Chairman, the results of that study indicate
that the Office of Inspector General has not operated as Congress
intended. Frauds against the Government continue to be lucrative
and pervasive. The odds against getting caught and punished are
extremely inviting. ' .

Only 5 of 41 health cases the Inspector General submitted to the
Justice Department for prosecution in 1980 resulted in convictions.
The longest sentence ordered was 6 months.

In comparison with the other 15 Federal Inspector Generals,
HHS ranked third from last in the number of cases opened in 1980
per dollar expended. ,

The office ranked second from last out of the 11 with comparable
data in dollars received per dollar expended in 1980.

The backlog of outstanding audits as of the end of 1980 for HHS
amounted to $70 million.

The message that has been given those who would abuse the
system is clear. The public purse is open and easy, the bureaucracy
too ponderous and passive to pursue. The Federal Government con-
tinues to squander billions of dollars through its inability to stop
this abuse. : ‘

All this must end. The abuse and the inability to prevent, detect,
and punish abuse are simply intolerable. The depletion of valuable
health care resources at a time of growing budget restraints on
these valuable programs is unconscionable. ‘

We rely on the Inspector General to lead the fight against waste,
fraud, and abuse in the Department. Until this year, that leader-
ship has been absent and the operation of that office ineffective.

From the committees” analysis, the elements essential to the ef-
fective operation of the Inspector General are threefold: First, the
unification under the Inspector General’s leadership of the Depart-
ment’s fragmented efforts to control waste, fraud, and abuse,

~ second, better targeting of resources; and third, the elimination of

jurisdictional disputes between the Inspector General and various

other program divisions within the Department. .
~ I.believe our efforts to control fraud are not only morally right
but they are cost-effective. Every report indicates audit and investi-
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gatory activities return their costs many times over i i
The HHS Inspector General recovers g4.70, currentlll; r?ggvgzleis.
dollar they spend on audit activities. Today, more than ever WZ
really have to find, succeed in finding, ways to provide needed s’erv-
ices while keeping costs down. Improved effectiveness and efficien-
cy in program operation offer an avenue for extending benefits to
th% niid{ without increasing overall costs.

it I('l)eSS eas t((a)lég,y.l\/lr. Chairman, I look forward to hearing from our

Chairman DoLE. Are there othe .
ated opening statement? r members who have an abbrevi-

STATEMENT OF HON. GEORGE MITCHELL, A U.S. SENATOR FROM
THE STATE OF MAINE

Senator MircHELL. I think this qualifies as abbrevi

Thank you very much, Mr. Chairman. At a timeafa?}?én present
f_estralnts_ are placing intense pressures on all programs which de-
iver services to the elderly and the vulnerable in our society, it is
appropriate that we take a closer look at the effort to weed out
wagte, fraud and abuse in such programs. '

Americans are generous people. They want our ive i
d%gnlty. They do not want children to };)e punishec;3 lf%irlt}lrlgopgzgr};
glegil:;uTI})laegrelll)gsl"eThi{x V:aélt no one to go hungry in this land of

- ‘eve tha ; L ame

liz%il atnicom_passionate soc?gt?;rl.t health care is a basic in this civi-

at American generosity is the basis for mos s
that provide assistance which helps pay for Or;tegifcg}llecggt?sg rzlx?g
which provide income support to children too young to work, th
el(%;r};ytﬁvlio completed their life labors. >

ut that concensus on Government’s obligatio
rests on the base of confidence and trustg Th(i,1 X)rggfi:;énszﬁgig
gnust be able;—must be confident—that the programs which use tax
o%%ars are, in fact, devoted to serving the needs of the poor.

e we permit pervasive waste to exist, if we allow fraudulent
claims to be made against the Government with imibunity we not
only divert dollars that could help the needy, but we risk under-
mlsnn}g the support of taxpaying citizens for these programs.
b olam pleased, Mr. Chairman, to join with you and other mem-

ers of this and the other committee in examining in detail the op-
te}z;afulons of the Goven}ment’s front line task force against fraud
& e Inspector General’s program. It is important that we maké
Aezr our total commitment to the battle against waste and fraud

nb to begin the long and difficult but necessary task of rebuilding;
public confidence in the integrity of our collective efforts to care

for the \ i i
Thanl\{ze;gru?roung, the ‘ve1 y old and the very needy in this society.

Chairman DotLg. Thank you. :

Senator Mitchell, we are o ti : :
this committee. Senator Coherpifera ing under the early bird rule in
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STATEMENT OF HON. WILLIAM COHEN, A U.S. SENATOR FROM
THE STATE OF MAINE

Senator CouEN. Thank you, Mr. Chairman. I have a prepared
statement for the record. I would just like to make a couple of
points now. -

This is, I think, a hearing in addition to those we have been
having in other committees as well. The Governmental Affairs
Committee has been rather actively involved in the consideration
of the entire issue of fraud and waste. I was going to read this 68
page report, Mr. Chairman, from the Governmental Affairs Com-
mittee but I asked instead that the staff to be aware of it. It's com-
piled by Senator Roth, Chairman of the Governmental Affairs
Committee, and it deals with the home health care fraud and abuse
problem. He had extensive hearings during the course of this year.
And it’s a rather shocking report in terms of how easy it is to de-
fraud the Federal taxpayers. It is very easy to determine ripoff
schemes.

Yesterday, we had a hearing in the Governmental Affairs Com-
mittee, chaired by Senator Percy, dealing with loan delinquencies
in the student loan program. And what, I think, came through
during the course of those hearings was the question of attitude.
There is a mind set or has been a mind set in this Government
over the years which represents a great deal of laxity. We found,
according to the GAO, in that particular program that the system
was in disarray—that there was very little interest demonstrated

‘on the part of HHS, formerly HEW, in collecting loans that were

outstanding. There was no policy guidelines that would enable the
agency to collect the money. There were no audits, very few audits.
And there were no penalties to speak of. A $1 or $2 a month for
loans outstanding for many, many years.

So I think this is, perhaps, just a continuation of the oversight
responsibilities of Congress to make sure that we do, in fact,
change the mind set that it is somebody else’s money and we don’t
really have to exert the kind of oversight that’s necessary to make
sure it is well spent. ‘ ' , ‘ )

Chairman DoLe. Thank you, Senator Cohen. I think it is. In the
words of the President, he wants the IG to be as “mean as a jun-
kyard dog.” I think that was the term. -

[The prepared statement of Senator William Cohen follows:]

STATEMENT OF SENATOR WiLLIaM S. COHEN.

Mr. Chairman, next to providing for the common defense and the general welfare
of all Americans, there is no more important service the government can provide
than to guarantee to the American taxpayers that every federal dollar in every fed-
eral program is being spent for the purpose intended.

Just two days ago, the President met with his Council on Integrity and Efficiency
to receive the second report outlining the campaign against waste, fraud and abuse
in government. The Council, consisting of the 16 Inspector Generals claimed in the
report that it has already saved the government $2 billion in the last six months.
There has been an impressive increase in indictments in federal waste and fraud
investigations of nearly 60 percent and an increase in convictions of nearly 30 per
cent.

I am pleased that today we will focus on one of the most important areas of all—
the Department of Health and Human Services Office of the Inspector General.
Hearings conducted by six congressional committees over the last 10 years revealed
considerable evidence regarding fraudulent practices in health programs, particular-
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ly Medicare and Medicaid reimbursements. As a former member of the House Select
Committee on Aging, and as an original cosponsor of H.R. 3; the anti-fraud and
abuse legislation that led to the creation of the Office of the Inspector General at
HHS, I remember hearing of widespread fraudulent billing practices of some home
health agencies in the Medicaid program, as well as patient abuse and mismanage-
ment of public funds in nursing homes. Another House Committee also learned at
the time of “‘extremely serious deficiencies” in the Department’s auditing and inves-
tigating procedures.

The passage of P.L. 94-505 to create an Office of Inspector General, was intended
to correct the problems identified by the Congress in the prevention and detection of
fraudulent and abusive activities in program administered by HHS. Because of the
high incidence of fraud and abuse which has been observed in Medicaid and Medi-
care, the legislation diracted the IG specifically to establish within his or her office
an appropriate and adequate staff with specific responsibility for devoting full time
and attention to anti-fraud and anti-abuse activities relating to Medicaid and Medi-
care. ‘

Progress already has been reported. At the meeting with the President on
Monday, HHS Inspector General Kusserow explained how computer list matching
techniques have been used to find double-dippers in the entitlement programs. The
Office has discovered that millions of dollars worth of Social Security checks have
been sent to dead people by cross-checking a list of deceased Medicaid recipients
with Social Security lists.

Still, to date there has been no comprehensive Congressional oversight of the
Office to determine compliance with the original intent of the law. Why, for exam-
ple, is the HHS Inspector General’s office only rated 9th of 11 other offices in deter-
mining cost effectiveness? Why, in comparison with other statutory IG’s, is HHS

" ranked 13th in the number of cases opened in 1980 per dollar expended? Why are 36

per cent of the pending cases listed as six months old or older in the 1980 report,
and 21 per cent reported to be over a year old?

I hope these questions will be addressed in this hearing today. I commend both
the Chairman of the Senate Special Committee on Aging and the Chairman of the
Senate Finance Committee for holding this hearing to examine for the first time
both the purpose and the effectiveness of the IG's office.

During my trips back to Maine, I find that my constituents consistently request
one thing—that government provide a dollars worth of services for each dollar of
taxes. I don’t believe that is an unreasonable request. By our actions here today, we
can begin to send a signal to people that the Congress is serious about streamlining
government programs and reducing waste and fraud to the absolute minimum.

Chairman Dorg. Mr. Grassley.

STATEMENT OF HON. CHARLES E. GRASSLEY, A U.S. SENATO
' FROM THE STATE OF IOWA :

Senator GrassLEy. Mr. Chairman, this document that Senator
Heinz already referred to, and put together by the Senate aging
Committee staff, is a fine document. But I want to emphasize and
underline what Senator Heinz said that this covers a period of time
from the implementing of the regulations until the end of 1980 so
the many efforts of the “junkyard dogs”’ aren’t evident in this
report because the administration has done its work after the
period of time that this report covers. |

Upon examination of this document one is struck with the sheer
enormity of policing an agency that distributes over $200 billion
annually. It raay be that this or future Congresses may have to
amend Public Law 94-505 to more realistically deal with the reali-
ties of administering such tremendous entitlement programs. The
Congressinnal Research Service American Law Division reinforces
this possibility in its response to the Aging Committee’s questions
concerning the autonomy of the Health and Human Services In-
spector General; a most telling opening statement of the American
Law Division’s conclusions reads, and I quote, “* * * neither the
statutes nor the committee repor’s and hearings unambiguously
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delineate the degree of autonomy Congress intended for the Inspec-
tor General at HHS” - - ,

Another quote from this report also reads, “* * * It must be
noted that the legislative history seems to accord the Inspector
General something of a subordinate role to the Department of Jus-
tice in criminal investigations.” - ;

Since the work of the Aging Committee covers only that period
prior to the present Inspector General, Mr. Kusserow, taking office,
I am most anxious to read and hear his testimony and find out
whether he himself is going to be that sort of a “junkyard dog”
that the taxpayers can legitimately demand to see that their tax-
payers’ money is being well spent.

Chairman Doie. Thank you, Senator Grassley.

Senator Baucus. ©s

STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR FROM THE
STATE OF MONTANA

Senator Baucus. Thank you, Mr. Chairman. There has been a lot
of talk about waste and fraud and abuse in Federal Government,
and, frankly, I think it has been more talk than action by most
people who talk about it.

The report, here, that we are discussing this morning indicates
that there has been poor performance by the HHS IG’s office. I
think the record will also show that during the last couple of years,
that as much as we have all talked about fraud, waste, and abuse,
there really has not been any significant advancement in the area
of cufting it out and doing something about it. :

It's a difficult question. It’s a difficult problem. Unfortunately,
some of the best minds in the country are going about trying to
figure out how to be fraudulent and how to abuse the system. That
means, therefore, that we need the best minds in Government in
the IG’s offices to prevent it, to root it out, and to formulate pro-
grams to minimize it as much as we can in the future.

That goes to the question of the executive pay raise. We need top -

flight people in Government. That also goes to the question of per-
sonnel budgets. We can’t cut people out of the IG’s offices and out
of these departments and think we are going to root out and pre-

vent some fraud and abuse. It just means that dedication is needed -

to get the job done.

I don’t think it’'s a question of any one administration, whether

it’s this administration or the last administration. We should
blame no administration in my judgment. And I hope this morning
that—hope springs eternal—we, during this hearing get to the root
of the problem more than we have in the past; that we get the
wheels moving finally toward cutting out some of this nonsense so

‘we are not wasting our time here. And I look forward to this morn-

ing’s hearing with that firmly in mind.
Chairman DoLe. Thank you, Senator Baucus.
Senator Pryor. ' : :
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STATEMENT OF HON. DAVID PRYOR, A U.S. SENATOR FROM THE
' STATE OF ARKANSAS '

Senator Pryor. Thank you, Mr. Chairman. I will not make a
statement. I do ask unanimous consent that the full text of a pre-
pared statement be printed in the record.

Mr. Chairman, I would also like to ask unanimous consent that a
Washington Post article appearing this morning relative to medi-
care fraud be printed in the record at this point.

[The prepared statement and article of Senator David Pryor

follow:]

OPENING STATEMENT OF SENATOR DAvID PrYor

I would like to take this opportunity to commend the distinguished Chairmen of
the Senate Finance and Aging Committees, Senators Dole and Heinz, for calling this
joint hearing today. There is not doubt that.the operations of the Inspector General
of the Department of Health and Human Services are of great concern to members
of both these committees, and it is very timely and appropriate that we meet to ex-
amine that office’s functioning. :

The Office of the Inspector General of the Department of Health and Human
Services was established by Public Law 94-505 in 1976 to identify and combat fraud,
abuse and wasteful practices in programs administered by that agency: That office
was the model used in 1978 by the Governmental Affairs Committee to establish 16
additional Inspectors General in other federal agencies. In fact, that committee, of
which I am a member, is currently exploring the possibility of establishing addition-
al offices in other departments. _ S

There is no question that an office designed for the purpose of ferreting out waste
and fraud is a vital necessity in our government agencies, particularly in the De-
partment of Health and Human Services which yearly expends hundreds of billions
of dollars. Programs such as Medicare and Medicaid are easy prey for criminal
schemes, and require special vigilance. -

Yet, despite the established need for such an office, and the fact that the Office of
the Inspector General of Health and Human Services was organized at least two
years before any other Office of an Inspector General and has the largest staff
among Inspectors General, evidence suggests that more must be done in this area. I
am hopeful that today we will be able to thoroughly examine the operations of the
Inspector General of HHS in our efforts to determine what must be done to make
this most important office more effective in doing its job:

I look forward to the testimony of our witnesses.

[From the Washington Post}] 4
MepicarRe Fraup Keeps EscarinG CLAMPDOWN

(By Howie KuUrTz)

In 1977, the Health and Human  Services Department heard that a California
doctor had overcharged the Medicare program by more than $130,000 for patients
who said they never requested—must less received—his services.

The inspector general’s office at HHS did little with the case for three years, then
finally referred it to the Justice Department for possible prosecution. But Justice
officials decided last year that there wasn't enough evidence to bring charges
against the doctor. , o : ‘

This ‘sequence of events is far from unusual. In 1980, the HHS inspector general
referred 41 cases of suspected fraud involving doctors, nursing homes, laboratories
and other medical providers to the Justice Department. But Justice obtained convic-
tions in only five of the cases, and the longest sentence that any defendant received
was five months in jail. - ‘ '

Justice officials decided not to proceed with 31 of the 41 cases, saying they were
too old, involved too little money, not enough evidence, or simply lacked what they
call “jury appeal.” Of the remaining cases, three are still pending, one resulted in
an acquital, and the status of one could not be determined. = ‘

While some departments have concentrated on recovering federal funds through
civil procedures, HHS recovered money in only four of the 31 cases that Justice re-
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jected. At the end of 1980, in fact, HHS had a backlog of unresolved audits involving
nearly $70 million, some of which had been outstanding for more than two years.
Under the Reagan administration, that figure has grown to $104 million.

President Reagan praised the inspectors general on Monday for pursuing govern-
ment waste and freud with the fervor of junkyard dogs, but some observers say
their bark may be worse than their bite. While recent figures suggest that the
number of cases being sent to Justice is on the rise in the new administration, it is
too soon to determine whether this will lead to more indictments and convictions.

Congressional critics say HHS's track record, at least during the Carter years, has
given medical providers little concern that they actually will be prosecuted or jailed
for Medicare fraud.

Reagan’s new inspector general at HHS, Richard P. Kusserow, plans to respond to

these criticisms at a Senate hearing today, a department spokesman said. The hear-
ing is being held by the Senate Aging Committee chaired by John Heinz (R.-Pa.),
and the Senate Finance Committee, headed by Robert J. Dole (R-Kan.). The spokes-
man said the department would not comment on the investigations before the hear-
ing.
Some of the cases brought by Justice indicate that physicians often escape with
relatively minor penalties. An Illinois podiatrist charged the government for $13,000
worth of foot surgery, for example, when he actually was trimming toenails and re-
moving calluses. He pleaded guilty, was placed on probation for three years and had
to-repay $5,592. _

The toughest sentence was given to an Oklahoma nursing home official, who pled
guilty to falsifying 89 monthly cost reports to the government. This official was sen-
tenced to five months in jail, fined $25,000 and ordered to repay $161,000.

Among the cases that Justice dropped was one involving a nursing home official
in Washington state and who was accused of accepting at least $25,000 in kickbacks
from a meat supplier. Justice officials said they could not calculate the exact loss to
the government.

Timely enforcement also was a probem for the government. In a third of the un-
successful cases, more than two years elapsed from the time HHS began to investi-
gate them to when Justice dropped the case. '

An official with the Senate Aging Committee said that investigative efforts at
HHS generally have been fragmented among several divisions, and that the inspec-
tor general’s office now has fewer field investigators than the state Medicaid fraud
unit in New York alone.

Senator Pryor. And one final observation. We were talking .

about “junkyard dogs”. Just from reading what I have read about
the HHS audits and the present condition of the Inspector General,

it seems like we do not have a junkyard dog but a pet kitten. And I+

think that we do need some answers this morning. And I hope that
we will get those answers. A

Chairman DoLe. Thank you, Senator Pryor.

Senator Chafee.

STATEMENT OF HON. JOHN H. CHAFEE, A U.S. SENATOR FROM
‘ f - THE STATE OF RHODE ISLAND '

Senator CHAFEE. Thank you, Mr. Chairman. I, too, have a state-
ment that I ask to have put in the record. .

I would just like to say that these programs we are looking into
are extremely important for a host of people in our Nation. I be-
lieve in medicare and I believe in medicaid. The problem is to not
undermine the confidence in these programs in the citizenry as a
whole so that in the attack against waste, fraud, and abuse—those
key words that are being bandied around these days—that we don’t
vituperate and endanger the whole programs themselves.

To insure the future of these programs that are so important, I
think what we are undertaking today is extremely important.
These are what we call entitlement programs. These two programs,
medicaid and medicare, cost the Federal taxpayers $60 billion a
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year. And now a good portion of that is wisely spent and spent in
needy causes. Some of it, obviously, can be saved and is abused.
That’s what we are looking into today. But I would hate for it to
get abroad to the general public or it be bandied about that the
whole programs are shot through with these key words of “waste,”
“fraud,” and “abuse,” and, therefore, should be canceled. Certainly,
that is not the intention of this, Senator. Nor, I suspect of anyone
else on this panel. :

Thank you very much, Mr. Chairman.

Chairman DoLrk. Thank you, Senator Chafee.

| [Prepared statement of Senator John Chafee follows:.]

STATEMENT OF SENATOR JOHN H. CHAFEE *

I look forward to the testimony which the witnesses at today’s hearings will pro-
vide. Fraud, waste, and abuse are dangerous symptoms of either poorly structured
programs, or attitudes which permit wanton violations of Government regulations
and laws. '

As we all know, entitlement programs and uncontrollable expenses account for
the vast majority of the Federal budget. Medicare and medicaid alone, cost over $60
billion dollars this year. When one adds food stamps, student loans, workers com-
pensation, and unemployment compensation, the figures become staggering. Some
have argued that these programs are too big, that the Government is incapable of
running them. As evidence, they point to the widespread abuse of taypayer’'s money
in all of these programs. Indeed, every new case of fraud which is exposed serves to
bolster the argument that entitlement programs and unworkable.

I believe that entitlement programs are workable and are necessary. We have an
obligation to provide medical care to the elderly and the needy. In this Nation of
abundance, we should be able to make food available to those who would otherwise
be without it. And, workers need security to compensate for the hazards of the
workplace and the volatility of the economy: Given the size of this Nation, and our
generous spirit, some amount of waste in the administration of programs may be
inevitable. This does not mean that we cannot eliminate the vast majority of it, or
that we whould not work aggressively to reduce fraud and abuse.

There is increasing pressure on the Federal Government to eliminate fraud,
waste, and abuse. This is an important effort and I look forward to the observations
of today’s witnesses with regard to it.

Chairman DoLE. Senator Chiles', the ranking Democrat on the
Aging Committee. ‘ n '

STATEMENT OF HON. LAWTON CHILES, A U.S. SENATOR FROM
: : THE STATE OF FLORIDA :

Senator CHiLEs. Thank you, Mr. Chairman. The subject of this
hearing is of great interest to me. And I have a statement I would
like to insert in the record.

"I know that all of us are concerned with this problem. I, person-
ally, have been involved for a number of years and held a number
of hearings on it, particularly in home heaith. And during the last
5 years, we have heard so many times—repeatedly—of what we are
going to do to correct the situation. I think a lot of us had such
great hopes with the Inspector General, that this was going to be
the path that was going to at last allow us to get control over fraud
and abuse. But now we see that the Inspector General’s office is
still plagued by audit and investigative staff shortages with the In-
spector General only having 10 percent of the Department’s fraud
fighting resources, under his control. , ‘

~We have many unresolved audits. We see from the Inspector
General’s own report—381 of 41 cases that were referred to the Jus-
tice Department for criminal prosecution in 1980 were declined.
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‘That’s a terrible batting average. That would be terrible in any

kind of place. And in Florida, since 1976, there have been over 100
medicare fraud cases that were referred to the Inspector General,
and to my knowledge, there is only one of those cases, 1 out of 100,
that has some kind of successful prosecution. Cases that have been
in the works for over 5 years are stiil floundering with all of the
bickering that has been going on.

Like many of you, I asked for suggestions of what we could do.
One of the things the Inspector General said was, “If we just had a
statute that allowed us to have civil penalties instead of criminal
penalties, we could clean up much of this.” Well, I introduced that;
we passed that. The Department has that tool. I still don’t see how
much they are using it.

And, of course, we recognize that. The resources of the Inspector
General have been inadequate. Several times I have tried to make
appropriations increases that would i increase those results from the
Inspector General.

I, myself, find it very hard to contemplate or listen to the talk
that we are going to cut medicaid and medicare benefits when we
haven’t been able to do a thing about the rampant fraud that we
know is there. And yet we are talking now of having to cut back on
the programs.

So I am delighted that these hearings are being held today. I
hope that we can get somethmg better gomg than we have been
able to have in the past.

[Prepared statement of Senator Lawton Chiles follows:]

STATEMENT OF SENATOR LAWTON CHILES

I am pleased to be able to take part in these hearings today and I commend the

Committee Chairmen for arranging this joint hearing between our two Committees.

The Special Committee on Aging and the Finance Committee have a long history of
cooperative action, particularly in oversight of the Medicare and Medicaid pro-

- grams. But this hearmg represents a rare instance of a formal joint hearing be-

tween the two Committees. I hope we can have more joint hearmgs
In a way, we also have a third Committee involved in the hearing as some of us

are also members of the Committee on Governmental Affairs which has oversight -

responsibility for the Inspectors General in most Federal departments and agencies
other than the Department of Health and Human Services. Indeed, the legislation

we drafted creating these other Inspectors General was based on the model of the

Department of Health and Human Services, so I hope we can learn much from this

hearing which can also be used to help us improve the operatlons of other Inspec- - -

tors Gieneral.

The subject of this hearing today is of great interest to me personally Ona
- number of occasions during the last five years, I have publicly expressed my con-

cern that the Department of Health and Human Services seems to be totally unable
to come to grips with massive amounts of ‘waste and abuse within our Federal
health programs.

I have been an active participant in uncovermg some of this abuse, part1cularly in
the Medicare home health program through hearings of the Special Committee on

Aging and the Federal Spending Practices Subcommittee. The last time the Special

Committee on Aging took testimony from the Inspector Gereral and the Health
Care Financing Administration on progress made in combatting waste and abuse in

.Medicare was in South Florida in 1979. The Committee veceived a lot of promises

then, and there were grand new plans for action. I want to follow up on the results
of this activity today.

We all have great hopes for the success of the Office of the Inspector General
Strong actions to prevent-fraud and abuse, particularly in health programs; become
moretlmlportant every day A strong—and really 1ndependent—Inspector General is
essentia : ,

29

But we just don’t seem to be able to get off the starting block on this. The report
the Aging Committee is releasing today shows that throughout its four-year history,
the HHS Inspector General’s office is still plagued by audit and investigative staff
shortages. That the audit function is fragmented and spread through several agen-
cies within the Department. That the Inspector General himself, though it was in-
tended that the office assume a strong and independent lead in fraud and abuse ef-
forts, really has control over only 10 percent of the entire Department’s fraud fight-
ing activities. And that the Inspector General’s office does not even set its own pri-
orities for what will be investigated.

There still are too many unresolved audits. One-third.of the.‘h,eﬁth fraud-ecases.
presented to the Justice Department for criminal action take over two years to de-
velop. And then, when they do reach that stage, it is rare that they go any further.
According to the Inspector General’s own report, 31 of 41 health cases presented to
the Justice Department in 1980 alone were declined. This is a terrible batting aver-

.age—but I suspect that the actual record is even worse than that.

I have witnessed terrible “turf’ problems. Audit and investigative staff are divid-
ed between two offices—in the Health Care Financing Administration and in the
Inspector General's Office. I don’t know if merging these two staffs would solve
some of the problems or not—but it has been clear to me for some time that they
just can’t seem to get together.

At public hearings, the official line of Department witnesses has always been that
great cooperative arrangements had been made and that new initiatives were in the
works. At the same time, investigators from the Inspector General’s office, from the
Health Care Financing ‘Administration, and from the U.S. Attorney’s office were
privately complaining that the lack of progress was because none of the other par-
ties would cooperate with them.

There are two specific Medicare fraud cases in South Florida that I have been
following, - :ely—one of them for five years. They both appear to have collapsed
amid widespread press charges of bickering among all the agencies involved. “Some-
gne else will not commit their resources. " “The regulations are too weak to en-

orce.” .

If this kind ot thing continues the whole Federal effort against Medicare and
Medicaid fraud and abuse will be nothing more than a laughmg stock. The Federal
Government itself will be guilty of fraud and abuse.

I have personally asked for suggestions from the Justice Department, from the
Inspector General’s office, and from the Health Care Financing Administration on
what Congress could do to help with this effort. When the Department asked for
additional authority to make money recoveries through civil action, I introduced a
bill to do that and Congress passed it this year. On several occasions I asked for
additional funding for the Inspector General's office and for State Medicaid Fraud
units in the Appropriations Committee. Those are the only two suggestions I have

- ever received.

I don’t think there is really much more that Congress can do. The Department
alreadly has the tools it needs to proceed.

I hope this hearing will help pave the way for a much more efﬁment and coordi-
nated Department effort to combat waste, fraud, and abuse.

Chairman DoLe. Thank you, Senator Chiles.

I was looking the other day at what the projected cost of medi-
care would be by the year 1990, and I found a 1965 estimate. In
1965 they thought that by 1990, medicare costs might reach $9 bil-

lion. It is now over $60 b1111on Some of that difference is due to

inflation, and some is due to fraud and abuse. It is fraud and abuse
which can and must be reduced.
The first witness today will be Dr. Richard Kones. Dr. Kones is

brought here today by Postal Inspector Terry Loftus, who was the

principal investigator 1nvolved in maklng a cr1m1nal case agalnst
Dr. Kones.

As a precondltlon to Dr. Kones’ appearance, we have agreed to
confine our inquires to matters new on the public record. The U.S.
attorney’s office has requested that Dr. Kones’ testimony be pre-
sented under oath. Senator Heinz will administer the oath.
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[Whereupon, Dr. Richard K. Kones, M.D., was sworn by Chair-
man Heinz.] ,

STATEMENT OF DR. RICHARD K. KONES, M.D.

Chairman DorLe. Dr. Kones, would you please state your name
and address for the record?
Dr. Kongs. Richard Kones, 7443 Tunberry, Houston, Tex.

TSRS e

~-EChairman DoLe. On September 22, 1981, in the middle ot a jury -

trial, Richard Kones pleaded guilty to 67 counts of an indictment
which involved a scheme to defraud medicare, the Department of
Labor workers’ compensation program, and private insurance com-
panies, by submitting false medical bills worth $1.5 million for re-
imbursement. '

In addition, Dr. Kones pleaded guilty to stealing a $36,000 medi-
gare check from a Houston hospital and transporting it in inter-
state commerce. :

As a condition of his plea, Dr. Kones agreed to pay the United
States $500,000 to settle a civil suit which had been instituted
against him and his wife for recovery under the False Claims Act
of moneys received from the United States from this fraudulent
scheme.

Dr. Kones also agreed to resign his medical licenses in 10 States.
Dr. Kones I am told has paid the United States the $500,000. And
is currently in the process of resigning his licenses.

Dr. Kones was a successful cardiclogist who practiced in Pound
Ridge, N.Y., until the summer of 1979 when he moved his medical
practice to Houston, Tex. While in New York, Kones also main-
tained part-time offices in Bridgeport, Conn., and at 133 East 73d
Street, New York, N.Y. Dr. Kones has published a number of
highly regarded books and articles on the heart and was in the
tIZJ_rocess of editing three new publications at the time of his convic.
tion. .

- From 1977 until the fall of 1980, Dr. Kones, you submitted over

$1.5 million worth of false claims for services which you never ren-'.

dered.

Is that correct, Doctor?

Dr. Kongs. Yes, it is. - '

Chairman DoLE. And as a result, you received at least $500,000
in payments. Is that correct? ’

Dr. Kones. Yes, sir. ,

Chairman DoLE. According to the indictment, you would solicit
your own patients, claimants for medicare and workers’ compensa-
tion, and private health insurance policyholders to sign medical
clagl forms and assignment of benefit forms in blank. Is that cor-
rect? ' -

Dr. Kongs. Yes, sir. ‘

Chairman DoLE. You would also falsely complete the claim forms
by billing for medical and surgical services which you never ren-
dered to those patients. Is that correct?

Dr. Kones. Yes, sir. S )

Chairman DorLt. And that you usually submitted photocopies of
those claim forms on which you stamped a notice in red ink. What
did you stamp on those false claims?
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Dr. KonEes. The stamp had something to do with process this as
original, I believe.

Chairman Dore. Did it say, “Please process this legally assigned
claim”? ~

Dr. KoNes. Yes, sir.

Chairman DorLE. And also, “Original submission, process this as

"'"W—"“—"ﬁﬁ'g.'i‘fmi"? - e s e T

Dr. Kones. Yes, sir.

Chairman DoLE. According to the indictment, you avoided detec-
tion by medicare and insurance company computers programed to
flag double billings. You did this by rarely double billing for serv-
ice. Instead, you simply changed the service dates and sent in the
identical bill for the same service for a particular patient. In other
instances, you would send virtually identical bills for different pa-
tients. Is that true?

Dr. Kones. Yes, sir.

Chairman Dore. Additionally, you often changed the patient’s
address on the claim form so that all cormmunications with the
medicare carriers or the private insurance companies regarding
your fraudulent bills would never reach your patients. Is that cor-
rect, Dr. Kones?

Dr. KonNEgs. Yes, sir.

Chairman DoLE. During 1979, alone, according to the indictment,
you submitted over $1 million in fraudulent medicare claims of
which you received $120,000. The claims involved at least 40 pa-
tients, most of whom are quite elderly and feeble. In most cases,
you only treated the patients on a few occasions with relatively
simple procedures, but then submitted false bills indicating multi-
ple visits and complex surgical procedures and claiming thousands
of dollars. Dr. Kones, is that correct?

Dr. KonNgs. Yes, sir.

Chairman DoLE. I want to add at this point, that according to in-
formation supplied by the U.S. attorney, the dollar loss by medi-
care would have been much greater had its contractors, Blue Cross
and Blue Shield of Greater New York, not flagged all of Dr. Kones’
medicare claims in April 1979.

Blue Cross flagged the medicare claims after receiving com-
plaints from some of Dr. Kones’ patients regarding medicare pay-
ments to Dr. Kones for treatments which the patients claimed they
had never received.

In essence, Blue Cross ceased processing any of Dr. Kones’ claims
pending further investigation. ,

According to the indictment, Dr. Kones, you also submitted false
claims worth about $120,000 to the Department of Labor’s workers
compensation program and almost $100,000 in fraudulent claims to
five private health insurance companies. Is that correct?

Dr. Kongs. Well, would you——

Chairman DoLg. All right. Let me repeat that. According to the
indictment, you also submitted false claims worth about $120,000 to
the Department of Labor’s workers compensation program and
almost $100,000 in fraudulent claims to five private health insur-
ance companies. Is that correct? ‘

Dr. Kones. Yes, sir. :
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Chairman DoLE. And in addition, you had a scheme which al-
lowed certain lawyers to use high medical bills which you provided
plus a fraudulent medical report to promote their clients’ personal
injury claims, while you would extract money by filing fraudulent
claims under available no-fault coverages. By this scheme, you de-
frauded one insurer of over $60,000 in no-fault claims alone, as well
as thousands of additional dollars in personal injury settlements
that were inflated due to your fraudulent bills and reports. Is that
correct, Dr. Kones? _

Dr. Kones. Yes, sir.

Chairman Dort. Now I would have hoped that the indictment
ended there, but it doesn’t. I would ask Senator Heinz to continue
at this point.

Chairman Hgeinz. Dr. Kones, one of the most intriguing and
amazing aspects of your case is your schemes to defraud social se-
curity. The U.S. attorney’s indictment indicates that you had your-
self admitted to a hospital May 16, 1979, complaining of chest
pains. Is that correct?

Dr. Kongs. Yes, sir. ’

Chairman Hgeinz. The indictment indicates you doctored blood
tests to reflect heart problems and brought that with you repre-
senting it as your own. Is that correct?

Dr. Kones. Yes, sir.

Chairman HEeinz. Two days later you checked out of the hospital
and the next day you took your first tennis lesson at the Chestnut
Ridge Country Club. Is that correct?

Dr. Kongs. Yes, sir.

Chairman Heinz. Subsequently, you contacted a cardiologist and
asked him to evaluate a stress test you falsely represented as your
own. Is that correct?

Dr. Kongs. Substantially, yes. o
Chairman HeINz. On June 25, on the basis of the cardiologist’s
analysis of the test, which you mlsrepresented as your own, you ap-

plied for social securlty disability benefits. Is that correct?

Dr. Kones. Yes, sir.

Chairman HEeiNz. On the application for these benefits, you sup-
stituted your address for that of the cardiologist so that Wht n
social security asked for the medical report, you could write your
own. Did you indicate you were severely disabled? And d1d you
forge the other doctor’s signature?

Dr. Kongs. Well, the document did say that I was dlsabled And 1

don’t believe there was a signature at all.

Chairman Heinz. How much did you collect for social security?

Dr. Kones. I really couldn’t answer that at the moment.

Chairman Heinz. I'm told it was ‘about $1,000 a month for 19
months.

Dr. Kones. Yes, sir. '

Chairman HEeinz. Then under the pretext of th1s phony heart
attack, you closed your medical practice in New York and moved to
Texas Is that correct? :

- Dr. Kongs. Correct.

‘Chairman Heinz. In Texas, you applied for two positions. You ac-
cepted a 37,500 advance from one potential employer, and went to
work for the other, the Alief General Hospital. Is that correct?
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Dr. KoNEs. Yes, sir.

Chairman HEeiNz. You were employed by Alief in September of
1979. By May, you were suspended from the hospital for overutili-
zation in billing for services not rendered. Is that correct?

Dr. KoNESs. Substantially, yes. There were no services that were
not rendered.

Chairman Heinz. All this time you were on 100 percent disabil-
ity from social security. Is that correct?

Dr. Kongs. Yes, sir.

Chairman HEinz. You were taking tennis lessons three times a
week?

Dr. KonNes. Yes, sir.

Chairman HEeINz. Did you also file a disability claim with your
personal insurance carrier?

Dr. Kongs. Yes, sir.

Chairman HeiNz. How much did you receive from the private
carriers?

Dr. Konegs. I really ‘couldn’t say exactly.

Chairman HEiNz. I'm told it’s in the nelghborhood of a quarter of
a million dollars.

Dr. Kongs. I think it's probably less than that.

Chairman Heinz. That’s in the ballpark?

Dr. KonNes. Yes, sir.

- Chairman HEeinz. Did you also steal a check in the amount of
$36,185.71 from a hospltal‘?

Dr. Kones. Yes, sir.

Chairman Heinz. How did you do that?

Dr. Kones. The check was delivered to my ofﬁce at the t1me
And it was put through a business account.

Chairman HEinz. After your indictment, did you violate a judge’s
restraining order requiring you not to try to transfer assets out of
your existing account?

Dr. Kones. I actually didn’t violate it, but I wrote certain letters
that would have.

Chairman HEINZ. D1d you also illegally apply for a passport
while orx bail?

Dr. KonNes. Yes, sir. '

Chairman HEeiNz. In Decéember of 1980 you were conv1cted in
Connecticut on charges of first degree larceny invelving medicaid.
What was your sentence?

Dr. Kones. I believe it was a 5-year sentence, probationary and a
resignation or what amounted to resignation from practlcmg medi-
cine in Connecticut.

Chairman HEeinz. Did it also 1nvolve the rest1tut1on of $30,000?

- Dr. Kones. Yes, sir.

Chairman Heinz. Did you continue to practlce‘?

Dr. Kongs. No, I didn't.

Chairman Heinz. In July of 1981, you were convicted in West-
chester County on grand larceny 1nvolv1ng your personal insurance
claim. What was your sentence?

Dr. Kones. I have not appeared for sentencing yet.-

Chairman Heinz. In 1974, you were indicted and convicted in
New York by a district court. What were the charges? Were they
in any way different from the present charges against you?
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Dr. Kones. No.

Chairman HeiNz. And what were those charges?

Dr. Kongs. Medicare fraud. :

Chairman HeINz. And what was your sentence?

Dr. Kones. Five years probation. ;

Chairman Heinz. I understand all was suspended but 80 days.

Dr. KONES. Yes, sir.

Chairman Hrinz. How soon after your release, did you resume
your fraudulent activities?

Dr. Konks. The bulk of my fraudulent activities did not occur
unéﬂ 1978.

airman HEINz. In September of this year, you pled guilty to 67
counts of fraud. What were the conditionsy of yo}171r pll)ea? gy

_Dr. Kones. Resignation of all medical licenses, settlement of a
civil cuse, as has already been mentioned, and——

Chairman HEiNz. And the restitution of $500,000?

Dr. _KONES. Yes, sir.

Chairman HEiNz. I have just one more question, Mr. Chairman,
for the moment. Dr. Kones, you stole from medicare, medicaid,
workers compensation, social security, your own and five other in-
surance companies and a hospital where you worked. You forged
other doctors’ names to bills. You forged your partner’s name. You
violated your parole agreement, the judge’s restraining order, and
attempted to illegally leave the country. Is there anyone you didn’t
try and rip off? -

g}rl KONES.&EXCuse me.

airman HEINz. Is there anyone you didn’t try and rip off?

Dr. Kongs. I don’t krow, really, h()yW to answer};:hat. P

Chairman HeiNz. Thank you.

Chairman DoLe. It's my understanding, Dr. Kones, that you are
willing to answer questions from members of the committees here
this morning. Is that correct?

- Dr. KONES. Yes, sir. : :

Chairman Dore. And I would say at the outset that it’s a pitiful
case and we are not holding you up to ridicule. We have a responsi-
bility and we need to find out if this is an exception or whether or
IClOt tl(rlus may be rather widespread as far as providers are con-

erned. ' ‘ '

_I understand that at the present time, you are assisting authori-
ties in New York in an effort to uncover some of the ways fraud is
committed. Is that correct? ,

Dr. Kongs. Yes, sir. My assistance so far has been a review of the

 medicare codes and certain things that were done that I did.

Chairman DoLe. Do you feel this practice is widespread among

physicians and other providers, hospitals or whoever may have
medicare or medicaid opportunities? '
. Dr. Kongs. I really don’t have any information that would indi-
cate that it is widespread. The system, itself, is fairly vulnerable.
And because of the nature of the system, something which I did
was possible. But I have no information or beliefs that dishonesty
among providers is widespread. :

Chairman Dore. Do you have suggestions on how we might
change the system, the medicare system, to prevent the kinds of
fraud that you have indicated you committed? |
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Dr. Kones. Well, the wrong doings that related to my case were
largely due to individual physopathology on my part. They were
not, I think, representative of the medical profession as a whole.
Quite the contrary. They were particular problems that related to
me. But at the same time, I have made observations about the
system in various jurisdictions and I do believe, as I said, that the
system is vulnerable. And there are many ways in which advan-
tage of the system could be brought about by providers.

I do have some ideas about what could be done to improve the
system that are fairly specific. And that I have already indicated to
the officials in the New York region.

Chairman DoLE. Are those—and I would just say finally because
other members want to ask questions—do you have those recom-
mendations or observations in written form that we might have an
opporturity to review?

Dr. KonEes. I don’t think that they were put in written form.

They were made during the course of several conversations in
meetings with the local officials. I'm fairly certain—all I can do is I
might be able to contribute what was discussed with those gentle-
men.

Chairman DoLk. Right. I am informed by Senator Heinz that you
have indicated a willingness to work with our committee staff, the
Aging Committee and the Senate Finance Committee, in effect, to
restate those observations. And it will be helpful if you can as we
try to find ways to prevent fraud and abuse under the programs.

Dr. Kongs. Let me, if I could, state that, again, my situation is
due to an individual problem. And as a result of that, I can honest-
ly state that what I did was, in all circumstances, wrong. As a
result of my feeling in this area, I am willing to use whatever ex-
pertise I have and the time available to me to help this committee
or any other body help the system.

Chairman DoLE. Thank you, Dr. Kones. Senator Heinz is going to
make another try.

Chairman Heinz. Dr. Kones, these are four books you have writ-
ten. According to every available evidence, you are a brilliant phy-
sician. You are listed in Who’s Who in North America. You were
consulting editor to three medical journals. You had a legitimate
income in excess of $100,000, but now you face a considerable
prison sentence, the loss of your medical licenses and your reputa-
tion. .

I understand that ali this started in 1974. That’s when you were
first convicted for 1971 offenses. Is that right?

Dr. Kones. Yes, sir. ' ‘ :

. Chairman HeiNz. And since that time, you have essentially kept
up a business on the side of defrauding medicare, medicaid, social
security, private insurers. And that was after you had been convict-
ed, 2 years after you got out of school. You weren’t caught again
until 1980. But as I understand it, most of that time, you were en-
gaged in a series of illegal activities to defraud one part or another
of the Government or the private insurance industry. Is that more
or less right? ' ,

Dr. Kongs. Well, it is true that such activity took place during
those times. But they did occur in modes of activity. They occurred
at points in my life which I deeply regret and which were not

prysecan.
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under my control. But toward the end, it got so that these episodic
or 1mpulses of activity were so close to one another that it almost
lookeq like a continuing one, : : :

Chairman Hemnz. How did you avoid being caught again until
1980 when you were caught the first time in 1974? What did you do
differently between 1974 and 19807 - :

Dr. Kongs. Well, the Lord’s knows that the way that I did it with
these forms—and I sincerely believe it is designed to relate authori-
tle(s)-I;—I_ was ccﬁnpleteﬁr grandiose in my behavior.

airman HEeinz. ou just send enough for it i
the system. Is that Wha%;; yoJu mean? 8 70, 1h s eary bo fool

Dr. Kongs. That’s right. There were so many areas. Well, actual-
.ly, 1 was really testing the system as a symbol of somebody else in
my life time. But the point was that these forms were so arrogant
and outrageous that the services could not possibly have been per-
formed where I alleged they were performed. The diagnoses that I
put down didn’t relate to either the services or to other diagnoses
that were submitted at the same time. '

The totals on the forms were outrageous. The forms, themselves
were photocopies. They were clearly copies of services that we used’
for other forms and other patients at the same time, :

Chairman Hrinz. I understand that you simply photocopied the
same form over with the same information on it many, many
times, just putting different names at the top. Is that true?

Dr. Kones. Yes; these occurred in frenzies of activity when I ac-
(t)lillally did not really have that much control over what was going
Chairman HemNz. I'm not focusing so much, Dr. Kones, on wh
you did. ‘We have focused already on that. I am focusi,ng ozv; ;lfi’
;}llglsssglaimﬁ thlat went %‘f to medicare and medicaid and they were

obvious i icati i
fmost obvie y run off on practically a duphcatmg machine. Is

Dr. Kongs. That’s exactly true.

Chairman HziNz. And that added up to millions of dollars.

Dr. Kones. Absolutely true. -

Chairman Heinz. One last question. Is there any reason—you
seem to have chosen medicare. You seem to have concentrated on
medicare. Is medicare tough to cheat? |

Dr. Kongs. It wasn’t a choice. It was just at that time in my life
when that was—so the target or victim, who it was going to be, it
%;1:;: }llﬁﬁpﬁn?d by cﬁance. I 1Was a doctor and they were the authori-

S. 1s simultaneously tru i
is extromoly som foomeou y true gnd interrelated that the system

The f01:ms that I sent in were absolutely outrageous. And when I
relate this story to public figures or it is related to me by people
who are fa;mharwith them, it’s a source of merriment, a
At one time, I made a list of 16 categories of flags on the forms.
eS:(liX;i?;I‘ll f(e_a;‘pur%s g}fl tl;e, fornflsf that I sent in that should have alert-

aorities to the type of forms that they - i ct. -
naé%ly., the syI:G,Item W?g ghat vulnerable. y were, in fact. Unfortu
‘hairman HENz. I find that absolutely remarkable. Sixteen dif-
ferent flags. Somebody: had been convi in ] nd i
years for anyone to ﬁn{l it. ’ mted . 1974 and 1 t.OOk 6
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Chairman DoLE. Thank you, Senator Heinz. I recognize Senator
Mitchell and then Senator Cohen, Senator Grassley, if he returns,
Senator Baucus, Senator Pryor, Senator Chafee, Senator Chiles, if
he returns, and Senator Burdick. ‘ '

Senator MitcHELL. Dr. Kones, are you now in custody?

Dr. Kones. Yes, sir. : : ,

Senator MiTcHELL. You were convicted of a felony in September
of 1974 and most of the events described here this morning oc-
curred after that. You filed claims with a number of Government
agencies under a number of Government programs. After your con-
viction in September of 1974, did anybody representing any agency
of Government ever inquire of you in anyway as to whether or not
you had a prior criminal record? = ‘

Dr. Kongs. No, sir; I might say that I was not receiving reim-
bursement for a substantial period of time after that. And there
was a good deal of work that I had done for these patients in a le-
gitimate way that was more or less forgotten. But I bring that up
not because I harbor any special feelings about that but because it
may be of use to you to know that I was not practicing within the
system several years after that. Despite what the indictment al-
leges, I am adding to that now voluntarily by saying that these
forms past that were actually dated for services in 1976 or so, so
that to the casual observer, it might look as if there was a continu-
ing of activity according to the dates. But at that time, I was not
participating in the program.

Senator MiTcHELL. But nonetheless, you had been convicted of a
felony, you did file claims in the millions of dollars, and according
to your testimony here this morning, nobody representing the Gov-
ernment ever at anytime asked you the simple question, “Do you
have a prior criminal record?” Is that correct?

Dr. Kongs. That’s correct. They did not.

Senator MiTcHELL. And would you recommend that, based upon
your experience, as one specific recommendation that perhaps
makes some sense that when any individual provider files a claim
for reimbursement that somebody from the Government be
charged with the responsibility of inquiring of that provider in
some dfgzshion as to whether or not that person had a prior criminal
record? o :

Dr. Konges. Yes, sir; I believe that would be of value. .

Senator MircHELL. Had that simple question been asked of you
-and the record of your 1974 conviction been brought to the atten-
tion of someone in Government, that might have prevented all .of
these subsequent activities. It would have been to your benefit as
well as to the Government’s, would it not have been?

Dr. Kones. Yes, sir. - . . : ,

Senator MrrcHELL. Now you mentioned other recommendations
that you had made. And I know you are going to submit them later
-in writing. But could you tell us specifically, based on your experi-
ence, what you think the most important one, two, or three recom-
mendations you would make to prevent this from occurring again
with respect to someone else? -~ = = . .

Dr. Kongs. I need to collect my thoughts for a moment to order
them in priority. P 8 L '
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I might preface with the remark that because of this offense, I do
have considerable expertise in not only medicine but in the work-
ings of these programs. And in the course of my dealing with the
New York representative, I made it clear that with some expertise
in both areas, I would make myself available, open-ended. In fact, I

don’t know how this is going to turn out. And I don’t know in what -

fashion I am going to be punished. :

But I do have a very positive motivation to rather spend that
time for good. And work specifically to improve the program.
Myself, I don’t see where—if my punishment were made, for in-
stance, to sit in prison for a certain number of years, it wouldn’t
really do me or society that much good. I am very resourceful.

And I understand some of the things that have been problems
that I had absolutely no insight about all the time.

Senator MircHELL. But that’s not the subject of this hearing. I
would merely point out to you, however, that society has an inter-
est in appropriate punishment that goes beyond the individual in
the case. : .

Dr. Kongs. Yes, sir. )

Senator MrrcHELL. And that is, of course, the principle of deter-
rents in the interest of society in not permitting this kind of activi-
ty to go unpunished so that others wouldn’t be similarly tempted
in the future. That’s not the subject of this hearing. I don’t want to
stem that. '

Is my time up, Mr. Chairman?

Well, I won’t pursue it then. I hope perhaps that in response to
some later question that you will give us some specific recommen-
dations. We haven’t had those yet. o

Chairman DoLt. Senator Cohen and then Senator Baucus.

Senator CoHEN. Would it be appropriate to inquire what the
titles of your next three books might be? ~

Dr. Kones. Well, I have actually—I was editing and had in my
possessicn about seven books of materials. The publishers of those
books have requested that they be returned to me and they will not
publish them. - o v ' - :

Senator CoreN. I fully expect you to be a candidate on the pro-
gram “That’s Incredible” at some future time as to how you were
able to engineer this. And we will probably have a book about how
you were able to be successful in your endeavors. ' .

But I would like to come back to a' point raised by my colleague,
Senator Mitchell. It seems there is something underlying here.
Both of us have had experience as former prosecutors. And ‘one
thing that strikes me, Mr. Chairman, is the disparity in treatment
in this particular case. And I would suggest that it.is indicative of
a disparity and inequity that exists in many other cases. I can
recall prosecuting men for stealing $500 or $1,000 who got sen-
tenced to 2 to 3 or 5 years in jail. ‘ ,

You have stolen hundreds of thousands of dollars, maybe mil-
lions of dollars and you end up with a 30-day sentence that you ac-
tually had to serve. That strikes me as being incredible. R

- I. mentioned the Governmental Affairs hearings that we had. We
had hearings a year ago in the chop-shop operations where people
steal cars and chop them up. It's about a quarter of a million dol-
lars income tax free for each person involved. We had hearings this

e

St xRS AN i
TR M”W‘“‘“"f‘ e T o s

>

L

39

year and still have hearings scheduled on drug smuggling into this
country. It's a $1 million income for the pilots per year. We talked
last year about the home health care agencies, and this little dia-
gram shows you how easy it is where an individual can set up five
phony, not for profit, home health agencies with five subcontrac-
tors all owned by the same person. : \ :

And it seems to me that the problem is that nobody is watching.
Nobody is watching. And I could go on and on with debarments,
suspensions in the Defense Department, for example, and other
agencies where a contractor can be debarred for committing fraud
against the Federal Government and walk right across the street
and go into another agency and get a new contract. And there was
no prohibition against that until recently.

What I think is indicative in all of this, whether it’s medicare or
medicaid or chop shops or drug smuggling or home health agencies,
is the following: Little risk of detection. What we saw here was a
man going on for years in a most flagrant—you called it grandi-
ose—kind of behavior, illegal behavicr. There is little risk of detec-

‘tion; little risk of prosecution; little risk of conviction; and very

little risk of severe punishment. And you balance that against the
huge profits, and I think that explains why we have so much diffi-
culty with our system today. ‘

I would be happy to hear the kind of recommendations you have
for correcting the loopholes and the inadequacies in our system. I
suspect it will make for better interesting reading, better than the
Congressional Record and perhaps better than the popular talk
show. But I look forward to hearing your specific recommendations
as to how you would recommend that we have somebody watching
over the medical profession as such. You say you don’t know
whether your behavior is representative of the problem.

The hearings 1 have attended to date reveal it's so easy—so

- easy—to rip off our system. And there is so little incentive to dis-

courage that, so little in the way of disincentive for punishments,
that I would suggest that we actually have a reverse situation.
Saying, look, there’s a big pile of money down in Washington; no
one is really looking; there’s very little risk of getting caught. And
when you get caught, you'll get a 30-day suspended sentence and
the restitution of the money you stole. That, to me, is part of the
problem. ~
Chairman DoLE. Senator Baucus. : :
Senator Baucus. Thank you, Mr. Chairman. I would like to
follow up on the questions that Senator Mitchell was trying to ask.
Dr. Kones, as I understand, you want to make yourself available
and help out. And as I understand, you hope that helps you when
the judge attempts to pass sentence. As Senator Mitchell pointed
out, that’s not the subject of this hearing. We don’t have any au-
thority in that area. And you alone can’t help root out some of
{)hes}? problems, you can’t be the policeman that is always going to
e there. g
Could you teil us, though—now that you have had time to collect
your thoughts—what one, two, or three of the most telling recom-
mendations, the most important recommendations that you have to
help prevent these kinds of abuses from reoccurring? &
Where is the system most vulnerable?
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 Dr. Kongs. I believe that as a prerequisite for accruing some of
the problems in all the programs, that there are a number of se-
quential moves that have to be made. The first is some uniform
system of coding in all regions. At the present time, the medicare
program and the medicaid program, and in this case, the Depart-
ment of Labor’s workers compensation program, all have different
administrative requirements for filing claims and use such a vari-
ety of systems for presenting claims te the carriers that no uni-
formity now exists from which a reduction of waste can occur.

I have done a lot of thinking about this over the past year. And 1
always come to the same conclusion that before a certain improve-
ment can be made in any of these programs——

Senator Baucus. Uniformity among different State jurisdictions
as well as among different Federal programs, as well as uniformity
between State and Federal programs?

Dr. KonEgs. Right; because there are now, perhaps, 50 different
code systems that are in use by different carriers for different pro-
grams in different regions. And the great benefit on a national
scale that would accrue would be from making all these programs
subscribe to a particular code. o

Senator Baucus. Is it easier to defraud States or is it easier to
defraud the Federal Government?

Dr. Konges. Well, I am no authority on it.

Senator Baucus. I thought you might be. [Laughter.]

If you are not, who is? ,

Dr. Kongs. I am laughing at the sadness of the thing because my
case is not representative of what is going on.

Senator Baucus. Oh, but you are kind of an expert.

Dr. Kongs. Well, it may be. I can only speak about this area.

Senator Baucus. Based on your experience. .

Dri KonEgs. My personal experience has been that they are about
equal. :

Senator Baucus. Equally easy to defraud or equally vulnerable?

Dr. Kongs. The system, as it exists in the areas as 1 see, is faizly
wide open. : | "

- Senator Baucus. What about the competence of Federal person-
nel in trying to prevent these kinds of abuses? Do you find them
competent or not competent? .-

Dr. KonEs. Well, substantial improvements could be made. 1
must say that I was equally astounded when some of these pay-
ments were made. :

Senator Baucus. So you are saying they are not competent?

Dr. Kongs. My psycopathology in my case made me to want dis-
covery, so I deliberately made my forms so outrageous that they
begged for a discovery. ’

Sanator Baucus. You are saying that even if someone tried to be

more careful in using the system, that person could get by more

easily than you, who sent in outrageous claims.

Dr. Kongs. Absolutely. The attention that my case has gotten
has only brought about the nature of the forms, these 16 flags, that
existed. There is no way I or anybody else could make forms more
lucidly fraudulent, for instance, presented to a carrier. I don’t

think that anybody even with considerable effort could make it
more chvious. -
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Senator Baucus. My time is up. I want to thank you.

Chairman DoLE. Senator Chafee. . '

Senator CHAFEE. Thank you, Mr. Chairman. '

Doctor, I am prepared to accept you as an expert witness today

here in this area. And take it that what you are telling us is that it

doesn’t require a special knowledge or special expertise to accom-
plish whai:1 you did. That it's open to any or what we might call
“wan of the mill” doctor. Is that true? Run of the mill in the exper-

tise of which you are preeminent.
Dr. Kongs. Well, yes, I would have to say yes.
Senator CHAFEE. Keep it simple. Is that true?
Dr. Kones. It is but I don’t have, as 1 say, any knowledge par-

ticularly that——

Senator CHAFEE. We are not saying that—we are not accusing.
But what you are telling us is that it is quite simple for a person
less ambitious than you to raise 16 flags who could have accom-
plished on a more moderate scale that you accomplished without
alluding the authorities quite so visibly. Is that true? -

Dr. KonEs. Yes, sir. Yes, sir. Absolutely. ‘ '

Senator CHAFEE. Let me ask you a question here. The _problem in
all these programs is the balancing ‘petween.the simplicity gmgi the
swiftness of the delivery of the services against the potentiality of
abuse. The way to avoid all abuse is to have stack upon stack of so-
called red tape, check and check and check. The reverse side of
that is you delay the delivery of services, the swiftness of the pay-
ment from the carrier to the hospital or the doctor or whoever it is,
the provider. So now we have to balance these off. ‘ _

In other words, it seems to me that there coq.ld be some fraud if
the services are going to be delivered with relative swiftness.

Dr. Konegs. I don’t want t% b(;’presumptuous and disagree——

Senator CHAFEE. No; maybe 1'm wrong. ‘ o

Der, Kones. I am adding%’o your observation. I, for one, think that
the next step after making the codes uniform wouid be then to get
down to the business of work. The difficulties, the vulnerabll;ty,
within these programs I think is conferred by the fact that the pro-
grams themselves are not—well, actually inadequate as it 1s now.

Senator CHAFEE. They are not inadequate or they are?

Dr. KoNEs. Grossly inadequate. \

Senator CHAFEE. The programs? _ o

Dr. Kongs. The computer programs for various series in all sub-
specialties are grossly inadequate.

Senator CHAFEE. You mean 1n locating abuse? -

Dr. Kongs. Not so much locating abuse but in simply having ade-
quate flags and having adequate frequency stops and having other

stops that—for instance, reject certain services _when others are
being done. The situation, as it exists now, 18 SO 1na§lequate that 1
don’t believe revamping what now exists in any region would give
any substantial saving or any increase in detection of abuse of var-
ious kinds. I don’t believe that it’s worthwhile for anybody to, for
instance, commission computer people to come into one program
and say please program me-a fee manual and a pay technique that
is tight on ridding the system of abuse, but yet delivers radequate

services to the population within a necessary period of time.
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I don’t think that prompt service and good medicine and the
Government getting what they paid for are all mutually exclusive.
I believe that a major overhaul, housecleaning, is in order for all
the programs.' And it does not have to be done and duplicated

within each region. All it has to be done is once, well. And if that

was done on a national scale, it would take care of the problem in
a very simple way forever. - _

And I also have ideas about simple ways that it could be done by
people who are experts in their specialties.

Senator CHAFEE. Well, my time is up, but, of course, that is what
we are seeking here. It goes beyond, I take it, a uniform code
system. You say you have ideas. A specialist within each of the

medical fields, I suppose, could bring this thing up to snuff without"

delaying a delivery of services or infringing on the swiftness of the
payments to the deliverers. ‘

Dr. KonEgs. Absolutely. ‘

Senator CHAFEE. Well, I look forward to that being pursued.

My time is up, Mr. Chairman. ;

Chairman DoLe. Thank you, Senator Chafee. Senator Pryor.

Senator Pryor. Thank you, Mr. Chairman.

Doctor, there seem to be two incredible aspects of this entire
case. And one is that you would or could get away with this
amount of money without being detected. And the other incredible
aspect that I sense is that the Inspector General of HHS seemingly
did not recognize what was going on. At what time sequence in the
scenario of your activities did you first encounter someone from the
Inspector General’s office of the Department of HHS?

Dr. Kones. It wasn’t until I indicated my willingness to examine
certain procedures, certain administrative requirements of the
local medicare carrier in the Greater New York area.

Senator PrYor. Are you saying that the Inspector General’s"

office did not contact you affirmatively? I mean you did not volun-

tarily call up the Inspector General and say, “I would like to tell

you what I have done, and how my suggestions might be forthcom-
ing to correct it.” You didn’t do it in this way?
Dr. KonNegs. No, sir. You are quite correct.

Senator Pryor. Did the Inspector General investigate your case? ,

Dr. KonNgs. I have no knowledge of that. This is the first I have

heard of the Inspector General or his interest in my situation or:

his interest in what I have to say. I have not heard the words “In-
spector General” verbalized. -

Senator PrYOR. You have been defrauding the Government and
the taxpayers for all this number of years and today is the first day
ﬁ)ﬁsglave heard of the Inspector General of the Department of

Dr. Kones. Yes, sir. - . o

Senator PrYor. I'm speechless, Mr. Chairman. [Laughter.]

I can’t believe it. - . - ~
- Chairman HEeINz. Senator, I might point out that the gentlemen

-accompanying the witness are from the postal department which

speaks better for the mails than any of our constituents. ‘

~ Senator Pryor. Let me add a word while I am speechless. There
is legislation relative to strengthening the postal inspectors effec-
tiveness in pursuing mail fraud. v '
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Chairman HEeiNz. I thought the Senator might want to bring out
the Pryor-Heinz legislation.

Senator Pryor. Right. [Laughter.]

1 was about to put in a pitch for another piece of legislation that
I am interested in. That is the creation of the Department of In-
spector General in the Department of Defense. But after just re-
ceiving Dr. Kones’ answer, I'm not sure that we need at least a
similar department to this Department. I certainly think we do
need an Inspector General of the Department of Defense, but I
think you really need to examine the aspects of it.

Mzr. Chairman, I am going to yield back the balance of my time.

Chairman DoLE. Thank you, Senator Pryor. '

Are there any other questions of this witness?

[No response.]

Chairman DoLeE. We have a number of other witnesses. Dr.
Kones, we thank you for coming.

Senator Melcher, do you have any questions of Dr. Kones?

Senator MELCHER. No, I do not. Thank you very much.

Chairman DoLe. Thank you, Dr. Kones. Our staff will be visiting
with you in an effort to find out more detailed information. Is
there anything else you want to say for the record at this point
before leaving?

Dr. KoNgs. No. Other than that I do have some definite ideas.
And I do have a positive motivation to help. I just cannot see all

the waste in the system when it just has to be done properly, and it-

could be done within a year’s time by somebody who is intimately
familiar with medicine, knows how to coordinate medicine to bene-
fit the public, and use it as the available resources in the American
boards of each specialty to better the medical service to public. I
sincerely believe in that. And I am willing to cooperate in any way
that I can.

Chairman Dotk. Thank you, Dr. Kones.

Chairman HeiNz. Mr. Chairman, just let me join as chairman of
the Aging Committee in thanking Dr. Kones for coming down here.
We have made the point today that it is not easy to get caught
when you defraud medicare and medicaid. It is also not easy to do
what Dr. Kones has done in coming here and telling us everything
that he has told us. And, Dr. Kones, I do want to express on behalf
of all of my colleagues on the Aging Committee, a large number of
whom, in fact, are here, have been here, our appreciation.

Dr. Konges. Thank you, Senator.
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United States of America v. hlchard J. ‘Kones - Kones was a success{ul cardiologist who practiced

§S 81 Cr. 120 (PNL)

in Pound Ridge, New York until the summer of 1979 when he

»

Background Statement moved his medical practice to Houston, Texas. While in

On September 22 1981, in the mlddle of a Jury New York, Kones also maintained part-time offices in Bridgeport,

Connecticut and at 133 East 73rd Street, New York, New York.

trlal,Rlchard Joseph Kones pled gu11ty to sixty- seven countsf
of Indictment S5 81 Cr 120 Wthh 1nvolved a scheme to Kones ‘also published a number of highly regarded books and

defraud Medicare, the Department of Labor Vorkers Compensa- oN articles on the heart and was in the process of editing

ik N AR

5 three new publications at the time of his conviction. -

A
s

tion Program and prlvate insuxrance companles by submlttlng

LSRR

Py,

false medical bills for relmbursement Additionally, Konea I. Fraid Scheme

pled gullty to defraud1n° SOClal Securlty by applylng for From November 1977 until the fall of 1980, Komes

and receiving Social Security dlsablllty beneflts. Flnally,' submitted over $1,500,000 worth of false'claims to various
private health and accident insurers and government agencies

for medical services which he never ‘rendered. Through this

he pled guilty to steallng a $36,000 Medlcare check from a g i
Houston hospltal and transportlng it in interstate commerce.

As a condltlon of his plea, Kones aoreed to pay the Un1ted scheme, he received at least $500,000 in payments.

AStates $500 000 to settle a c1v1l su1t whlch had been lnstltuted : Typically, Kones would solicit patients of his who

against Kones and his Wlfe for recovery under the False were Medicare claimants, Workers Compensation claimants or
Claims Act of monies recelvea from the United. States from private insurance policyholders to sign medical claim forms

. . £ . o
“his fraﬁdulent scheme.  Kones alSO agreed to re51¢n his i and assignment of benefit forms in blank. Kones would

medicai 1icenses from.the ten states where was. was 11censed Lo By thereafter falsely complete the claim forms by billing for

Kones has already paid the UnltEd States the $500 000 and is , 5 medical and surgical services which he had never rendered to

currently in the process. of re51°n1ng hlS medlcal 1lcenses v his patients. These false clalms most frequently 1nc1uded
A S o R [, B surgical procedures relating to the treatment of heart dlsease,

surgical removal of rectal polyps, and arthrocentesis'(infiltration

of a joint with an instrument).
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Kones would usually submit photocobies of claim
forms-on which he stamped in red ink "Original Submission
Process This As Original" and "Please Process This Legally
Assigned- Claim," 1In many cases, Kones simply changed the
service dates and sent in the identical bill for the same
servicgs for a particular patient. In other instances, Kones.
would send virtually identical bills for different patients.
Despite the numerous fraudulent bills submitted by Kones, he
rarely, if ever, double billed for a service - thus‘avoiding
detection of his scheme by insurance company and Government
agency computers programmed to flag double billing. a

o Kones would submit the false claims on patients
who were least likely to discover or comﬁrdmise his scheme,
including many elderly Medicare recipients, Spanish-speaking .
patientscwho spoke little English, and accident victims who
had a monetary interest in injury lawsuits, Additionallyl

Kones often changed the patients' addresses on the claim

forms so that all communications from the Government agencies .

or the private insurance companies regarding his fraudulent

bills would never feach his patients.
Konéséalsq.submittgd,fglse medical reports to the

Government agencies and private insurance companies in which

he falsified the seriousness of the condition of his patients

A N
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and the nature of his treatment.. These medical reports
were gsually sent by Kones in response to requests by the
various agencies and insurance companies for explanations .
from Kones concerning the nature and size of his bills. Upon
receipt of Kones' false reports, most of the compznies and agencies
wvere satisfied and did not contact their insureds or beneficiaries
before paying thé‘claims.
A. Medicare
During 1979 alone, Kones submitted over $1,000,000

in fraudulent Medicare claims for which he received approxi-
mately $1205006. The claims were 1arge1y‘é£bmitted in the

first six months_of 1979. The dollar loss by Medicare would

have been much greater had its fiscal administrator, Blue

Cross and Blue Shield of Greater New York, not flagged

all of Kones' Medicare claims in April 1979.*% The Medicare 71
claims involved at least forty patients, most of whom were

quite elderly and feeble. in;most instances, Kones.only

treated the patients on a few occasions with relatively

simple procedures but then submitted false bills indicéting

multiple visits and complex surgical procedures and claiming

.m;ﬁhousands of dollars. « -

* Blue Cross flagged the Medicare claims after receiving

various complaints from some of Kones' patients regarding Medicare
payments to Kones for treatment which the patients claimed they had
never received. In essence, Blue Cross ceased processing any of
Kones' claims pending further investigation.

o
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" 'B. Department of Labor °

Kones received $120,344 for claims submitted on

Peter Beccaria to the Department of Labor's Workers' Compensation

Program. The bills were submitted for two separate injuries
that Mr. Beccaria, a rural letter carrier, sustained on thé
job. ‘Although both injuries to Mr. Beccaria were relatively
minor and required a total of approximately a dozen office
visits to Kones, Kones billed for 227 visits during which he
claimed to have performed, among other procedurés,‘159

central venus pressure procedures (insert catheter into

heart cavity), 208 paravertebral nerve blocks, 224 arthrocenteses,

and 71 flouroscopies (heart x-rays).

c. Private Insurance Companies

The Indictment named just five of the many insurance

companies that were victimized by Kones' scheme.

i

1. ° Health Insurance Carriers

Blue Cross, Government Employees' Health Association

("GEHA"), Transworld Life Insurance Company and Metropolitan - .

Life Insurance Company provided health plans pursuant to which
Kones submitted assigned claims for medical treatment. During

the course of- the scheme, -Blue-Cross paid Xones over -$41,000
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in fraudulent claims*; GEHA over $20,000; Transworld over
$18,000; ard Metropolitan over $20,000.

The Blue Cross claims involved at least thirty
patients, many of whom had not been treated by Kones for
years. He would simply change the dates on old claim forms
and resubmit them as new 1978 and 1979 claims.®* Since Kones
was a participating physicién, all of the payment checks were
mailed directly to him.

In addition, Kones, a Blue Cross policy holder,
submitted. false claims to Blue Cross for re?mbursement for
treatment purpértedly rendered by another physician to :
himself and family members. Kones used a signature stamp of
his partner, Dr. Vincent Sica, which he affixed to these
false:claim forms on which he additionally indicated that
Dr. Sica's fee had been paid. 1In fact, Dr. Sica never
treated Kones or his family members. Kones billed Blue

Cross over $10,000 and received over $2000 for these false

reimbursement claims.

*  Kones submitted to Blue Cross over $300,000 in fraudulent
c¢laims during the scheme. The dollar loss by Blue Cross would

. have been much higher had it not d@sgovered the scheme and .

flagged his claims in April 1979.

% Kones kept copies’'of these fraudulent Blue Cross and
Medicare ¢laims in a Houston apartment which was searched on
May 5, 1981 pursuant to a federal search warrant. The

seized records included a number of master bills which Kones
used to submit for a number of the patients. Also located
were notes by Kones indicating which dates perx patient had
already been billed and which additional dates and procedures
were to be billed.
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The GEHA claims concerned treatment for Peter
Beccaria and his wife, Margaret, as well as for another
postal employee, Jack Follis. In each case, GEHA wrote Kones
inquiring as to the sizé of the bills. Kones submitted
fraudulent medical reports on each patient wherein he outlined

the seriousness of their medical problem. In Follis' case,-

Kones wrote: "This patient is literally two heartbeats away
from a fatality. ... I did not feel that he would be alive
today." KXones cautioned the Company not to advise the

patient of his condition; and, as a result, the Company
continued to pay the claims. Of course, Follis is still
alive today and quite well. .

" Whereas the Blue Cross claims involved many different
patients, the claims -at Transworld and Metropplitan*”involved
only one patient for each company.

* Kones also defrauded Metropolitan of $950C in its
medical examiner program by issuing self-pay drafts to
himself for examinations he never rendered. This fraud was
covered in Count Ninety-Seven of the Indictment. In essence,
Kones was-at one_ time a medical examiner for Metropolitan. As
such, he would conduct medical examinations of prospective
insurance clients of Metropolitan. Metfopolitan issued self-
pay drafts to its medical examiners to complete for reimburse-
ment. Although Kones was terminated in February 1578 by
Metropolitan as a medical examiner, as a result of a computer
error, Kones continued to receive self-pay drafts which he
fraudulently filled out and negotiated.

A
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2. Accident Insurers |State Farm] .-

‘Kones had a scheme with sevefal.accident lawyers
regarding phony medical bills.,:The lawyers would send their
accident\ciients to Kones who would then run up gigh‘medical
bills. The lawyers would use thg-high medical bills plus
a fraudulent medical report from Kones tb promote their
clients! personai injury claims, while Kones would extract his
money by filing fraudulent .claims under the available no-fault
coverages. By this,scheme, Kones defrauded State Faim of over
$60,000 in no-fault claims alone as well as thousands of
additional doliars in pegsonal“injury settléments that were

inflated due to Kones':fra&ﬁulent bills and reports.®

II. Social Security Disability Scheme

"On May 16, 1979, Kones admitted himself to St. Lukes
Hospital complaining of chest pains and shortness of breath. .

He came to the hospital with his own blood test results,

“which: indicated a massive heart attack.** The blood tests

* The other accident insurers defrauded by Kones included
Allstate, GEICO, Maryland Casualty, Empire Mutual Insurance,
Statewide Insurance Company, Chubb Group, Fireman's Fund,
Consolidated Insurance Company, Great American Insurance
Company,. Upjohn Medical Group, Royal Globe Insurance;..and
Colonial Life Insurance.

ok Kones has subsequently acknowledged that he doctored

“his blood tests by adding an enzyme which is indicative of

a heart attack.
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conducted by the hospital proved negative. Kones' EKG was
normal at the hOSéital.* Against the.advice of his doctor,

Dr. Miles Schwartz, Kones checked out of the hospital on May

N

18. On May 19, Kones first took a tennis lesson at the ~
: Chestnut Ridge Tennis Club and then .travelled to visit‘Dr.
i Jesus Yap, a cardiologist. - He related the Story of his: ;
hospitalization to Dr. Yap. Dr.'Yap‘saexamination‘was also
negative as to a heart attack. DF. Yap rescheduled Dr. -
Kones for 2 weeks to take a stress test. Kones then con-
tacted Dr. Joel Strom, yét another catdiologist, to evaluate
a stress test which he falsely represented to be his own.

The stress test was, of course, grossly positive of a heart

)
3
{ ' attack. Subsequently, Kones gave Strom's written evaluation

to Dr. Yap and Social Security as evidence of a heart attack.

In July 1979, Dr. Yap examined Kones a second time. - Once

again, his examination %was negative as to a heart attack.
Kones applied on June 25, 1979 for Social Security

Disability Benefits on account of thevallegediheart attack.

On the Social Security application,‘Kones 1isted the address

Community'Medicai Officés." The address was actually Kongs'

W
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of his doctors; Dr.*Séhwartz and Dr. Yép; asiﬁIBS'E; 73rd St.,

i
3
'

own business address. - Social Security then sent a letter to
Konesf‘doctors at the listed address for a medical report on
Kones' heart condition. Kones actually wrote the réﬁégt and
returned it to Social Security. The report itself indicated
that Kones was ‘severely disabled from the heart attack.
Based on the fraudulent report, Kones was granted Social
Security Disability Benefits. As a result, Kones and his
family fraudulently received about $1000 per month for the
19 months he was on the Program. Finally, in August 1981,
Social Security terminated his payments due to his refusal
to take a redeﬁermination examination.

kones used the phony heart attack to close his New
York medical practice and move to Houston, Texas. In. June
1979%:he éent his patients and many of the insurance carriers
a letter advising of the termination of his practice due to
his heart attack.  The letters to the insurance companies
advised them of his financial plight .and .asked for cons

3

sideration on any outstanding claims. S
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:Kones' .contempt fér the system was especially
blataht with respect to Social Security.c Not only did hey
continue his vigorous tennis schedule as described below,
but also he was. actively éngaged in moving his medical
practice to Houston at the very time he was reporting his
100% disability to Social Seéurity. In fact, he travelled
to Houston.on June 27, 1979, two days after he applied for
Social Security, to interview with Alief General Hospital
and the Yale Clinic. He subsequehtly accepted a”$6000 per
month guaranteed positioﬁ with the Yale Clinic.*

Kones left New -York in August 1979 and resumed his
medical practice in Houston in September 1979 at the Alief
General Hospital. KXones maintained his own patients and
served as a cardiology consulfant~at the hospital.** Kones

also was on the staffs at Rosewood General Hospital (November.

1979 thru October 1980) and Southwest Memorial Hospital

(January thru October 1980) whefe he both admitted his own
patients and served as a consulting cardiologist on other

doctors! patients.

* Actually, Kones did not report to work at the Yale Clinic!ﬁz

when he moved to Houston. Instead, he opened an office at the

Alief General Hospital. However, he did receive a $7500 advance

from the Yale Clinic which he never returned and which is the
subject of a lawsuit by the Yale Clinic.

ok Kones was suspended from Alief General Hospital in May

1980. He was charged with over-utilization of diagnostic
tests and procedures and with billing for services not
rendered. He was also accused of charging to the hospital
various purchases of hardware items for personal use.
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In addition, Kones was an avid tennis player who
plaved tennis two to three times per week in the years
following the phony heart attack. For example, Kones took
twenty-three tennis lessons at the Chestnut Ridge Tennis
Club in the three months he remained in New York following
the phony heart attack.

Througﬁout this period, Kones never advised Social
Security of his employment or physical activity and continued
to draw monthly Social Security Disability checks.

In addition to Social Security, Koneé also filed
disability claims with his own insurance carriers for the
heart attack. 1In all, Kones collected ovér $250,000-from
his private carriers for disability from the heart attack.
It was fof these fraudulent private disgbility claims that
Kones was convicted in Westchester.  County in July 1981.

III. Alief General Hospital $36,000 Check

While employed at Alief General Hospital, Kones
stole a $36,185.71 Medicare check payable to the hospital.
Using a stamped endorsement 6f his business "Community

Medical Offices," Kones deposited the check into his account
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at the New York Bank for Savings." He subsequently withdrew
the money and opened a $36,000 securities. account with
Merrill Lynch.*

IV.  Other Criminal Activity

a) ° Prior Convictions

In September 1974, Kones was convicted of a similar
Medicare fraud scheme before judge Lloyd F. MacMahon' who
sentenced him to a2 5 year jail term with all but thirty days
suspended and a $30,000 fine. The 1974 conviction coveredi'
criminal activity in 1971 and 1972.
| While on probation from the federal conviction,

Kones committed many other crimes, including most of the

crimes to which he pled guilty in the instant case. Apparently,

the probation department was unaware of the additional criminal

activity and therefore did not seek to revoke his federal

probation.
* Kones also stole an $1,831 private insurance check

payable to Dr. P.J. Curtis of Alieﬁ General Hospital, which
he also deposited 4into the Commupity Medical Offices' account
at the New York Bank for Savings. Kones explained during

his plea that the checks were misdelivered to his suite.

5
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In December 1980, Kones' was con§icped on state
charges of first degree larceny in Connecticut for Medicaid
fraud. The charges arose from criminal acti&ity in 1975 and
1976. Xones received a 5 year suspended sentence and was
ordered to maké restitution to Connecticut ‘in the amount of
$32,574.90. o

In July 1981, Kone was convicted of grand larceny

in Westchester County arising out of his submission of

ot Y 0 ,

-

fraudulent disaviiity claims to his own insurance carriers,
which claims rendered him $250,000. Kones will receive a
1 1/2 to 3 year sentence as a result of a piea bargain.

In addition,.Kones is under indictment in Houston,
Texas for check kiting charges iﬁvolving over $70,000 worth
of checkg.& -

‘b) « Judge Gagliardi Restraining Order

On February 20, 1981,‘Judge Lee P. Gagliardi
entered a temporary restraining order that enjoined Dr.
Kones .and -his. wife from "tﬁaﬁsferring or disﬁﬁsihg of any

assets presently in their iﬁdividual or joint names..." The

restraining order remained in effec¢t through March 6, 1981,
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Kones was incarceratcd at the Metrépolitan Correctional
Center ("MCC") ‘during thé pendency of Judge Gagliardi's
order: From the MCC, Kones engaged in a scheme to liquidate
several accounts in contempt of the order. He instructed
his former secretary to send mailgrams purportedly from hié
wife Sandra Kones to Citibank and Manhattan Savings Bank

which authorized the banks to liquidate the accounts and

g s e g
g e
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givéﬂthe proceeds to Richard Kones. He also instructed his

secretary to follow up the mailgrams with letters to the
banks using the signature stamp of Sandra Kones. Apparently,
Sandra Kones was unaware -of these activities. THe Citibank
account contained almost $600,000‘worth of gold holdings in
the name of Sandra Kones and her children. The Manhattan
Savings Bank account contained a $35,000 certificate of
deposit in the name of Sandra Kones. A copy of the mailgrams

and letters are attached as Exhibits 1 thru 4.

c) Passport -Violation

On September 16, 1981, Kones applied for a passport

at the New York Passport Agency. On the passport application,

RN
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'Kones originally stated that he had never been issued a
passport. - Eventually, he produced a May 6, 1964 expired
passport as his last issued passport. Kones went on to

advise the processor that he intended to leave the United

States as soon as possible. Kones, of course, was on trial

'v at the ‘time and, as a condition of bail, had previously turned

-over his passport to the United States Attorney.* Upon

apblication, our office immediately moved this Court for the
revocation of Kones' bail, the issuance of a bench warrant
and his remand; |

The Government based its request in part on the
‘movement by Kones of almost $1,000,000 in assets from the
United StéteS-to Bahamian accounts after his indictment.
Ironically, this money included almost $600,000 from the .
Citibank gold accounts which Sandra Kones herself liquidated

in late March 1981, shortly after the lifting of the restraining

order, and immediately signed over the proceeds to Kones for
deposit into his account at the Nassau Branch of the Bank of

Montreal.

* Originally, Kones turned over passport # A782405 in

the name of Richard J. Kones with a April 13, 1985 expiration
date. In its investigation, the Government discovered that
Kones also illegally had another passport under the name of
Ivan Joseph Kones. = Kones subsequently surrendered passport
#A1502423 of Ivan Joseph Kones to our office.

figtification from THE Stare Department  oT Kones - pastport =
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d) Credit Cards

At the time of his arrest in January 1981, Kones
had over a hundred Master Charge and Visa accounts in his or
his wife's name. In addition, he also maintained ready
money or credit accounts with at least forty banks across
the country. Kones literally had hundreds of thousands of
dollars worth of credit at his fingertips. - The credit cards
themselves were often obtained under false pretenses, since
Kones misrepresented his residence to be in the ciﬁy where
the banks were located. For example, some of the baﬁks.were
located in Florida, New Jersey, Ohio, Georgia and California.

Since his arrest, the Government has received:dozens

of requests from banks across the country regarding the where-

abouts of Kones, due to large unpaid credit card and ready credit

balances. Based on these reports, we estimate that Kones

currently has overdue credit card balances in the neighbor-
hood of $500,000.

1t appears that Kones was engaged in a kiting scheme
wherein he opened new ready credit and credit card accounts

to pay off existing accounts. Kones reveals his fraudulent
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purpose with the credit cards in some papers which were

seized from him at the time of his arrest, wherein he notes

‘as to Master Charge and Visa: "Try for cash advances in

progressively.smaller amounts But review each to see that

they are not overdue must be current [can-pay c¢ bounce

LN :
check but ‘catch on day 1 or 2 of credf&ing].“‘ He also
rnoted: "“Keep ‘ cards going as long %s possible those
up for renewal (1/81; 2/81, 3/81; 4/81) pay until fenewed

keep up those to use in Europe-Mexico Go out with

them overlimit."

V. “Proceeds from Crimes

Kones profited enormously from his criminal activity.

He went from debt in 1975 following his 1974 Medicare fraud

conviction to several million dollars net worth in 1980.%

He lived an extravagant lifestyle. For examéle in 1980
alone, Kones wrote over $150,000 in checks for day to day
expenses from his Merrill Lynch checking account. He could
have never supported this lifestyle from his medical practice
alone and still continued to devote so much tiﬁe?to the o

unprofitable business of publishing learned journals.

* By the fall of 1980, Kones had over $800,000 in securities
and treasury bills in Merrill Lynch accounts as well as over
$800,000 in gold holdings at Citibank and with the International
Gold Bullion Exchange. In addition, Kones had over $100,000

in holdings with Twentieth Century Gold Investors, Kansas _
City, Missouri as well as over $100,000 with Securities Fund
Investors, St. Petersburg, Florida. He also had accounts at
E.F. Hutton valued at over $150,000. According to Kones'
pocket diary, he also had $100,000 deposits in separate
accounts at the Eastern Savings Bank (Scarsdale, N.Y.),
‘Barclays International Pioneers Way (Freeport, Bahamas),
Citibank (Nassau, Bahamas), and Chase Manhattan Bank (Freeport,
_Bahamas). Significantly, except for the. Bahamian accounts

and a few small domestic accounts, 411 of Xones' holdings

were placed in the names of his wife and children.
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Chairman DorLe. Our next witness will be Mr. Charles A.
Shuttleworth, chief of investigation, California Department of
Health Servmes

STATEMENT OF CHARLES A. SHUTTLEWORTH, CHIEF INVESTIGA-
TOR, CALIFORNIA BEPARTMENT OF HEALTH SERVICES

Mr. SHUTTLEWORTH. Good morning. Chairman Dole, Chairman
Heinz, and members of the committees.

Chairman DoLk. I understand you have a brief statement which
will be made part of the record. You can or summarize it and then
you are going to show us some——

Mr. SEUTTLEWORTH. A video tape if you wish, sir.

Chairman DotE. Yes.
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STATE OF CALIFORNIA—HEALTH AND WELFARE AGENCY - L s . EDMUND G, BROWN IR., Governor
DEPARTMENT OF HEALTH SERVICES - - @
714/744 P STREET :
SACRAMENTO, CA 95814 .

January 7, 1982

Mr. Robert E. Lighthizer

Chief Counsel

Committee on Finance

Room 2227

Dirksen Senate Office Building

Washington D.C. 20510 -

Dear Mr. Lighthizer:

This is in response to Senator Dole’s December 11, 1981 ‘letter regarding
the December 9, 1981 joint hearing (Finance Committee and Special Committee

on Aging) of the HHS Inspector General's efforts to combat fraud, abuse and
waste,

Question 1,

The Department of Health Services utilizes Surveillance and Utilization Review
Subsystem (S/URS) reports produced by our MMIS in both the beneficiary and
provider areas. These reports have been successfully utilized to detect
potential abuse or overutilization of services. Providers or beneficiaries
disclosed by these reports to be potentially abusing the program can then be
reviewed to determine if actual abuse, overutilization or fraud existed.

Since March 1977 the Department of Health Services has successfully utilized
S/URS reports to identify beneficiaries who have overutilized prescription
services, Consequently, we have reduced program expenditures for unnecessary
services, eliminated Medicaid as a source for i1legal diversion of drugs
obtained through the program in numerous cases, and enhanced the quality of
care provided beneficiaries by helping control cverutilization of drugs by a
beneficiary. Since September 1981 the Department has expanded its beneficiary
review program to also focus on beneficiary abuse of Medi-Cal Office Visits
and Emergency Room Services. :

I the beneficiary exceeds-established utilization norms and there is no
medical justification for the level of services received, the hgneficiary is
placed on "restriction". Once on restriction the beneficiary % issued a
spacially coded Medi-Cal card (colored red, rather than the standard white)
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which alerts the provider that authorization must be obtained before the
provider can render non-emergency services. This restriction generally con-
trols the beneficiary®s overutilization. At the end of 1981 approximately
2,300 beneficiaries were on restricted status with an estimated cost
avoidance of over $2.5 million dollars for 1981 alcne.

While S/URS reports can be successful in identifying overutilization of
services it is Timited in its ability to identify many forms of beneficiary
abuse such as the lending of Medi-Cal cards, forging of prescriptions or the
formation of an organized drug ring such as the "Desert Drug Ring". Many of
these forms of abuse cannot be detected through a review of claims payment
information either on 4 pre or postpayment basis as this abuse may not be
apparent through a review of claim payment information. Rather, the Depart-
ment must rely upon other means of detection such as provider complaints filed
by the public and other governmental units. To facilitate this reporting,
the Department has established a toll-free phone number to report suspected
fraud and abuse of the program. In addition to beneficiary reviews, the
Department conducts a large number of reviews of potential provider abuse
through reports developed by S/URS. ,

In the "Desert Drug" case a few of the beneficiaries involved did appear on
the S/URS reports for abuse of prescription services. The majority, however,
did not as they remained below our exception criteria. We believe that many
of the "rings" and individuals involved in such illegal activities "test" the
system to determine its current audits, edits, and standard controls.

M}

Question 2.

“The General Accounting Office has testified on numerous occasions corn-
cerning fraud. GAQ stated that improved program controls are the best
way to deal with fraud and abuse. In other words, we should be focusing
our efforts on prevention.

Your investigation shows the results of poor program controls. Do you

have any suggestions on how proper controls could have avoided the
"Desert Drug Ring" scam?"

In a program as large as the national Medicaid and California Medi-Cal programs,
there is always the potential for fraud and abuse and adequate numbers of pro-
viders and beneficiaries who are willing to abuse the program. Any program
control established must be weighed against its administrative feasibility given
the sheer size of the program. While the State of California has one of the
strongest sets of prepayment controls in the nation, no set of controls can
prevent all fraud or abuse on a prepayment basis. The majority of prepayment
controls must be established to facilitate the provision of necessary services
or payment to the majority of beneficiaries or providers who do not. commit

fraud or abuse the program. If controls are made too tight for the majority

the program would become excessively burdensome while at the same time the cost
of administration would exceed any program savings. Additionally, there is
virtually no prepayment control available which can detect when a beneficiary
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or provider has falsely misrepresented the facts in either their request for
services or in their submission of a claim. This is not to discount prepayment
controls which serve an important role, rather this is to point out they are
limited by their nature. Also, there can be no control or viable sys@em§
detection methods when: collusion exists between providers and beneficiaries,

as was the case with the "Desert Drug Ring".

In addition to the prepaymént controls the States must have the capability to

.aggressively identify and pursue individuals abusing the program. Government

must have staff to perform these review functions and the capability to
criminally presecute individuals committing fraud and recoup payments ma@e to
providers found to be overbilling the program. If a provider or beneficiary

is found to be abusing the program, extremely tight prepayment controls must

be applied to that provider or beneficiary and they are so gpp11ed in Cali-
fornia. In such cases, California requires that either c]a!ms in affec?ed
areas are approved by a Medi-Cal consultant prior @o rgnder1ng the service

or that the claim is submitted with greater justification for @he service and
is.given additional medical review. In the case of beneficiaries, the affected
services must be given prior authorization by a Medi-Cal consultant. :

I hope these additional comments are of assistance to the Committees., If
additional information is needed, please call me.

-

T fH.~Sfhuttleworth, Chief
Investigations Branch

cc: Bil1l Halamandaris (Special Committee on Aging)
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I understand now that we have, because of the length of the
hearing and its importance, to switch the witnesses slightly be-
cause Mr. Zerendow needs to catch an airplane. So if you will come
forward. I might say while you are being seated that Donald Zeren-
dow is the director of that National Association of Medcaid Fraud
Control Units and assistant attorney general of Massachusetts.

Medicaid Fraud Control Units are a special group of State level
prosecutors authorized by Congress and supplied with cases by sur-
veillance and utilization review units.

Mr. Zerendow will speak to the particular problems of waste and
abuse control at the State level, including insufficient funding for

screening and detection of fraud.

STATEMENT OF DONALD ZERENDOW, DIRECTOR, NATIONAL AS-
SOCIATION OF MEDICAID FRAUD CONTROL UNITS AND ASSIST-
ANT ATTORNEY GENERAL OF MASSACHUSETTS

Mr. ZerENDOW. Senator Heinz and Senator Dole, members of the
committee, thank you for inviting me here today.

My name is Donald Zerendow. 1 am the director of the Massa-
chusetts Medicaid Fraud Control Unit.

Since February of 1981, I have also been the president of the Na-
tional Association of Medicaid Fraud Control Units.

In 1977, as you all recall, the Congress voted the enactment of
Public Law 95-142, which provided incentive funding for the States
to establish provider medicaid fraud control units. Two and one-
half years later, the General Accounting Office conducted an audit
and evaluation of the 29 units then in existence, and recommended
that Federal funding be continued. They found that the fraud con-
trol units can be an effective force in combating medicaid fraud.

The units’ investigations and successful prosecutions have includ-
ed all provider medicaid categories as well as prosecutions for the
abuse of medicaid patients in long-term care facilities.

In doing so, the units have developed a degree of expertise in this
area that was unknown to the medicaid system prior to the units’
creation.

As a direct result of enactment of Public Law 95-142, there
exists today 29 units across the country which are, without a doubt,
this Nation’s best weapon to combat provider medicaid fraud. .

Attached to this statement is a copy of my remarks to a legisla-
tive committee in the Commonwealth of Massachusetts which
shares with you on a State level, the same concerns that you have.
That statement highlights for you the parade of horribles that have
been prosecuted by the Massachusetts Fraud Control Unit.

The important point to be made about that laundry list of ripoffs
is that it is not unusual. It is, rather, simply representative. Any
established unit in the country could appear before you and testify
to remarkably similar results. Such prosecutions surely have had a
significant deterrent impact but much more can and must be done
to igcrease our effectiveness in eliminating provider medicaid
fraud.

However, in order to accomplish that at the national level, the
priority, attention and resolve of the Department of Health and
Human Services are required. It requires a coordinated effort be-
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tween HCFA and the Office of Inspector General. In addition, on a
State by State basis it will require the same top priority and co-
ordmated efforts between the units, the medicaid fraud control
units, and their respective single State agencies which administer
the medicaid program.

In enacting Public Law 91-142, Congress, and later the Depart-
ment of Health and Human Services, deliberately excluded the
screening and detection for provider fraud function from the busi-
ness of the medicaid fraud control units. That responsibility re-
mained within the single State agency. It’s ability, desire and confi-
dence to perform that function directly impacts upon the units’ ef-
fectiveness. At the time, the rationale for that exclusion was appar-
ent and even seemed reasonable. i

However, in continuing that function within the single State
agencies without providing increased incentives to effectively per-
form that task a fundamental error was made. The irony about
Public Law- 91-142 is that it is an irony of national proportions.
Under the terms of this legislation, the eyes and the ears of the
medicaid fraud control units became single State agencies. Because
of their historic failure to perform the eyes and ears function, they
were largely responsible for the needs to create those prosecutory
entities known as medicaid fraud control units.

Every single State agency has been effectively performing that
function and there has been less need for medicaid fraud control
units. Thus, the units were created and their potential for full suc-
cess was tied to the single State agencies’ ability to do things which
;l;§¥s had demonstrated a lamentable inability to do for many

It was as though the U.S. Attorney’s Office was created because
the FBI was not able to develop any cases to prosecute. But unlilﬁe
the U.S. Attorney’s Office relationship with the FBI, the fraud con-
trol units do not have coercive or authoritative power in their deal-
ings with a single State agency or its medicaid department.

In the roughly 3 years that most units have been in existence, we
have developed a strong relationship with the single State agéncy
which now permits a frank discussion of their deficiencies and in-
adequacies with regard to provider fraud identification.

This is an important step forward. Although the single State
agencies will now listen to and acknowledge the existence of their
deficiency, there is an enormous gap between their acknowledge-
ment and any meaningful remedial response.

One explanation for the single State agencies’ inability to re-
spond with remedial action is their hierarchy of priorities. At the
top of that hierarchy is the agencies’ ability to deliver and process
payments for recipients and providers. That, in itself, is an enor-
m(al.s uncie}alrt?kmg. bl :

iven that responsibility, the screening and detection functi

for provider fraud has been made a low griority. The fraugi1 dcgsggg
tion function fails to receive the priority it requires from a single
State agency because of the kind of the service delivery function.
Considering the effects of further cutbacks on its current limited
Eensgug'ﬁ:s, I am not optlmistig that the single State agencies will

rescurces necessary to increase thei ility -
form the fraud detection fugction. eir ability o fully per
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And when the single State agencies’ inability to effectively per-
form the screening and detection functions is brought to the atten-
tion of the Health Care Financing Administration, we discover that
its ability to fashion a remedy is really limited to the power of per-
suasion. Its only real sanction is to cut off all Federal financial par-
ticipation. Such a threat is neither credible nor practical.

On a national level an aggressive leadership is now needed to
overcome the present impasse. The surveillance utilization and
review function of the single State agency must be assigned a high
priority and effective resources by the single State agency.

In his first address to Congress, President Reagan referred to
fraud and abuse as a national scandal. And on September 24, 1981,
In a speech to the Nation, the President specifically referred to
}I;ealth care provider fraud as a special concern of his administra-

ion.

_What is needed now is to fashion a program that will do for the
single State agencies’ fraud section what was done for the fraud
control units. Both entities want the same level of priority. And
the realization of the full potential of either entity is dependent
upon the other’s ability to perform effectively.

There are perhaps many plans that could be considered to raise
the level of priorities that are now assigned. Two such plans have
recently received some attention. Both plans recognize the need to
provide an incentive to the States in order to make the SUR’s units
an attractive function.

One such approach would be to permit the States to retain,
within ﬂ;le medicaid, 100 percent of its recoveries attributable to
the SUR’s units efforts in detecting fraud and abuse. The other is
to fund the SUR’s units the same level that the fraud control units
are now funded. . :

Both of these approaches have their inherent problems and nei-
ther is a panacea. They are offered only as suggestions to be consid-
ered. More important than the nature of ‘the ultimate ansvrer is
the need today to directly focus on the question and problem..

- Chairman DoLE. Senator Heinz.

Chffurman Heinz. Thank you, Mr. Chairman. Mr. Zerendow, you
mentioned that State units are now, without a doubt, this Nation’s
best weapon to combat provider medicaid fraud. And it seems to
me that two fair measures of best in this case are first, finding in-
stances of fruud and penalizing them. And then, second, preventing
fraud and abuse in the first place.

Can yru defend your claim according to these criteria with spe-
cific reierence to the following: (1) What has been the dollar
amouq’,(: of recoveries thzough the SSCU: (2) how many convictions
have the unit accounted for and what has been the longest sen-
tence; (5) have the units been able to identify patterns of abuse

that might imply a need for program reform. And if so, what mech-

anism is there for implementing such changes?
Mr. Zerenpow. I don’t know if I am going to keep them all in
order or get them all. v

Chairman HEemNz. I will give you probably some unnecessary

prompting. What about the dollar amount of recoveries?

Mr. ZERENDOW. In tel.'r.ns of Massachusetts, in the first instance—
I can speak more familiarly about Massachusetts and I can give
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you some number in regard to the rest of the Nation but not as
definitively—in Massachusetts, we have collected through either
civil fines, overpayment or court ordered restitution or referrals
back to the single State agency—forceable collection in excess of $5
million. In Massachusetts, there have been 50 cases completed to
conviction. There have been 61 indictments. We have opened a
total of 727 cases. And at the present time, there are 205 cases
pending in our office.

In terms of the rest of the country, Senator, to demonstrate that
I do have some contact with the Inspector General’s Office and I do
know he is there and I do call upon for him assistance, I did speak
to his Office this morning and got these numbers from the Inspec-
tor General’s Office concerning the Inspector Gemneral’s efforts in
monitoring the efforts of the fraud control units in the various
States. And I was told by that Office that since the units have been
established across the country, the units have opened up 8,097
cases. They have returned 762 indictments. And there have been
525 convictions. And there has been a total amount of—as I have
written here—overpayment fines and restitution of $57,158,782.

Chairman Heinz. Thank you. What about—you mentioned con-
victions. What about the program reform?

Mr. ZereNDow. Again, I can speak perhaps best for Massachu-
setts. I can’t tell you what other fraud control units have done. But
I can say in general they follow the very similar kind of pattern in
terms of making recommendations. In Massachusetts, when we
started our business, we noticed that we had some peculiar statutes
that didn’t seem to address the crime of medicaid fraud. We had
the common law larceny statute which, as a prosecutor, makes
your burden of proof much, much more difficult. You not only have
to prove the false statement, but you have to prove that someone
relied on that false statement. And as a result of that reliance,
they parted with some money. And then I have to prove how much
money was parted with. And I have to prove every check, every
payment.

When we entered business in Massachusetts, we discovered there
was no medicaid false claims act. We created the—we recommend-
ed one be passed. It was enacted last year. And it now makes the
very utterance of the false representation a 5-year felony and a
$10,000 fine. Previously, under larceny it was a $600 fine. And in
those circumstances, a maximum of 2% years.

In addition to the direct approach with medicaid fraud statute,
we have also introduced legislation to cure what we thought was a
defect in the State’s law. And that was to address patient abuse as
a specific crime. Prior to the enactment of that statute in Massa-
chusetts, there was only the general assault and battery type of a
law. And we created a patient abuse statute.

In terms of the rest of the fraud control units, my best informa-
tion is that several States—and I think I can tell you several States
have enacted very similar legislation. And if you would like, they
are: Louisiana, Michigan, Montana, Virginia, Ohio, West Virginia,
California. And that list does not pretend to be exhausted. I just
had that piece of information with me.

Chairman DoLt. Senator Mitchell.
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Senator MiTtcHELL. Mr. Zerendow, you commented on the exclu-
sion of screening and detection of provider fraud in the business of
the fraud control units. You said that sometimes the “rationale”
was apparent and seemed reasonable. And then you made some
recommendations at the end of ycur statement which really would
continue that present structural framework.

I want to ask you two questions. What was the rationale? And is
it still reasonable in your judgment or is not a third alternative
suggestion to end the exclusion?

Mr. Zerenpow. I don’t know if the word ‘“rationale” was appro-
priately chosen. I think perhaps what I meant to say was that it
was never thought about. That perhaps the idea as to the consider-
ation as to whether or not the SUR’s units were, in fact, perform-
ing as Congress expected them to have been performing for several
years was ever really considered. -

If it were considered, however, I think Congress probably would
have assumed that they had been paid 50 percent reimbursement
for the last 12 years in 1977—so they probably would have assumed
that they are doing that function, why should we pay the fraud
control units that amount of money to do that and duplicate what
we are already being paid for.

T think it took us not too much longer after we became estab-
lished to begin to feel that the function wasn't being performed.
And it was about 2% years after we got going that the Inspector
General’s Office recognized that there were some things lacking in
regard to fraud referral from the single State agencies. And per-
mitted the units to begin to do their own kinds of identification.
The problem with that is that there were no real resources added
to our ability to do that.

Senator MitcHELL. Well, let me ask you, do you agree—you were
here all morning?

Mr. ZERENDOW. Yes, sir.

Senator MitcHELL. You heard the discussion about the problems
of provider fraud. Do you agree that that’s a very important ele-
ment of the whole attempt to reduce fraud and abuse? And that is
to have a very meaningful and effective detection, prosecution, and
punishment of those providers engaged in fraud?

Mr. ZEreNDOW. Everyone of those steps.

Senator MiTrcHELL. Everyone of them?

Mr. ZereNpow. Right.

Senator MitcHELL. And, therefore, would you recommend that
the exclusion to which you refer no longer pertains and that the
detection of provider fraud be included as part of the function of
the fraud control units?

Mr. ZerenDow. I don’t know that I am ready to say all of that
right now because as I understand that function, it would require
an enormous amount of resources to be put into the hands of the
fraud control units. It would require enormous hardware of com-
puter programs. :

But what I would certainly suggest is that that is a possible way
to go. It is worth considering. It's worth thinking about. It’s worth
talking about. It's worth saying what is right and what is wrong
with that approach and deciding it ultimately. I don’t think I have
completely thought it through, but it’s one way.
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Senator MrtcHELL. Well, my time is up, but I just want to say

i i ffective prosecution and
that from my standpoint, I think that e p%cr tant,pif SOTIEOn et

itself, but
i rt of the problem. Not only for the program 1 \
112111:0;:: r;t lla);vyer; you I1))rosecute cases. And I am sure you pé'o;bals)‘lez
%a‘ve sent some very poor people to jail and then chagrine Itoha _
someone engaging in a larger crime be put on probation. P

S : it. .
pens all the time; we allrlé(rilozg say that now, would you give that

not prepa W / _
o thongt R us have your specific recommendations 1in

some thought, and let e hink
iting. S or no Or some other recommendation ! ‘
X’r slt;;i)oétgit that we get to that part of the problem and in an

effective manner. _
Mr. ZERENDOW. Yes, SIT.

[The information was subsequently supplied by Mr. Zerendow:]
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Chairman DoLE. Senator Cohen.

Senator CoHEN. A couple of comments, Mr. Chairman. Last year,
we had those investigations into the chop-shops; we had a profes-
sional car thief come before the committee and demonstrate in
living color how you break into a car in less than 30 seconds. I had
that exact tool used on my car recently in New York. [Laughter.]

T'm not sure it was the same fellow or not. But what it brought
to mind was—what happened is that my radio and other things
were taken from the car. The police weren’t terribly interested in
going after whoever was responsible for it. I filed a claim with the
Tnsurance company and the insurance company paid me. And 4
months later I received a new radio. And the rate, of course, for
everybody else in the country goes up. And what you have, in es-
sence, is the socialization of crime in this country where we kind of
just spread the risk throughout the country. And the rates keep
just going up with everybody paying a higher burden.

It seems to me that we have similar mind set—again, 1 come
back to an attitudinal prcblem—in our health -care programs.
When I held up this diagram before when we had our hearings, we
had the Federal Treasury with all these dollar signs here; we have
the HCFA, Health Care Financing Adminstration; we had the
fiscal intermediaries with Blue Cross and Blue Shield; then we had
the not-for-profit agencies; then we had the subcontractors. And
the money was flowing through this entire scheme. And there are
no checks along the way. There is nobody checking the figures that
are submitted or those costs. '

The reason I raised this is because you indicated in your state-
ment that unless we have some change in priorities and money to
deal with verifying the rate setting, we are never going to come to
grips with this particular problem.

We heard Dr. Kones here this morning saying that he submitted
outrageous things almost hoping to be caught. Look at some of the
things you have talked about here that have been included for re-
imbursement out of this big Federal Treasury with the dollar signs:
Expenses for travel vacation, expenses for summer house rentals,
expenses for painting in the private residences, camera equipment,
stonewall masonry done at residences, expenses for rock removal
from farm fields, expenses for the removal of dead trees and dis-
eased dutch elm from the residences—and it goes on and on and on
for three pages listing things that are included for medicare reim-
bursement. And nobody is checking up on this. They are sitting at

a desk; they are cutting back on audits. -
. And one of the real ironies—even in our own administration, Mr.
Chairman—is that when we have evidence of the kind of lack of
audit, lack of oversight, we are cutting back at the Federal level in
our audit programs. I think this gentleman who is testifying is ab-
solutely right. Unless we make some fundamental changes in our
priorities and put thie money there, we are going to be back here in

2 or 3 years with thesame sort of hearing with the same sort of

altltendance "and the same sort of cameras repeating the same

things. L |

Chairman Dore. Thank you, Senator Cohen. Senator Pryor.
Senator Pryor. No questions. ‘
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Chairman DoLE. Mr. Zerendow, you have got about 45 minutes to
catch your plane so let me just thank you for being here. I would
like to ask one question because it touches on the point made by
Senator Cohen.

Of course, you mentioned that we need to give the medicaid
State agencies greater incentives to assure that their surveillance
and utilization review units are viable and have a high priority.
And I don’t disagree with that. As a part of the recent reconcili-
ation bill, Federal matching payments to States are being reduced
by 8 percent for fiscal year 1982, 4 percent in 1983, and 4%z percent
in 1984. Under that same legislation, the State could lower by 1
percent the amount of its reduction bv demonstrating 1 percent re-
coveries from fraud and abuse.

Do you think this is going to provide a considerable incentive for
improved State performance or not?

Mr. ZereNpow. No. Absolutely not. If it is anything, it’s a nega-
tive incentive. I don’t know how that law is going to be interpreted
or regulated by the agencies responsible for it, but I do understand
that one approach to interpreting that law is to suggest or say or
regulate to the single State agency and say to the single State
agency, ‘Yeah. That’s right. You can get back 1 percent of what
you have identified. That will put you back in the status quo where
you were before we took it away.” I say that is no way good
enough.

But one approach to regulate and define how you get back that 1
percent is to say to the single State agency that we are only going
to let you count the money that you get back as a result of non-
routine audits. In other words, extraordinary audits. Something
over and above that you were doing before we took your 1 percent
away.

Chairman DoLk. Thank you, Mr. Zerendow. We have no further
questions at this time, but would ask you to answer some questions
for the record.

[The information follows.]

Question 1. Is there a mechanism available to exchange information between state
medicaid fraud control units about program abusers and various scam operations? Is
similar information provided to the Health Care Financing Administration or the
Office of Inspector Generzl ¢n a regular basis?

Answer. With regard to providing Fraud Unit information to the Health Care Fi-
nancing Administration and the Office of the Inspector General: The Units are re-
quired by regulation to report to the Health Care Financing Administration the
opening of each investigation of a medicaid provider. This information is supplied to
the Health Care Financing Administration on a form entitled a “Health Care Fi-
nancing Administration #50” and is updated in accord with the action codes con-
tained therein. The Office of Inspector General is given access to this information by
the Health Care Financing Administration. A copy of this form is attached.

The Units themselves exchange information about program abusers and various
scam operations through at least three establishi® mechanisms. The Units in the
Association are broken down into five Regions; each of these regions hold regional
training conferences at least once a year. In addition, there is an Annual Medicaid
Fraud Control Unit Conference for all Units. This year's Conference was held in
Boston the week of December 7-11, 1981, The Executive Committee of the Associ-
ation representing all the regions also meets independently of the training confer-
ence to discuss such information sharing. And finally, the Association has contract-
ed with the National Association of Attorneys General to act as a central clearing
house for coliecting and disseminating such information-to the Units. The National
Association of Attorneys General also publishes and distributes to the Units and
oth=r interested parties a monthly “Medicaid Fraud Report.”
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Question 2. Does the National Association of Medicaid Fral,ld Control Units have
any data on the cost of the State units versus amounts MFCU'’s recover?

Answer. The National Association of Medicaid Fraud Control Units does not
maintain current statistice concerning this question. The Office of Inspector General
of Health and Human Services does; accordingly I have requested that office to re-

spond.

ANSWER PROVIDED BY THE OFFICE OF INSPECTOR GENERAL

uarterly information regarding fines, overpayments and restitutions is providefl
byche Mec{icaid Fraud Control Units to the Office of Inspector General. The Ix}speu-
tor General’s office also maintains records of the Federal share of expenditures

harged to this grant by the Units. _
) Nogn-monetar}%r beneﬁ{s! such as improved health care, deterrence of fruad commit-

ted by Medicaid providers- and more effective and efficient administration of the
Medicaid program through improved regulations and policies are perhaps more ben-
efitical than monetary recoveries.

Fiscal Year 1981: Millions

Fines, overpayments, and restitutions reported
Federal share of eXpenditures .........ceiessrrmnmrsssssssssiniinsssssssssseisaes

We do appreciate your testimony. We will hope that you will be
able to cooperate with our staff. Thank you very much.

Mr. Zerenpow. Thank you.
[The prepared statement of Donald P. Zerendow follows:}
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STATEMENT OF

DONALD P. ZERENDOW, CHIEF

MASSACHUSETTS MEDICAID FRAUD CONTROL UNIT

December 9, 1981

Mr. Chairman and members of this Committee, I want to, thank vou
for permitting me this opportunity to express to you my
thoughts ;nd concerns. My name is Dcnald P. Zerendow; I am
the birector of the Massachusetts Mediéaid Fraud_Control‘Unit,
and I have hgld that position~since the Unit;s federally
subsidized establishment in August of 1978. gince February of
198i, T have also held the position of President of the
National Association of Medicaid Fraud Control Units.

In 1977, the Congress-—wvoted the enactment of P.L.
95-142 whicﬁ(provided the incentive fundiné for the states to
establish provider Medicaid Fraud Control Units. Two and one
half years latex, the General Accounting Office conducted an
audit and evgluation of the 29 Units then in existence. 1Its
report issued on October 6, 1980, recommended continued federal
funding and concluéed that the ... "fraud control units can be
an effective force in combating fraud." P.7.

The Units' investigations and saccessful prosecutions have

included all Medicaid provider categories as well as

St
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prosecutions for the abuse of medicaid patients in long-term
care facilities. In so doing, the Units have developed a
degree of expertise in this area that was unknown to the
Medicaid system prior to the Units' creation.

As a direct result of the enactment of P.L. 95-142, there
exists today thirty Units across the country which, without a
doubt, are this nation's best weapon to combat provider
Medicaid fraud.

Attached to this statement is a copy of my remarks to a
legislative comﬁiféee in.;:;éachusetts which shares on a state
level the s?me concerns as you., That statement highlights for -
you the parade of horribles that have been prosecuted by the
Maésachusetts Fraud Control Unit. The important point to be
made about that laundry list of ripoffs is that it is not
unusual. It is, rather simply representative. Any established
Unit in the country could appear before you and testify to

v

remarkably similar results.
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Such prosecutions, surely havedé significant deterrent
impact, but much, much more can and must be done to increase
our effectiveness in eliminating provider Medic;id fraud.

However, 1in order tg accomplish this on a national level,
the priority, attention, and reaffirmed resolve of the Congress
and the Department of Health and Human Serviées are required.
It requires a coordinated effort between the H.C.F.A. and the
Office of the Inspector General; in addition,on a state by
state basis, it will require the same top priority and
coordinated effort .betweepthe Units and their respective
Single State Agencies,

In enacting P.L. ,?5'142' Congress, and later the
Department of Health and Human Service;, déliberately excluded

the screening &nd detection of provider fraud function from the

business of the Medicaid Fraud Control Units,
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That responsibility remained within the Single State Agency.
Its ability, desire and competence to perform that function
directly impacts upon Units' effectiveness. At the time the

rationale for that exclusion was apparent and even seemingly

reasonable. However, in continuing that function within the

Single Sate Agencies without providing increased incentives to
effectively perform that task a fundamental error was made.
There is an irony about enactment of P.L. 95-142 and it is

an irony of national proportions. Under the terms of this

legislation the.eyes and-ears of the Medicaid Fraud Control

Units became the Single State Agencies which, because of their

historic failure to perform the eyes and ears function, were
largely responsible for the need to create these proseécutorial
entities. Had the Single State Agencies been effectively
performing that function, there may have been less need for
Medicaid Pfaud Control Units. Thus the Units were created and
their potential for full success was tied to the Single State

Agencies' ability to do things which they had demonstrated a

lamentable inability to do for many years.
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It washas,though a Inited States Attorney's Office was

created because the Fedédral Bureau of Idvestigation'waﬁxnot

.

able to develop any cases to prosecute. But unlike £he United
States Attorneys Office's relationskip with the Federal Bureéau
of Investigation, the fraud control units-do not have coersive
or authoritative power in their dealings with the Single State
Agencies.

In the roughly three years that most Units have been in
existence, we have developed a strong relationship with the
Single State Ageficies th@t permits a frank discussion of their
deficiencies and inadequacies with regard to provider fraud
identification. This is an important step forward. - Although
the Single State RAgencies will now listen to and acknowledge
the existence of their deficiencies, there is an enormous gap

between their acknowledgment and any meaningful remedial

response.
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"am not optimistic that the Single State Agencies will find the -
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One explanation.for the Single State Agencies® inability to
respond with remedial action is their hierarchy of priorities.
At the £op of that hierarchy is the agencies' responsibility to
deliver services and process payments for recipients and
providers. That’in itself is an enormous undertaking. Given
that responsibility, the screening and detection:for provider
fraud Ffunction has remained a low priority.

The fraud detection function fails to receive the priority.’
it requires from the Single St;@e Agericies because of the

— O e

primacy of of the service delivéry function. Consided}ng the
effects of further cutbacks on its current limited resocurces; I

o eans v e batrs Av v}

resources necessary to increase their ability to fully perform

the fraud detection function. ‘ A
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When the Single State Agencies' inability to effectively
perform the screening and detection function is brought to-the
attention of the Health Care Financing Administration, we .
d%scover that its ability to fashion a remedy is really limited
to the power of persuasion, its only real sanction to. cut off
all federal financial participation. Such a.threat is neither

credible nor practical.

On a national level an aggressive leadership is now L.

,/"

required to overcome the present impass. The SURs function

within the Single. State Agency must be assigned a high priority

and effective resources by the Single Sta;e~Agency. In his

first address to Congress, President Reagan referred to fraud

and abuse as "alnational scandal".

in a speech to the Nation, the President specifically rpferred |

to health care provider fraud as a special concern of his

Administration.
PR B L 4

and on September 24, 1981,
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What is now needed is to fashion a program that will do for
the SURs Units what was done for the fraud control Units. Both
entities warrant the same level of priority, and the
realization of the full potential of either entity is dependent
upon the other's ability to perform effectively. Thére are

. }i.
perhaps many plans that could be considered to raise the level
of priority that the SURs Units are now assigned. Two such

plans have recently recefved some attention. Both plans

- Can P I3

i L emeseneiy
v s AN i

recognize the need to érovide an incentive to the states in
order to make the’ SURs URTE &n attractive, viable and high
priority function within the Single Statg Agencies. One such
approach would be to permit the states to retain within the
Medicaid Program 100 percent of its recoveries attributable to
the Su;s Units' efforts in detecting fraud ana abuse.

The other approach is to fund the SURs Units at the same

level that the fraud control Units are funded. This would mean

providing the SURs Units with 90 percent federal reimbursement

for a period of years and 75 per:- -t thereafter.

Both of these approaches have their inherent problems. And
neither is a panacea. They are offered only as suggestions to
be considered. More important than the néture of the ultimate

answer is the need today to directly focus upon the question

and problem.
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_CHIEF, ATTORNEY GENERAL BELLOTTL'S |
Meprcaip Fraup ContROL UMIT - L

the great potential for provider fraud within the nursing. home

industry,vapd in 1877, he established the nursing home  task

force. 3in October of 1978, the task force began operating as

the Medicaid Fraud Control Unit with the enlarged

responsibility of ;nvestigating and prosecuting instances of

ﬁy name is Donald P. Zerendow. I am the head of Attorney

General Bellotti's Medicaid Fraud Control Unit. The Unit - fraud perpetrated by all categories of medicaié providers.

_ pecane operational in October of 1978 and is headquartered at There are many types of providers participating in the

18 Oliver Street, Boston. Medicaid system but basically they can be distinguished by two

Back in 1877 and in 1978, ﬁhe Federal Céﬁgress under took generic headings: Institutional Providers (nursing homes and

committee investigations into Medicaid Provider fraud. Those - e Hospitals) and all the others which are called Ambulatory ?

i3

’, - ia s . . e . ; P id t byt
hearings generated newspaper headlines quite similar to that . i é ”-rov1ugrs. In terms of numbers, there are many more apbulatory
which appeared in last Saturday's Herald American. In response ; ./providers than there are nursing homes, resthomes and

' . | ‘ F i
to the findings .and conclusions.made 1n those hearings, the y I hospitals. The ambulatory providers include; Doctors,
Congress responded by creating a funding machanism for the / , & Dentists, Pharmacles, psychiatrists, Laboratories,
states to establish Medicaid Fraud Control .Units. Under the o = Transportation Companies, Medical Zguipmant Suppliers and

terms of this legislation, the federal government agreed to pay Optometrists, and many others as well. Although in numbers,.

' : . .. 1
L 90. percent of the expenses for the operation of a Medicaid !

P

trhe ambhulatory providers far outnumber the institutionsl ones,

R

Fraud Control Unit. Even prior to the Congress's 4

emkzTa TR,

acknowledgment of the need for Aa nrosecutorizl effort in the

area of provider Medicaid Freaud, Attorney General Bellotti saw"’

P s
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only approximately 20 Percent of the Medicaid budget goes to

pay for the legitimate services of ambulhtory providers. The

o

remainder, or roughly B0 percent, goes to the institutional

providers, It is thus apparent that’thénbulk.of'the téxpayérs'
money goes to institutional providers to reimburse them for
their costs in the delivery of quality health-care to medicaid
recipients. .-

The type of fraud pérpetrated by the ambulatorv and

.institutional provider differs greatly, and the different

e in direct response to thé manner

ar
DT e e v

schemes and fact patterns
or. mathodology by which the state has chosen to pay’for‘thé

services rendered. ©On the ambulatory side the state has chosen
%‘»\\

to pay on a fee for service basis. Each time a doé¢tor seeS‘a\\
. ‘ : s

patient, or a dentist fills a tooth or a lahpratbry performs a
i3 ] ‘
test, or a transportation company provides a ride, each one of’

these providers is suppnsed to bill the Welfare Department for

the service actually rendered. And in this fee Eor service

“"business.

113

relationship what happens sometimes is what every one should

have expected but did not. The provider will simply bill for a

service that was never performed, or as is just as often the

case, he will provide a simple service and bill for the more .

complicated and expensive service. On the amhulatcry-sidg, the

.scheﬁe is pretty simple - and basically it is billing fpr

services not rendered. The scheme is simple but the variations . .
. A Lo - B l/‘\\l N -

S B e
are as different as the individual professional practice or his

on the ambulatory side, we have invest;gated,and

pursued to convibéibﬁ'thé‘féifd&ing types of fact patterns:

S

‘Pharmacies billing for ‘drugs that were never dispensed

and never prescribed,,
. Pharmacies billing for the brand name drugs vhen, 'in
fact, the gehefic‘drug was dispensed to the recipient;,
. oharmacies billing the Department of Public Welfare

for moré than what it charges its cash street-private

' paying trade for the sameidruq,”

N\
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I I T AL PRSI By no means is this an entire listing of our investigations ?
Physicians billing for services that were never R S T RS - T A : ;
:endereé,m: and is intended only to demonstrate to you that in a fee for '
’ e s e e .service system of payment, the bhasic scheme to defraud wi v
: Physicians 'billing for the more expensive service when. Y e .chv.‘ rooTE C ST 1llibe
: : "
: only a lgsservsgryiggvygﬁ rendgred,- as an example, a to bill for services not rendered. Another implication that I
physician may see a patient at a nursing home but bill ' '
L . L : N hope will not go unnoticed is that in man of the :above cases
as though he saw the patient at his office, e L S P .. : : ¥ R &8
. . - pN .
| Lo : the amount actually stolen with each false invoice is
Laboratories that have billed for tests that were { _ ; » . ) . ‘ .
e e , R .relatively small. A pharmacist who bills. for a brand drug vet .
neither requested by a physician nor performed by the. ﬂxyi ST 9.: o Loen e SO vagr'ftm'
i 1abqra§0;¥;i R ra ‘ actually dispenses the genetic one, might be stealing as little
- . A e e as 50 cents on-.each Ealﬁéwbillw--The dentist who bifls fo h
A laboratory “kat-gave.a physician false results of a’ R R S T EEE e L 'g.;fs ? .
i certain test because thE_test was never performed , 2 ﬁnonekisteyt‘filling might reap the benefit of a ten dollar
: causing the physician to rely and treat a patient % . ' . ’
i ] - : ) . | . R . i
} _ . : | larceny for each false billing. The same. thing applies to th !
7 based on the false results, | JREEENY. Tor each, FRASe Dliling.  THE sane EMINg applies fto Ehe :
¢ | , ‘
: 4 : ) .
| Sk ‘ oy v : o ' doctor's $15 office visit that never occurred, or the
: Transportation companies that have billed for trips * q ‘ . . '
! H YA : : 5 ‘laboratory's $5.00 test that was never performed. On an
that were never made, 4 B R L R R P R O R T
) \\ i‘ “ ! 2
R R . ! é invoice by invoice basis, it would appear that the ambulatory
A taxi company that billed for over three thousand é : v
SRR R R - SRS | providers are nickel and dimina the %“edicaid system. - And from -
3 dollars in taxi rides for people who were dead at the B A R S I A VLIS SR o
£ N . 3 . ) ‘;i ) L H
time of the alleged ride. The same taxi company § i my point of ‘view, I hope you can understand some of the
) " - R Sl R . PR R L S v 1 I R % FERTR A ; - o N BERECEE P [t :.‘:_ - B
billed for over 25 thousand in one year for trips to a i ) - . _
5 : S T o EEE A : g : difficylties we nave in huilding a larceny case that exceeds
. Methodone clinic for a patient who had not taken anv ! ST EEN B SR CUATT RSN T T e e
of the trips in its cab, \
. A
. i ! 1 o N
a
@ i |
: - iy :
4 E \ |
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$100. Once é‘ptoﬁider sets up hiskpéttérn, he does it

.
3 B

routigely'andftévthé extent Sf'tﬁéﬁéanés of dollars, but the
prdbieﬁs“of'grobfrzélaﬁiné to‘hundréﬁé and thousands of
invoices is sometimes ehoﬁmbds,‘éoméiekiahGVVefy diffiéult;:'In
an efféft to address the real crime, Attbrhé}‘éeneral‘Beilbfti":
drafted the ﬁediéaid'FaiséVCIaimé Aéﬁ‘which beéame‘ef%eétivé
last,woveﬁbé}l Under thé:téfms;éf that Statute each Eaiéew
invoice submitted;b§ thefprbviaér’cén‘ﬁe the’bééis;Sf a
é;nvigtibn of a five year félony. Withjiiﬁé“andVaftér750me

. convictions and appropriat@ Binishmeént under this statute, we
- ” ‘-‘\‘::\\§ o
expect it to operate as a viable deterrent to the growth of

this.sort of fee for nonservice fraud.
With regard to institutional provider fraud, the pattern of
fraud is entirely different. And it is different because of

~

tne different way in which these rroviders ars said. The state

“

pays nursing homes on the theory that it will reimburse the

home for those reasonable costs directly attributed to the care

R

A

17

pﬁ'gééientﬁ_:ésiding in the nursing home. In. order to do this
' i ‘ : ’
the state requires the nursiﬁg_home to submit a cost report
which is supposed to contaiann1y those‘expénsés‘and costs
relatipg”touthe operation of the nursing home. 1In theory there
may not be anything wrong with th;sAmethod*OE payment., - Some
may say that.all cost plus relationships. are Lad, bug if<the
staﬁe.doés_receive true and accurate iﬂform;tion'about a hoge's~
Sosts,:then_it can‘bg,a fair andkequitaglewmeéhédnof
reimbursement, Itimay provide no. incentive to keep costs down,
but at leasthin éhéo;y th;~::;;§4§;ys oﬂly the real costs of

the home plus a profit.

= That is the way the reimbursement'System;works in theory;

‘that is not the way the system works ‘in reality. It does not

work that way in practice because a very necessary, fundamental

~and basic sacurity device to .ensure the integrity of that sort

of reimbursement system .was never effectivelv nut in place.: At

the heart of this reimhursement sy§tem‘is,thernursinq homnes*

‘ : ) : o
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. 4 " ‘quite obvious. The failure to effectively field audit is ;
cost report and the states' reliance on the truth of that cost ' 1 . S : : o 5
: : . ' : something like limiting the powers of the Internal Revenue |
report for setting rates. Yet for years, thousands ¢f cost ‘ T ' O S
- | . Service and-insisting that all tax returns will remain accurate
reports have.been filed and for all practical purposes; the g o o i
) ' . . . ﬁ'* because the Internal Revenue Service will do only desk audits ;
state has not been able to f£ind the resources to conduct even 13 ’ ' : : i
‘ f s ' {
iy to check the addition and subtraction.. i
the nominal number of field audits required by federal . v, ‘ - . ' . _ g
) - ) . o Historically, and up to the present the Rate Setting i
regulations. ‘Without a regular routine of competent and - R . e : ' , j
A : ) Commission does not have enough auditors.or the resources to |
intensive on<site auditing of a nursing home's books, checks, ’ ' - v - ’ :
’ . : . . . conduct the fedérally required number of annual'field-audits; é
invoices, and records, it'is impossible to know with any sense g - o B : n o i
: 1 . B _ i ,
. ‘ _ ' o ‘ . The Rate Setting Commission is limited to doing desk’ audits. %
of reliability that .the numbers on a cost report truly reflect b e e ) - ¢ i
| ' ‘ : " In the course of Attorney Genzral Bellotti's investigations !
the costs of the home and not any number of personal expenses , ﬁ‘ I S ' o ‘
; < . v .
. & ‘into cost report -fraud; we have uncovered many types of.
of the owner or his family. Historically, the Commonwealth has I : ‘ . s ; . :
' . . % pérsonal expenses hidden in the cost report; none of these f
serjously:neglected the field audit ‘function; today I"do not . e : ‘ C ' S VR ;,
. . : . i » é ‘examples 69uld or would have bheen uncovgréd, detected of*éven %
believe there exists within the industry even the belief ina - ~ : . 2 - ) §
- ' é suspected on the basis of a desk audit: 3
credible threat of a competent field audit. Without field B B ‘ x :
audits, and without the creldibhle threat of one,'tbe‘Raté'Set:ihc"' ‘
_ i' . Expeﬁses for travel and Vacations
Commission's-reliznce on:.cost ‘repdrts is far: too absolute and ,% , :
b Sl : ‘ i . Expenses for Summer House Rentals
the potential; if not the invitation to abuse and fraud, is gA' : - Expenses for Painting in the Private Residences R Ol s
I N
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famera. Equipment = : Co
Stone Wall Masonry done at ‘Residence

Expenses for Rock -Removal from Farm Fields

:. .Expenses for the Removal of Dead Trees and diseased

»

Dutch Elms from the residence
. . j' . . ' o 4
Expenses for Putting in a New Lawn at Residence
Personal Food Expenses Charged to Nursing Home:

The Remodeling of a Bathroom at a-Personal Residence
. B !

Expenses for Furniture, Appiiance and Fixtures in the

Personal Residence - ~
Restaurant Expenses

e

Expenées for the’Sala:ieé‘oé ansingiﬁoﬁe Empléyeeég
Who -Worked Not -in -the Nursing Home but at
other locations | ' ' .

Expenéés fér ﬁheJSaléfies of Membéfs of the Owners!
Families who Had No-Show Jobs at the Nursing Home
Expenses for 0il Heat at the Owners' Private Resiaence
Expenées.for thé OWher;s $elephone Bills at hié Privaﬁe

--Residence, - .- o e e
Expenses for therPurchase of a Moéérized gamber
Expenses for Plants, Shrubs, and Lanaséépping at
the Owner's Residence .
Expenses for Wallpaper and Paint ifork Done to Private
Residence | '
~he Owher's Children'é ?;iv;té séhobi Tuitibﬁ

O GO U AN

Expenses £0r Cow Feed
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- Expenses on a Lease-Covering.Nonexistent Furniture
Equipment, and Beds

. Oyer'$100.0CO in Claimed Expenses that Weré Non-
.Existent "Add Ons"

. Expenses that were Never Paid to a Nonexistent

Management Company

I know this list is not exhaustive. It does not include

matters that are under investigation or pending prosecutions

a

. that could be called@ for trial. In one case not mentioned so

far, the Rate Setting Commission did detect something

. . MIEDOT e e e

suspicious about a provider's cost report, while it. was

-conducting a desk audit. In that case the provider not only

brought its cost reports to the offices of the Rate Setting

Commission but brought as well approximately,SéSO thousand

v

worth of blatantly home-made phony invoices by which it was

trying to substantiate its exorbitant expenses. Unfortunately,

¥

the prowvider chose thes address of an abandoned cas station as

the address of its nonexistent payroll computer company.
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" In that case the very ‘fact that the provider had the‘nerve
and audacity to present to auvditors of tﬁé‘Rate.Setting
Commission hundreds of invoices each of which were identical
excépt for the amohﬁt claiméd and the typed-in'vend?:s' name
says- something about that provider's belief in the Rate Settina
Cpmmiséién és a crediblé threat.

" In order tha£ theée‘hearinqsfor others }ike them do not

become ritualized and gét repeated in two or three years, the .

Rate Setting Commission._in..the first instance must become a

;credible threat to costvreport fraud.,

_To some real extent the Internal Revenue Service acts as a

visible deterrent to tax fraud. The Internal Revenue Service

'has created and continues to maintain the credible threat of a

competént audit of a person's or corporation's tax return. It
that deterrent were removesd, no agreat amount of spaculation is
needed to determine what the probable consequences wouldé be.

sut the- function of a cost report is very similar to that of
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pax return yet for all practical purp?ses,fthe cost repor: is
subjected to mereiy a cursory desk review in grder‘to‘detgrmine
the mathemztical -accuracy. and sone of the consequences of the
failu%e to do :ield aﬁdits were the examples I géve earlier of
personal expenses hidden in cost reports.

Tﬁe Rate Setting Commission's inability to secére~§he.
resources necessary to create the visible credible :threat cor
reflects a truly penny-wise énd dollar. foolish policy. And

perhaps-even something worse £lows as a consequence of that

‘policy. If the'énéiré'indu§%¥§:khows that its cost reports

~ will not be realistically and competently audited, an

atmosphere inviting fraud and abuse ‘tends to be created. The
Rate Setting Commission, Knowing_that,it‘canndt perform field
audiﬁs, will come to use the desk audit as anAagngssive and

cometimes seeminaly arbitrary defense against-legitimate and

illegitimate increasing costs. . fundreds of honest nursing home.

_owners will have legitimate costs seemingly -arbitrarily.
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-disallowed by an auditor attempting to do.via a desk audit what

siﬁply'canﬁot be done. The institutional %ndustry's peiception
of the Rzte Setting Commission's funcgion will come to be that
it is arbitrary, capricious, unfair, and even conspiring to
de;troy the industry. With the filing of gach new cost report,
the institutional owner anxiously awaits an auditor'é.desk

review decision on disallowances that have a trememdous impact,

on the existing cash flow problems of the home for'the néxt

year and perhaps several years theéreafter. ‘And .with all of

P . I s -

this against .the background knowledge that the Rate Setting
»Cdmmission is.unable to péfform-field‘audits to accurately ahd

’.fairly'verify costs, it is little wonder that some significant

.

padding of cost reports goes on. And when discovered and
prosecuted,“it will not be uncommon -to hear ‘the owner claim

through counsel o the Courts 'that the Devil nad2 him do it.

Althouckh T 'do not Know ‘the industry's fornal sosition, I would

think i% would be .in "its long term fﬁtefést'to.SUppott the
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‘Commission's request for substantially more auditors in order

to perform field audits. By doing so it would be ensuring that

fair and equitable rates would be set based on costs audited
and found to be connected to the operation of the home. 1If it
refuses to support the Commission's needs,.then it will be

ensuring that the perceived, unfair and almost blind desk

‘e
.

review disallowances:will continue; and so will the present
atmosphere invitingAfraud and abuse..  And if any conspiracy

existtho destroy the industry, tbé industry itself.would have

DL s -

. to be found to be a co-conspirator.

Wwithout change in the present priorities, withouf assiqning
‘some realeRIORITY and MONEY to,t?e efforts’of bogh tﬁe Rate
SetFing Commission and the Department of Publiq welfare in
verifyiﬁg,providér costs and services, By maintaining the
status-guo, we will be ensurina that these‘hroad brush kearincs

‘are aqain repeated in two or three vears just as they wera

conducted two or three vears ago.

>
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‘ i i Richard Kusserow,
i DoLE. Our next witness will be Mr. ,
Ingliltr;? a(I}leneral of the Department.of I—{)?larltsléa%;llcrll eﬁrrg:% ng(;;rv
ices: and I might say you can summarize y o O o
Wi i 1. You have heard probably no g nev
you will. 16 wil} bo h’elpfu. have heard anything new this
this morning. I don’t believe we have I _ 0 i
i ’ i d in a little different way ¢
morning. We've had it dramatize e e fans are in op-
forward to your testimony and knowing wt Dl
o toveduce foud g abu B SV pogin 1
Chairman Hewwz. Mr. Chairman, beiore -vt. gt e o
i 11 footnote. We didn’t plan 1t this way,
just want fo adC o s b day. And as we indicated earlier, the
today is Mr. Kusserow's, birthday. And as we indicated tong bofore
i : ration by the Aging Committee stair t00X pac betore
ﬁvisgégrarféogpp};inted Inspector Generatl) this9 éygar, this administra
i i tication ended in December . ]
tlolllhg;; ;%Ylesc;%l accept this birthday present that we have pre
sented you, and that you know how to use it well.

AL, DEPARTMENT OF
ARD KUSSEROW, INSPECTOR GENERAL,
RIcH HEALTH AND HUMAN SERVICES

' Chiail Mr. Chairman and
. ssgrow. Thank you, Mr. Cnatrman. ' |
mcla\gbe%f of the committee, I 1mda1ip§ficlzitat1\;1% gi; hri\}r’n;% l‘fl}::" lé)jsplzlcl)lr
tunity to appear before you. An vill co my 1o s and
ief to allow maximum time for questioning. Ob !
Ea%foﬁevr;lhgil? have heard there are a lot of questions that will
qui swers at this point. . ;
recllu&gef:g{nseoii ambivalence on one point. I never thﬁ1t1g}]1t that 1
would have to establish my pedigree as a canine. [Laughter that
Now I would like to give some very broad brush 1mpressmnsf nat
1 have acquired as a result of the last few months as one 0
Generals. _ _
neXsI;lggeﬁir:?orw the Secretary for Health an:;i H}t:mar; ()Sfr:;gessi,taicg
il 7 where ,‘
retary Schweiker, for many, many year}s1 sta vhere YU A o Ana
now and observed many of the things that yo . axe I e
‘sipated in the development of many o the progr
I\;rz %%rvtlcﬁgzeear:d is looking into both as an auditor and also from

int of an investigator. L ]
th%?:aé:)c}l%grn, is that the intent of Congress which is sta!:edt }112 %ée_
legislative history of our programs is being lost, at times, In
's implementation process.

palxzfén Ielx;t‘?esdjrgs you have noted, that little progress has been mzﬁz
by the Inspectors General in attacking the process that genera
the fraud, waste, abuse, and lack Qf economy in the pf)'oggfraltns.e o of

So I am here as an Inspector General for the epfar m £ of
Health and Human Services, as a committed agent (ér hpos_lk
change for the Department, at the behest of Secretary Schwel nesli‘:
and the President of the United States. As such, it 1sdmy retspoa‘nd
bility, to look at the processes which foster the frau , waste,
abusé and to recommend solutions that correct the pl_'ociesse‘s. Bein

I would like to make my point by way of analogy, if nslaj._ eing
that we are the Department of Health and Human erv1cesl,1 :
would like to use a health antglogy. If tl;(; d;s;fgsgi 111:2:1; ;;1?1 alr:ds{ gf

dressing are fraua, waste, abuse,

g(c)(s);((in;;, bfh:f 1 subngit that many of the things that we have
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heard today—the criminal attacks on our programs, the audit find-
ings, the programs that are not functioning properly as observed by
management analysts—are all, in fact, just symptoms and not the
diseases themselves. If so, then it is a primary responsibility of the
Office of the Inspector General to focus on those situations where
you have audit findings, identified attacks on our programs
through criminality and to use that to track back and identify the
disease so that you can treat the disease and not just the symp-
toms. ' :
- The thrust of this Inspector General will be to focus in on the
processes which foster the problems rather than what comes out on
the other end. As a by-product of concentrating on the processes,
there will be a lot more detection of criminal activities; more pros-
ecutions; and more significant audit findings. But they will be as a
by-product rather than as the main thrust. , ' ‘

Also I believe that the Office of the Inspector General is respon-
sible for providing a catalyst and a leadership in the development
of a concerted effort to focus on specific problem areas. '

What we have seen here this morning, already, is the fact that
there are no shortages of agencies that are trying to address fraud,
waste, and abuse. However, each are going out independently of
one another and trying to focus on their one little part of the uni-
verse, when, in fact, what we should be doing, inasmuch as we are
so fragmented and we have such small resources against such huge
problems, is that we should really be trying to coordinate among
ourselves and to try to solve some of these problems.
. So with that as a preface, let me be prepared to answer your
questions. o .

[The prepared statement follows:]

STATEMENT OF RICHARD P. KUSSEROW, INSPECTOR GENERAL, DEPARTMENT OF HEALTH
AND HUMAN SERVICES

Good morning Mr. Chairmen and members of the committees. I am Richard P.
Kusserow, Inspector General of the Department of Health and Human Services. 1
welcome this opportunity to appear before both the Senate Committee on Finance
and the: Special Committee on Aging to discuss my offices’ efforts in combating

“fraud, abuse and waste in Federal programs.

As'you know, HHS'’s budget is approximately $250 billion (35 percent of the entire
Federal Government), the zaajority of which predominately go to the so-called enti-
tlement programs. : . B
. The Department has a total of some 284 programs and about 35,000 grantees, all
subject to audit. We also are charged by the White House with auditing all Federal
money at 96 percent of the colleges and universities receiving Federal funds. The
problems confronting the Department are monumental. :

The opportunities for fraud, waste and abuse are staggering, and those of us who
}tlave been toiling the fields, combatting these problems have been staggering a little
00. » R .

Certain underlying premises behind the development of the entitlement programs
are proving to be invalid. For.instance: = '

(1) The emphasis in the development of the programs was on delivery of services
at all cost (get the benefits out) and on eliminating red tape—which translated,
meant controls. Thus the adage: “everyone in sales and no. one in management.”

(2) The second premise was that people in the helping professions: (service provid-

ers) were all committed to the delivery of good services and motivated to help recipi--~

ents— *he implication being ‘that the professions could be relied upon to police thera-

Well, if all doctors and other profeélsionals subscribed Withbut»feserﬁations to
their ethical standards and oaths and were somehow inimune from the temptations
to fudge, cheat, abuse and defraud, things might have been alright. However, cer-
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tain prgfessionals. have not subscribed to this premise. These include some of the
Nations’ pathologists, radiologists, general practitioners, surgeons, clinical and labo-
ratory technicians, nurses, social workers, nursing home operators, day care opera-
tors, pharmacists, dentists, as well as some public officials. \

Hence, for those who desire—an open invitation to violate the programs for their
own benefit has existed. _

We now know that the system has to be repaired by the addition of controls and
better detection and screening techniques to reduce: fraud, waste, abuse and the
general lack of economy in the programs. :

Today I'd like to give you a broad brush picture of the guiding philosophy of this
Inspector General in relation to the fraud, waste and abuse syndrome that exists.

Forgive me if I illustrate by analogy—a health analogy, inasmuch as I'm from
health and human services.

We all know that it is bad medical practice to treat symptoms. If fraud, abuse and
waste are the disease, then adverse audit findings and detection of criminal activi-
ties are the symptoms. .

Continuing with the medical analogy, we know that one of the most effective
means of co.ntrqlhng. the spread of communicable disease is modifying the environ-
ment in which it thrives: we must create an environment in which fraud and abuse

cannot find nourishment; an environment of compliance and respect for rules of -

conduct and law.

To do this, all aspects of our programs, from their administrative rules down
through their claims payment process, must be constructed so as to be clear, unam-
glgltous and enforceable and thus conducive to non-fraudulent and non-abusive con-

uct. , *
) V&;e must 1a@lso ass’,i‘lﬁe thai(:1 tfhe prosecutive climate creates an environment conduc-
ive to compliance. The need for aggressive prosecutive effort i
is im%?scgred now because: ‘ Pr vt against program fraud

. The budgetary belt has tightened at Federal as well as at State and local
levels—and temptation to divert scarce program monies from their intended use
may increase.

2. As administrators we are
ex?l’)egdmure of evey tax dollar. .

. A pervasive anti-fraud and abuse effort can provide greater positive visibility t
our program, which will e_nlist greater public and 1egislat%$e supg:)rt,, e
pa%iere::udulent conduct is frequently associated with poor quality of services and

nt care.

5. Aggressive prosecution should serve i
oo Agg as a deterrent to other potential law-

fogglv?r'smps I'm taking to reduce the environment conductive to fraud include the
ing: :
1. Linkage and leverage of audit and investigative findings to effect in |
] change in pro-

grezxmAmaI{%gfment. and r((eiduce opportunitii:s for fraud, abuge and waste. 86 1 pro

- A unit to review and comment on all regulations being formulated in the De-
gﬁai;rélent to assure auditable standards and to prevent opportunities for fraud and
" A similar review of all existing fegulétions so that thdse which a . iv

. e not

to good practices and management are modified or eliminated. re.ne co‘nducwe
‘ 3. Development of a more effective deterrence to individuals tempted to defraud
our programs 1nclqd1ng betper coordination with other law enforcement agencies
FBI, Postal Inspection S_emce, Secret Service, IRS, etc., as well: as other IG’s and’
1mfr(c_>}\lr-2rrﬁnt of tge quality of casgs being referred to the DOJ for prosecution.

. ater emphasis on using administrati ions.
err}_plgyeelsanctions, s on g _ ve sanctxon%ask a deterrant {debarment,

5. Development of a civil fraud response. The OIG h ili
tyéc oArespondrting esf!;figatively to civil fraud. o8 Rever developed a capablh-

. A concerted effort to identify the factors within the system that permits f
and abuse to occur. That requires a special type of analyti}::al functiorlx) descr?l:ﬁt:sl ‘ig
g:;rgt ;;g:{rsl,l 11131%, vulnel;;ibllig ‘ass§§s}1:1:¢[an’c, r%fk analysis, etc. We established the first

among the IG’s whic ight
i:er’zi‘lllotheli_lorganizations; ’ m»1g : add has proved to be g'model for sev-
rough analyzing a program for fraud prevention and detection purpo

gavp found that it is also important to know whether certain aspects ofp argl))r:ges:iurvlzz
ﬁglgn or implementation increase the probability of fraud or decrease an agency's
ability to respond to fraud once it has occurred. ‘{t is also important to determine

accountable to the public to assure the appropriate

whether persons involved with-the program are given any incentive or support in

trying to reduce fraud and abuse.
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While fraud in Government benefit programs takes many forms, through analy-
sis, we have found that two basic patterns exist that are common to virtually every
program. First, there is misrepresentation of eligibility—whether (a) by beneficiaries
who seek aid to which they are not entitled, (b) by service providers who ask reim-
bursement for services never provided, (c) or by agency personnel who set up
“ghost” recipients. Secondly, there is misrepresentation on claims by beneficiaries,
service providers and agency personnel. ‘

Considering these factors, in 1981 we are very fortunate to be able to use modern
technology as an analytic support in our fight against fraud and abuse. By modern
technology I specifically mean computer technology and all it can do for us in this
area. Prior to the advent of computer technology when we had to do everything-
manually, the analysis of data about known fraud and abuse cases in order to detect
patterns of abuse consumed enormous amounts of labor-intensive effort. While we
have certainly not eliminated manual review from the analysis of data, much analy-
sis can be performed rapidly and reliably with the simplest of computer techniques,
and this constitutes a major step in the overall effort to control fraud and abuse.

We have found—or rather used, to date—three general types of computer applica-
tions to detect fraud-and abuse: (1) computer matches, (2) computer screens, and (3)
selective case management.

Among these, the computer matching techniques have been the most prevalent to
date. The underlying logic of computer matches—as most of you know—is very
simple. It is to compare data from two or more data sources in order to detect poten-
tial program inconsistencies. Computer screens, unlike the rather simple logic of the
computer matches, are designed to identify potential fraud and abuse cases that pos-
sess one or more particular characteristics—characteristics that through risk analy-
sis lead us to believe that they constitute statistically sound patterns of deviance,
such as more than one hysterectomy on the same patient, pregnancy tests for males,
daily prescriptions for same patient, etc. In the third instance, selective case man-
agement techniques are applied—based on developing a characteristic case profile
commonly associated with fraud and abuse. Once the prototype profile has been de-
veloped, this is applied against the data base to detect potential fraud cases.

I will discuss examples of each of the above techniques shortly. First I would like
to say that these computer techniques are not a panacea to fraud and abuse control.
Their effectiveness is influenced and limited by (1) the integrity and sufficiency of
the data base used, (2) the adequacy of administrative and management support,
and (3) the legal aspects of computer matching. With regards to the latter, the con-
straints—felt especially at'the Federal level as mandated by the Privacy Act of 1974
and later elaborated in the form of OMB guidelines for computer matching—still
tend to restrict fraud detection by measures aimed at protecting the privacy rights
of individuals. We are hopeful that the more burdensome aspect can be modified. (I

"am co-chairman of the matching committee for the President’s Counci! on Integrity

and Efficiency). , _

Now I wouid like to talk about'some of the projects that we have underway now—
most are in the experimental stage in that they are limited to a particular program-
matic focus or geographic area. Once the bugs have been ironed out and the poten-
tial cost-effectiveness of these efforts more fully understood, they can be expanded
and amplified.

Our project examples will be grouped where possible according to the previously
mentioned categories of: computer matching, computer screens and selective case
management. Some projects will have elements of more than one approach. In addi-
tion, you will see examples of the basic fraud patterns mentioned before—misrepre-
sentation of eligibility and misrepresentations on claims. .

Under computer matching, we have, of course, the AFDC interjurisdictional
match effort which I know most of you are familiar.

A. It involves a comparison of AFDC data tapes from participating States in order
to detect individuals who appear on more than one State AFDC beneficiary role.
This project has been an ongoing one for several years.

B. We are working on an increasingly broad scale with other Federal depart-
ments, most particularly, Department of Agriculture. We have several joint projects
with them wherein we make a computer comparison of the State’s food stanip files
and their wage reporting records. The result is the detection of food stamp recipi-
ents who are working and not reported earnings to the food stamp program. The fist
cut “hits” are then matched against AFDC, SSi, medicaid and public housing assist-
ance programs. In Tennessee alone, there have already been 54 indictments (14 Fed-
eral, 40 State) and initial identification of $3.2 million in unallowable costs.

In Texas, we used our Numident program to identify invalid social security num-
bers (SSN’s) in 1.6 ‘million records (450,000 AFDC and 1.2 million food stamps).
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This computer match resulted in the identification of 5,098 recipients (1,700)
AFDC and 38,400 food stamp with unissued and thus invalid SSN’s in the State agen-
cies’ records. Phase two—determining the reasons for and effect of recipients having
invalid SSN’s—is in process (approximately 75 percent completed).

A large number of these invalid SSN’s (approximately 3,000) are the result of
simple administrative errors—transpositions or keypunching errors. Correction of
these errors enables the States agency to obtain employment information on the
new SSN’s from another State agency and make eligibility redeterminations.

In other cases, the recipients: could not be located (959); claimed to have lost
social security cards or provided an invalid number (165); and refused to provide a
social security card (95). :

Since the project started, 2,224 of the 5,098 recipients have been denied further
benefits with an estimated annual value of $1.6 million. We are currently analyzing
the reasons for these benefit denials to determine those directly, attributable to this
project.

Two more recent undertakings involve our death termination computer matches.
In one project, we compared HCFA’s medicare death records with the social securi-
ty’s retirement, survivor’s and disability insurance master beneficiary tape. We un-
covered approximately 8,500 cases of unreported deaths in which social security was
still making payments. Each case, we estimated, was costing the Government ap-
proximately $13,000. In all, SSA has paid out more than $60 million in overpay-
ments to deceased persons. More importantly, as SSA cleanses its tapes, approxi-
mately $26 million will be saved annually in future payments. ;

Our black lung project involved a similar computer match of beneficiaries to
death records. Our investigators discovered overpayments being made in approxi-
mately 1,200 incidents, totally about $15 million. All of these have been turned to
the Social Security Administration, with approximately 500 cases being sent to the
Secret Service for further investigation.

We anticipate that additional investigative cases will emerge from these projects
as case files are reviewed. Computer screens on the other hand, look for potential
cases of fraud. Some recent OIG examples inclvde:

Numident program which scans SSN’s and identifies those which have not been
issued. The project has identified 151 recipients actually using social security cards
with numbers the Numident shows as not issued by SSA. The authenticity of the
cards is very doubtful and field investigation of some of these recipients is already
underway by OIB/OI The annual value of benefits received by these recipients is
estimated at $106,000. It should be noted that the pilot project was done in a State
in which AFDC benefits average $108 per month while such benefits average in
other States $277 per month. :

We have a project in Connecticut by out investigative staff to identify individuals
who have created fictitious children in order to receive ‘AFDC. benefits. The ap- .
proach involves the comparison of the AFDC records against medicaid tapes, school -,
attendance records, and vital statistics records. : : !

*In cooperation with INS, we have established a joint national effort to detect -
cases where SSN cards were illegally obtained by aliens. SSA records were matched
a%r?ir.lst dINS records to identify potential cases where work related SSN cards were
obtained.

Scans of the potential hits were also made to detect large numbers of cards going
to the same individual or groups of individuals. SSA employees were convicted of
possessing illegal accounts, and more than 100 conspiracy cases are in development.
To date, 50 convictions have been obtained and INS has deported 800 aliens as a
result of the project. This effort reflects both the elements of a simple computer
matching technique as well as that of a:computer scan.

We are developing screens to catch totally inappropriate prescriptions by medical
providers: That is, making the initial diagnosis, analyzing proper medical options at
each step; and identifying deviance from good medical practice. (That is, if the com-
plaint and diagnosis relates to an ear infection then an arm X-ray or eye glasses
would seem to be inappropriate.) It is considerably more complicated than that but I
think it gives you the idea.

Our final approach, selective case management, is quite close to the approach
used with the computer scans. Its purpose is to identify potential fraud and abuse
by using computer screening methods to identify profiles of individual cases possess-
ing common factors. These factors could include families listed with (1) no income
(e;‘arned or not), (2) no medicaid received for children, (3) all the kids under 6 years
of age. :

In an era of declining resources, it is all the more important that I work closely
with other divisions ‘of this department; with agencies and departments; ‘with the
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couragement, I expect to continue.

Thank you. K usserow

i z. Thank you very much, Mr. Ru . _

%1;?11%1232 ll)—izﬁqgiven a very heavy respons1b111‘1c;y}})5; é)lt}/}IlE tbou 3221;
duct audits of major immensity. To what e_xfcent da0 b

utcz:b ks—will they adversely affect your ability to ¢ tyI i oY hat
CuMacKUSSEROW. It's very difficult to say at this t;‘)om 1 think e
the g.ne thing I can say uncgtel%oilca}cl?}rl éssslrf;c %i n\&;e had more o
" it ¢ 11 used. But a , :
S%lgcﬁi;éti;%‘}l}gt ?.edzvgot believe that the resources allocated in the
n

i ve been used to full measure. . -

pagt)t(i tth}:isnclffiﬁ; l}i'st respo\gsi?ihéy tot t;x: S}(l):%geszii ;se:ot g:;n}?;lu
rat to the best advantage, S | !
ic;?ge ;i}\lrz;l lc)?e?o;}: ei start thumping too hard for additional re

7 i int i i urces
So%/li;leeatest concern at this point 18 harnessing the reso

ithi t but within the
ot only within the Departmen  the
z%?rfnm(iﬁcil:; }(;? 1]?1,enlnspec€:)r General, and to try to rally thosz re

sources in a way that we are all pulling together rather than at
cr%slsug?g:rfelsﬁmz. Now one of the things you have been asked to

do, I gather, is work very, very hard on the student loan program

t right? 5

or the college grantees. Is tha toal when the office i
did that a great deal W

calt\gﬁ Ix{wiisii(;?bﬁir program, but since it has been pulled out,

th
we have only focused on those loan programs related to the heal

field. We are now undertaking several major initiatives regarding

jons loan programs. : .
th%llll:iarlrtnhagr%fl‘;?iz(‘)fl Well, what specific sterll)lso s?rgffzgt%vgll}l'n&g tﬁg
o - i ources »
assure that your ofies 1;0 %ﬁﬂ::rgslgetso fraud? We have heard some

Dty in ot o stori today about medicare, mec_ii-cal-.—thgt. is
gflittirrl;g}g;iegmg%oggﬁfsin C.Zlifornia—social security disability.

i priorities?
' tart? What are your hlghest priori
W}ﬁ:elggsyé\;x.n %’\;glls, first and foremost 1s that we should have

ffice, signed,
i i he Inspector General. I hold the o ) ,
2\Ialvoefrflec;1r¥§ ?lfe‘flliifeexc"g; as su(I:)h, put I must confess that my impres

ion of what was expected of me from yvithin house was consider-
S1bl different than what I expected the job to be. | as <omme sort of
a Iythink many looked upon the Inspector Genera a O O o
honorary Kentucky colonel that is supposed to oversee ) .

imi i igati an audi
independent arms—a criminal mvesjngatwe arm and

tine.
ork through an inbox, outbox rou
anvlﬁ—aatnsv;hggegl?g :avn executive at the Inspector General level to

merge, as was intended by Congress, a single force to addregs the
’ board. o . -
prg%fa;? iv%c?:\s;eﬂrlliw is an audit a%(;lr}cy' anrtrilya ggf)rll}i?;l_ltr;viigggae
i ' sparate arms. is 1s ) ,
tive agency—two separate T, |
into a single integrated lorce. o )
th%fa??rgggr?&?;z? Whai? s to prevent that from being done!

Mr. KUSSEROW.
if you do not have an |

i t year.
" In fact, I would hope that by nex :
NOthﬁllgpecr;or General sitting here that you will
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have returned him to the cornfields of Ilinois. It sh |
Axgl it can be done. And it will be done. 16 should be dore.
ne oi the first steps that we need to do, is to recogni
there are shortcomings in the way we have been approa(lgcn}iizggt%}?g
problem in the past. We talk about the criminal prosecution and
we talk about the audit, but there are considerable ranges of sanc-
tions in between that have never been addressed by this Inspector
aGIeneral. And I would suspect not by many other Inspectors Gener-
For example we see an individual that mav h i
‘ we ave ripped off
2:;%12 fggﬁtl gulho? and hﬁ gets a light sentegce of prolI))g'tionoalncal1
itution of a small amount, mayb : —_
yog réeally have not hurt them. 5ybe sven @ 5,000 fine
Dut suppose we were to exercise, which we have alreadv i -
ute, some of the civil fraud provisions go after that indiv}ildll?aIStE)g
treble and punitive damages, for damages on every count that they
gggglgb%aged 1n€h yvchould put them out of business. If they take
$500, rom this Government, we should
| .T;hfrom Dunitine denorn ould get that back plus more
18 way, you could do more harm than prosecuting th
permitting them to go back with their license and contiiue (:)le'la(;atlilg
ing. And as we haye seen this morning, ti sy could continue prac-
tlcéng and committing additional frauds in other programs.
o I think that one of the sanctions that has not been utilized to
anZ det%ree has bg}eln the civil fraud sanctions.
notner area that we need to look at is, for example, wh
perso.n_has been found engaging in fraud in one Govefmﬁevlvlt e;ro&}
gram; is caught, but does the same fraud in another Government
pro%;am. They should not be allowed to go to a different trough of
ia)no er Federal program and drink from that. We should at least
e aware of situations where a doctor who has committed a crime
against Medicaid might also be committing a crime in the Medi.
carek?rogram; or might be receiving a research grant at NIH. or is
W(’)Il“h ng for the VA as a physician at one of their hospitals. ’
N ere have been cases like this, and this morning I think we
ave some.confirmation of that. There is a tendency—that when a
Eerson has dem'onstrated. propensity to commit a fraud against the
inozﬁznfr!?gﬁz ﬂylnarlt the%r1 will héave a tendency to continue doing that
. We rea
th% Pavoure. We re y must make an effort to be aware of people
e are developing a national strategy under the i
3 ’ » . ae
President’s Council on Integrity and Efficiency, chaired ‘I%Irstgfs tllxlﬁ
Jspector General, to look at the entire spectrum of medical provider
gggggzinsfltri t%l%‘ I;‘edei'aé ICléovezl'lnment. As it stands now, about 95
at I'ederal dollar that is going out is coming out
Department. But every single other Department in - o%n? uGc())\fr‘e(.?rlllll-'
é%iggaggstiome sort of medical provider program. We need to un-
Corstand tl ose programs. We need to understand what is going on
Chairman Heinz, Mr. Kusserow, let me i
7 2 . . ow, 1 e interrupt so that i
gggggigsv&il’g: 11;};2 order gf qu;stmning here. I have? got a x?un?],fe?:)%
‘ Ol going 1o ask you about now. I am going t i
ghiset of questions to you in writing. We have gogc ;l gnu(;nsll)l(g'm;%
ngs to cover. I would like to know, for example, about the com-
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puter matches and the number of leads. Whether you have got suf-
ficient resources to follow up those leads and a whole bunch of spe-
cific questions like that. But rather than take the time of the com-
mittee to get into each and everyone of those, I think I will simply
yield to Senator Mitchell, who, I know, has some questions too.

[The questions follow.]

Question 1. In 1977 the Senate Special Committee on Aging estimated 10 percent
of Medicare and Medicaid was being lost to fraud, abuse and waste. One of your
predecessors, Mr. Morris estimated in 1978 the loss in programs under the jurisdic-
tion of the Department to be $6.3 to $7.4 billion. What is your estimate of the cur-

rent loss to the programs from fraud, waste and abuse? Is there any reason to be-
lieve that proportion lost to these activities has decreased since the establishment of

‘the Office of Inspector General?

Answer. As indicated at the time those figures were released, the purpose of the
estimate was to focus attention on the existence of significant problems. Although
staff eventually revised those estimates downward—$5.5 to $6.5 billion—the  esti-
mates were never intended nor presented as a single point estimate since it was a
collection of estimates of varying validity. ' : ~

These estimates resulted, however, in a significant Departmental response. Al-
though much progress has been made, much remains to be done. Because of the dif-
ficulty in gathering comprehensive and accurate data, OIG has not attempted to
update the earlier estimates, Instead we have attempted to focus our attention on
those problems we consider to be most serious and capable of immmediate improve-
ment.

I believe that OIG work has resulted in a decrease in the relative amount lost to
fraud, abuse and waste. Certainly, I find that Secretary Schweiker and agency
heads give this high priority. Nevertheless, much remains to be done and I intend
for OIG to make an irsportant contribution in reducing these losses.

Question 2. Senator Mitchell requested you to furnish the Committees with your
best estimate of the staffing needs of your office. Does your office require additional
personnel to accomplish the mission Congress intended? If so, please detail number,
training and probable assignment of these people. :

Answer. As I testified on December 9, before I can request additional resources of
Congress or the Secretary, I must determine whether the staff and resources now at
my disposal, are being used effectively and efficiently.

I am in the process of making that determination. I am developing a reorganiza-
tional plan and a new workplan—priority of work—for the Office of Inspector Gen-
eral. Within a new organization and with a new priority of work, it is my intention
to use every person on the OIG staff to their maximum capability. If, after a reason-
able period of trial and testing we find that there are gaps in our operation result-
ing from a lack of resources, we will then make the necessary requests for assist-
ance, ' :

Question 3. Given the size of the problem and available resources, what priorities
have you established for your office? How will resources be targeted?

. Answer. At this time, my main priority is, first, to complete my analysis and eval-
uation of my office and the nature of the work to be done and second, to implement
a needed reorganization and establish a multi-year workplan—the priorities for OIG
work-—as expeditiously as possible. Both of these are still in draft but will be essen-
tially completed within three weeks. Upon completion, 1 welcome the opportunity to
brief you on this matter. : , v :

Question 4. What present involvement, if any, does your office have in efforts to
control.organized crime activities associated with programs under the Department’s

" jurisdiction? What role, if any, is anticipated for the future?

-Answer. Although alert to the possibility of organized crime activity in HHS pro-
grams, this office has not had a major role in these type investigations, as over the
years no- significant organized criminal activity has been apparent. Individual orga-
nized criminal figures have surfaced in isolated investigations conducted by this
office, and these matters have been handled on a case by case basis. Any investiga-
tion indicating widespread influence by organized crime would be referred at once
to the F'BI, which has greater resources and more expertise in this area. Naturally,
this office will remain watchful for this type of activity, and we are prepared to
assist the FBI in any investigation into organized criminal activity related to the
Department'’s programs. In that regard, the Inspector General recently sent a letter
to the Director of the FBI offering the assistance of this. office in any investigation
involving organized criminal influence in the Department. The letter also contained
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a request for. the FBI to furnish this office with any information they have that in-

dicates organized criminal activity is being directed against any of the Department’s
rograms.

P qurestion 5. What present involvement, if any, does your office have in efforts to

police intra-state and chain activities associated with programs under the Depart-

ment's jurisdiction? What role, if any, is anticipated for the future?

Answer. We have been active in seeking chain activity violations and foresee an
even more active role in the future. Past activities include:

First, this office funds and oversees the operation of 29 State Medicaid Fraud Con-
trol Units, whose responsibility is to investigate and prosecute providers who de-
fraud the Medicaid program. Additionally, we maintain liaison with those States
not having specific fraud control units and provide them with technical assistance
whenever possible.

Second, we have been involved in several investigations and audit probes of
chains of Medicaid and Medicare providers. These have largely been detected, inves-
tigated and prosecuted by a combination of Federal and State agencies with this
office and the Department of Justice coordinating Federal participation. A good ex-
ample of this is our recent investigation of the Montgomery Investment Corporation
of St. Louis, which managed, owned and leased 13 nursing homes and 20 other cor-
porations. In conjunction with other agencies, our investigation was able to demon-
strate how the owners pyramided costs between their organizations and then passed
these higher costs onto the Medicaid program through increased reimbursement
rates. , ‘

Third, we co-sponsored a three day planning conference in 1981 to achieve better
mutual understanding and arrangements for handling chain-type cases. Represent-
ed at this conference were the FBI, the Department of Justice Criminal Division,
several State Medicaid Fraud Control. Units, and various Assistant United States
Attorneys, most of whom were economic crime specialists. We will continue to main-
tain and encourage liaison among investigative and prosecutive agencies.

Fourth, under our upcoming reorganization, we will be taking a more active role

. in obtaining civil and administrative sanctions against all providers who abuse and

defraud our programs. We will also encourage and assist other agencies in obtaining
these civil and administrative actions.

Question 6. The Committee expressed concern for the lengthy period between the
init‘:?iation and completion of a health case. How do you plan to speed up that proc-
ess? :

Answer. The time required to do an investigation of a health provider case is im-
possible to predict for a variety of reasons. In most situations, the cases bropught
before us are extremely complex and time consuming. Because of the compiexity
and nature of the cases, generally a full scale audit of the books and records is ne-
cessitated. Since they are primarily volume transactions, it requires large amounts
of time and manpower. Further, it is difficult and complex to convert the #udit
trails into the evidence needed by the U.S. Attorney. Finally, documents d¢ not
speak for themselves and witnesses must be developed to testify concerning the evi-
dence. For example, the Kones case required over 1200 hours of OIG investigation
staff time. That does not include the staff time other law enforcement agencies may
expend to close the case. Consequently, even though we would like to speed up the
process, it is not always possible. i i

We are examining new ways of sharing cases with law enforcement agencies
during the early stages of an investigation. New communication technologiesclearly
have the potential of assisting us in this area. Also, we are working, within the De-
partment, to insure that information and allegations move expeditiously te-investi-
gative agents. . o

Question 7. You indicated in your testimony an intent to reorganize the Office of
Inspector General. How do you envision the Office functioning? Will your reorgani-
zation affect all three of the Office’s principal components or just the audit division?
When is it anticipated the reorganization will be completed? Please include with
your description your rationale for the changes to be made.

Answer. As I testified, the reorganization of the Office of Inspector General is
being developed now and will be completed shortly. At that time, I will welcome the
oppoxixtunity to brief you of the changes I will make and to answer any questions you
may have.

Chairman HeiNz.. When that bell goes off there, it means my

time as well as yours has expired.
Senator MrrcHELL. Thank you, Mr. Chairman.
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Mr. Kusserow, do you agi i
; , do agree that the detection i
pul\l}IIrShII{nt?gstEgg ‘;;;'o;rlder 1fgaud is one of your highe’st? ;2?355;%%1‘;’ and
priotity, - 1 would say that it would have to be the highest
Senator MITCHELL. The highest priority. All right. And you

intend to do wh :
am Confident,w at you can as effectively as you can about that, I

g[r. ItiUssl\E/iRow. Yes, sir.
. >enator MITCHELL. Right. Now I asked this i i
ato; . . uest -
Ing. It’s a very simple one. Whether or not whgn : ;)()I’Itl)vg}&iasr I?eo;ig-

ters for reimbu
¢ rsement under an . P - I
tion, do you know Y program within your jurisdic-

person has a prior criminal record i
of a ?
Mr. Kusserow. He is not asked that.ny kind:

Senator MITCHELL. i ) .
good, simple thing i d%.y right. Don’t you think that would be a

Feéieral program.

enator MitcHeLL. Well, that’s

Mr. Kusserow. I agree with youa. second step. ‘
Senator MITcHELL. 1 would like to have you dete
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you to provide us with a statement of what, from your standpoint,
is the level that would provide the most effective enforcement of
your responsibilities.

Do you understand the question?

Mr. Kusserow. Yes, sir. :

Senator MiTcHELL. All right, thank you. And I look forward to
receiving that from you, Mr. Kusserow.

Chairman Dotk. Senator Pryor.

Senator Pryor. How long have you occupied this position?

Mr. Kusserow. Since June of this year, Senator.

Senator PrYOR: I was intrigued by your opening statement. Basi-
cally, the inference that I gathered was that we don’t have an In-
spector General in the HHS."

Mr. Kusserow. I hope to correct that, in fact, rather than just in
theory. Yes, sir. ,

Senator PrRYOR. So you really do think we do have an Inspector
General?

Mr. Kusserow. The Office of the Inspector General is there. One
of the things that I believe—and I haven’t really had a chance to
go through the report that was given to me as a birthday present—
should be made clear. During the entire calendar of 1980, you had
no confirmed Inspector General at the Department. For 2 years
now you did not have a confirmed Inspector General sitting in the
Department of Health and Human Services to provide leadership
and to do some of the initiatives that I think are imperative.

In that context, coming in after a hiatus of nearly 2 years from
the first Inspector General and to the second Inspector General,
which I am now, a lot of institutional problems have developed
that need to be corrected. Once they are corrected you will have in
fact as well as in theory an Inspector General. : '

Senator Pryor. My perception of you is—and pardon if it is
wrong—that you are a person who wants to do something. You
want to take action. You want to prosecute. You want to puf thse
people in jail or at least impose civil penalties on them. Whe is
holding you back? .

Mr. Kusserow. Time. I need time to do that. And the time isn't
there. But we, in fact, will be doing that.

- But I should say that a primary thrust is that we do know from

every study available that in these white collar crimes, these

crimes of opportunity, that if you want to really have an effect on
it, then you must interdict the process which creates the opportuni-
ty. If you remove the opportunity, then you are really going to
have an effect on reducing the amount of c¢riminal acts in our pro-
grams. So I think one of the things we need to do is to develop
strategy to find out not only where people are attacking our pro-
grams but how they are doing it and then correct those processes.
~ Senator Pryor. Before we discuss strategies—I will borrow a
question from Senator Chiles—Why hasn’t the office been merged?

Mr. Kusserow. It’s from the fact that you brought together two
such dissimilar professional entities. After all, we are talking about
something that is fairly recent in vintage. It’s still a mere child by
program standards of maybe only 8 years. ~

By taking criminal investigators and auditors and putting them

‘together, I don’t think it really has matured to the ‘point where
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they should have had the middle ground in between. We should
have had more in the way of management review, administrative
sanctions and civil fraud—— _ _ )

Senator PRYOR. My only comment, Mr. Chairman, is that in
those 3 years that this office of this Department has been, it has
had passed through it almost three-quarters of a trillion dollars.
And I think all of this strategy business is nonsense. I think you
ought to go on and do what you think you should do and I think
the Congress would back you. ,

" And I would just like to make one other comment. I know my
time is up. But according to my report, the HIIS’ Inspector Gener-
al’s office ranks 13 today, 13, in cases open per departmental dollar
expended. And I think that’s a very, very poor track record. And I
hope you will improve upon it.

l]\D/Ir.y KUSSEROWI.)I can I1;ecause that's something that could be ad-
ministratively regulated. I'm not sure how valid that figure would
be. If we wanted to, I could open 8,000 or 10,000 cases tomorrow.
But the important thing is the significance of the cases that we are
working and how we handle them. I think that should be measured
on the output side rather than on the input side.

Senator PrRYor. My time is up.

Chairman DoLE. Senator Cohen. . ;

Senator CoHEN. Just one question, Mr. Chairman.

Why are 36 percent of the pending cases listed as being 6 months
old or older in the 1981 report? I think 21 percent are over 1 year
old.

Mr. Kusserow. I'm not sure I cga.ln give you a proper answer to
that. I think I can give you a partial answer.

A partial answer would be that cases of fraud of the type that
you heard about today from Dr. Kones require an enormous
amount of worktime to put together all the documents and evi-
dence necessary to sustain a prosecution. It’s not unreasonable to
take 6 months or 1 year or even 2 years to develop a worthwhile
case. o

The question applies to those cases which are not that complicat-
ed; simpler cases that really don’t require that kind of input,
whether they would be included among them, in which there would
not be justification whatsoever. o .

Senator CHiLES. I'm sorry I missed your initial presentation, but
what are some of the reforms that you would recommend? We
didn’t get into specifics today with Dr. Kones. But let’s take work-
mens compensation claims, by way of example. You have a situa-
tion in which a worker is injured on a job, has a back problem or
drops something on his foot; goes to a doctor; starts the whole cycle
then. It is almost automatic that there will be a workmens compen-
sation claim filed and allowed. And then the doctor will simply
continue for 1 year, 2 years or 3 years sending in slips for treat-
ment that was never actually rendered. What are some of the rec-
ommendations that you would make for us to change that? Would
you require, for example, the patient to sign on the slip that says,
yes, these services were performed? I mean, how do you deal with
that problem? . _ .

Mr. Kusserow. I think a major responsibility will have to rest on
my shoulders on that score. It's my responsibility to use not only
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the investigative, the management analysis, and the audit re-
sources I have, but to then be able to develop screening techniques
to surface those types of problems.

We have found that where we know the factors that go into de-
veloping an abuse, we can use a machine to go back and to screen
out and surface that type of problem area in which case you should
be able to not have that happen again.

Senator CHILES. What has been evidenced here, I think, today is
that you invite fraud and abuse by a laxity of enforcement, a laxity
of interest and oversight. You invite it. When you have that kind
of profit—we are talking about millions of dollars—with little risk
of being detected, then you are almost inviting abuse.

Mr. Kusserow. There is a more fundamental problem here. We
had some underlying assumptions that went into a lot of these pro-
grams and one of those assumptions, of course, was that people in
the helping profession, such as Dr. Kones, could be relied upon to
follow their hippocratic or other similar ethical oaths. Were that a
valid premise, we wouldn’t have to develop as many controls as we
might in some other sectors. We have found, and certainly Dr.
Kones would confirm, that that is not a valid assumption.

A second assumption that creates a problem is that many of the
programs developed, include the approach that our responsibility is
to get the benefit on the street to the needy. To do that, we cut
some red tape in the process. Red tape is a euphemistic term for
proper controls. We can balance out proper controls against the
beneficiaries’ needs, but what we are seeing is the inheritance of a
system wherein there are not sufficient or proper controls. People
can take advantage of it, particularly, in the helping and health
profession.

Senator CHiLEs. I interrupted, and I shouldn’t have in your testi-
mony, when I asked you why this hadn’t been done. In your ram-
bling answer you seemed to say that if it wasn’t done, you were
going to go back to the farm. I would agree, you ought to go back te

the farm if it isn’t done. But I want to know if there is somebody

keeping you from doing it?
Mr. Kusserow. No.
Senator CHILES. You have been there since June.
Mr. Kusserow. Yes, sir.
Senator CHILES. And you've told about all of these complexities

of having auditors and having Inspectors General—investigators—

and how in the world do you merge them? Other Departmen
have done that. That was the intent of the Congress. WI; Wan?; 11;;3
put the auditors with the criminal investigators. Now what’s to
keep it from being done? o

Mr. Kusserow. I would question how successful the other De-
partments have been. No, there is nothing. We are in the process of
doing it. One of the things that we have not done in the past that
we are doing now is that we are developing an administrative sanc-
‘tions package.

In the past, there has never been any tracking within our De-
partment, for example, employees who have been found guilty of
committing frauds against our programs or engaging in criminal
conduct. We never followed through to see what would happen to
them or make recommendations as to what should occur, We are
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now in the process of finalizing a program, a table of sanctions that
are going to be recommended and hopefully adopted by the Depart-
ment. We are certainly going to track those people and that will be
part of our report to the Congress each year.

Senator CHiLES. What does that have to do with merging the
auditors and the investigators? What does that have to do with
what you said about keeping yourself from being the paper pusher
with the two functions going between? What's to keep you from
putting those auditors and investigators together and you being in
charge of them?

Mr. Kusserow. They are together. We are collocating them. But
what I am saying is that there are gaps that exist in their profes-
sional backgrounds. The gaps must be filled. Among the gaps is the
area of civil fraud which are not being addressed by our criminal
investigators and which is not part of our audit process. That must
be made part of our investigations, an administrative sanctions
package with a full range of sanctions available to use against a
wrongdoer. Administration sanctions to civil fraud, debarment, the
civil prosecution to criminal prosecution—all of those things must
be together. And we are going to introduce those additional ele-
ments to draw them together.

Senator CxiLes. The Atlanta Office of Program Integrity between
1976 and 1980 referred a total of 193 medicare fraud cases to the
office of investigations for criminal prosecution. That’s just in
region IV—193 cases and 109 of those are from Florida. As of
today, the records show that there has been one successful prosecu-
tion, one conviction of a Florida case.

I don’t know how much total dollars are involved here. I know
the dollars are tremendous. But when is the Department going to
do something about this? And when are you going to use your civil
money recovery authority? '

Mr. Kusserow. Well, we have in the reconciliation package a
civil fraud penalty bill that we are in the process of now imple-
menting that will be a useful tool in that effort.

Senator CuiLes. But the Congress just passed the law that gave
you the right to use it. Have you used that? Have you used the law
you got passed? I'm getting tired of people coming up here and
saying if we had something, if we had a change in the law, if we
could just change this, we could do it. Are you using what you have
got now? ‘

Mr. Kussgrow. No, sir. And that’s my point. The fact is that we
should be using it. One of the reasons why I am sitting here before
you today is that I came from the Federal Bureau of Investigation.
1 was part of a search effort by this administration to come up with
a professional that knew how to investigate program frauds, who
knew how to make those cases acceptable for prosecution with the
U.S. attorneys. It was the belief of the Secretary, and I guess of the
President, that, in fact, they had found, a2 foremost expert. And I
would trust that their judgment is good on that point. An expert to
actually address what you find as being absent in our programs. I
would agree with you wholeheartedly that more can be done in this

area and should be done in this area. And that’s why I am here.

Senator CuiLes. Well, I notice again in the records—the way the
records are kept, the 1980 Inspector General’s report to Congress
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shows that 41 health cases were referred to the Justice Department
for criminal prosecution. Of that 41, 5 resulted in convictions; 31
were declined. And yet I have a list of medicare fraud referrals to
the Justice Department that’'s maintained in the region IV, Atlan-
ta office, that shows in that office alone 46 fraud cases were re-

ferred to the U.S. attorney and they were declined for prosecution.-

That's, again, just in 1980. Now are the figures only 41 cases, or if
you listed every region, would you find that every region is like At-
lanta and the figures are way the hell higher than that?

Mr. Kusserow. 1 have not had a chance to look at that in detail.
But I think what you are seeing there are those cases which were
opened, processed, and closed in the same calendar year. This does
not mitigate the situation at all. But the actual total number of
convictions are in the forties in that area.

But my point is that at the outset of an allegation or at the
outset of the information that’s received that there is some possible
misuse or malfeasance against our programs, a decision should be
made as to what is the appropriate vehicle or sanction that should
be applied in the final analysis, whether that be administrative
sanction or civil fraud prosecution or criminal prosecution or any
combination of those. That has not been done in the past. That is
what we are going to do in the future. And that’'s what we are
doing now. But in 1980 that was not being done. In 1980, you didn’t
even have an Inspector General. You had an acting head of the
audit agency, acting deputy head of the audit agency, acting assist-
ant for health care review.

Now with an Inspector General and with this approach and by
employing these techniques, we can make a very strong increase in
that record. '

Senator CriLEs. My time is up.

Chairman DoLz. Well, first, I think I ought to put in the record—
in case some may have forgotten—that Mr. Kusserow has consider-
able experience in this area, having been with the FBI and having
been active in the Pittsburgh area and the Chicago area specializ-
ing in white collar crimes, embezzlement, bribery, organized crime,
and public corruption. He coordinated many task force investiga-
tions; including the Department of Housing and Urban Develop-
ment real estate broker fraud in 1978; Health, Education and Wel-
fare fraud in 1976; Veterans’ Administration school fraud in 1978
and other things. I would say that since he was appointed on June
10 he probably hasn’t had time to clean it all up yet. We will prob-
ably be back here next year and then I think those might be appro-
priate questions. Not that they are inappropriate now, they might
just be more appropriate after you have had that much time.

Do you need any more authority? Is there any legislation to give
you more—are you having trouble with the Justice Department or
the FBI? Do you agree with their policy that all potential criminal
cases - should be referred to the U.S. attorney’s office? And then
they should decide who takes the lead on these cases?

Mr. Kusserow. I think just by the very nature of my back-
ground, the conflicts that may have existed between the Office of
the Inspector General-—certainly this Office of the Inspector Gener-
al—t—tlhe FBI and the Department of Justice have been greatly miti-
gated. : ,
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In fact, I am on the President’s Integrity Council Law Enforce-
ment Committee that is trying to work out a relationship between
Inspectors General and the FBI. The FBI is not interested in as-
suming the investigative jurisdiction of all of the cases. They don’t
have the resources to do that.

In the Kones case, what we have underscored here, is that you
had joint investigation with the HHS-IG, the U.S. Postal Inspection
Service and the Department of Labor IG. We have other agencies
in the Federal Government interested in Program Fraud. You have
Secret Service; FBI; IRS. I think what we need to do and what is
demonstrated here as being a successful way of doing business is to
cooperate and work together rather than try to work at cross pur-
poses.

The problems are just too large and the resources are too small
to worry about squabbling over who has jurisdiction and who is
going to get credit for it.

KChaé)rman DoLeE. How many agencies have taken credit for Dr.

ones? .

Mr. Kusserow. Well, you certainly had the postal inspectors
here and I think they would want to take some credit. I think the
Department of Labor’s Inspector General who contributed a lot of
resources to the investigation in pulling together documents—their
agency would want to take some credit for it. I think there is some
credit warranted to the auditors and investigators of our Depart-
ment that put it together. ~

But as far as who is going to claim an actual status concern, they
can all claim it if they want to. I am not interested in that. I am
interested in trying to correct the weakness that gave him the op-
portunity to take advantage of our program. .

Chairman DoLe. Well, I think you indicate that in your state
ment. Clean up the envircnment and maybe it would be a little
more difficult to perpetrate some of the fraud and abuse.

As I understand—do you have some agreement with the FBI on

the referral of cases? : ‘

Mr. Kusserow. I think that it is being clarified as we go along. A
lot of it is due to the fact that I don’t honestly believe the FBI fully
realizes what an enormously large agency that we are, and the
nature of the problems. In talking a little bit about it they have to
come to appreciate it a little better as to what is here. So, conse-
quently, I suspect very strongly that you are going to see there is a
very close working relationship where we can provide a lot of pro-
gram expertise, and they can provide a lot of their expertise that
we don’t have available to us, and a lot of the resources that we
don’t have available to us. -

For e#ample, we only have agents in 30 of the 94 judicial dis-
tricts of this country. If you were to think of provider or recipient
fraud, by any criteria you would probably think of Detroit as being
among the top half dozen, yet we have only one investigator in the
whole State that takes the upper peninsula all the way down to the
Indiana border. We have nobody in the State of Ohio. And I proh-
ably could keep gainfully employed all 91 of my criminal investiga-
tors in Ohio alone for the rest of their career. And yet we have
nobedy left for Cleveland, Cincinnati, Columbus or any of the other
areas. - : : . S
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You heard about the meager resources we have on the West
Coast. We have State medicaid fraud control units that report to
me that are larger in themselves than my whole investigative orga-
nization. So we are not competing with anybody. What we need to
do is provide leadership and catalyst and program expertise to
other investigative agencies to solve some of these problems.

Chairman DorLe. Who, in your opinion, should take the lead on
HHS related cases? And who should have primary investigative
powers? . ' ;

Mr. Kusserow. I think that would depend upon the circum-
stance. I certainly would think that in the type of investigation
that you saw this morning where you had the needs of sophisticat-
ed surveillance equipment, we can’t do it. I would say that that is a
primary example where we should utilize the FBI. In fact, that was
one of the areas of expertise I had in the FBI, running that sort of
an operation.

I would think that in the area where you have a need for a lot of
program expertise and auditors and things of that sort that we
should contribute that resource because we are better equipped to.
I think all in all on all major fraud programs or all fraud investiga-
tions, I think what we should do is have multiple agencies working
on it, each providing their own specialized expertise. So I don’t
think it’s a question of saying who gets it, but I think it is a ques-
tion of trying to work out together how to solve the problem. So I
don’t think a hard-and-fast rule can be developed as to how you go
about giving one person a case as opposed to somebody else.

Chairman DotE. I guess I could conclude from your response to
that question and others that you are not in need of anything right
now. You have the authority; you have the resources. You wouldn’t
make any request of any committee with appropriate jurisdiction
for additional authority whether it be the Finance Committee, Gov-
ernment Operations, some other legislative committee, the Appro-
priations Committee, or whatever?

Mr. Kusserow. I think we do need resources against this prob-
lem. My question is is whether this Department is utilizing its cur-
rent resources to the best advantage. And one of the concerns—we
are trying to struggle with this problem within the Department to
try to make sure that not only is there no overlap in jurisdiction
but that equally important, if not more important, are the gaps
that exist between the various entitites of the Department that are
trying to address the fraud and abuse.

Chairman DoLe. All right. I hope before you request any addi-

tional money that you make certain what money you have is being’

properly spent. There may be a tendency on the part of some in
C(.)ngifress to load you up with money even if you couldn’t spend it
wisely.

Senator Mitchell. , v

Senator MitcHELL. Could I just make a comment on that. He just
said he doesn’t have a single investigator in the State of Ohio. And
what was your earlier statement in response to the question from
the chairman? What are the other States? ‘

Chairman Heinz. Well, he said he could use his entire staff of
investigators for the rest of their'natural lifetimes in Youngstown.
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I assume you got that out of your experience having lived in Pitts-
burgh and having commuted up there once or twice.

Senator MrrcHELL. If that’s not a statement that you need more
resources, I don’t know what it means.

Mr. Kusserow. Yes, we do need resources. But I think what we
need to do is look first to see how we can utilize the resources that
we have better. Yes, I do believe we need more resources against
this problem. And we have to come up with it somehow. My ques-
tion is how I go about asking for those resources and who do I ask
those resources of?

Chairman Dore. Well, first, you would ask us. That would be a
good place to start. [Laughter.]

Mr. Kusserow. That’s right. A

Chairman DoLe. But be certain that you can make a case for it. |
mean a lot of people ask for resources. Every agency in this town
including HHS. That’s why we are about bankrupt as a nation.

I think you probably do need more money but my point is that
before you make the request, be certain you know where you are
going to spend it.

Mr. Kusserow. Yes, Mr. Chairman. I would agree with that 100
percent.

Senator MitcHELL. Could I make one comment, Mr. Chairman?

Chairman DoLE. Sure. I want to announce, though, that there is
a bald eagle out in the hall. ,

Senator Pryor. These Republicans have no sense of humor.
[Laughter.] -

I would just like to say I came up and fled with my good friends

~ a moment ago. There is a bald eagle, for the benefit of the audi-

ence, out in the hall. I wanted to bring the eagle into the room. It
is Martha the eagle from Arkansas commemorating or trying to
get us some publicity for the resolution that is now before the
Senate. And any of you that want to see a beautiful eagle, go out
there and see it. [Laughter.] I was going to make the point that
HHS is not exactly soaring with eagles these days. [Laughter.]

But I do appreciate that plug.

Chairman DorLeE. We will be glad to have the eagle testify.
[Laughter.] ,

Senator MitcHELL. Mr. Chairman, I would like to make one point
that arose in connection with some of your questions and Mr. Kus-
serow’s testimony and also through Senator Chiles’ question. And
that is, whether or not the Department of Justice has a vigorous
policy of prosecution. I have served as 3 years as a U.S. attorney.
Every one of the 94 U.S. attorneys have far more cases to prosecute
than he or she can possibly process. And one of the major functions
of the U.S. attorney is to decide what to prosecute and what not to
prosecute.

And you can do all the investigating in the world; you can make
all the cases in the world, if you can’t get them prosecuted nothing
is going to happen except the money that you spend in investiga-
tion will have been wasted. v

I think what is required, Mr. Chairman, is not just this Depart-
ment but the Department of Justice, the Attorney General, telling
each of the 94 U.S. attorneys in this country that this is a matter
of high priority that he wants these cases prosecuted vigorously,
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that he doesn’t want—I don’t remember the fi
, ] , gures read by
Lawton—41 referrals and very few number of prosecutions. )

Chalrman Dowk. I think he has done that.

Senator MrrcHeLL. That is very encouraging if he has done that,
Mr. Chairman, because otherwise they simply are not going to be
prosecuted. And all of this work would have been in vain.

Chairman DoLk. Thank you. :

Senator PRYOR. Mr. Chairman, may I ask one or two questions?

Chairman DoLE. Sure. .

Senator Pryor. First, what is the number on your staff? How
nire?my people do you have responsible to you, Mr. Inspector Gener-
al?

Mr. Kusserow. I have 929 currently.

Senator Pryor. Nine hundred and twenty-nine. Now just so we
can get the record clear, have you asked anyone from President
Reagan to David Stockman to anyone else for additional staff
people?

Mr. Kusserow. I am requesting that at the present ti fi
continuing level through this calendar year. pre mefora

Senator PRYOR. So you have asked for no additional staff?

" l\élé' KUSSERgWhNo;tbutl 1Wli:hin the Department I am in serious
scussion as to how to allocate our resources within th -
m%nt. lzut clg)utmde the Department, no. o ,e Depart
enator PRYOR. Within the Department, who are di i
£o] ) , you discussin
that with? I mean, are you having trouble getting resources Withi;gl
the Department? Do you have a line item budget item?

gIr.‘ Kusserow. Yes, sir.

enator PrYor. You do. Well, then, what’ iscussion i
Depastonents » Wi at’s your d1s¢ussmn in the

Mr. Kusserow. As to how to better allocate the resources that

we have within the Department, which includes the Inspector Gin-

eral, in its effort to coordinate efforts against fraud, wast

‘ , e, abuse,
and a lack of economy. There are other entities which have re-
sources. And what we are trying to address is how we can best uti-
lize the total departmental resources in this effort, and how we cin
work together to do that. Now I don’t know whether that wotild
ultlmately lead to a reallocation of some of those resources within
the Department into the office of the Tnspector General.
- Senator Pryor. Well, do you think there should be a reallocation
Qf li‘/;esoil{rces into tl{s ({{ﬁce of the Inspector General? ‘

Ir. Kusserow. Well, we have a survey that is being undertak
currently by the Assistant Secretary for Mana'geméh% and Buadgzrilz
to see whether or not, in fact, we have much in the way of an over-
lap of effort. And it will be from that that we can try to make some
judgment. I am not privy to what they have found thus far. But if
not that, then I think we have to work and see how we can better
co%rdm‘flte our efforts within the Department. =~ | o
ahsSvlg;?or Pryor. How long is it going to take you to find that

Mr. Kusserow. I hope we find that this month some ti
.1 h | tha nth some time.
ab%ﬁlgzg:%f’ele)go& 2Woulc%;hyou. 'l()ie willing to come back to us, say, in
” or 2 months and say, yes, we h ' ,
or, no, we have not found the ansvgiery?' ave found the anewer
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Chairman DoLe. Whether he is willing or not, he may be coming
back. [Laughter.] a
~ Mr. Kusserow. The one thing that I have found in my tenure to
dayt is that it is easy to find what is wrong and it is easy to find
the solutions but it’s the implementation, that’s the difficulty.

As far as a departmentwide strategy is concerned as to how we
coordinate our resource against the problem, that should come in a
fairly short order. ,

Senator PRYOR. But the problem is you have the power, you have
the authority, you have the staff, you have not asked for additional
people, you have not asked for additional resources. All you are
doing is saying hadn’t we better coordinate this whole operation.
And, frankly, it is disgusting to see us give $200 million, basically
what we are giving to you, and for you not to know any more about
what you want to do with it. C

Mr. Kusserow. We don’t have $200 million. We have—let’s say
$40 million.

Senator Pryor. You have, I think $194.7 million in 1981.

Mr. Kusserow. No, sir. That’s not the Office of Inspector Gener-
al we are referring to there. I am not sure what figures they are
referring to, but that’s not our budget level.

Senator Pryor. My apologies to the Inspector General—that’s
the entire Department—and to committee. That’s in ‘billions and
it's for the entire Department, not broken out just for the IG’s
Office, so I want to apologize. -

Mr. Kussgrow. The point is well taken and that is that you are
investing in this Inspector General a lot of resources and that you
want to see some return from his resources. That’s a fair call.
What is it that you want to see? You want to see something to
show that we are making some progress against these tremendous
problems. o

Chairman DorLe. Well, I think Senator Pryor was basically on the
right page. What this page shows in our report is that most depart-
ments, in terms of their Inspector General staffs, have a budget
roughly equivalent to $20 or $30 or $40 million per IG position. The
Inspector General’s Office in HHS is in the $200 million per——

Mr. Kussgrow. Yes. For each—I'm sorry, Senator, I misunder-
stood you. =~ : T ‘
" Chairman Doik. The figures are on page 22 and they show that.
And that just means that every person in your operation, as meas-
ured by dollars—and that may not be a totally accurate way to
measure—has to do between five and six times the work of the In-
spector General's staffers in all the other departments. '

Mr. Kusserow. That's correct. If you took every individual that
works in our Inspector General’s Office, including the clericals——

Chairman Doik. Let us know when you get them up to five or six
times the amount of work and we will teach the others how.

Mr. Kusserow. Yes, sir.. - . '

Chairman DoLE. Are there other questions?
~ [No response.] =~ ‘ o s
" Chairman Dore. Well, we thank you very much, Mr. Kusserow.
And we will, of course, be in constant touch with your office. And
we do want to be helpful if there are areas where we can be help-
ful. As you understand, we have a responsibility. Ours is somewhat
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different because we are also elected officia i

1t;;al.xpayer is really concerned about the fraulél;, av?;istt;heaﬁén :111;11(1::6131

Many candidates tal.k about fraud, waste, and abuse i’n their cam:

gvzlg;i. jr};dcse?i;ei Iflltiji‘lfllk you cgn bﬁlaﬁce the budget with them. But

ey can do all that. But we do want to mak

every effort to reduce fraud, waste, and a ciate

%rér)ur efforts. And I am certain there Willb léze.adA(ﬁgiglzlaﬁgreglate
e look forward to seeing you again. arings
Mr. Kusserow. Thank you, Mr. Chairman.

Chairman DoLe. And there will b ' i i i
writing, if that is satisfactory. © some questions submitted in

Mr. Kusserow. Yes, sir.

[The questions follow:]

QUESTIONS SUBMITTED BY SENATOR DoLE To HHS INSPECTOR GENERAL RICHARD
Kusserow aAND His Responses THERETO

Question 1. GAO officials indicated in thei i
eir testimony th i
II?)‘I]'?(.’Iblen‘}ri between the IG and the FBI. What is the statis o? grﬁh:gezzg 1réue§t11;o b
n on the referral of cases? ' ‘ b with the
andnf}?c;e%‘ g%ls{\%ncallyf,‘ problems have existed in the relationship between this office
and the FBL agy of these problems will no longer exist, as both the Inspector
froneral and fe sm;tant Inspectm_' Gengral for Investigations came to their posi-
issues whichyhal;l(:anzatusidF glle;en grgﬁgglsm’lt‘;}l: th‘f?f{u e lerstanding ofpthe
ation and coordination between the two crcies, and 1t will oo reater cooper-
o ,
th(?Qs:eg;-igkr)Lle]rzs %1}?‘3 I&amper }()effective enfox?cgerglg;(ats’a?til%t;f will endeavor 1o resolve
. 0 do you believe should :
lel.{)nssl‘l;);ﬂdlhi\}lf primary et ;)low ;;?‘;{e the lead on HHS-related cases and
r. In those cases where the program fraud is of such i ;

. . . . co .-
galé)teS Ig]é)c iseﬁtia;:éghzeg .frogran} expertise in order to investigate thenx?l);.%ﬁ;:;‘ypiz&iclesil
Hons. the Ofhen of T s comBrebend the ntricacigs of financial transac.

ns, € should take the lead. Howe if th
crime suggests the need for certain investigative t i b > eed
Gorcover s i heed for ) estigative techniques (such as a lengthy un-
Jperation or ganized crime matter) that are more suite f
bt ne, st sgene, ihen Chal dgncy shoul Gk the Lo
1 ) d stance o auditors or investi
po?el:ﬁglmcl: rfrcn inVallla: al:e zOS%I;) lrl'iespl?:sree F: th:la ?ew Justice Departmeizggg(l)ilgr that all
thzy should decide who takes the lead o;rgase:? the US. Attorney and the PR and
Gengf':lelt.;'d Sf:tlortl 4(d) of the Inspector General Act of 1978 requires each Inspecto
General fo rpor e}::pedltlously to the Attorney General whenever the Inspect .
oneral has (%a%)réacle grounds to believe that there has been a violation of ngerc;i
frinal law (6 US.C, app.). Furthermore, 28 U.S.C. 535 requires that any inform
om, all 5 Crim,.orlcgmplamt: received in a department related to possible violatior:;1 .
b Generalma llaw‘ by a Federal employee be expeditiously reported to the AtS
LorneY en tgntess responsibility for the investigation is specifically  assi ci
the Doore, niz staoFJi s%li‘cgh;o liAct;oi;n:y (..';‘r:zne;al spfgcifit:ally directs otherwise “'Tg}?tfs
o ce policy 1s a reiteration of statutory requi ' ST
dese}:l% ;i:l}ilé g\?iccitsalr(:éle as to wzlq Is in the best position, andrl'};a's %ﬁérﬁging'pertise ‘to
Praseab e evidene tlen a case; determine when the case is sufficiently developed f
i lon; and etermine whether a case is .appropriate for prosecution w;)lll'
2 ways, uncer ] fI current statutory framework be the responsibility of the Depart-
ey of custice. do;v_eevgr, it is the unique responsibility of the Inspector Genergl t
Cotermire in te ction of criminal activities related to the Department’s y
SR, ST g hsgrsI emic weaknesses .are which made the programs vulnerablg ré)(;
ommendain o O S i OF e alan ko or main re
latior { of crime in the department’s p ms.
era?lu;satéotr:) Mrgglig n}tent of the Congress in establishing ghe Ofﬁcesogl'lzxgsli)aércx:lizir Gen
e fdrpa le tor an independent and objective unit. For that reason, Con ;
B for g};;l;linrg;rég t?sf :llaltez I? byhthe It’)res'ident. As a practical matter it sngg:
I s far have
the selection process affected your objectivitye:gdpi;eciz;}:;giigg the Secretary. Has

7 ﬁfz‘f”?mfa‘ﬁ‘wum
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Answer. No. As was pointed ot at the hearing, two main reasons for my selection
was a lack of exposure to the Washington environment and a knowledge of govern-
mental fraud activities based on my years as an FBI agent. These factors coupled
with the extensive White House investigation undertaken following the recommen-
dation of my name to the President, the subsequent creation of the President’s
Council on Integrity and Efficiency and the President’s emphasis on reducing fraud,
abuse and waste in government, helps ensure that my objectivity and independence
are maintained. '

" Question 3. Do you need full law enforcement powers?

Answer. The Office of Inspector General is already empowered to perform many
functions of a law enforcement agency. Among other things our office can:

1. Subpoena records and documents (pursuant to 42 U.S.C. 3525(a)®)).

2 Conduct electronic surveillance (pursuant to procedural requirements pre-
scribed by the Department of Justice and, in the case of government telephones the
General Services Administration).

3. Administer oaths to witnesses (pursuant to 5 U.S.C. 303(a)).

4. Request search warrants (pursuant to 28 Code of Federal Regulations Part 60).

5. Receive criminal justice information from other law enforcement agencies (pur-
suant to 28 CFR Part 20).

6. Request mail covers from the Postal Service (pursuant to 39 CFR 223.2).

7. Use unmarked government vehicles (pursuant to section 101-38.6 of the Federal

Property Management Regulations). ‘
8. Use undercover agents, pay informants, and pay for evidence (pursuant to 42

U.S.C. 3523(a)(1) and (aX8)).

In addition, when a subject requests his criminal investigative file under the Pri-
v# - Act, the Office of Investigations can withhold information under “exemption
(. as a criminal law enforcement agency.

There is, however, a significant law enforcement authority we lack—the authority
to carry firearms. For this reason, although we can request search and possible
arrest warrants from court, the Department of Justice has apparently been. reluc-
tant to interpret 18 U.S.C. 3105 as permitting us to execute them. They have ex-
pressed concerns of what might occur in executing court orders without the physical
means to enforce them. We believe that there are circumstances when have a fire-
arm would be helpful. The Inspector General should be given the authority to
permit agents to carry firearms when needed for their protection, for the protection
of others, or to enable us safely to enforce an order of the U.S. District Court.

Question 4. In the upcoming budget resolution, OMB is insisting that payments to
Medicare carriers and intermediaries for FY 1982 be reduced to $615 million or $115
less than the amount approved by both the House and Senate. Since many health
cases are based on referrals from Medicare carriers and intermediaries, how will
budget cuts, which reduce the ability of these contractors to identify abuses and sus-
pected fraud, affect your investigations?

Answer. Although there may be wide variance among carriers in detecting fraud
and abuse some of the problems were attributed to ineffective and inefficient use of

- available resources. Identification of abuses or suspected fraud, consequently, may
not be affected drastically by budget cuts if more efficient use of computer screening
and other detection skills are made by carriers and intermediaries. ‘

~ Question 5. Do you believe it is wise to cut the budgets of intermediaries and car-

riers who are charged with the responsibility to identify fraud and abuse, as well as
to audit providers of services? Or should we assure that payments to providers are
appropriate and made in compliance with the limitations set both in the law and
regulations? ' : , o , '

Answer, I do not believe it is wise to reduce budgets of intermediaries and carri-
ers especially in areas concerned with identifying fraud and abuse. I have already
advised “he Health Care Financing Administration-of my position on cutting fund-
ing in this most important function. , T : ‘

" The Medicare program reimburses hospitals and other providers their reasonable
costs for providing medical care to program beneficiaries. Annua} costs reported by
providers are audited and paid by fiscal intermediaries under contract with HHS.

Statistics compiled from data reported by the intermediaries  show, nationally,
that provider audit is cost effective. A recent GAO report (HRD-81-84, dated April
24, 1981) pointed out that audits performed by intermediaries saved about $4 for
every $1 spent over the last few years. This projects to a $200 million savings per
year. ‘ S v ‘ o O

Provider audit has been, and in our opinion must continue to be, performed by
Medicare intermediaries—these audits are the first line of defense against fraud
and abuse. The OIG Audit Agency does not have the resources to assume the inter-
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mediaries’ audit responsibilities. Although the Audit Agency has made several
audits of providers' costs over the years, the Audit Agency’s role has been, and
should continue to be, to monitor the intermediaries’ audit activities.

Carriers perform important futictions in the areas of utilization .fx_'aut.i and post
payment review which help identify fraud and abuse. Both the utilization review
function and past payment review process require the use of practitioner payment
history. Therefore, efficient implementation of these functions can be best handled

by the carriers who accumulate this information on a day by day basis.

oo Coneaquently, as long as Medicare remains a cost reimbursable program, the need

for provider audit will continue and any arrangement which provides an immediate
4 to 1 or greater return on investment is an excellent investment by most any
standard. Further, it is reasonable to assume that unmeasurable additional returns
are received from the deterrent effect of audit.

Question 6. How do you meet the legislative requirement for an annual report
containing ar evaluation of the performance of the Department of Justice in the
prosecution of fraud and your recommendations for improvement?

Answer. In accordance with Public Law 94-505 and 95-142, the Office of Inspector
General is required to publish annually a report summarizing our activities for the
year, including statistics on Medicare and Medicaid cases referred to US Attorneys,
Department of Justice. Those figures show indictments, convictions and declina-
tions. What is not included, however, are the U.S. Attorney’'s reasons for declining a
case. Some U.S. Attorneys have committed their time and resources to combatting
other Federal violations. Others lack adequate staff or accept only cases with high
dollar return potential. Whatever their reason, such non-related case factors impact
directly upon our conviction rate statistics, resulting inappropriately in the estab-
lishment of askewed success/failure standard. This office is currently implementing
a Civil Fraud Division within our Office of Investigations, which will identify those
non-prosecuted criminal cases for appropriate civil or administrative sanctions.
Once established, the statistics generated from this new effort will be balanced
against our reports on cases referred to the Department of Justice, therey, illustrat-
ing more clearly our ongoing work load.

Question 7. According to your audit reports, questionable financial or manage-
ment practices, cost disallowance recommendations and other conclusions and rec-
ommendations represent findings and opinions of the Audit Agency. The reports
then state that final determinations will be made by operating division officials.
What does that mean? Are the IG’s findings tentative until program officials agree
with them?

Answer. The IG’s findings and recommendations are final, but are advisory in
nature. Prior to issuance of final reports, the IG attempts to obtain agreement frorn
program officials before issuance of significant reports. If agreement is not obtained,
the IG will issue the report. Program heads are responsible for the resolution of
audit findings and can deviate from the IG’s recommendations.

However, follow-up audits are conducted to determine the adequacy of correctivi}
action on prior recommendations. Where substantive recommendations have nct
been implemented, we bring these matters to the attention of: (1) the Audit Resolu-
tion Council chaired by the Under Secretary, (2) the Secretary, or (3) the Congress
through my Quarterly Reports. ’ _ ’

Question 8. How effectively are administrative sanctions applied to providers that
abuse or defraud the health programs? Does your office determine whether adminis-
trative sanctions are in fact imposed? =

Answer. Until the fall of 1981, this office did not track the results of its referrals
to department components. Since that time, the Office of the General Counsel, In-
spector General Division, has tracked the administrative sanctions imposed by com-
ponents based upon referrals from this office. Currently, this tracking does not in-

" clude sanctions applied due to reports or findings of abuse made by other compo-
nents. Administrative sanctions applied in the Health programs are presently han-
dled by the Office of Program Validation, Health Care Financing Administration.

As part of a realignment of functions within OIG, we are creating a division of
Civil Fraud and Administrative Sanctions within the Office of Investigations. As
presently planned, this division in coopera ion with the Office of the Secretary, will
initiate, develop, impose and monitor sanctions imposed by- this department upon
persons found in violation of program regulations, but whose case found non-pros-
ecutable by the U.S. Attorney. During the initial stages of development, we will
focus on OIG cases only. However, as additional resources become available, this di-
vision will have civil fraud and administrative sanction responsibility on a depart-
mentwide basis. : . _
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Question 9. Provider audits, utilization reviews, the Medicaid Management Infor-
mation System (MMIS), and other mechanisms to control abuse and identify poten-
tial fraud are spread throughout the department and its programs. What has the IG
done to see thatsthese mechanisms operate effectively? Should the IG be involved
when these mechanisms are designed or updated?

Answer. Provider audits are included in our reviews of intermediary activities as
ment19nef1 in response to .Question 5. Where deficiencies have been noted they were

~brought to -:‘che~~-m‘cem2@&2ary’s'»-fawméer’s) attention. Reviews of -MMIS :procure-
ment practices and systems operations have been made in five States. Weaknesses
noted were brought to the attention of both Department and State agency officials.
In general, yes the IG should be involved when such mechanisms are designed or
updated, but the ultimate responsibility for the implementation/updating rests with
the grantee. Our revised organization and workplan will provide new emphasis to
this area.

Question 10. Do operating division officials in fact mak i i
to iraud an% abl.ése? How effective is that effort? @ recoveries of monies lost

nswer. ‘Yes. Since 1978, the Department has maintained a system to
account for audit disallowances. This system tracks the recovelyy of sust(a:.(i)xlllgldati!ilii
disallowances through ultimate disposition. The audit disallowance system is part of
the Department’s overall Debt Collection activity and has been the subject of atten-
tion by the Congress,.O.MB, and the IG. For the period April 1, 1981 through June
39, 1981, some $28 million was collected as a result of audit disallowances. In addi-
tion, the Department has a cost savings program which Mr. Sermier has described.

Chairman DoLt. Thank you. I think we would like to hear from
Mr. Anderson and then hear from the administration panel begin-
ning at 2:30. But we would like to hear from Mr. Anderson, Direc-
tor of the General Government Division, U.S. General Accounting
Office at this time, unless it is inconvenient with members of the

panel. So if that is satisfactory, we will hear Mr. Anderson and .

then reconvene the hearing at 2:30. So if the panel members would

go have something to eat in the meantime, you will be fresh and
ready to go.

STATEMENT OF WILLIAM J. ANDERSON, DIRECTOR, GENERAL
GOVERNMENT DIVISION, U.S. GENERAL ACCOUNTING OFFICE
ACCOMPANIED BY MIKE BURNETT, AUDIT MANAGER, GENERAI:
GOVERNMENT DIVISION, AND ROD MILLER, HUMAN RE-
SOURCES DIVISION

Mr. ANDERSON. T.hank you very much, Mr Chairman. I have a
statement I would like to insert for the record, sir.
[The prepared statement follows:]
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United States General Accounting Office
Washington, D.C. 20548 -

- ) . FOR RELEASE ONFBELIVLRY
: Expected at 9:30 a.m., EST
Wednesday, December 9, 1981
STATEMENT OF :
WILLIAM J. ANDERSON, DIRECTOR
GENERAL GOVERNMENT DIVISION
BEFORE THE . o
SENATE COMMITTEE ON FINANCE AND
THE SPECIAL COMMITTEE ON AGING,
ON WAYS TO
IMPROVE THE DEPARTMENT OF HEALTH AND HUMAN SERVICES
INSPECTOR GENERAL'S OPERATIONS AND '

RELATIONSHIP WITH THE FBI

Messrs., Chairmen and members of the committees, I am pleased

to appeardhefe today to discuss our review of the relationship
between the FBI and the Inspectors General in investigating fraud

against the Federal Government. We reviewed the investigati%e

activities of Inspectors General at seven departments or agencies

and their coordination with and relationshipvto the investigative

activities of the FBI. -However, as 'you requested, my testimony

-today focuses on the results of our work at the Office of the

Inspector General (OIG) in the Department of Health and Human
Services (HHS). Also, as you requested, my testimony includes

information on the involvement of HHS's Health Care Financing

-
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Administration (HCFA) in referring potential Medicare fraud

cases to the OIG. ‘
3 )
We identified five areas in which the Department's OIG oper-

ations could be improved. However, the first four of these areas
were not unique to HHS. 1In fact, these problems existed in vary-
ing degrees at all seven Inspector General offices.  Specifically,
we found that: ; 4

(1) Coordinating. the development of the Department's

_ automated OIG management information system with
other 0IGs could improve the system and possibly
save money.

(2) sharing complete and timely information with the
FBI could prevent duplicative investigative
efforts and improve analysis.of data on fraud
cases.

{(3) More thorough followup of case disposition and of
recommendations for improved program control could
better assure that fraud perpetrators are appro-
priately sancticned, and that.rgeded program
changes are made to prevent >thd from recurring.

‘(4) Clarifying the 0IG's investigative role couid
eliminate confusion, and improve accountability
and fraud control efforts.

(5) Changing the present system of referring potential
. - fraud cases from carriers through the HCFA regional
offices to the OIG could facilitate the timely
disposition of the cases, thus improving the
carriers' chances to recover overpayments..

During our recently completed fieldwork; we also contacted 11

_U.S. Attorney's Offices and other Department of Justice organi-

zations to determine their role in coordinating and managing

Federal fraud inVestigations. We. plan to issue a report to the

" Congress on 1mprovements that can be made in Federal 1nvestigat1ve

fraud control efforts. At HHS we focused primarily on the office
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of Investigations in the 0IG. We conducted work at HHS head- The Inspector General Act of 1978 (Public Law 95-452) date

quarters and three regional offices in Atlanta, Chicago, and

-3

October 12, 1978, authorized OIGs in 12 additional departments and

Seattle. - agencies.. On August 4, 1977, the Department of Energy Organization

R

Act (Public Law 95-91) authorized an OIG in that Department, and

¥

Our findings concerning the role of HCFA in referring potential

i . . N y : s ) b 2
: Medicare fraud cases come from a broader review of Medicare con- on October 17, 1980, the Foreign Service Act of 1980 (Public Law

tractors' (carriers) activities. The work involved nine carriers ) 96-465) authorized an OIG for the State Department. .
under the jurisdiction of the HHS Atlanta, Boston, Chicago, and As of January 1981, the HHS OIG had the largest staff of
. Philadelphia Regional Offices. We examined how carriers identify . auditors and investigators of all Inspector General organizations,
and prevent payrent for unnecessary physiciéns' services and make but its investigative staff was the fourth largest. 1In addition
recoveries where appropriate, to the Inspector General -and his immediate staff, the OIG in HHS
ESTABLISHME&TL ORGANIZATION, AﬁD ; includes three groups--Audits, Investigations,fand Health Care and
; ACCOMPLISHMENTS OF THE 016 ' ' I ‘O Systems Review--each headed by a Senior Assistant or Assistant
2 Public Law 94f505f d;ged‘0ctober ;5’ 1976, authorized the Inspector General. The Office of Investigations, headed by an
g establishiaent - of an OIG in the Department of Health, Education, Assistant Inspector General for Investigations, includes 4
5 anq Welfare (HEW) to create an independent and objective unit headquar ters divisions--Investigations, Training and Review; "
; which would, among other things, (1) conduct and supervise audits : i Investlgatlve Systems; Special Assignments; and Security and ﬁl
é and 1nvestlgat10ns of HEW programs and operatlons, (2) provide : ‘ -i Protect1on——11 field offices and 19 suboffices.’ At the end of
§ leadership and coordlnatlon, and (3) recommend policies for acti- ‘ i’ ~E fiscal year 1981, the Office had 123 investigators--111 in ‘ﬁe
éf vities to prevent a“q detect fraud and‘abuse in"such programs and .‘: ;% field and 12 in headquarters. The OIG's annual report for
f operations.. On October 17’ 1979, EheVPresident signed the "De- _‘ ;% m ' %‘ calendar year 1980 states that, historically, OIG investigators
; partment of Education Organization Act,” which transferred to the %E; ' 5 have opened about 350 cases each year. Accomplishments cited in
2, new Department Of Education mOSt education programs from HEW and % ﬁ g the same report included 137 indic%ments, 145 convictions, and
; created an OIG in the new Department That portion of HEW's OIG i }‘ $4.7 million in recoveries, fines, and restitutions.
%i staff performing audlts nnd 1nvestlgations séecifically related % In addition to the OIG, HCFA gets involved in Medicare;
] to these p;ograms were also transferred. mhe remain?er was ‘! é, related fraud investigations, : Prior to ‘the 1976 Act which
redesigngted the Department of Health and Human Se;vices. B %‘ establishea théWHHS 0IG, Medinaré frand~casen were uénally
\\ 4
3 : <
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investigated and referred for prosecution by‘the’Office of Pro-
gram Integrity within the Bureeu of Health Insurance of the
Social Seburity Administretion: 1/ Since . the OIG was established,
several joint operatgng statements between HCFA and the 0OIG have
made the OIG the focal point for investigating and réferring

fraud cases to prosecutors;‘ However, these agreements have
generally maintained ACFA as the initiel'contact point for
referrals of potential fraud cases from Medicare carriers.

THE FBI ALSO INVESTIGATES HHS—RELATEDVCASES; o

In fiscal year 1980, the FBI opened 752 HHS-related fraud
cases. - Generally, these cases were opened on the basis of
allegations from agency headquarters or local program staff,
local FBI fraud‘hotllnes, the newsgmedla,.prlvate citizens, or =
anonymous sources.  Early in its iﬁvestigation the FBI consults
with a U.S. attorney concerning the case's prosecutabilitys
If the U.5. attorney decides to prosecute.thefcase, the FBI will
work with the attorney and finish the investigation., If the U.S.
attorney declines to prosecute, the FBI closes the case and refers
it to HHS: for appropriate action. For flscal'year 1980, the FBI
reportedfthatfﬂHs-related investigations resulted in 130 indict-
ments, 175 convict%ons, and about $2.5 miliion in fines and

recoveries.

P

1/In March 1977, .HCFA was established and the Bureau of Health
Insurance 1nc1udlng the Office of Proqram Integrlty was
transferred to the new organization, *: . :

w3
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INFORMATION SYSTEM DEVELOPMENT -

SHOULD BE COORDINATED

" of differences in agency programs.

We' reported in September 1978 1/ that one of the blggest
weaknesses in Federal fraud control efforts had been the lack of
information to measure the extent, location, patterns, and
characteristics of the fraud problem. only recently have the
OIGs in”ail agencies begun to deveiop automated systems to

‘obtain such 1nformat10n. Although some voluntary sharlng of

‘system de51gn lnformatlon occurs, most of the OIGs, 1nc1ud1ng

HHS, are developlng these systems 1ndependent1y.

T

Our current review did not focus on the techn1ca1 merits of
any of these systems, but we did look at planned data collection

elements,‘output formats,‘and estimated costs—-all of which varied

considerably.
However, we believe there is

enough simflarity of purpose among OIGs that coordination of their
efforts to develop information systems’could help assure similarity
in (1) data gathered, (2) type of output, and (3) analysis per-
formed.‘ In aodition,'comparing computer equipment and software
needed among all 0IGS may indicateiopportunities for cost savings.
Obviously, the OIGs are in the best position to determine
theirjinformation gathering and analysis needs. By working
together and sharing ideas, each could gain a better understand-

ing as to what information is useful, and the OIG automated

i

- 1/"Federal Agenc1es Can, And Should, Do More to Combat Fraud In
Government Programs" (GGD-78 -62, Sept. 19, 1978). ;

S . . : ;
We recognize that information needs can vary'because‘
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information systems could thus become a more valuable resource.
Coordinating their efforts could help minimize differences in the
type of data gathered and in the analyses of the data and could
make each system capable of arrayln;\data in similar formats.
Comparable data could aid in evaluatlng the 0IG's performance,
help identify perpetrators of fraud across agency 11nes, and be
used to compile more accurate Government—w1de statlstlcs on the
fraud problem and the progress made toward controlling 1t. '

Because of differences in past 0IG annual and semiannual
reports, meaningful comparisons of OIGiresults have been virtually
impossible, A Department of Transportation OIG analysis of some
recent Inspector General reports for 13 -agencies showed differ-
ences in presentation or content for virtually every legislative

o

reporting requirement. For example, Section 5 (a) (3) of the

Inspector General Act of 1978 requires an identification of each
significant,recommendation‘described in previous semiannual
reports on which corrective action has not been completed. The

Transportation report states, in part, "Two of the th1rteen

i:[Inspectors General] * * * reported prior significant items in a

separate chapter of the report, four included them in the chapter -

on 'Audit Activities,' and two presented the data as an appendix.
[One] * *» » made occasional reference;to prior problem areas
* * % byt did not devote a separate section of the report to the

matter. [HHS] * * * gave a general discussion ofv'Unresolved

Audit Reports Over Six Months 0ld' but did not list specific prior

SRS T ST O e
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recommendations ‘not yet implemented. 1In three reports we d4id not

£ind any discussion of prior recommendationsg * * * °
Relatively large diffeérences in cost estimates for the
various 0IG information systems hold out the possibility that

some cost savings could be achieved if ail the 0IGs coordinated

the development of these systems. HHS's latest cost estimate \

for information system development and implementation is ' :

$680,000, which is higher than: the estimates for systems in

other agencies~~for example, $135,300 at the pepartment of Agri_

culture and $93,000 at Housing and Urban Development. Evaluating

the whys and wherefores of the differences would require a-detailed

technical analysis that was beyond the scope of our work.  However,

such an analysis, including all the 0IG systems, may show ways
to economize or improve upon equipment and data processing cap-- -
abilities that would not be clear to thé 0IGs individually.

IMPROVED INFORMATION SHARING WITH THE
FBI NEEDED

; Although some 1nformatlon sharlng occurs, HHS and FBI in-

vestlgators are usually unaware of what the other is d01ng.
Moreover, nelther HHS nor any of the other OIGs we rev1ewed in-
cluded information on FBI fraud cases in the‘r 1nformat10n

systems, Thus, although some OIGs track FBI cases to assure

appropr1ate actlon is. taken, the thousands of Government fraud

cases 1nvestlgated by the FBI are ethuded from any formal OIG i

analysis of the location, extent, characteristics, or patterns

of fraud in an agency.
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; days: of opening a case.

/ these memos were forwarded to HHS headquarters.
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Informally, HHS investigators may call FBI investigators to

find out whether the FBI is investigating a particular case, and

the FBI 6ccasiona11y will call HHS. This is sometimes the only,

and certainly the most timely, information each agency has about

the other's cases. HHS. does not formally nogify the FBI of open

investigations. On the other hand, FBI procedures regquire its

field offices to notify FBI headquarters by memorandum within 30
In turn, FBI headquarters officials said
HHS headquarters

then sends the memos to the appropriate HHS field location. An FBI

headquarters official told us that field offices were actually

allowed up to 60 days to send in the memos. One FBI field office

official said his office does .not send the notifying memos on cases

that take less than 30 days to investigate. Thus, HHS field loca-

tions might not become aware of FBI investigations until long after
a case 1s opened. Duplication of investigative effort is usually
avoided because investigéfors of both agencies interview.the same

people at the start of a case. and discover each other early in the
1nvestlgatlon.
The FBI also sends each agency a memo at the end of its

case 1nvestlgat10ns which descrlbes the partlculars of the

1nvestlgat10n. The HHS OIG usually forwards these memos to the
program office for 90551b1e administrative actlon and does.

nothlng further with the 1nformatlon.
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NEED FOR IMPROVED FOLLOWUP

The HHS OIG investigates Primarily potential criminal

matters. » All others, including criminal. cases that U.S. attorneys
decline to prosecute, are referred to the appropriate Hfs pro-

gram offlce for action. The 0IG does not systematically follow
up on these referrals to determine whether approprlate admini-

strative or civil actions are taken. This is,especially important

_because most cases involving fraud against the Government are

declined fér prosecution. Similarly, although its investigators
make recOmmendations for program changes to. avoid recurrence of
fraud, the ‘01G does not follow up with the program offices to

determlne whether - the recommended changes are made.

As we have

testified on many occasions, fraud prevention activities such as

improving program controls are the best way to control fraud

. against the Government.

HHS has one employee who tracks the most significant cases
te conclusion, but for- the most part casekdisposition.is_left to
the program office and is not'tracked The HHS OIG was the only
0IG we rev iewed that normally does not 1nvestlgate c1v11 or.
administrative cases, but instead remands them to the relevant
HHS. program: office, The»HHS OIG also declines investigation of
Medicare and Medicaid beneficiary fraud in favor of other HHS or
State actions. FBI-investigated cases”which have been~dec1ined
for prosecution and referred back to the 0IG are usually forwarded

directly to the program office for action. Unless 0IG staff are
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involved in a c¢riminal prosecution, the 0OIG does not follow the

case to determine whether all civilor administrative sanctions

available are imposed. 1In- some oOther agencies, cases are closed.
only when the OIG and program managers agree on.the action to be -
taken. 1

We reported in May 1981 1/ that 61 pércent of all cases that
agencies referred for prosecution from Octoberi1976 through

March 1979 were declined. 'Therefore, civil or administrative

. 1) '
. action 1s the only action that will be. taken on-a majority of

cases involving fraud against the Government, ' However, our May
1981 report also states thatkduring'the 2-1/2-year period covered
by our review, agencies referredia total of 393-cases to the |
Department of Justice for civil legal action. 'The Department
filed only 28 civil actions:on ‘these cases. In'addition, as one
agency official stated, getting program managers to take admini-
strative action on cases declined for prosecution’can be difficult.
He said program manadgers sometimes assume that a declination
means- either the suspect was -innocent or -that the evidence was:
1nsuff1c1ent, and therefore they take no action. . ‘However, many P
cases are declined not for lack of evidende, but because’(l)_they,‘
lack jury -appeal, (2) the dollar 1055'is'c0nsfdered~insignificanf%
4

or (3) ‘administrative action is considered more appropriate\/'Thef

extent to which agencies take administrative action is the subject

of another ongoing GAO review. v SO

1/"Fraud In Government Pro u
grams:——How Extensive Is It?--
Can It Be Controlled’" (Volume 1, AFMD-81- 57, May ;, lggq)

11

*

“'when 1nvestlgators recommend program changes,

H
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Since mid-1980, HHS has required its investigators to write

Management Implication Reports on cases where their investigation

1ls a management problem that should-be corrected. The in-

AN

revea

vestigators suggest législative or procedural changes to help

prevent the fraud from. recurring. _The- réports are sent to. the-

0IG Health Care and Systems Review office in headqguarters which

finalizes the recommendations and sends them to the appropriate,

program offices. However, there is no followup to determine

whether the»suggested change are made or- to provide feedback on

the results to the field investigator. ~Thusy the effectiveness

of this procedureis uhcertain. Again, in some other agencies,
the case is closed

only when program managers and the 0IG agree on the change to be

made. s E o S

A CLEAR DEFINITION OF THE OIG
INVESTIGATIVE ROLE IS NEEDED

Nelther Inspector ueneral leglslatlon nor any other overall

guidelines soec1flca11y dellneate what the 1nvestlgat1ve role of

an OIG should be. As a result, the Inspectors ueneral operate

their 1nvestlgat1ve offlces in dlfferent ways, and establlshed

criteria agalnst which to measure thelr effectlveness do not

exist. As we mentloned prev1ously, there 1s a lack of data on

the extent and characterlstlcs of the fraud problem agalnst whlch

to compare 0IG accompllshments,
and analysis ex1st among the OIGs.‘ These factors further compll—

cate an analy51s of 016 operatlons.

12

and dlfferences 1n data collectlon
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Although legislation concerning fraud against the Government

reguires OIG's to expeditiously report apparent cr1m1na1 viola-

tions to the Attorney General, it does not specify wh1ch Federal

agency has prlmary jurlsdlctlon for criminal investigations.

The FBI believes it does. Some 0IGs agree, but most do not,

including HHS. Little progress has been made between the FBI and

the OIGs in negotiating comprehensive written agreements that

would clarify their respective roles. The extent and quality of

coordination between them has varied. Before the 0OIGs can-be held

accountable for their investigative results,. and before the Fed-

eral Government can have unified .and coordinated fraud investi-

gations, the investigative role of the OIGs must be clearly:

defined.

Authorizing leglslatlon is vague and
comprehen51ve memoranda of understanding

do not exist

HHS OIG legislation provides the OIG authorlty to request

1nformatlon and ass1stance from other Federal ent1t1es. However,,

neither OIG nor FBI 1eglslat10n authorlzlng 1nvestlgat10ns of
traud agalnst the Government prov1des spec1f1cs about how each

should relate to the other. Although OIGs and the FBI have

attempted to negotiate comprehensive memoranda of understandlng

that would more fully explaln their relatlve roles and responsl—

b111t1es, none have yet been completed

The leglslatlon establlshlng an OIG in HHS requ1res the OIG

to superv1se, ﬂoordlnate and prov1de pollcy dlrectlon for 1nvest1—.

gations of fraud relating to HHS and 1ts program operatlons. It
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also requires the OIG "to recommend policies for, and to conduc€1
supervise or coordinate relationships between the Department ;
and other. Federal agencies * * * with respect to (A) all matters.

relating to the promotion of economy and efficiency in the
administration of, or the prevention and detection of fraud and
abuse. in, Department programs and operations * * * or (B) the
identification .and prosecution of participants in such fraud and
abuse * * *.," The legislation does not provide any specifics about
the extent to which OIG investigators should investigate criminal
fraud cases or about the relationship between the OIG and the FBI.
According to 28 U.S.C. 535, the FBI may investigate any -fraud

violation involving Government officers and employees despite

any other provision of law. 1In addition, the FBI has authorlty

and respon51b111ty to 1nvest1gate all cr1m1na1 v1olat10ns of

Federal law not exclus1vely assigned to another Federal agency.

FBI officials view OIG legislation as maklng no such exclu51ve

assignment, and thus the FBI investigates‘cases involving fraud

of the agencies

having an OIG.
At the time of our fleldwork HHS ‘had a 1976 memorandum of

understandlng w1th the FBI concerning referral of quallty cases

., as opposed to a large volume of routine rec1p1ent—type frauds.

However, it had been used very 11tt1e. As w1th all the other

0IGs, no comprehensive agreement existed. In March 1981 the

president's Council on Integrity and Eff1c1ency was formed to

coordinate and implement Government p011c1es concerning 1ntegr1ty
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and efficiency in Federal programs. One of its first priorities
was to negotiate such agreements between the: FBI  and the 0IGs.
However, -FBI officials told us that the FBI shOuld'investiéate
criminal matters, and the role of the 0IGs should be prevention
and detection of fraud,'not criminal investigations oncé fraud
has been detected. On the other hand, OIGs are already -investi-
gating criminal cases and appear unwilling - to give them to the ’
FBI. Negotiations are still in process for these agreements.

The ‘estimated completion date for the first one is some time this

week.

Some OIG investigative policies

minimize the FBI's role

acklng a clear role def1n1t1on, the O1IGs' investigative
operations vary con51derab1y depending on factors such as the
philosophy of the Inspector General, caseload, and resources:l

available. Some OIGs referred a majorlty of thelr cases to the

FBI as soon as there was any 1nd1cat10n that a crlme had been

committed. Others, like ‘HHS, referred almost no cases to the
FBI, preferring instead to work dlrectly with the U.S. attorney
through prosecution of the case. Still other 0OIGs invectigated

some cases and referred others according to their choice.

HHS OIG investigators generally do not refer cases to the FBI

unless ordered to by'a U.S. attorney or unless the FBI has pri-

mary jurisdiction, as in bribery cases. As stated previously, the
HHS 0IG 1nvestlgates prlmarlly potentlal cr1m1nal cases. Its
1nvest1gators told us they usually contact a U S Attorney s

Office early in the1r 1nvest1gatlons to determlne whether the case
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is prosecutable. If not,. the investigators refer it to the appro-
priate program office for administrative or civil action.

HHS “OIG regional offices are nearly autonomous in selecting
cases to investigate; OIG special agents-in-charge may open and
close cases at their discretion. One field office special -
agent-in-charge told us that his office needs and' wants no help
from the FBI except when there are too many cases for his agents
to handle or when he lacks resources such as recording equipment.
Both situations happen rarely, he said. Likewise, another O0IG
regional office special agent-in-charge said he rarely referred
cases to the FBI and only when his region lacked sufficient staff

to perform the investigations or when travel considerations pre-

cluded OIG involvement.

"Extent and quality of coordination

with the FBI varies

As mentioned previously, information‘sharing between the
OIGs and the FBI should be 1mproved We found that the extent
and effectiveness of other forms of coordlnatlon between these
agenc1es varled dependlng on the individual 1nvestlgator, agency,
locatlon, and the partlcular case under investigation. ’Wevbe-
lieve that by looking long enough, almost any example of\coor—
dination—-good or bad-—could be found. For the most part ’HHST

0IG and FBI investigative activities are performed 1ndependently.

0cca510nally, they part1c1pate in a 301nt 1nvest1gatlon, but we

found very few of these, ‘and they had usually been mandated by
the U. S Attorney s Office when both agencies were worklng the

same case but failed to agree on which should take the lead. An
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HHS regional OIG official told us that when both the FBI and OIG
start an investigation on the same case; each wants the .other to
drop the -case. We interviewed headquarters‘and‘regio;ai of—
ficials of the 0IG, FBI, and U.S. attorneys about the extent and
effectiveness of coordination. |

An HHS headquarters OIG official said cooperation w1th the FBI
varies considerably depending upon the level of personnel lnvolved
individual personalities, and office geographlc location. .The
Assistant Inspector General for Investigations described the re-
lationshig with top FBI officials~-the Executive- Assistant Di-
rector of Investigations; Assistant birec;or, Criminal Investi-

ati i .
g 1on‘D1v151on, and Director, White Collar Crime Section--as

v
ery smooth" through formal and informal meetings and contacts

about indivi
individual cases. However, he said he participated in a

conf ‘ i i
erence‘of several organizations involved in health care fraud
investi i i i . v
igations at which each entity seemed interested in protecting
its own " "
turf," and he was dlscouraged by the FBI's p051t10n on the

01G's role in fraud control.

In one
reglon, two HHS OIG 1nvestlgators were part1c1pat1rg

with FBI j i
fO y -;‘)’-
t rney 5 Offlce. p g :EH Z

wit
h each learnlng somethlno from the other Agents from each
. c
rou |
g P pert1c1pated in training seminars sponsored by the other
on th e in th " .
e other hand, OIG agents in the same region said they felt

the ) | k |
Y were treated less than equally by the FBI agents becauée of
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their lack of full law enforcement powers ({search and éeizure,
carrying a gun, and arrest authority). .

FBI and U.S. attorney personnel in another region said HHS
0IG investigators are the least cooperative of all ‘the agencies.
A regional FBI memo to headquarters coneerning the president's
dismissal of all the Inspectors Generalhstated that instead of
cooperating with each other on 11vesulgations, the FBI and 0IGS
are in competition.  FBI regional officials said their caseloads
had decreased since the OIGS began work. According to an FBI
study, this has occurred in several regions. Although FBI of-
ficials complain about the reduced caseload, an HHS OIG offi-
cial in the same region told us that the FBI does not desire
to investigate most HHS cases because the cases require too much
effort. A lack of comﬁunieation is evident in this region.

The extent to whlch 0IGs conduct criminal investigations
affects thelr‘entlre organizations, including the number and
qualifications of ineestigators, tralnlng requ1rements, and the
extent of law enforcement powers needed. It also apparently
affects the FBI'S investigative caseload.

A recent Department of Justice policy directive may have
the effect of unllaterally limiting the OIGs' investiga;ive role.
under the new pollcy, OIGs are requ1red to refer all potentlal
criminal cases to the U.S. attorney and the FBI as soon as there

is any 1ndlcat10n a crime has been commltted. The U.S. attorney, .
along with the FBI, will then dec1de who w1ll 1nvestlgate the

case. This new policy will no doubt be unpopular with some of the
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~0IGs. Since it was not issued until ocur fieldwork Was completed,
we do not know what impact this change'will have on the 0IGs' inves-
tigative operations.

THE MEDICARE FRAUD REFERRAL PROCESS
NEEDS TO BE CHANGED

The process of reférring potential fraud casés from Medicare
carriers through the. HCFA regional offices to the OIG tauses in-
vestigations to Be'delayed and carriers to lose the opportunity to
recover overpayments. In additién, the number of cbnviétions re-
sulting from these invesfigations has consistently declined since
this arfangement began. HCFA and OIG‘Personnel agree that
having both offlces‘involVéd:inAthé referral pfocess has con-
tributed to increaseé in the time investigations are in process,
declines in the nUmber of fréud cbnvictions, and the lcss of abhée
overpaymeﬁt recoveries. |

Under the current operating aé;eemeht between HCFA and the
*OIG, HCFA is'thé iniéiai”contact pbint for referralg{ef petential
fraud cases from the Medicare carriers. When HCFA has>sufficient
inforﬁation to believe a strong potential for fraud.%xiSts, it is

required to refer the cases to the 0IG. According to HFCA and OIG

~personnel, problems o¢cur because (1) the 014 investigates and

presents Meaicarekfraﬁd cases for prosecution without staff ex-
perienced in the éktréméiy cohpléx Medicare program, while ex-
per ienced Medicare in@éétiéa;ofs have‘béen”retained in HCFA and
(2) HCFA haintains-an‘iﬁvestigétive'fﬁnction in addition to the
0IG's which results in sbme'duplicatibn of effort. |
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Our review of 108 recently closed and  open case referrals
showed that the resolutions of potential fraud case referrals
are lengthy. We reviewed 87 closed‘cases that had bee?
referred to HCFA regional offices by eight Medicare carriers. '
These were taken from the carriers' lists of cases referred
during 2-year periods between Jaﬁuary 1, ‘1978, and September 30,
1980. 1In addition, we analyzed 21 referrals opened'dﬁring-that
period-that were still open at June 30, 1981, for 6:0of the 8
carriers. ‘Of the 87 closed cases, 31 were closed in- less than
12 months; however, 34 were closed in 1 to 2 years, and 22 were
closed over 2 years after the carriers'»réfetra;s. For thelei
open cases, only 1 had been ineﬁbocess less than 12 months, 8 had
been in §ro¢ess from 1 to 2-years, and 12 for over 2 years. For
44 of these 108 casesfﬁe determined they were with HCFA an average
of 8 months and with the OIG an average of 14 months.
uUnder HCFA instructions, carriers are not allowed to attempt to

recover overpayments on cases wheré‘an 0IG fraud investigation is
in process because such én effort might jeopardize the OIG's case.
Carrier officials told us about a number of cases whetre the
opportunity to recover overpaymenté had been lost due to:lengthy
fraud investigations which resulted in no convictions. . For
_example, a carrier suspected a podiatrist of fraudulently mis-
representing services and referred the case to HCFA in December -
1977. In May 1979, a year and a half after receiving the- case,
HCFA referred it .to the QIG. . In~Ju1y'i980, over 2-1/2 years after
| the case was initially referred to HCFA'.it was-declihed for»h ‘
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prosecqtion because of insufficient evidence and,retutned to:

the carrier for overpayment collection action.v Although the
carrier estimated that overpayments for services in excess of
those actually performed totaled $9,700, it was able to recover
only $2,535. Because of the 2-1/2 year time lapse, the cprrier
was no longer able to prove and recover. the remaining overpayments
totaling $7,165.

For fiscal year 1976, the last fulloyear of HCFA'sflead’role
in fraud investigation, the agency reported 83 Medicare fraud
convictions. For 1980 and 1981, the OIG reported 19 and 15
Medicare fraud convictions respectively. . OIG records show that
none of the 87 closed cases included in our case review hao
resulted in Medicare convictions. . According to both HCFA and .01IG
personnel, judgements about the prosecutabi}ity of these cases
could be made much earlier in the investigative process.

‘ We believe the oresent*system of referring,potentiel fraud

cases should be changed. 1t is clear to us that one step in the

process should be eliminated.

[ - - - -

In summary, changes in HHS' OIG operations could improve its
information system, help assure that perpetrators of fraud receive
approprlate punishment, improve’ its fraud prevention” activities,’

- and streamllne its Medicare fraud referral process.: However,
without a specific»definition of the respective'inyestigative roles

of ‘the FBI and the '0IGs, ‘problems will continue to exist, and

holdlng the OIGs accountable for their Lesults as well as achieving
a unified and coordinated Federal attack on fraud will be dlffl—
cult. -

| Messrs. Chairmen, this concludes our prepared statement.
kWe shall be happy to answer any questions that you or_othef

members of the Committees might have.
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Mr. ANDERSON. I will keep my comments short here. Let me start
off by introducing the gentlemen at the table with me. On my left
is Rod Miller. Rod is with GAO’s Human Resources Division and
the one that provides some health expertise here tiiay. Mike Bur-
nett is an audit manager in my own General Government Division.
He’s the one involved in the job that we are doing for your commit-
tee, sir, involving looking at the coordination between the FBI and
Inspector Generals generally.

‘I ‘would like to say that the Inspector General of HHS really
touched upon some problem areas that we have identified and ap-
parently he has recognized himself. It was gratifying to see that.

You had several items that you wanted us to talk about today. I
will pick out the two most important and concentrate on them.

The first was the extent of cooperation and coordination between
the FBI and HHS IG. I must say I was really gratified and sur-
prised 'to hear Mr. Shuttleworth’s comment that the local IG out
there was so cooperative and, in fact, had shifted a case over to the
FBI because that would be the exceptlon rather than the rule. Per-
h}a:ps it already reflects the changes that Mr. Kusserow was talkmg
about.

- But in the past, the FBI generally clas51fied HHS as one of the
least cooperative IG’s that they had to deal with. HHS investiga-
tors that we spoke to out in their regional offices apparently only
referred a case to the FBI as an absolute last resort. That seems a
little incongruous given the shortage of resources that the IG has
had to deal with, the limited number of investigators in the field.
You would think they would take help wherever they could get it.
They have not, m the past been doing an effectlve job of drawmg
on the FBIL. -

I know you have seen the statistics in ﬁscal year 1980. There
were more FBI conv1ct10ns in health programs than in the IG shop,
175 versus 145,

In any event, it looksas though action is going to be taken in
that direction under this particular Inspector General. The policy
statement you spoke of earlier, if implemented the way Justice
would like to see it, would apparently also de facto result in im-
proved cooperation and more involvement -of the FBI in the mat-
ters. And the Department of Justice has indicated it stands pre-
pared to elevate this in the FBI’ s order of priorities. So I think that
is a hopeful sign.

- The only other item I will touch on 1nvolves the cooperatlon of
HCFA’s Office of Program Validation, Bureau of Quality Control
and the Inspector General. Primarily I am referring here to the
sharp dropoff in successful convictions involving medicaid and

“medicare fraud. Conwctlons went down from 83 in 1976, to 19 in

1979 and only 15 in 1980.

Itisa fact that when the old Office of Program Integrity was re-
sponsible for pursuing these cases for prosecution, they apparently
did a pretty good job. When that responsibility was passed to the
Inspector General but the expertise still stayed back in the Bureau
of Quality Control, problems have come up. I think everybody is
willing to agree in both of those shops that it creates real problems
having the prosecution respon51b111ty on one side and the program
expertise on the other side. There is a need to do something.
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I will stop with those two important points, sir, and will try to
answer any questions you may have.

Chairman DorE. It may be in your statement which I haven’t
read carefully, but I am certain that the FBI does earmark some
resources for medicare and medicaid investigations. Do they not?

Mr. ANDERSON. Yes, they do, sir. But I can’t tell you how much. I
can't even tell you, unfortunately, how many of those 175 convic-
tions involved medicaid and medicare. However, the white collar
crime area, which inerades fraud against the Government, is one of
the three top priority areas in the FBI—along with organized crime
and foreign counterintelligence.

1 Changnii_n DoiE. Ygetll,k gi:}(lan lyot(ir review and investigation, who
0 you believe should take the lead on investigation?
General or the FBI? # The Inspector

Mr. ANDERSON. I would say that witl: the arrangements that Jus-

tice proposes whereby the cases would be screened—Ilooked at con-.

currently by the Department of Justice and by the FBI—if goodwill
existed on everybody’s part, we could probably make good decisions
on individual cases. I think also that a mechanism that hasn’t been
used much in the past—joint task forces; there’s one in Philadel-
phia now involving FBI, HHS, and some local folks—would appear
to be an effective device to bring together the program knowledge
of the HHS folks and the investigative expertise of the FBIL Also,
perhaps there is room for the IG’s to continue as they have in the
past. I know they feel strongly that way. I know that the FBI has
felt just as strongly that they ought to be out of the business total-
ly. I think GAO kind of sits here unwilling on what it knows right
now to take a firm position one side or the other.

Chalrman_ DoLk. I—from the standpoint of the American taxpay-
er—would like to say that there has been some discussion that
maybe there aren’t enough resources available to the Inspector
General—but that maybe they are not needed. That's the point
that the Senator from Kansas wants to make.

If you have other agencies that have the resources and have the.
abilities, do we need to dress up another full-scale law enforcement:
agency and put in several hundred million dollars to compete with
the FBI and other agencies. I think that’s a matter of concern.
Where we are concerned about fraud, abuse, and waste, we don't
want to waste a lot of money in the process. It’s not our money.

Mr. ANDERSON. Well, I know the FBI has about 7,500 or 7,700 .

agents. The figure is changing these days. But they have an awful
lot of ground to cover. I don’t think theyyare going 1};’0 be able to put
any large number of resources into this. They will make it a high
priority, put more. But given the range of their responsibilities and
7,500 agents or so, I just don’t know how far they are going to be
able to go.

I think the point was very well made here this morning that the
Inspector General really doesn’t have a good fix on how many re-
sources he needs. 1 know about another agency, the IRS, which has
a taxpayer compliance measurement program. They can get a fix
on the size of their problems and can decide the level of resources
the)f shquld put into it. Similarly, the Drug Enforcement Adminis-
tration is out there making their buys, getting quality information
and price information. '
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We don’t have it here. We really don’t know. We don’t have a fix
on the size of the problem. Therefore, we really don’t have a good
basis to decide the resources we need to combat it. ‘

I get the impression that the Inspector General saw that as a
problem and intended to try and develop some information he
could use to support a decision or a request for resources.

Chairman DoLE. Do either Mr. Miller or Mr. Burnett want to add
anything to what Mr. Anderson said? ,

Mr. BUrNETT. I might like to clarify a point about the assigning
of resources specifically to medicare and medicaid investigations. If
you are referring to allocating investigative resources to specific
programs over a period of time, they do not do that. They do assign
resources to task force type operations and that kind of thing—spe-
cific investigations—but they don’t have a definite number or
amount of resources——

Chairman DoLE. No allocations.

Mr. BUrNETT [continuing]. Allocated to medicare and medicaid.

Mr. MiLLER. I would just like to say that I think it is important
to realize the source of the information that the FBI would be
privy to in terms of what people are identified as either abusing or
being fraudulent in the program. It's the program people who, in
most cases, I think would come up with the greatest number of in-
cidents of potentially fraudulent practices. So there is going to be a
certain amount of effort extended on the part of program personnel
whether it be within Health Care Financing Administration or
whether it be within the OIG’s office. Some of that activity and
some of that work is still going to take place in order to develop
good leads as to who is abusing or committing fraud in the pro-
gram. So to merely give it to the FBI—I think perhaps they should
be the end point at which full scale investigations are done. But
the initiation of those cases, for the most part, are going to have to
be done within the program.

Chairman DoLeE. We will be submitting additional questions in
writing. ‘

[The questions follow:]

ANSWERS TO QUESTIONS FrROM SENATOR DOLE

Question 1. In your experience, is our primary problem with respect to the Social
Security Act programs (medicare, etc.). Waste? fraud? or abuse?

Answer. We confined our review primarily to government fraud investigations.
However, our findings with respect to that problem, to the best of our knowledge,
also apply to waste and abuse. That is, accurate estimates of the extent of waste,
fraud and abuse in Social Security Act programs are essential to objectively answer
you question. However; such estimates do not yet exist for these as well as other
government programs. As stated in our testimony, this lack of information has been
one of the biggest weaknesses in Federal efforts to control waste, fraud and abuse.

Inspectors General, including HHS’s, are designing and implementing automated
information systems that should soon begin to obtain better data on the extent of
these problems. Our statement also discusses ways to improve those systems. .

Question. 2. Do you believe, based on your review of all the IGs, that the HHS IG
should be given full law enforcement authority?

Answer. We did not specifically address this issue during our review. However, it
is certainly a factor to be addressed in more clearly defining the relative roles of the
IGs and the FBI. The extent of law enforcement authority needed by the IGs de-
pends upon such considerations as (1) the extent and significance of fraud within
the agency or its programs, (2) the extent of IG involvement in criminal investiga-
tions, (3) the availability of services from other law enforcement agencies, and (4)
the extent of physical fisks to IG investigators.

89-601 O0—82-——12
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Chairman HEeinz. I would ask just one question. We have just
been talking about what I might call ‘‘deterrents” which is finding
someone who has done something bad, prosecuting them and put-
ting them in jail just as long as you can. Particularly, if they are a
provider. Most of this fraud can’t take place without some help
from a provider, usually a doctor.

But we have had some incredible testimony today about the lack
of prevention. We had a witness, Dr. Kones, who tried to get
caught. He had a ‘system that just begged to be flagged, to be
caught up with. In California, we saw people coming out day after
day with shopping bags full of huge amounts of prescriptions.

Who should be held accountable in this system for prevention?
Should it be the Inspector General? Should it be the Secretary of
HHS? Should it be the Governor of California or his attorney gen-
eral? Who should we hold accountable for prevention? I don’t want
to go through the frustrating experience, if it can be avoided, of
coming back here a year and a half from now and having another
set of witnesses who, for 6 years, have been parading around the
United States or 18 months parading around the United States ex-
plaining how they tried to get caught but couldn’t get themselves
caught no matter to what extremes they went to. Who should be
held accountable for designing and implementing the system so
that these things I have just described don’t take place?

Mr. ANDERSON. I think, Mr. Chairman, that the Congress, when
they created the Office of IG, was looking to these people to do that
sort of thing. I think the Congress has recently made the heads of
Departments responsible for certifying as to the adequacy of inter-
nal control on all the internal financial transactions of the agency.

I think the IG’s were expected to do that very same thing. And it
gets back to what Mr. Kusserow spoke about. We have auditors
over here who are supposed to be experts on internal controls. How
do you set up a set of controls to stop or prevent rather than after
the fact? The ideal marriage would seem to be to have investiga-
tors who can really identify what are the frauds that are being pez-
petrated out there, and then work with the auditors and try an:l
decide how can we modify program controls to prevent this. :

I guess what I am saying is I see the IG being the person with
the resources to decide what needs to be done to set up effective
controls up front. And it’s just a case of proceeding to do it. In fact,
there is a group within the IG shop here called the “Health Care
Systems Review Group,” which does have that responsibility under
them. And has not done the job yet in behalf of HHS.

Chairman HEiNz. Now have you looked at the internal controls
system in HHS?

Mr. ANDERSON. No, we have not, sir. In fact, the testimony that I
bring here today is on a couple of GAO jobs in process that are not
directly aimed at the subject of your concern today. So we don’t
have any ongoing work over there right now. ’

Chairman HEeinz. Is there any reason, other than perhaps the
fact that you haven’t been asked, that you could not take a look at
the internal controls system in an agency such as HHS to deter-
mine whether it is or is not adequate?

Mr. ANDERSON. You are talking about the programmatic control,
sir, over program funding. No. We, in fact, have done work like

.

.09

AR T T W

‘
o
R
Br
Lo
;
fraes
F.

175

i i i ies. And if
t in the past. We have ongoing work in pther agencies.
gsllieci,nthe é)eneral Accounting Ofﬁcehcertéimly could go out and
hether, in fact, they are doing W at they can.
ga(g}igr;an Heinz. We may very well, algd t1n tfhort order, ask you
do that. I can think of a place you could start. _
0 Oge last thing. I just want to clarify in your testimony whether
there was an implication on your part that the .FBI should be per-
mitted to pursue all criminal cases to the exclusion of the Inspector
General. .
 ANDERSON. No, sir. We did not mean to convey that.
léalfairman HEemnz. So you believe the IG should do those tasks as

the FBI? _ _
Wel%/}ra.lSANﬁERSON. Yes, I would say for the present. I think there is

enough work for everybody in this area. And given the.resources.......

the FBI can reasonably apply to it, you might as well have these
1 tinue to contribute. '

peg%:ifgltrll Heinz. Well, Mr. Anderson, Mr. M{ller, a_tnd Mr. Bur-

nett, we thank you for being here. And the hearing will now stand

: d until 2:30.
adg\%}l}fgfeupon, at 1:11 p.m., the hearing was recessed.]

AFTERNOON SESSION

i Heinz. We are going to continue our hearing from this
mgﬁf; 3& the outset, letgme thank our afternoon witnesses for
their patience. I sincerely apologize, but we went so long this morn-
ing because there was a lot of very important information to cover.
Second, we are starting a little late r1.ght now because Senator
Garn and other members of the Banking Comrpltiiee, which 131—
cludes myself, had a 2:30 engagement that we didn’t have sched-
uled up until a few hourshago. So l;lhope all three of you that are

ill bear with us in that regard. '
hef)eu:vthree witnesses this afternoon are Mr. Martin Kappert, }13;‘}11;3
Deputy Associate Administrator for Program Operations, at HCFA.

Mr. Kappert is on my right. . _
I'i‘he lri)ghts aren’t quite as bright in here this afternoon as they

is morning, I am sorry to say. . '

we’Il‘.lic;cllll 1favren have ng. Nelsony Sabatini, E).(e_cutlvg Assistant to the
Commissioner of the Social Security Administration. And then Mr.
Robert Sermier, Deputy Assistant Secretary for Management Anal-
ysis and Systems, Office of Management and Budget11n HHS. P

Gentlemen, we are pleased to have you here. .Womd you proceed:

Mr. Sermier. Thank you, Mr. Chairman. Wlth your permission,
we would like to have our statements entered in the record and
then abridge drastically our opening remarks.

Chairman Hzmnz. Without objection, so ordered.

[The prepared statements follow:]
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'STATEMENT OF ROBERT F. SERMIER

DEPUTY ASSISTANT SECRETARY
"FOR ‘

MANAGEMENT ANALYSIS AND‘SYSTEMS

L -

—tty e .

'queStlons.

Messrs, Chairmen and Members of the Conmlttees
Good Mornino. I am pleased to appear before ypu at thls 301nt
hearzng to discuss HHS' efforts to control fraud abuse,Land

waste, and to respond to the three spec1f1c questlons conta1ned

in your letter of 1nv1tatlon.

My wrltten Statement, prev1ously submltted to the Comm1ttee,
contains, in its append1ces, specific . sfresponses to your flrst ‘two
I will onl hlghllgh* th1s 1nformatlon in my remarks,
but am prepared to- answer your questlons for any of :the
1nd1v1dua1 IG reports and for any of the resource 1nformat10n I
have prov1ded As requested ‘the 1nformat10n I have supplied
addresses those reports For Departmental components other than
the Soc1a1 Securlty Adm1n1stratlon (SSA) ‘and the Health .Caré e
Flnancing Admlnlstratlon (HCFA). |

3

’In your flrst quest1on, you asked for a descrlptlon of thew

actlons the - Department has ~taken in response to. certaln

,recommendat1ons made by the IG durlng 1980.

For the five relevant auditrreports, I am pleased to report that
the involved Departmental components’ have: completed all but two
of the elgnteen maﬂor recommendations made by the Inspector

\\.
General (IG/. The S
,// exceptions relate to the IG's recommendatlons
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that HHS conduct on-site financial reviews for all recipients of.
BHS funds, and that HHS clarify its definition of consultant

services. We have not implemented the first change because we

have chosen to concentrate our on-site review efforts upon those

entities which expend the largest amount of funds and thus have

the highest potential payback for resources expended., For the

second recommendation, welagree. fully. with the Ioussd giTl.
continue to attempt to reconcile the differing definitions of
consultant services imposed upon us by the Office:of Management

and Budget and our Senate Appropriations Sub-Committee.

For the four Service.Delivery Assessments (SDAs), I cannot be as

conclusive primarily because of the nature of SDAs. As you may

know, SDAs are designed to provide the Secretary with information

Il

on subject areas primarily from the perspective of the clients

who . recelve these services or the perspectlve of Federal, State

or local workels who proa;de the services. They are done

relat1vely qulckly (3~4 months) and are not intended to have the

statlst1cal or analytlcal rigor of an aud1t or formal program

evaluation study. The purpose of an SDA is to prov1de to the

Secretary one form of input (a grass -roots view of a program) for

conszderat1on in pollcy maklng. The reglonal analysts who

perform SDAs do make recommendatlons, but the Secretary decides

what, if any, actlons w111 be taken.
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For the ‘four relevant SDAs you cited in your letter, either
former Secretary Harris or Secretary Schweiker received the IG's
report on the SDA. The Department has initiated specific actions
related to all four SDAs and these actions are described in
material appended to my written statement. There are some
actions which we have not cempleted due either to the shift in
program management strategy to the Block Grant concept, changes
in resource allocation priorities, or, in one case, the need to
await the awarding and completion of a contract for external

technical assistance. I am prepared to discuss each SDA in

response to your questions.

Your second question dealt with whab other activities, beyond
thoée of the Inspector General, thé Department was takiﬁg to
combat~fraud, abusé, and waste and‘the amount of resources
dévoted to these activitiés. In respbnse to the latter part of
this question, I haﬁe submitted, in Appendix II to this
statement, a series of charts which lists the units, persqhnél,
and dﬁllarsbinvolved in such activities. These units perform-
studies and reviews which examine financial traﬁsactions,
aécoﬁnts and feéorts; compliancebwith applicable laws and

requlations; our use of staff and physical resources; and whether

we are achieving our expected goals and objectives.

‘.
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I wish to stress that, in developing.these charts, we have

. adopted the broadest possible definition of studies or reviews

which’could be involved in identifying fraudulent, abusive, or
wasteful activities.. Thus we have also included staff resources
devoted to cperating quality control systems (which detect efrors
in our large income maintenance and health care financing
programs) and other staff who carry out, on a full-time basis,
management ana1ysis and pfogram evalga;ion activities directly
aimed at identifying wésteful practices in our internal
opefations. Finally, we have also included staffing data for
personnel in SSA who carry out reviews of varioug types of
claims. These staff do not carry out formal audits or spec?fic
investigations as the Inspector General does, but they do carry

out efforts designed to avoid errors or waste.

Because the data identify resources devoted to carrying out
analytical, review, or investigative functions, the data do
understate the Department's overall lével of effort by excluding
staff invalved in other operational activities which contribute
significantly in combatting fraud, abuse, and particularly
waste. As examples, program managers with a basicrrgsponsi—
bility for ensuring the efficient operation of their proérams,
program staffs who implement management proqedures and controls
to reduce waste, and management staffs who monitor the
effectiveness and efficiency of program operations on a

continuing basis, are not included in the staffing charts.
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I also wisﬁ to note that'Secretary'Schweikér has directed the
Office of the Assistént Secretary for Management and Budget to
conduct a Department-widé study to identify possible overlaps or
dupiiéation'between the activities of the Inspector General and
related activities carried out by our operating divisions, such

as HCFA and SSA.

Using our definition of activities devoted to fighting fraud,
abuse, and waste, as the charts indicate, the Department has 42

units outside of SSA involved in these efforts. SSA has more

‘than 1,300 units, including its district offices, involved in

these efforts. The Department has estimated 10,115 people |
assigned to the various functions related to reducing fraud,
abuse, and waste. Our efforts had a combined cost of
approximately $336Amillion in FY 81. This cost includes
salariesvand expeﬁses for personnel, and other major
administrative expenses such as the costs of operating our

quality control systems.

Attached to the charts is a description of the major functions of
N o

the various units listed in the charts, and, I and my colleagueﬁ;

would be pleased, .in response to your questions, to discuss the' 

specific functions of various units.

-
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To complete my response to your second question, the Department
has underway or will soon initiate a number of Department-wide
efforts related to fraud, abuse, and waste. T would like to

briefly describe five of these major efforts.

ovThé Department's Savings Program
Since FY 1979, the Department has had a major program to
improve operational efficiency and to eliminate instances-
of fraud and abuse. Through the program, we identify
problem areas, devise corrective actions, measure changes
resulting from these corréctive actions and document
savings based on‘the chadges. Under this program, we count
as savings those situations where we avoid spending monies
improperly or unnecessarily because of new or improved
management actions or where we recover monies owed the
government, through repayment or adjustments to future
payments. Savings activities by the HCFA and SSA . ' i
consti?ute the majority of our annual documented savings. ;

Activities by the IG are also included in the Savings

Program. Examples of the types of individual savings
efforts which are in the program include: intensifying our

audit and criminal investigation efforts, working with

PR < o o 1 oo
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Medicare contractors to process Medicare claims more
efficiently, identifying inappropriate claims of "Medicaid

costs, removing ineligible students from.the Social

Security benefit rolls, lowering the payment error rates in

the Supplemental Sécurity Income, Medicaid and Aid to
Families with Dependent Children programs, and.improving
our acquisition of information systems. In FY 1979 and
FY 1980, we documented savings of approximately $1.4

billion in each of the fiscal years.

Debt Management Project

For the pastxthree years, we have had a project underway to
improve the Department’s overall performance in collecting
debts. These collections include béth audit disallowances
identified by the Inspector General, and other debts owed
by the public from such sources as scholarships, loans, and
overpayments pnder entitlement programs. An aggressive
debt management ‘program reduces'the probability of
recurrence of debts and debts going unpaid. Active
collection returns needed funds to the Federal Tfeasury,;

thus reducihg the Treasury's borrowing costs.
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We have collected approximately $224 million out of the
$468 million in audit diséllowances identified since
October 1978. Debts owed by individuals far exceed this
total, Since December 1980, we have collected $2.5

billion out of an estimated $5.5 billion owed to the
Department., Of the $3.0 billion debt currently owed the
Department, $1.9 billion is in S$SA programs and’$.9 billion
in Public Health Service programs. Of the $3.06 billion
total, we estimate that 19% of the debt ($570 million) is

over 1 year old.

Cash Managehent

In this area, we have pursued activities to improve our
control over the use of Federal funds. During fiscal years
1980 and 1981, letters were sent to the Governors of the
thirty largest recipient States announcing that HHS would
implement one of two procedureés (eithar a checks-paid or
delay-of-drawdown letter of credit) for Federal financing
of the Public Assistance programs. Under these procedures,
HHS provides funds to the States in accordance with their
pattern of expenditures rather than providing a lump sum

payment at the beginning of the month. We have been
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successful in completing our implementation of the delay-
of-drawdown procedure in sixteen of the. thirty States,
achieving savings of $214 million, in FY 81 budget
outlays{‘ We have achieved additional Fy 81 budget outlay
savings of $97 million in six other States by enforcing
proper cash management procedures under existing létters of
credit. We have been delayed in implementing delay-of-
drawdown procedures in these latter six Stétes and eight
other States of the thirty States, principally because of
currently existing State constitutional or statutory
restrictions which prevent the States from agreeing to
operate under the requirements of the delay—of-drawdo@h

procedure.,

Making Management Efficiency a part of Performance

Appraisal ' : .

For FY 1482, the Secretary has requested that managers
throuzghout the Department include in their performance
appraisal plans at least one objective which addresses
improvements in operating efficiency. We expect“to

?ealizé improvements in operations through this approach
and also to raise further the consciousness of our managers
of the need for increased efficiency in all oyr

activities.

N
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o Incréaseéd Emphasis on Audit Follow-Up Activities

Within the last year, Secretary SghWéiker has establishéd~a
series of procedures which will hglp the Department deal
much more systematically wirh information originating from
the Office of the Inspector General. As an example, senior
mahagers throughout the Department are now held more
directly responsiblé for resolving all monetary audit
findings within the six-month time period mandated by
statute. The Assistant Secretary for ‘Management and Budget
receives monthly reports on agencies' performance in
resolving their monetary audits. When it appears that an
audit will not be resolved in the six-month timeframey this
triggers a meeting of the»Department's Audit Resolutishw
Council, made up of the Under Secretary and other senior
officials in the Department. Managers are also responsible
for collecting audit disallowances in a timely manner-and:
implementing corrective actions to procedural problems
identified thrdugh GAD reports and Inspector General
audits. Through our new érocedures, the Secretary
monitors managers' performance in. these three areas on a
continuous basis. We believe these actions considerably
strengthen our effgrts to éufb'fraud, abuse and waste by
rquiﬁéng managers to give greéter atteﬁtion to completing
folloﬁ-up‘actions, both monetary and non-monetary, which

flow from the reports and audits of the IG and GAO.
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your final question asked for specific or general examples
which illustrate the impact the Office of the Inspector
General has had upon the Department's efforts to stem
fraud, abuse, and waste. The IG's annual reports describe
in detail the large amounts of funds ($97 million in
calendar year 1980) which auditors i@entify for recovery,
and the numerous cohvictions and sanctions which the IG's
investigators, together with the Department of Justice,
obtain each year. These activities are public knowledge,
and it is not necessary to recite here these contribu-

tions.

The presence of the Office of Inspector General has also
created a heightened awareness on the part of managers
throughout the Dgpartment of the need to manage programs as
efficientlyAas possible, with particular emphasis on the
financial aspects of program operations. The Inspector
General has made all managers throughout the Department far
more aware of specific problems of fraud, abuse, and waste
and the dimensions of these problems. Thé reports of the
Inspector General are used as a primary basis for the
Department's continuing formal program to combat fraud,

abuse, and waste.
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As an independent organization w;th direct access to the
Seéretary, the Office of the Inspector General has, since
its inception, provided continuous third party assessments
to our managers whiqh have identified problem areas
requiring Departmental attention. Following studies by the

1G which indicated a need for improvements in completing

" audit follow-up activities, programs have begun to initiate

aggressive campaigns to collect audit disallowances and
make certain that recipients and grantees implement
appropriate corrective actions. Completing these audit
follow-up actions, in effect, use the audit to itS
fullest. We expect that these actions will also indicate
to recipients and grantees that the Department will no
longer permit the continuation of inefficient and/or

improper activities.

The IG has played a lead role in a number of analytical
efforts to identify instance of fraud and abuse that
involve more than one of our major organizations. These
"cross cutting” efforts include such activities as Project
Match and Project Integrity, which involved the use of the-
computer to match and analyze large data bases. Where
these efforts identify initial matches, the IG and ﬁhe
involved organizétions work closely together in conducting

A\

joint follow-up investigations.

Finally, the 0ffice of the Inspector General has prévided
thé Department with an additional conscience. While we
believe that the overwhelming majority of Federal
employees, grantees, and recipients are completely honest,
and GAO reports and the IG studiesrpénd to confirm this
contention, nevertheless, we alsblbelieve thatxthe presence
and the investigati&e activities of the Office of the
Inspector General have provided an additional deterrent to

fraud and abuse in Federal programs.
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“ ‘ a APPENDIX I

Summary of Departmental Actions (Other Than SSA and HCFA ;
Responses) to Specific Recommendations Made By HHS Inspector

General (IG) in 1980

The following information summarizes Departmental actions
taken in response to recommendations and findings made by HHS'

Inspector General in 1980 for those specifi
memoranda listed by the Committees. P ¢ audits and
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~IG Report on the Runaway Youth Program
) October 1879 : : ‘ .

SCOPE ‘ .

This report was based on a review of the Runaway Youth Program
operations and an audit of the program's grants and contracts
process. The review was requested by the Secratary. :

RECOMMENDATIONS

(1) The Runaway Youth Program's policies needed to be

clarified and made consistent with related policies in .. ...

other programs (i.e., 15-day liwmitaticn placed on,
setvices to youth in runaway shelters was inconsistent
with 30~day limitation placed on room and board
requirements under Title XX). '

(2) Fiscal monitoring by the program required improvement.
Improvements were also needed in assessing grantee
performance and providing technical assistance.

{3) The implementation of the Runaway Youth Program's
Management Information System was a major problem and the
Department needed to give greater priority to the
development of the system. ;

3 ) % . .

{4) The grant award process for the program lacked clear and
timely instructions. Staffing was insufficient and-
training was required. : .

CORRECTIVE ACTIONS

(1) A Regional liaison position was established to-improve
communications to the Regions and grantees on policy
issues., The Department also published a Program
Information memorandum in the Federal Register. In
addition, the program has recommended the withdrawal of
the 15-day 'limitation requirement in its regulation.

{2) The Department has issued revised and mpre-unifogmvaudit
requirements for fiscal monitoring. Fiscal management
staff have received training and have made site visits to
grantees as part of their monitoring activities.

(3) The Management Information System is now operational and
quarterly information on runaways is now available.,

{4) The procedures for the grant award process were revised
and regional office staff have received additional
training.

. ]
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IG Audit -- Memorandum to General Counsel Regarding
Cost Disclosure Requirements of Consultant Services Contracts

SCOPE

The purpose of this review of Consultant Services contract< was
to determine whether contracts. 1ncluded disclosure statements
of costs and names of personnel respensible for preparing
reports under the contract (other than routine progress
reports). 4

;e

The review focused primarily on 55 contracts active in FY 1979.

RECOMMENDATIONS

The IG found that the Department was not complying with the
requirement to obtain disclosure statements of costs and names
of personnel associated with the preparation of reports under
consultant services contracts.

That the Department improve compliance with this requirement
by:
* i
o revising its regulation to make the dlsclosure statement
of costs and names of personnel respon51b1e for preparing
reports applicable to 2ll reports under a consultant
services contract (i.e., | progress and draft reports).

o providing additional clarification and guidance as to what,
constitutes a "consultant contract." :

o

CORRECTIVE ACTIONS

The Department has taken the following corrective actions:

o revised its requlations to require that the cover of every
report under a consultant service contract include the
following standard information: (a)® name and business
address of the contractor; (b) contract number; (c)
contract dollar amount; (d) whether the contract was
competitively or non-competitively awarded; (e) name of
the Department's project officer and office
identification; and (f) names of managerial and
professional staff.

o communicated the expanded requirement to responsible
Department officials and directed that they assure
appropriate officials are aware of the new rule.

Nll-io
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These actions were taken in response to an OMB directive
issued in July 1986 which was part of an overall Federal
effort to improve the Government's use and administration of
consultant services contracts.

With respect to the recommendation to provide guidance to
clarify what constitutes consultant services contracts, the
Department has had some problems 1n this area. We are
currenitly operating under two definitions -- one required by
OMB Circular A-120 and one required by Congress and included
in the Department's General Administration Manual (chapter 8-
15). We have not yet been successful in our attempts to
reach agreement with the Senate Labor/HHS/Education
Approprlatlons Subcommittee to allow us to revise the
Department S current deflnltlon (GAM 8-15) to coincide with
OMB's definition.

The Department has undertaken several steps to improve its
management of contracts, including annual scheduling to
prevent excessive year-end spending and requiring approval by
the Assistant Secretary for Management and Budget of all non-
evaluation consultant services contracts in excess of
$100,000. (The Assistant Secretary for Planning and
Evaluation reviews and approves virtually all evaluation
contracts.)
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IG Audit <- Review of Cash Management Practices
Departnental Federal Assistance Financing System (DFAFS)

v

SCOPE - . : . .

The review was dlrected primarily at determln*ng the
effectiveness of DFAFS' procedures and recipients' ,accounting
systems in limiting cash withdrawals to their immedlatg needs.

The audit generally covered the period July 1978 to June

1979. However, since the Department established new procedures
in December 1978 to improve DFAFS'Controls, the primary thrust
of the. audit report was on thoSe major weaknesses which
persisted after the new procedures were 1mp1emented

RECOMMENDATIONS

That the Department,strengthen its procedures for reviewing
recipients' cash balances by: .

o Following~up promptly to recover excess cash from .
recipients identified as having excessive cash balances
and to limit recipients®' future withdrawals to their
immediate needs.

o Providing for cyclical visits to recipients’' sites to.
identify recipients that maintain excessive balances
during the quarter but not at the end of the quarterly
reporting period.

o Increasing the number of low-dollar recipients included in
the sample for quarterly review. :

o Screening the low-dollar universe to identify high risk
recipients (e.g., recipients who withdraw cash
infrequently, such as every 3 to 6 months, which
probably therefore have Federal cash balances in excess
of their immediate needs).

CORRECTIVE ACTIONS

The Department has taken the following corrective actions:

o Assigned a higher priority to recipients with larger

accounts and established a special administrative section

to monitor these accounts to assure recipients report
accurately and timely, do not have excess cash balances,
and take necessary corrective actions.

o
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o Developed an automated recipient dunning letter process
which .scans all recipient accounts (large and small) and
identifies recipients which appear to have excess cash and
others who are delinquent in submlttlng expenditure '
reports.

o Implemented, in conjunction with Treasury., a pilot
project -- electronic funds transfer (EFT) -=- which
provides funds to recipients on a timely basis, thus
making it easier for recipients té delay drawing funds
until the funds are actually needed. This procedure also
makes each request for cash subject to Departmental review.

o Worked with States to implement delay-of-drawdown
procedures for Public Assistance programs. Sixteen States
have now converted to the delay-of-drawdown system.

With regard to the recommendation to provide cyclical

visits to recipients, the Department requested 16 additional
positions in the President's FY 1982 budget for the General
Departmental Management (GDM) Appropriation. House action on
the FY 1962 appropriations bill specifically deleted funds
related to this request. 1In addition, the 12 percent
reducticn recommended by the President in September in |
discretionary programs affects the GDM Appropriation. The
Department has continued to concentrate its efforts on States
where the payback is greatest for the resources expended.
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IG Audit -- Review of Internal Controls Over Payment of
Overtime in the Department of Health and Human Services

~

SCOPE

The primary purpose of the review was to determine if
overtime was adequately controlled and accounted for, and
overtime payments were accurate throughout the Department.

RECOMMENDATIONS

That the Department improve its controls and procedures for
overtime in the follow1ng areas:

o overtime requests and authorizations;
o documentation for overtime worked;
o separation of duties; and

o time and attendance (T&A) Reporting.

CORRECTIVE ACTIONS

Sk
The Department has initiated a number of actions to strengthen
controls on overtime accounting including:

o 1issuance of a comprehensive self-training manual for
timekeepers including periodic certification of
timekeepers' proficiency;

o 1issuance of four personnel instructions in the areas of
"work at home," "overtime pay-Federal wage system,"
"premium pay,"” and "recording overtime worked;"

o auditing twice as many T&A reports per pay period to
identify agency deficiencies and establish targets for

¢
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o
to use to assess their overtime procedures as part of an -
overall personnel administrative evaluation; and

o elimination of "at home" overtime, except with the prior

reduction of errors;

issuance of a circular which individual units are required

approval of the Assistant Secretary for Personnel.

1956

IG Audit -- Review of the Department of Health and
Human Services (HHS) Implementation of the
Energy Conservation Program

SCOPE

The review was made to determine how well the Department was
carrying out Presidential and Departmental directives to
conserve energy.

RECOMMENDATIONS

The review showed thaﬁ, although energy reductions were
achieved, significant additional reductions were possible in
HHS-occupied buildings. : y

The IG's review included a number of specific recommendations

as:s

o reemphasizing administrative responsibilities for energy
conservation;

o conducting periodic ‘energy surveys;

o taking specific actions to reduce unnecessary energy uses;

and

o giving high priority to projects which demonstrate energy

conservation potential.

CORRECTIVE ACTIONS

The Department has undertaken several actions to further energy

conservation:

o conducted Energy Management Seminars to brief facilities
managers on all current energy-related requlrements,

included chapter on .energy conservation in the Facilities
Engineering and Construction (FEC) Manual;

o conducted approximately 100 instaliation surveys to assess
opportunities for conservation and have developed
corrective action plans;

o modified one~third of the National Inszitute of Health
(NIH) Bethesda campus buildings to improve energy
conservation; engaged janitorial services performed in the
daytime to conserve on nightime lighting; and

o budgeted $400,000 in FY 82 for two projects to demonstrate
cost/effective energy conservation activities (i.e.,
surveys of Indian Health Service (IHS) facilities and a
waste-heat recovery pro;ect at the Center for Disease
Control (CDC)).
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Service Delivery Assessments
The Committees licted nine Service Delivery Assessments
(5DAs) provided to the Secretary in 1980. Four cf these
SDAs dealt with programs not administered by either HCFA or
SSA.
OVERVIEW ’ o

SDAs are short-term studies of HHS programs and services
conducted at the local service delivery level, These
assessments are not designed to be statistically valid
research studies, compliance reviews; audits, program
monitoring activities, or traditional program evaluations.
Rather, an SDA consists of gathering current qualitative
information from open-ended discugsions with clients and
service providers. The knowledge, Jathered is subjective in
nature and is intended as a way for senior-level HHS
personnel to obtain the views of the peopie most directly
affected by HHS programs. Assessment results are meant to
be used internally by Department managers as an additional
source of information on service delivery which, when .
combined’/with other program data, provide a more complete
picture of program operations.

i 3
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DISCUSSION OF SPECIFIC SDAs

1. pHS Community Health Centers (CHC)

Description

The purposSe of {his SDA was to examine how users perceived
the quality, accessibility, and responsiVeness of CHC
services, as well as the effectiveness of Centers in
enrolling members of their communities for continuing “care
and linking patients to other community services. The SDA
observations were made after interviewing 829 persons: 493
health care consumers, 58 project administrators, 104
medical staff, 77 Board members, 82 other institutional and
private providers of health care, and 15 State and local

e

Major QObservatiens and Related Departmental Actions

o . . A
. 0 Coordination-of services with other providers, at
least on a formal basis, was not greatly in evidence.

The FY 82 budget is expected to reduce the scope of

services offered. Ancillary act1v1t1es, such as

referral, are expected to be of a %ower prlorlty than
* the delivery of basic health services.

o The sliding fee scale (SFS) , tends “o be down—played "
by some centers. "

o
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During "the assesgment, 580‘respondents were contacted which
included 314 public housing residents, 107 health and social
services providers, .33 project tenant council leaders, 111

housing management staff, and 1% HUD personnel.
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The Bureau of Community Health Centers (BCHS) has this
past summer issued a policy memorandum on financial
management, as a result of this SDA and & related GAO
report.. The policy states that Centers should
establishva fee schedule, including a sliding fee
scale, and Centers should implement effective billing
and collection procedures for third party
reimbursement.

~Many Administrators and Board members stated that

training and technical assistance from HHS Regional
Offices was inadequate.

The Department expects a 50% loss or turnover in
regional personnel, which will result in fewer and
less experienced personnel available to provide
training and technigal assistance.

Some CHC administrators experienced a dilemma between
the need for financial self-sufficiency vs. service to
the most needy. This dilemma affects the aggressive-
ness of their outreach to particular client types.

Over time, BCHS has acknowledged that the financial :
self-sufficiency concept was an unrealistic objective i
for CHCs, given current health finanging resources.

In light of the FY 82 budget, BCHS has deemphasized

the concept of self-sufficiency and will concentrate

its funds on projects in the most underserved areas

and on the provision of basic health services,

2. Health ‘and Social Services to Public Heousing Residents

1

Description : s/

The assessment examined the cooperative health and social
service programs aimed at meeting the needs of public
housing residents. The assessment focused on the following

1) the types of .health and social services provided

to public housing re51dbnts, 2) the extent of the involve-
ment of public housing residents in determining the types of
services provided; 3) whether some housing projects received
more health and social services than other projects within
the same local housing authority; 4) the extent of coordi-
nation amonag provider agencies serwving the project; and 5)
the impact of the joint HHS/HUD Public Housing Urban Initia-
tive Program on the provision of services.
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Major Observations

o The most commonly used services were health, income
maintenance, transportation, prenatal and child
health, and services to the elderly. Most residents .
were not well informed.-on how to obtain available and
needed health and social services if they had not
previously used the service.

o Residents were not often involved in the decisions
regarding the kinds of services available to them and
there was a lack of coordination in the delivery of
services among some providers.

o) Severalpfactors had a negative influence on the
delivery of services:

— Fear of crime prevented residents from leaving, and
providers from entering, projects;

- Transportation and outreach/home visits to re51dents
were limited.

o Some public housing projects received more services
than others as a result of their location, strong
tenant councils, and a2 high population of elderly

.residents.

Related Departmental Actions

The Secretary used the information presented in the SDA as
the basis for initiating efforts to improve the delivery of
health and social services to the residents of public
housing projects. Four exemplary human services delivery
systems in public housing projects were chosen. Site visits
were made to these projects:in order to gather *information
and then descriptions of these health and social service
delivery systems were developed.

3. Title XX

Description

This assessment examined a number of aspects under Title XX:
1) the resource allocation processes used by States; 2) the
nature and composition of the local service delivery
systems; 3) the experience of eligible recipients of Title
XX social service programs; and 4) the efforts of the
Department and States to coordinate the delivery of human
services.

Informat1on was gathered from 154 sites in 8 States., Those
interviewed included 272 clients of Title XX programs, 46
client advocacy groups, 40 State officials including
Governors' and legislative staffs, 29 local Title XX
administrators, and 107 provider agency administrators.
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Major Observations

o The resource allocation process in most States seemed
highly political and was influenced by State
legislators. The State officials viewed Title XX as a
funding mechanism, not a program.

' ~

o The service delivery systems used in States were
complex mixes of providers using Federal, State, local,
and private funds. A few agencies indicated that they
were unable to identify who received their services,
Some eligible recipients seeking services (i.e., the
deinstitutionalized, the elderly) went unserved.

o The purchase of service (POS) contract was the
perferred method for providing services by States, but
the renewal of the san e contracts limited competition.
States gave low pr10t1ty to monitoring POS contracts.
Many agencies disregarded regulations restricting
private donations to help pay State matching funds.

o Many of the clients indicated that the services they
received were beneficial. However, the working poor
were often unable to meet State eligibility
requirements. :

o The\Degattment had not provided leadership in
coord1nat1ng existing services at the State and local
levels and had not provided needed technical
assistance.

Related Departmental Actions

Title XX is now part of the Social Service Block Grant which {
will provide greater flexlbillty at the State and local &

level for planning social services activities. .As a result ;
of the SDA f1nding concerning technical a551stance, the 3
Department is developing a new stategy to improve the ' :
technical assistance provided to States under the block ;
grant. This strategy recognizes that States have control A
over the funding of discretjionary projects but attemgts to ‘
coordinate similar projecté\thh1n States in order dévelop i
data desired by the projects for the minimum cost.

4. PHS National Health Service Corps (NHSC)

Descrigtion “

The purpose of this SDA was te examine: 1) the quality of ) §
NHSC services received by health manpower shortage areas i i
(HMSA) ; 2) the impact on local health care for those

S a




R

g

W

et

R W

200

W

manpower shortage areas without :Corps aéngnees- and 3) the
characterlstics of areas unable to recruit or retain Corps

staff.

The fellowing SDA observations were based on intétviéws with
67 NHSC staff, 153 non-NHSC site staff, 89 Board members, 11
private physicians, 10 public off1c1als, and 200 consumers,

Major Observations and Related Departmental Actlons

(o}

The ease with which Corps vacancies are filled appears
to vary based on climatic, topographic, and economic
conditions, and the degr#e of geographic isolation.

This variation in filling vacancies is- expectedhto
continué since the size of the Corps is not sufficient

. to fill all vacancies. 1In addition, the program

office believes it would be a disservice to
communities to "force place" Corps doctors in
locations where they do not want to go. Preference of
the professional is balanced against placement in the
highest-need areas.

The scholarship program was criticized by some Corps
staff and communities.

In the"past year, scholarship recipients were offered
the opportunity to serve internships in rural settings
during summers- &0 ease their adjustment to the service
obligation. 1In addition, regional officials are now
expected to contact every scholarship recipient once a
year to acquaint them with expectations of the Corps.

The legislative requirement which gives scholarship
priopity to f.irst year medical students was criticized
because individuals considered this timing too early
in the educational program for a student to make an
informed commitment to a particular residency
specialty pr to the Corps. .

In some communities conflicts arose between private
providers and Corps assignees.

This past year the NHSC issued a policy requesting
that the local professional medical society comment
whenever an area comes up for designation as a NHSC
site. Also, when a Corps designee choosies a community
in which to locate, the designse is instructsd £o meet
with the local medical society. Finally, DHHS will
sign a contract with the American Medical- Assocxatlon
to have the AMA assist in the identification of "
vacancies in shortage areas, 'in placement of Corps
staff, and in resolution of conflicts between Corps
and private prov1ders.
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. . “ APPENDIX IT
Resources Used in Addressing Fraud,
Abuse and Waste FY 81
2 (ﬁ -
, ‘ Staff ‘ »
AGENCY . $# OF UNITS PROFESSIONAL SUPPORT TOTAL _FUNDS (3090)

Health_ Care Flnanc1ng : ; - “ .
Admlnlstratlon (HCFA) N 16* - - 749 $ 27,713
Social Security ’ o ¥ - :
Administration (S5A) ‘ *x ' - v= 9145 301,400
.Public Health : , ' : . .
Service (PHS) ' 12 ’ - 67,75 14.8 82.55 2,464
Human Development o _
Services (HDS) =~ : ) 5 o 68.5 21 . 89.5 "2,;725
Office of the Y i ‘ x -
Secretary (OS) -7 SR SN | . 7.5 49.6 1,834

B o 5‘} L R v s
TOTALS . | i '}1, i 15,115,865 $336,138

* HCFA ‘provided resource data by type of a.t1v1ty. However, these activities are concentrated in
6 headquarters offices and 10 regional oEf1ces. 2

Information on SSA's resources used foﬂ fraud, abuse and waste was only available by .type of

activity. However, because many of these activities are carried out by SSA's 1300 dlbtrlct
nffices, we have not 1nc1uded SSA units for comparlson purposes. -

* %k

: S

t] it

e

102

0 ; o A 1 » .
. [ . .
. ; ' W
R ; . Y
it B y . . = . .

iy,

DRI IR O



v
{
Ay
;
)
T R e Y e g i e e . R _(i; - - — PR - - e . e e ais, T A TR T T L A U AR ST

T |

b A -
3 ;

i

f

]
i

e
S

! S
5 Resources Used in Addressing Fraud, P !
. ~ Abuse and Waste FY 81 . C : )
: STAFF : //
HCFA . ACTIVITY _ COMPONENT F/A/wW* TOTAL FUNDS ($000) ; ) ;
Medicaid Management ' Central staffs, . : R
Infor. System (MMIS) field offices A& W 31 $01,147 o P T
Medicaid Quality =~  .-wev Central staffs, B
" Céitrol (MQC) field offices W 163 : 6,031
Cost Report Evaluation Central staffs, ‘
Program (CREP) field offices ) A& W 56 2,072
. K ¥
{ Part B Quality Central staffs, °
; - Assurance Program field offices W 37 1,369 23
- o N
: Validation Review Central staffs, :
; Program field offices , - & W 126 4,662 ,
f - Assessment of Medicare Central staffs, :
: Contractor & Medicaid field cffices 277 10,249
; State Agency Performance
. ? ‘. N .
) « Abuse Investigation . C#ntral staffs, .
B ; . field offices A 59 2,183 .
L) ‘ 4 & : ”
o : SUBTOTAL HCFA ‘ 16 (6 central office
; : unifs and 10 regional “ ,
: : offices) ’ ‘ 749 827,713 iy
; | ’ ‘:\V\, L e . W s e amAen 2 e oA o rwEmEY WIGRY 8 oen - SR Rt " ety e g !
T : * Column indicates whether the major purpose of the unit to address fraud (F), abuse (A) and/or o=
waste (W). ’ o % *
: x, & " *§H A ' R
)
o LoEy v
W R - (4
1) // - e S - w
b . \% it -
i ' N
) o ) : . Y ' L AR i
o~ . ’ ‘L R : ) ) % (\; W L ! . Vo . R - B k{
- 0 . ¢ 7 - : . . ~ : . o ‘ : v
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HEALTH CARE FINANCING ADMINISTRATION

Medicaid Management Informations (MMIS) produce data and
analyses used by state managers to control Medicaid
expenditures. These systems also generate data which enable
states to identify instances of program abuse. Currently, 36
states, accounting for about three quarters of Medicaid )
expenditures, have fully certified MMIS. Ten other states are’
developing systems, and only five states have not started to
develop systems. :

Medicaid Quality Control (MQC) is a comprehensive management
system which complements tne states' MMIS. The MQC system
reviews a sample .0f cases to identify errors and incorrect
payments and determine the reasons for those errors. MQC
findings are used as a basis for corrective action.

Cost Report Evaluation Program (CREP) serves a key component

i the assessment of Medicare intermediary performance and HCFA
policy in the settlement of hospital and home health agency
cost reports. CREP focuses on a review of reimbursement and
claims review problems as reflected in a sample of all home
health and hospital reports settled by Medicare intermediaries
during a fiscal year.

Part B Quality Assurance Program detects payment errors in
the Medicare supplemental insurance program. The program
focuses on avoidance of future claims processing errors by
identifying their sources and making appropriate corrections.

Validation Review Program reviews the appropriateness of
claims payment under both Medicare and Medicaid., Audits are
focused on areas where there is a potential for misspent
funds. Audit results are used as the basis for correction of
existing program policies and practices.

Assessments of Medicare Contractor and Medicaid State Agency
Performance are used as the basis of evaluating and monitoring
contractors' and state agencies' performance in investigating
and taking action on suspected cases of fraud and abuse.

Abuse .Inveéstigations identify and reduce improper practices

by individual health care providers. Two of the most important
tools for this identification are Abuse Investigations and
Preliminary Fraud Investigations. Both contractors and state
agencies are required to investigate .situations involwing
suspected fraud, abuse, or other improper practices. In cases
where actual fraud or abuses is detected, the provider is
sanctioned through the administrative sanctions program.

¢

T

et

i
<

2 SR G

TN

A



S

PES

T

o

S R R b e

T ST

Py

i



-y wr re - T
¢

0
N

\\

W\

i
7
B
¢

7
o

(}‘"

T LY R e ST

R

S T

TR

bi
{
;

¥

o

3

Resources Used in Addressing Fraud,

SSA° - ACTIVITY

@ﬁwfme :

i

SSI Redetermxnations

Continuing disability
Investigations‘

‘, Preeffectuation review
of disab determinatjona
Fiscal audit and : '

: control :

srsranfsrcuarrr/
. PROGRAM INTEGRITY

. Program integrity
: activities

v

'v:"ﬂI'nterna1 security in
' fEield offices
'System.security offiterey

suhVEy AND AUDIT

Internal surveys and
audits .

QUALITY ASSURANCE

»

v Quality assurance
y reviews - ‘

'SUBTOTALVSSA :

Field offices,"

4

All'combonents

‘Pield staffs (10), -

Abuse and Waste FY 81

COMPONENT ¢

(1350)
central operations

Central operations, R

(state DDS' 5) e

Central operations, -
field staf[s (10)

Program service centers (6)
central operations

‘Pield integrity staffs,
field offices, central
integrity staff .

Field offices,

(10)

central staffs (5) . RN

Fleld staffs’' {10},

-central staffs (2)

F/A/W‘

i
STAFF ° ’
CTOTAL'  “FUNDS ($000)
5140 $135;000
1110 . 83,000
© 400 - - i 10,600 -
140 3,500
oL »
185 5,200 o~
N/
¥ 50

120 0 .3,300

2000 M :
9145 o $301 400

* Column indicates whether the major purpose of the unit is to address fraud (F), abuse (A), and/or

waste (W). E
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SOCIAL SECURITY ADMINISTRATION

SST Redeterminations are administrative reviews of

Supplemental Security Income {SSI) recipients to determine if
recipients continue to be eligible for SSI benefits. SSa staff
review the total SSI caseload once a year. However, cases with
changes in beneficiary status or error-prone cases are reviewed
more frequently. This activity is carried out in 1360 SSA
field offices and in SSA's central operations.

Continuing Disability Investlgatlons (CDIs) are reviews of
persons currently recelving disability insurance (DI) or
disability behefits (SSI) to determine if these individuals
continue to be disabled. By law, the entire disability
insurance and SSI disability caseloads are reviewed every three
years. However, additional reviews are targeted on those cases
more error-prone and with shorter term disabilities. This
activity is carried out by SSA's central operations and the 52
State Disability Determination Service (DDS) Unit§.

preeffectuation Reviews are Federal re-reviews of favorable

State disability decisions made prior to prov1d1ng a benefit

payment to the disabled beneficiary. These reviews are carried -

outsby SSA's central operations and by 10 field staffs.

Fiscal Audit and Control are reviews of payment ‘transactions

to insure program integrity and reconciliation with information '

provided to Treasury. Reviews are done oh a monthly basis
through payment tapes. This activity is carried out by six
Program Service Centers and SSA's central operations.

Program Integrity Activities are a wide range of detection
and 1nvestlgatlon activities of beneficiary fraud. This

act1v1ty is pursued when allegatlons of fraud are made and when_‘

various program tapes are matched and possible fraudulent
situations are identified (e.g., an SSI recipient has a bank
‘account but does not report it as a resource). These .
activities are carried out by 10 field integrity staffs, 1350
field offlces, and SSA's central integrity staff.

Internal Securlty in Fleld Offices are on-going activities to -
protect. the safety ang security of SSA personnel, facilities,
and program records. For example, ensuring persons are not

able to use the field office telecommunication system to create’
‘bogus beneficiary files. These activities are carried out by ~ +

1350 field offices.

System Security Officers are thoée persons responsible, on an
on-going basis, for the security of SSA's systems claims

Pprocesses and offices,. Officers are responsible for .an active

‘security program (i.e., security planning, ‘audits, risk
assessments). ‘All SSA components have such officers (i.e.,
central~operations, field staffs, and field offices)a

_Internal Surveys and Audits are SSA's 1nterna1 evaluation

activities to determine how well its' components are meeting
‘their goals and the usefulness of current internal procedures
{i.e.,.Quality Control,wotk flows, accovntabillty controls and
‘processes) . Thesg activities are carrxed out by 10 field
.staffs and five centtal staffs. .

w “ 5
5 0

' _ouality Assurance arethose on—go1ng activities which measure -

S corrective

-the accuracy. of SSA program processes and develop proposals for
ictions. ‘This activity is carried out by'two B
central-office staffs . (i.e., 0fficé of Payment Elig1b111ty
Qualzty, and 0ff1ce of Ad]udlcatlon) ‘and 10 fleld staffs..
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Office of the Assist.
Secretary for Health
- Office of Org. and

Mgt . Systems .

- Office of Health

‘Planning & Eval.

Alcohol, Drug Abuse

and Mental Health

Administration . §
E‘N\E)ff,i.c:e of the ‘Adm.

Centers for Disease
Control o
~ Office of the Dir.

Food ‘and Drug. Adminis-
tration
- Office of the
-Commissioner
- Bureau of Drugs _
Div. of Scientific’
Investigations '

* Column indicates whet
waste (W) .

[
Fie] v »
Resources Used in Addressing Fraud,*
Abuse and Waste FY 81
g - : Staff ~ .
F/A/W* PROFESSIONAL SUPPORT ~ TOTAL FUNDS ($000)
W 2.5 .5 3 90
W 2 -3 2.3 71
7
<

2.7 72

¥
‘131%
TN

1,030

F&A 28T 35

hét the major purposé,of the unit is tO'address fraud (F),*abuSe‘(A), and/or

¥ % 4
A K :
TN S TN B N e R,
N A ; g s
N A
' x
“ B B
A 2
13
H
< s R -
& -
o
. . \
- i - KRN
i ‘ . NN
y L f ~
g n v . >
H
i - . A
i L
! . : &
=) v N
. = i B
R Tt i . :
« . : : e E]
H ® .
‘o -2 A -

902

S

Y



P}

i

L
5
£
i
;
o
1
y
i
3
}
]
y
i
4

A
. 3 