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Medicare Program Integrity

Summary

Since 1990, the Government Accountability Office (GAO) has identified the Medicare program
as at risk for improper payments and fraud, and, since 2004, has issued 12 products documenting
various program vulnerabilities. As noted by GAO and other public and private analysts,
Medicare’s vulnerability to fraud and abuse arises from the program’s size, complexity,
decentralization, and administrative requirements. Although a good estimate of the dollar amount
lost to Medicare fraud and abuse is open to discussion, analysts agree that billions of dollars are
lost. Administering the volume of claims (more than 4.5 million per work day) from Medicare’s
many providers and suppliers (over 1 million) is a daunting task. Requirements to process and
pay provider reimbursement claims quickly, have set up a “pay and chase” approach that
complicates program integrity efforts.

In general, initiatives designed to fight fraud and abuse are considered program integrity
activities. These include processes directed at reducing payment errors as well as activities to
prevent, detect, investigate, and ultimately prosecute health care fraud. The Centers for Medicare
& Medicaid Services (CMS), the Agency within the Department of Health and Human Services
(HHS) responsible for Medicare administration and program integrity, oversees private
contractors that perform activities such as provider audits, reviewing claims for medical necessity,
and conducting investigations. These contractors develop and refer suspected fraud cases to the
HHS Office of the Inspector General (HHS/OIG) and the Department of Justice (DOJ) for further
investigation and prosecution.

CMS has made considerable progress in improving program integrity oversight as well as in
reporting on Medicare program integrity. With increased mandatory and discretionary funding,
CMS’s ability to wage a consistent, coordinated program integrity campaign has improved.
Nonetheless, some issues remain, including the need to further improve the identification,
monitoring, and reporting of fraud and abuse, and to provide more information on program
integrity resource allocation decisions and results.

Medicare program integrity activities are funded in statute, largely through the Health Care Fraud
and Abuse Control (HCFAC) and Medicare Integrity Programs (MIP), which were both
established by the Health Insurance Portability and Accountability Act of 1996 (HIPAA, P.L. 104-
191). HIPAA provided CMS and federal law enforcement agencies with dedicated funds to
coordinate federal, state, and local activities to fight health care fraud. Beginning in FY2009,
Congress approved additional discretionary funds to enhance these efforts. Further HCFAC
funding was provided under health care reform—the Patient Protection and Affordable Care Act
(PPACA, P.L. 111-148 as amended). PPACA increased HCFAC mandatory funding by $350
million over the period from FY2011 to FY2020. PPACA also strengthened and added a number
of new tools for CMS to help bolster Medicare’s program integrity activities.

This report provides an overview of Medicare program integrity. A description of key program
integrity activities is presented as well as a discussion of the role that private contractors and law
enforcement agencies play in maintaining Medicare’s integrity. Detailed information on federal
funding for program integrity efforts also is presented. The report concludes with a summary and
analysis of Medicare’s program integrity oversight and a discussion of recent initiatives,
including program integrity provisions in the Budget Control Act of 2011 (BCA, P.L. 112-25),
which became law on August 2, 2011.
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Introduction

According to the 2011 Medicare Trustees report, total Medicare expenditures were $523 billion in
2010 for 47.5 million beneficiaries.! The Centers for Medicare & Medicaid Services (CMS)
Office of the Actuary projected overall Medicare spending will reach $557.4 billion in 2011.> Due
to a number of factors such as advances in health care delivery and technology, an aging
population, and overall increases in medical costs, Medicare spending has been projected to grow
more quickly than spending in the overall U.S. economy. As expenditures continue to rise in the
nation’s largest health insurance program, efforts to preserve Medicare’s program integrity have
attracted increased attention.

As the agency responsible for administering Medicare, CMS contracts with a number of private
entities to conduct program integrity activities. Program integrity includes the following six main
activities.

1. Conducting provider audits.

2. Reviewing claims for medical necessity.
3. Identifying and investigating fraud.
4

Ensuring that Medicare pays only for services for which it has primary
responsibility.

5. Educating providers on Medicare billing procedures.

6. Identifying improper billing practices that affect both Medicare and Medicaid.

Once these contractors identify suspected fraud, they refer the cases to Medicare administrative
contractors (MACs) to recover overpayments and, where appropriate, to the Department of
Health and Human Services Office of the Inspector General (HHS/OIG) and the Department of
Justice (DOJ) for further investigation and prosecution.

The Health Insurance Portability and Accountability Act of 1996 (HIPAA, P.L. 104-191) amended
the Social Security Act (SSA) Sec. 1817(k) to establish an appropriation from the Medicare Trust
Fund to an expenditure account, called the Health Care Fraud and Abuse Control Account
(HCFAC Account). The amount transferred from the Medicare Trust Funds is jointly certified by
the Secretary of the Department of Health and Human Services (the Secretary) and Attorney
General as necessary to finance anti-fraud activities. The maximum amounts available for
certification are specified in law.

HIPAA also established an additional annual Medicare Integrity Program (MIP) appropriation.
Mandatory annual MIP appropriations are transferred from the Medicare Trust Funds to the
HCFAC Account, and HIPAA specified the maximum amounts available for MIP. The maximum
MIP appropriations are adjusted for inflation and are available until expended. HIPAA required
that the HHS/OIG and the Attorney General submit an annual report to Congress on selected
HCFAC activities, but not MIP activities. GAO submitted four biennial reports on HCFAC-

' CMS Office of the Actuary, 2011 Medicare Board of Trustees Report, https://www.cms.gov/ReportsTrustFunds/
downloads/tr2011.pdf.

2 Ibid.
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funded activities (not MIP activities) as required by HIPAA. In FY2010 and FY2011 respectively,
the HCFAC Account received mandatory appropriations of approximately $1.17 billion. and
approximately $1.4 billion.” Beginning in FY2009, Congress approved additional discretionary
investments of $198 million for FY2009, $311 million for FY2010, and $311 million for FY2011
to further enhance Medicare’s program integrity efforts.

This report presents an overview of Medicare program integrity activities including the following
major areas: an introduction to Medicare health care fraud; a description of CMS’s program
integrity activities; a discussion of the roles played by private contractors and federal law
enforcement agencies in maintaining Medicare program integrity; details on federal anti-fraud
funding; analysis of CMS’s Medicare program integrity activities; and a summary of recent
program integrity initiatives.

Medicare Background

Medicare is the nation’s health insurance program for most people age 65 and older and certain
disabled individuals.* Of Medicare’s 47.5 million enrollees in 2010, approximately 85% are over
65 and the remaining 15% are disabled.” Medicare consists of the following four distinct parts—
Parts A, B, C, and D:

e Part A (Hospital Insurance) covers inpatient hospital, skilled nursing facility,
home health, and hospice services.

e Part B (Supplementary Medical Insurance) covers other medical services, such as
physician visits, outpatient hospital care, laboratory services, and durable medical
equipment (DME)’.

e Part C refers to the option beneficiaries have to receive all Parts A and B services
through a private Medicare Advantage (MA) health plan.

e Part D covers outpatient prescription drugs, which are provided by private
prescription drug plans (PDPs). Many Medicare beneficiaries who enroll in
private, Part C, health plans, choose MA-PD (Medicare Advantage — Prescription
Drug) plans for combined Parts C and D coverage.

The majority of beneficiaries, nearly 75%, receive benefits through Medicare’s fee-for-service
(FFS) program, known as “original” or “traditional” Medicare. The remaining beneficiaries,
approximately 25%, chose to enroll in private health care plans under Medicare Part C, the

3 Department of Health and Human Services, Fiscal Year 2012 Centers for Medicare and Medicaid Services,
Justification of Estimates for Appropriations Committees.

* For more information, see CRS Report R40425, Medicare Primer, coordinated by Patricia A. Davis and Paulette C.
Morgan.

> The disabled population includes people under age 65 who receive cash disability benefits from Social Security or the
Railroad Retirement systems for at least 24 months, individuals under age 65 with end stage renal disease (ESRD), and
individuals with amyotrophic lateral sclerosis (ALS).

® DME includes hospital beds, wheelchairs, respirators, walkers, artificial limbs, and other equipment and services
specifically for home use.
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Medicare Advantage (MA) program. Approximately 73% (34.6 million beneficiaries) of
Medicare beneficiaries chose to enroll in Part D, the outpatient prescription drug program.”

Medicare Administration and Program Management

CMS, one of the Department of Health and Human Services (HHS) operating divisions, has
responsibility for oversight of all aspects of Medicare.® In addition to Medicare oversight, CMS
administers Medicare Parts A and B and operates Parts C and D through contracts with a number
of private organizations. CMS funds Medicare administration through a discretionary budget
request for program management, where program management includes activities such as paying
Medicare Parts A and B claims processing contractors, quality reporting and incentive payments,
health plan oversight, provider and beneficiary outreach, administrative simplification, and
information technology infrastructure. Program management funds are transferred from the
Medicare Trust Funds. Although some program management activities, such as provider
enrollment and information technology infrastructure, can affect program integrity, in general
program management does not include program integrity. CMS requests a separate annual
discretionary appropriation for Program Management, which, like the program integrity
appropriation, is transferred from the Medicare Trust Funds. This report focuses on CMS’s main
program integrity activities, not Medicare administration.

Center for Program Integrity

In April 2010, CMS consolidated responsibility for administering and monitoring program
integrity activities, including contractor oversight, under a newly created organizational entity, the
Center for Program Integrity (CPI).” In creating CPI, CMS established an organizational entity
intended to have authority to better integrate all program integrity activities across the Agency.
CPI was designed to consolidate, coordinate, and strengthen existing program integrity activities,
carry out new responsibilities created by legislative authority, and better position CMS to respond
to emerging program integrity issues. CMS identified CPI’s overarching mission to be “protecting
the Trust Funds and other public resources against losses from fraud and other improper payments
and to improve the integrity of the health care system.”'’ To achieve this mission, CPI identified
the following four program areas and classified all program integrity efforts into one or more of
these areas:

7 See Table I11.A3.—Medicare Enrollment, page 51, 2011 Annual Report of the Boards of the Trustees of the Federal
Hospital Insurance and Federal Supplemental Medical Insurance Trust Funds, May 2011, at http://www.cms.gov/
ReportsTrustFunds/downloads/tr2011.pdf.

¥ For more information on the 18 operating divisions and the Department of Health and Human Services organizational
structure, see http://www.hhs.gov/about/orgchart/.

 CMS’s Center for Program Integrity (CPI) administers and monitors all agency program integrity activities, including
those activities for Medicaid and the State Children’s Health Insurance Program (CHIP).

For more information on the CMS reorganization, see 75 Federal Register 14176, March 24, 2010. Previously,
Medicare program integrity activities were monitored by several CMS groups including the Center for Drug and Health
Plan Choice, the Center for Medicare Management, and the Office of Financial Management. Program integrity for
Medicaid was supervised by Center for Medicaid and State Operations.

10 Department of Health and Human Services, Fiscal Year 2012 Centers for Medicare and Medicaid Services,
Justification of Estimates for Appropriations Committees.
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e Prevention. Current prevention activities include payment system operation,
medical review, and provider and beneficiary education. CPI plans to expand
prevention by better engaging beneficiaries and other stakeholders in fraud
identification; strengthening provider/supplier safeguards; improving payment
system accuracy; and better coordination with law enforcement."'

e Detection. CPI plans to implement additional analytical pilots to detect improper
payment trends, such as using provider/supplier enrollment risk-based predictive
modeling, and geographic “heat” mapping based on 1-800-MEDICARE tips.
Heat mapping is a process used to identify geographic areas with increased
potential of fraud activity. CMS contractors analyze complaints to Medicare toll
free numbers and tips from providers and beneficiaries to target certain areas and
potential fraud schemes.

e Recovery. CPI plans to collaborate with program integrity partners, such as the
HHS/OIG, DOJ, state survey and certification agencies, and state Medicaid
agencies, to increase overpayment recoveries through utilization of restitution,
fines, penalties, damages, program suspensions, and exclusions. Additional
overpayment recovery tools available to CPI include field investigations, more
use of Recovery Audit Contractors (RACs), more use of Medicare Secondary
Payer activities, and better coordination with Medicare’s Office of Hearings and
Appeals.

e Transparency and Accountability. CPI plans to develop performance measures
that can be used to evaluate outcomes and better track, report, and disseminate
program integrity information.

CPI launched an outreach initiative to build better relationships with other public and private
partners and raise overall awareness of CMS’s program integrity activities. The outreach effort
included co-hosting a national health care fraud summit in Washington, DC (January 2010); local
summits in other major cities—New York (November 2010), Detroit (March 2011), Los Angeles
(August 2010), Boston (December 2010), Philadelphia (June 2011) and Miami (July 2010); and a
fighting health care fraud industry day in Baltimore (October 2010).

Health Care Fraud and Abuse

Increasing health care costs, increases in the number of Medicare beneficiaries, and other factors
are contributing to push the cost of Medicare to unsustainable levels. These increasing costs as
well as concern about proper stewardship of public resources have helped fuel additional interest
in finding ways to control rising Medicare costs. Program integrity, particularly initiatives to
identify and reduce fraud and abuse, have received substantial emphasis as a potential source of
restraining the growth in federal Medicare expenditures. Several recently enacted new laws have
provided additional tools and resources to help federal officials improve upon Medicare program
integrity activities. These initiatives are discussed in more detail below.

" Program integrity stakeholders can include private payers, other federal programs, state Medicaid agencies, the
CHIP, Medicare providers and suppliers, the DOJ, and the HHS/OIG.

Congressional Research Service 4



Medicare Program Integrity

Estimates of fraud and abuse often are made separately from estimates of improper payments.
Estimates of the dollar amount lost just to health care fraud vary. Fraud analysts and law
enforcement officials estimate between 3% and 10% of health care expenditures (for all payers,
including Medicare) are lost annually to fraud.'> CMS estimated that Medicare’s FY2010 FFS
improper payment error rate was 10.5% and accounted for $34.3 billion in overpayments.’ Not
only do fraud and abuse contribute to rising health care costs, they also can harm patients,
particularly when medically necessary services are withheld, or when medically unnecessary
services are provided.

Fraud and abuse often are integrated together into the discussion of program integrity or activities
to protect the Medicare program from these threats. Abuse describes incidents or practices of
providers, physicians, or suppliers of services and equipment which, although not usually
fraudulent, are inconsistent with accepted sound medical, business, or fiscal practices. These
practices may, directly or indirectly, increase Medicare costs, result in improper payment,
payment for services below professionally recognized standards, or payment for services that
were medically unnecessary. Fraud is intentional deception or misrepresentation that an
individual makes, knowing it to be false and that it could result in some unauthorized benefit to
them. Typically health care fraud most often is associated with financial misconduct, however,
delivering poor or substandard quality care has received increased attention in recent years.'* For
the purpose of this paper, the discussion of abuse focuses on improper payments and not the
improper provision of health care services.

Although health care fraud encompasses many different types of erroneous behavior, the types of
schemes committed today share certain characteristics. According to law enforcement officials,
fraud perpetrators often target public health insurance programs (Medicare and Medicaid) and
private health plans simultaneously. Fraud schemes can span multiple states and involve both
providers of services, many with little health care experience, and beneficiaries. For example, in
several recent cases, fraud perpetrators paid both providers and senior citizens kickbacks to obtain
their billing numbers in order to submit fraudulent claims to Medicare. Other examples of recent
fraudulent activity include billing for unnecessary services or tests provided to patients,
submitting claims for services provided by unlicensed providers, and illegally marketing drugs or
products for higher reimbursements."® Further, recent fraud investigations revealed evidence of
organized crime activity in health care. At a recent hearing before the House Committee on
Oversight and Government Reform, the HHS/OIG Deputy Inspector General testified that health
care fraud is attractive to organized crime because penalties are lower than for other organized
crime-related offenses, there are low barriers to entry, fraud schemes are easily replicated, and a
lack of data hampers detection efforts.'®

'2 The National Health Care Anti-Fraud Association (NHCAA) estimates conservatively that 3% of all health care
spending—or $68 billion—is lost to health care fraud. See NHCAA consumer alert available at http://64.211.220.122/
eweb/DynamicPage.aspx?webcode=anti_fraud resource centr&wpscode=TheProblemOfHCFraud. The Federal
Bureau of Investigation (FBI) refers to estimates of 3-10% of all health care billings as potentially fraudulent, see
Annual Financial Crimes Report available at http://www.fbi.gov/publications/financial/fcs_report2008/
financial crime 2008.htm#health.

'3 For more information, see http://paymentaccuracy.gov/programs/medicare-fee-for-service.
' Alice G. Gosfield, Medicare and Medicaid Fraud and Abuse 2008 Edition, pp. 5-6.

15 Department of Health and Human Services (HHS) and Department of Justice (DOJ) Annual Health Care Fraud and
Abuse Control (HCFAC) Program Annual Report for FY2008, September 2009, http://oig.hhs.gov/publications/docs/
hefac/hefacreport2008.pdf.

U.s. Congress, House Committee on Oversight & Government Reform, Subcommittee on Health Care, District of
(continued...)

Congressional Research Service 5



Medicare Program Integrity

Even though there is overlap, the types of fraud committed against Medicare’s FFS program can
differ from the types of fraud committed against Medicare’s Parts C and D plans. These
differences stem largely from differences in Medicare’s payment structure. In FFS, Medicare pays
providers directly for a specified unit of service delivered to a beneficiary (i.e. procedure, visit,
test, or group of services). This can create provider incentives to overstate the health care services
provided to patients or actually to provide more care to beneficiaries than is necessary in order to
increase reimbursement. Examples of fraudulent overstatement and over-billing activities in
Medicare’s FFS program include the following:

o Billing for services not furnished and/or supplies not provided;

o Altering claim forms, electronic claim records, medical documentation, etc., to
obtain a higher payment amount (i.e. upcoding);

o Billing for services already provided (i.e. duplicate payments);

e Soliciting, offering, or receiving a kickback, bribe, or rebate, e.g., paying for a
referral of patients in exchange for the ordering of diagnostic tests and other
services or medical equipment;

e Billing for services provided to deceased beneficiaries or provided by deceased
providers;

e Billing non-covered or non-chargeable services as covered items; and

e Billing separately for services or equipment included in global rates (i.e.
unbundling).

In contrast, under Parts C and D, Medicare pays private health plans and prescription drug plans
(PDPs) a fixed monthly payment amount per enrollee, otherwise known as a capitated payment.
Capitated payments are made in advance for a pre-determined set of benefits either to an MA plan
for Parts A and B benefits or to a PDP for prescription drug benefits. Under capitation, the
monthly payment amount is fixed, regardless of the amount of services provided. Therefore,
providers have incentives to limit health services or provide fewer services to beneficiaries to
maximize their profit. In Medicare Parts C and D, types of fraudulent activities may include

¢ Engaging in fraudulent marketing practices (i.e. offering beneficiaries a cash
payment to enroll, enrolling beneficiaries without their consent, conducting
unsolicited door-to-door marketing, or using unlicensed agents);

o Selectively enrolling healthy beneficiaries (“cherry picking” beneficiaries who
will need fewer health services);

e Failing to provide medically necessary services;
e Inappropriately overestimating or underestimating bid amounts for payment; and

e Collecting excessive beneficiary premiums.

(...continued)

Columbia, Census, and the National Archives, A Perspective on Fraud, Waste, and Abuse Within the Medicare and
Medicaid Programs, Testimony of Gerald T. Roy, Deputy Inspector General for Investigations, HHS/OIG, 112" Cong.,
April 5, 2011.
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Historically, Medicare program integrity has focused on combating FFS fraud in Medicare Parts
A and B with less emphasis on Part C (Medicare Advantage) and Part D. However, as private
Medicare plan enrollment increased and Medicare added an outpatient Part D drug benefit, there
was a need to expand program integrity activities to address fraud in capitated payment systems
as well as FFS.

Medicare Program Integrity Overview

In Medicare, program integrity typically encompasses two types of activities: (1) processes
directed at reducing abuse, such as payment errors or improper payments and (2) activities
designed to prevent, detect, investigate, and ultimately prosecute fraud. Since 1990, the
Government Accountability Office (GAO) has designated Medicare as a federal program at high
risk for fraud and abuse due to its size, complexity, scope, and decentralized administrative
structure.'” Since 2004, GAO has issued 12 products (including reports and testimony) that have
identified strategies to reduce Medicare fraud and abuse.'®

To protect the Medicare Trust Funds from improper payments, CMS contracts with private
companies to review claims to determine whether the services provided are medically reasonable
and necessary. In Medicare, improper payments include both provider under- and overpayments.
Improper payments largely result from provider billing mistakes or inadvertent claims processing
errors. Although Medicare’s claim review strategies identify some instances of fraud, they are not
specifically designed to do so. The majority of claims are screened and reviewed after payment
has been made or post-payment.

CMS also contracts with private organizations that are directed to identify fraud. CMS typically
classifies these anti-fraud functions as benefit integrity activities. Examples of benefit integrity
include performing ongoing claims data analysis to identify aberrant billing patterns, conducting
fraud investigations, auditing providers, contacting Medicare beneficiaries and providers to verify
that medical services were actually provided, and referring suspected cases of fraud to law
enforcement personnel for prosecution. When these activities reveal suspected fraudulent activity,
CMS’s contractors develop and refer cases to the HHS/OIG for further investigation and
administrative sanctions. Fraud cases may then be referred to the DOJ for prosecution.

Medicare Vulnerability to Fraud and Abuse

As GAO and other analysts have noted, several Medicare characteristics make the program
particularly vulnerable to fraud and abuse. The Medicare program’s size makes management of
the program complex, requiring automation and predictable rules and procedures to ensure
efficient operation. Medicare’s predictability and rules driven payment systems ensure that
providers will receive prompt payment, but also provide opportunities for individuals to exploit
the system. Medicare’s prompt payment requirements contribute to a vulnerability that has been

'7U.S. Government Accountability Office, High Risk Series: An Update, GAO-11-278, February 2011,
http://www.gao.gov/products/GAO-11-278.
'8 U.S. Government Accountability Office, Medicare and Medicaid Fraud, Waste, and Abuse: Effective

Implementation of Recent Laws and Agency Actions Could Help Reduce Improper Payments, GAO-11-409T, March 9,
2011.
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described as a “pay-and-chase” approach, whereby Medicare pays a claim and then has to recoup
any improper payment.'’

Prompt Payment

Medicare must pay most claims within 30 days, which leaves relatively little time to review
provider reimbursement claims to ensure that they are submitted by legitimate providers and are
accurate and complete. Under Medicare law, through its contractors, Medicare must (1) pay at
least 95% of clean claims within 30 days of receipt, (2) calculate and pay interest on clean claims
not paid within 30 days of receipt, and (3) pay or deny all claims within 60 days of receipt.”’ The
vast majority of claims are paid quickly, within the 30-day prompt payment window, and as a
result claims are subject to limited review before payment (prepayment review). Most
prepayment review consists of coding validity checks and medical review conducted by computer
edits. Medical record reviews by trained professionals are conducted on as few as 1% of all
Medicare FFS claims.”’

Pay and Chase

The need to pay a large number of claims quickly, sets up what has been described as a pay and
chase dynamic. Once Medicare claims are paid, they are subject to additional reviews that are not
possible during the 30-day requirement to process clean claims. The additional reviews verify
accuracy of information (for the provider/supplier and beneficiary), appropriateness, medical
necessity, and other characteristics. Under the pay and chase approach, unscrupulous individuals
could enroll as Medicare providers/suppliers, receive payments, and CMS subsequently would
detect, or chase, overpayments or fraudulent bills to seek recoveries. Fraudulent providers/
suppliers often bill large sums quickly, then disappear, but even for legitimate providers that have
received an overpayment in error, it is expensive to identify and recover improper payments.
Program integrity emphasis is shifting away from the pay and chase to an approach that attempts
to prevent overpayments in the first place.

Program Integrity Activities

Within the four program areas identified under CPI, there are six main types of program integrity
activities: provider auditing, medical review, benefit integrity, Medicare secondary payer (MSP),
provider outreach and education, and a Medicare-Medicaid Data Match Project. These six
functions are stipulated in law and are largely part of CMS’s Medicare Integrity Program (MIP).**

' Detroit Fraud Prevention Summit, Remarks of Kathleen Sebelius, Secretary of the Department of Health & Human
Services, March 15, 2011.

20 Social Security Act (SSA) § 1816(c)(2)(A) and (B) [for Part A] and § 1842 (c)(2)(A) and (B) and Medicare Claims
Processing Manual (Pub. 100-04, Ch.1, §80.2). Medicare contractors are prohibited from paying electronic claims
within 13 days after they were received and, to encourage electronic claims submission, 28 days for all other claims.

1 U.S. Government Accountability Office, Medicare and Medicaid Fraud, Waste, and Abuse: Effective
Implementation of Recent Laws and Agency Actions Could Help Reduce Improper Payments, GAO-11-409T, March 9,
2011.

22 The Medicare Integrity Program is established under Social Security Act (SSA) Section 1893, which identifies many
program integrity activities. CMS also employs other program integrity activities not discussed in this report, such as
scrutinizing provider enrollment applications, conducting in-person site visits to provider locations to verify that they
(continued...)
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However, CMS has expanded MIP activities to include more focus on preventive methods. CMS
strives to use a more flexible approach that combines both traditional MIP tools with other
approaches, such as the Health Care Fraud Prevention & Enforcement Action Team (HEAT),
where a team that includes medical experts, law enforcement, data analysts, and policy staff,
collaborate to identify suspicious activity and quickly investigate and prosecute criminal
behavior. More information is presented in the remainder of this section on traditional program
integrity activities.

Provider Auditing

Part A Medicare providers such as hospitals, nursing homes, home health agencies, and other
institutional providers are required to submit annual cost reports to CMS.** Part A providers are
initially paid, but are subject to an annual Medicare cost report settlement.”> Cost reports contain
information on providers’ service cost allocations. CMS contractors initially analyze Part A
provider cost reports to assess whether reported costs are adequate and accurate, and to determine
whether more comprehensive, on-site audits might be necessary. If desk reviews reveal cost
report anomalies, contractors may conduct on-site field audits. Field audits are designed to ensure
compliance with Medicare regulations and reimbursement policies and instructions for such
federal reimbursement policies relating to Graduate Medical Education, disproportionate share
hospital, bad debt, and other cost reimbursed items.

Under Medicare Part C, CMS contracts with managed care organizations, called Medicare
Advantage (MA) plans. These MA plans also are subject to audits, where CMS verifies the
accuracy of monthly payments made to MA plans on behalf of Medicare beneficiaries. Although
the law requires that CMS annually audit the financial records of at least one-third of Part C MA
plans, a GAO report released in July 2007 found that CMS did not document its process for
ensuring that it met this requirement for years 2001-2005.%° CMS plans to evaluate provider audit
performance on the basis of the ratio of Medicare recoveries to audit dollars spent.”’

(...continued)
meet certain standards, and inspecting provider facilities.

23 In addition to traditional MIP activities, under HEAT and other initiatives, CMS is using new PPACA resources and
authority for the following tasks: random provider/supplier site visits, more aggressive oversight of inactive provider
numbers, implementation of a home health payment outlier policy, development of a data analysis system that will
identify potential fraud, initiate service and geographic specific projects for vulnerable areas, establish a beneficiary
reporting hotline, and issue identify theft protection guidance.

* Generally, Medicare Part A providers are paid under a prospective payment system (PPS). Under PPS, providers
receive a pre-dete